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Portuguese economy continues in 
recession 
With mild positive signs from confidence 
• The majority of economic indicators keep pointing to a strong 

recession in the short term.  

• External trade remains the only source of growth.  

• Our short-term model (BBVA-MICA) forecasts a GDP fall of -0.7% q/q for 
Q1, after the drop by -1.3% in Q4. 

• Confidence continues falling, but has been less negative over the past 
three months.  

• Inflation has been moderating recently and is temporarily high due to 
VAT increases. 

• We maintain our view that, given the recession and the challenges 
ahead, it will be difficult for Portugal to return to markets by 2013, but 
the good pace of structural reforms and the commitment of Portugal 
with fiscal consolidation suggests that public debt will not be 
restructured. 
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1. Economic Outlook 

Confidence continues to deteriorate in Portugal but more slowly… 
Although economic confidence remains in low levels, there has been a noticeable improvement 
during the last three months, according to the Economic Sentiment Indicator (ESI) of the 
European Commission. In particular, the economic sentiment has been improving since 
December (cumulatively gaining 2 points), although results for February are pointing to only a 
slight gain compared to January (+0.2p). By sector, the latest survey showed a deterioration in 
construction and manufacturing, while the business climate for services increased somewhat. In 
the same direction, the economic activity indicator included in the monthly survey conducted by 
INE, reverted its negative trend, showing a slight improvement in January.  

Nevertheless, the economic climate indicator, also from the monthly survey of INE, is a little more 
pessimistic, as the index fell slightly in February, reaching a new minimum, driven mainly by 
construction and manufacturing, while some recovery was evident in trade and services.  

…while the industrial sector picked up, though the rebound is likely  
to be short-lived, as indicated by new orders 
After falling during the last two months of 2011, industrial production rebounded in January (+1.2% 
m/m, seasonally adjusted), mainly thanks to the manufacturing sector, that gained almost 4% on 
the month. Still, looking at the less volatile 3-month moving average for the three months ending 
in January, industrial activity fell by -1%. In contrast, industrial new orders (INO) followed the 
opposite path, with considerable growth during the last two months of 2011, while registering a fall 
of -2.35% m/m at the beginning of 2012, owing to less demand for new business abroad. The three 
month moving average for INO in January was +1.4%, offsetting the negative news from industrial 
production.  

The services sector remains weak, as the services turnover index retained its negative trend, 
which was interrupted only in December (+2.8% m/m), losing -4.7% m/m in January. Employment, 
hours worked and salaries in the service sector, all decreased further, falling on average by almost 
6% on the year. Nonetheless, the monthly economic survey of INE showed that investment 
weakening was milder in January, owing to the less negative evolution of construction. Indeed, 
construction activity improved at the beginning of the year, gaining 2.5% during January, and 
leading to a positive three-month moving average (+1%, after -2% in Q4).  

Consumption prospects remain gloomy 
Consumer confidence took a positive break in February, as it improved marginally. The ESI survey 
also confirmed the improvement, with the respective index gaining 2.1p in February (or 4.5p 

Chart 1  
Portugal: Industrial sector   

Chart 2 
Portugal: Retail sales & consumer confidence 
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cumulative over the last three months). Nonetheless, sales in retail stores have been falling since 
September, except for December due to Christmas sales. In January retail trade fell back by -2.7% 
m/m. According to the monthly economic survey conducted by INE, the reduction in private 
consumption was less pronounced in January, as a result of lowered negative contribution of 
consumption of non-durables. Nevertheless, the negative contribution of private consumption to 
GDP growth was maintained in Q4 of 2011 at –2.0pp.   

What makes the prospects for consumption and activity in general darker, are the recent 
developments in the labour market. The unemployment rate accelerated by 1.6pp in Q4, leading 
to a rate of 14%, suggesting that private consumption will remain weak in coming quarters, 
consistent with the need of adjustment of the Portuguese economy, which has a high 
consumption to GDP ratio and a still high external deficit.     

Exports are the main source of growth 
In the three months to January, exports continued growing, though with the yearly rate of 
acceleration slightly weaker (+10.9% after +11.9% in Q4), while imports kept falling, a little more 
rapidly than before (-7%, after -10.2% in Q4). As a result, the trade deficit narrowed by €2.08bn. 
Exports grew by 1.1% m/m in January, while the three-month moving average growth was +0.2%. 
Exports outside the EU are behaving more strongly than those inside it (+30.5% against +4.6% 
yearly, over the last three months). Similarly, imports from countries outside the EU increased by 
+17.7%, while imports from EU countries fell by -14.0% over the last three months on a yearly basis.  

All in all, we see the already positive contribution of net exports to growth to continue in the 
course of Q1 of 2012, as the weakening of external demand is much less pronounced than the 
deterioration of domestic demand. This will have a favourable impact on the current account 
deficit, which stood at a still very high 8.6% of GDP in 2011 and is estimated to fall back to 6.4% in 
2012 and below 3% in 2016, according to the IMF. 

 

 

Chart 3  
Portugal: Inflation %y/y  

Chart 4 
Portugal: Exports and imports 
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Chart 5  
Portugal: Current account balance as % of GDP 
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Our short-term model forecasts continued negative growth in Q1  
Economic activity dropped by -1.3% q/q in Q4, slightly less than what we expected (-1.6% q/q). By 
component, the strong contribution of net exports to growth (+3.2pp) did not suffice to offset the 
strong negative contribution of domestic demand (-4.5pp), which was split almost equally between 
consumption (-2.2pp) and investment (-2.3pp). Looking forward, our short-term GDP forecast 
model (MICA) points to a contraction of 0.7% q/q in Q1, while for the whole year we expect a 
contraction of -2.7%, somewhat higher than the -3.3% foreseen by the European Commission (as at 
February 2012).   

The INE has also published the decomposition of growth for 2011. During the last year as a whole, 
GDP fell by -1.6%, with a whooping negative contribution of domestic demand to growth by -6.2pp, 
especially due to the fall of private consumption (-3.9%) and investment (-14%). The external sector 
supported growth with a net contribution of 4.6pp, thanks to the weakness of imports. Indicatively, 
exports grew by +7.4%, while imports were weaker by -5.5%. 

Chart 6  
Portugal: GDP (%q/q) and MICA model indicator 
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Inflation decelerates, but more slowly than anticipated 
After the peak surpassing 4% y/y in October, consumer inflation has been gradually easing, 
reaching a six month low in January and rising slightly in February to 3.6%. After the exclusion of 
volatile items, inflation stands at 2.2%. Recently, the upward pressures originate in housing, water, 
electricity and gas. The Portugal – Eurozone HICP differential widened by 0.2pp to 0.9pp in 
February. Looking ahead, further moderation is expected, as the monthly rate remains virtually 
flat, except for a 0.5% increase observed at the beginning of the year. The positive differential of 
Portuguese inflation vis-à-vis the eurozone average is due to VAT increases by mid-2011 and early 
2012. Without such changes, inflation would be below 2%. 

2. The troika sees the adjustment program on track 
Official creditors completed their third review of Portugal’s economic program during February, 
releasing the next €14.9bn tranche, to be delivered in April, after giving a positive verdict on the 
progress of the program, and noticing that policies and economic adjustment continue as 
planned.   

The troika highlights that steps have been taken to increase competitiveness, to boost growth and 
improve overall labor market conditions complementing the ongoing reform of public enterprises, 
the court system, of tax policies and of the public administration. The government has also agreed 
a program for the autonomous region of Madeira. On the financial sector, the reforms and the 
deleveraging are underway and effort is made to ensure that credit flows to companies in need.  

For the future, Troika expects economic activity to remain subdued in 2012, with an estimated 
contraction of 3.3%, driven by domestic demand. For 2013, a weak rebound is expected, mainly as 
a result of stronger exports and private investment. 

Our broad view on Portugal continues to be that Portugal is implementing measures to achieve a 
sharp consolidation in 2012, with enough measures to achieve the deficit target of -4.5% of GDP if 
the growth projections are met. The deficit results for the first two months of the year were below 
target, although given the volatility of monthly deficit figures and the impact of one-off items, it is 
far too early to conclude anything from it. Overall, we continue to think that it will be very difficult 
for Portugal to return to markets by mid-2013, as expected, but we do not foresee a restructuring 
in the horizon as Portugal is taking decisive reforms to reduce its (large) imbalances and 
weaknesses. We also think that the efforts made are recognized by European authorities, who will 
continue to support the Portuguese economy as needed. 
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Table 1 

Portugal: Economic indicators 
 Hard Data 
  Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Q3 11 Q4 11 
Industrial Production m/m -5.91 0.56 -2.9 -1.15 1.16 -0.14 -1.16 
 y/y -2.09 0.34 -3.44 -8.9 -4.19 -2.3 -4 
Industrial New Orders m/m -4.37 -2.79 2.58 4.07 -2.35 -0.83 1.29 
 y/y 2.97 2.11 -22.69 3.1 -0.79 12.3 -5.8 
Retail Sales m/m -4.66 -3.15 -2.58 2.3 -2.7 -0.24 -1.14 
 y/y -7.06 -9.72 -9.29 -10.29 -8.47 -5.5 -9.8 
Unemployment 
(harmonized) 

% 13 13.6 14 14.6 14.8 12.7 14.1 

 ∆  0.6 0.4 0.6 0.2  0.54 
HICP m/m 0.61 0.91 -0.14 0.06 0.34 0.1 0.3 
 y/y 3.47 4.05 3.83 3.5 3.35 3.1 3.8 
HICP ex energy & seas.food m/m 0.69 0.3 -0.26 0.19 -0.31 0.1 0.1 

 y/y 2.42 2.3 2.04 2.17 1.97 2 2.2 

Exports m/m -0.65 1.34 0.49 -0.97 1.11 1.87 0.29 

 y/y 14.22 16.12 18.24 10.63 12.43 14.17 14.99 

 Soft Data 
  Aug-11 Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 

ESI Level 81,0 75,8 80,2 73,9 74,6 75,7 75,9 
 ∆ -4,8 -5,2 4,4 -6,3 0,7 1,1 0,2 
ESI Employment exp. Man. Level -7,7 -10,1 -10,3 -11,8 -10,8 -12,9 -13,5 
 Ser. Level -13,3 -16,7 -18,2 -18,6 -19,8 -15,8 -15,7 
EC Services Level -21,1 -23,3 -23,5 -31,6 -30,7 -29,2 -29 
 ∆ -1,9 -2,2 -0,2 -8,1 0,9 1,5 0.2 
EC Industry Level -18,7 -23,7 -17,7 -21 -21,5 -20,5 -21,3 
 ∆ -8,2 -5,0 6,0 -3,3 -0,5 1,0 -0.8 
EC Consumer Level -52,8 -58,9 -57,2 -58,4 -56,5 -56,0 -53,9 
 ∆ -2,6 -6,1 1,7 -1,2 1,9 0,5 2,1 

Note: quarterly figures are averages  
Source: Eurostat and BBVA Research 
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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 are 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”), (ii) are 
persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are 
persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets 
act 2000) may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only 
at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which 
this document relates is available only to relevant persons and will be engaged in only with relevant persons. 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 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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