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South-South Trade: A New Perspective
Using Value-Added Data

South-South trade retains less value than other regional networks

The increase in South-South trade has been substantial both on gross terms and on a
value added basis, clearly surpassing relative growth of trade flows between the South
and the North or within the North. However, and notwithstanding the fast growth, the
ratio of exported value added (i.e. production net of intermediate consumption) relative to
gross exports is still lower for South-South relations than for trade flows with the North
(60% versus more than 70%), even declining further during the last decade and
recording smaller ratios across all sectors. Therefore, value retention lies ahead as a big
challenge for further Southern trade integration.

Most Southern exporters do better relative to the North when looking
at value added figures although China is a relevant exception

The aggregate South’'s trade surplus holds constant relative to gross figures. However,
significant changes take place on a country basis. The balance with the North improves
more for commodity producers as well as for the majority of manufacturers. Three
important exceptions are Vietnam, Mexico, and more importantly, China. In particular,
Chinese trade surplus with the US is reduced by one third relative to gross figures.

On a value added basis manufacturing loses importance and
commodities and services gain it

Manufactures” trade is predominant in gross terms for South-South and South-North
relations, but this share is reduced in both cases around 30pp in terms of value added.
On the contrary, commodities and services increase substantially their relevance in value
added terms (close to 10pp and 20pp respectively for Southern exports), As a result of
these revisions, South-North specialization patterns become more evident when using
value added data.

Value retention shapes quite a different picture of Southern and
Northern trade balances

South's trade surplus with respect to the North experiences significant revisions on an
industrial level when measured in value added terms. The largest positive adjustments
come from a higher surplus in agriculture commodities and a lower deficit in ‘machinery
and equipment’, as well as from turning deficit to surplus in ‘chemicals and non-metallic
mineral products’ and ‘wholesale and retail trade; hotels and restaurants’. On the contrary,
Southern countries record a larger deficit with the North in ‘business services and a much
lower surplus in textile activities and ‘electrical and optical equipment’ (in fact, revisions to
these two manufacturing industries are at the bulk of the downward adjustment in
Chinese surplus with the US).
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South-South trade retains less value than other
regional networks

Southern countries (i.e. developing and emerging economies) have substantially increased their
participation in world trade throughout the last 15 years, with a significant growth in South-
South flows'. However, some concerns arise related to the exporting sector in these economies.
On the one hand, commodity exporters fear an excessive concentration of commaodities in their
exports. On the other hand, countries specialized in manufacturing are concerned about not
being able to extract enough value from the production chain.

In this note we reassess export trends in emerging countries by comparing their value added,
as defined by the OECD?, with gross trade figures. In addition, we go beyond analyzing the
manufacturing sector to a much broader set, which obviously includes commodities but also
utilities, construction and services.

Here are some stylized facts when comparing value added and gross trade ﬂguresS:

e When using the traditional gross data, the absolute increase of South-South trade is similar
to that of flows with the North (Chart 1 left) but it's lower when using value added statistics
(Chart 1 right). In other words, the rising importance of South-South trade relations
during the 2000s may have been overestimated. As a result, the amount of South-South
trade, based on value added figures, continues to be significantly lower than between
the South and the North or especially within the North.

e Lower figures for South-South trade when using value added terms are the result of
general lower value retention when Southern countries export to other Southern
countries than to the North (e.g. 35% vs. 47% of gross figures in manufacturing
activities). The ratio between value added and gross figures has even declined further
during the last decade (Chart 2).

Chart 1
Exports by regional trade network on a gross value and value added basis (2000 and 2009) (tn USD)
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1: “Asia-driven South-South trade intensifies specialization patterns in the rest of emerging regions”, BBVA EAGLEs Economic Watch,
BBVA Research, May 2013. www.bbvaresearch.com/KETD/fbin/mult/EWSouthSouthTrade_i_tcm348-390302.pdf?ts=2862013

2: “Value-Added embodied in Foreign Final Domestic Demand shows how industries export value both through direct final exports and
via indirect exports of intermediates through other countries to foreign final consumers (households, charities, government, and as
investment). They reflect how industries (upstream in a value-chain) are connected to consumers in other countries, even where no
direct trade relationship exists. The indicator illustrates therefore the full upstream impact of final demand in foreign markets to domestic
output. It can most readily be interpreted as ‘exports of value-added™. Data are available at the Trade in Value Added (TiVA) database:
http://stats.oecd.org/Index.aspx?DataSetCode=TIVA OECD WTO

3: The South corresponds to Chile, the Czech Republic, Estonia, Hungary, Korea, Mexico, Poland, Slovakia, Slovenia, Turkey, Argentina,
Brazil, Brunei, Bulgaria, Cambodia, China, India, Indonesia, Latvia, Lithuania, Malaysia, Taiwan, the Philippines, Romania, Russia, Saudi
Arabia, South Africa, Thailand and Vietnam; the North includes Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Greece, Iceland, Ireland, Israel, Italy, Japan, Luxemburg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland,
the United Kingdom, the United States, Hong Kong and Singapore.
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Chart 2
Domestic value added embodied in foreign final demand
as a % of gross exports by trade flows (2000 and 2009)
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Countries’ bilateral trade relations change when using
value added figures

Aggregate trade balances hold constant for each country/region either measured on a gross
value or a value added basis. However, revisions on trade flows have significant implications for
bilateral balances accordingly to specialization patterns on both the export and import side.

Our main findings for the most relevant economies are the following (Chart 3):

e In general, value-added adjusted trade figures of major manufacturers in the South
(such as Korea, Singapore, Taiwan and Malaysia) as well as commodity producers
(Australia, Saudi Arabia and Chile) point to a much lower surplus with the South while the
correction is in their favor with respect to the North (higher surplus or lower deficit),

e Some specific- but important cases -experience the opposite revisions: Key cases in point
are Vietnam, Mexico and China, where value added trade figures show a lower deficit with
the South and a less positive balance with respect to the North. (see Box 1 below for the
case of China-US trade balance).

Chart 3
Decomposition of the trade balances by partner group and value retention
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Source: BBVA Research and OECD
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Box 1: Effects of value added adjustments on China-US trade relations

China is a relevant exception to general better * A significant reduction of the surplus in two
balances for Southern countries in value added industries account for the bulk of the correction:
terms with respect to the North. This is particularly electrical and optical equipment’ (from USD

: ) 101bn to 26bn) and ‘textiles, textile products,
the case for trade relations with the US (Chart 4): EritEr srl eeiiEar Grom UED 32k o

e Chinese surplus with the US is lowered by one 22bn).
third in value added terms according to figures On the contrary. a relatively large upward
for 2009 (USD 127bn instead of 189bn). The * dlstmert tokes  pace. Tor  ‘aaricuiture.
downward adjustment for exports is higher than hunting, forestry and fishing’, as the industrial

for imports not only in absolute but also in

} balance for China turns from deficit to
relative terms.

surplus.

Chart 4

Bilateral trade between China and the USA (2009) (bn USD)
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The role of commodities and services much more
relevant for Southern trade on a value added basis

Aggregate value retention is determined both by general conditions of the productive structure
and more specifically by the industrial composition of exports. The ratio of value added exports
to gross ones is lower for manufactures, with higher potential for vertical integration and
product transformation, than for the rest of activities, in which natural resources or labor play a
much relevant role in production.

When looking at this issue on an industrial basis we draw the following conclusions for Southern
exports (Chart 5):

Chart 5

Manufacturing is the most important source of trade in gross terms, reaching a 71%,
but its share falls to a 42% on a value added basis:

On an industrial level, the largest downward adjustment is clearly recorded for
‘electrical and optical equipment’ (from 25% to 9%).

The group of ‘chemicals and non-metallic mineral products’ reduces its share by 3pp,
while the decrease is around 2pp for ‘textiles, textile products, leather and footwear’,
‘basic metals and fabricated metal products and machinery and eqguipment industries.

On the contrary, basic products (commodities) and services considerably increase their
relevance in value added terms, namely from 15% to 23% and from 12% to 32%,
respectively:

Among commodities, mining products show the largest upward revision in absolute
terms (4.6pp), although the adjustment is much larger for agriculture products on a
relative basis (from 2.8% to 6.3%).

Within the service sector; the most relevant upward revision goes for ‘wholesale and
retail trade; hotels and restaurants (from 6% to 14%), although it is also quite
significant for ‘business services’, ‘transport and storage, post and telecommunication’
and financial intermediation’.

Utilities also become more important in value added terms (up 2pp to 2.2%), while the
share remains almost constant at negligible levels for construction (below 1% both
before and after adjustments).

South-South trade on a gross value and value added basis by industry (2009)
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South-North trade flows on a value added basis by industry (2009)
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South-North specialization patterns more evident
when using value added data

Value-added trade figures give a better sense of specialization patterns in the South and the
North as they take into account all steps in the production chain. A number of conclusions can
be drawn from the figures (Chart 6):

e Exports of basic products from the South to the North become more relevant, moving
from 12% in gross terms to 20% on a value added basis; both categories (mining and
agriculture products), show an upward revision around 4pp.

e The increase of the services’ share in value added terms is more significant for exports
from the North to the South (from 25% to 49%) than the other way around (from 14% to
31%). This suggests that the North still keeps a strong advantage in exporting services
(even more so when adjusting for the value added).

- The largest upward adjustment is recorded for ‘business services and wholesale and
retail trade; hotels and restaurants’, although the revision is much larger in the first case
for North-to-South exports and the opposite order holds for South-to-North flows.

e Downward revisions on the contribution of manufacturing activities in value added
terms are pretty similar for both directions of South-North trade relations (close to -30pp).
However, there are some relevant industrial differences mainly conditional on specialization
patterns:

- The absolute adjustment is larger for ‘textiles, textile products, leather and footwear’
and ‘electrical and optical equipment in the case of exports from the South to the
North.

- The largest revision in the opposition direction is recorded for machinery and
equipment activities and ‘chemicals and non-metallic mineral products’ (significantly
larger in the second case not only in absolute but also in relative terms).

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT Page 6
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Industrial value retention shapes a different picture
on South-North trade relations

Despite holding constant with respect to gross figures, the South’s trade surplus with respect
to the North experiences relevant redistribution effects on an industrial level when
measured on a value added basis (Chart 7):

e The most relevant positive adjustments are the following:

- The surplus significantly increases for ‘agriculture, hunting, forestry and fishing’, while
it's somewhat larger for ‘mining and quarrying’ and utilities.

- The deficit is reduced for ‘machinery and equipment’ and ‘transport equipment’, as well
as for ‘financial intermediation’ services.

- The deficit turns to surplus for ‘chemicals and non-metallic mineral products’ and
‘wholesale and retail trade; hotels and restaurants’.

e In the opposite direction, these are the most significant negative revisions:
- The deficit is much larger for ‘business services'.

- The surplus is substantially lowered for ‘textiles, textile products, leather and footwear
and for ‘electrical and optical equipment’.

- The positive balance is also smaller for food products, beverages and tobacco and
miscellaneous manufacturing industries.

Chart 7
South-North trade balances on a gross value and value added basis by industry (2009) (bn USD)
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA") to provide its customers with general information regarding the date of issue of the report and are
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account
to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been
obtained from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no
warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct
or indirect losses arising from the use of the document or its contents. Investors should note that the past performance of securities or
instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may
exceed the amount of initial investment and, in such circumstances; investors may be required to pay more money to support those
losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the
rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the
said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party
account in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies
related thereto or to their shareholders, executives or employees, or may have interests or perform transactions in those securities or
instruments or related investments before or after the publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies
to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading
and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this
document may be (i) copied, photocopied or duplicated by any other form or means (i) redistributed or (i) quoted, without the prior written
consent of BBVA. No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or
entities in the same) in which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant
jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (@s amended, the “financial promotion
order”), (i) are persons falling within article 49(2) (@ to (d) (‘high net worth companies, unincorporated associations, etc.”) Of the financial
promotion order, or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of
the financial services and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as “relevant
persons”). This document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons.
Any investment or investment activity to which this document relates is available only to relevant persons and will be engaged in only with
relevant persons. The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues
obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment
banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for
Security Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182.



