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Positive surprises in Q1-12, but the 
economic outlook remains gloomy 
• Economic confidence has improved in recent months, more than 

expected, but remains at very low levels  

• GDP fell less than expected in Q1-12 (-0.1% q/q) but could contract again 
by around -0.4% q/q in Q2-12 

• Recent positive surprises in economic data suggest that there are 
upside risks to our estimate of GDP growth for 2012 (-2.9%) 

• Fiscal targets for 2012 remain within reach 
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1. Economic Outlook 
There have been some positive surprises in economic data during the first months of 2012.  The 
GDP contraction during the first quarter of the year was much milder than expected, at -0.1% q/q 
instead of -0.6% q/q, recovering from the -1.3% fall in Q4-11. According to the flash estimate released 
by the INE, the reason can be found in a less negative contribution of domestic demand, while the 
positive contribution of net exports declined, as imports registered a smaller fall than in the 
previous quarter. Indicators available for Q2 (still very few) suggest that the economic outlook 
should not be as bad as seen at the end of 2011. For the current quarter, we have revised our 
MICA-BBVA model projection slightly upwards to -0.4% q/q (from -0.6% q/q previously). Overall, 
these figures suggest that the Portuguese GDP contraction in 2012 could be lower than our 
estimation of around -2.9% (and well below official estimates by the Troika and the Bank of 
Portugal at -3.3%/-3.4%), more consistent with an annual GDP fall of around -2%.  

We continue to expect a gloomy economic situation for coming quarters. On the one hand, the 
net exports contribution to growth, the main driver over past quarters, is losing ground as global 
demand is slowing. On the other hand, domestic demand is not expected to fully recover any time 
soon, as the fiscal consolidation effort will intensify during 2012 and will continue in 2013, while the 
correction of private imbalances will also proceed. Overall, these prospects are subject to 
developments in the eurozone as a whole, where the most recent surge of financial strains was 
reflected in a sharp deterioration of confidence in April. For the eurozone, we expect a fall in 
economic activity in Q2-12 of -0.1% q/q, according to our MICA-Model for the area.  

     

Economic confidence has improved in recent months, but remains 
at very low levels 
The European Commission (EC) economic sentiment indicator registered an upward path at the 
beginning of 2012, in contrast with that observed in the whole eurozone, but it remained at very 
low levels (2 standard deviations below its long-term average), thus signalling that the Portuguese 
economy remains in contractionary territory. Across sectors, services confidence was flat during 
the last two months, while industrial sentiment in April saw a noticeable improvement. This could 
be reflecting a still robust demand from abroad that sustains better production expectations for 
coming months, while less encouraging signs are showed by the drop in domestic orders.  

     

Fiscal consolidation and the ongoing correction of private 
imbalances will continue to take their toll on households' spending 
The European Commission indicator for consumer confidence has improved slightly in recent 
months, after the sharp worsening seen at the end of 2011. However, it remains around historical 
low levels, suggesting that private consumption will continue to fall in coming quarters, but at a 
more moderate pace than that seen in Q4-11. This picture is also in line with hard data. Retail sales, 
despite remaining weak, also exhibited a less negative trend, as they fell by -0.5% q/q in Q1-12 after 
shrinking by -6.9% in Q4. 

Overall, drivers of private consumption do not point to any significant improvement in the short-
run, as the labour market conditions are worsening, with unemployment accelerating to 15.3% in 
March, while credit conditions also became slightly tighter in Q1-12. The recent moderation in 
inflation (around -0.6pp since end-2011) is the only positive support for consumption. Inflation is 
expected to slow further in coming months due to the disappearing impact of tax increases (July 
2010 and January 2011) throughout this year, along with a depressed domestic demand.   
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Industrial production was also more positive in Q1-12, but doubts 
persist  
Activity in industry reversed its negative growth trend, which was dominant in Q4-11 and 
registered moderate positive monthly growth rates in Q1-12. However, on a quarterly basis it 
declined by -0.6% q/q over Q4-11, when it fell by -3.8% q/q. New orders contracted significantly 
during the same period, mostly domestic ones, which do not bode well for the continuation of a 
clear pickup in industrial output during Q2-12, which is mainly due the recent slowdown in global 
demand. Building activity continued contracting, but with a less negative trend.    

The support from net exports has started losing ground  
Also worrying signs came from the weakening of the foreign sector, which has been the main 
driver of activity in recent months. Exports slowed considerably up to February (latest data 
available), as they have increased by 0.4% over Q4-11 (2.1% q/q). At the same time, imports 
increased up to February by 3.1% over the last quarter of 2011, thus interrupting the sharp 
downward trend observed in previous quarters. The slower expansion of exports along with 
stronger imports was in line with the INE flash estimation, which stressed the lower contribution of 
net exports in Q1-12.  However, import data from the trade balance, as expressed in current prices, 
is likely to be determined by recent increases in energy products. This, combined with a 
depressed domestic demand, lead us to continue seeing foreign demand as the main driver of 
growth for coming quarters.   

2. Fiscal targets for 2012 remain within reach 
Portugal presented its Stability and Growth Plan for 2013-2016 at the beginning of May. The plan 
remains in line with the adjustment program of the troika. Among other things, there will not be 
any further increases in taxes, while the primary and the total spending limit will be set in 2013 by 
3.2% and 2.1% lower respectively. At the same time, as part of efforts to trim its budget deficit and 
boost economic output, the government has decided to cut four public holidays temporarily for 
five years, starting in 2013.  

In the meantime, the Portuguese authorities continue reaffirming their determination to proceed 
with the fiscal and structural adjustments required by the Program signed with the troika, while 
reiterating that there will be no need for a second bailout, or more time to adjust their public 
accounts. The prime minister also declared that further measures (additional to the ones already 
included in the adjustment program) are not necessary, and that the deficit would shrink to 3% of 
GDP by 2013, and to just 0.5% of GDP in 2016. 

The EC, in its spring forecasts, confirmed that the structural adjustment amounted to 3.25% of 
GDP in 2011, net of one-offs, and that the deficit target of 4.5% of GDP for 2012 remains within 
reach, in line with Portugal’s consolidation efforts at around 5% of GDP for this year. Also 
according to the EC, the structural balance over 2011-13 is forecast to improve by about 7pp. of 
GDP, while debt is projected to stabilise at 117% of GDP in 2013.  

In our view, absent a sharp deterioration of the European environment, Portugal will probably 
reach the fiscal targets. According to our calculations, the public deficit would reach 4.6% of GDP 
in 2012 and fall to 1.1% by 2016, while gross debt would reach 111% of GDP this year, before peaking 
at 115% in 2013. Budget execution data so far reveals that the deficit has widened in Q1-12, 
compared to the same period in 2011, with a deficit at 0.3% of GDP versus a surplus of 0.3% in Q1. 
At this point in the year, however, it is too early to draw conclusions about the final result for 2012. 
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3. Tables and graphs 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 1  
Portugal: Industrial sector (y/y%)  

Chart 2 
Portugal:  GDP (%q/q) and MICA model indicator 
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Source: Eurostat and BBVA Research  Source: Eurostat and BBVA Research 

 
 
 

  

Chart 3  
Portugal: Inflation %y/y   

Chart 4 
Portugal: Exports and imports (%y/y) 
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Source: INE, Eurostat and BBVA Research  Source: INE and BBVA Research 
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Table 1 

Portugal: Economic indicators 
 Hard Data 
  Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Q4 11 Q1 12 
         

Industrial Production m/m -2.58 -1.50 0.23 0.47 2.32 -1.65 1.01 
 y/y -3.55 -9.32 -5.71 -7.21 -5.77 -4.33 -6.23 
Industrial New Orders m/m 2.38 3.84 -5.62 2.52 -1.22 1.12 -1.44 
 y/y -22.76 2.73 -5.46 -7.13 -3.02 -6.00 -5.20 
Retail Sales m/m -2.58 2.65 -1.91 1.94 -2.24 -1.17 -0.74 
 y/y -9.29 -9.99 -6.91 -8.23 -4.80 -9.67 -6.65 
Unemployment (harmonized) % 14.00 14.60 14.80 15.00 15.30 14.1 14.9 
 ∆ 0.4 0.6 0.2 0.2 0.3 0.5 0.2 
HICP m/m -0.14 0.06 0.34 0.14 1.21 0.28 0.57 
 y/y 3.83 3.50 3.35 3.55 3.14 3.78 3.47 
HICP ex energy & seas.food m/m -0.26 0.19 -0.31 0.00 1.32 0.1 0.3 

 y/y 2.04 2.17 1.97 2.22 1.94 2.26 2.12 
Exports m/m 18.26 10.58 8.1 6.0 8.8 -4.4 7.6 

 y/y 16,51 4,75 13,65 13,50 8,30 12,42 11.8 
 Soft Data 

  Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 
ESI Level 80.2 73.9 74.6 75.7 75.9 77.1 78.5 
 ∆ 4.4 -6.3 0.7 1.1 0.2 1.2 1.4 
ESI Employment exp. Man. Level -10.3 -11.8 -10.8 -12.9 -13.5 -14.7 -14.6 
 Ser. Level -18.2 -18.6 -19.8 -15.8 -15.7 -15.7 -19.1 
EC Services Level -23.5 -31.6 -30.7 -29.2 -29.0 -30.7 -30.7 
 ∆ -0.2 -8.1 0.9 1.5 0.2 -1.7 0.0 
EC Industry Level -17.7 -21.0 -21.5 -20.5 -21.3 -20.2 -18.3 
 ∆ 6.0 -3.3 -0.5 1.0 -0.8 1.1 1.9 
EC Consumer Level -57.2 -58.4 -56.5 -56.0 -53.9 -52.5 -52.6 
 ∆ 1.7 -1.2 1.9 0.5 2.1 1.4 -0.1 

Note: Blue colour: improvement. grey: deterioration. white: neutral 
Note: quarterly figures are averages 
Source: Eurostat. European Commission and BBVA Research 

 

 



 
 

 

Economic Watch 
Madrid, May 21, 2012 
 

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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