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1. Housing offer recovers, although at a sluggish rate

The increased uncertainty and financial volatility that resulted from the international crisis at the end of
2008 produced a slowdown in the construction GDP of 3.8% year on year in 2009. Still, unlike in other
cycles, the sector did not accelerate the fall of the activity as a whole (Chart 1). This was in part the
consequence of public investment, with regard to both the expansion of housing plans and the execution
of a number of infrastructure projects. The State disbursed, by way of investment in homes and residential
infrastructure works, some $5.3bn compared to $3.8bn a year earlier, which represented an increase of
nearly 40% in the earmarked resources. This boost is equivalent to 0.5% of the GDP, with an increase of
0.1% over that recorded the previous year. We estimate that were it not for the state’s housing programs,
the construction sector would have contracted more than 6%.
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So far in 2010, partial indicators are showing a greater demand for industry supplies (cement and
others) but, along with it, a slow recovery of employment given that the number of persons working in
the sector remains well below the peaks attained in 2008 (Chart 2). Construction GDP grew only 2%
year on year in the first quarter of 2010, failing to return to pre-crisis levels.
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New construction projects launches are also lagging behind in the recovery of the sector. Construction
permits (whole number had fallen by 15.9% in 2009) continued to decrease in number during the first
quarter of 2010, although at a reduced rate (-12.7% year on year) and with inconsistency between
the various urban areas (Chart 3). The contraction of the activity in Buenos Aires is still strongly
felt, possibly not only as a result of the relative depletion of available construction area in the most
desirable neighborhoods, but also as a result of traffic problems and the unfulfilled need for a public
infrastructure in other areas still not considered attractive. With this in mind, the city government has
launched a series of incentive programs to foster construction in the southern area of the city (up to
25% increase in allowed construction for a standard plot), but significant results are yet to be seen.
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In this context, we estimate that construction will recover 6% in 2010 and around 4% in 2011, at a
rhythm similar to the average recovery rate of the economy as a whole. The slower expansion in
the cycle compared to other sectors is due to the following mitigating factors in the dynamism of the
activity: a) lesser availability of reserve funds outside the financial system; b) greater relative cost of
construction and the impact of land value; c) the lesser marginal impulse of public works, even though
this could regain vigor in 2011 as a result of the electoral cycle, compensating for the negative impact
on private construction of increased political uncertainty.

2. In spite of increased costs, incentives to
construction investment remain

The wide disparity between the price of properties and salaries in dollars observed during the post-
devaluation period decreased until 2008, as nominal salaries rose and the exchange rate remained
stable (Chart 4). In 2009, in a market dominated by investors and low indebtedness, the price of the
square meter in dollars increased as a result of the scarce interest by owners to sell their properties
as they considered them a valuable reserve asset in a period of financial volatility. In addition, the
price plunge of materials resulting from the sharp adjustment of raw materials, the impact of greater
unemployment in the salary increases agreed, once again boosted construction incentives according
to our Tobin’s Q indicator”.

The costs of construction will increase by 16% in 2010, fundamentally as a result of the recent salary
agreement for the sector (+27%), which deteriorates the construction incentive in the margin. Still, a
new square meter price increase in US dollars (6/7% year on year according to private surveys the first
half of the year) could maintain construction incentives at levels well above the average of preceding

periods.
Chart 4
Price per square meter / Construction cost Index (Base 1993= 100)
150 -
140
130 A
120 -
Sample average
110 4
100
90 A
80
[s2] < Yo} © N~ [c) [e2] o - N [s2] < w0 © N~ [ce] [} [0
[e2] (o] (o] (2] D [e2] [e2] o o o o o o o o o o o
[o)] [} [} [} (o] (o] (o] o o o o o o o o o o by
-~ -~ -~ ~ — -~ -~ N N N N N N N N N N 8
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1: This indicator is obtained from the quotient between the price of the average square meter to be introduced to the market and
the costs of construction. If the figure is greater than 100, this is an indication that it is better to build a unit rather than buy it
finished
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3. Thedemandinpropertiesis sustained byinvestors

Following the contraction experienced in the fourth quarter of 2008, reaching a bottom low in the
second quarter of 2009, a slow recovery began in real estate demand which became more pronounced
in the first months of the current year. This can be appreciated looking at the number of sales deeds
signed in the national capital, which grew 32.8% year on year the first four months of this year, after
having contracted 39.3% in 2009 (Chart 5). However, the after-effects of the international crisis and
local wariness are still being felt, with the number of sales operations still 40% below the peaks reached

in 2007.
Chart 6
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The quick recovery of the economy and a lessening of political disputes have had a positive impact on
the expectations of consumers, who are increasingly inclined to acquire durable goods as fears of a
prolonged international crisis and uncertainty over employment are dissipated (Chart 6).

In the current inflationary context, demand for real estate is fueled in addition by low interest rates and
exchange rate stability, which make more investors switch to this type of assets as they look for a safe
haven. In 2010, the sector will also be positively impacted by the record soybean harvest given the
traditional preference of agricultural producers for placing their savings in non-financial assets. Still,
current demand is not as firm as it was at the beginning of 2008, with prices in raw materials at their
historical peaks before the conflict with the agriculture and livestock sector and the deterioration of
confidence both nationally and internationally.

4. Relative prices impair the development of the
mortgage market

The crisis also had a negative impact on the issuance of mortgages which returned to 2005 levels
following two years of recovery. From the second half of last year, we began to see an improvement
in the mortgage market with the launch of loans backed by Social Security (ANSES) funds by Banco
Hipotecario, a public-private entity. These loans, with fixed interest rates subsidized for periods of up
to 20 years, were promoted by the government so as to give access to home ownership to medium
income sectors and received a strong take-up, especially for used properties. Similar initiatives were
launched by other public and private banks making a recovery in mortgages lending possible, although
mortgage financing still amounts to less than 6% of operations (Table 1).
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Chart 7 Table 1
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Although the real salaries increase made possible an improvement in accessibility with respect to the
post-2002 crisis years (Chart 7), given the existing obstacles to widespread access to mortgage loans,
the relative contribution of the latter over the total of loans by the financial system to the private sector
only represents 12.5% and amounts to 1.5% of GDP (April 2010) (Chart 8). The financial charges of
mortgages on families are relatively low compared to the situation in other countries and therefore do
not constitute a limiting factor for the expansion of the business (Chart 9).

Chart 9
Chart 8 Yearly mortage instalments
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The low level of mortgage take-up to carry out real-estate transactions compared to other countries is
due to obstacles on both the supply and demand sides.

On the supply side, hindrances to the development of mortgage lending come from the structural
volatility of the Argentine economy which makes it difficult for financial entities to secure long-term
financing and a narrow capital market with a low securitization level. Without legal mechanisms for
indexing the valuation of assets, financing is granted at variable rates to counteract inflationary erosion.

Although an unsatisfied demand is believed to exist for around two million properties, the high number
of informal workers (36.1%) not qualifying for the financing system reduces demand effectively
answerable by way of mortgage loans. Within the formal sector of the economy, restrictions imposed
on the installment/income ratio leaves large sectors of the population without a market solution. This
restriction is in place because the price of homes has increased at a steadily faster rate than formal
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salaries have recovered, demonstrating that a large proportion of those who fulfill their demand are
precautionary investors or those using property as an income source despite its low profitability (Chart
10). Currently, gross rental income is around 0.5/0.6% monthly the value of the property which, once
maintenance costs have been taken into account, amounts to a net return of 0.2/0.3%.

Chart 10
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5. Medium-term growth will require a lessening of
inflation

The fundamental indicators of the real estate sector are positive on the medium term given to the
coincidence of a considerable excess demand currently, the perspective of the formation of new
households, and an increase in family incomes resulting from the entry of women into the labor market.

The main obstacles for sustained growth of the construction sector are on the financing side, due to the
narrowness of the local capital market following the stabilization of the Retirement and Pensions Funds
Administrators (AFJPs), and the limited presence of the public sector in the area of residential property
construction. Inflation is also impairing the growth of construction given that it complicates the planning
of costs, in particular with regard to salaries, which have a strong impact on the sector.

On the demand side, the improvement of access to mortgage lending is related not only to the
correction of relative prices (properties/salaries) but also to the possibility of granting financing at fixed
rates for longer periods. Due to a history of bad experiences and the variability of the employment
cycle in Argentina, families are reluctant to become indebted at variable rates for the longer periods
required by mortgage financing.

With this in mind, a lower inflation rate would have positive impacts on the credit market by reducing
the volatility of savings and directing more savings toward the financing system. This will allow financial
entities to increase their provision of mortgage loans at fixed interest rates, improving access for
families and deepening stable relationships with a clientele that has traditionally shown a low level of
defaulting.
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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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those
with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

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 and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities
Dealers, Inc., are 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”.
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