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20mn ) « Construction is no longer leading growth, although it is
Economic Analysis . )
growing at the average for the economy, with a greater
contribution from urban centers in the interior of the country
that have benefited from the boom in the agricultural sector.

« Although the increase in costs (mainly wages) has reduced
the profitability of the construction sector, the steady rise
in the real estate prices continues to provide momentum to
construction activity, which should be up 7% in 2011.

« Demand for real estate shows some signs of weakening
due to uncertainty about the election cycle, but we consider
that, once this is over, it will continue to be supported by
investors seeking to preserve the value of their savings in an
environment offering few financial alternatives.

« Despite the improved affordability due to increases in real
wages, the restrictions on mortgage financing continue
to limit the access to housing for broad sectors of the
population.
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1. Housing supply no longer shows the same strength

The recovery was slow after the slump in the economy in 2009, but gained
strength in the last quarter of 2010

Construction GDP fell in 2009 by 3.8% vy/y, while in 2010 there was an improvement of 5.8%

y/y, slightly below our forecast growth of 6.0%. As has been the case since 2007, the sector has
underperformed average growth (see Chart 1), given the steady increase in construction costs
and land prices and the scarce marginal impact of public investment, which remains sluggish at

around 06% of GDP.
Chart1 Chart 2
Construction GDP and total GDP Construction activity indicators
60% 25%
50% 20%
40%
15%
30% -
9 20% o 10%
5 10% S 5%
S 0% S 0%
3 0, >
> -10% ; 5%
-20%
109
30% 10%
-40% -15% -
o 88883333¢2¢2¢2¢9%5
° 00000 o0o0og 9990 =
- ==3>- == > = = =
mCement sales Total workforce
= Synthetic Indicator of Construction
Source: BBVA Francés Research using Indec data and private Source: BBVA Francés Research using Indec data and private

The performance of the different sub-sectors in the Synthetic Construction Indicator (ISAC), which
measures the activity of the construction sector based on inputs used, did not show any major
disparities in 2010 (see Chart 3 and Table 1), as both housing construction (accounting for nearly
60% of the total) and commercial buildings and infrastructure projects grew at rates of around
9-10%. The only outstanding component was oil-industry construction, with growth rates of 49%,
but this sector only accounts for 5% of the total.

Although the indicators show that in 1Q11 growth was strong at around 10% y/y (8.7% in the case
of housing), we consider this rate will slow over the coming quarters due to a) increased relative
costs of construction; and b) more uncertainty generated by the election year.

The greater boost expected from public works in what is an election year has not yet materialized.
In April 2011 the increase in public-sector capital spending in nominal terms was 175% v/y, below
the increase in construction costs (216% y/y) and the growth of total primary expenditure for

the same period (321% y/y). Given the implementation time lag, it is unlikely that there will be

an upturn in the period remaining before the election in October to allow public road and
infrastructure works to expand above the average for the sector.
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Table 1
Chart 3 Weightings in the
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2. Construction permits do not suggest a new boom

The construction boom that characterized the 2003-0O7 period appears to have run out of steam, as
apart from the cyclical recovery of 2010, the number of new construction permits for private buildings
(family, commercial and industrial structures) is still substantially below the record levels of 2008.

The number of permits issued in 2010 was 3% down compared to 20009. It is only towards the
end of 2010 that positive rates of change emerged (see Chart 4). Although the surface area for
which permits are granted showed significant signs of improvement in 1Q11 (up 24.8% v/y), this

is mainly the result of the low basis of comparison, as the figure remains on a plateau of around
600,000 m? per month.

At the same time, the share of the City of Buenos Aires in the total construction permits issued
continues its steady decline (see Chart 5) due to reduced availability of area for development in
the most popular neighborhoods, which has resulted in rises in land prices. In contrast, cities in
farm areas, such as Santa Fe and Cordoba, are increasing their share of total new construction,
capturing the profits generated by the agricultural sector in a context of high commodity prices
and the low vields of other financial investments.
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Greater demand in the interior of the country is also reflected by the fact that prices of real estate
are growing faster in cities benefited by the favorable agricultural cycle than in Buenos Aires, so
the traditional gap in square-meter prices is narrowing (see Chart 6).

Chart6
Prices: Cordoba Departament/ Buenos Aires City Departament
90% -1
80%
70%
60% -
50%
40%
30%
20%
10% -

0% -

Ratio %

2007 2008 2009 2010

Source: BBVA Francés Research using Real Estate Report data

These indicators suggest that the sector will continue to grow, but at a lower rate than in the past,
and probably only slightly above the figure for the economy as a whole. We estimate that in 2011
construction of family homes and commercial buildings will grow at 7% vy/y. slightly above the
figure for 2010.

3. Increased costs in dollar terms erode incentives for
new building plans

Beyond poalitical uncertainty, the weakness of the construction sector mentioned above is also a
reflection of its steadily declining profitability. The price of a square meter in dollars (as it is quoted in
Argentina) has continued to increase at an annual average rate of 8% between 2008 and 2010, but
profit margins have been falling as costs grew faster. As can be seen by the indicator in Chart 7, relative
sale prices and costs are still favorable for the construction sector and remain above the sample
average, but profits have tended to moderate, thus reducing incentives to undertake new works.

The biggest factor in the 16.8% y/y increase in construction costs in 2010 was wage hikes, at an
average increase of 23.8% v/y. With the peso depreciating by 5% vy/y, these increases led to an
increase in dollar costs of more than 11%, which compares negatively with the 5.2% increase in the
price of a square meter.

In a context of moderate recovery in demand, tempered by the uncertainty generated by the
election process, housing prices grew by 7% y/y in dollar terms in the first months of 2011. This
growth in the price of a square meter in a context of stable nominal exchange rates, together with
the recent 24% y/y wage agreement between workers and employees in the sector, will reduce
profitability even more this year, though it remains at attractive levels (see Chart 7).
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Chart 7
Price of Apartments / Cost of Construction
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4. Demand hits a plateau after the recovery in 2010

Improved consumer confidence has led to a recovery in the real estate market since the start of
2010 from the very low levels recorded in 2009. The increase in the number of sales operations
(deeds registered) in the country’s capital was up 34% vy/y in the first half of 2010, after which it
slowed to 11.8% in the second half of the year.

Chart 8 Chart9
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However, so far in 2011, demand shows signs of weakening at around 4,300 deeds per month, up
only 45% vy/y in the first 4 months of the year. Figures for the last 2 months actually show some
moderate year-on-year falls. This reflects the market’s greater selectivity in a context of political
uncertainty and about the path of the exchange rate after the elections.

However, the fall is probably temporary and does not imply a sudden slump in the level of activity
in the real estate market, which will continue to be supported by the demand for real estate as a
safe haven. The rate of inflation and the lack of financial alternatives make real estate the asset of
choice for long-term savings. Low interest rates, significantly negative in real terms (although with
marginal upwards corrections since the end of 2010), combined with the good profit margins that
will be obtained once more from agricultural operations will continue to be major components of
demand for units as a safe haven, particularly in the interior of the country. However, this does not
mean there will be a mass surge in demand for housing for new families due to the lack of long-
term financing.
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In this context, we consider that moderate pressure on dollar prices will continue and they will
grow gradually in the coming years in line with the appreciation of the real exchange rate (45%
annual average). Any significant reduction in the relative price of housing could only occur in the
context of a significant real devaluation of the peso (see Chart 10), which is highly improbable in
the coming years, as in the current context of a rapidly growing economy, the inflationary pass-
through would be higher than in the 2002 experience.
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b. Improved access, but most of the population is still
banned from the mortgage market

The mortgage loan market remains practically stagnant at barely 1.3% of GDP (see Chart 11), far
below the levels of most developed countries. Although the household mortgage burden (see
Chart 12) is limited and does not represent a check on greater indebtedness, the factors pointed
to in previous reports persist and make a stronger development of the mortgage market difficult.

Chart 12
Chart 11 Financial burden of mortgages
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In fact, we estimate that only 5% of the purchase deeds in the city of Buenos Aires were financed
with a mortgage loan in 2010, though the level was slightly higher in the first quarter of 2011, at
77% (see Table 2).
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Table 2

Mortgage Lending

YEAR Amount of deeds in Buenos Aires  Mortgage loans in Buenos Aires Deeds/mortgages
2004 67167 1782 270%
2005 9659 6829 710%
2006 122141 9098 740%
2007 154641 21079 1360%
2008 165489 20095 1210%
2009 156564 7237 460%
2010 23192 12124 520%
2011* 5287 4073 770%
2010* 42388 2115 500%

Figures in millions of pesos
* Data to March
Source: BBVA using data from the Central Bank and the Association of Notaries Public.

On the loan supply side, high inflation continues to make it difficult for financial institutions

to attract long-term depositors, while the capital market has a very low level of securitization.
However, banks still offer mortgage loans, as they want to establish long-term relationships (loyalty)
with customers and this is a way to exploit the potential of cross-selling. Up to 80% of the value

of the property is financed in the market on average, with a term of around 15 years and nominal
interest rates that vary between 135% and 22%. Although these interest rates are below inflationary
expectations, they are high and make the repayment installments more expensive. In many cases,
rates are not fixed for the whole of the loan term, and become variable after the first 5 years.

Table 3
Mortgage Market
Public banks Private banks

Variable Minimum Maximum Minimum Maximum
Fixed rate 1750% 19.25% 1700% 2200%
Variable rate 1347% 1779% 1373% 19.74%
Term 60 months 360 months 60 months 360 months
LTV 70% 85% 60% 90%
Payment/income ratio 30% 40% 25% 45%

Source: BBVA Francés Research

On the demand side structural factors limit the access of broad sectors of the population to
long-term finance. The high rate of informality of the working population (35%) implies that, given
information asymmetry, a major percentage of the population does not qualify for bank finance.
These sectors of the population are also not beneficiaries of state guarantees or assistance that
could allow them to formalize the demand for a home through the mortgage market, as the
housing programs in the public sector have been aimed mainly to the supply side, financing

the construction of popular housing that is later distributed on a discretionary basis, without
subsidizing demand.

Double-digit inflation also discourages demand, as the high nominal interest rates make loans
more expensive and generate uncertainty about the future level of repayments required in
variable-rate loans. Considering average market conditions, the monthly repayment required to
finance 70% of a small 60m? apartment in Buenos Aires in the less expensive neighborhoods
amounts to around 3600 pesos, nearly 40% of the total income of a household made up of two
formal workers with an average individual income around the mean for the private sector (4,500
pesos per month). In contrast, if interest rates were half what they are now, and more in line with
rates in the rest of the region, the monthly repayment would only be 26% of household income,
thus making mortgages considerably more attractive.
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Chart 13 shows that affordability improved in 2010 and will continue to do so over the coming
years, as wages will tend to rise more than housing prices. Nevertheless, there will still be a
significant gap between wage increases in dollar terms and the m? price of housing (see Chart 14).

Chart13 Chart 14
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Because of this, the housing needs of broad sections of medium/low income sectors are
channeled through the rental market, where the monthly rent payment is around 50% of the
value of a monthly repayment on a mortgage loan for a similar home. In fact, the greater supply
of units for rent in recent years has led to an excess supply in this market, which has reduced the
relative price of housing rentals (see Chart 15) from the historical 066% per month of the price of
the housing unit to levels close to 04%.

Chart 15
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Following the increase in 2005, public spending on housing has remained at around 0.6% of
GDP (see Chart 16). Taking into account the strong growth of nominal GDP between 2003 and
2010, and estimating the average costs of construction, this would allow the delivery of between
50,000 and 75000 units of social housing per year, compared with a demand that is estimated
to grow at around 120000 units per year. This rate is insufficient to significantly reduce the
shortage of homes, which is calculated at around 2 million units for the country as a whole.
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Chart 16
Public spending on housing / GDP
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A more lasting solution to the housing problem therefore requires, not only more efficient action
from the public sector in channeling resources to provide lower incomes sectors with access to
long-term finance, but also a reduction of the inflation rate and interest rates to guarantee access to
a larger proportion of the population to bank lending. Over the coming years, despite the expected
improvement in real wages, the volatility of inflation and uncertainty regarding economic policy will
continue to weigh against a substantial development of the mortgage market.
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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 (i) 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”), (ii) are persons falling
within article 49(2) (a) 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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