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Colombia: new export markets, but for

the same products
Increased diversification of export destinations, but
focused on a few commodities

Colombia has diversified its export markets

Following a dramatic reduction in exports to Venezuela -from 25% of non-mining exports in
2008 to 8% in 2011, as a result of diplomatic restrictions and foreign currency shortages-
Colombia has managed to diversify its export markets since 2007. It has increased its trade
with neighboring countries such as Peru, Brazil and Chile, which have substantial potential to
expand.

However, exports are now more focused on a few commaodities with low
technological contents

The value of exports other than coal, ferronickel, oil and coffee (Colombia's traditional exports)
was similar in 2008 to 2011 However, in 2011 the composition of exports favored the mining
sector (products such as gold and emeralds), with the share of the industrial sector having
fallen. This is due to reduced trade with Venezuela, which had been intensive in industrial
products, many of which had high added value.

Unlike Colombia, Peru and Chile have increased industrial exports at the
same time as increasing exports of commodities

Furthermore, between 2008 and 201! the increase in Colombia's exports was based on higher
prices for commodities, rather than an increase in volumes traded.

The challenge for the country is now to find market niches with new
trading partners for products other than commaodities.

This is particularly important in trade with Europe, Asia and NAFTA countries, where Colombia’s
sales have increasingly concentrated on fuels, accounting for over 70% of the total. However,

other South American countries, except Chile and Argentina, are focusing on selling products
not related to mining or energy.
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Exports driven by mining and energy sector products

Total exports increased by 43% yoy in 2011, the fastest growth in the last 25 years. These record
levels are directly related to the boom in the mining and energy sectors, which accounted for 71% of
the total and increased at 62% yoy, due to a combination of higher international prices and an
increase -though relatively smaller- in local production (Chart 1). If we also include products such as
gold, emeralds and other minerals, 80% of the country's exports are actually commodities.
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Non-traditional exports (i.e. other than oil, coffee, coal and ferronickel) were at a similar level to the
peak of 2008, but they were exported to different destinations (Chart 1). The Venezuelan market has
contracted sharply; an increased share of some manufactured products is going to the United
States; and Colombia is taking advantage of expanding neighboring markets. There has also been a
moderate upturn in food sales to Venezuela, boosted by a policy of internal supply in that country.

The sector composition of non-traditional exports has also changed since 2008 (Chart 3). Industry
continues to lead the country's exports, but its share fell by over 7 percentage points. Four years
ago this sector accounted for 73% of the total, and included exports of high technology items such
as machinery, vehicles and other commaodities, due to demand from Venezuela: in 2011 this had
fallen to 66%. Meanwhile, the share of mining sector sales (mainly gold and emeralds) increased
from 9% to 19%.

Industrial exports to Venezuela still not substituted

In 2008, non-traditional exports to Venezuela accounted for 25% of the total, with a value of over
USD 6 billion, the highest figure in history. The main products exported with livestock (16% of the
total), clothing (12%), chemicals (8.5%), leather (8%), textiles (7.8%), paper (5.5%), food (5.3%) and
vehicles (51%). The majority of exports were therefore medium-high technology. However,
Venezuela then broke off diplomatic relations with Colombia, restricting sales of vehicles and
livestock; it also imposed very low market shares for other products, due to currency shortages. As
a result, Venezuela now accounts for only 8% of Colombia's non-traditional sales.

In 2011, only three of the 15 sectors other than fuel and precious metals managed to exceed the
export levels of 2008: food, chemicals and plastics (Chart 4). There has been a noteworthy
atomization of export destinations in recent years, with strong participation by new trading partners
in South America and Europe. There have been reductions in exports of other industrial products,
as these have not managed to replace reductions in the Venezuelan market; this resulted in exports
from the sector being 11% lower in 2011 than in 2008. However, 2011 was the first year of increased
industrial sales, following consecutive falls in 2009 and 2010.

SEE IMPORTANT INFORMATION ON PAGE 7 OF THIS DOCUMENT Page 2



I BBVA

Chart 3

Composition of non-traditional exports 2008
and 2011

As a percentage

Economic Watch
Bogota, July 2012

Chart 4
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Exports concentrated in just a few products

Herfindahl index conclusions

A Herfindahl index constructed to evaluate the level of concentration of exports among destination
countries and types of goods concludes there has been greater diversification of the destinations of
exports after 2008, but shows how they have concentrated strongly on a few products since that
date. A country-by-country analysis reveals that Colombia has accessed new export markets since
the international crisis of 2008-2009. These have mainly been for non-traditional exports (including
gold and emeralds); this reduced the Herfindahl index by over 30% by 201}, to a level interpreted as
a lack of concentration (Chart 5). However, by product type, the index increased by over 180% in
this period to a level that signifies a high concentration.

Chart 6 shows these differences in trade by product type. Between 2000 and 2007 basic industry
and high technology products led export growth. This created favorable conditions for expansion of
the business base with medium-low capital levels (according to a 2009 BASC report), although
these were highly concentrated in a few export markets (Venezuela and Ecuador). However, from
2008 to 2011 only sales of primary goods increased, increasing their share of total trade. The high-
technology industry was the poorest performer, falling by almost 5% in this period.

Colombia's industrial export growth was slower than that of Chile and Peru
Colombia's performance was noticeably different to that of the countries in the region that are most
open to international trade. Over recent years, Peru and Chile have been gradually decreasing their
exposure to exports of primary goods through increased foreign sales of industrial products, which
is more than offsetting the performance of mining products (Charts 7 and 8). Colombia has only
partially diversified its exports, as it is only exporting a few products but to more countries. This
reduces the risk of exposure to domestic turmoil in its trading partners, but leaves it more exposed
to global shocks to its terms of trade.
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Chart5
Herfindahl index of market concentration Chart 6
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The main difference between the performance of Peru and Chile and that of Colombia is the greater
determination of the former to sign free-trade agreements, resulting in greater diversification of
markets and products. Chile, for example, has the largest number of free trade agreements in the
world. These agreements are with economic areas representing over 62% of global GDP (NAFTA,
European Union, EFTA, South Korea, China, etc.). As a result, it has a wider range of destinations for
its industrial exports: European Union (17% of the total), USA (12%), Mercosur (12%), CAN (12%), Japan
(6%) and China (6%). 50% of Colombia's manufacturing exports meanwhile are to just four countries
(the USA, Ecuador, Venezuela and Peru); the European Union accounts for just 7% and Asia less

than 2%.
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Exports increase in value, but not in volume

The increase in Colombia's exports over recent years is explained more by positive price changes
than by increased volumes (Charts 9 and 10). Comparing changes in some tariff headings over two
periods (2000-2007 and 2008-2011), we find that between 2000 and 2007, improved terms of
trade performance was accompanied, in most cases, by equal or higher growth in export volumes.
However, between 2008 and 2011 only a few sub-sectors saw increased volumes, and even these

SEE IMPORTANT INFORMATION ON PAGE 7 OF THIS DOCUMENT Page 4
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increases were lower than the price increases. The expansion in exports is therefore based on the
terms of trade rather than on internal productivity.

Chart 9 Chart 10
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The challenge for Colombia is to take advantage of the
better performance of emerging economies

Agricultural industry exports with a high share of the regional market

The balance of global growth is swinging in favor of emerging economies in Asia and Latin America.
This is a challenge for Colombia as it needs to direct its efforts to guaranteeing increased access to
these expanding markets. Part of its recent trade strategy has focused on this objective. Its free
trade and economic complementation agreements with Chile, Mexico (recently revised and
expanded), MERCOSUR, Korea and Turkey (being negotiated over the last two years) recognize the
growth potential of less developed countries. However, progress in these markets has been very
slow and not very diversified (Chart 11), leaving the United States and the European Union as the
main substitute for reduced exports to ALADI (as a result of lower sales to Venezuela).

South America is the main destination for Colombia's agricultural industry exports. Over 80% of
exports to neighboring countries are products other than fuel, coffee and mining products.
However, this indicator for new expanding markets (such as Chile, Argentina and Peru) remains
below 30%, showing that there is still room for additional economic complementarity with these
countries.

In this regard, Colombia does not seem to be exploiting what should be its natural markets in the
region (because of their geographic location, cultural affinity and shared growth). Trade with
neighboring countries appears to be underrepresented compared to the predictions of gravitational
models. These models conclude in favor of deepening inter-industrial and intra-industrial trade
among Latin American countries, although the results are conditional on improvements in multi-
mode transport infrastructure. Expansion of the regional market for Colombia is more important as
only 12% of its exports to other countries, such as the European Union, Asia and NAFTA, are
agricultural (Chart 12).
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Chart 12

Chart 11 The importance of industrial and agricultural
Industrial and agricultural exports by destination exports by destination
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Conclusions

Colombian exports have grown rapidly in recent years, boosted by a combination of more external
markets and significant increases in the sales of raw materials such as oil and coal, but without
significant progress in products with a greater technological input. At the same time, this result was
largely dependent on higher international prices, with incipient progress in terms of export volumes.
This has increased the country's exposure to the terms of trade shocks that have historically
affected economy stability in Colombia and Latin America. Furthermore, concentration of exports in
just a few commodities makes the country vulnerable to sharp changes in global demand and
supply, which result in rapid price changes.

Even so, the measures taken by Colombia in foreign trade, through free-trade agreements
concluded in the past and being negotiated now, are steps in the right direction. They aim to take
advantage of those regions with high current demand (such as the United States and Europe), but
also to take advantage of countries in a strong expansion phase (such as Chile, Peru, Mexico and
Turkey). The challenge for the coming years is to accompany increased diversification of export
markets through access of more sectors to these new destinations, thus ensuring the sustainability
of long-term export growth and limiting dependency on the terms of trade and the exchange rate.
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DISCLAIMER

This document, and all data, opinions, estimates, forecasts or recommendations contained herein, have been prepared by Banco Bilbao Vizcaya Argentaria, SA.
(hereinafter, "BBVA"), with the purpose of providing its customers with general information as at the date of issue of the report, and are subject to change without
notice. BBVA does not undertake to communicate the changes, or to update the content of this document.

Neither this document not its content constitute an offer, invitation or request to buy or subscribe to shares, or other securities, or to make or cancel investments,
neither can it serve as the basis of any contract, commitment or decision whatsoever.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may be inappropriate for
their specific investment objectives, financial position or risk profile, as they have not been taken into account when preparing this report. Thus they should
adopt their own investment decisions, taking into account these circumstances and obtaining any specific and specialized advice that may be necessary. The
content of this document is based on information available to the public, obtained from sources deemed to be reliable, but the information has not been
independently verified by BBVA, and therefore no guarantee (either explicit or implicit) is provided for its exactitude, integrity or correctness. BBVA does not
assume any responsibility for any direct or indirect loss that may result from the use of this document or its contents. Investors should remember that the past
performance of securities or instruments, or the historical results of investments, do not guarantee future performance or results.

The price of securities and instruments and the results of investments may fluctuate to the detriment of the interests of investors and even result in a loss
of the initial investment. Transactions in futures, options and shares or high-yield securities may involve high risks, and are not suitable for all investors. In
fact, certain investments may lead to a loss greater than the initial outlay, in which case additional sums must be paid to cover the loss. Therefore, before
making any transactions in these securities, investors must be aware of how they operate, and the rights, liabilities and risks involved, in addition to those
inherent in the underlying values of the securities. There may not be a secondary market for these instruments.

BBVA or any other organization in the BBVA Group, as well as the respective directors or employees thereof, may hold a direct or indirect position in any of the
securities or instruments referred to in this document, or in any other securities or instruments related to them; they may trade these securities or instruments
themselves or through a third party, provide advice or other services to the issuer of these securities or instruments, companies related to them or to their
shareholders, directors or employees, and may have stakes or carry out any transactions in these securities or instruments or investments related to them, either
before or after the publication of this report, to the extent permitted by applicable law.

The employees of sales or other departments of BBVA or other organizations in the BBVA Group may provide customers with comments on the market, either
verbally or in writing, or investment strategies, which reflect opinions contrary to those expressed in this document; at the same time, BBVA or any other
organization in the BBVA Group may adopt investment decisions on their own account that are inconsistent with the recommendations contained in this
document. No part of this document may be (i) copied, photocopied or duplicated in any way, form or method, (i) redistributed or (jii) cited, without prior
permission in writing from BBVA. No part of this report can be reproduced, taken away or transmitted to those countries (or persons or entities from such) where
distribution may be prohibited by current law. Non-compliance with these restrictions may constitute an infraction of the law in the pertinent jurisdiction.

This document will only be distributed in the United Kingdom to (i) people with professional experience in matters related to the investments provided for in
article 19(5) of the 2000 Financial Services and Markets (Financial Promotion) Law of the 2005 Order, (in its amended version, hereinafter the “order”) or (i) major
asset institutions subject to the provisions of article 49(2)(a) to (d) of the order or (jii) people to whom an invitation or proposal to make an investment can legally
be made (in accordance with the meaning of article 21 of the 2000 Financial Services and Markets) (hereinafter, all these people will be known as “involved
people”). This document is addressed exclusively to involved people. People who are not involved should not base or take any action in accordance with it. The
investments or investment activities referred to by this document are only available to involved people and will only be made with involved people.

No part of this report may be reproduced, taken or transmitted to the United States of America or to American persons or entities. Breach of these restrictions
may constitute a violation of legislation of the United States of America.

The system of remuneration of the analyst(s) who are the author(s) of this report is based on a variety of criteria, among them earnings obtained in the economic
year by BBVA and, indirectly, the results of the BBVA Group, including those generated by its investment banking activity, even though they do not receive
compensation based on earnings from any specific investment banking transaction.

BBVA is not a member of FINRA and is not subject to the disclosure standards established for its members.

“BBVA is subject to the BBVA Group Stock Market Code of Conduct; this includes rules of conduct established for preventing and avoiding conflicts of
interest with regard to recommendations, including barriers to information. The BBVA Group Stock Market Code of Conduct is available for consultation on
HYPERLINK "http://www.bbva.com” www.bbva.com /Corporate Governance.”

BBVA is a bank subject to the supervision of the Bank of Spain and the National Securities Market Commission (CNMV), and is registered in the
Administrative Register of the Bank of Spain under number 0182.



