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Competitiveness of manufacturing
exports

Increased costs and peso appreciation explain the loss of
competitiveness in manufacturing exports in the last five years.

In particular, we note that improvements in industrial labour
productivity have been lower than in the rest of the economy.

In structural terms, the expected evolution of energy costs
compromises the extent for recovering competitiveness in the sector.

Reduced competitiveness was partially offset by lower borrowing costs
and by a deepened currency-hedging market.

The Chilean economy needs a persistent weaker peso to drive
investment flows towards lagging exportrelated sectors such as
manufacturing, and in this way recover the ground lost in
competitiveness.
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In general terms, for the last five years the Chilean industry has strayed from the upward path of
competitiveness gains that it had been treading since 2002. This decline has resulted mainly from
the appreciation of the Chilean peso - in an environment of multilateral dollar depreciation - and
rising labour and energy costs. However, we see this as having been partially offset by lower
borrowing costs - in particular foreign - and by an expansion of the currency-hedging market.

To gain a fuller understanding of how competitiveness has changed in Chile, we built indicators
for the industry as a whole, and also for a range of industrial sub-sectors’. These are based on
official figures from the unit value index of industrial exports — industrial IVUX measured in USD
— the nominal exchange rate and our best estimate for an index of unit labour costs in the
sector (see the next sub-section for more details).

Our indicators suggest in aggregate terms that industry traced an upward path of competitiveness
gains between 2003 and 2007 (which we estimate to be around 24.6%), for then partially
contract in 2012 (there was a fall of 3.7% in the period). In this context, industry succeeded in
improving competitiveness by close to 20% between 2002 and 2012 according to our indicator,
despite the difficulties of the post-Lehman period. This is in striking contrast with the performance
of the muiltilateral real exchange rate - used as a measure of the economy’s aggregate
competitiveness - which appreciated by 10% between 2003 and 2007 and another 4.2% to
2012, implying a fall of 13.8% in the period as a whole (Figure 1).

In this context, the appreciation of the nominal exchange rate in recent years - because of the
multilateral  depreciation of the dollar- has been the key factor underlying the decline in
competitiveness. In addition to the above, labour costs have risen steeply as a result of the change in
the composition of local growth, which ended up putting pressure on the use of domestic resources.
This change was due to a major expansion of domestic demand, driving sectors that are more
intensive in their use of higher-skilled labour. Nevertheless, we should bear in mind that behind this
change of growth composition, with its major expansion in investment and private consumption, there
lies a wealth effect of more favourable terms of trade (as a result of high copper prices).

Figure 2
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Source: National Statistics Institute, Central Bank of Chile and Source: National Statistics Institute, Central Bank of Chile and
BBVA Research. BBVA Research.

1: The indicator used to measure competitiveness is based on the construction of a real exchange rate for the different sub-industries
based on the following definition used for the Competitiveness Index (CD:

ol = E(t) * IVUX; (t)

CLUIndustry(t)
Where E is the nominal exchange rate. Both industry IVUX and ULC use seasonally adjusted quarterly series.
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Although these elements can be linked to transitory factors, there is a structural issue that
also exists which compromises the outlook for industrial competitiveness over the next few
years. This, specifically, is the forecast change in energy costs. This sector has had difficulty
in making its investments bear fruit in recent years, mainly as a consequence of
environmental issues, as a result of which numerous new projects have run aground in the
courts (see sub-sections below for more details).

Our observation of the changes in the Chilean manufacturing sector’s competitiveness is in
general terms borne out by an analysis of the World Bank's World Integrated Trade Solutions
(WITS) index?. Here, we see that the conclusions drawn from the revealed comparative
advantage (RCA) index for the entire Chilean manufacturing sector between 2002 and 2012
coincide. These indicators show a 31.8% increase in the comparative advantages for this
period; however, this loses momentum between 2007 and 2012, growing only 6.4% (for
more details on RCA, see Figure A.1 and Table A in the Appendixes). Meanwhile, market trend
indicators, which evaluate advantages relative to the industrial export destination breakdown,
show that Chile had an advantage over the rest of the region between 2002 and 2007, mainly
as a result of the implementation of free trade agreements with higher economic growth
countries, such as China. However, more recently (2007 to 2012), these manufacturing export
policy advantages have been eroded, and we forecast that this deterioration has to do with the
difficulty of reallocating production during post-Lehman era, a period in which external demand
has been less dynamic (Figures A.2 and A.3 in Appendixes). Lastly, WITS trade indicators show
that in general Chilean manufactured products succeeded in increasing their share in
international markets between 2002 and 2007, but could not prevent a reduction in their share
of global trade over the last five years (Charts A.4 and A.5 in Appendixes).

Changes in manufacturing competitiveness show heterogeneity
between sub-sectors

On the other hand, we observed a significant degree of heterogeneity between sub-sectors in
terms of their changing competitiveness. In order to identify these sub-sectors, we have
classified them into three groups.

In the first place, there are those which have behaved similarly to the aggregate industry
indicator, showing a major impetus in competitiveness between 2003 and 2007, which then
drops off towards the end of 2012 (Figure 2). This covers the cellulose and paper, chemicals
and iron and steel industrial sub-sectors. We should point out that in the case of the first sub-
sector, a point-to-point comparison of competitiveness levels shows a slight loss, which we
believe is explained by lower international cellulose prices, in a context of structural change in
paper demand, driven by the flood of new digital mass media and the resulting move in
reading habits towards digital media formats.

Secondly, we have identified a group of sub-sectors which have shown sustained rises in
competitiveness in the last decade, among which the food, forestry and furniture industries play
leading parts (Figure 3). However, it should be pointed out that if we disaggregate the food
industry’s competitiveness, we see that this increase was explained mainly by rises in
international fish-meal prices. The salmon processing industry’s performance, on the other
hand, replicates the change in competitiveness seen in the first group of industries we analysed
(Figure 4).

2: For more details on this analysis, see Chapter 2 of Working Paper N°© 14/10, “Competitiveness in the Latin American manufacturing
sector: trends and determinants”.
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Figure 3
Industrial sub-sectors with sustained Figure 4
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Source: National Statistics Institute, Central Bank of Chile and Source: National Statistics Institute, Central Bank of Chile and
BBVA Research. BBVA Research.

Here we should mention that, between 2007 and 2012, the salmon export industry had to
deal with major cost increases as a result of more demanding environmental regulations —
amongst them, implementing more sophisticated fish-farming rotation systems and more
exacting regulations for the entire country’s fish farms, measures taken after the ISA virus broke
out — and it was also affected by peso appreciation and by falls in international prices due to a
major increase in the sector’s installed capacity. All these factors led to a noticeable fall in
competitiveness between 2003 and 2007.

Finally, forming the third group of industries, we identified those which showed a sustained loss
of competitiveness in the last decade, among which wine plays a big part, given its large share
over total industrial exports (Figure 5). The outlook for this sector is more complex, showing a
loss of competitiveness which it has been suffering since before the sub-prime crisis. We believe
that this phenomenon is largely due to the dollar's global depreciation cycle and the rise in
labour costs, which it has been impossible to transfer to international prices in a context of
depressed foreign demand.

Figure 5
Industrial subsectors with sustained competitiveness loss (level, March 2003=100)
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Source: National Statistics Institute, Central Bank of Chile and BBVA Research.

REFER TO IMPORTANT DISCLOSURES ON PAGE 15 OF THIS REPORT www.bbvaresearch.com Page 4



Economic Watch
Santiago, April 23, 2014

In conclusion, over the last five years Chilean industry has reversed some of its previously
positive progress in competitiveness gains since 2002. This drop-back is due to the peso
appreciation —in a context of the dollar's multilateral depreciation and high terms of trade— and
an increase in labour and energy costs. However, as we will see in more depth below, we have
noticed that this will have been partially offset by lower borrowing costs — especially foreign
ones — and by a greater deepening of the currency-hedging market.

On this subject, it is important to highlight that during the dollar’'s global depreciation cycle, the
effect of emerging market's currency appreciation prevailed over the rise in international
industrial goods prices. Thus industrial exports were redirected mainly from developed markets
to Asia, although this process was only partia|3. So we saw a pass-through of low inflation from
developed economies to emerging ones in the form of lower tradable prices.

Finally, the reallocation of resources from the non-copper tradable sector to the non-tradable
sector caused by the Chilean peso’s real appreciation exerted considerable pressure on wages,
a factor that we will analyse in depth in the next section. In this environment, it was difficult for
several export sectors to offset the loss of competitiveness, resulting from the dollar's global
depreciation, by reducing real wages. This was further reinforced in the context of an expansive
activity cycle, led by internal demand and a strong increase in labour demand in the services
sector. In short, export sectors were forced to absorb wage rises to the detriment of their
competitiveness (see the next section for more details).

Growth in industrial labour productivity has been lower than for
the rest of the economy

The improvements in average productivity of industrial labour have been systematically lower
than the ones in the economy’s aggregate labour productivity. So the major expansion in
services sectors’ average productivity has not been accompanied by similar improvements in
industry (Figure 6). This is reflected in an average growth in industrial labour productivity of just
5.4% YoY between 2002 and 2013, contrasting with an average 7.8% YoY for the economy
as a whole. In this context, the industrial sector has a strong relative lag in terms of labour
productivity which has been secular since 2002 (Figure 7).

Figure 7
Figure 6 Ratio industrial vs total average labour
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Source: National Statistics Institute, Central Bank of Chile and Source: National Statistics Institute, Central Bank of Chile and
BBVA Research. BBVA Research.

3: For more details see Chapter 2 in Working Documents N°© 14/10, “Competitiveness in the Latin American manufacturing sector:
trends and determinantss”.
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Furthermore, labour costs have not adjusted to offset the gap in labour productivity suffered by
the industry relative to the average for all sectors of the economy. So, labour costs in industry
have increased at the same rate as in the economy as a whole (Figure 8). Tough competition
for Chile’'s productive resources, in particular labour, has meant that industry has had to absorb
these increments without being able to compensate for them with similar increases in

productivity.
Figure 8 Figure 9
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BBVA Research. Source: National Statistics Institute, Central Bank of Chile and

BBVA Research.

The above statement is illustrated well in Figure 9. According to our calculations, industrial unit
labour costs (ULO) have fallen on average less than the aggregate ULC for the economy, in the ten
years between 2002 and 2012 of our analysis. What is more, given that the services sector has
only recently been incorporated into the national accounts, the economy’s aggregate ULC show an
average fall of 2.1% YoY (the mining and services sectors have been added, which have been very
productive in the last few decades), while industry figures show a slight increase, averaging out at
0.01% YoY, and have significantly increased in the last two years compared to other sectors.

Energy costs increase because of high oil dependence and lags in
investments in search of greater efficiency

Energy costs have risen sharply, which compares unfavourably with other OECD economies.
The increase has been particularly high in the industrial sector (Figures 10 and 11). Chile’s
energy infrastructure grid presents major challenges to bringing in cheaper energy, and the
time lag in getting these projects completed has had conseqguences of the first order on
industrial costs in the last few years. Difficulties in materialising investment in this sector can be

attributed to environmental issues, which have meant that a large number of projects have run
aground in the courts.
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Figure 10 Figure 11
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With major investment in port and road infrastructure, hikes in
logistics costs have been contained

According to the World Bank, Chile’s relative logistics performance improved between 2010
and 2012. However, one should not forget that there has been an absolute loss in logistics
competitiveness since 2007, caused mainly by investment lags in those sectors covered in the
indicator (Table 1). So, we do not only observe a recovery in the absolute indicator towards
pre-Lehman levels, but also an improvement in the position relative to Latin America as a
whole, as well as to the countries which we consider will be the main competitors for Chilean
manufacturing exports, with the exception of Mexico.

Table 1
Logistics performance, main competitors in industrial exports (scored from 1 to 5)
2007 2010 2012
Index Ranking Index Ranking Index Ranking
Chile 3.25 31 3.09 48 3.17 38
Mexico 2.87 54 3.05 49 3.06 46
Argentina 2.98 44 3.10 47 3.05 48
Peru 2.77 58 2.80 66 2.94 59
Colombia 2.50 80 2.77 71 2.87 63
Latin America * 2.65 2.84 2.83
South Africa 3.53 23 3.46 27 3.67 23
Canada 3.92 10 3.87 14 3.85 13
Australia 3.79 17 3.84 17 3.73 18
Norway 3.81 16 3.93 10 3.68 21
New Zealand 3.75 19 3.65 20 3.42 30
World 2.74 2.87 2.87
;Latin ATerica is taken as a simple average of Argentina, Bolivia, Brazil, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay and
enezuela.

Note: The scoring of the Logistics Performance Index reflects the logistics perceptions of a country based on border clearance efficiency,
the quality of trade- and transport-related infrastructure, the ease of agreeing shipments at competitive rates, the quality of logistics
services, the ability to follow up and track dispatches and the frequency with which shipments reach the consignee within the time
programmed. The index has a 1 to 5 range: the higher the number, the better the performance. The data come from Logistics
Performance Index surveys carried out by the World Bank, in association with academic and international institutions, private companies
and individuals involved in international logistics.

Source: World Bank and BBVA Research.
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Some initiatives are underway to advance and facilitate the export process. These include
infrastructure investment policies with proper planning for medium and long-term needs,
integrating the various means of transport in a unified logistics perspective, all of which means
smart design for motorways, railway lines and transport hubs within an integrated system, so
that users can choose from several alternatives, weighing up the pros and cons of each.
Similarly, the process of adapting the regulatory framework to international best practices and
reguirements has begun, which will enable the country to carry on making progress in the
international arena in this sector, which requires higher service standards. Then again,
implementing intermodal transport, which is the system most commonly used in international
freight transport, connects the means of transport by air, sea, rail and land. Finally, up-skilling
the labour force to produce the professionals and gualified personnel needed in this sector.

Thanks to the projects listed above, Chile has a stronger position than many of its main
competitors in a range of logistics infrastructure quality rankings, mainly in road and port
infrastructure (Figures 12 and 13).

Figure 12 Figure 13
Road infrastructure quality ranking 2012-13: Port infrastructure quality ranking 2012-13:
Chile vs. main competitors Chile vs. main competitors
(148 country ranking, 7= max; 0= min.) (148 country ranking, 7= max; 0= min.)
CAN (19) 5.6 NZL(19) 5.5
CHL (27) I 5.4 CAN 20) 5.5
NZL (37) 5 NOR(22) 5.5
ZAF (41) | 4.9 CHL(32) . 5.2
AUS (40) 4.9 AUS (42) | 5
MEX 51) | 46 ZAFGG1) 4.7
NOR (83) | 37 MEX(62) 4.4
PER (98) | 33 PER(93) 3.7
ARG (103) 3.1 ARGS9 ! p-7 |
0 2 4 6 0 2 4 6
Source: World Economic Forum and BBVA Research. Source: World Economic Forum and BBVA Research.
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However, challenges on the horizon are presented in terms of investment to improve the
infrastructure of airports and railways, which are somewhat lagging behind the main
competitors of Chilean manufacturing exports (Figures 14 and 15).

Figure 14

Airport infrastructure quality ranking 2012-13:

Chile vs. main competitors
(148 country ranking, 7= max; 0= min.)

Figure 15

Rail infrastructure quality ranking 2012-13:
Chile vs. main competitors

(148 country ranking, 7= max; 0= min.)
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Source: World Economic Forum and BBVA Research.

Source: World Economic Forum and BBVA Research.

Also, we have seen an important increase in transport costs, which have gone up 23% since
2010 (Figure 16). Based on official statistics, we would like to point out that the main reason
for this rise comes from the increase in fuel prices — with an incidence of +15.5% —, a situation
that responds to an external phenomenon. However, the hike in both labour costs and
maintenance service costs has had a knock-on effect of nearly 7% on the total increase in
transport costs over the last four years (Figure 17).

Figure 16

Changes in transport costs and their
components (index, 2009=100)

Figure 17
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between 2010 and 2013 (%)
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Source: National Statistics Institute and BBVA Research.
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Greater access to foreign borrowing and deepening of the
currency hedging markets has offset the loss in competitiveness,
as a result of both the dollar's global depreciation and the
changes in monetary regimes in developed countries over the
last five years

Although Chile is in a middling position in terms of financial development when compared
with its main competitors (Figure 18 and 19), we considers that the increasing financial
deepening over the last few years have helped to mitigate the negative effects on industrial
export competitiveness resulting from the dollar’s global depreciation —and the changes in
monetary regimes observed in developed countries—, in a context of greater wage pressure.

Figure 18 Figure 19
Ranking of availability of financial services Ranking of financial services costs 2012-13:
2012-13: Chile vs. main competitors Chile vs. main competitors
(148 country ranking, 7= max; 0= min.) (148 country ranking, 7= max; 0= min.)
ZAF(2) 6.4 NOR(8) ] 5.7
CAN (9) 6.1 CAN (11) 5.6
NOR(11) 6.0 ZAF(13) 5.5
NZL(18) 5.7 NZL(14) 5.4
CHL(20) I S .6 CHL(30) I 5.0
AUS (21) 5.6 AUS (36) 4.9
PER(49) 4.9 PER(59) 4.3
MEX(61) 4.6 MEX(85) 4.0
ARG(136) 3.1 ARG(142) 2.9
0 2 4 6 8 0 2 4 6
Source: World Economic Forum and BBVA Research. Source: World Economic Forum and BBVA Research.

Is a stylized fact that an important part of the volatility observed in industrial export
competitiveness comes from fluctuations in the nominal exchange rate. In this context,
expansion of currency-hedging markets will allow industries to ride out the real exchange rate’s
excessive volatility. So, the disruption in industrial export competitiveness in the last five years
suggested by our indicators may be somewhat overstated since it does not factor in the
competitiveness advantages associated with the development of the financial market.

In particular, we have identified two elements which have helped the country to cope better
with nominal exchange rate volatility and competitiveness: better and more access to funding
from abroad and the growth of the hedge derivatives market over the last few years.

On the one hand, the percentage of foreign currency deposits in the Chilean financial system
has gone up considerably from an average of 9.0% in the 2003-2007 period to an average of
12.5% in the 2008-2013 period. This reflects more access to dollar funding by the non-
financial corporate sector in a context of lower external funding costs, attributable to a change
of regime in the monetary policy of developed economies (Figures 20 and 21).
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Figure 20
Foreign exchange deposits in the Chilean Figure 21
banking system (% of total) Corporate bond issuance abroad (USD mn)
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Source: Central Bank of Chile and BBVA Research. Source: Central Bank of Chile and BBVA Research.

Similarly, figures of financial account in the balance of payments show us that absolute flows of
net derivative transactions record a change of regime similar to the banking sector’s funding
pattern, where transactions in derivatives — with an important currency hedging component —
have gone up from an annual average of USD375mn between 2003 and 2007 to
USD1.509mn between 2008 and 2013 (Figure 22).

Figure 22

Absolute flows of net derivatives from the financial account
(USD mn, quarterly moving averages)
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Source: Central Bank of Chile and BBVA Research.

REFER TO IMPORTANT DISCLOSURES ON PAGE 15 OF THIS REPORT www.bbvaresearch.com Page 11



Economic Watch
Santiago, April 23, 2014

Conclusions

Over the last five years Chilean industry has lost ground in its previously upward journey of
competitiveness gains since 2002. This decline is characterized by the peso appreciation —in a
context of multilateral dollar depreciation— and rising labour and energy costs. However, we
see this as having been partially offset by lower borrowing costs - in particular foreign - and by
a deepening of the currency hedging market.

While these factors can be related to transitory phenomena, a structural element exists which
compromises the outlook for industrial competitiveness over the next years, and this is the
expected change in energy costs. This sector has had difficulty in materialising investment as a
conseguence of environmental issues which have meant that a large number of new projects
have run aground in the courts.

An alternative conclusion attributes a large amount of the loss of competitiveness to reasons
connected to the bonanza in commodities prices, which led to a very positive cyclical position
for the economy —highly favourable terms of trade— with an appreciation of the peso and
heavy investment and labour demand in mining, passing on the hike in labour costs to other
non-traditional export sectors. However, we forecast that this phenomenon, the so-called Dutch
disease, is now coming to an end.

Finally, and whatever the cause —global dollar depreciation because of the US monetary cycle,
or alternatively, Chilean peso appreciation due to commodities supercycle— we believe that as
the Chilean peso’s loss of value becomes persistent and the investment cycle in mining reaches
maturity, it is to be expected that investment will start looking at those lagging sectors. In this
context, we believe that the Chilean economy not only requires a relatively more depreciated
peso, but also an exchange rate persistently at higher levels. So, a major part of the recent loss
of competitiveness may be reversed and the challenges that remain will be in reducing energy
costs and, to a lesser extent, in improving logistics infrastructure.
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Figure A1

Revealed comparative advantage indicator (RCA) by product aggregates
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Source: WITS and BBVA Research.

Figure A.2 Figure A.3
Chile: YoY growth (%) of export markets in Chile: YoY growth (%) of export markets in
2002-12* 2007-12*
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Growth of global exports to the country

Growth of global exports to the country

* Bubble size shows the market share of the country’s exports. Above the 45° line, exports to that market have grown more in that
country than in the world and, as such, the country has increased its share of world exports.

Source: WITS and BBVA Research.
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Figure A.4 Figure A.5
Chile: YoY growth (%) of exported products in Chile: YoY growth (%) of exported products in
2002-12* 2007-12*
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Growth of global exports of the product Growth of global exports of the product

* The bubble size shows the product’s share in the country’s exports while colours classify the products by: « Primary, e Basic
manufactured goods, eNon-basic manufactured goods. In addition, each product is identified by two HS 2002 classification digits.
Above the 450 line, product exports have grown more in the country than in the world, and as such the country has increased its
share of world exports.

Source: WITS and BBVA Research.

Table A

Revealed Comparative advantage (RCA) indicator

Argentina Brazil Chile Colombia Mexico Peru

2002 2007 2012 | 2002 2007 2012 | 2002 2007 2012 | 2002 2007 2012 2002 2007 2012 | 2002 2007 2012
Animal products 3.4 41 34 27 35 27 49 37 42 06 11 02 03 04 05 13 11 11
Plant products 96 122 96 42 42 50 58 30 32 81 62 35 09 11 10| 44 30 36
Edibles 50 64 67 43 39 42 29 19 18 14 15 07 07 09 09 57 30 29
Mineral products 24 18 16103 96 105|156 175 138 11 05 0.1 05 06 08| 246 258 192
Fuels 20 09 05 04 05 06 02 01 00 43 27 35 10 11 07 07 06 06
Chemical products & associated 06 06 09 05 06 06 07 04 06| 07 06 02 03 03 03 03 02 02
Plastics and rubbers 08 06 06 06 07 05 03 02 03 08 10 05 04 05 05 03 03 03
Hides and skins 40 34 24| 21 23 14| 02 0.1 0.1 14 14 06| 02 02 02| 03 02 02
Wood products 05 06 05 21 21 18 37 28 32 07 10 02 02 03 03 07 05 04
Textiles 03 03 02 03 03 04 01 0.1 00 10 12 03 11 07 05, 18 14 10
Footwear and headgear 0.1 0.1 0.1 28 1.7 07| 01 02 00 02 05 00| 02 02 03 0.1 0.1 0.1
Stone and glass 02 02 08 08 06 03 04 05 05|13 15 19 06 07 11 27 31 35
Metals 170 05 05 16 12 10 43 45 53 06 10 04 06 06 06 29 20 15
Machinery and electrical 0.1 0.1 0.1 04 04 03 00 00 00 01 01 00| 13 14 14| 00 00 00
Transport equipment 05 09 16 09 10 08 01 01 00 02 03 03 16 17 24 00 00 00
Miscellaneous 0.2 01 0.1 03 02 02 0.1 00 00 01 02 01 173 12 13 01 01 0.0

Source: WITS and BBVA Research.

REFER TO IMPORTANT DISCLOSURES ON PAGE 15 OF THIS REPORT

www.bbvaresearch.com

Page 14


http://unstats.un.org/unsd/tradekb/Knowledgebase/HS-Classification-by-Section

Economic Watch
Santiago, March 19, 2014

DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao
VizcayaArgentaria, S.A. (hereinafter called “BBVA") to provide its customers with general information and are current as of the date of issue and
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 (as amended, the “financial promotion order”),
(ii) are persons falling within article 49(2) (@) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order,
or (i) 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.



