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1. Editorial

The real estate market consolidated its recovery in 2016, but its ewolution shows a large geographic
heterogeneity. The recowery is clearly being led by Madrid, much of the Mediterranean axis and the two
island communities. As the recovery of the economy continues, more territories will be joining the recovery
of the housing market.

The ewlution of the economy has been accompanied by favourable financial conditions. The growth of
household income and new progress in the households’ deleveraging process has given them greater
solvency which has resulted in an increase in new home purchase loan transactions. All this is occurring in
an environment of positive expectations in which housing remains an attractive investment alternative.

In this context, 2016 ended with the sale of nearly 460,000 homes, 13.5% more than in the previous year.
Throughout the year, the evolution of sales started to fall away and in the last part of the year a slowdown in
its growth was obsened. Positive expectations of appreciation, albeit still incipient, could explain this. As
could the slowdown in foreign demand which, despite showing good signs, grew slightly less than in the
previous year due in part to the effects that Brexit might be having on British demand.

The industry again responded to the boostin demand. Building permits for new homes rose nearly 30% in
20186, rising to more than 64,000. However, the growth seen in building permits in the last three years has
not yet materialised in finished works, which remain stuck at minimal levels. As a result, the inventory level
continues to fall, which also confirms the ewolution of housing prices.

The increase in sales in a context of inventory reduction has resulted in a new rise in housing prices.
Although the moderation in sales has also been reflected in the ewolution of prices, the year ended with a
new appreciation of 1.9% as a year-on-year average, somewhat more pronounced among new homes,
which would underscore the shortage in the supply of new construction in some areas of the country.

Expectations are positive for 2017. With a more moderate economic growth of around 2.7% and some
positive, albeit contained, expectations of appreciation, it is expected that residential sales will grow about
7%. Prices will continue to recover and an annual average increase of 2.5% is expected. In turn, building will
continue to respond positively to developments in demand and prices. Thus, in 2017 the real estate industry
will bring growth to the economy, with expectations of an annual increase in housing investment of 3.2%.

Despite everything, the scenario is not without risks A possible bringing forward of the interest rate hike by
the ECB, an increase in uncertainty about economic policy resulting from unexpected regulatory changes or
multiple geopolitical risks could affect the ewolution of the property market.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources
we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result fromthe use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in

financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aw are that
under no circumstances should they base their investment decisions in the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information
needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forw arding or use of any nature by any means or
process, except in cases w hereit is legally permitted or expressly authorized by BBVA
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