Foreign Currency Income

GENERATING FOREIGN CURRENCY
IN Tourism: Basic CONCEPTS

Recognizing that tourism contributes a large
amount of foreign currency to the country’s econ-
omy has been part of the official discourse and
also the opinion of the man in the street for sev-
eral decades now. This implies that it is seen as
an extremely healthy activity for any economy,
particularly developing ones.

It is a good idea, then, to ask ourselves about
this process of “attracting foreign currency” to
understand how it works and its implications

for Mexico’s economy and society.

* Professor and researcher in the Sociology De-
partment and Coordinator of the Bachelor’s Pro-
gram in Human Geography at the Iztapalapa cam-
pus of the Autonomous Metropolitan University.
danielhiernaux@gmail.com

From Tourism

Daniel Hiernaux*

e
5
o
a
o)
b=
5
=
<
i)
Q
a
=
c
©
©
£
<<

The starting point is recognizing that tourism
is a very special activity in several senses. First of
all, there is no kind of “tourism” activity as such:
taking a plane, staying at a hotel, enjoying a beach
or a restaurant is not something reserved for
“tourists,” but can be done by anyone. There is,
therefore, no activity that can be considered
exclusively tourism; rather, so-called “tourism”
is made up of a series of activities that can be
done by anyone during his or her free time. This
implies that it is particularly complicated to de-
limit what is tourism and what is not, and that
any quantitative approximation is essentially
imprecise.

From another point of view, tourism or the
group of activities we understand as “tourism”,
which can be classified in four categories (trans-
portation, accommodations, food and beverage
services and recreational activities), is interpret-

ed by economists as an export service that must
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be consumed where it is produced.!
Although it sounds paradoxical, this is
easily clarified: the service provider
offers a service but it must be consumed
where it is produced, which implies that
the consumer must move around.

This has implications on all geo-
graphical scales: when a national tourist
(someone who does not cross the bor-
ders of the country where he/she resides)
travels to another region, he/she spends
money using resources produced in
another region, where he/she resides.
In other words, he/she “exports” re-
sources, transferring them from one
region to another.”

On the international level, the same
pattern is reproduced, but in this case,
the international tourist brings resources
from another country and, therefore, im-
ports foreign currency that benefits the
destination country that hosts him/her.

This brief explanation is the basis
for understanding how a country obtains
the currency generated by international

tourism.

FOREIGN CURRENCY INCOME
From TouRrIsM IN MEXICO

As I already pointed out, the fact that
international tourism generates foreign
currency has been one of the main rea-
sons for promoting it, particularly since
the 1960s when intense economic
growth centered on import substitution
prompted a high demand for imported
goods without being balanced by sub-
stantial exports that could compensate
for the need for foreign currency re-
quired to pay for the imports.

The opening of the Mexican econ-
omy begun in the 1980s has perhaps
made the demand for foreign currency

from tourism less pressing since other
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TABLE 1
ToOURISM BALANCE OF PAYMENTS, 1980-2004
(MILLIONS OF DOLLARS)

SPENDING OF ALL VISITORS BALANCE OF RATIO (%) OF
INCOMING OUTGOING PAYMENTS ~ OUTGOING TO INCOMING
YEAR (1) () 3)=(1)-2) (4)=(2)/(1)*100
Total 144,444.24 105,348.18 39096.06 72.93
1980 3,201.25 3,062.55 138.70 95.67
1981 3,332.64 4,056.13 -723.49 121.71
1982 2,642.87 2,207.69 435.18 83.53
1983 2,761.47 1,592.91 1168.56 57.68
1984 3,319.73 2,168.56 1151.17 65.32
1985 2,948.66 2,258.33 690.33 76.59
1986 3,025.73 2,177.20 848.53 71.96
1987 3,545.40 2,365.22 1180.18 66.71
1988 4,048.07 3,200.75 847.32 79.07
1989 4,821.80 4,247.39 574.41 88.09
1990 5,526.38 5,518.68 7.70 99.86
1991 5,959.01 5,812.40 146.61 97.54
1992 6,084.79 6,107.43 -22.64 100.37
1993 6,167.01 5,561.82 605.19 90.19
1994 6,363.00 5,337.99 1025.01 83.89
1995 6,179.50 3,170.71 3008.79 51.31
1996 6,756.17 3,387.16 3369.01 50.13
1997 7,376.19 3,891.46 3484.73 52.76
1998 7,493.13 4,209.13 3284.00 56.17
1999 7,222.90 4,541.26 2681.64 62.87
2000 8,295.03 5,499.47 2795.56 66.30
2001 8,400.60 5,701.88 2698.72 67.87
2002 8,857.99 6,059.70 2798.29 68.41
2003 9,361.73 6,253.31 3108.42 66.80
2004 10,753.19 6,959.05 3794.14 64.72

Source: Developed by the author using information from Datatur, Mexican Ministry of Tourism.

branches of the economy, particularly
industry and the perennially large con-
tribution of foreign currency from the
sale of oil, generate a goodly part of Mex-
ico’s foreign currency income. We must
also not forget the role of dollar remit-
tances from our compatriots living out-
side Mexico, a point I will refer to further
along because of their impact on for-

eign currency inflows.
A FAVORABLE TOURISM
TRADE BALANCE FOR MEXICO

Table 1 presents the quantification of

the foreign currency balance of pay-

ments between 1980 and 2004. In the
first place, we should note that the po-
sitive contribution of international tour-
ists visiting Mexico is strongly counter-
balanced by the expenses of Mexicans
in their trips abroad; the foreign cur-
rency that leaves the country in this way
was equivalent to 73 percent of the
foreign currency that entered the coun-
try in this period.

From a certain angle, this is a positive
sign since it shows that Mexico is suf-
ficiently developed to be able to allow
its citizens to make trips abroad. How-
ever, undeniably the balance of pay-
ments of foreign currency is not very

favorable due to this situation. It is even
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striking that at the moments of greatest
national economic bonanza, the balance
sheet can turn negative: this can be seen
in both 1981, at the height of the oil
boom, and in the middle of the Salinas
administration in 1992, although less
intensely in the latter case. In addition,
in recent years, after the 1994 crisis,
marked by economic and, particularly,
monetary stability and by growing inte-
gration with the two other countries of
North America in the context of NAFTA,
there is greater stability and substantial
growth of the foreign currency balance
of payments in favor of Mexico. In this
way, the ratio between foreign currency
entering and leaving the country was 64.7
percent in 2004, compared to the 73 per-
cent overall in the 24 years examined.

VARYING BALANCE OF PAYMENTS
By KiNDS OF TOURISM

These totals deserve more attention; it
is significant that each kind of tourism
performs differently. The first distinction
is between international tourism (trav-
elers who stay overnight in the country)
and international same-day visitors (who
cross the border and return the same
day to their country of origin). Interna-
tional tourism can be divided into non-
border tourism and border tourism; the
former reach destinations in the interior
of the country (beaches, colonial cities,
metropolises, medium-sized cities, etc.),
and the latter stay within the border
area. Same-day visitors can travel to bor-
der areas or be passengers on cruise
ships.

Table 2 is very instructive in this
regard. While international tourism con-
tributes a significant amount to the tour-
ism balance of payments, the specif-

ic balance of payments for same-day

The hotel chains,
through different legal
means or tricks, have
managed to repatriate

to their offshore headquarters
a substantial part of
the foreign currency they
had taken in.

visitors is unfavorable to Mexico. While
there is a favorable total balance of
U.S.$39 billion in 24 years, internation-
al tourism contributes U.S.$62 billion,
but that amount is offset by the very
negative balance sheet of border same-
day visitors, with a deficit of almost
U.S.$26 billion, which has a substan-
tial effect on the total.

THE GEOGRAPHIC DIMENSION
OF THE TOURISM BALANCE
OF PAYMENTS

One issue not dealt with in great depth
in the literature on this topic is the geo-
graphic dimension of the tourism bal-
ance of payments. In the context of this
article, I will only formulate two basic
questions in this regard. The first is
what is the role of Mexican residents
abroad in contributing foreign currency?
And the second has to do with the main
countries and regions that contribute
more to the accumulation of foreign
currency.

The first question is unavoidable be-
cause of the growing participation of
emigrant compatriots in the Mexican
economy.®> We must respond both quan-
titatively and qualitatively. On the one
hand, we must take into account that
86 percent of international tourism de-

mand vis-a-vis Mexico, and therefore,

the kind that “contributes foreign cur-
rency,” is generated by U.S. residents,
which means that the United States
is the main tourism market for Mexico
despite all the efforts made to diversify.
The Latino population in the United
States is growing steadily, but, in ad-
dition, we know that the percentage
of legal and illegal Mexican residents
in the United States is also growing.
This inevitably plays a significant role
in the tourist market: according to of-
ficial figures, the participation of Mex-
ican residents abroad in non-border tour-
ism in Mexico is a little over 20 percent.

Undoubtedly, it would be necessary
to consider the proportional part of the
foreign currency accumulated as one
more aspect of the remittances from
Mexican residents abroad in the sense
that it is a service they come here to con-
sume and a significant contribution to
the Mexican economy.

On the other hand, from a qualita-
tive point of view, it is clear that the
behavior of the “paisano” tourist —as
they are called in Mexico— meaning the
visiting Mexican migrant, is different
from that of the traditional wAsP tour-
ist: they are more likely to visit rela-
tives during their vacations outside of
traditional beach or other non-border
destinations. Everything seems to indi-
cate (although we lack the necessary
study of this particular segment of tour-
ists) that Mexicans residing abroad
tend to spend less on international struc-
tures (hotel chains, for example, or even
airlines) and more, though perhaps a
moderate sum, on the consumption of
local goods, the purchase of crafts, etc.
In summary, tourist expenditures of
Mexican residents abroad when visit-
ing Mexico may be more directly ap-
plied to the country’s local development,

as opposed to the to a certain extent
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TABLE 2

TouRrISM BALANCE OF PAYMENTS BY KIND OF TOURISM

ToTAL 1980-2004 AND 2004

TOTAL % TOTAL %
1980-2004 TOTAL 2004 TOTAL
Earnings (millions of dollars)
1. International visitors to Mexico 144,444.24 100.0 10,753.19 100.00
a. International tourists 107,173.15 74.20 8,382.23 77.95
a.1 Inbound non-border tourism 95,145.01 65.87 7,783.47 72.38
a.2 Inbound border tourism 12,028.18 8.33 598.79 5.57
b. International same-day visitors 37,271.11 25.80 2,370.95 22.05
b.1 Same-day border visitors 34,543.42 2391 1,992.53 18.53
b.2 Cruise-ship passengers 2,727.60 1.89 378.44 3.52
Spending abroad (millions of dollars)
2. Mexican visitors abroad 105,348.18 100.00 6,959.05 100.00
c. International tourists 44 971.72 42.69 3,227.33 46.38
c.1 Outbound non-border tourism 38,952.46 36.97 2,910.94 41.83
¢.2 Outbound border tourism 6,019.67 5.71 316.39 4,55
d. Same-day border visitors 60,376.37 57.31 3,731.70 53.62
Balance of payments (millions of dollars)
3. International visitors [1-2] 39,096.06 100.00 3,794.14 100.00
e. International tourists [a-c] 62,201.43 159.10 5,154.90 135.86
e.1. Non-border tourism [al-c1] 56,192.55 143.73 4,872.53 128.42
e.2. Border tourism [a2-c2] 6,008.51 15.37 282.40 7.44
f. Same-day international visitors [b-d] -23,105.26 -59.10 -1,360.75 -35.86
f.1. Same day-border visitors [b1-d] -25,832.95 -66.08 -1,739.17 -45.84
f.2. Cruise-ship passengers [b2] 2,727.60 6.98 378.44 9.97

Source: Developed by the author using data from Datatur, of the Mexican Ministry of Tourism.

more “multinational” expenditures of
the WAsP tourist. This point, of course,
is presented here only as a hypothesis
and deserves greater research.
Geography's contribution to foreign
currency income is quite clear given the
figures about tourist flows from Mex-
ico’s federal Ministry of Tourism. On
the one hand, as was stated above, this
is essentially foreign currency contrib-
uted by North American residents,
essentially from the United States. In
the second place, it is noteworthy that
tourists to Mexico come mainly from
certain states, particularly along the
border: California and Texas together
made up 48 percent of non-border tour-
ism in 2004. This may be related to the
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greater historic contact with Mexico,
the shorter distances and the growing
presence of a population of Mexican
origin in those states.

Finally, it is clear that Mexico’s tour-
ism policies have been the incentive
for certain privileged tourism destina-
tions: apart from the traditional Aca-
pulco (with its considerable drop in at-
tracting non-border tourism), we can
cite the so-called “planned tourism des-
tinations” —to a great degree a euphe-
mism— like Canctn, Ixtapa, Los Cabos
and Huatulco, and places like Vallarta,
Cozumel and Manzanillo, among oth-
ers.* Although it would be a good idea
to use detailed data to construct the in-

formation about foreign currency spend-

ing by destination (given the variation in
expenditures according to destination),
in a preliminary way we can say that the
Canctin-Mayan Riviera micro-region is
the destination par excellence for at-
tracting foreign currency; public and
private efforts have been concentrated
here for its development, although with
somewhat moderate results in several
areas, particularly the environment and

social aspects.
COLLATERAL DAMAGE: KINDS OF
TourisM AND FOREIGN CURRENCY

Something usually little taken into ac-

count but fundamental to attracting
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TABLE 3
ORICGINS OF NON-BORDER TOURISM (1980-2005)

THOUSANDS %
NON-BORDER TOURISM OF TOURISTS TOTAL
Total 179,420.70 100.00
From the United States 154,920.85 86.35
Total foreign nationals 143,098.78 79.76
Total Mexican nationals 36,322.67 20.24

Source: Developed by the author using data from Datatur, of the Mexican Ministry of Tourism.

foreign currency is the form the tour-
ism model takes: that is, the kind of
tourism. The results are very different
if an international tourist stays at a five-
star international chain hotel or if he/she
uses local infrastructure (small hotels,
for example).

Since the 1960s, the evolution of
Mexico’s model of tourism has been
characterized by a strong push toward
a luxury, transnational model.> This
implied that preference was given to
investments in luxury hotels that had
to be operated as part of a chain. Also,
the “sun and beach” model, almost ex-
clusively promoted by authorities in the
tourism sector and by business orga-
nizations for decades until recently, has
fostered a certain type of tourist con-
sumption with specific characteristics:
high-rise hotels, international food,
operations using international models,
which led to growing consumption of
imported products, both by the tourist
directly (meals, for example) and by
hotels themselves, and different services
(furnishings, physical installations, etc.).

All of this has played a leading role
in foreign currency leaving the coun-
try: the chains, through different legal
means or tricks (over-billing or inflated
payments to employees or subsidiaries,
for example), have managed to repa-

triate to their offshore headquarters a

substantial part of the foreign currency
they had taken in and that could have
been used in the national economy if
there had been a kind of tourism that
was more akin to the national and region-
al supply. The foreign currency drain
due to these mechanisms is so high that
a few decades ago, a high Mexican gov-
ernment official said off the record
that the tourism balance of payments
was probably zero because of the ef-
fects of collateral drain.

Undoubtedly a kind of tourism more
suited to the national situation, that is,
closer to the production of local goods
(traditional regional food, for exam-
ple), and not highly “industrialized”
(demanding air conditioning, elevators,
speed boats and other goods not pro-
duced or only partially produced in
Mexico), has fewer negative effects on
the attraction of foreign currency. In
addition, it generally creates local jobs,
which is particularly positive when it
takes place in relatively non-developed
areas. In that sense, eco-tourism and
other forms of alternative tourism may
not attract much foreign currency be-
cause of their small but growing par-
ticipation in the market, but they seem
to be more beneficial even from the
macro-economic perspective, in addi-
tion to their well-known environment-

al or social advantages.

FINAL THOUGHTS

Undoubtedly, tourism is and will con-
tinue to be a beneficial activity econom-
ically, socially, environmentally and
generally for both national and region-
al development. Specifically, attract-
ing foreign currency is often seen as
one of its main advantages, and there
can be no doubt about that. However,
it would be a good idea to study mecha-
nisms so that the process does not in-
clude financial “drains,” or at least to
lessen the drains, in addition to improv-
ing other aspects of tourism to favor
host countries. NUIM
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