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-conomic Watch

Cross-Country Emerging Markets Analysis

Latin America breaking the middle
income trap?: Lessons for China

« The world has changed, emerging economies are moving from the

periphery to the core of the global economy. Latin America is no longer a mere
observer but is fully participating in this process.

« The breakthrough with Latin America’s past has occurred both in the political

and economic spheres. As for the economic reforms, they started with macroeconomic
stabilization and then digged deeper in the roots of economic success (structural reforms).

« Commodities are no longer a course but a treasure. Growing ties with China and
improved terms of trade, which seem to be structural, explain the change in perception of
being a commodity abundant region.

« Inany event, major challenges remain for the Latin American region.
Governments have to confront a demanding middle class, still underdeveloped education
systems and ageing population.

« Opening up the economy has helped LatAm to benefit from Asian markets.
It is important to note, specially when drawing lessons for China, that LatAm has benefitted
not only from trade openness but also from financial openness in terms of the amount of
capital it keeps on attracting, much of which is FDI. However, capital account liberalization was
also behind several of the many increases experienced in LatAm during the last few decades.

» Notwithstanding successful macroeconomic stabilization and the introduction

of important structural reforms, potential growth is still low. It needs to be increased
through additional reforms specially on the side of investment in infrastructure and education.

» China should become a natural partner for LatAm given its experience in
infrastructure development and its continuous search for natural resources.
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From the periphery to the core

Emerging markets are receiving more and more attention. Fast economic growth -coupled with
much lower growth in the developed world - is behind emerging markets growing contribution to
global growth (@about two thirds of total growth during the next ten years). This partially explains
why investors feel so attracted by these markets. Beyond the BRIC economies, other large
emerging economies have already started knocking to the group of respectable giants, many of
which are Asian, followed by Latin American countries. Emerging Europe and Africa are far from
contributing to global growth as much as Latin America.

Latin America breaks with the past

After a few decades of disappointing performance, Latin American economies are finally back
on the right track with very positive prospects for the coming years. The income gap with the
Western World is being reduced. High inflation in 80s and 90s has been tamed and a significant
progress has been made in order to bring the external and public accounts to a sustainable level.
Along with macroeconomic stabilization, several structural and institutional reforms took place
which have increased productivity and, thereby, potential growth. In the banking system, reforms
have been even more evident resulting in growing bancarization, better asset quality and higher
banking capital to provide a sufficient cushion against unexpected losses.

Tailwings from commodities

Benefiting from increasing trade integration with Asia, especially China, and rising commaodities
prices have helped Latin American economies to strongly rebound after the 2008 financial crisis.
LatAm exports to Asia have been growing exponentially and this trend is expected to remain
since Emerging Asia demands more and more commodity products in order to meet its domestic
appetite and LatAm is commodity abundant. Higher commodity prices are expected to be driven
by Asian industrialization. This is of course the case of China, which is half way in its urbanization
and industrialization, but also India and Indonesia. Improving financial openness coupled with
strong growth a relatively high return of investment and low sovereign risk will attract capital
inflows to the region. China's FDI flows into LaTam (mainly oriented towards commodities) have
gained attention in recent years since it already accounts for 10 per cent of the total inflow to the
LatAm region and it is expected to grow even faster.
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LatAm: External Debt (As % of the GDP) LatAm Exports to Asia (US$ Bn)
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Challenges remaining

Demographic transition in LatAm became a source of concern as ageing is likely to have a major
impact in the labor market. Annual growth rates of working age population in the region are
expected to decrease by almost a half during the 2000-2020 period. Ageing population among the
LatAm countries will require implementation of prudent social protection for the elderly people. In
order to avoid the possibility of a fiscal crisis, several countries have already started reforming their
pension systems by switching from a model of defined benefits to that of defined contributions.

On the other hand, the importance of the labor market to the economic growth explains which
additional reforms are required in LatAm to increase the flexibility of the labor market and labor
productivity. The other challenge faced by the LATAM is the income inequality distribution
problem, which results from the abundance of labor and natural resources and the lack of capital.
Moreover, further work needs to be done in order to create a sound business climate that better
supports business; as a precondition to expand investment efficiency gains and innovation.

All'in all, despite the sound macroeconomic conditions and political stability, other reforms are
essential especially in the educational field, which is a major challenge for the LATAM countries.
Notwithstanding, most of the countries reported notable improvements in education although
there still a long way to go, particularly when compared with Asia.
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Conclusions

LatAm’s recent performance is filled with optimism thanks to its own efforts, but also to the very
good evolution of commodities, its most important endowment. In fact, fast growing Asia - in
particular China - is behind LatAm’s success story but it is not only that.

A good macroeconomic performance is essential to be successful as well as structural reforms
particularly on the business environment and education. These two are key issues in which Asia is
much more advanced than LatAm.
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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 () 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 personsThe 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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