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IMF’s Article IV consultations – Mexico is a 

stable economy with important challenges 

ahead  
 

 The Executive Board of the International Monetary Fund (IMF) 

concluded the Article IV Consultation with Mexico  
 

 The IMF highlighted the resilience of the Mexican economy in the face 

of a complex external backdrop underpinned by strong policies and 

institutional policy frameworks  
 

 The IMF welcomed the conclusion of the USMCA negotiations which 
opens the way for the three countries to sign an updated trade pact by 

the end of November 
 

 The institution forecasts growth rates of 2.1% and 2.3% for 2018 and 

2019, respectively, with important downward risks: 

(1) Weaker-than-projected global growth; 

(2) Renewed volatility in global financial markets; 

(3) Global trade-related uncertainty; and 

(4) On the domestic side, “…risks pertain to uncertainty about the 

prioritization of the incoming administration’s fiscal plans in light of 

constrained fiscal space…”, the implementation of structural 

reforms as well as oil production levels 
 

 In addition, the IMF welcomed the measures adopted by the current 

administration on the fiscal front and in the Pemex business plan 
 

 With respect to more structural issues, the Fund recommends 

implementing the structural reform agenda with emphasis on 

strengthening the rule of law, fighting corruption and reducing 

informality 
 

 They also highlighted the central bank’s improvements to its 

communication strategies and said that the monetary authority should 

prepare to lower the reference rate if inflation continues to converge 

towards the target, as it is expected 

The Executive Board of the International Monetary Fund (IMF) released 

the Article IV with Mexico. The IMF evaluates each year the economic and 

financial situation of its member countries. After such evaluation, the IMF 

draws up a report that is presented to the Board and makes conclusions and 

recommendations for each nation. In this regard, the IMF highlighted the 

resilience exhibited by the Mexican economy in the face of a complex external 

environment, with the flexible exchange rate playing a key role in helping the 

economy adjust to external shocks. They also mentioned that fiscal 

consolidation efforts are still underway, while maintaining that monetary policy 

has remained firm and that financial supervision and regulation is solid. Finally, 

they see the completion of USMCA negotiations among Mexico, USA, and 

Canada, as positive. However, they considered that the outlook for the Mexican 

presents important challenges and stressed the need to continue with sound 

economic management, as well as persevere in the agenda of structural reforms 

to boost growth, improve the living standards of the population, as well as 

reduce poverty and inequality. 
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Downward revisions to growth estimates in 2018-2019. The IMF now 

forecast growth of 2.1% for the Mexican economy in 2018 and around 2.3% in 

2019. It is worth mentioning that these estimates represent a downward revision 

with respect to the World Economic Outlook document published at the 

beginning of October, document that the IMF normally uses to make changes to 

its estimates. The institution points out among the risks to the scenario: (1) 

Weaker-than-projected global growth; (2) renewed volatility in global financial 

markets; (3) global trade-related uncertainty; and (4) on the domestic side, 

“…risks pertain to uncertainty about the prioritization of the incoming 

administration’s fiscal plans in light of constrained fiscal space…”, the 

implementation of structural reforms as well as oil production levels. 

FMI Forecasts 
% of GDP, unless otherwise stated 

  2016 2017 2018f 2019f 

Real GDP (%, annual) 2.9 2.0 2.1 2.3 

Gross domestic investment 23.7 23.1 23.1 23.1 

Gross domestic savings 21.5 21.4 21.4 21.3 

Inflation (%, end of period) 3.4 6.8 4.4 3.1 

Current account -2.2 -1.7 -1.7 -1.8 

External Debt  38.5 38.1 38.5 38.6 

Govt. Revenue  24.6 24.8 23.5 21.7 

Govt. Expenditure 27.4 25.9 26.0 24.2 

Augmented overall balance  -2.8 -1.1 -2.5 -2.5 
 

Note: Methodological differences mean that the figures in this table may differ from those  
published by Mexico's authorities 
Source: IMF 

Once again, the IMF highlighted the importance of sound macroeconomic 

policies. They stressed that the plans to raise public and social investment must 

be accompanied by fiscal consolidation to maintain the soundness of public 

finances and a debt-to-GDP ratio, in order to maintain investor confidence. They 

also recommended to continue working on increasing non-oil revenues and 

improving the efficiency of public spending in order to further strengthen the 

credibility of fiscal policy in the long term. In this context, the IMF team 

considered that the government will meet its public sector borrowing 

requirements (PSBR) target of 2.5% of GDP. Moreover, it is expected that the 

debt-to-GDP levels will reach 53% at the end of this year from 54.3% in 2017, 

on the back of a primary surplus of 1.3% of GDP. 

General Government Overall Balance* 
% of GDP 

General Government Gross Debt 
% of GDP 

  
* Public Sector Borrowing Requirements. Positive means deficit 
Source: IMF 

Note: Methodological differences mean that the figures in this table may differ from those 
published by Mexico's authorities. Source: IMF 
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The new administration receives a stable country, but with important 

challenges ahead. The administration that will take office on December 1 will 

receive a country with a stable economy reinforced by sound economic policies 

and structural reforms, which have allowed Mexico to navigate a complex 

external environment. Nonetheless, the new administration will face significant 

challenges: (1) The level of debt as a percentage of GDP must take a permanent 

downward trajectory, while (2) fiscal space is constrained by large tax 

compliance gaps, as well as inefficiencies of the public spending amidst large 

infrastructure needs and long-term demographic pressures. Additionally, 

structural reforms begin to show signs of success, although they have not 

managed to increase welfare levels according to expectations and even levels of 

corruption and violence have peaked. 

The incoming administration platform promises to tackle some of these 

challenges. Nevertheless, the IMF considers that "... some other policy 

proposals generate some uncertainty ...". While the new government has 

committed to central bank independence, fiscal prudence and has endorsed the 

USMCA, it also proposes an ambitious program of infrastructure and social 

projects, without damaging the fiscal balance or raising taxes. Moreover, they 

consider that there is a high degree of uncertainty surrounding the future of the 

energy reform. In this context, 2019 fiscal budget, which must be presented next 

month will be key. 

Recommendations to strengthen non-oil income in order to make fiscal 

space to accommodate spending plans. Although the new administration has 

contemplated some efficiencies in terms on the spending side of the budget that 

will be used to finance its plans, the IMF recommends increasing non-oil fiscal 

revenues by reducing distortions and increasing the tax base among others: (1) 

Applying generalized VAT, which could increase revenues by 1% of GDP; (2) 

eliminate the compensations in the VAT payments; (3) eliminate the current 

practice of fuel price smoothing by reducing the fuel excise would help to 

stabilize excise revenues and promote efficient fuel usage; (4) limit exemptions 

from personal income taxation; (5) reform on property taxes and capital income 

taxation; and (6) improve tax administration. 

On the expenditure side, they recommend always have as a priority fiscal 

stability. The IMF points out the need to maintain the competitiveness of public 

servants in management positions in order to reduce corruption and ensure the 

quality of services. Regarding social programs, they agree that they could be 

consolidated and better targeted, but not without first having a rigorous 

evaluation of their effectiveness. Finally, they propose to gradually increase the 

contribution rate for the defined-contribution pension system, among other 

measures. 

Further improve Pemex financial situation before contemplating 

investments. The debt levels of the company remain high in a context in which 

production is falling, which evidences the investment needs. The IMF team 

stressed the need to persevere in the implementation of the energy reform and 

the multi-year business plan of Pemex. Joint ventures with the private sector 

remain the best way to increase production, in both in mature and new fields. 
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A fiscal council could help strengthen de fiscal framework. Among the IMF 

proposals to strengthen the fiscal framework is the creation of a non-partisan 

fiscal council with a formal mandate to provide an evaluation of the policies 

proposed by the governments. They also consider that it would be necessary to 

strengthen the link between the desired level of public debt and the target levels 

of RFSP. 

In terms of monetary policy, the IMF considers that Banxico should be 

prepared to cut interest rates. They considered that current monetary policy 

stance has helped inflation to converge to the target, although they warn that the 

scenario is still uncertain, so the central bank should remain vigilant in order to 

calibrate the position if necessary. In this context, they consider that, if inflation 

continues perform in line with expectations, they could even consider cut the 

reference rate. Additionally, the IMF welcomed the central bank's efforts made 

to improve its communication strategy. 

IMF considered that a flexible exchange rate should continue to be the 

main buffer against external shocks. This type of exchange rate regime is 

essential to restore balance in response to shocks. The IMF considers that the 

current levels of international reserves are adequate -to which it must be added 

the Flexible Credit Line (FCL) with the IMF-, in order to attack the volatility 

that could arise should any of the risks mentioned above. 

The IMF concludes that Mexico's sound economic policies, together with 

structural reforms, support the resilience that the economy has shown in a 

complex external environment. They point out that Mexico's external position 

remains solid and they welcome the negotiation of the trade agreement with 

Canada and the United States. Among the challenges presented by the economy 

are an adverse external environment, as well as the need to persevere on the 

agenda of structural reforms to boost growth, improve living standards and 

reduce poverty and inequality. 

 

 

 

 
Disclaimer 
The information contained in this document is illustrative and informative so it should not be 

considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or 

political trend. 
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Certification of Analysts. 
We, Gabriel Casillas Olvera, Delia Maria Paredes Mier, Alejandro Padilla Santana, Manuel Jiménez Zaldívar, Tania Abdul Massih Jacobo, Katia 
Celina Goya Ostos, Juan Carlos Alderete Macal, Víctor Hugo Cortes Castro, Marissa Garza Ostos, Miguel Alejandro Calvo Domínguez, Hugo 
Armando Gómez Solís, Gerardo Daniel Valle Trujillo, José Itzamna Espitia Hernández, Valentín III Mendoza Balderas, Santiago Leal Singer, 
Francisco José Flores Serrano, Francisco Duarte Alcocer, Jorge Antonio Izquierdo Lobato and Leslie Thalía Orozco Vélez, certify that the points 
of view expressed in this document are a faithful reflection of our personal opinion on the company (s) or firm (s) within this report, along with its 
affiliates and/or securities issued. Moreover, we also state that we have not received, nor receive, or will receive compensation other than that of 
Grupo Financiero Banorte S.A.B. of C.V for the provision of our services. 

  

Relevant statements. 
In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities 
issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to 
adhere to certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for 
their benefit and to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative 
instruments directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance 
date of the report in question, and up to 10 calendar days after its distribution date. 
 

Compensation of Analysts. 

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte Ixe and its 
subsidiaries. Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual 
performance of each analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in 
investment banking or in other business areas.  

Last-twelve-month activities of the business areas. 

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment 
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a 
service such as those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation 
from such corporations in consideration of the aforementioned services. 

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment 

bank or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report. 

Activities of the business areas during the next three months. 

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment 
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report. 

Securities holdings and other disclosures. 

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial 
instruments, whose underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities 
or 1 % of the issuance or underlying of the securities issued. 

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately 
below level, have any charges in the issuers that may be analyzed in this document. 

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative 
instruments object of this analysis report. 

Guide for investment recommendations. 

 
 

Reference 

  

BUY When the share expected performance is greater than the MEXBOL estimated performance. 

HOLD When the share expected performance is similar to the MEXBOL estimated performance. 

SELL When the share expected performance is lower than the MEXBOL estimated performance. 

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in 
order to consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position. 
 

Determination of Target Prices 

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts, 
including, but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case 
according to the current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo 
Financiero Banorte S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the 
issuing company, the environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor 
must consider that the price of the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested 
capital. 

The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy or completeness. The 
information, estimations and recommendations included in this document are valid as of the issue date, but are subject to modifications and changes without prior notice; 
Grupo Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to keep the content of this document updated. Grupo Financiero Banorte 
S.A.B. of C.V. takes no responsibility for any loss arising from the use of this report or its content. This document may not be photocopied, quoted, disclosed, used, or 
reproduced in whole or in part without prior written authorization from Grupo Financiero Banorte S.A.B. of C.V. 
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