
Latam Flash 
  

Madrid, 11 Februry 2014 

Economic Analysis 

Latam Coordination Latam 
Cecilia Posadas 
Coordinación Latam Economist 
c.posadas@bbva.com 
+ 34 91 3746279 

 

Trade protocol for the Pacific Alliance 
signed 
The trade protocol signed this Monday is the most important agreement since the initial 
Framework Accord. It makes effective the removal of 92% of tariffs on trade between the 
four members of the Pacific Alliance (PA) and defines the regulations on origin which will 
boost international production chains within the PA.  

 The Trade Protocol will remove tariffs on 92% of the products traded 
between the four members.  
The heads of States of Chile, Colombia, Mexico and Peru, as part of the VIII Summit of 

the Pacific Alliance,
1
 signed last Monday 10 February the Trade Protocol which 

increases to 92% the products and raw materials traded within the block that will not 

be subject to trade tariffs. Following the Framework Accord executed in 2012, the 

trade protocol signed this Monday is the next specific step in the block’s integration 

process. The remaining 8% is mainly concentrated in the agricultural sector
2
 and 

tariffs are expected to be reduced gradually over the coming years (from one to a 

maximum of 17 years), with sugar being the only product excluded from trade 

agreement which is set to enter into force once it has been ratified by Congress in the 

four member countries. The protocol covering this reduction will be a key factor for 

increasing the volume of trade among the Alliance members which currently 

represents only 4% of the total foreign trade of the PA member countries.   

Until now, free trade between the four member States was limited to bilateral 

agreements on specific issues, while this Protocol increases the number of goods and 

the scope of interregional free trade.  

 The Rules of Origin agreement will boost the global production 
chains   
An important part of the agreements signed on 10 February includes the 

accumulation mechanisms and common rules of origins whereby inputs and raw 

materials from one country could be used by another one and the end product will be 

considered a national product. The member countries can also opt to exploit the 

“production chain” that will enable each country to take advantage of trade 

agreements negotiated by other members, thereby allowing their products to reach 

markets where the other PA members had previously already negotiated agreements. 

This possibility is essential for key players such as Colombia for which the Protocol will 

make it easier to take steps towards the trade agenda with the Asian-Pacific region.   

On their part and in order to facilitate trade, the countries negotiated the creation of a 

cooperation and mutual assistance mechanism for exchanging customs information 

and expressed their commitment to continue eliminating non-custom barriers and to 

facilitate customs procedures. 

1:For a more detailed analysis on the Pacific Alliance, see the observatory  Financial Integration in the Pacific Alliance, BBVA Research, 
October 2013. 
2: Some of the goods considered “sensitive” products include corn, wheat, banana, coffee, beans, and potatoes. These and another 
400 goods were excluded from the agreements between Colombia and Mexico and between Chile and Peru.   

http://www.bbvaresearch.com/KETD/fbin/mult/131028_Observatorio_Alianza_Pacifico_tcm346-407163.pdf?ts=1022014
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 New members on the horizon: Costa Rica and Panama 
Costa Rica, already having Free Trade Agreements with four member countries, will 

formalise its membership in the Alliance in the coming months while Panama is awaiting 

the conclusion of its negotiations with Mexico.  

In addition to the execution of the Protocol, 17 chapters were also signed which include 

the lifting of internal visas for job mobility and to promote tourism. Note that the PA was 

conceived as an ambitious project not only the trade of goods, but also of services, 

cooperation, the free movement of capital and people, and other issues.  

 Big room for improvement in interregional trade within the PA 
The PA is, as a whole, the sixth major economy in the world (in terms of USD millions, 

adjusted for PPP) and the fourth that is set to contribute the most to global growth over 

the next 10 years (Chart 1). PA countries account for 50% of Latin America’s trade with 

other countries in the world. This alliance is committed to opening up trade, with 66 

free trade agreements signed among its member countries with others such as the US, 

the EU, Japan, and China. 
3
  

As mentioned above, there is enormous growth potential for trade within the PA which 

currently represents only 4% of its foreign trade in contrast with a potential market 

whose population represents 35% of the population in Latin America. This interregional 

growth potential will benefit Mexico, in particular, and Colombia, albeit to a lesser extent 

(Chart 2).  

Greater trade integration should also have a positive effect in attracting direct foreign 

investment in the region. PA countries are already among those with the greatest 

potential for attracting FDI in the region, considering variables such as the appealing 

internal market, the workforce, natural resources, and the state of the infrastructure. 

Nevertheless, greater integration of internal markets and of the workforce of PA 

countries should increase this strong potential even more (Chart 3).   

3: The four AP member countries have free trade agreements with the US and the EU. With the exception of Colombia, the other 
countries have free trade agreements with Japan and, except Colombia and Mexico, also with China. 

Chart 1  

Greater contribution to worldwide growth over 
the next 10 years (USD mn adjusted for PPP) 

Chart 2  

Export potential within the PA (Index 0 = very 
high; 200 = very low) 
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Bear in mind that in order to maximise the efficiency of the integration efforts in the 

region, major challenges will have to be faced in relation to: the high degree of 

informality of the region, the limited quality of physical (infrastructures) and human 

capital (quality of education), as well as the rather weak tax systems and the heavy 

dependence on only a few natural resources.   

 Pending challenges with the PA  
The key challenges the Alliance faces, once the elimination of tariffs is underway, is the 

integration of the securities markets. The Integrated Latin American Market (MILA, 

Spanish acronym) electronically integrates the Chilean, Colombian, and Peruvian stock 

markets enabling transactions among these countries. With the incorporation of Mexico, 

expected this year, the combined market cap of the four countries will be equivalent to 

the capitalisation of Brazil, although trading volumes will probably remain at low levels. 

The obstacles to be tackled are mainly the lack of standardisation between the tax 

regimes, investment in the pensions market and the lack of currency hedging tools.   

From now on, and given the strong fundamentals of the PA member countries based 

on credible inflation targets, supported by prudent fiscal policies and flexible foreign 

exchange rates, the upturn in the US economy and the expansion and growth in Asia 

should have an impact on the exports of the member countries.  

The Pacific Alliance is set to become one of the main trade blocks in the continent. PA is 

backing the integration of its members and with the rest of the world. The total 

elimination of tariffs and the market access agreements are essential steps in the right 

direction for this consolidation process.   

 

 

 

 

 

 

Chart 3  

Direct accumulated investment among PA 
countries 2009-2012 (origin-destination, USD 
mn) 

Chart 4  

Market capitalisation (USD mn, Dec. 2012) 
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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 is 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 (ii) redistributed or (iii) 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 (as amended, the “financial promotion 
order”), (ii) are persons falling within article 49(2) (a) 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. 

 

 


