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Economic activity should stabilize in 
3Q13 
The unexpected upturn in activity in 2Q13 was due 
to a temporary rebound in domestic demand 

 GDP grew by 1.1% q/q in 2Q13, above the expected rate, with a 
strong domestic demand component 
Growth in the second quarter (1.1% q/q) surprised sharply upward than expected by 

BBVA Research and the rest of the analysts (BBVA Research: -0.1%; Consensus: 

+0.1%) and is obviously not sustainable in the short term. Part of the surprise was 

due to temporary factors (different dates for Holy Week and construction investment), 

while other factors will be difficult to consolidate over time, such as the significant 

contribution of increased inventories to growth. 

The breakdown by components indicates that quarterly GDP growth was mainly a 

response to domestic demand contributing positively to growth (with a rise of +0.8 pp 

in contribution after a fall of +2.1 pp in 1Q13), after more than two years of negative 

or zero growth (Chart 1). Although it is true that this result was basically due to the 

major inventory accumulation (up +0.5 pp after a fall of -1.1 pp in 1Q13), which is a 

very volatile component, it is worth noting that part of the growth was due to private 

consumption contributing positively for the first time in the last two and a half years 

(up +0.3 pp after a fall of -0.5 pp in 1Q12), and investment no longer draining growth 

after two quarters of falls in a row (0.0 pp after a fall of -0.4 pp in 1Q13). 

In addition, foreign demand continued to contribute positively to economic growth, 

but in a more moderate way (+0.3 pp following on from +1.6 pp in 1Q13), boosted 

by the upturn in domestic demand. However, exports continued with their positive 

growth trend; in fact, they contributed more to growth than in the previous quarter 

(+2 pp compared with +1.2 pp in 1Q13). 

 Exports also surprised upwards in 2Q13, mainly due to greater 
demand from countries outside the European Union 
Analysis by destinations reveals that in the second quarter of the year the countries 

that contributed most to export growth were those outside the European Union (+1.9 

pp compared with +0.8 pp in 1Q13) (Chart 2). Their growth here was in fact higher 

than in the Member States (+1.5 pp after +0.4 pp in 1Q13). The most notable 

contributions were from OPEC countries (+0.9 pp after a fall of +0.3 pp in 1Q13) and 

the Portuguese-speaking PALOP
1
 countries (+0.3 pp after 0 pp in 1Q13); while Spain 

and France were the main destinations within the European Union, with contributions 

of +1.1 pp after +0.8 pp in 1Q13 in the case of Spain and +0.6 pp after -0.1 pp in 

1Q13 for France. 

http://serviciodeestudios.bbva.com/KETD/
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However, the latest data on exports, although available only until July 2013, indicate 

that the good performance of exports will not remain so strong in 3Q13, mainly due to 

waning demand from countries outside the European Union and the increased demand 

from EU Member States will not be able to offset this decline. 

 Our MICA-BBVA model estimates that the economy could contract 
slightly again in 3Q13, although it shows signs of stabilizing 
The available data for the third quarter point to a stabilization or slight contraction in 

economic activity rather than the maintenance of the strong rate of growth recorded in 

the previous quarter. The European Commission's confidence indicators, available 

through August, have continued to show a continued trend for improvement since the 

start of the year, and although they remain at historically low levels (one standard 

deviation under the mean in the long term), they have reached similar levels to those 

recorded in 2Q11, when the economy was practically stagnant. By components, some 

signs of movement can be seen in domestic demand. On the positive side, consumer 

confidence continued to improve, particularly in July and August, reflecting in part the 

somewhat less negative situation of the labor market (a decline in the unemployment 

rate of around -1 pp from 1Q13 to 16.5% in July, using seasonally adjusted data) and a 

more moderate decline in available income (down -1% in the first quarter, following a fall 

of -2.5% in the previous year). This has also been reflected in retail sales, which once 

more increased in July for the fourth month in a row and suggest some resilience in 

private consumption following the upturn in the previous quarter. 

In contrast, industrial output in July showed less optimistic signs, as it decreased for the 

second month in a row, with a significant contraction in activity from the start of the 

quarter (down -3.3% on 2Q12 and -2.2% over the quarter). Even so, the indicators of 

industrial confidence show a less optimistic outlook for the next few months, while 

output in the construction sector increased strongly in July. 

Despite somewhat better expectations for domestic demand and the strength of 

external demand, it is still unlikely that this could be reflected clearly in an improvement 

in investment, above all given the low capacity utilization in companies (under 74%, 

nearly two standard deviations below the historical average of 80%), so we expect 

investment to remain practically flat.  

Support from the external sector continues, although the orders from abroad show 

some signs of a slowdown, mainly due to lower demand outside the European Union 

(where exports decreased -9.3% m/m in July), which has only been partly offset by 

greater demand from European Union countries (up +3.1% m/m). The expected 

recovery for the European Union as a whole, in addition to signs of improved activity in 

some of the main trading partners such as Spain, should continue to contribute to the 

good performance of exports. Moreover, support from the external sector could 

moderate due to increased imports (up +2.4% m/m in July), which are often linked to 

the purchase of intermediate goods or investment. 

Overall, and although the quantitative data are still very limited, our MICA-BBVA model 

for the short term estimates that GDP could contract slightly by around -0.2 - -0.3% q/q 

(Chart 3), compared with our forecast three months ago of a practical standstill. These 

quarterly rates are consistent with a year-on-year decline of -1.6 - -1.7% (moderating 

from the decrease of -2.2% in 2Q13), slightly below the Bank of Portugal's synthetic 

indicator of output, which in July improved to -1.1% y/y from an average of -1.7% y/y 

in 2Q13. 
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 These data, along with the strong positive surprise in GDP in 2Q13, 
have a positive knock-on effect for the year as a whole 
Taking into account this updated forecast for 3Q13, together with the strong upward 

surprise in 2Q13, and maintaining our growth profile during the forecast horizon (a 

slight average growth of around +0.1% q/q), the Portuguese economy could contract 

just under -2% this year, compared with our forecast of -2.3% three months ago. We 

still expect weak growth for 2014 of around +0.5%. 

 The ruling by the Constitutional Court on the "requalification scheme" 
will not affect compliance with the 5.5% deficit target for this year 
As of July 2013, preliminary data for the deficit of the public sector, using the 

performance criterion
2
 

3
, are of €5,226 million (around 3.2% of GDP). This is in line 

with the achievement of the fiscal target of 5.5% of GDP for this year. Including these 

data in our models, we forecast that the government will comply with the deficit target 

for 2013 (Chart 4), even taking into account the latest ruling by the Constitutional Court 

on the "requalification scheme", whose direct effect in 2013 is estimated at €48 million 

(0.03 pp of GDP), and also the payment of the extra monthly bonus for civil servants in 

November, which will make expenditure on personnel increase by €300 million (0.2 pp 

of GDP) in the last quarter of the year. In addition, recently the government has 

presented parliament with a revision of the "special mobility
4
" scheme, which will 

mitigate the economic effects of the Constitutional Court's latest ruling. To sum up, 

unless there is an unexpected deterioration in the remainder of the year, it does not 

appear that after the cancellation of the measures to reduce the public administration at 

the end of August there will be problems in achieving the fiscal target this year. 

 

 

2: The performance criterion is the one used for the target set by the Troika and excludes some operations, among the most important 
being expenditure related to the regularization of debt of the Local Administration Assistance Program (€271 million) and income 
obtained from the transfer of pension funds to the public sector (€48 million). 
3: The public administration includes: 1) Central Government (State + autonomous services and funds + reclassified state-owned 
companies; 2) regional government (Madeira + Azores); 3) local government; 4) the Social Security system. 
4: Under this proposal the officials who are in the new program of "special mobility" are going to earn only 60% of their salary, no be less 
than a threshold of 485 euros (the minimum wage), and after the year this percentage would drop to 40%, with no limit of time (in the 
previous decree-law the officials would have been fired after the year or would have been gone to a waiting list without payments). It is 
estimated that between 15 000 and 25 000 staff would be potentially affected by this program. 
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Chart 1  
Portugal: GDP growth and contributions 
(% q/q; avg) 

Chart 2 
Exports (sa): contribution by areas 

Source: Eurostat and BBVA Research Source: INE and BBVA Research 

Chart 3 
Observed GDP and MICA, ICA Forecasts (% a/a) 

Chart 4 
Public deficit forecast 

Source: Eurostat, Bank of Portugal and BBVA Research Source: DGO 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. 

 

 


