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1. Summary

The slowdown in construction has continued with growth of 1.8%, closing 2016 with an increase of 4.2% in building and
a decline of 9.4% in civil engineering. To explain the detail of the backlog in the civil engineering sub-sector, which repre-
sents a third of the GDP of construction, we have devoted a section to an in-depth look at the performance of infrastruc-
ture works. In view of the continuous adjustments to public expenditure, both the budgeted amounts and the number of
projects carried out have decreased in this last decade. This trend could be altered by the implementation of the energy
reform and the entry of private capital flows into the sub-sector, specifically through public-private partnerships.

In the mortgage market, the amount financed by banks increased by 1.7% in real terms at the end of the year, while the
public institutes performed less placement in both real amounts and number of loans. Employment, the main explana-
tory variable for the demand for housing loans, grew at an annual rate of 4%, which was not enough to sustain the rate
of mortgage generation in the face of lower wage growth and a loss of consumer confidence. On the other hand, the
composition of the mortgage portfolio changed, with more loans in the middle-income and residential segments, as the
credit limit was raised. Likewise, the lower budget for subsidies reduced the total amount granted and in parallel there
was a contraction in the share of loans for social interest housing in the portfolio of public institutes.

The number of home construction projects declined compared to the previous two years. Inventories maintained the
same trend, avoiding an accumulation of surpluses and producing only what the market could absorb. In addition, in-
creases in the benchmark interest rate by the Bank of Mexico were transferred directly to interest rates on loans for
residential construction. As a result, the bridging loan balance registered negative growth rates in the second half of the
year, but the delinquency rate continued to fall to levels of between 7% and 8%.

In this area, we have devoted another section to a structural analysis of residential construction cycles, analysing the de-
termining factors of housing supply, such as profit margins and the interest rate, as well as the impact of subsidies, which
played a major role in recent years but are now returning to their long-term levels. Through an econometric estimation,
we conclude that the margin between price and cost is the main driver of supply, as expected. By comparison, subsidies
that should have had an effect only on the demand side had a positive influence on supply. This analysis complements
the one conducted in previous issues of the Mexico Real Estate Outlook, characterising the sensitivity of housing de-
mand with regard to its main determining factors.

Finally, the housing price index (SHF) reflected levels of appreciation of 8.4% in 2016 in the middle-income and residen-
tial segments and we expect that this increase will continue in 2017, but at a rate of around 6% per year. The mortgage
market could grow less than the economy, or even remain stagnant for the first time in several years. However, the real
estate sector is reacting efficiently to signals, allowing both the consumer and the investor to rethink their strategies and
adjust to the new market conditions.
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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 Bancomer and the rest of BBVA Group who are not members of FINRA (Financial Industry Regulatory Authority), are not subject to the rules of
disclosure for these members.

“BBVA Bancomer, BBVA and its subsidiaries, among which is BBVA Global Markets Research, are subject to the Corporate Policy Group in
the field of BBVA Securities Markets. In each jurisdiction in which BBVA is active in the Securities Markets, the policy is complemented by
an Internal Code of Conduct which complements the policy and guidelines in conjunction with other established guidelines to prevent and
avoid conflicts of interest with respect to recommendations issued by analysts among which is the separation of areas. Corporate Policy
is available at: www.bbva.com / Corporate Governance / Conduct in Securities Markets”.
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