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1. Summary

2012 should be a good year for the construction industry. The outlook is for a better performance of the
economy as a whole, for the second consecutive year. With this, the high production levels achieved

in 2008 should finally be recovered. The motivating forces will be present mainly in the first half of

the year, with the conclusion of public works and a higher budget for housing support programs.

With regard to the latter, the calendar foreseen shows that in the January-June period, the number of
mortgage loans that will be granted under a federal subsidy program will equal those granted during all
of 2011. This indicates that housing construction, which had slowed down, could improve.

201 was a year of recovery in mortgage activity, which was confirmed in the various segments

and in loan products. The Infonavit, for example, met its financing goal ahead of time, and the new
product that it launched for remodeling surpassed by more than 70% the projection for the year. It is
clear that with the appropriate products and segmentation, there is a margin in the housing market
for growth in the medium term. However, in 2012 with an impending global slowdown, the impact
for Mexico, which could result in a substantial moderation in the creation of jobs, suggests a more
gradual growth than in 2011 in the demand for mortgages. The subsidy programs could partially
offset this effect, and although they would not totally cancel it, we maintain the expectation that
mortgage activity will continue to grow in 2012.

The housing construciton companies that are traded on the stock exchange faced a difficult 2011,
with a drop of almost 50% in the price of their shares. In the opinion of analysts, in some cases this
valuation does not correspond to the companies’ fundamentals. Nevertheless, and although 2012
offers a better outlook for housing construction, the rebound in the stock value of these companies
will depend on their capacity to generate an appropriate mix of growth and return for investors,
measured in terms of the companies’ cash flow.

Starting this year, the federal government will launch a credit product for the population without
access to the public housing institutions, which in fact includes a greater percentage than that of the
affiliated population. Our analysis on the potential size of this market suggests a cautiously optimistic
position. Although the potential demand is significant, the important aspect is to accurately identify
real demand and the most appropriate product to meet it. In this edition of Mexico Real Estate
Outlook our analysis is focused on this. The information available is limited regarding the employed
population that is not affiliated to public housing institutions, so the quantification of its potential
must be conservative. This is the key element to avoid generating false expectations regarding the
programs that have been set in motion to service it.

Land banks have been used by local governments in various countries as a mechanism to manage
a better use of the land and promote economic efficiency. The strategy has required a linkage
between the public and private sectors in order to implement a long-term vision. Mexico should
make the most of this experience, especially in areas that have shown strong housing growth but
urban development and the services that provide greater real estate appreciation for the housing
developments have been scant. However, something quite redeemable has occurred, to which little
attention has been paid; these are the financing projects for land. Growth in recent years has been
significant, and has not been limited to housing. The conditions are there for this activity to continue
growing substantially in the following years, something that undoubtedly will benefit home builders,
but also commercial centers, offices and industrial plants, which in some cases could mitigate the
impact of uninhabited housing.

The approval of the Infonavit Law offers better conditions for the financing granted by the Institution
and benefits the beneficiaries of those rights by allowing access to the resources and even to a
second loan. In addition, its 2012-2016 Financial Plan highlights the strategies to strentthen the
granting and collection of the loans, as well as those aimed at a new model of servicing the housing
needs of its affiliates. With this, it not only attends to the quality of the loan portfolio, but advances in
attention to the workers with an impact on their guality of life and housing.
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2.a. Construction:
close to completing the cycle

2011 was a year of recovery for the construction industry, being that its growth surpassed that of
the economy as a whole (through the third quarter, construction GDP was 5.3%, while the national
was 4.5%, measured with the industrial activity in September it grew 70% vs. 4.8% of the national
through the same period). For this 2012, with an impending electoral process and with expanding
domestic and foreign demand, although at more moderate rates, the outlook for this 2012 is
favorable. The risks of a marked deterioration in the global economic environment will be present,
although the truth is that at least for this sector, the components of domestic demand will be the
main determinants for its growth.

Construction close to the 2008 levels

During the whole of 2011, the growth rate in construction surpassed that of national GDP, although it
was based on a lower comparative basis, both because the contraction was more severe and because
the recovery took longer. While in 2008, GDP fell 6.3%, construction fell by 73%. Also, in 2010, the
economy advanced 56% and construction remained at 0% with some quarters even decreasing.

Measured in absolute terms, construction GDP is still below the maximum levels of the cycle
registered in 2008. Following the current trends, it should reach this level in the first or second quarter
of this year. This already in line with what at its time had been anticipated (See Mexico Real Estate
Outlook of January 2011), about a 4-year term for the recovery of the maximum levels of 2008.

At the component level, construction, which comprises activities such as offices, shopping
centers, housing, among others, registered the sharpest drop during the recession. Even though it
started to show a strong rally as of the second guarter of 2010, which remained during the entire
2011. In this last year, growth, the same as that of civil works, remained at around 5%.
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The National Survey of Construction Companies, which serves for estimating construction GDP,
shows the evolution of the industry in the different types of activities. For example, the most
aggregate level, construction that contributes close to 50% of the production value, was what for the
greatest part explained the contraction of the industry, since other activities, such as transportation,
oil, electricity, water and drainage maintained positive rates most of the time. History is consistent
with what is observed when production is classified as the works by the public and private sectors;
while in the former, growth has remained almost without interruption since 2008, in the latter, those
realized by the private sector , the decline lasted almost three years.
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Value of construction production: Value of construction production, building vs.
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Within construction, there was behavior differentiated between housing and the rest of the activities
(shopping centers, offices, industrial plants, schools and hospitals), since, while in the former, the drop
reached rates of 30%, in the rest it came to 10%. Also, in the recovery process, housing advanced
weakly, contrary to the rest of the activities, which in 2011 advanced at a double-digit rate.

Going into detail in the evolution of housing construction, it can be observed that the most significant
adjustment has been absorbed by the “‘multi-family” type, which basically refers to that built for the
low-income segments! In relative terms, it has shown better behavior. It is not surprising that the
housing programs have been maintained mainly for the low-income segments.

It has also been recognized that in some locations, housing demand contracted more significantly
than the supply, generating high inventory levels, which it is necessary to displace prior to starting
new projects. Lastly, the bank housing loan figures, which show a marked rise in defaults, partly
reflect the difficulty of some home builders to move their housing units, a fact that supports the
argument for fewer construction needs, at least in some segments.

Graph 5 Graph 6
Value of construction production.: housing vs. Value of one-family vs. multi-family housing
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" Even though as of the incorporation of the vertical housing model, housing built for the low-income segment will also be multi-family. Probably
the survey registering this information should begin to take into account this aspect.
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The complementary indicators of the industry, such as employment and materials, confirm the
behavior of construction relative to the rest of the economy. In the case of employment, for example,
the growth rate in construction has been comparatively higher than that of total workers in the

formal private sector since the second quarter of 2010. Unlike GDP, employment in construction has
already reached levels prior to the 2009 crisis.

A story similar to that of employment growth can be told of manufacturing inputs for construction

(cement, concrete, brick, lime, plaster) of which the trend is similar ( although with a certain lag) to
that of the rest of industrial activities.

Graph 7
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respective price indexes of construction.
Source: BBVA Research with INEGI data.

In financing, the behavior of the portfolio explains the trends

In the balance of private sector credit, construction has been gaining share in recent years: from
4% in 2006 to 12% in 2011. However, there is a marked difference between the evolution of housing
loans and that of other productive activities. In the 2008-2011 period, the former has shown a

predominantly negative trend, while the latter has maintained a higher growth rate than a real 10%
consistently throughout this period.

Graph9 Graph 10
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To explain the evolution of the loan portfolio for housing construction, it is necessary to consider
the next level in detail, which is to distinguish the intermediary that granted the financing. The
weak behavior of loans in 2008 and 2009 is explained by the “sofoles”, being that the banks

maintained an accelerated expansion rate during this period. The past-due loan portfolio started
to grow also due to the “sofoles”.

The contraction of credit by the banks began in 2010 and accelerated in 2011. This responded

to conditions pertaining to demand. Housing acquisition contracted more than 30% in 2009,

and started to recover slowly toward the second half of 2010. To this should be added that
construction continued to advance, despite the fact that since 2008 (when mortgage activity was

still showing a strong expansion) signs began to appear of an excess supply in some areas (see
Mexico Real Estate Outlook, September 2008).

The combination of lower demand and abundant supply translated into that a large number

of builders who had on-going projects simply were not able to find a buyer for their housing
and, therefore, they stopped paying on the loans that they obtained to construct them. This
happened mainly with small and medium companies, but also with the large ones, even some
that trade on the stock market. So the problem was not lesser and the effects are perceived

in a persistent contraction of credit and high default indexes. Perhaps the lesson is that those
participating in the housing market, both in the construction side and the financing, must follow
the conditions of the economic environment closer and that of demand, so as to be able to
respond opportunely to the changes in the trends.

Now, 2012 could be a year that marks a change in the trend of less credit for housing
construction. This, after taking into account that the federal government subsidy program for
housing acquisition among the low-income population will increase its budget from P$5.3 billion
to P$8 billion, which implies an increase in real terms in the order of 45%. Also, of the amount

to be distributed in the year, 70% will be used in the first half of the year. In practice, this simply
means that, in this period, close to the same number will be individualized than throughout the
entire 2011. And, for this, there should be finished houses ready to be sold.

Graph 11 Graph 12
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Conclusions: in 2012, construction will continue to rise

Trends in the construction industry in 2011 should be maintained this year. The electoral process
will boost the activity in an important way, not only in public works but also in housing, where
the budget for the subsidy program will grow from P$5.3 billion to P$8 billion. Also, 70% of

the annual total will be distributed in the first half of the year. In practice, this means that, in

the January-June period, the same number of loans will be placed as throughout all of 2011. In
turn, this means that there should be enough housing ready to be individualized. It should be
emphasized that housing was the activity with the greatest lag in the industry production and its
share in the total value of production in the industry is in the order of 25%.

For the rest of the activities, the key will be domestic demand or its capacity to remain in
expansion in a complicated global environment, although, this time, it could not have such a
marked impact on the U.S. economy, which is the most relevant for Mexico. We expect that

in a growth environment of the national GDP in real terms of 3.3%, the construction industry
will grow at 3.8%, although with a slight bias downward. At the component level, our estimates
point to growth of 31% for civil works, 41% for construction, and 5.9% for specialized works, all
in real terms. As in any cycle, once the maximum has been reached, it is reasonable to expect a
decrease, probably in the second half of the year.

Chart 1 Graph 13
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Our scenario is not exempt from risks, where the clearest would be due to a strong global slowdown
and a new financial crisis, like the one seen in 2009. However, our expectation is that the factors of
domestic order will offset, at least partially, turbulence from abroad.
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2.b. Credit and mortgage financing
for housing

Hand in hand with the growth of economic activity and employment, in 2011 mortgage lending
activity continued to expand. Nevertheless, the trend showed no surprises with respect to what had
been anticipated, with gradual growth, which became generalized over the course of the year, both

in terms of the housing agencies as well as the different housing segments. In this section of Mexico
Real Estate Outlook we will provide a detailed look at the evolution of these results, which confirm
that in an environment of economic growth, the housing market has room for further expansion.
With a view toward 2012, the challenges in BBVA Research’s base scenario will be more associated
with supply, which should speed up efforts to keep pace with demand and offer the market a product
greatly valued by consumers.

Finally, demand for mortgages revives

After two years of relative stagnation, mortgage activity in 2011 showed clear signs of recovery, which
goes hand in hand with the environment of gradual improvement in economic activity, employment,
and consumer confidence.

In aggregate terms, the amount of financing provided by public agencies and private institutions
through November increased 6.2% in real terms. For the commercial banks, the increase was 195%,
and for the Infonavit, the government housing institute, growth was 79%..

Chart 2

Mortgage activity

Number of loans and amount of financing,
annual accumulated total

Graph 14
Loan placements: relative share by institution,
accumulated totals through November 2011 (%)
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Source: BBVA Research with ABM, AHM, and AMFE data

Measured by the total number of loans, the figures seem to show a different result, because

in November an annual 3.3% decline was posted. However, this can be attributed, first of all, to
underperformance on the part of Fovissste, where internal factors (administrative and / or financiaD,
not demand, caused the mortgage originator to fall short of its annual goal. Secondly, and perhaps
more importantly, was the change in products undertaken by the Infonavit, in which the annual
target of home loans included credit for remodeling or renovations (which is not a mortgage loan as
such). With these factors, the absolute number of loans for home purchases was lower than in 2010!

't can be argued that the sofoles, with a decline of more than 40%, also help to explain the figures, although the volume of transactions that
they conducted, even in 2010, was already very low, so that their contribution was marginal.

Page 7



BBVA

January 2012

... in the segment attended to by public housing agencies

In entering into details on mortgage activity in 2011 by type of institution or agency, public and private, an
interesting panorama emerges on demand for housing among the different sectors of the population.

Thus, for example, in loans for lower-income workers (those earning up to two times the minimum
wage), which depend more on the housing agency or institute than on the workers themselves
(availability of subsidies, speed of administrative aspects of loan approval, procedures for
authorization of housing construction, etc. ), the progress registered by the program in the January-
November period was as scheduled.

For the next income levels (from four times and up to 11 times the minimum wage), in which some
loans are granted under co-financing policies, progress was greater, toward levels of 86%. In turn, for
credits for workers with incomes more than 11 times the minimum wage, and that are granted only
under a co-financing program, progress to date was 117%. What is important in the case of the latter
is that, like loans granted exclusively by banks, they accurately reflect the dynamics of demand, since
they do not receive any type of support from the Infonavit.

Chart 3
Infonavit: 2011 housing financing program
(thousands of loans)

Graph 15
Infonavit: 2011 housing financing program
(thousands of credits)
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Then there is credit for home remodeling. This product was launched in 2011, without major
expectations, but it was a tremendous success. The 27000 loans that had been programmed (for
amounts of up to 40000 pesos) were placed nearly three months before the end of the year and
by the beginning of December, the goal was already exceeded by 70%. The product was so well
received that for 2012 the goal was set at 60,000 credits.

In a regional breakdown of such figures, it can be seen that more than half the states had reached or
even exceeded the loan placement target in advance.

The balance sheet that should be drawn is that there are no signs that demand is on its way to being
exhausted, and instead, what is confirmed, is that housing needs are not strictly limited to traditional
mortgage loans. As we have been insisting in previous editions of Mexico Real Estate Outlook, there are
segments that are unattended, which could be developed in the coming years.

... but especially in the private intermediary sector

The number of mortgage loans granted by the commercial banks increased by 5.8%, but the amount
involved in such financing grew by about 20% in real terms. However, the activity that banks can
undertake in relation to co-financing is limited by the policies established by Infonavit in terms of the
number of credits granted in the year and the conditions for accessing such loans. For Infonavit, co-
financing has been declining in importance since 2008 so the increase in bank credit corresponds

2 Excluding the product known as Infonavit Total, which has characteristics that are different from the rest of the co-financing programs. It is a
loan to workers with lower-middle income levels (in the order of four to six times the minimum wage), which is provided by Infonavit, which then
transfers the portfolio to a private intermediary.
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Graph 16 Graph 17
Commercial bank mortgage loans: Commercial bank mortgage loans: Amount of
No. of credits (thousands, annualized figures) financing (billions of pesos, 2011 prices)
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to loans that they grant exclusively. In the final analysis, this translates into greater attention to middle
and high-income segments, with a large number of credits but especially with higher loan amounts.
Between 2010 and 2011, for loans granted exclusively (also known as “open market” loans) the
average amount per credit (mortgage) increased 13.2% in real terms.

The trends detailed in mortgage lending by commercial banks show that credit has room to grow
significantly, based on the appropriate product design and customer segmentation.

It should be mentioned that, all in all, and with the recovery in Infonavit and bank mortgage loan
activity in 2011, both the number of loans and the amount of financing provided by the system as a
whole are still below the levels reached in 2008.

Graph 18 Graph 19
Number of credits by agency or institution Amount of financing by agency or institution
(Thousands, annualized figures) (Billions of pesos, 2011 prices, annualized figures)
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Source: BBVA Research with ABM, AHM, and AMFE data Source: BBVA Research with ABM, AHM, and AMFE data

The figures for loan placements by segment are consistent with those registered for agencies and
institutions. The growth occurred mainly in the middle and high income segments, with annual rates
of close to 7% for mid-range housing (with prices up 1.3 million pesos), and up to 24% in the highest
income bracket, known as “Residential Plus” (housing priced at more than 2.6 million pesos).
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Chart 4 Graph 20
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During 2011, mortgage loans granted for used homes as a percentage of the total number of such
credits remained relatively stable compared to the levels posted in 2010, at around 27%. The highest
percentage corresponds to the higher-income segments (40% on average in the high-end or
residential segment), which reveals some interesting trends in both construction and the secondary
housing market in the country.

On the one hand, with the 2009 crisis, smaller-scale home builders, better positioned to serve

the middle and high-income segments were the most affected (due to less access to financing
and a greater contraction of their market), while for the large home builders, their strategy was to
become better positioned in the lower income segment (more stable and less risky due to its large
size and government support). On the other hand, surveys on residential satisfaction conducted
by the Conavi and the Infonavit show a greater preference for used homes over new housing,
especially in relation to aspects such as location and space. It turns out that larger and better
located homes correspond to the mid and high-range segments. Finally, a gradual increase in the
acquisition of used homes should also come as no surprise after observing the sharp growth in
housing construction in recent years.

Graph 21 Graph 22
Used homes in Infonavit and Fovissste credits Used homes in Infonavit and Fovissste credits:
(% share of total) segments (% share of total)
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Source: BBVA Research with Infonavit and Fovissste data
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What has been put on hold is housing supply

Contrary to what occurred on the demand side, housing construction indicators showed clear signs
of a contraction. According to the National Housing Registry (RUR for Registro Unico de Vivienda),
based on housing construction starts, through the fourth quarter of 2011, the rate of new housing
construction was about 450,000 per year, 10% lower than in 2010, and about 30% below the peak
levels registered in 2008. The most recent data for the registration of new housing to be constructed
in the next 24 months, show an even lower figure of 430,000 homes.

Graph 23
Housing construction starts
(Thousands of homes, annualized figures)*

Graph 24
Available housing (Thousands, to be
constructed in the next 24 months)
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mass, and traditional housing
Source: BBVA Research with Infonavit

Based on a loan placement rate in the range of 600000 to 620000 per year and considering the
percentage share represented by used homes, National Housing Registry figures show that in the best of
cases, housing construction will barely cover new housing needs in 2012. And this is assuming that all the
homes will be finished and habitable in the next 12 months.

But this is on an accumulated level, because, when analyzing the figures on a regional level, even more
significant differences emerge. There is a total of eight states in the country where the current pace

of housing construction is not sufficient to cover new housing needs for the next 12 months. In some
cases, such as Baja California Sur, this could be due to excess inventory, while in others, it suggests that, if
loan placements are maintained at the rate registered in 2011, construction should be stepped up or the
number of credits for used housing increased. Only in two states, Colima and San Luis Potosi, is there an
ample supply of housing currently under construction in relation to the needs of the market.

Graph 25
Housing currently under construction vs.
Credits for new homes* (thousands)

Graph 26
Housing availability index
(100 = needs covered 100%)
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There are several reasons that help explain the lag in supply. Part of the problem can be attributed
to a conservative attitude on the part of homebuilders given the existence of inventory that has yet
to be moved in some places. The recovery of activity following the 2009 crisis has not been uniform
throughout the country (see Box 1: Overview of Mortgage Loans on a State Level). Thus, for example,
in cities with a strong presence of foreign tourists and those along the US. border region, the highest

priced housing segment experienced a greater decline than in the rest of the country, and its
recovery has been slower.

A second factor was the change in the construction model, in the case of housing subject to federal
subsidies, from horizontal to vertical. Given that the change in policy occurred in 2011, some homes
that were already under construction or had been completed, faced difficulties in being marketed.

Both factors, accumulated inventories in some places and changes in the construction model, could
have created financial difficulties for more than one homebuilder, which, in turn, would have forced

financial intermediaries to be more cautious in granting loans. This would certainly reinforce the
downward trend in construction.

The banks’ mortgage loan portfolio, structurally sound

The indicators of the evolution of the commercial banks mortgage loan portfolio show that
the growth in the granting of credit has not been indiscriminate, but rather, based on criteria
that mitigate the risk of default. Thus, for example, the percentage of a borrower’s income

earmarked for paying the mortgage remains at levels below 20%. This is especially the case

in segments where the portfolio is concentrated, with borrowers with incomes of at least ten
times the minimum wage.

Graph 27 Graph 28
Commercial bank mortgage loan portfolio: Commercial bank mortgage loans:
rate and term (% and years) mortgage payment to income ratio (%)
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The loan to value ratio, which has proven to be an important factor in the borrower’s commitment
to pay (the higher the down payment, the greater the commitment) has remained at levels close to
65%. This helps explain why the default index of the commercial bank mortgage loan portfolio has
returned to levels prior to the 2009 crisis, at below 4%.

Conclusions: the challenge of synchronizing housing demand and supply

In recapping developments in 2011 in the mortgage market, the upward momentum on the demand
side contrasted with the downward trend in supply. In 2012, this trend could be reversed. In the BBVA
Research baseline scenario, the anticipation of an easing in the rhythm of economic growth (estimated
at 3.8% vs. 33% for both years) associated with the global environment (even taking into account the
positive effect of the election campaign period) could weaken the demand for housing (due to lower
job creation). In contrast, the increase in the budget for subsidies and moving the timetable ahead in
the allocation of resources (70% in the first half of the year), simply means that supply will experience a
strong upward momentum.

Eventually, the forces of supply and demand will converge, so that perhaps by 2013, growth in the
mortgage market will follow a more stable trajectory.
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Inset 1: Overview of mortgage loans on a state level

In the context of the recovery in mortgage loans, it is
worthwhile to ask if they have already reached the levels that
were posted in 2008, when record highs were registered.
The answer depends on the housing segment in question,
the region of the country, and even the financing product
under consideration.

To begin, it should be noted that most credit activity is
undertaken by public housing institutions (over 90% of the
loans involved), and they have not substantially increased
their placement goals in recent years. As we have seen, what
is lacking is not loan applications, but rather making the
response and policies of public housing institutions more
flexible, to meet demand.

Using the period from January to November as a reference, in
201 the number of loans remained stable at 87% of the levels
registered in 2008, but if measured by the amount of financing
involved, the corresponding figure is 89% in real terms.
However, it is important to consider that the comparison is
made on the basis of full housing loans, but if renovations were

Chart5
Mortgage activity by housing institution 2008 vs. 2011,
annual accumulated total and % fulfilled*

Amount of financing

Number of loans (thousands) (billions of pesos)

included (as with the new Infonavit financing product, which in
2011 accounted for somewhere between 40000 and 50000
credits), it could be argued that, at least in terms of the number
of loans, 2008 levels have already been reached.

If what is being measured is the amount of financing and the
comparison is made in real terms, it can be argued that 2008
levels have already been reached in the case of public housing
agencies. This not the case, however, for private intermediaries.
For banks, the difference between the two periods is still about
20%. This can be explained by the sharp contraction in the
segments that banks most attended, the middle- and high-
income strata of the population. This, in turn, is due to the
redirection of the priorities of the Infonavit housing institution,
which since 2009 has substantially reduced the number of
loans extended through co-financing, from close to 68000
credits granted in 2008, to just 20000 by 2011 (considering in
both cases, the period from January to November). In terms

of the other private intermediaries, that is, sofoles, in 2011 these
limited objective financial companies granted only 15% of the
financing they provided in 2008.

Chart 6
Mortgage activity by segment, 2008 vs. 2011, annual
accumulated total and % fulfilled*

Amount of financing

Number of loans (thousands) (billions of pesos)

2008 2011 % fulfilled 2008 2011 %fulfilled
Public sector 4972 4440 89.3 121.3 1344 110.8
Infonavit 4340 3889 896 101.8 1094 1075
Fovissste 63.2 551 87.2 19.6 250 1276
Private sector 140.5 725 516 98.6 617 626
Banks 1196 694 581 756 60.3 79.8
Sofoles 209 31 147 230 14 6.0
Subtotal 6377 5165 81.0 2199 196.0 89.2
Cofin (-) 68.2 20.2 296
Total 5695 496.3 871 2199 196.0 89.2

*Through November
Source: BBVA Research with Infonavit, Fovissste, ABM, and AMFE data

On the level of segments, in social benefit (priced up to
600000 pesos) and mid-range housing (with prices up to
1.3 million pesos), which together represent about 95% of the
market, more than a third of the country’s states exceeded or
practically reached their 2008 levels.

In the case of higher-income segments (residential housing,
with prices over 1.3 million pesos), only five states exceed

2008 2011 advance% 2008 2011 advance %
Social benefit (a) 4795 4159 86.7 1365 1423 104.3
Mid-range 693 620 895 470 365 776
Residential 20.8 184 884 364 17.3 475
and Plus 569.5 496.3 871 2199 196.0 89.2

*Through November
(@) Includes low-cost, mass, and traditional housing
Source: BBVA Research with Infonavit, Fovissste, ABM, and AMFE data

their 2008 levels. However, the segment as a whole remains
practically at the same level as the middle- and low-income
segments (in all three cases 2008 levels were mret between
87% and 90%). Moreover, this is the segment that is
predominantly attended by the banks in loans that they grant
exclusively (without co-financing) and which in the course

of 2011 posted the highest growth rates (close to 20% in the
amount of financing, in real terms).
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Graph 31
Number of loans per state, 2008 vs. 2011, annual
accumulated total (Nov-08 index = 100)
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On a state level, the evolution of credit does not follow the same
pattern in all housing segments. That is, a state that already
exceeded 2008 levels in the social benefit housing segment,

will not necessarily have done so in mid-range or residential
housing. And it is logical that this is the case, since the factors
that drive credit in each segment are different. In low-income
segments, supply factors dominate the picture, such as the
housing agencies’ placement goals (which may vary significantly
from year to year for the same state), or the availability of already
constructed housing units. In contrast, for the mid-range and
residential segments, the key elements have more to do with
demand, such as employment and consumer confidence. Yet

there are some states in which the recovery has been consistent,

namely, Campeche, Mexico City, Hidalgo, Michoacan, Morelos,
Querétaro, Tabasco, and Zacatecas, which in the three housing
segments, post higher numbers than in 2008 or at least
performed better than the national average.

January 2012

Graph 32
Amount of financing per state, 2008 vs. 2011, annual
accumulated total (Nov-08 index =100, 2011 prices)
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Conclusions

Mortgage loans have still not recovered their 2008 levels,
either in terms of the number of credits or the amount of
financing. However, this can, to a large extent, be explained
because volume is generated based on the activity undertaken
by public housing agencies and their placement goals have
remained largely unchanged since then (and even, in the case
of Infonavit, to fewer resources being allocated to loans for
complete housing). This dynamic has been generated mainly
among private intermediaries, with a drastic contraction in

the case of sofoles (to the point of almost disappearing) and
an equally important growth in bank loan activity. The latter is
driven largely by exclusively granted credits and the fact that
such loans are targeted to middle- and high-income segments.
By 2012, the impact of the global economic environment
became the key factor in the recovery of mortgage activity.
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Graph 33

Number of mortgage loans by segment and state: 2011 vs. 2008

(2008 index=100)
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2.Cc. What do analysts think of housing
construction companies?

For the housing construction companies in the stock market, 2011 was a difficult year, being that
while sales volumes and revenues grew, in some cases at double-digit rates, the price of their shares
contracted by more than 50%. In addition, this behavior strongly contrasts with the price index and
the stock market quotations which, even though with ample volatility, remained at the closing at
levels similar to those seen the previous year. In this article of Mexico Real Estate Outlook, we seek
answers to this divergent behavior, consulting the stock market analysts who follow the sector.

The results of the study' clearly reflect the priorities of investors, who simply and plainly seek
profitability in a changing environment which demands continuous valuation of their expectations.
There are periods, as the current one could be, where companies’ decisions privilege medium-term
investment decisions to the generation of yields or cash flows in the short term. This, which has been
the position in some cases, has been taken into account by analysts; the same as the strategies that
housing developers have adopted in what is perceived as a new housing model in the coming years.

Although it is recognized that the punishment of share prices is generalized and does not necessarily
incorporate (although it could and should) the differentiation in the business models, it is also true
that the weakness in the yields is not a new story, but has instead been a constant in recent years.
Nevertheless, it is recognized that the housing market will continue to show important dynamism
going forward and publicly traded companies are well-positioned for capitalizing on the opportunities
that will be generated.

The market has strongly punished the construction companies

The value of the shares of housing construction companies contracted by close to 50% during
2011. The Habita Index, which concentrates the sector companies, went from a value of 595 points
at the end of 2010 to 256 points in December 20112 that is, a contraction of 57%. In the same
period, the Mexican Stock Exchange Index fell from 38550 to 37071 points, also a drop, although
much more modest (3.8%).

However, by expanding the comparison horizon a little, it can be seen that the Habita Index has
maintained a negative trend as of the second half of 2008; its value at the end of 2011 came to barely
30%. compared to the highest level it reached in that year.

Graph 34 Graph 35
Stock market indexes: IPC vs. Habita Stock market indexes: housing construction
(points) companies (pesos per share)
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Source: BBVA Research with Bloomberg data Source: BBVA Research with Bloomberg data.

' The analysts of Actinver, Banorte, BBVA Bancomer, Credit Suisse, Deutsche Bank, GBM, JP Morgan, Morgan Stanley and Scotia Capital
participated in this study.
2 Figures to December 6.
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Moreover, the drop is generalized and what is interesting is that it has occurred despite the increase
in revenues which, except for 2009, have shown double-digit rates among some of the issuers. In
201, (with figures through the third quarter), revenues continued to rise (save for two issuers that
reported negative figures in the third quarter). Although it is clear, the increase in revenues is not
what is most important and clearly it has not been the determining factor in the share prices.

The source of the discord appears to be in the profitability indicators, particularly in the generation
of free cash flow (FCF), which has been showing consistently negative figures since 2007. Moreover,
also causing discontent among analysts, has been the fact that for 2011, according to financial guides
provided by the issuers, said indicator would show positive figures or at least less negative ones,as
occurred in most of the cases.

Chart 7 Chart8
Construction companies: Revenues Construction companies: FCF*
(Annual % nominal change) (Millions of pesos)
Geo Urbi Homex Ara Sare Geo Urbi Homex Ara Sare
2007 194 271 290 93 194 2007 2179 2,441 -93 -622 -671
2008 16.5 174 166 37 56 2008 366 1660 -3,795 -894 -563
2009 101 13.0 73 202  -402 2009 748 2723 449 780 -4
2010 -0.3 14.5 125 36 -171 2010 -616 355  -,380 -317 534
1QM 197 171 141 35 24 1Qn 290  -806 -290 -544 14
2Q11 39 155 137 41 20 2Q11 -480 -169 918 -247 207
3Q11 93 80 103 196  -432 3Q11 -865  -1,000 -246 132
Source: BBVA Research with Bloomberg data. *Free cash flow

Source: BBVA Research with Bloomberg data.

The consultation of the sector analysts, directly or through reports, allows confirming that the
generation of FCF is key in its valuation of the performance of the issuers. However, it also influences
the diagnosis of the strategies adopted individually to guarantee growth and long-term profitability.
The following is a synthesis of are the main findings, some of which are guite interesting with regard
to the consultation realized.

What do analysts think about the housing market?

The change in the construction model, of horizontal to vertical housing, has forced making

new investments in land and, in general, to increase the working capital requirements. In this
process, where the public construction companies are seeking to accelerate the pace to position
themselves solidly in the 2012 subsidy program (that will advance the distribution of resources,
mainly in the first quarter), the generation of FCF has been delayed, and no substantial changes
are anticipated prior to the second half of 2012. It should be specified that the FCF is one of the
most important variables for analysts at the time they are estimating the target prices of shares, as
well as the operating margin (EBITDA).

However, as some have pointed out, there are some elements that could help to mitigate the increase
in working capita requirements, such as the reduction of up to 30% in construction costs in the vertical
model vs. the horizontal (due to lower expenditures in urbanization and more houses per hectare).

In general, there are doubts regarding the current value of the land reserves of the construction
companies. Some feel that they would have to be sold at a discount, because the new housing
model requires better located land. In any case, there is ignorance as to their location, the degree of
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urbanization as well as its valuation. Also, the adoption, as of 2012, of more unified standards at an
international level in real estate accounting (IFRS) generates uncertainty regarding the manner in
which reserves should be valued and accounted.

On the other hand, the analysts consider that the change in model toward vertical housing tends
to benefit the publicly traded companies, at least in the short term, being that the smaller ones lack
experience and technical capacity in these projects. According to some analysts, by reading this,
the companies could moderate the investment rate so as to achieve a greater generation of FCF.

The reforms to the Infonavit Law, the same as with the programs that will be launched for the
unaffiliated population in public housing institutions, are perceived as potentially important

for boosting the market, to the point of even doubling it, according to some, although there

are those who also think that with the reform of the Infonavit Law, the incentive for acquiring

a second home will be lost to monetize the balance of the housing sub-account.? For others,
these programs will serve at least to maintain the dynamism of activity. And, the thing is that
there are those who maintain the idea that the base of Infonavit-affiliated workerswill be reduced
importantly as of 20164

Analysts believe that the recent situation, where the financing of housing construction has shown
a certain restriction, the publicly traded construction companies are better positioned than their
competitors, both due to the capacity to access various financing sources, such as the high share
that they have in the loans granted by the public housing institutions. This last fact would also be
an important advantage in a scenario of a slowdown in economic activity.

...on housing construction companies?

Geo

It is well-positioned in the new housing model with technology that allows for accelerated
construction and well-defined commercial strategies. It has the highest share in the Infonavit
among the construction companies, and it is positioned in the lowest income segment, which is
the highest beneficiary of the subsidy programs. More than half of its sales are concentrated in
homes of less than P$300,000, which, due to the advantage of having the subsidies, are those that
move more quickly. It has an association with specialized investment funds for the administration
of its land reserves, which generates a certain pressure on net income. Some perceive their
indebtedness levels (relatively high) as an element to watch, particularly in a scenario of an
eventual economic and/or financial restriction.

Urbi

It is well-positioned to attend the unaffiliated population, given that, for some time, it has developed
a commercial strategy for attending this segment (savings and rental programs with an option

for purchase). It has ample reserves (the most important in terms of value) that it expects to place
with higher margins than those of housing. The company has opted for long-term growth prior

to generating free cash flow. It has a solid balance with high EBITDA margins, low leverage and
accelerated inventory turnover. It also has generalized optimism as to the success of its strategy in
the medium term.

3 In principle, this would seem to have a negative impact on the market, but, in reality, this is not the case. A good part of the uninhabited homes
has to do with this “incentive”. With the passing of time, what was confirmed is that in a good number of cases, the second home did not cover a
household need and there were not many possibilities for renting or selling it.

4 Although this, in reality, was not what the Institute wanted to transmit, but rather that it had to be developing differentiated products to integrally
attend its affiliates’ needs. It should also be noted, and it is not a lesser topic, that the estimates were done by using the figures of the 2006 count,
being that the 2010 census showed a very different dynamic of population and household formation.
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Homex

It is focused on an income segment slightly higher than Geo and Urbi. It has a shorter working
capital cycle. It has made important investments in land reserves, as well as in entering new markets
(Brazil) and businesses (penitentiaries). At least in the short term, this implies important working
capital requirements, which implies a delay in the generation of free cash flow. The diversification in
its businesses has generated some surprise (and uncertainty), even though there is confidence in the
success of the operations in a medium-term horizon.

Ara

Growth has remained stable in recent years (at low rates) and there is an surplus of available
land. In relative terms, it is lagging compared to the other construction companies. There are
some doubts reagarding its capacity to position itself quickly in vertical housing projects for
the low-income segment. The generalized perception is that its balance is solid and, should
the financial results of the company improve (begin to generate free cash flow), the potential
increase in the price of the company’s shares would be significant. The performance that it will
have in the company’s most important development currently, Crystal Lagoons, will be a key
factor in these results.

Sare

The restructuring process based on selling land to unleverage itself is in progress. The strategy could
be the appropriate one although the more restrictive economic conditions could force the company
to apply significant discounts to its land reserves. The company has had difficulties in moving its
homes in the medium and residential segments, and has found financial restrictions for funding the
required working capital in projects for the medium- and low-income segments that move more
quickly. The company should be resolving its leverage levels, at the same time that it finds sources of
liquidity that will allow it to expand its operation and improve its execution capacity.

Chart9
What do the analysts think of...?

« Solid positioning in the low-income segment
Geo « It has the highest share in the loans granted by the Infonavit (90%)

« A construction model adapted to the new model: vertical and sustainable

« Well-positioned in the non-affiliated segment (Urbi Alternative)
Urbi « With a possibility for marketing reserves with high margins

« A long-term growth strategy

« It diversifies its operations with new markets and businesses
Homex « It still requires investment in working capital to consolidate projects in progress

« Its strategy offers promissory results, although not in the short term

« Stable growth in recent years
Ara « Solid balance with a low indebtedness level

« Crystal Lagoons Development, key to the strategy of the business

« Liquidity restrictions inhibit greater growth

Sare « Sale of territorial reserve, strategy for lowering indebtedness

« Important to include in its sales mix a greater share in the low-income segment

Source: BBVA Research
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Conclusions

In a year of growth in revenues and sales, the housing construction companies have been strongly
hit in the stock market. Investors are clear in that the most tangible result of the solid performance
of a company is the generation of cash flow. The decisions that the companies make must have, in
time, a mix of sustainability and growth with profitability.

Thus, there is consensus among the analysts in the sense that the punishment to the share prices
has to do fundamentally with the absence of FCF, but that in most of the cases, this is a situational
condition associated with the increase in investment. In the long term, the sector continues to be
structurally strong. As for the current evaluations, analysts coincide in that for the companies with
the best balances and/or the most solid positioning going forward, the rallying margin that the
prices of their shares would appear quite attractive. It would seem, then, that the question is not
whether the shares should rally, but when.

Having said this, and if conditions seem to be favorable for a better financial performance of the
construction companies in 2012 (with the program for the unaffiliated, together the advance in the
calendar of delivery of resources) everything at the end will depend on the speed in which the
companies themselves will advance in the vertical projects and to the degree in which the housing
support programs of the federal government materialize successfully.
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3.4a. The “unaffiliated” and their relation
with the mortgage market

Housing support programs have received a strong boost from the federal government and
throughout the last decade, and this is expected to continue throughout the following years.
Having designed and consolidated a broad array of solutions for the population affiliated to

the public housing institutions, the following step is to attend the unaffiliated. Certaintly they
require appropriate programs and instruments, but there is no doubt that although the affiliated
population will maintain the greater volume of the operations, an important part of growth will
come from new segments, such as remodelings, rental housing, and most outstanding, housing
for unafffiliated workers.

In this article of Mexico Real Estate Outlook we analyze the potential size of this market, both in
terms of the total volume of workers as well as their income level, and we will also deal with the
type of housing that they could be acquiring. The analysis reveals some interesting and promising
findings. For example, the fact that unaffiliated is not synonymous with low income, and also, that
the cost of housing measured as a proportion of total income is very similar among households,
independently of their condition of affiliation or if they have a mortgage loan or not. However,
considering the figures in perspective, we contribute by eliminating some myths, such as the idea
that all unaffiliates can be attended to by the commercial banks.

Identifying the unaffiliated

The public housing institutions are engaged mainly in attending the population affiliated in the
social security institutions and that have the benefit of access to housing credit. Similarly, the
financial intermediaries attend, in a greater measure, those workers with a social benefit affiliation,
among other factors, due to the greater certainty regarding their labor stability. As a result, the
unaffiliated population has faced greater restrictions to enjoy access to the mortgage market,
despite also having housing needs. Consequently, the quantification and characterization of this
segment of the population is of interest, with the objective of being able to design adequate
strategies for its attention.

To quantify the housing needs of unaffiliated workers, we used the figures of the 2010 National
Survey of Household Income and Expense (hereinafter ENIGH 2010), and which notes that in
that year there were 112.6 million inhabitants in the country, with a total of 29 million households,
which, in turn, resided in 28.5 million homes. Thus, the first thing that can be said is that in 2010
there were 560 thousand households that had no housing, concentrated in the lowest-income
segments' (nearly 75% of the cases were located in the first four deciles), where the majority
corresponds to unaffiliated households (300 thousand, vs. 203 thousand among the affiliated
households).?

TAlmost 75% or the cases were located in the first four deciles, with an average income below seven thousand pesos.
2 The difference compared to the 560 thousand households is due to the fact that not all are part of the economically-active population.
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Chart 10 Graph 36
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From the ENIGH 2010 survey, it is seen that the economically active population in that year was
474 million, of which 445 million were employed at the time the survey was taken. Of these, only
20.2 million workers had a job and received medical attention from the IMSS, the ISSSTE or other
institutions,® and these were considered affiliates.

Thus, based on the 2010 figures, 24.3 million workers, who form more than 11.5 million households,
lack affiliation to social security* A more detailed look shows that the unaffiliated population is
distributed in a uniform manner in the lowest-income deciles (that is, there is more or less the
same amount, along the order of 2.5 million, in each decile) and is lower in the final deciles. The
interpretation is simple: to the extent that income increases (as of the eighth decile), it is more likely
that those employed will have social security coverage.

Graph 37 Graph 38
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Source: BBVA Research with ENIGH 2010, INEGI data Source: BBVA Research with ENIGH 2010, INEGI data

3 Such as medical services provided by Pemex, the armed forces or private services. The free medical insurance program was excluded because
social security affiliation through the health services tends to be used as a means of accessing a housing sub-account. However, the ENIGH 2010
explicitly included a question regarding whether the worker had a housing credit provision. Thus, initally the number of unaffiliated workers is
used for comparative purposes with other published calculations, but it was decided to use the number of workers without the housing mortga-
ge loan provision.

4 The estimate was done considering that if the household had at least one member affiliated to some contributive medical service, then the
household is considered as being affiliated. By contrast, the unaffiliated households do not have any family member affiliated to a contributive
medical service.
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In the last decade, there has been notable progress in the employment conditions of the population,
while in 2000, 65% of the working population was not affiliated to social security, in 2010, the
proportion had descended to 55%. That is, the efforts to increase formal employment have had
favorable, though gradual results.

Graph 39 Graph 40
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However, social security is not the same as a housing credit benefit. For purposes of measuring
potential housing needs or demand among those that do not have access to this benefit, workers
should be considered that do not have access to housing credit. In 2010, there were 91 million
affiliated workers and 241 million unaffiliated to this benefit. This becomes very important, because it
dispels the generalized belief that only non-salaried workers lack access to Infonavit or Fovissste.

Due to the above, we believe that quantifying the housing needs of all workers that do not have
access to the benefit of a housing loan, would lead to a measure closer to the total number of

workers that face greater barriers to having access to a mortgage loan in its traditional formats. This
group, which totals 33.2 million workers, is greater than that of affiliates with the benefit of a housing
mortgage, 111 million. In terms of the number of households, they total 173 million> This universe,
which can be denominated as “Households without a housing benefit” is the target group of the
programs for the unaffiliated, and on which we will focus our analysis throughout the rest of the article.

Graph 41 Graph 42
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% As in the case of unaffiliated households, in this case we considered that if at least one household member has the benefit of a housing loan,
then the household has the benefit. On the other hand, those households without the benefit of a housing loan by any member are considered
as not having the benefit.
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Workers without the benefit of a housing loan, in detail

Of the total number of housing units where workers live without the benefit of housing credit, 1.9
million are owned and 2.4 million are rented® On the other hand, 7 million of these households
present conditions of overcrowding, measured in terms of the criteria of the United Nations of more
than two occupants per bedroom. In both cases, the lower income deciles concentrate the majority
of these households and homes.

Graph 43 Graph 44
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When comparing the affiliated and the unaffiliated, it is interesting to note that the monthly payment
of households with financing for housing (the group with housing loan benefits) is very similar to
that of those that pay rent (the group without the benefit of a housing loan). In some cases, in some
deciles, the rental payment surpasses that of the average mortgage payment.

Graph 45 Graph 46
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Another interesting datum is that the rental payment that is currently being made for rented
housing by workers without the benefit of a housing loan, is lower than the 20% of total current
income as of the third decile. The figure is more relevant when it is considered that the percentage
of current income that a mortgage payment represents (@among those that currently hold a
mortgage) is along the order of 21%. In other words, the proportion of income that is destined for
housing is the same in both groups.

& The remaining 2.9 million belong to another classification of property (on loan, in litigation, intestate, etc).
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An additional datum, equally revealing and in a way linked to the above point, is that the current
income is very similar among the population with the benefit of a housing loan and that of the
population without this benefit, even in the last decile.

Graph 47 Graph 48
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Measuring the market potential for housing mortgages

Once the population is identified according to income level, the following step is to identify those
with sufficient income to cover a mortgage payment; that is, a measure of potential demand. Making
the monthly mortgage payment for the cheapest housing in the market (with a price of around 200
thousand pesos) requires a monthly income of around seven thousand pesos, which is equivalent
to slighly more than four minimum wages. There are 81 million households without the benefit of a
housing loan that meet this first condition.

Passing from potential demand to real demand requires additional segmentation, which consists in
identifying those that, in addition to having the minimum income required, want and/or need housing.
The first is not so easy, but there is a way of measuring at least the second. That is, although we do not
have an accurate knowledge of those who want housing, we can assume that those interested in a first
instance would be those that currently have housing needs, something that is possible to determine.

To guantify the housing needs among the population without the benefit of access to a housing
loan and with sufficient income for a mortgage payment, we used two basic criteria: households
that lack housing and those with conditions of overcrowding.” In this group there are 41 million
households, of which almost 70% (2.8 million) live in rural areas (small towns with fewer than 15
thousand inhabitants), where coverage of financial services is scant® and where problems regarding
geographic mobility are important.?

Now then, the commercial banks could not attend all this population. Based on the current structure
of mortgage financing by the banks, it is seen that loans granted under co-financing with the public
housing institutions have an average value of 617 thousand pesos,© which is within the price range of
housing considered to be of entry level or social benefit™ This means that the rest of the loans, that
is, those granted in an exclusive manner or with the banks own resources are aimed at higher level
segments. In fact, the average value of housing of this type (with the banks own resources) is close
to 1.2 million pesos.

7 Although a broader measure should also consider those living under precarious conditions due to the quality of the housing materials.

8 According to the Third Report of Financial Inclusion (RIF3) issued by the CNBV (National Banking and Securities Commission), only 17% of the mu-
nicipalities with fewer than 15 thousand inhabitants have a bank branch. The growth in the coverage of financial services toward these locations has
taken place through bank correspondents.

2 Migration toward the state capitals or to other states in the country, as well as abroad is a common phenomenon in this type of localities.

© Figures for 201, January - October period.

' The top price of which is 637 thousand pesos, using the classification of the Mexican Mortgage Association (Asociacion Hipotecaria Mexicana (AHM).
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Graph 49 Graph 50
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Based on the fact that workers without the benefit of access to a housing mortgage would have
to be attended with bank resources, under a similar plan to that of affiliated workers, the natural
segment for the commercial banks would be formed by those who perceive sufficient income for
housing in the medium range and residential segments. These represent close to 17% of those that
could have access to a mortgage loan and have need of housing? The proportion is similar to that
of affiliated workers that have access to credit (15%). This fact is not surprising, considering that the
income for both groups is very similar.

In absolute numbers, the potential for loans granted by the commercial banks is close to 700
thousand, which corresponds to the last two income deciles” This might appear to be a modest
sum, but in context, it is worth mentioning that the number of loans granted by the commercial
banks with their own resource in 2010 was almost 50 thousand. Set forth in other terms, the potential
volume of loans for workers without the benefit of access to a mortgage loan is equivalent to around
14 years of current activity.

Graph 51
Population without the benefit of access to a housing loan: income, location and need
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2 The figure should be read simply as the potential for attention, among those that have sufficient resources and the need of housing, the seg-
ment comparable to the client base (affiliated workers mainly). It does not mean that all would want to acquire housing.
B If only the unaffiliated workers are considered, the number of potential loans would be slightly more than 300 thousand.

Page 27



BBVA ‘ RESEARCH Real Estate Outlook Mexico
January 2012

What about the rest? There are around 34 million households with minimum income sufficient for

a mortgage payment and the need of housing, although the banks would not exclusively attend to
them. This group requires federal government support in the form of guarantees or some others.
This is precisely what the Program for the Unaffiliated of the Federal Mortgage Association (SHF for
Sociedad Hipotecaria Federal) and the National Housing Commission (Conavi) does. Although this
should continue to develop to attract the participation of financial intermediaries, it is well designed

in the sense that it accurately identifies the market that should be attended (See Figure “The Program
for the Unaffiliated”.

Graph 52
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Is this the total market? No. The 4.1 million households that are included here are only those with the
most urgent needs. And it should be emphasized that they represent only half of all those that could
have excess to a housing loan in terms of their income. Among the remaining four million are those
that, without an urgent need, want to acquire a loan. This will be seen over time.

The fact is, and this must be clearly stated, that the segment of workers without the benefit of access
to a housing loan, has not been well attended, not only due to a lack of income, because as we have
seen, their income is similar to that of the salaried population with housing loan benefits, but because
there are not many indicators to identify them with precision.

Graph 53
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Let us take as an example, tax collection indicators, which are very revealing in this sense. During
2010, among salaried workers (for whom the withholding of taxes is done by the employer), income
tax (ISR) collection was 297 billion pesos; in contrast, for taxpayers registered as Individuals, collection
was 19 billion pesos. Moreover, among the 32.2 million taxpayers registered as Individuals, only 1.2
million (3%) filed a tax return in 2010. Also, among those that filed a return, nearly 63% of the amount
collected correspond to the last two deciles of households, that is, those with the higher income. This
is consistent with the argument that this group is naturally, the one that the banks could attend.

And it should also be stressed that the low tax collection levels among Individuals or non-salaried workers,
does not necessarily imply lower incomes. Some studies show that tax evasion in the country in the
segment of Individuals, only with regard to rental income, is 64% (Cantald, Castafieda & Sempere, 2006).

Conclusions

The analysis of the population that lack access to a mortgage loan granted by the public housing
institutions offer an interesting outlook on the potential this offers. Although there are some
precisions that help to identify the products with which they should be attended, and with this
avoid generating false expectations.

The population without access to a housing mortgage loan by the Infonavit or Fovissste is greater
than those who have access, and the income of both groups is similar, as well as the distribution
of their expenses, including that of housing. Moreover, the unaffiliated are only a part of the group.
Among the population with social security, there are 91 million that do not have the benefit of
access to a housing mortgage loan.

It might therefore be considered that this segment of the population offers a vast potential for
the significant growth of mortgage loans over the next few years. In theory, although this is
possible, it would have to be qualified. Initially, those who have the income necessary to pay a
mortgage would have to be identified, and from that point on, those who need housing and/

or are willing to acquire it. Then there is the matter of who would grant them the loan. Among
those that could acquire housing and in addition need it, only 17% could be attended exclusively
by the commercial banks. The remaining 83% of the cases would require the support of the
federal government. An additional fact, which should be considered, is that these are aggregate
numbers, and further considerations include who would want housing, and the filters that will
allow estimating various risks, such as labor mobility, age, etc.

Government support programs should segment the target population accurately, and design
mechanisms that help measure their development. The SHF and Conavi support program (See
Figure “The SHF Support Program for the unaffiliated”) is promissory in this sense: The fact is that,
identifying the needs and designing the appropriate programs, the population without the benefit
of access to a mortgage loan could be an important catalyst force for the construction of housing
over the next few years.

Finally, it should be emphasized that although some advances have been made, it is necessary to
strengthen efforts, first to raise the potential growth of the economy as a route toward a greater
generation of employment, and second, to motivate formal employment, which is perhaps the surest
route to increasing the number of mortgage loans granted by the banks under a co-financing plan.
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Inset 2: The SHF program for those unaffiliated to government housing

institutions

The Mexican federal government’s efforts to expand access
to the mortgage market have focused on workers affiliated
to government housing institutions. More specifically, lower-
income workers who reside in rural areas marked by high
poverty levels.

Independently of these programs, the Sociedad Hipotecaria
Federal (SHF or Federal Mortgage Association) seeks to
serve the 59 million families who are not affiliated to public
housing institutions and have housing needs, which are not
met despite their being part of the employed population. The
program for such “unaffiliated” households is a promising
initiative, mainly because it is focused on a segment of the
population that does not have access to the mortgage market
through traditional channels such as the public housing
institutions and banks. To achieve this objective, the SHF
strives for the program to encourage financial institutions to
consider this sector by improving borrowers’ credit profiles.

Potential market size

Based on the 2010 National Survey on Household Income
and Spending (ENIGH 2010), we obtain a figure of 115 million
households unaffiliated to government housing institutions,
while there are 17 million households without housing loans
independently of whether or not they are affiliated to a fee-
based public sector health care service such as the Mexican
Social Security Institute (IMSS) or the State Employees Social
Security and Services Institute (ISSSTE)! Therefore, the market
for workers who do not have housing loans is significantly
greater than just households unaffiliated to the government
housing agencies. Households that do not have such loans
have the same average current income as those that do

Chart 11
Scope of the program, by income level
(number of loans)

receive such credit. In addition, the percentage of current
spending that these households earmark for mortgage
payments is very close to what families that do not have such
loans dedicate to rent.

The program is aimed at those with income levels equal to or
above three times the monthly minimum wage, or 11.3 million
households. In breaking down the figure into the number of
households with housing needs according to the SHF criteria,
the result is 14 million families. This is similar to the figure of 1.2
million households estimated by the SHF as a priority.

The program for those “unaffiliated” to public
housing institutions

The program for the “unaffiliated” implemented by the SHF is
based on two basic criteria: 1) attracting financial institutions
and 2) improving the borrower’s credit profile. In addition

to the improvement in borrowers’ profiles contributing to
increasing the attractiveness of this segment for financial
institutions, SHF provides home loan insurance, along with

a first-loss guarantee through other federal government
agencies such as the National Housing Commission. On a
second level, SHF can grant a subsidy for the down payment
and a subsidy for housing loan insurance (hereinafter HLD
premium to improve the borrower’s profile.

Home builders also participate through the first-loss
guarantee’s premium coverage. Thus, the subsidy will be
distributed in the down payment, first-loss guarantee, HLI

and the monthly payment of the mortgage as long as the
borrowers are current on their payment obligations. In the first
year, the program could encompass 23000 loan holders for a
total amount of 8.8 million pesos.

Chart 12
Scope of the program, amounts by income level
(Millions of pesos)

Income Total Income Total
< 5X the minimum wage 9,805 < 5X the minimum wage 1,465
Loans Loans
>5X the minimum wage 12,954 >5X the minimum wage 7324
Total 22,759 Total 8,789

Note: SM = minimum wage
Source: BBVA Research with SHF data

Note: SM = minimum wage
Source: BBVA Research with SHF data

! For statistical purposes, a household was considered to not have a housing loan unless it has at least one employed member with this benefit
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However, it should be kept in mind that it is to be expected
that those unaffiliated to government housing institutions
have more volatile income and a different payment behavior.
Risk considerations should then be taken into account.

Thus, the design of the loan product for these segments
should cover the characteristics of credit, risk, and collection
mechanisms for this sector.

El mercado cuenta con un par de referencias de sectores
The market has a number of ways in which sectors with
a lower degree of attention from traditional institutions,

Graph 54
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The participation of financial intermediaries will be gradual,
starting with the income bracket that earns more than

five times the minimum wage. Nevertheless, initial efforts
would primarily be aimed at the sector earning more than
15 times the minimum wage, since the average value of
housing financed by banks is 1.2 million pesos. This should
always be considered, taking into account conservative
lending practices.

The importance of this program is due to the size of
the population segment to be attended to within the

2 Based on figures from the CNBV information portfolio available at www.cnbv.gob.mx

January 2012

such as is the case with the unaffiliated, can obtain credit.
The sofoles (limited objective financial companies) attend
to salaried workers, but have experienced a greater
weakening of their portfolio as opposed to the commercial
banks. Another modality is the current participation

of non-wage earners in the mortgage loan portfolio of
commercial banks, where they account for 3% of the
number of loans and 4% in monetary value; 93% of such
resources were earmarked for borrowers with incomes
greater than 15 times the minimum wage.?

Graph 55
Bank mortgage loans* 2011: amount of placements by
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economically-active population, which, as noted above,
numerically exceeds those currently attended to by the
public housing institutions, as well as the limited coverage
that it has historically had. However this requires specialized
knowledge given that increased risk is expected, and
previous experience in similar sectors confirms this. This
program will have an additional impact by improving access
to a sector of housing demand, as it will be the driving force
for growth in the mortgage market and the construction
industry in coming years.
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3.b. "Land banks™
a little used financial mode|

In this article of Mexico Real Estate Outlook, we present an analysis regarding the functions and
the role that the land banks play in the housing markets. These institutions, which are mostly
administered by governments, have been constituted in developed countries as essential tools
with which to promote competitiveness in the markets they attend and, in some cases, solve
specific problems in the communities. By means of various incentives, they help to strengthen

the land financing channels and, in passing, to correct some of the phenomena inhibiting housing
appreciation such as: abandonment, lack of territorial planning investment (public and private),
and re-positioning of repossessed homes. In the first part of this article we quote the definition and
the main functions of the land banks. Then, the main approaches that have been adopted at an
international level on this topic and the manner that these financial channels have evolved in the
case of Mexico. Finally, a perspective is offered regarding the potential value that this market could
offer in the country.

What is a land bank?

At an international level, land banks have been constituted as governmental institutions that establish
mechanisms to channel financial resources toward specific urban areas which have problems in
administration or in a sub-optimum use, or that are planning to improve its use in the future. Even
though they normally operate with a government budget, on some occasions they can obtain
private funds.

In general, they are directed toward preserving both the value of the land and the constructions,
especially when they are affected by disorder in the urban environment. Normally, said disorder is
associated with the abandonment of the land or the homes, the lack of investment in areas with

an urban development potential and the recapitalization of properties that, due to the high costs of
repossession or seizure, cannot be placed once again in the market.

Figure 1
Typical functions of a land bank at an international level
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Some examples: private investment in under-utilized areas in the United
Kingdom

In the United Kingdom, land banks promote private investment in under-utilized areas. Government
participation in the rehabilitation of the areas is marginal and close to three fourths of the investment
destined for under-utilized areas comes from the private sector. It should be stressed that it is
necessary that such areas are in total abandonment or have been repossessed. The intention
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to maximize or make better use of the properties is enough to justify the investment in favor of
materializing the economic, physical and social benefits in the government’s development plans..

One of the main incentives of the private sector lies in the fiscal aspect, given that the government
allows the deductibility of all expenditures associated with the improvement of land that had been
garbage dumps or that is in industrial obsolescence!

The local governments contribute by identifying the properties in disuse, determining the
responsibilities in the land rehabilitation process and set the criteria for maintaining a public
registry of the properties according to zones and uses. Also, the municipal governments and

the governmental landholding organizations are encouraged to sell so as to allow the central
government to include them in their plans of urban growth. As a main rule, the local governments
cannot constitute and operate land banks as a form of “‘corporate government” that avoids being
judge and jury in the decisions regarding some public assets of the community. This generates
incentives for a better execution and administration of the projects.

Finally, in those projects where the private sector does not invest directly, participation mechanisms
can be established for the construction and operation of the projects through private associations
and local governments.

..in other European countries, the investors are also the advisors

The first land bank formally created in Europe began operating in Amsterdam (Holland) in the

last decade of the XIX Century. Later, Sweden (1904) and France (1958) adopted the system. The
main reference of the land banks in the European countries resides on the Model of Private Land
Associations. Although they can have variables, the activities they realize include the development of
housing and commercial projects, being advisors in urban development matters, oversee that land
use is respected and collaborate in the projects for maintaining urban image and conservation. .

The Agencies for Regional Development are another mechanism, mainly for promoting economic
development and the regeneration of properties, in addition to providing the counterbalance for
private associations (@among other ways, by regulating their activities).

In China, the use of the land has been given on concession

Land banks began to operate formally in the decade of the nineties through a series of reforms for
use of land. The main objective of the local governments was to promote the development of their
economies with orderly urban growth, housing prices and healthy public finances. However, given
the socio-economic differences of the regions, a single model was not followed.

In general terms, a dual model was followed where investors could obtain the right to use of the land
through auctions or bidding processes at more competitive prices. This mechanism has contributed
to generating Industrial and commercial areas in abandoned areas. Contrary to other countries, in
China the land banks do not accumulate a large quantity of land, which has allowed for sustained
price growth? in developed areas. Meanwhile, the rise in tax revenues has also been accompanied by
an increase in investment on infrastructure.?

In North America, the objective was to recover abandoned areas

Relative to the United States, land banks began to operate formally between the decade of 1960
and 1970. The states best known for the success of their policies are: St. Louis (Missouri), Cleveland
(Ohio), Louisville (Kentucky), Atlanta (Georgia) and Flint (Michigan) which overcame problems such
as the abandonment of properties and the consequent problem of default in their local economies.

Some programs can deduct up to 150% of the total cost of land improvement.
2 Between 2002 and 2006, the rise in the average land price for commercial and residential use in the city of Guangzhou has been of 45%.
3 The city's tax revenues rose almost 60% between 2002 and 2006 and investment on infrastructure 68% for the same period.
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In the case of Canada, the practices began in the decade of the fifties, of note being the program
implemented in cities in Ontario since the decade of the sixties.

In these cities, a mechanism was established for transforming all abandoned and repossessed
properties into productive long-term assets*. Thus, the functions of the land banks included the
reduction of the terms for the collection and execution of the mortgages in default®. Also, they
maintained land use linked to the development priorities of the local governments. In some cases,
the land banks had even acted as housing developers® Here, the land banks also had the faculty

of setting the prices of the land, even with the possibility of placing it below its market value as an
incentive to attract private investment’. Finally, the land banks involve the community by generating
incentives for a better use of land in disuse®

Chart 13
Benefits of the land banks for the different participants

Municipal or local Land banks
governments Communities and housing developers
« Better use of community assets « Urban areas better integrated in « Expand financing sources
» Generate urban development work centers and urban equipping « Develop specific projects or the
solutions (schools, hospitals, training, etc) recovery of those with problems
« Potential for generating higher taxes  « Higher surplus value for real- estate such as abandonment or under-
and collection assets utilization

Source: BBVA Research

In México, the focus has been on financial management

In the case of Mexico, although scarce, some experiences worth mentioning have begun to emerge.

In Puebla and Aguascalientes, the state governments, through their housing institutions or agencies,
have acquired land reserves for urbanization and placing among housing constructors, so as to attend
to the housing needs of the low-income population?® Another example, in the Federal District, would be
on the land where the Pemex refinery once stood in Azcapotzalco. The land of 55 hectares was unused
close to three decades after the refinery had already closed, until 2011 when an ecological park was built
there with a lake, gardens, sports courts, etc. Finally, at a federal level, in 2009 the government began the
promotion of Comprehensive and Sustainable Urban Developments (DUIS for its Spanish initials) in order
to further that land destined for housing would have guaranteed at least a provision for standardized
services with criteria for sustainability.

But, beyond these cases that are a long way from offering comprehensive solutions, in Mexico land
banks do not rely on the participation of the government-be it due to the ownership of the land or due
to the authority for negotiating its use-; rather, they focus on the financial management of land reserves.
And it is within the housing financing chain, in Mexico's case, that land has received relatively little
attention by financial intermediaries and by the markets themselves. The commercial banks do not have
a specifically designed product to finance, despite the fact that there are some cases of banks financing
the equipping and infrastructure of lots. Instead, it has been the investment funds that have covered
these needs. The same occurs in the financing of urban equipping and infrastructure.

4 For example, in Hamilton, Canada, an improvement program was established for industrial properties in disuse where the government covered
up to 80% of the improvement cost of the locality, with quick reactivation purposes.

51n 1999, Michigan implemented a reform so properties could be repossessed in the first two years after incurring in fiscal non-compliance.
(Genesee County Land Bank. Side Lot Transfer Program Evaluation, 2006)

5Such is the case of the Genesee County, in the State of Michigan, in the U.S, which since 2004, expanded the faculties of the local Land Bank
to act as developer, because of the large number of properties that the state had accumulated since 2003.

7 0One of the main policies of the land bank of Atlanta is to acquire properties for less than 75% of the net value of the property. (Land Bank
Authorities, 2005, Chapter 6)

& For example, in the city of Cleveland, a government program marketed land in disuse with a front of up to 40 feet for just one dollar in order to
integrate them with the neighboring homes.

9 n the particular case of Aguascalientes, it should also be mentioned that the reserves acquired are framed in the urban development plan of
the state that seeks to put in order urban growth with a 30-year vision.
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The land banks are an effective way of administrating the land reserves of housing constructors.
Typically, the institutions engaged in this activity acquire the reserves that builders will use to develop
housing in the short term. which allows the construction companies to obtain liquidity and, at the
same time, to discount these assets from their balance.

The financing is done on the basis of individual projects, although based on as certain scale!® That
is, it is neither for all of the land reserve nor for the one that is expected to be developed in the
long term. It is not even due to the costs that it implies; it is only for those projects to be developed
in the next two to four years.

For those covering the conditions, the access to the land banks raises the profitability of their
projects significantly. In exchange for a share in the sales (somewhere between 15% and 20%), the
land bank covers the value of the land, which reduces the cost for the builder and, thereby, raises the
profitability of the project™

However, it must be clarified that the plan does not adapt to everyone’s needs. An initial limiting
factor is that some investment funds can only work with publicly traded companies? A second
one is that the financing cost itself cannot be absorbed by all the construction companies Third,
in order for it to be functional, the operating cycle of the housing product to be developed
should be well defined, which is most probable to occur in the housing segments for the lowest
income population, which have the support of the federal government for their marketing (which
eliminates some of the uncertainty as to the times for displacement). Finally, not all the housing
construction companies have land reserves for several years of sales and on which they require
for specific financial management.

Thus, the companies which typically go to a land bank are those that have large extensions of

land for their operation, both present and future, which they have accumulated so as to have the
necessary input to guarantee their operation for several years. under the premise of being able to
move the finished product with relative speed. In the end, this implies that it is the large companies,
preferably publicly traded, that are the natural candidates to receive financing from a land bank.

... Which constitutes an attractive market niche

Having already established that most (if not all) of the financing needs through land banks would
correspond to large companies, the estimate of the potential financial volume is based on two
criteria: one is the proportion of land in the total value of a home, and, two, the total surface of the
land required in construction.

In a first approximation, the value of the land in the total value of the home, the important thing to
know is how many homes of greater size are placed by the construction companies and what is
their average price, In 2010, 610,00 mortgage loans were granted at a national level, of which the
larger companies contributed 268 000" The average value of homes in the segments attended by
these construction companies (directed to the low-income population) is between P$325000 and
P$356,000 Therefore, the housing market value in the segment attended by these construction
companies would be of up to P$95 billion. Consequently, the activity of the land banks would be a
portion of that total.

© Although they are valued individually, land bank administrators require a portfolio of projects in which to invest.

Tt can be shown that for a project of between 5000 and 5500 homes, of a price around P$325000 to be built and sold in five years (from the
start of construction), under typical financing conditions costs for building and urbanization and operating and administrative expenditures, the
constructor is offered a return on his Investment on the order of 35%, when he should cover the cost of the land. In turn, when the land bank
covers this amount (in exchange fora share in the sales of between 15% and 20%), the profitability for the constructor rises to more than 60%
and for the land bank, it reaches 25%.

2 One way to limit the risks associated with the projects is through the evaluation of the builder, which requires knowing his operating and finan-
cial performance throughout time. The publicly traded companies offer better conditions for making this evaluation.

3 The publicly traded companies (quoting on the stock market) placed 155000 and other large ones, around 113000. As a whole, their participa-
tion in total new housing (456000) was close to 60%.

4 Based on reports of the companies themselves and the figures of the average housing value according to Infonavit and Fovisste segments.
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Chart 14 Chart 15
Average prices of Infovanit homes Average price of housing: publicly traded
(2010, thousands of pesos) companies (2010, thousands of pesos)

Average Share Average
price (% of loans) Housing price
Total 395.9 100.0 Urbi 336 3846
Social benefit 3235 91.6
Geo 56.1 3315
Economic 173.0 29
Popular (Mass) 274.8 629 Homex 440 3220
Traditional 458.8 25.9 Ara 18.2 402.0
Average 876.5 6.2
Residential 17481 18 e 27 748.9
Residential Plus 3,870.7 04 Total 154.6 355.9

Source: BBVA Research with Infonavit data. Source: BBVA Research with the companies’ data

On the other hand, a known datum is that the value of the land, as a proportion of the value of the
home, fluctuates between 10% and 20%; the highest percentages correspond to a residential home.
For the large companies which acquire large territorial extensions (and thereby have a greater
capacity for negotiation) and build for the lower-income population segments, mainly for social benefit
(or entry level), the figure for the value of the land is probably closer to the lower limit of the range,
that is, toward 10%. Using this proportion in the value of the housing market, one can observe that the
potential market value for the large construction companies is in the order of P$95 billion annually.

Chart 16 Chart 17
Market value of the land: by required surface Market value of the land: by % share in housing
(Billions of annual pesos*) value (Billions of annual pesos*)

Homes sold (thousands) 268.0 Housing units sold (thousands) 2675
Publicly traded 155.0
Surface per
. . 120.8 construction companies
housing unit* (m?)
Other large ones 125
Total surface 3.2
Average price (mp) 355.9

(thousands Ha.)
Market value (bp)

Value per m? 200
Home 95.2
Total value 6.5 Land** 9.5
*Based on 2010 figures *Based on 2010 figures

Source: BBVA Research with Infonavit data **Assumes value equivalent to 10% of the home

Source: BBVA Research with the companies’ data

The second approximation associated with the land area used in housing construction takes as
reference the average surface area of a social benefit home and the price per square meter of the

land for this type of home. On average, each home directed to the low-income segment requires a
surface area of 150 sg. mts. under the horizontal construction model” Multiplied by the 168000 homes
the large construction companies (publicly traded and others) placed in 2010, and adjusting 80% for
considering that up to 20% could have been placed under a vertical housing model, the surface to
develop annually is in the order of 3.2 thousand hectares.

™ This surface area is the result of adding to the housing surface area that corresponding to roads, common areas and others, which, as a whole,
represent up to 30% of the total area of the project.
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For the land where this type of housing is typically built, the price of the land, according to the
sector participants, is close to P$200 per sg. mt. Multiplied by the surface required, we obtain that
the value of the land the large construction companies occupy would be close to P$6.5 billion.

Graph 56 Chart 18
Potential value of the land market* Land reserves, large construction companies
(Billions of pesos) (Through September 2011)
40 38 Land Reserve,
thousands of Housing,
30 % Developer hectares Thousands
Geo 7.2 3823
20 Homex 80 3884
Urbi 5.7 3035
10
Ara 45 1821
O . ) Sare 09 46.0
According to According part. %
its value per m? of land of the land for housing Total 26.2 13023
*Based on 2010 figures. It is assumed that the land to be developed Source: BBVA Research with the companies’ data

can be placed in the following four years
Source: BBVA Research with the companies’ data

Now, taking into account that the volume that the banks can administer is equivalent to the
development foreseen for the following two to four years, it is obtained that the total potential value of
this market would be the result of multiplying by four the figures estimated above. The result is within
a range of P$26 billion to P$38 billion (or something between P$2 billion and P$3 billion dollars)The
figure should be seen as a potential, if it is that all the reserves (to be developed in the medium term)
of the larger construction companies were funded in the market.

An important question that has to do with the assumptions used in the estimate is regarding the
evolution of future land needs for construction. It could be assumed that to the extent that the way is
opened for the vertical housing model, the need for accumulating territorial reserves would decrease.
Even though there could be some reason for this argument, it seems more feasible to suppose that,
at least in the medium-term horizon, vertical housing will begin to develop in the existing territorial
reserves, and simply, there will be more space for building amenities and services which, up to now,
have been scarce in the housing developments.

In addition, there is the interest of the federal government to develop financing products for the
population that does not have access to financing from the public housing institutes, and this, in

the end, means expanding housing construction in the low-income segments. So, it is not totally
conclusive that the need for housing construction land will be reduced significantly in the coming
years. It is probable that there will be a mixed development, making use of existing land reserves
and, at the same time, seeking a more efficient use for other reserves or areas, up to now not much
exploited. In this second case, land that is property of the state or the municipality, could enter into
intra-urban areas that would contribute to a better use of the infrastructure and equipping of the city.

...and not only for housing

Housing development is not the only objective (nor the most important) among those who have
developed or contributed to funding the land banks. The commercial and industrial sectors have
land financing needs and attract more resources than housing. In 2010, a survey among the
members of the Mexican Association of Real Estate and Infrastructure Funds (AMFII for its Spanish
initials) revealed that housing obtained only 10% of the resources invested;* however, almost half,
48%, was destined for the industrial sector and 30% for the commercial. Moreover, they only occupy

6 Although sufficient for funding the development of almost 100000 homes. Although it is not precisely known in how much time they have
been developed, it is enough to see that they are equivalent to two thirds of all the sales of the publicly traded construction companies in 2010.
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a fraction of the surface than the housing projects: the profitable surface developed through 2010
with the commercial and industrial projects came close to 10000 hectares, one third of the land
reserves available of the publicly traded construction companies for that same year.

The same survey is revealing as to the marked growth of real estate funds as a source of financing
for land development. In a period of just one decade, investment went from around US$100 million
to a figure that, in 2008, already surpassed US$2.3 billion. It is true that the 2009 crisis reduced
investment significantly, but as of then, the figures registered (and the medium-term projections)
are showing a clear rising trend once again. In the year of the survey, growth in the construction of
shopping centers advanced at rates of 20%.”

Graph 57 Graph 58
Amount invested of the real estate funds Distribution of the investment of the real
(Millions of dollars*) estate funds (%, 2010)
2500
2000 Others* Industrial 48
1500 |_

1000 NI

Residential
500 18
Commercial
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0« ew . .
2000 2008 2013e

*Approximate figures *Hotels and offices
Source: BBVA Research with AMFII data Source: BBVA Research with the companies’ data

The potential for increasing investment in land banks (or, in @ more general way, on land financing
projects) in the coming years could be significant. In particular, because being projects with high
levels of return, but above all, stable over time, they have in the institutional investors, such as
pension funds, a broad funding basis. In this sense, the inclusion of Capital Development Certificates,
known as CKDs, in the investment portfolio of the Afores (retirement fund management companies)
they can be constituted as an important source of resources for the real estate sector in general. In a
period of only three years, from the end of 2008 to the end of 2011, Afore financing to the CKDs has
gone from P$2 billion to P$40 billion.

Conclusions: land banks, a little-exploited financing model

At an international level, land banks have surged from the collaboration between the public and
private sectors to solving some problems associated with a sub-optimal use of land, derived from
factors like disorderly growth, the abandonment of homes, and even tax evasion, or simply for better
future planning. Does this sound familiar? Experience should be retaken in Mexico, where accelerated
urban growth in recent years makes it urgent to have formal mechanisms of coordination between
the public sector and the private as to long-term urban planning and land management, which forms
part of the public policy agenda for the coming years. The DCUIS (Comprehensive Sustainable Urban
Developments), promoted by the federal government with enthusiasm, could be the response to this
need, although there much more is lacking.

7 Measured by the number of projects, the referred survey mentions that the companies surveyed operated 139 shopping centers in that year
and 28 additional ones were under construction.
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For now, the land banks in Mexico have been developed with the objective of covering financing
needs to achieve the urbanization of land. However, this link, the first in the housing production
chain, has been little attended in a comprehensive manner, not only by the commercial banks, but
by other financial intermediaries. This speaks of the lack of specialized financial instruments and
that these be adjusted to the needs of constructors throughout the entire production chain and in
different stages of the cycle.

The rates at which the construction companies fund their land reserve management needs and
the marked growth of investment destined to these projects in recent years suggests an ample
development potential for the land market in the medium term. The land apt for housing is only
one part, but the potential of other segments must also be considered, such as the development of
infrastructure, offices, industrial parks and shopping centers in areas close to living complexes. Even
the improvement of the areas where high indexes of uninhabited homes are registered, and where
eventually it will be necessary to invest in improving services and urban infrastructure.

In any case, the key to the development of these activities will be to have specific products for the
needs of housing constructors, according to their size, and that will help to cover land management
needs, both in the short and the long term.
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3.C. Infonavit: the 2012-2016 Financial Plan
and the new Law

On this occasion, in its 2012-2016 Financial Plan, A Strategic Institutional Agenda, the National
Workers' Housing Fund Institute ,(hereinafter the Infonavit) presents a new institutional challenge.
The change focuses on expanding the scope of the purpose of the Infonavit on the impact and
well-being of its affiliates and their communities, in addition to granting loans and the payment of
earnings. With this, the success regarding the reduction of the housing lag for workers and a greater
generation of well-being is achieved. It is no minor challenge, since it implies an increase in the
Infonavit’s current tasks and a better knowledge of the housing market, both in terms of those that
demand housing as well as of housing developers and even the authorities in order to guarantee
sustainability..

In this section of Mexico Real Estate Outlook, we focus our attention on the strategic agenda of
the Infonavit 2012-2016 Financial Plan, which seeks to define the direction for the compliance of its
objectives. This strategic agenda is the result of an analytical framework that compiles the housing
needs, risk and profitability issues, social balance and scope of public policies regarding housinge. In
addition, it considers the tripartite vision that characterizes the action of this institution and which is
assessed as part of its progress.

I. Housing needs

The 2010 Population and Housing Census shows that the population and the number of households
surpassed previous official estimates, which led the Infonavit to update its housing demand
projections. These changes imply, on average, an increase in attention required to 70 thousand new
households a year compared to previous estimates. Nevertheless, housing needs are not limited to a
quantitative aspect, but it is also necessary to evaluate the qualitative aspect of housing demand. In
particular, based on the information of the 2010 Census (the ENIGH 2010 for its Spanish initials), the
Infonavit identifies the need for the development of new housing solutions, such as attention to the
rural population and types of specific loans for remodeling or expansion.

The goal in 2012 is 490 thousand loans and an amount of 118 billion pesos. The number of credits will
reach 590 thousand in 2017 to meet the housing lag. As of 2018, there would be a reduction of 380
thousand loans due to lower demand, so the housing lag would be delayed one year compared to
expectations of the previous financial plan.

Graph 59 Graph 60
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On another front, the Infonavit seeks to attend to the housing needs of two sectors that require
specific attention: temporary workers and workers without a savings system for housing. Although it
is also quite clear in establishing that it will provide its operating capacity, although not its funding for
this second group; it is consistent in the use of the resources that belong to affiliated workers.

Il. Risk and profitability

With the aim of having a balance between risk and profitability, subject to its social role, the Infonavit
seeks to strengthen the granting of loans, the collection of these and to accelerate the recovery

and sale of abandoned housing units. In credit origination, the Infonavit will focus on households in
arrears, thereby reducing undesirable uses, and on the problem of uninhabited housing. With regard
to Personalized Counseling (API for its Spanish initials), this will play a fundamental role in assigning
specific products that improve credit quality.

On the other hand, through the rehabilitation of the environment, the idea is to solve the problem of
uninhabited or abandoned housing. In its 2012 Financing and Work Plan, the Infonavit mentions an
initiative to reassign housing to comply with this objective. However, the development of land banks
could be an instrument that supports this task in an efficient manner in the overall housing market
(see section 3b “The land banks: a little used financing model”.

This matter is of particular importance, since the Infonavit is implementing corrective measures
with regard to the deterioration of its loan portfolio as a result of the 2008 crisis and to prevent a
greater deterioration of its mortgage loan portfolio in the face of new economic conditions. For
example, the Infonavit estimates that in some years, 33% of workers could be in a special regime
of amortization, a situation where the workers have already concluded the 12-month extension
phase to make amortizations! The impact of these measures also directly affects workers’ well-
being, since a healthier portfolio allows the resources destined for preventive reserves to be
redirected toward the earnings of the housing sub-account. The Infonavit estimates that by the
year 2013, it will achieve its capital objective.

Graph 61 Graph 62
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portfolio

Source: BBVA Research with Infonavit data

"1t should be considered that if 33% of workers are in the special amortization regime, this does not imply that 33% of the loan portfolio is past
due. This is due to the fact that workers in this situation tend to have incomes lower than four minimum wages and their loans are lower on
average.
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Ill. Social balance

According to the measure of success of the work of the Infonavit, ensuring the quality both of
housing as well as the life of workers will have an impact on their well-being. To this end, the
Infonavit bases the measurement of social balance on three factors: quality of life, net worth and
environmental impact.

The first item is measured through the Index of the Quality of Life Linked to Housing (ICVV for /ndice
de Calidad de Vida Vinculado a la Vivienda), which was designed with the help of experts on the
matter and with the results of the surveys applied to its affiliates. One of the first conclusions of the
application of the ICVV is that its greatest effect is seen in households with a housing lag. Together
with this, making workers the owners of their homes, as well as being able to expand them according
to their family needs, are factors that contribute in a positive manner to their guality of life. On the
contrary, the inadeqguate location of their home and the absence of some important public services
for Infonavit affiliates reduce the quality. With the aim of improving this situation, the Infonavit
pProposes in its strategic agenda to redesign the scheme of guality assurance of the housing units, as
well as limiting the financing of housing that obtains less than 75 points in the Qualitative Evaluation
of Housing and its Environment (the ECUVE). Although it is also true that the provision of public
services is associated with urban development by the authorities, and this is not the responsibility

of the Infonavit, this could be influenced through financing favoring developments that have such
services. The search for the improvement of social well-being would also have implications on the
health of the Infonavit portfolio, since increasing the quality of housingas projected in this strategic
agenda, would inhibit the abandonment of housing units.?

As regards equity value or net worth, the measurement is done through the replacement rate.

lts application shows that the improved scenario for Infonavit affiliates is to acquire housing and
inhabit it, whereas the worst option is to acquire housing and not inhabit it. Therefore, actions
aimed at discouraging the abandonment of housing units will be those that generate greater
results in terms of equity value, actions that are again focused on having public services. On the
other hand, the strategy to reduce the environmental impact is limited to the green mortgage
program. These types of mortgages seek to motivate the use of ecotechnology, which could
reduce water consumption by up to 52%, as well as carbon dioxide (CO2) emissions. Nevertheless,
the absence of specific actions that generate incentives for developers could reduce the possibility
of success regarding this point on the agenda.

IV. Scope of the policies

In recognition of the importance of its role in the market, the Infonavit has as one of its objectives to
increase its participation in the coordination of public policies on housing, mainly in those concerning
urban development. This is a task that will have repercussions on the rest of the strategic agenda.

Regarding this matter, the actions are focused on ensuring that the subsidies are directed to those
workers with the greatest need for housing and which will have a greater impact on their quality

of life. As well as establishing a market credit model for workers with an income greater than four
minimum wages, while those workers that have lower incomes will be granted a social benefit loan.
On the other hand, the development of its own policies that allow for the proper management of the
resources of the National Housing Fund, and, if such is the case, of the liquidity surplus, in order to
obtain better returns for the savings of the workers.

2 Although the problem of uninhabited housing in Mexico is still not considered serious (14% of the total number of units, according to the
Population and Housing Census of 2010); according to Infonavit figures, abandoned housing units could be up to 40% in cases of portfolios with
greater collection problems.
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Changes in the Infonavit Law

Finally, although it is not part of the 2012-2016 Financial Plan, we approach the subject of the
reform to the Infonavit Law, which was approved the previous month. Probably, the change

with the greatest impact would be the eighth transitory article which will now permit workers to
obtain the balance of the housing sub-account 97 without having to go through a legal process.
In this manner, this is limited to an administrative process with the Infonavit, eliminating the
expense associated with the previous method, which was in detriment of the workers’ net worth.

The modification of article 43 grants the Infonavit more options for the investment of surplus
resources, which could be generated with the reduction of the demand for housing once the
housing lag is reduced, as established by the strategic agenda. With this, the opportunity to meet
the objective of granting better returns is a possibility, and now has an additional instrument.

On the other hand, two changes could spur the growth of the number of mortgages granted
by the Infonavit. The change to article 44 that would allow offering workers loans in pesos,
which could diminish the perception of a mortgage with a growing balance and its effect

on uninhabited housing, and even a reduction in credit risk. Also, the modification of article
47 will make it possible for workers that have liquidated their loans to have access to a
second mortgage. Although it is still early to know the exact impact on the number of loans,
undoubtedly the contribution will be positive.

Conclusions: the Infonavit presents a financial plan that seeks to address the
current concerns and with a preventive vision toward the future

In this financial plan, the Infonavit reveals the strategy to address the immediate concern
regarding the increase in the quantity and quality of housing demand, as well as attending to

a probable deterioration in the quality of the loan portfolio. Nevertheless, the strategies set
forth are not limited to attending housing needs and the balance between risk and return of its
portfolio. This financial plan sets forth a greater participation in the market and in public policies
by the Infonavit. In this new scope, which even requires a new implementation in its definition
of success, social well-being plays an important role. However, this reaction is not free, but

also depends on the problems that are observed regarding uninhabited housing units and the
deterioration of the loan portfolio. For this reason, the Infonavit seeks to have an impact on the
policies of urban design, which will offer workers the public services necessary to maintain their
units inhabited and provide greater incentives to continue paying for them.

Compliance with this strategic agenda requires organizational advancement both internally as
well as in the role it plays with the rest of the public and private actors. Although this is not an
element that is mentioned in the financial plan, formalizing the technical professionalization

of the Infonavit will be a priority task. This proposal is justified based on the achievements of
this past decade and the implementation of the agenda itself, which has been planned for the
medium term. This will allow making use of past experience and reducing the learning costs
and its impact on the industry, but above all on the well-being of the households formed by the
workers affiliated in the Infonavit.

Finally, the Infonavit now has some additional tools that will help to meet the strategic agenda: the

reform of the Infonavit Law. The changes made by Congress, have a direct impact on the topics that
the diagnosis of the financial plan signals as relevant and provides room for attention.
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4. Statistical Appendix
Chart 19
Annual macroeconomic indicators
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p 2012*
Real GDP' (annual % change) 0.1 13 4.0 3.2 51 32 1.2 -6.2 54 3.8 33
Private consumption, real (@annual % change) 15 2.2 56 4.8 57 40 17 7.2 5.0 4.0 35
Government consumption, real (@nnual % change) -0.2 0.8 2.8 25 1.9 31 11 38 2.8 34 36
Investment in construction, real (@annual % change) 35 3.2 51 41 79 49 4.2 -6.3 1.2 3.8 4.0
Residential 37 25 89 35 05 164 -0.5 45 4.3
Non-residential 6.1 52 7.2 5.9 6.8 04 22 34 39
Formal private empl. (IMSSY, total 12437 12,370 12505 12,892 13,483 14,044 14324 13886 14404 14985 15416
Annual % changel -0.8 -0.5 11 31 46 4.2 20 31 37 4.0 29
Avge. salary of cont. (IMSS, nominal pesos per day, avge) 158.0 168.4 178.6 188.9 198.5 209.2 2203 2296 236.6
Annual % changel 29 1.9 1.3 17 14 -28.0 10.7 97 73
Real total wages (IMSS, annual % change) 20 14 24 48 61 -25.0 12.9 6.5 1.2
Minimum general salary (daily, hominal pesos) 39.74 4153 4330 4524 4705 4888 50.84 5319 5577  58.06 59.82
% real annual change 0.7 0.0 -04 0.5 04 -01 13 -04 0.6 10 0.9
Consumer prices (end of period, annual % change) 5.0 45 47 40 36 4.0 51 53 4.2 34 35
TIIE 28 average (%) 8.2 6.8 71 9.2 71 7.3 79 51 45 4.5 4.0
10-year interest rate, 10 year Govt bond (M10) 101 9.0 9.5 94 84 7.8 83 81 6.6 6.5 6.4
p. Forecast from the date indicated.
* Review stage.
' Seasonally-adjusted series.
2 Thousands average persons. Seasonally-adjusted series.
Source: BBVA Research with Banco de México, Conasami, INEGI and IMSS data.
Chart 20
Annual construction and housing indicators
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p 2012*
Real GDP1 (annual % change) 20 33 5.2 38 7.8 43 30 73 0.0 5.1 3.8
Building 26 33 35 07 95 35 0.0 -14.2 -0.5 a7 35
Civil engineering and major works 11 33 77 12.2 55 61 103 6.4 -0.1 5.2 39
Specialist construction work 0.8 33 104 -0.6 26 41 -0.5 -105 46 6.5 5.5
Construc. employmt (IMSS, thousands people,avge)  930.2 945.8 969.5 1,019.7 11323 12034 12094 11039 11455
Annual % change -0.5 1.7 25 5.2 1.0 6.3 0.5 -8.7 3.8
Hydraulic cement production (tons, ann. % change) 24 0.8 4.0 11 77 09 2.8 3.2 29
Nat’l. cement consumption (tons, ann. % change) 1.2 -0.3 29 101 6.7 0.0 -36 1.7 126
Construc. comp.? (real prod. value, ann. % change) 17 4.2 878 2.2 2.2 -8.6 32
Building 16.2 9.0 981 72 31 185 -4.7
Public works -6.0 0.2 929 21 1.5 80 97
Water, irrigation and sanitation 31.2 13 53.2 -21.8 41 6.3 0.1
Electricity and communications -15.3 -284 85.4 126 15.4 8.2 26.8
Transportation -16.8 6.9 120.5 6.9 75 105 8.2
Oil and petrochemicals -0.2 57 793 -4.2 271 1.7 1.6
Other ‘164 -0.8 17.3 -10.3 07 -35.2 19.9
Resid. construc. prices, general (ann. % change) 35 6.9 12.2 -04 85 30 9.6 -03 45
Construction materials (@annual % change) 27 7.2 14.8 16 10.0 26 14 13 49
Labor (@nnual % change) 76 54 44 37 4.0 44 35 31 33
Rental equipment (@annual % change) 47 24 26 29 6.9 1.8 3.2
Mortganges granted (thousands)? 296 382 473 529 597 647 644 587 610 613 640

p. Forecast from the date indicated.
*Scenario in review.
' Seasonally-adjusted series.

2 Considered affiliates and nonaffiliates to the Mexican Chamber of Construction Industry.
3 Includes new and used home: INFONAVIT, FOVISSSTE, Banking and Sofoles (considers reduction for co-financig).
Source: BBVA Research with Banco de México, Conasami, Inegi, IMSS and AHM data.
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Chart 21
Annual housing finance indicators
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*

Number of loans granted (thousands)

Total 2354 2958 3818 4760 5675 6708 7257 7474 6782 6439 516.5
Infonavit 2053 2750 2977 3060 3764 4217 4587 4941 4475 4750 3889
Fovissste 264 11 66.4 594 487 76.6 684 86.9 100.3 90.0 551
Commercial banks and Sofoles 37 97 176 1106 1424 1725 1986 166.4 130.5 45.0 72.5
Reduction' 381 737 79.2 1035 91.5 339 206

Equivalent purchases 2354 2958 3818 4728 5294 5971 6465 6439 586.8 610.0 4959

Financing flow (billions of pesos, April prices)

Total 62.3 80.7 1070 1516 1896 2389 2663 2536 2147 217.2 196.1
Infonavit 52.0 67.8 70.7 719 917 1041 1013 164 102.6 14.4 1094
Fovissste 70 4.8 22.2 206 17.8 28.0 254 336 496 435 25.0
Banca comercial y Sofoles 33 80 14.0 591 801 106.8 1396 103.6 62.6 59.2 61.7

Commercial banks current loan portfolio
End of period balance (billion pesos) 3205 3217 3219 3244 3286 33110 3350 3397 3486 3520 379.7
Past-due loans index (%) 126 1.2 84 6.1 32 27 31 36 46 46 41

! Refers to finance (loans and subsidies) counted in two or more institutions.
*November figures.
Source: BBVA Research with Banco de México, CNBV, Conavi, Asociacion Hipotecaria Mexicana (AHM) and ABM data.
Chart 22
SHF Quarterly House Price Index by state (annual % change)
o8'lll IV 091 1] 1 IV 101 1] 11 \"] 11l Il 1

Nacional 5.3 57 49 24 20 36 31 6.1 74 4.6 6.0 47 45

Aguascalientes 40 45 51 44 33 4.8 1.8 3.2 43 13 5.2 40 40

Baja California 30 33 55 14 -1.6 0.2 17 49 6.6 41 5.8 51 47

Baja California Sur 24 31 37 1.2 1.6 14 24 79 9.2 83 8.2 5.2 41

Campeche 84 9.3 01 29 27 27 104 96 107 84 76 6.8 6.3

Chiapas 57 6.8 44 6.2 8.0 88 154 136 122 94 5.8 6.8 75

Chihuahua 20 3.0 54 1.0 1.8 09 24 86 103 9.2 8.2 6.3 44

Coahuila 34 44 45 4.8 43 35 2.2 39 58 51 84 70 6.0

Colima 5.2 6.0 6.5 45 55 6.4 49 91 91 6.2 36 34 3.0

Distrito Federal 5.2 55 6.0 45 44 77 55 59 6.4 3.0 28 30 38

Durango 29 39 7.7 7.3 6.7 5.8 1.9 51 6.6 5.4 5.5 45 41

Guanajuato 38 4.0 6.9 46 3.2 44 0.9 39 6.0 36 6.0 43 43

Guerrero 17 107 87 33 2.2 79 55 6.6 63 -05 1.5 13 24

Hidalgo 91 97 35 26 33 27 81 101 109 100 74 74 6.8

Jalisco 5.2 4.8 4.2 06 -04 23 0.7 1.8 25 -1.0 36 39 47

Mexico 93 87 40 19 29 21 31 86 97 46 5.8 27 3.2

Michoacen 6.1 64 7.2 4.2 3.0 43 -01 33 56 34 76 6.4 59

Morelos 9.2 8.8 37 -02 -06 38 27 6.6 76 31 85 44 39

Nayarit 5.8 6.7 57 54 59 55 4.2 6.7 74 6.1 53 43 36

Nuevo Leon 4.2 5.2 46 47 43 32 11 25 39 37 6.5 54 45

Oaxaca 6.9 7.2 5.7 7.2 81 7.8 1.4 9.6 9.8 EAl 6.2 6.8 71

Puebla 86 8.2 5.6 1.9 05 45 5.6 7.2 9.2 4.8 75 6.1 6.7

Queretaro 37 37 35 -08 11 20 37 86 9.9 6.2 6.0 40 35

Quintana Roo 77 77 57 1.9 2.4 33 40 122 130 6.6 37 25 34

Sinaloa 7.8 86 29 29 26 23 7.2 80 9.8 8.2 77 77 70

San Luis Potosi 4.2 51 55 5.4 5.2 55 44 6.7 77 5.0 33 2.8 25

Sonora 30 4.2 41 3.2 31 30 1.7 55 71 56 8.2 57 46

Tabasco 94 103 04 44 43 4.2 1.2 86 101 80 8.8 8.2 75

Tamaulipas 23 31 56 37 41 35 11 55 7.8 70 102 6.1 45

Tlaxcala 56 6.0 78 41 35 49 -05 4.2 55 34 74 47 49

Veracruz 8.2 9.2 21 46 38 45 9.0 77 94 6.3 6.5 6.5 6.3

Yucatan 32 41 51 6.3 74 6.5 79 89 95 79 43 4.8 37

Zacatecas 1.2 1.9 71 70 6.7 6.7 1.2 46 5.8 37 57 39 33

Source: BBVA Research with Sociedad Hipotecaria Federal (SHF) (Federal Mortgage Society) data.
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Chart 23
Quarterly macroeconomic indicators
o8'lll [\ 09'l ] 1] v 101 ] 1 v 1l I} 1
Real GDP (annual % change)' 11 1.2 -85 -81 5.7 23 51 73 51 4.2 43 36 44
Real private consumption, (@nnual % change) 1.6 -1.0 91 -11.0 5.7 -31 41 7.2 43 45 51 45 50
Real government consumption, @nn. % change) 0.2 11 57 24 40 3.0 1.2 54 25 20 1.5 25 0.5
Real const. investment, (@annual % change) 4.8 -04 -4.2 70 -6.3 76 20 -0.3 23 51 36 23 41
Residential 01 70 -141 -18.3 173 -160 74 27 2.2 6.9 5.2 35 51
Non-residential 81 4.2 26 0.7 0.8 25 11 11 24 41 2.8 1.7 35
Source: BBVA Research with INEGI, and Banco de México data
Chart 24
Quarterly construction and housing indicators
og’lll \") 09l 1] 1 \") 101 1] 1 \") 1l 1] 1
Construction GDP, real. (annual % change)' 30 1.2 -85 5.6 74 75 36 15 0.8 45 5.4 39 51
Building -0.5 -6.7 -14.9 ‘134 -15.0 136 -6.4 24 14 59 5.2 38 49
Construction engineering and major works 1n7 1n3 5.8 10.7 6.9 26 0.0 1.2 -1.0 17 53 36 5.3
Specialist const. work 2.3 -6.7 -15.6 -10.7 -84 -6.5 05 4.2 5.2 8.8 77 6.0 5.0
Construction companies? (@nnual % change) 30 5.6 -6.7 -6.8 -6.2 -5.8 -47 20 2.2 6.9 25 25 1.7
Building -6.1 91 184 -18.2 -14.3 101 -6.9 1.7 9.0 -5.9 03 81 6.8
Public works 0.8 26 105 126 73 25 25 75 13.5 19.8 43 16 26
Water, irrigation and sanitation 89 -10.6 -0.8 10.8 4.0 14.2 9.0 -5.7 21 -31 57 46 126
Electricity & communications 95 247 206 6.9 244 19.8 296 384 2.3 49 15.0 13.2 38.2
Transportation 93 56 181 15.1 5.2 -55 95 99 16.8 28.2 31 3.8 -6.8
Oil and petrochemicals 250 -250 74 9.5 77 103 4.1 73 215 20.8 -1.0 91 -16.8
Other 0.8 53 179 360 -264 240 5.4 -0.3 71 14.5 54 -3.2 26
Source: BBVA Research with INEGI, and Banco de México data
Chart 25
Quarterly housing market indicators
o8l \") 09l 1] 1] \") 101 1] 1 \") 1l 1] 1}
Home sales by segment (quarterly flows, thousands of units)?
Segment A 724 106.2 631 816 739 917 735 771 739 1055 647 904 80.2
Segment B 46.3 631 36.8 447 473 579 36.4 46.8 425 66.4 31.3 425 336
Segment C 204 220 144 16.6 17.2 236 14.0 16.9 15.5 261 1.9 201 17.8
Segment D 5.6 44 3.0 38 4.2 43 32 36 36 5.0 34 45 40
Segment E 1.2 09 06 0.7 0.8 1.0 06 0.8 0.8 11 0.8 1.0 1.0
Total 1459 1966 179 1474 1434 1785 1277 1452 1363 2041 1121 1585 136.6
Home sales by agency (quarterly flows, billions pesos, April prices)
Infonavit 1126 1449 89.2 151 104 1328 1033 1139 1081 1497 93.9 121.3  106.8
Fovissste 13.2 324 171 213 226 348 14.9 19.5 15.2 399 41 224 14.8
Banca 14.6 140 9.2 94 9.0 10.0 75 10.3 120 134 13.3 14.0 14.1
Sofoles 55 53 24 16 14 0.9 20 15 1.0 11 0.8 0.8 09
Total 1459 196.6 179 1474 1434 1785 1277 1452 1363 2041 1121 1585 1366
SHF index of housing prices in Mexico
Annual % change 53 5.7 49 24 20 36 31 61 74 46 6.0 47 45
Source: BBVA Research with Banco de México, Conavi, Asociacion Hipotecaria Mexicana (AHM) and Asociacion Mexicana de Bancos (ABM) data.
Chart 26
Quarterly housing finance indicators
Commercial banks current loan portfolio
Past-due loans index (%) 33 36 3.8 4.3 46 46 46 43 4.2 36 35 43 41

' Seasonally-adjusted series.
2 Consider the value of production of companies which are affiliated and not affiliated to the Mexican Chamber of Construction Industry.

Note: Price ranges expressed in multiples of minimum monthly wage (mmwt); "A” (118-200); “B" (201-350); “C" (351-750), D" (7511500) and “E” (1500 and over) SMM=1819 pesos in 2011 in zona ‘A",

3 Includes new and used home: INFONAVIT, FOVISSSTE, Banking and Sofoles (considers reduction for co-financig).
Source: BBVA Research with INEGI, and Banco de México data.

Page 46



BBVA

January 2012
Chart 27
Monthly macroeconomic indicators
A.10 S (o] N D EN F M A M J J A S (o] N
IGAE (annual % change) 64 52 46 45 40 58 44 33 30 40 40 47 35 48
Construction vol. real (annual % change)' 1.5 43 37 5.2 51 85 47 13 43 38 49 47 43 70 44
Building 22 59 50 69 66 92 36 1.0 37 33 5.2 41 44 72 47
Civil engineering and major works -0.3 1.8 11 1.9 24 8.2 50 12 39 39 4.2 56 4.0 6.8 44
Specialist construction work 73 76 97 84 8.2 84 o1 6.5 45 6.9 56 6.0 2.8 6.9 26
Formal private employment (IMSS, mills)? 14,496 14537 14593 14657 14,721 14764 14,817 14,873 14905 14,958 14,998 15042 15089 15146 15193 15,236

Annual % change 49 51 54 54 5.3 51 49 47 44 42 42 41 41 4.2 41 40
Averange salary quote? 2382 2361 2352 2360 2361 2455 2469 2451 2457 2471 2470 2495 2481 2458 2458 2458

Real annual % change 70 6.7 73 84 85 74 76 7.8 85 74 76 81 77 74 79 78
Real wage income 122 122 132 142 142 129 128 129 133 N9 120 125 121 N9 123 120
(IMSS, annual % change)

Minimum general salary 558 558 558 558 558 581 581 581 581 581 581 581 581 581 581 581
(daily, nom. pesos)
CPI (end of period, annual % change) 37 37 40 43 44 38 36 30 34 3.2 33 35 34 31 3.2 35
TIIE 28 average (%) 49 49 49 49 49 49 48 48 49 49 49 48 48 48 48 48
10-year Gov. bond interest rate (M10) 63 63 6. 6.1 72 72 72 72 73 73 69 69 58 58 69 64

Tindustrial production index

2 Millions of people

3 Nominal Pesos per day for the number of members of the Instituto Mexicano del Seguro Social

Source: BBVA Research with Banco de México, INEGI and IMSS data

Chart 28

Monthly construction and housing indicators

A.10 S (o] N D EMN F M A M J J A S o N

Construction emp. (IMSS, thousands) 1148 1160 1168 1180 1189 1187 1182 1189 1172 1185 1187 1186 1198 1,214 1,222 1,225

Annual % change 51 72 80 81 81 76 6.2 6. 31 37 3.8 43 43 46 46 38
Cement sales (tons, annual % change) 20 1.3 6.1 40 5.0 86 29 46 -1.3 -11 33 30 15 32 -07
Cement consum. per inhab. 1.2 0.5 5.2 3.2 4.2 77 21 37 21 -19 33 30 15 32 -07
(annual % change)®
Contruction prices (annual % change) 41 37 47 54 45 45 47 45 43 44 46 53 59 78 85 90

Materials (annual % change) 43 3.8 5.2 6.1 49 5.0 51 48 46 47 49 5.8 6.7 91 99 106

Labor (annual % change) 34 33 33 33 33 31 33 34 34 34 34 35 35 36 36 37

Machinery Rent of (@annual % change) 34 3.2 29 3.0 3.2 24 1.9 26 29 23 25 16 23 3.2 45 49

3 The volume of cement production is used as a proxy for consumption
Source: BBVA Research with Banco de México, INEGI, and IMSS data
Chart 29
Monthly housing finance indicators
A.10 S (o] N D Jmn F M A M J J A S (o} N
Comm. banks current loan portfolio 3310 3350 3397 3486 3520 3501 3534 3582 3607 3596 3626 3663 3693 3738 3797
(balances, billions of pesos*)

Annual % change 210 202 204 169 154 121 N8 N8 121 nz mn8 Mn1N5 1N6 N6 118
Mortgage Sofoles loan portfolio 179 180 180 182 182 183 183 183 182 178 176 176 175 175 175
(balances, billions of pesos*)

Annual % change -61.8 -616 -614 -614 5 05 -06 14 18 22 30 -20 -22 -28 30
Total annual cost (CAT) 141 141 141 141 141 140 142 142 143 144 142 144 143 142 143

*November 2011 pesos.

Source: BBVA Research with Banco de México, INEGI, and CNBV data.
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July 2011
Violence and the housing market in Mexico
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Uninhabited housing in Mexico according to the 2010 Census
The BBVA housing price index

January 201

The impact of subsidies on the housing market

The implications for the housing industry from the Infonavit Financial Plan 2011-2015
Land property policies: the property tax as an instrument for urban development

July 2010
Ten years of housing policy: the large numbers

Has the lag in housing been overcome?
The impact of housing policy on the cities

January 2010
Construction loans in 2010: A bottleneck for the housing industry once more?

What has determined the behavior of housing prices in Mexico?

October 2009
Constitution of urban land in Mexico

Long-term finance: covered bonds

January 2009
Major urban and sustainable social housing developers
The carbon bond market

September 2008
Government subsidies for housing

Indirect costs of purchases

January 2008
Insurance for housing credit

Excess housing supply? Is that all it is?

September 2007
The real-estate market for baby boomers
The national housing law

January 2007
Housing demand
Infrastructure and real-estate investment trusts (REITS)

August 2006
An overview of the 2nd population and housing survey 2005
The Habitat index

January 2006
Mortgage sofoles: development and importance

Housing and finance in Mexico

Available in www.bbvaresearch.com in Spanish and English
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, SA.
(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.

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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