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Familial remittances before current
account in Mexico, 1980-2006

AlmaRosaMunoz Jumillaand LauraElenadel Moral Barrera

Universidad Auténoma del Estado de México

Resumen

Este trabajo intenta aportar una nueva
dimension alos estudios realizados en torno a
las remesas familiares, donde su originalidad
consiste en relacionarlas desde una perspectiva
histérica con los saldos de |a cuenta corriente.
Este andlisis macroeconémico se centra en
algunas coyunturas y politicas econémicas para
el periodo que se estudia, en donde se enfatiza
de manera especial en algunos afios que
caracterizaron ala economia del pais por las
crisis relacionadas con |os déficit de la cuenta
corriente y la escasez de divisas para
afrontarlas. Al relacionar el peso de las
remesas familiares en el financiamiento de la
cuenta corriente, es posible observar alavez su
evolucién e importancia.

Palabras clave: remesas familiares, cuenta
corriente, andlisis econémico, México.

I ntroduction

Abstract

Familial remittances before current account in
Mexico, 1980-2006

Thiswork tries to contribute with a new
dimension to the studies about the familial
remittances, where its originality consistsin
relating them from a historical perspective to
the balances of the current account. This
macroeconomic analysis focuses on some
conjunctures and economic policies for the
studied period, and emphasizes, in a special
way, on those years when the country’s
economy underwent crises related to the
deficits of the current account and the currency
shortage to confront them. When relating the
importance of the familial remittancesin the
financing of the current account, it is allowded
to observeits evolution and importance.

Key words: familial remittances, current
account, economic analysis, Mexico.

he behavior of the current account of the balance of payments and its
different forms of financing are an enormous concern for monetary
authorities. It can besaid that such current accountisanimportant pillar
intheeconomy of thewholecountry, asinthisor that manner itsresultsinfluence
economic development. The deficit values that characterize most of the
accounts part of the balance of payments are motive of constant worry. From
this, the present work aimsto contribute with anew dimension to the studieson
familial remittances, whose originality consists in relating them, from a
macroeconomic perspective, to the balances of the current account.
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The analysisis focused on some conjunctures and economic policies with the
most transcendencein the different years of the period analyzed. Observing the
weight of familial remittancesin thefinancing of the current account will make
it possibletoidentify theevol utionandimportanceof thisrelationand, therefore,
todeterminethemacroeconomicroleof remittancesintheperiod of study (1980-
2006).

Itisimportant to point out that thiswork isof empirical nature,* whoseanalysis
is based on statistics from the current account of the balance of payments
presented by the Bank of Mexico (Banco de México). In this moment the very
important subject of migratory process between Mexico and the United States
isnot approached, uponwhich, obviously, the perception of familial remittances
depend to a good extent. It can be seen at first sight that there is no relation
whatsoever between migration and the accountsof theforeign sector; asamater
of fact, thereis scarcity of jobsthat allow establishing a sort of bridge between
migration and the balance of payment; nonetheless, it is considered that this
bridge between them isindeed familial remittances.

Current account and familial remittances

Current account isdefined astheregistration of transactionsthat are carried out
between a country and the rest of countries. This registration consists of an
accountable balance that comprehends ayear, whose purposeis systematically
register theflow of goods, services, unilateral transfersand capital theresidents
of a country have with any foreign country (Banco de México, 1980). In this
sense Dornbusch and Fischer (2004: 321-322) define ‘ balance of payments’ as
follows

The balance of payment is the registration of the transactions of an economy with
therest of world. Init, there are two main accounts: the current account registersthe
tradeof goodsand services, aswell astransfer payments. Servicesincludetransports,
patents and interests’ payments. The transfer payments consist in remittances,
donations and subventions.

1 The processing of statistical figures required its conversion to constant values; thisis to say, they
weredeflated, for such end the Prince Index inthe United States cal cul ated for theyear 1995 wastaken,
sinceweworked withinformation fromthebal anceof payments, figuresareincurrent dollars; likewise,
dollar is considered amore stable currency than Mexican peso and the fluctuationsin prices are lower
in the United States, therefore, we decided not to convert them into national currency.
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The analysis of the balance of trade by means of the accounts that compose
it provide us with very important information on the evolution of a country’s
economy; forinstanceit explainsthegrowingtendency of theexternal unbalance
manifested as the chronic deficit of the current account and the lack of
availability of internal resources to finance them. This notes are managed by
means of double entries, thisisto say, registering incomes and outflows.

Thebalance of the current account, in addition to provideinformation on the
transactions with the exterior, isan excellent indicator to measure the capacity
toacquiregoodsand servicesintheinternational markets. In Mexico, thisindex
is of great importance for the economic development of the country, given the
chronic deficit situation historically faced.

Onthesideof ‘unilatera transfers’, the Bank of Mexico, in accordancewith
the International Monetary Fund, definesthem as"real and financial resources
received and given without compensation from or toward the exterior by the
residents of the country, and because of their nature do not have an implicit
counterpart" (Banco de México, 1980: 164).

‘Unilateral transfers' are composed by several categories: a) contribution
frominternational organismsfor technical assi stance; b) commissionsfor plague
eradication; c¢) fishing duties; d) donations; €) pensions; f) contribution to
international organisms; g) income from consular offices; and h) familia
remittances.? At thetimethis categories can be grouped into two entries: ‘ other
transferences’ that include the categories a) — g), and ‘familial remittances'.

Therefore:

...current transferences from abroad comprehend all the operations carried out
between the resident and non-resident institutional units, either private or public. A
current transfer in currency is a transaction to make a payment, in cash or a
transferrabledeposit, without receiving any good or activedifferent frommoney, nor

2 According to the specifications for each entry, it is: @) contributions from international organisms,
such as UN, for the development of specific programs in the country; b) fees to international fleets
for granting them permission to fish in Mexican waters; c) transfers from private and foreign
governmental institutions, received for activities of social security, teaching, etc; d) it refers to the
Mexico—United States Agreement to eradicate plaguesinitsdiverseprograms, such as: aphthousfever,
screw-worm and other; €) the perceptions foreign retirees living in Mexico receive from their
governments are included; f) the contributions from the Mexican government through its secretariats
of State, toall international organismsof whichMexicoisan official member; g) feesand dutiescharged
through the Secretariat of Foreign Affairs by means of their consular representations abroad, from the
following entries: migration duties; fees from services such as: expedition, and resealing of passports,
aswell as providing visas for passports, legalization of signatures, notarial acts, visa of commercial
invoices, etc; h) transfers of resources by means of remittances and gifts Mexican migrants send from
the destination countries to their relatives.
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receivingacounterpartinreturn. Thereisanalytical consensusbetweenthespecialists
in the balance of trade on the fact that both monetary and donation transfersimpact
ontheavailableincome, thus, fundamentally influencethe consumption of goodsand
services of the households which receive said transfers, nevertheless, this first
impact appearsin the variables of the balance of payments (Chavez, 2006: 62).

A definition of theconcept of familial remittancesisthat which considersthat
they areemigrant|aborers’ incomes(residentsoutsidetheir national territory and
which are registered in the entry of unilateral transfers), these are current,
unilateral and voluntary transfersfrom abroad asan amount of money (national
or foreign currency) or as objects (food, clothing, furniture, tools, et cetera),
which the laborers directly send to residents in their place of origin, who
commonly are their relatives. The laborer (sender) that sends remittances is
considered resident (legal or illegal) intherecipient economy. IMF establishes,
with ends of greater precision that the emigrant should be hired by a company
or resident person in the recipient economy, which excludes self-employed
people, if it isaself-employed personit isnot registered asremittance, but asa
privatetransfer. Likewise, it isconsidered that the stay duration of the emigrant
in the destination country should be at |east eight months.

Separately, the flow of external incomes from labor of border workers, this
isto say, the workers who regularly cross the border to perform salaried tasks
in the neighbor country (transmigrants or commuters) are not considered
emigrant workers, as they do not lose their residence in their country; this
generates some confusion astheseincomes are included in the current account
in the account of factorial services (since it is an income generated by a
productivefactor). Intheseentriesonefindslabor incomesof theborder workers
(Carriles, 1991), royalties, and reinvested revenues. These incomes are
distinguished from remittances in two aspects: a) the worker who earns them
doesnot losetheir residenceintheir country and b) they arelabor remunerations
which compensate the performance of a labor service, so they are obviously
factorial income from labor and not current transfers such as remittances.

3 This part was retaken from the article by Fernando Chévez Gutiérrez, whose article is cited on the
page 207 of Anélisis Econémico 46, who considers that according to the estimation of GDP (Gross
Domestic Product) and GNI (GrossNational Income), once GDPiscal culated, theseworkers' incomes
are considered incomes from foreign factors. Let us remember that "incomes from received and paid
to the exterior factors represent a special sort of imports and exports and because of thisit receives
incomes, the country isexporting (selling) theservicesof thisproductivefactor"; for aclear anddidactic
explanation of this topic see: Eloy Gonzdlez Marin, La contabilidad nacional, February 2004.
Departamento de Economia, Universidad Auténoma Metropolitana-Azcapotzalco, p. 16.
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Importance of familial remittances

Therelativeweight familial remittanceshaveonunilateral transfersisdeterminant,
thishasbeen ontheriseasfromthe 1980’ s decade until comprehending almost
their total. The growth of familial remittances is not only observed in their
participation in transfers, but in other variables as well, for instance, in the
incomes it provides to current account, which compared to those from other
sources are almost placed in the on top, with the exception of those from the oil
exports.

Inorder to analyzefamilial remittancesand their specificweight intransfers
we managed the entry of transferences breaking it down into two lines; one of
them corresponds to familia remittances, whereas the other deals with the
grouping of the different items (other transfers) which have been mentioned in
the previous paragraphs.*

Derived from the so important weight remittances have in transfers, any
variationinthemdirectly affectsthelineof transfers. In 1980 they comprehended
80 percent of them, however, in 1982 there was a descent in the reception of
remittances of 7.4 percent. It is presumed that this was due to the uncertainty
prevailing in the country before the economic crisis experienced that year and
the exchange rate problems, where migrants preferred to save their income
instead of sending them. In graph 1 the growing trend the remittances
participation has had along the period can be seen.

Remittances regained their growth in the two following years (1983 and
1984), nonetheless, in 1985 despite the incomes from transfers considerably
grew (40.5), remittances decreased in 0.8 percent, which is explained by the
effect of themigratory reformsstarted inthe United Statesorientedtoregularize
illegal migrant and favor family reunions (IRCA and SAW). Thisfact echoed at
the sametimein the sending of remittances, asthe families had relocated to the
United States, the sending of remittances was halted. Asaresult, it is seen that
in 1985 the percentage remittances represented in transfers was substantially
reduced (seegraph 1), from aparticipation above 80 percent in 1984, it wasonly
57.5percentthefollowingyear, thissituation privileged the partici pation of other
transfers’ entry. That sameyear the Bank of Mexico informed on an increment
of 20 percent in the received transfers.

4 The Bank of Mexico separates it in two entries, the one who corresponds to familial remittances
and the one of other transfers. In respect to expenditures, it also subdivides them into two entries: one

is called familial remittances and the second is composed only by the country’s contributions to
international organisms.
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It isworth mentioning that in 1985 there were registrations for current 521
million USD intransfers, which equal constant 737.96 million USD, asaresult
of thecondonation of interestspaidin excessto theinternational bank. From out
of the new incomes received through transfers the behavior of the donationsis
distinguishable, which grew 82 percent as part of theinternational help Mexico
received to face the consequences of September’s earthquakes.

Theperception of remittancescontinuedincreasinginthetwofollowingyears
(1986 and 1987), but mainly between 1987 and 1988, when they grew at arate
of 23.4 percent. Likewise, in 1987 an important increment in the entry of other
transfers (47.7 percent) was registered, which was due to the donations from
help received because of the damages caused by Hurricane Gilbert and the
payment of insurance companies (graph 1).

As aresult of the greater remittances’ growth, their participation in the
income from transferswas 83.5 percent in 1988; conversely, the entry of other
transfers reported an important decrement in incomes of 47.7 percent, derived
from the fact that help was not any longer received from abroad. It is deduced
that once the economy was stabilized that year, afeeling of greater confidence
for sending dollars from abroad was generated, for the exchange market was
opened. Another factor that also had an influence on it was the increment of
Mexican migrantsin the United States.

A similar situationwaswitnessedin 1990, when remittancesgrew 10 percent
inrespect tothepreviousyear. Meanwhile, theentry of other transferencesgrew
310 percent. TheBank of Mexicoinformed about anincrement intransfersfrom
interests’ refund; thissituation reduced the rel ative participation of remittances
to 62.5 percent, in spite of the 7-percent increment registered that year (see
graph 1).

In 1991 there was aweak increment in remittances, which barely grew at a
rate of 2.3 percent in respect to the previous year® (graphs 2 and 3). Likewise,
an important reduction in the entry of other transfers generated by resources
refund from the concept of interest payment was observed, so the remittances
relative participation in income from transferences increased to 88.4 percent.
Thelow perception of remittanceswasexplained by meansof thehypothesisthat
therewascertain possibility that thoseresidentsabroad withrelativesinMexico

5 When the absolute values of the remittances’ amounts are observed, it is evident they underwent a
constant increment. Nevertheless, the calculation of the growth rates allows observing the variations
they have had along the period.
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GRAPH1
PARTICIPATIONIN UNILATERAL TRANSFERS1980-2006
(CONSTANTPRICES)
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Source : own calculation based on information from Mexico's balance of payments, 1980 - 2006.

had decreased the number of visits astourist. Hence, that could have been the
reflection of a substitution toward the sending of funds. For thethird yearsina
row, the dispatches of remittances through telegraph gained importance in
respect to other forms of sending such as money order and persona check
(Banco de México, 1992).

Remittancesgrew at al2-percent ratein 1991 reaching 90 percent of thetotal
transfers. The received amounts continued increasing in the following years
although at a slower pace; on its own, the entry of other transfers descended.
Another aspect that started to become evident, according to the Bank of Mexico
wasthefact that: ... we observealossinthefield of funds sending modalities
via personal checks and money orders before the use of telegraphic drafts and
cash. Thus, the amount of the former two decreased 40 percent, whereas the
others, as a whole, increased 12 percent. On the other side, the average
remittance in 1993 was placed at 361 USD (2.8 percent morethanin 1992). In
thisrespect, it is probable that due to security reasons the senders of funds are
changing the remittances mechanism. Personal checks and money orders have
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GRAPH?2
EVOLUTIONOFFAMILIAL REMITTANCES, 1986- 2006
(CONSTANTPRICES)
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beentraditionally sent by mail, whereastransfersviatel egraphic and bank drafts
provide better security. Ontheir own, asitisknown, cash and giftsin kind enter
the country with the resident travelers from abroad (Banco de México, 1993).

In 1994, the growth of remittanceswas 1.6 percent in respect to the previous
year (seegraph 3), important modificationsintheir reception beganto benoticed;
one of them was the incorporation of statisticsin the operation of some banks,
which started to enter in wholesale markets purchasing money orders, not
directly from the final receivers, but from some intermediaries who operated
mainly inrural zonesintheabsenceof banks' offices(Banco de México, 1994).
Likewise, themodality of cashingamoney order wastakeninto accountinsome
commercial establishments, which previously wasa most impossibleduetothe
mistrust they generated.

Theaccount of transfersin 1995 registered an amount slightly above that of
1994, from which 92 percent corresponded to the entry of familial remittances,
whichtotaled 3571.2 million USD, despitetheincrement intheremittancessaid
year was 2.8 percent. It is distinguishable the amount of perceived remittances
had increased so dlightly, which makes us wonder why when crises occur the
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perception of remittances does not increase, as the migration’ sresponse is not
immediate, for it requires a process of maturing of the conditions to emigrate.
It isalso observed that there is a certain impasse between the migrants abroad,
uponwhofactorsof the psychol ogical kindinfluenceto send remittanceswhich
comefrom the uncertainty the country’ seconomy, wherethe migrantsprefer to
save and wait for stability to resume their dispatches.

In this sense, it is observed that as from 1996 there is a constant increment
in the sends of remittances, growth rates show a growth toward increment,
which goesfrom 12 percent that year to 14 percent in 1998. Hence, we havethat
with the exception of 1999, when the growth rate decreased, for the year 2000
an important flow of transferences was registered; the flow was derived from
theincrement registered in remittanceswhich were estimated in 6572.5 million
USD. In 2001, the transfer balance registered an important remittances
entrance, which grew at arate of 32 percent; the reached amount surpassed the

GRAPH3
GROWTHRATESOFFAMILIAL REMITTANCES, 1980- 2006
(CONSTANTPRICES)
40 -
35 _
30 |

Growth rates

1981-1982
1982-1983

S 1983-1984

i

1985-1986
1998-1999
1999-2000
2000-2001
% 2001-2002

=
O

1988-1989
-1989-1990
S 1990-1991
£ 1991-1992
1992-1993
1997-1998
2002-2003

<
2
8
n

1084-1985
11987-1988
11993-1994
1994-1995

g 1995-1996

2 1996-1997

o
©
o
o
=
@
o
=

S 1986-1987
8 2003-2004
13 2004-2005
S 2005-2006

Q
=
2
=
S
3
2
(0]
o
o)
2
3
3

Source : own cal

155 October / December 2007



Papeles de POBLACION No. 54 CIEAP/UAEM

never-seen-before margins. Before this situation of constant growth, the Bank
of Mexico stated:

Familial remittances represent the main entry in this account and are integrated by
resourceswhich the Mexican residents abroad send their relativesin Mexico. Inthe
year of referencethebal anceof remittancesreached 8895 million USD, anamount that
equaled 69.5 percent of thevalue of theoil exportsand 1.44 percentage pointsof the
GDP of theyear. It is convenient to point out that, asit was pinpointed in the press
bulletins on the balance of paymentsissued along 2001, said year the methodol ogy
to estimate familial remittances incorporated measures in the registration of such
transactionsthat theintermediary financial institutionsperform. Thisisareasonthat
explainsthevery highresult of theincrementinincomesfromremittancesinrelation
tothat registeredin 2000 (Banco de M éxico, 2001: 86).

By 2002, the situation of the transference balance continued being quite
favorable, with 10303.7 million USD. Familial remittances represented 95
percent of thetransfers. In 2003, the amount received from remittancesreached
13895 millionUSD, which accounted from morethan 95 percent of thetransfers
and registered the highest growth rate of the period under study (34.4 percent).
By 2004, the importance of familial remittances called the attention of both the
governmental sectors and the topic’s scholars, as the very Bank of Mexico
declared:

Thesurplusregisteredinthebal anceof transfersin2004was17,123.13(millionUSD).
The main components of this account are still the remittances that the residents
abroad send their rel ativesin Mexico. Thisamount wasvery similar to that of FDI in
theyear and was equivalent to 78 percent of the crude oil exports' value, aswell as
2.5 percentage pointsof GDP. In 2004, 50.9 million transactionswere performed by
means of familial remittances’ sending and the average amount per remittance was
327USD (BancodeMéxico, 2004: 86).

In 2005, remittances comprehend 97.8 percent of the total of the transfers
received in the country. The Bank of Mexico distinguished their importance as
follows:

... theamount of familial remittancessurpassed theflow of foreigndirectinvestment
and equivalent to 71 percent of the value of the exports of crude oil and to 2.6
percentage points of GDP. In the year of reference there were 58.7 million of
remittances’ dispatchesandtheir averageval uewas341 USD (BancodeMéxico, 2005:
Q).
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Finally, in 2006, the income from remittances reached 23054 million USD,
whichimpliedagrowthof 3019 million USD and of 15.1 percentinrespecttothe
previous year; in spite of the remittances growth rate significantly decreased
along theyear. Theinstitution stated:

a) theimprovement in the coverage of the remittance operations influenced on the
rise of said statsin previousyears, yet its effect has been gradually lessened; b) the
greater problemsfaced by Mexican migrantsto emigrate toward the United States,
asaresult of theincreased border surveillance; and c) the additional difficultiesthe
migrants have faced in the Unites States undocumented Mexican migrantsto find a
job, beforestricter official controlsin acontext of economic decel eration (Banco de
M éxico, 2006: 40).

The macroeconomic importance of the remittances is still on the rise and
already surpassesthe surplus balance of the balance of trade of oil products, as
well astheflow of foreign direct investment. Likewise, said resources’ income
was equivalent to 2.7 percentage points of GDP. In the year of reference there
were 65.8 million of remittances’ dispatches, with an average value of 350 per
sending (Banco de México, 2006).

Hence, it can be seen both thewei ght remittanceshavein unilateral transfers
and their evolution and variationsin their growth rate; the objective hasbeen to
show from a historic perspective a general panorama of the importance
remittances have gained. In the following sections the evolution of the current
account and the weight remittances have on it will be shown.

Current account’s evolution

Speaking on economic growth and the factorsthat foster it imply entering into
avast analyticterrainthat goesbeyondthiswork’ sreaches. Inthissense, it could
be argued that the weak growth Mexican economy has experienced for two
decades is related to the external sector’s performance, where the current
account’s financing —which has taken along time different shapes— from
capital income has been insufficient to complement the growing requirements
proper to development. In this sense, it can be stated that the key factor that
restricts economic growth isfound to agood extent on the external restrictions
thissector imposes (Fujji, 2000).
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Among the studies focused on explaining the causes and nature of the
unbalances present along timein the external sector of Mexican economy, that
by Villarreal (2000) isdistinguishable, theauthor conceivesthemwith " structural
nature and characteristic of the economies undergoing development”. This
deficiency explainsthe structural dependence (as he callsit) on foreign capital
(investments and loans) as the only financing mechanism of said unbalance.
Therefore, the scarce or weak role played by other sources of income, such as
exportationsorincomefromtourismandthosefrommigrants' remittances, have
beeninsufficient to meet the need of financing theimportationsthevery process
of development requires, being in the need of drawing to long term capital.

Likewise, from the point of view of the neoclassic version of economic
growth, themodel by Solow (L edesma, 2004) hasbeen widely considered, asit
states that the product is determined by the expansion of the offer of factors,
capital andlabor, which dependsontheeconomy’ ssavingrate, which determines
the capital stock. This vision has been amply surpassed and the models of
endogenous growth have appeared, where differently from the stated by the
neoclassical, the explanation of asustained growth of theincome per inhabitant
excludes the exogenous variables, in order to attribute it to the economic and
technological conditionsthe economic agentsface, which can stimulateor not a
heavier investment, the development of new technologies or both things. The
diffusion of technol ogic development around theworld will makeit possiblethe
convergence of the per capitagrowth rates and even of the levels of per capita
income. Thisisto say, that it predicts that those economies whose capital per
inhabitant isinitially low (poor regions), will grow at superior rates than those
economies whereit is higher (wealth regions).

The current theory of endogenous growth holds the supposition that capital
revenuesarenot decreasing, ergo, it questionsthehypothesisthat theproduct per
inhabitant tendsto converge, and therewoul d betheneed to consider therolethe
balance of payments hasin the countries, asthisdirectly and indirectly affects
thedynamicsof growth. Thisisgenerated by theimplicationspresent beforethe
weakness of the balance of trade because of adversetendenciesinthelongterm
inthe behavior of imports and exports, which has been occurringin Mexico for
some decades and that has echoed in the recurring economic crises. The very
fact that the economic growth was above the equilibrium of the current account
(asituation that was al so experienced in Mexico), madetheformer’ sunbalance
more acute, therefore, the capital requirements were so great that the internal
resourcesturned out to beinsufficient to financethem, sothe country had drawn
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to foreign resources to finance them at very high interest rates, which became
heavy burdens for growth, contributing to aggravate the deficit state of the
current account. All of this has become avicious cycle.

Consequently, the high interest rates have acted adversely, as besides
contributing to aggravate the deficit state and reduce cash availability, have
propitiated that investment on productive actives will be discouraged, as it
occurred in the 1990's decade, when this was preferably oriented toward
monetary actives. Asaconsequence, the need to adjust economic growth to the
balance of payment’ s requirements was stated, where there would be the need
to definean economic growth rate congruent with theequilibrium of thebalance
of payments (Fujji, 2000). Inthissense, wetry to explainthehighinterestsrates
M exican economy experienced, whereforeign savingsplayed aquiteimportant
roleto complement theneedsof publicand privatefinancingwhichinduced said
growth.

On the other side, there has been certain discussion on the role remittances
have asfinancing source. Thishypothesisisdiscussed owingto thefact that the
most part of the remittances is destined for consumption, reason why it is
considered they havenoimpact ongrowth; nonethel ess, wehaveto consider that
remittanceshaveamultiplying effect, sinceapart of themisconsidered assaving
destinedfor investment, conversely, thefinancial coststhey generate(incontrast
with other entries) are minimal.

The beginning of the 1980’ s decade was to agood extent influenced by the
oil boom, aswell asby the accel erated growth it imprinted on economy by then,
when the participation of public expenditurelargely induced economic growth.
Thisgrowthwasat thetimeaccompanied by considerableamountsof publicand
privateinvestmentwhichrequiredbothforeigncapital and abundantimportations.
All of this generated that the foreign capital flows and good entered aplenty in
thecountry, which caused anew dynamism not only inthemanufacturing sector,
but alsoinaparticular manner in the energetic sector. Internal demand wasalso
affected, which increased in an accel erated fashion, exercising pressures upon
the offer, afact that generated the increment in importations (Cérdenas, 1997).

In respect to the current account’s behavior and the main accounts that
compose it (balance of trade and income account), it can be argued that at the
beginning of 1980’ sdecade the unbalance of the external sector becamewidely
evident, early in this period the growing tendency in the deficit of the current
accountisobserved. In 1981 it grew 41 percent. In Graph 4 it seen that, between
1980 and 1982, the deficit in current account reached 6.5 percent of GDP.
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Derived from the financial problems and currency scarcity, in 1983 and 1984
there was a positive balance in this account, an unseen situation since the mid
1950’ s and, which obviously, took place under very different circumstances,
since we face the beginning of the 1980’ s crisis, when the consequences of the
economic growth’s contraction heavily impacted on the whole of Mexican
society. As aresult of this situation, the proportion the deficit represented in
current account was increasing in the 1980’ s decade and the first half of the
1990's, when it reached proportions above 7 percent of DGP.6 Likewisg, it is
observed that asfrom 1996 the participation of the deficit of current account in
GDP has been decreasing, the four years of the period are noteworthy.

When we relate this to the migratory movements toward the United States
it can be said that, as aresult of the crises, these were accelerated. The surplus
of the current account was considerably reduced in 1985; however in 1986 there
was another deficit situation, wherethe oil shock experienced said year and the
aggravation of currency scarcity negatively impacted again economy; this
forcedthere-adoption of aseriesof measuresto afford thesituation, among them
there were the restrictions imposed on importations, as well as a greater
imposition of the control of changes, which was reflected on the favorable
bal ance of the current account in 1987, after thisyear and thusfar, there has not
been a surplusin this account (graph 5).

Asfor the behavior of familial remittances and their specific weight in the
current account, the changes occurred along time can be seen in graphs 5 and
6. It isimportant to point out that in graph 6 the values corresponding to the
remittances in each of the accounts that integrate current account have been
subtracted, in such manner that this allows us to see the importance of themin
each one of them.

Indeed, we observe that the participation of the transfers in the current
account isvirtually absent in the period —with the exception of 1985 and 1990,
when incomes from other transferences grew extraordinarily—, which was
fundamentally caused by thefact that they aremainly composed by remittances.
Alsoisdistinguishablethefact that despiteremittanceshave preserved growing
incomesalong the period, their relativeimportanceisnot so stressed after 2000,
as data from the different accounts are dightly altered and show the same
tendency asin graph 5. As from 2001 it is seen this changes, for the current
account’ s negative balance —where remittances are included— appearsin a

5 Theyears 1983, 1984, 1985 and 1987 have been omitted, asalong them, current account had positive
balances.
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GRAPH4
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decreasing manner, whenwesubtract theremittancesit becomesincreasing, the
same occurs with the balance of trade, being even more acute in the balance of
the account of services. The aforementioned allows us to deduce that even if
remittances have had agrowing behavior it isnot until 2001 when they acquire
a heavy impact on the reduction of the current account’s deficit.

Separately, it isnoteworthy the fact that in the 1980’ sthe main deficit from
current account basically came from the account of factoria services, from
humongous payments of interests from foreign debt. Indeed, the payment of
interestsfromforeign debt wasin 1980, 80 percent of thedeficit fromtheaccount
of factorial servicesand 49 percent of thedeficit of the current account; by 1982
it already reached 89 percent of thefactorial services deficit, in 1983 and 1984
they were 97 and 96 percent, respectively. It is worth noticing that surplus
bal ancesin the balance of tradewere sufficient to totally afford those payments
and altogether with transfers alow the current account to have a favorable
balance. Similarly, along 1995 and 1997, the surplus bal ance of the balance of
trade financed 67 and 65 percent of the payment of interests, respectively.

GRAPH6
CURRENTACCOUNTWITHOUTREMITTANCES PARTICIPATION
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Asfrom 1988, current account once again was deficit, the economy entered
into anew dynamicsmoativated by thereactivation and structural reformswhich
led to a change in the country’ s devel oping model, as aresult of the measures
startedintheearly 1980’ sdecade, such astheprocessof liberali zation of external
trade, economic deregulation and the reforms put forward to foster foreign
investment—which had beenrestrictedinpreviousyears—, inadditiontothem,
so that the current account had such result, considerable payments of interests
fromforeigndebt a soinfluenced. Thedeficit changed from constant 3061 million
USD toconstant 7151 millionUSD in 1989, thisistosay, it grew at a134 percent
rate.

Thisproblem of deficit of thecurrent accountisstill latent. Duringthe 1990’ s
decadeit grew in notoriety until 1994, ayear when it reached the record figure
of constant 30485 million USD. Thisgenerated heavy pressureson the balance
of paymentsand created theinstability climatethat unl eashed thedeval uation of
theexchangeratein December 1994. Thiscrisis' repercussionswerefelt. [t was
necessary to carry out adjustments to the exchange rate and apply measures
oriented to afford the problem of foreign debt. Thisturned into alower rhythm
of theeconomic activity. Theadopted measureshad the expected results, which
were reflected on a considerable reduction of the current account’s deficit, it
changed from constant 485 million USD to constant 1577 million USD in 1995,
which means a 94.8 percent reduction (see graph 5).

From the crisis experienced in 1995, whose origin is to be found in the
unbalance of the external sector and the vulnerability of the financial markets,
there was a series of precaution measures, because of this the deficit amounts
of the current account have tended to be more moderate in relation to those
registered in the first half of the 1990’ s decade. During the second half of the
1990’ sdecadethisaccount’ sdeficit situation was moderate, whichisrelated to
agreater dynamism of foreign trade, aswell asthe huge volumes from familial
remittances’ transfers. Likewise, there is a descent in the current account’s
deficit, which is due to a good extent to certain difficulties the economy
undergoesto support its growth rhythm before the recession experienced in the
United States since 2000, which has been reflected as a loss of exportations
toward said country. It is observed that the reorientation also influences on the
United States' foreign trade, where China has displaced Mexico as a second
commercia partner. After 2001, thereis arelative improvement in the current
account, whose deficit appears as deceasing, which ismainly related to the ail
exportations' dynamism on the one side, and on the other to the important
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resources received from familial remittances. Even so, the account of services
still generatesthe heaviest expendituresregistered inthe account (see graph 5).

Current account’s deficit and remittances

Generally speaking there are quantitative and qualitative changes of the utmost
importance in respect to the relation between remittances and current account.
Atfirst, we could say it had certain important fluctuationsin the 1980. In graph
7theyears1983, 1984, 1985, and 1987 wereeliminated, sincethey aretheyears
when the current account produced positive bal ances. After 1995 such situation
did not occur; evenif the conditionswheretheseresultstook placearedifferent,
asthesepositiveresultsweretheoutcomeof drasticadjustmentsappliedthrough
the economic policies oriented to find the country’ s macroeconomic balance,
these changeswereproduced by thedebt crisisand by theproblemsfaced before
currency scarcity and the difficulty to export the oil surplus, whose price went
downward. Before this situation foreign purchases were avoided, against the
own economic and social growth.

Seeing the spectacular increment registered by the current account in 1980,
remittancesonly covered seven percent of said deficit. The economy continued
growing at high rates in 1981. The growth registered in the current account’s
deficit was 41 percent in respect to the previous year. In this context, incomes
fromfamilial remittances, in spite of registeringal11.2 percent increment, had a
lower coverage than the previous year (fiver percent).

Derivedfromtheproblemsforeseenfor thecountry’ seconomy, asfrom 1982
—currency scarcity, the payment of interest from the huge debt, pressures on
the balance of payments, but above all, the announced reductionsin the prices
of ail intheinternational market—, the authoritiestook stepsoriented to reduce
thecurrent account’ sdeficit. Asaresult, thisdeficit wasreducedin 65.8 percent;
onthefamilial remittances’ side, despitetheexperiencedreduction (7.4 percent),
their coverage was broadened in 14 percent.
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In 1983 a favorable balance was experienced in current account, familia
remittancesinfluenced onthisfact, for theincrement registeredinthemwas16.8
percent of said surplus. Although current account remained with a favorable
balance, thiswasreducedin 1984 in 31.5 percent in respect to the previousyear.
Conversely, remittances grew at a9.9 percent rate. In thissenseit could be said
that incomes from remittances allowed generating 27 of the current account’s
favorable balance.

Thedownward tendency inthe surplusbalanceregistered in current account
continued in 1985, thiswas reduced in 81.5 percent in respect to 1984. On their
own, incomesfromremittancesregistered areduction of 0.81 percent; however,
there were incomes of 1639.4 million USD, which meant 144.8 percent of the
current account’ s positive balance.

By 1986 the presence of anew crisiswas evident, so the measures taken by
thegovernment wereoriented to solvethefinancial problem, which represented
the payment of interests from the debt and the lack of resources to afford it,
current account’ sdeficitswere mainly generated in the account of services. On
the other side, the need to regain economic growth wasimperative, facing these
financial difficulties and the excess of payment dispatched abroad, once again
anew deficitwasregisteredin current account; it reached 1910 millionUSD. On
their own, remittances had an increment of 9.5 percent, changing from 1639
millionUSD in1985t01794.2million USD in 1986. Theresultsindicatethat the
coveragemarginachieved by remittanceswasquitebroad, asthey comprehended
94 percent of the deficit in current account, which was due to the fact that the
registered deficit wasrather moderatein relation to previousyears, sinceit was
virtually thesameasthebalanceof factorial services, fromthisit canbededuced
that remittances managed to finance payments to interests.

Asaresult of themeasurestakenin order to correct theunbal ancesof foreign
accounts, the effect of the debts' renegotiations encouraged the trust in the
country; aswell asthe shock plans established by the end of the year by means
of the coordination of the different sector of society brought some fresh air
manifested as a current account’s favorable balance of 5682 million USD in
1987, in spite of the massive capital outflow that caused thefall of the Mexican
stock exchange. Familial remittances registered an increment of 10.4 percent
changingfrom1794.2millionUSD in 1986t01980.7 millionUSD in 1987; these
incomesrepresented 34.9 percent of the favorable balanceregisteredin current
account.
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By 1988, current account registered adeficit again. From thisyear and until
1996 thisaccount did not manifest afavorablebal ance, not even under pressures
from the balance of payments, asit occurred in 1995. The deficit registered in
did not reach the magnitudes it had had in the past. On the side of familial
remittances, itisseenthey registered aconsiderableincrement: inthat year circa
2500 million USD were received, which means an increment of 80 percent in
respect to the previous year, the amount of remittances made their coverage
reached 80 percent possible, nonethel ess, this coveragewasbel ow that reached
in1986.

By 1989, the deficit in current account was virtually doubled, the economy
entered into a new dynamics motivated by the reactivation and the structural
reformsthat led to achangein the country’ s development model, as aresult of
themeasureswhich had stared inthemid 1980 sdecade. The processof foreign
tradeliberalization, aswell asthechangesgeneratedtofoster foreigninvestment
and attract capital flows, generated the need draw to greater imports' volume,
whichhad beenrestrictedinpreviousyears; paymentstothedebt al soinfluenced
thisresult. Thedeficit changed from 3061 million USD to 7151 millionUSD in
1989, which means an increment of 133.6 percent. As for the remittances
behavior, there was an increment as they changed from 3445.3 million USD in
19880 2710 million USD in 1989, which means an increment of 11.2 percent.
The fact that the deficit had started to rise generated that the remittances
incrementsdid not becomebroader incoverage, asthis, conversely, wasreduced
in 38 percent.

Theincrement in deficit continued in 1989 and kept growing until it reached
alarming levelsin 1994. In 1990, the deficit in current account increased 21.6
percent; on their own, remittances al so registered an increment asthey reached
2909.7 millionUSD, which meansthey grew at a7.1-percent annual rate, which
turns out to be inferior to that manifested in the current account’ s deficit. Asa
result, remittances' coveragewasreduced againinrelationtothe previousyear,
it reached 33 percent. This downward tendency continued until 1994.

Theinverserelationbetween current account’ sdeficitandfamilial remittances
isglimpsed in the fact that as the deficits continued stressing, the effects of the
increments registered in remittances becomes null, derived from the fact that
they at different rates; for instance, in 1991 current account’s deficit almost
duplicateitsvalue, asit grew at a88.4-percent rate, whereas remittancesdid so
at alower rate (2.3 percent) asthey changed from 2909.7 million USD in 1990
t0 2975.4 million USD in 1991. This caused a reduction in remittances of 18
percent.
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By 1992, therewasanincrement inthecurrent account’ sdeficit of 62 percent
inrespect tothepreviousyear; inabsolutefiguresit reached 26535million USD.
Beforethissituation it wasvery difficult that theremittances' financial capacity
could havebeen broadened; in spiteof the 12-percentincrementinincomesfrom
remittances, its coverage was reduced to 13 percent.

In 1993 current account registered a reduction of seven percent, whereas
remittances’ coverage increased a percentage point in respect to the previous
year. Ontheother side, the deficit from 1994 current account isthe greatest ever
registered. It totaled 30485 million USD, if we seeinrelationtoitsgrowth rate
in respect to the previous year; this was 23.5 percent, which means that the
incrementswere accumul ated for several years. Asfor remittances, we observe
they remain at almost the samelevel asthe previousyear: 3571.2 million USD,
so their coverage was reduced to 12 percent.

By theend of 1994, anew crisis, which had itsoriginin theunbalances of the
external sector, was unleashed. Facing it, it was necessary to carry out
adjustmentsto the exchangerate and apply aseriesof correctivemeasures. This
resulted in aslower rhythm of economic activity and before currency scarcity
it was necessary to reduce the level of exportations, which was reflected on a
considerable reduction of the current account’s deficit, which changed from
30485 million USD to 1577 million USD in 1995, which isareduction of 94.8
percent. Conversely, remittancesregisteredincomesworth 3672.7millionUSD.
In this sense, income from remittances represented 233 percent of the current
account’s deficit.”

From the crisis experienced in 1995, which brought a series of precaution
measures, the deficit amounts have tended to be more moderate in relation to
those registered in the early 1990’s. Nevertheless, they have not completely
disappeared. By 1996, thedeficit was2437 million USD, meanwhile, remittances
surpassed thisamount, asthey registered anincomeof 4104 millionUSD, which
give them a coverage of the deficit of 168 percent. With this so large coverage
from remittances it was possible to cover and generate additional resourcesto
finance other entries. However, thiswasreduced to 63 percent in 1997, thiswas
the consequence of theincrement of thedeficit in current account, which almost
increased 200 percent in respect to 1996.

Thisprocessdid not stop there, for thegrowing tendency inthegeneration of
current deficit continued; it changed from 7279 million USD in 1997 to 15021

" In the graph that contains this information we decided to leave it at a maximum of 200 percent in
order to preserve the scale in relation to other years' participation.
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millionUSD in1998. Likewise, remittanceshad an outstanding performance, in
saidyear they surpassed 5000 millionUSD. In 1998, the country wasconsi dered
astheprincipal recipient of familial remittancesinL atin Americaand wasamong
the top positions at worldwide level. However, the remittances capacity of
deficit coverage was decreased to 35 percent.

In 1999, the deficit in current account was reduced in 14.7 percent, whereas
familial remittances continued on the rise as they reached an amount of 5406
million USD, which places them at a coverage of 42 percent.

By 2000, the deficit in current account wasincrement again and reached the
amount of 16072 million USD, thisincrement representsarate of 25.5 percent.
Ontheir own, familial remittancesreached anamount closeto 6000 million USD,
theincrement registered inthem was 7.6 percent in respect to the previousyear;
nevertheless, their coverage was reduced to 36 percent, which became the
increment registered in current deficit. Likewise, the descent in the current
account’s deficit in 2001 was 4.5 percent, conversely, familial remittances
increasedinaconsiderablemanner changingfrom5816.4 millionUSD to 7655.1
million USD, which means a growth rate of 31.6 percent in respect to the
previous year. As aresult, their coverage was 49 percent.

The downward tendency in current account continued until 2006, this is
rel ated to certain difficultiesexperienced by theeconomy to support itsgrowing
rhythm before the recession in the United States since 2000, which has been
reflected onal ossof dynamisminexportationstoward said country, whereChina
has displaced Mexico as second commercial partner.

The descent in the deficit of the account in 2002 was 31.9 percent, while
remittancescontinued growing; itisobservedthey reached 8317.3millionUSD,
whichrepresentsanincrement of 8.7 percent and deficit coverage of 71 percent.
Reductionsin the deficit were constant until 2005, whereas remittances every
year register substantial increments. For instance, in 2003, the deficit in current
account wasreducedin 39.1 percent, meanwhile, theremittancessurpassed said
deficitin155.7 percent. Thereduction experiencedinthedeficitin2004 was15.9
percent, conversely, remittances coverage was 225.9 percent of such deficit.
By 2005, current account’s deficit was reduced close to a half (43.2 percent);
on their own, remittanceswere 472.2 percent of said deficit. In 2006, there has
been another deficit in current account, whichincreasedin 22 percent in respect
to the previousyear. Nonethel ess, the proportion represented by remittancesin
said account is still very high, since it comprehends 439 percent of the current
account’ s balance, thisis, more than four times.
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Final comments

Theroleof remittanceshasbeen analyzed infunction of entriesthat compensate
the deficit in current account. It isimportant to pinpoint that the participation
levels tend to manifest much stressed variations and their explanation would
requireustogo deepintheanaysisandinterpretation of themultiplefactorsthat
haveunleashed and conditioned theevol ution of both magnitudes. Onthecurrent
account’ sside, itwouldimply todeepenintothestudy of foreigntrade’ sevol ution
andall that isrelated, aswell asthefinancial issuesand therelationsestablished
within the international environment that directly influence and affect its
behavior, particularly theaccount of financial services. Thisisrelatedtothefact
thatitisinthesetwoaccounts(thecommercial oneandthat of financial services),
where the unbalances of current account are.

On the remittances’ side we would have to deepen into the study of those
factorsthat determinethereception of such flows, such asmigratory flows, and
the different channels and mechanisms used in their sending and estimation, as
well as their impact on the macroeconomic variables and on the recipient
households. However, thiswork’ sobjectivewasto present fromamacroeconomic
vision the weight these entries have in the financing of the current account’s
deficit.

It is observed that even if familial remittances had some variations in the
received amounts, their reception showed aconstant upwardtendency. Likewise,
it was observed that their linear tendency was amply modified since 2000, as
from that year on they have grown in an exponential manner. Among the most
important factorsthat have influenced on thisincrement distinguishable arethe
new estimation methodol ogies, theincrement of migratory flows caused by the
recurrent criseswhich have accompanied M exican economy, the establishment
of migrants’ networksalong amigratory trajectory between both countries, the
adoption of themodel of neoliberal trend and the effect of the structural reforms
applied with thisintention, as well as the demand for workforce in the United
States; all of thishastaken place within theframework of globalization that has
characterized international economic relations, where migratory movements
have been worldwide stressed, in spite of the restrictions which increasingly
restrict workforce mobility. Notwithstanding these aspects are not approached
inthiswork.
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Familial remittances have avery important weight on the entry of unilatera
transfersunder whichthey areregistered, inreality; their participation level has
an overwhelming relative weight. Likewise, from a very genera vision it is
observed that the changes in the balances of current account are linked to the
models of development assumed, where the chronic deficit and the different
situations experienced al ong the period by Mexican economy. Inthissense, the
relative weight of familial remittances has presented different scenarios. One
observes, mainly in the 1980’s decade the reception of remittances was not
significantin providing resourcesto compensatetheaccount’ sunbalances. This
situation presented drastic changes since the mid 1980’'s decade and in a
particular manner in the second half of the 1990’ s decade. With the beginning
of the new century, incomes from remittances haveimpressively surpassed the
deficit of current account.

Finally, it can be argued that the relation that can be established between
current account andfamilial remittancesisclosely linkedto migratory processes,
foritisevident that the crises’ boostersin Mexican economy arelocated on the
external unbalances. Before these crises altogether globalizing dynamics,
migratory flowshaveacquireimpressivemagnitudes; obviously thesemigratory
flows are the ones which determine the reception of remittances in countries
such as Mexico. Thisreflection leads us to open new research lines by means
of which it can be proven to which extent the migratory flows arerelated to the
behavior of the economic cycles, and with them, additionally, the reception of
remittances.
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