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Current trends in pension regulation in
Latin America

When the first generation of pension reforms in Latin America was
undertake, the bulk of the labor force was expected to be covered by
the contributory pension system

However, the labor market has not evolved as expected, the levels of informality have not
fallen significantly and as a result the coverage rate is low and inequitable.

To face the coverage problem, Latin American countries have
implemented a series of reforms

In Chile, for example, the measures included the creation of a solidarity pillar for the poorest
people, incentives for involving marginalized segments of the population and for boosting
voluntary pensions, among others. In Peru, where a reform is currently being studied, the
main challenge is the extension of coverage, and although details are not yet known, the
measures appear to be in line with those adopted in Chile. Finally, in Colombia the
government has made clear its wish to provide benefits for the poorest people aged over
65, as well as periodic payments to people with who earn less than the minimum wage.

The individual capitalization system

also went through a number of other reforms such as the adoption of more flexible
investment rules, the promotion of competition, the increase of transparency in information,
the protection for the financial consumer, and the expansion of financial literacy levels.
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The first generation of pension reforms in Latin America was undertaken in 1980. Basically, it
consisted of introducing individual capitalization systems. At the time of the reforms employment
and the level of formality was expected to increase in line with economic growth'. The bulk of the
labor force was to be covered by the contributory pension system. The workers would obtain
their pensions under this system, with minimum pensions and welfare benefits playing only a
residual role, if any. However, the labor market has not evolved as expected. The levels of
informality have not fallen significantly and as a result the coverage rate is not at expected levels.
When the last reform was introduced in 2008, Chile had one of the best effective coverage rates
(contributors/EAP) in the region, at 55% of the EAP (economically active population). Nevertheless,
50% of the pension savers were expected to be without a pension in old age? due to their low
contribution density. In the cases of Colombia, Peru and Mexico, the aggregate coverage is even
lower, at 27%, 16% and 43% respectively of the EAP.

These concerns continue among the governments involved, and are the reason behind a large
number of the measures that have been implemented. The first measures aimed at extending
coverage were taken in Chile in 2008. They addressed the problem on a number of fronts, by: ()
creating a solidarity pillar for the poorest people; (i) correcting problems of inequality, as in the
case of gender; (iii) increasing the level of pensions for people with a greater capacity to save, by
boosting voluntary pensions; and (iv) creating incentives for involving marginalized segments of
the population (subsidizing the hiring of young workers and including informal workers into the
system).

In the case of Peru, the current regulatory trends are based on a committee created to reform the
pension system in October 2011, which has members representing the Central Bank, the
Superintendency for Banking, Insurance and Pension Fund Administrators, the Congress of the
Republic, the Ministry of Economy and a number of independent academics. This working group
was commissioned to present an initial reform proposal in May, which will then be debated by the
Congress of the Republic. One of the main challenges that have to be addressed is the extension
of coverage. Although details are not yet known, the measures would appear to be in line with
those adopted in Chile. They include matching-contribution schemes and obligatory registration
for independent workers. However, this upcoming reform will not be the first effort made recently
by the government to extend coverage. Since 2011 a non-contributory pension scheme called
Pension 65 has been in operation in Peru. It provides a benefit for everyone over the age of 65
who does not receive any other form of state assistance and who is in a situation of poverty.

In Colombia the government has made clear its wish to provide benefits for the poorest people
aged over 65, as well as periodic matching payments (beneficios econdmicos periodicos or BEPS)
to people with some capacity to save but who earn less than the minimum wage. These measures
can be implemented without a pension reform, and in the case of the BEPs the government has
announced that they will be put into practice in the next quarter. It has yet to be seen whether a
pension reform in July is feasible, given the full legislative agenda involved in the tax reform
process. In the case of Mexico, although there is no formal initiative in place to tackle the problem
of coverage, various sectors have voiced concerns about the need to provide universal pension
coverage and it has been suggested that a National Pension System should be set up based on
individual accounts. Another major challenge in Mexico is to incorporate informal workers (29.2%
of the EAP) into the social security system and increase contributions to pension funds, whether
by raising the obligatory contribution or creating incentives for voluntary saving through
matching-contribution schemes.

To sum up, the labor markets in the four countries under study share similar problems in
providing coverage for the whole working population, although to different extents. The coverage
is of low quality and distributed unfairly.

1: At the time of the 1993 reform in Colombia, it was estimated that formal work would account for around two thirds of the working
population by 2010; in fact, informal work in 2012 accounted for some 60% of the working population.

2: Bernstein et al. 2005) estimates that 50% of pension savers will not manage to accumulate the 20 years of contributions that guarantee a
minimum state pension.
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In addition, low coverage during the accumulation stage has fiscal effects to the extent that a
proportion of the adult population will be left without protection. In some cases, such as Colombia,
spending on pensions is already considerable, and transfers from central government for
pensions account for around 4% of GDP3, counting only the pensions in the pay-as-you-go system
(@around a million people). Similarly, one of the main challenges in Mexico consists in achieving
long-term financial and fiscal sustainability for some of the existing public defined-benefit systems*
and transforming them into defined-contribution systems. This transformation will include a
possible transfer of pension funds to the other system.

With respect to the individual saving system, the main reform introduced in the countries in the
study since the creation of the capitalization systems has been the multi-fund system, which was
introduced in 2002 to Chile, 2005 to Peru, 2005 to Mexico and 2009 to Colombia. This reform
above all aims to increase fund returns for each level of risk. The reforms introduced since the
creation of the system have consisted of improving individual capitalization by making the
investment rules more flexible, promoting competition, transparency in information, protection for
the financial consumer and financial literacy. Investment rules have been made more flexible by
extending the limits to global equity and foreign currency investment; new investment vehicles
have also been incorporated.

In terms of competition, in the case of Chile, for example, the latest reform introduced an auction
process for admitting new pension fund administrators (PFAs) and for invalidity and survivor's
insurance® With respect to new PFAs, two auctions have been carried out, and a recently created
PFA has offered significantly lower fees than the average in the system. In Mexico, fees have fallen
significantly, with the fees charged on the balance dropping from 1.8% in 2008 to 1.3% in 2011.
Since March 2008 the SAR law only allows fees to be charged on the balance of funds under
management; the governing board of CONSAR also has the powers to review and authorize the
fees to be charged by the Afores (pension fund administrators) every year. Another important
instrument for increasing competition in the private Mexican system is the long-term Net Return
Indicator, which compares the performance of the different Afores. This indicator has been
modified recently to create incentives for long-term investment horizons for the Afores that are in
keeping with the nature of pension savings. In the case of Chile, there is also a four-monthly
service guality indicator (ICSA) which measures the level of service of each PFA with respect to
the handling of pensions, relations with the pension savers and management of accounts. In Peru,
the new reform involves changes to the current fee system, with a reduction in the medium term.
Although the final proposal is not yet known, it will probably be along the line of schemes such as
those implemented in Chile and Mexico. In the case of Colombia there is a combined ceiling of 3%
of the contribution for the management fees and the premium for invalidity and survivor's
insurance, and a discussion is underway as to whether these two items should be separated. To
sum up, it can be said that there has been much activity in the individual capitalization systems
and they have evolved in line with international requirements and standards.

3: A similar figure to the revenues from VAT.

4. State, public university and public-sector company schemes.

5: Similarly, in order to promote competition the administration of invalidity and survivor's insurance was removed from the PFA and is now
granted by auction. It is also now the employer who pays the premium.
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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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