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The housing demand in Colombia will remain strong due to
the country’s solid economic outlook in terms of growth and
inflation and initial elevated deficit.

BBVA Research forecasts an average 10% annual growth
for the building sector over 2011 and 2012.

The housing segment stands out in the building sector due
to an initial oversupply of property for commercial use.

A positive dynamic in housing and commercial buildings in
medium-sized cities is expected.

The primary challenge for the social housing policy is the
preparation of urban land for the construction of housing in
all price ranges.
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1. Introduction

The building sector in Colombia initiated its recovery in the second half of 2010, as had been
forecasted in the previous edition of Real Estate Outlook. The robustness of the sector in this
period was sustained on the positive progress of social housing, which was consolidated by the
launch of ten macroconstruction projects promoted by the previous Government in low income
areas of the major cities.

Non-residential buildings, including offices, warehouses and storefronts, continued to adjust
downward to the extent that there is still an oversupply of this type of building, which was linked
to the previous cycle of construction expansion. Finally, the difficulty in generating a high volume
of new urban land in major cities supported the continued increase of prices for both used
housing and new builds.

The current government has proposed the construction of one million homes over a four year
period, and has, thus, established the construction sector as a factor of growth. In this regard,
given that nearly 70% of new homes are social housing, the National Development Plan (Plan
Nacional de Desarrollo —PND—)contains a new version of macroproject, with which it expects to
reduce the housing deficit in the lowest strata and prolong the positive trend of social housing in
coming years.

These initiatives for increasing supply go hand-in-hand with the new strategies for financing home
purchases. The Development Plan creates new figures, like construction for lease with the option
to buy (Art. 117 Paragraph 3), incentives for saving and granting loans (Art. 128), additional housing
subsidies for the so-called new departments (Art. 129) and the use of severance pay as a means
of protection against unemployment (Art. 169). It also maintains successful figures like interest rate
coverage for mortgage lending (Art. 123).

2. Recent performance of the building sector

Sales in the real estate sector

In 2009 and 2010, new housing sales (in units) in the major cities in the country presented
average growth of over 30% yoy (according to CAMACOL and La Galeria Inmobiliaria figures),
driven in part by strong sales in the social interest range, which grew at a rate of nearly 55% yoy
over the period (See Chart 1. This trend in housing sales shifted in the first four months of 2011.
While sales of non-social housing (Non-VIS) increased 23.2% yoy, the social housing (VIS) range
grew 51% yoy (CAMACOL). This different composition of sales corresponded with forecasts from
late 2010, when improved employment market and economic conditions were expected, which
influenced the willingness to purchase homes, and determined a major upturn in sales of homes
in the high price range.

Furthermore, sales of offices, storefronts and warehouses remained around the average levels
from the last four years, though there is a positive differentiation in the case of sales of storefronts
in Medellin and Bogota (See Chart 2). The demand for storefronts in those cities was driven by
the increased economic activity in the region, the consolidation of the mass urban transport

and improvements in quality of life for the middle classes with purchasing power. In that regard,
wholesale centers and storefronts concentrating on products for mass consumption are
experiencing the major growth.

Determinants of sales behavior

Housing demand in Colombia in recent years has been boosted by low interest rates, the positive
impact of low inflation on the cost of mortgage loans, the interest rate coverage offered by the
government for new housing purchases and the improved performance of the economy. In
particular, interest rate coverage decreased the monthly mortgage loan payment by between
20% and 30%, thus improving the level of accessibility for households. In that regard, a study by
Hofstetter et al. (2010) showed that the rate coverage program generated a 36% and a 38% rise in
demand for VIS and Non-VIS housing, respectively.
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Chart 2
Chart 1 Sales of offices and storefronts in Bogota and
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Likewise, the positive performance of the economy allowed the employment market conditions
to improve in 2010 towards salaried employment. In fact, unlike in 2008-2009, when self-
employment dominated, in 2010 and 2011, salaried employment accelerated its growth with the
support of the improved behavior of the formal sectors, especially manufacturing and trade.

This corresponded with a constant increase in the average income of the economy for the entire
previous decade (except in 2009, when it remained stable), though it was below the increase in
the level of housing prices. As a result, the new housing accessibility index (inverse of the average
housing price/annual available income)', which is understood as (the inverse of) the number of
years of income necessary to pay for a home without financing, dropped over the course of the
decade. This led to a return of this indicator to the same levels that were present at the end of the
1990s and prior to the mortgage crisis (See Chart 3).

The reduction in the interest rate and the stability of inflation that was achieved in the past
decade established that the percentage of available income that a household annually pays in a
mortgage loan payment (60%), the effort rate, be significantly lower than that recorded in 1998
(122%)%, as lower financial costs softened the price increase (See Chart 4).

Chart 3 Chart 4
Accessibility Index (inverse of the Effort Index (depreciation and amortization
average price of the home/available income) and annual interest/available income)
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1: The annual available income was taken from the Financial Stability Report of the Banco de la Republica, where it was used to calculate the
debt burden of households.

2: A percentage over one hundred in this indicator is explained by the joint clash of higher interest rates and less available income in that
year.
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The increase of housing sales was accompanied by an acceleration in the mortgage portfolio,
which went from 3.7% GDP in March 2009 to 4.2% GDP today (including the National Savings
Fund and other cooperatives). A total of 67% of those resources was allocated to the purchase of
Non-VIS housing and grew 156% yoy in 2010, while the balance of VIS credit (33% of the total) was
up 85% yoy. Furthermore, in the last four years, variable rate mortgage loans (RVU) fell 275% from
75% of the total portfolio to only 35% today. This decrease is explained in part by the inflationary
shocks of 2007 and 2008 that increased aversion to this type of lending and led it to be replaced
by fixed rate loans (See Charts 5 and 6).

Chart5 Chart6
VIS and Non-VIS housing credit Loans granted in pesos and RVU
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Source: DANE and BBVA Research Source: DANE and BBVA Research

Supply reacted to increased demand

In December 2008, the time of rotation of the available supply was close to one year, with the
average sales observed in the first four months of 2011, the available supply (under construction
and completed) would be sold in less than five months. This improved performance in the
marketing of projects led to an increase in the initiation of new construction works (in square
meters), which grew over the last four quarters (to March 2011 by 176% yoy. However, the
quarterly start of projects has still not returned to the maximum levels observed in 2007, partly
because the market was being fed in 2009 and 2010 by housing projects that were already

underway (Chart 8).
Chart7
Rotation of housing inventories Chart 8
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In total, the initiation of construction other than housing fell 14.4% yoy in March, and the total
stock of works (initiated and in progress) continued to adjust downwards for the case of offices
and warehouses. The adjustment of the latter is determined by the high inventory in works
completed and in progress with that of the major cities in the country. According to La Galeria

Inmobiliaria calculations, the current supply of warehouses in Bogota would take between three
and four years to sell at the current sales rate.

Residential prices rise in a context of low availability of urban land

According to DANE, new housing prices increased by a real 5.9% yoy in 2010, slightly over the
average annual increase since 2003 (real 5.7%). The primary explanation for the housing price
hike stems out of the scarcity of land in urban centers and the marked process of urbanization in
the country. For example, the price of land in Bogota between 2002 and 2010 grew on average
by a real 3.7% yoy (Fedelonjas and CAMACOL), increasing its participation in the final housing
price from 15% to nearly 23% (La Galeria Inmobiliaria).

Chart10
Chart9 Real prices of used housing
Real housing prices (Index 2003=100) by city (Index Dec-06=100)
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Source: DANE, Banco de la Republica, CAMACOL, La Galeria Inmobi-
liaria and BBVA Research

In turn, in cities on the Caribbean coast, like Barranquilla and Santa Marta, prices rose sharply in
recent years due to greater demand for second homes from inhabitants of other regions of the
country, especially in Santa Marta. Nevertheless, this appears to be a normal process to the extent

that these cities maintain the lowest price levels in the area, despite being cities with a strong
tourism demand.

On the other hand, construction costs experienced a downward trend from mid-2008 to early

2010, and at this time, they remain at levels that are consistent with the inflationary objective of
BanRep, growing 0.9% real yoy in April.
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3. Positive outlook for the sector

Demand remains strong

Recent data on household confidence and forecasts for unemployment support a good outlook
for housing demand. In particular, the economic sentiment indicators recovered quickly in

2010 and are currently nearly at the maximum levels obtained in 2006 and 2007. Likewise,

the willingness to purchase a home (seasonally adjusted), remained stable at elevated levels at
the beginning of 2011. However, we cannot rule out a moderation over the coming quarters in
the current growth rates of housing sales, due to both a greater basis for comparison and the
increase in BanRep’s reference interest rate.

In that regard, consideration should be made that the latest data available for the mortgage
interest rate does not indicate a transfer of the increases of the BanRep rate, and remains stable in
both pesos and RVU. Some studies have shown that the major source of lending of commercial
banks to offer this long-term credit is in the form of national treasury bonds. Therefore, provided
fiscal revenues of the Central Government consolidate in the coming years and maintain a

controlled inflation, the mortgage rate should not receive a complete transfer of the increases in
the BanRep rate.

Chartn
Household confidence and willingness Chart 12
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50 18 4
40 17 4
30 16 4
20 /, \ 15'
14
10
0 //\J 13
A7~ 12
-10
n
-20 10
ST NN SETTONDOONNODODNDOOS= —
9299009000300 %TT  B5555585333383333332222227
8593535056585 852 CL>SASErSTOIE LTI 25035
CPLn<z258I20s07w0 B=2°32822582822°325=="nz"
——Household confidence
Willingness to purchase a home
Source: Fedesarrollo and BBVA Research Source: Superfinanciera and BBVA Research

Finally, the forecasts for demand in the commercial sector are also positive to the extent that

the branches of the economy that appear as the primary sources of demand for offices and
storefronts, manufacturing and trade, are growing at year-on-year rates of nearly 5% and above
10%, respectively. However, the level of expected commercial demand for this year and the next
will not be sufficient to absorb the supply (current and expected) in this period, which will lead to a
slow reduction in the level of vacancy of storefronts, warehouses and commercial offices.

Housing deficit generates high potential demand

According to the calculations of Economia Urbana, in the second half of the previous decade, 285
thousand new homes were created per year, while 140 thousand units were formally constructed,
on average. Thus, during the period, the market adjusted through informal housing, with greater
imbalance in Priority Housing, VIP, (deficit of 71%) and in social housing, VIS, (deficit of 55%) with
respect to Non-VIS housing, a range that is practically balanced.

The need for new housing for coming years is estimated to be above 300 thousand units per
year, which compares in a deficit manner with the maximum level of housing construction of the
sector today at nearly 200 thousand, according to the building permits approved in the second
half of 2010 and beginning of 2011. In this manner, the total housing deficit calculated at 4.5 million

in 2010 (1.8 million in quantitative terms), will continue to expand in the medium term, but at a
slower rate.

Page 7



BBVA | reseacce

To reduce this deficit, the current Government has proposed promoting the construction of

one million homes in the next four years, of which 70% will supply the low price ranges (VIP

and VIS). This initiative will require a COP 78 billion investment in the whole period, of which

COP 105 billion will be funds from the State and territorial bodies and the rest will be covered by
mortgage credit and savings. The previous public budget (for 2007-2010) totaled 6.5 billion and
private expenditure was over 30 billion (in 2010 prices). Likewise, the proposal is very demanding
in terms of preparation of land and will reguire the concurrence of the new Second Generation
Macroprojects Act (4,156 Has), design of Land Ordinance Plans (2,344 Has) and urban renewal
processes (510 Has) to reach a total of 7000 Has in the process of land preparation.

Building permits anticipate continued progress

In the first quarter of 2011, building licenses approved grew 66.3% yoy thanks to permits for
housing (76% of the total), and especially for homes of a higher value. These positive variations
are concentrated in Cundinamarca, Bogota DC, Valle and Antioquia.

In addition, the strong performance of the sector in 2011 will be supported by the system of
housing presales that was common in the major cities of the country over recent years. Unlike in
the 1990s, the initiation of the majority of residential projects is dependant on achieving a certain
degree of financial balance. Specifically, in April, 77% of the projects executed (in Bogota, Medellin
and Cal) were sold, with a minimum guantity of completed housing on sale, which could be freed
in one week if compared with the rate of sales over recent months (See Chart 14).

Chart13
Building Permits by Purpose Chart 14
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Medium-sized cities with greater contribution to the growth of building permits in the first

quarter of 2011 include Bucaramanga, Pereira, Tunja and Armenia, which are driven primarily by
commercial buildings, while Barranqguilla, Ibagué and Neiva sustained growth rates of over 50%
marked per home. This reveals the growth of per capita income in these smaller cities, which is
incentivizing the arrival of new investors and greater demand for commercial centers and offices.
At the same time, the greater sophistication of the residential buildings observed is in line with the
improved economic status of their inhabitants.

To summarize, the building permit licenses show that the dynamism in the supply may continue
into, at least, 2012 provided that the strong increase in social housing construction is accompanied
by the improved performance in the issuance of permits for higher value homes and the
stabilization (or increase in some cities) of commercial construction. This supply composition, which
is now less focused on construction without finishes with lower added value, will enable the growth
of the GDP for the building sector of nearly 10% on average in 2011 and 2012.
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Housing prices and costs will continue to increase moderately

In the coming years, we expect there to be pressure on the prices of steel and iron, in line with
the presence of high international prices for these products. Likewise, cement sellers in Colombia
forecast an increase in their prices in the second half of 2011 as a result of increases in their costs
of production and distribution associated with the strong rainy season. Therefore, we do not
expect a fallback in housing prices in the medium term given that the main component of the
increase, the price of the land, has fundamental factors that will sustain the increase. At the same
time, the controlled pressures maintained in terms of the other cost components will begin to
turn around with the improvements in the international backdrop.

Finally, the higher housing prices have not transferred to the increase in rent to the same degree.
This is partly because nearly 30% of new housing purchases in the upper strata in the last three
years have been incorporated in the lease market. This was in addition to the individuals who
purchased new homes to live in and rented or leased out their previous homes. In coming

years, leases could resume a positive trend to the extent that the level of vacancy is close to the
minimum levels of the last decade. In particular, in Bogotd, those levels that reached 3% in 2007
and then increased to 55% in 2008 are now at values slightly over 4% (La Galeria Inmobiliaria).

4. Conclusions

The building sector will lead economic growth in 2011 and 2012. The factors that will enable this
performance are the current robustness of the construction companies which, for the most part,
maintain the regimen of presales, the permanence of low interest rates in response to the low
expected inflation, improved economic performance of the sectors in demand for non-residential
buildings and greater public policy attention on the housing sector.

In this regard, BBVA Research forecasts an increase in building activity within a range of 180 to
250 thousand homes per year in the next four years, from the 120 thousand today, provided that
the launch of the second generation of macroprojects and availability of re-developable land
supports the current recovery of the construction cycle for higher value housing. The objectives
of the National Government in terms of the construction of one million homes in four years are
more demanding. In fact, to be able to attain that goal, in 2014, nearly 300 thousand housing units
must be constructed (nearly 180 thousand VIS), which is more than double the historical average
recorded in Colombia.

In any event, by satisfying the BBVA Research forecast, though it is below the Government’s
objectives, the sector will reach record levels in the next four years. These levels will be consistent
with the expected level of demand, driven by the presence of greater fiscal efforts in the form

of subsidies, greater access to lending for low-income households (both in programmed public
savings funds and in the financial system) and improved income conditions for the middle class
thanks to greater economic growth.
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b. Table: Sector indicators

Table1
Primary indicators for the real estate sector
Indicator 2008 2009 2010 1Q11*
Population (millions) 434 439 445 446
GDP Growth (yoy, %) 35 15 43 51
Urban unemployment rate (EoP, %) 106 n3 ni 108
Construction GDP (yoy, %) 88 84 19 -45
Construction and buildings (yoy, %) 133 17 33 41
Civil works (yoy, %) 42 201 6.2 n5
Total works (yoy, %) 124 108 27 54
Completed works (yoy, %) 200 164 227 228
Works in progress (yoy, %) -40 184 106 33
Stopped or inactive works (yoy, %) 122 144 -05 25
Building Permits (yoy, %) 117 210 320 664
Housing (yoy, %) 141 187 387 793
Other (yoy, %) 53 264 14.2 356
Available supply (EoP, thousands of units) 496 510 580 586
Rotation of inventories (months) 85 52 62 55
Real costs of construction (yoy, %) 22 31 14 04
Construction employment (thousands of people) 910 1012 1132 1083
Cement Production (yoy, %) 55 120 33 122
Cement Sales (yoy, %) 15 72 73 n4
Housing sales (thousand units) 786 1026 mo 323
VIS 287 417 530 136
Non-VIS 500 609 590 187
Real new housing prices DANE (yoy, %) 61 34 59 64
Real used housing prices BanRep (yoy, %) 51 80 33
Mortgage loans with securities (COP brn)** 139 155 180 187
Mortgage loans with securities (yoy, %) 149 n2 6.2 164
Mortgage loans with securities (%GDP) 29 30 33 33
Bank of the Republic interest rate (EoP, E.A., %) 95 35 30 35
Fixed mortgage rate (EoP, E.A, %) 172 138 129 136
Variable mortgage rate (EoP, E.A, %) 93 74 76 74

*Year to date ** Does not include National Savings Fund or cooperatives not belonging to the regulated financial sector.
Source: Banco de la Republica, CAMACOL, DANE and BBVA Research
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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 (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) (@) to (d) ("high net worth companies, unincorporated associations, etc.) Of the financial promotion order, or (iii) 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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