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Economic Watch

EAGLEs

New Pacific Alliance Bloc: Mexico and

Andeans look towards Asia

Mexico, Colombia, Peru and Chile new strategy for the XXI
Century

The Alliance is a new regional bloc aimed to foster economic
cooperation and engage with Asian economies

Chile, Colombia, Mexico and Peru created this economic bloc with the aim of promoting
cooperation and also as a strategy to get closer to Asian economies. Costa Rica and
Panama are associate members. As a bloc, the Alliance is the ninth largest World economy,
with more than 200 million consumers, and a GDP per capita above 10.000 US dollars.

The opportunities for increasing trade among its members are
asymmetric. But there are other potential sectors where cooperation is
expected to blossom

Although the total trade flows of the Alliance are the largest in the region, in 2011 they added
more than 1 trillion US dollars; intraregional trade was less than 5%. Opportunities for
increasing trade among its members are skewed towards Mexico, given the structure of
this economy which exports high value-added manufactured goods, whereas its imports
from commodities are small. However there are other sectors with high potential gains
from cooperation like infrastructure and capital markets.

The Alliance creates an appealing economic bloc to foster ties with
Asian economies, not only with China

Although China is the largest Asian trade partner of the Alliance, Japan and Korea are also
important as they are big investors in the region, interested in other kinds of projects like
automotive and electronics. On the other hand the Alliance creates an appealing economic
block which may become part of the world value chain given its FTA with the US, EU and
other developed economies.

Table1
The Pacific Alliance

2000 20m
GDP (trillion of US dollars) 09 19
Population (millions) 181 208
GDP per capita (US dollars) 4989 9186
Total exports in (billion of US dollars) 205 519
Total imports in (billion of US dollars) 232 548

Source: IMF and BBVA Research
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What is the Pacific Alliance?

In an effort to create a new regional economic bloc, Mexico, Colombia, Peru and Chile signed in
June 2012 an agreement with the purpose of promoting economic, energy and infrastructure
integration and also strengthening ties with Asia'. Currently Costa Rica and Panama are associate
members who are expected to gain a full membership as soon as they get a FTA with all the
current members of the alliance?. All current members, but Colombia, are also part of the APEC;
hence this new bloc already has a framework to promote economic cooperation with Asia.

In 2011 the regional bloc had more than 200 million habitants, its aggregated GDP was slightly
above 19 trillion US dollars in current prices, hence it was the ninth largest World economy, and its
GDP per capita was almost 9200 US dollars in current prices. Its trade flows added up to 1.07
trillion dollars (519 and 548 US billions of exports and imports respectively), and its main partners
were US and China (68% of total trade flows). Trade among the members of the bloc is very small
representing only 4.2% of total flows.

Compared to MERCOSUR, in 201 this bloc had a larger GDP (@lmost 3 trillion US dollars),
population (almost 250 million people) and income (12125 US dollars per capita). Trade among its
members was also more intensive (16% of total flows), but the total trade flows were much lower,
reaching less than 700 billion US dollars.

Asymmetric opportunities for increasing trade among the bloc
members

The analysis of the trade structure of these four economies shows there are opportunities for
increasing trade among its members, but there are biases in favour of Mexico®. For instance
Mexican economy exports most of the goods (high value-added manufactured products) the
Andeans import, but not the other way, especially in the cases of Chile and Peru. In other words,
Mexico is not an intensive natural resources importer, in particular of cooper and its ores which
are the main Chilean and Peruvian exports. In the case of Colombia, there has been an intensive
change in its exports composition in recent years that has diminished the complementarities with
the other members of the bloc. Nevertheless, the data suggests Chile and Peru may have the
potential to substitute Venezuelan market after the collapse of trade flows in 2009 (for more
information see the Economic Watch “Colombia: new export markets, but for the same products”.

Chart1 Chart 2
Mexico: Potential of exports in partner country Colombia: Potential of exports in partner country
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1 http.//www.reuters.com/article/2012/06/01/us-latam-summit-chile-pact-idUSBRES501F Y20120601

2 http//es.wikipedia.org/wiki/Alianza_del_Pac%C3%ADfico

3 For this analysis we built an index which compares the export and import composition of the economies using COMTRADE data since
1990 up to 2011 according to SITC rev 1 classification at two digits disaggregation level. We compute pair wise the absolute value of the
difference between exports and imports for each category. If the economies are “absolutely” complementary the value of the index should
be zero, where as if their interest for trade is null the value of the index will be 200.
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Chart 3 Chart4
Chile: Potential of exports in partner country Peru: Potential of exports in partner country
(Index: O = very high - 200 = nonexistent) (Index: O = very high - 200 = nonexistent)
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However, economic cooperation among the bloc members can go beyond trade flows. For
instance, Chile has developed one of the best infrastructure grids in the region with a quality
similar to the average of the G7, or almost as good as the one available in the US, the UK, and
much better than the one available in ltaly*. When only considering Emerging Economies, the
quality of Chilean infrastructure ranks in the top 4, among the EAGLES and the Nest countries. On
the other hand, the quality infrastructure available in Mexico, Colombia and Peru has a lower score
and also has a significant gap compared to its peers. Hence, Chile can provide its know how and
experience of structuring these kind of projects. There are several other areas where cooperation
may be effective, like capital markets with a possible joint venture between MILA® and the
Mexican Stock Exchange, creating the largest equity market in the region, and also in retail,
energy and manufacture of high value-added goods.

Chart5
Quality of infrastructure index in 2012 (scale 1-7)
7_
6_
5_
4 -
3_
2_
‘I_
0- T T T 117171717 1T 1T "7 1T"1T"T"1T"7
@S >0 O mmc= »n T VT @mUWLETEOEEmE SV E oo Q>m C B e >
0 © c OG5 5 NuW m=EoEcQo2cizEc o0t Q AT Ocowol =
S22E%x888%cy SEStczoecndcrfole cce88588”
2550285282 EOZZS25553%85258 CESSZ8T
ERY=sg8 x- < m @Tx4gowo 22Z3 w5 =
ko] [ 3 o OO = [)) o O T =
2 s }_.54 U&_& _E> c (] O X
- ] o = -"é'D
n Dg
c
=]

Source: World Bank and BBVA Research

4 Source: The World Bank Global Competitiveness Report 2012
5 Mercado Integrado Latinoamericano (MILA) is the integration of equity markets in Chile, Colombia and Peru. Currently has the largest
number of issuers in the region. For further references check http://mercadointegrado.com/
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The Pacific Alliance is a good strategy to engage with Asian
economies, not only China

Trade flows between Asia 3° and the ‘new Bloc” reached 176 billion US dollars in 2011. China
accounted for 64%, Japan for 21% and Korea 15% of the total flows. Clearly the main contributor is
the Sino economy, but the others have also a sensitive contribution. As expected commaodities, in
particular copper, are the main exports from the Pacific Alliance, whereas machinery and
transport equipment are the most important exports from Asia 3. However when considering the
case of Mexico, trade flows are more intensive in capital goods; almost two thirds of Mexican
exports towards Asia 3 are machinery or transport equipment, highlighting the opportunities for
the two blocs to create a world value chain for the US and Latin American markets. Moreover
after the official announcement of this new economic bloc, Premier Wen Jiabao said “Beijing was
ready to trade with the newly formed trade bloc™. It is also important to bear in mind the
important network of FTA the members of the Alliance have with other markets like the US, the
European Union and other Asian economies. Also for Asia 3 this is an attractive bloc since most of
its population is still young and the middle class is rising fast, hence it's a dynamic region with an
increasing household expenditure in consumption goods; while other regions like the European
Union are facing an economic crisis and also an aging population process.

Chart6 Chart7
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Chart9
Pacific Alliance: Trade flows with Japan. Exports, %
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6 Asia 3 = China, Japan and Korea
7 http//www.china-invests.net/20120628/29378.aspx
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Chart 10 Chart M
Pacific Alliance: Trade flows with Korea. Imports, % Pacific Alliance: Trade flows with Korea. Exports, %
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FDI flows are also another mechanism to strengthen economic relationships. The flows from Asia
to the Alliance are larger than the ones in the opposite direction. While Japan and Korea flows are
mainly directed to manufacturing projects (in particular automotive and electronics), China has
focused its efforts in mining and natural resources projects. When considering the figures for 2011,
the members of the Alliance where the destination of almost 45% of the total FDI inflows into Latin
American and the Caribbean®. However it is important to highlight that most of the investment
from China in the region is made through tax heavens (Bermuda, Cayman Islands and British
Virgin Islands) and their final destination is not easy to track.

8 According to the ADB and the IDB
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, SA. (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 (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”), (i) are
persons falling within article 49(2) (a) 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.
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