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Automobile Market Outlook

Peru

EO“  Analvei « The positive growth trend of Peru’s automobile market
conormic Analysis continued in 2011. We expected that sales will surpass 150,000
units this year, an annual growth rate of over 25%

« Higher households income together with increasing bank
financing facilities are supporting the market.

« Sales of new vehicles will increase 20% annually over the
coming years. Transactions will therefore reach 220,000 units
in 2013.

« The main short-term risk faced by the sector is a double-
dip global recession that would lead locally to cutbacks in
durable and investment goods spending. In the medium term
a substantial improvement of the roads infrastructure will be
needed.
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1. Automobile market development

The positive growth trend seen over recent years in Peru’s automobile market continued in 2011.
As of October, sales of new cars have reached 122,000 units, and we estimate that these will
reach 150,000 at year's end, an expansion of over 25% per year (see chart 1. This result would be
less than the forecast in our previous report (around 160,000 units, or 35% growth) due to two
factors. The first was the temporary shortage suffered by leading Japanese brands resulting from
the earthquake in that country. The second, was the natural uncertainty generated by elections
that led mainly companies and higher income families to postpone vehicle purchases, a behavior
that has begun to correct itself over recent months (see chart 2).
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On the demand side, the dynamism of the market continues to be supported by the expansion of
urban formal employment which, according to our estimates, would have grown this year around
55%, boosting the acquisitive power of families and the growth of the middle income households
sector. As a result, it is foreseen that families vehicle sales will increase around 24% in 2011,
Likewise, positive growth of business investment in mining, services, agricultural industry, and the
manufacture gave supported the commercial and cargo vehicles market, which was reflected in
an increase in their sales that will be around 27% at year’s end.

On the supply side, conditions continued to adapt to this expansion of the automotive market.
The network of dealerships, sale points and after-sale points (mechanical, maintenance, and spare
parts sales) continued to extend, both in the capital of the country and in the provinces. This last
point is of special importance given that the growth rate in provinces has surpassed that of Lima,
increasing their share of new car sales from 20% in 2009 to 25% in 2011. Investments made will
probably increase to USD 60 million this year, three times the amount of last year, according

to the Association of Automobile Representatives of Peru (Araper for his spanish acronym). In
addition, in a bid to get closer to the end user, showrooms are becoming more freguent.

A third element that has favored the positive development of the automobile market in 2011

has been the decrease of the average price of vehicles. On the one hand, competition between
brands is higher (there are around 100 registered brands). The greater penetration of Chinese
brands should be noted, although they still hold a small market share, as they are gradually
coming to attract more customers with below average prices. Leading market brands (see

table 1) have started to develop strategies adapted to the characteristics of each client segment,
becoming more affordable and helping sales in the process. A second factor that has helped the
reduction in prices has been lower taxes. In the first half of the year the sales tax was reduced by
one percentage point to 18%. For their part, for import duties fell from 9% to 6% at the beginning
of the year for light vehicles, while the entry into vigor of the Free Trade Agreement with South
Korea in the third quarter of 2011 helped car sales from that country.
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Ecbfljmulated new car sales in 2011 (to October)

Brand Overall total Share (%)
Toyota 19357 159
Hyundai 16645 137
Kia 11,082 91
Nissan 10665 88
Chevrolet 10,709 88
Volkswagen 6179 51
Suzuki 5787 48
Mitsubishi 3241 27
Renault 2538 21
Volvo 1837 15
Miscellaneous 33696 277
Total 121736 100%

Source: Araper and BBVA Research Peru

2. Financing

Financing conditions have continued to accompany the dynamism of the automobile market.
Thus, vehicle credit grew with respect to 2010 and is currently growing at a rate of 18% year over
year (see chart 3). The total amount of these loans reached PEN 14 billion, which is still relatively
low (115%) as a proportion of total banking credit.
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The increase in volume of vehicle loans is not only due to increased demand for new cars, but
also to more attractive conditions that the banks have been granting for this type of credit. For
instance, the loans have been made more flexible in terms of repayment periods and also include
special conditions for contracting auto insurance.

It worth mentioning, however, that these loans have been growing more quickly in foreign
currency than in the domestic one (see chart 4). Clients appear to be choosing financing in
dollars to take advantage of lower interest rates in that currency and the expectation that the
strengthening of the PEN will make lower the debt burden down the road (the debt in foreign
currency is lower when expressed in local currency). Although the vehicle loans delinquency has
been relatively contained, these operations increase the exchange risk for the client (with local
currency income) and consequently the credit risk for the bank.
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Chart 4
Dollarization of the vehicle loans balance (% in USD)
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Looking forward, automotive credit has ample room to grow if one takes into consideration that
only 20% of the purchases of new cars in Peru are with a bank loan, while in other countries like
Chile, this figure is around 80%. For the moment, banks are launching new products that are more
attractive to potential clients. Among these is the vehicle leasing system, which makes it possible
to renew one’s car every two to three years on a continuous basis and with affordable monthly
payments (up to 40% lower than a traditional loan). It has also been seen that some financial
entities are increasingly interested in financing used cars, a market estimated to be double that of
the new cars market.

3. Future prospects of the Peruvian
automotive market

We estimate that sales of new vehicles will increase 20% annually over the coming years. Due to
this, transactions in the market will reach 220000 units in 2013.

This forecast is based, on the demand side, by GDP growth that we expect to be 5% yearly
over the next two years, which means that employment will continue to grow considerably. In
addition, the creation in mid-2011 of the Automotive Fleet Renovation Program, also known as the
“cash for clunkers” , could give an additional boost to the market. On the other hand, the local
currency prices of vehicles will tend to diminish if the PEN continues to strengthen (auto prices
are set in foreign currency) and if the entry into vigor of the free trade agreements continues
to reduce import duties. Finally, it is foreseeable that the supply of vehicles and associated
services will continue to adapt to demand growth, with the result that the dealers network

will grow in both the capital and provinces of the country. In addition, the economy openness
will favor greater competition between brands, with products more specifically suited to the
various clients. To all this we can add that competition from imported used automobiles in the
duty free zone will end in 2012 with the ending of the Centros de Exportacion, Transformacion,
Industria, Comercializacion y Servicios (CETICOS, Centers for Export, Transformation, Industry,
Commercialization, and Services).

As for risks faced by the sector, the main short-term risk is a double-dip global recession with
significant impacts at the domestic level. Although Peru has sufficient macro-economic strengths
to moderate these impacts, it is probable that in this scenario both consumer and business
confidence would weaken, which would particularly affect the demand for durable and capital
goods, among which vehicles.

In the medium and long-term, the outlook is also positive. Peru’s automobile market has ample
room to grow, first because its starting point is very low. In this sense, the automotive fleet is
small compared to other countries in the region with a similar income level. An additional factor
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is the age of this automotive fleet (17 years), wich inside the forecast context for the coming
years will incentivize its renewal, even more so if the municipality of the capital maintains its
objective of refurbishing public transport. It worth mentioning that because the existing state
of the automotive fleet in the provinces is not as good as in Lima, expansion of the market in
these regions could be more pronounced, as has been already occurring. Secondly, the greater
penetration of vehicular natural gas, in line with the recent increase in investment for its supply
stations, will provide access to a lower cost fuel, encouraging the demand for vehicles. Thirdly, the
execution of important planned roads infrastructure projects will facilitate vehicle transit, mainly
in the capital (see table 2). The growth of the automotive market, however, could be impeded in
the medium term of not implementing these road works, the construction of additional parking
spaces in the cities, or the extension of dealers with full service (vehicle sales, maintenance, and
spares) due to the lack of available space and the limitation of municipal licenses.

Table 2
Main investment projects in the Municipality of Lima
Estimated budget
Project Status Description (million USD) Start End
Extension of the Paseo de Bidding in process  Extension of the Paseo de la Republica 185 Works will start in
la Republica expressway to expressway to the Panamericana Sur 2012
Panamericana Sur. highway.
Metropolitano Il Contract yettobe  The Metropolitano 2 (Subway 2) will run = 220 Works will at the Planned for possible

Javier Prado-La Marina Faucet
Tunnel

Periférico Vial Norte (project phase,
contract to be awarded in the
future)

awarded

Contract awarded to
Grafna y Montero

Contract yet to be
awarded

and Grau avenues to Ate.

and Montero.

along Venezuela, Arica, Nicolas, Ayllon,

The works will consist in a toll tunnel
under Javier Prado. It will be run by Grafa

Links 11 districts and joins the North
Panamerican Road with the South
Panamerican Road and the Central Highway.

700

800

end of 2012 completion in 2014

2012

Works planned for
possible start in
2012

Source: various news sources

4. Appendix

Table 3

Relevant indicators for the Peruvian automobile market

Population (thousands) 1/
GDP per capita (USD) 1/
Size of territory (thousands of square km)

Road network (thousands of km) 2/

Paved road network (% of road network) 2/

Vehicle fleet (thousands) 1/

Vehicles per thousand inhabitants 1/
Age of the vehicle fleet (years) 3/

% of households with at least one car 3/
Sales of new cars (units) 1/

Average price of cars (US$) 1/

New vehicles financing (% of new car sales) 4/

Average financed balance (US$) 4/

29798
5970
1285
79

14
2100
70

17

95
151000
12079
20
14150

Memo: 1/ projection for 2011; 2/ latest information is from 2006; 3/ latest information is from 2009; 4/ average 2006-2011.

Source: Araper, INEI, MTC, and BBVA Research Peru
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, S.A.
(hereinafter called "BBVA) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to undertake
or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for
them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. Therefore,
investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be necessary. The contents
of this document is based upon information available to the public that has been obtained from sources considered to be reliable. However, such information has
not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts
no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past performance of
securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments,
investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be
aware that secondary markets for the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, directly or
indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, provide consulting
or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees,
or may have interests or perform transactions in those securities or instruments or related investments before or after the publication of this report, to the extent
permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients that
reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing businesses may make
investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, photocopied or duplicated
by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, conveyed, distributed
or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply with these
restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (i) are persons falling within
article 49(2) (@) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation
or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be
communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted on
or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant persons
and will be engaged in only with relevant personsThe remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including
the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking
business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent and avoid
conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is available for
reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182.
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