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Portugal: after the positive surprise in 4Q14, the
recovery continues earlier this year

The recovery gained traction in 4Q14, thanks to the increase in exports

e Throughout the fourth quarter, the Portuguese economy registered growth of 0.5% QoQ, higher than the
expected 0.3% QoQ and accelerating from 0.3% QoQ in 3Q14. This time growth was due to the
performance of net external demand, with exports growing strongly, while imports increased at a more
moderate rate, unlike the previous quarter which relied more on domestic demand (Figure 1). According
to the available indicators, in the last few months the highest-growing exports have been those targeted
at non-EU markets in particular. Private-sector consumption moderated its growth (to 0.2% from 1.4%
QoQ) and investment shrank (-0.1% QoQ), after a surge in the previous quarter (2.5% QoQ).

With the data available for 1Q15, our MICA-BBVA model forecasts that recovery will continue at a similar
pace to 4Q14, with growth of 0.4%-0.5% QoQ.

The start-of-year indicators are more pitched towards a recovery in domestic demand

e So farin 1Q15, the European Commission’s economic sentiment indicator (ESI) has moderated slightly
but remains at pre-crisis levels (Figure 3). By sub-indexes, confidence has fallen again in the services
sector, but recovered in industry and continues to make progress in households.

e This latter figure is reflected in the increase in January retails sales, after sliding in 4Q14, and in
industrial production (Figures 5 and 6), although this remains below the average for the previous quarter.
After hearty growth since last October (+4% QoQ in 4Q14), there has been a significant reduction in
goods exports, as heralded by the moderation in manufacturing orders from abroad (Figures 7 and 8).

e The Portuguese labour market has experienced a rapid fall in unemployment (-1.7pp in the last twelve
months), due mainly to job creation (five quarters in a row), although at a slower rate in 4Q14 (0.7% YoY
after 1.9% YoY). The final months of the year, however, showed a slight increase in the unemployment
rate, although the positive figure for January leads us to think that this was a temporary interruption in
the trend. On the other hand, labour costs in the private sector have fallen again (-2.9% YoY in 4Q14
after -1.2% YoY), particularly in their wage component (-2.9% YoY), while in the public sector labour
costs plummeted by 15.5% YoY, because of the base effect of the Christmas bonus, which was paid in
the last quarter of 2013, but not in 2014 (Figures 11 and 12).

e The fall in headline inflation (HICP) moderated in February, coming in at -0.1% YoY (-0.4% YoY in
January), mainly thanks to a more modest reduction in the prices of energy products (Figures 13 and 14),
but also because of the increase in services inflation, which has taken core inflation to 0.4% YoY (0.3%
YoY in January).
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The 2014 deficit was lower than expected

e The fiscal correction was greater than expected in 2014, with a deficit estimated at around 3.8% of GDP
(excluding temporary measures), beating the 4% target. This solid performance was due mainly to the
reduction in fiscal spending (-1.4%), against a forecast of a 0.9% increase, because of a better cyclical
improvement than expected (improvement in domestic demand and positive performance of
unemployment).

e The first 2015 budgetary execution reading shows a decline in revenues from January 2014, mainly due
to lower tax collection, on direct taxes above all, whereas the spending items are virtually unchanged
(Figures 15 and 16). The deficit target for 2015 is 2.7% of GDP.
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Portugal

National accounts: 0.5% QoQ growth in 4Q14

The increase in quarterly GDP is mainly accounted for by a solid recovery in net external demand, the result of robust growth in
exports and a fall in imports. Private consumption, however, has decelerated.
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Confidence: the economic sentiment index remains high at the beginning of 1Q15

According to the ESI, business confidence stayed at pre-crisis levels in February. Industry and consumer confidence continued to perform
positively, while there was a moderation of confidence in services, although it remained high.
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Activity: industrial production and retail sales increase in January

Industrial production recovered in January, but was well below the 4Q14 average (-0.4% from 4Q14). Retail trade has surged +5.2%
so far this quarter from last (-2.4% QoQ in 4Q14).

Figure 5 ;geutr;itl3 sales (% YoY) and private consumption (%
Industrial production (% YoY) and confidence* QoQ)*
10 r20 67 r1.5
5 10
07 ro

o
T
T
=)

&
T
=)

10 F-20
6 F-1.5
15 F-30
20 F-40
Feb-09 Feb-10 Feb-11 Feb-12 Feb-13 Feb-14 Feb-15 121 ; ; ; ; ; -3
1P (LHS) IPI moving average 3m (LHS) Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15
ESlI industry (RHS) Retail sales (LHS) Consumption growth (RHS)

* Source: Haver Analytics and BBVA Research
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Foreign sector: a considerable reduction in goods exports after the growth registered since

October

Goods exports fell by 6.1% MoM in January: so far this quarter they are 5.7% below their 4Q14 average. On the other hand, services

exports (particularly tourism) continue to grow.
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Tourism and services exports (% YoY, 3pMA)*
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Labour market: the reduction in unemployment moderates

The labour market has reduced its unemployment (-1.7% over the last 12 months), mainly as a result of job creation (five consecutive
quarters), although at a slower rate in 4Q14 (0.7% YoY after 1.9% YoY). Private-sector salaries have shrunk again (-2.9% YoY,

following -1.2% YoY in 3Q14).
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Figure 12
Labour costs in the business sector (% YoY)*
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* Sources: Haver Analytics and BBVA Research
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Prices: the fall in inflation tapers slightly in February

The fall in headline inflation (HICP) has flattened, standing at -0.1% YoY in February due to the moderation in the fall in prices of
energy products. Higher prices in services have raised core inflation to +0.4% YoY.
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Public sector: fiscal accounts, in line with the budget target

Despite lower-than-expected revenues, the reduction in fiscal spending (-1.4%) because of the improvement in domestic demand and
the positive performance of unemployment mean that the deficit target of 4% of GDP will be met and surpassed: +3.8% in 2014.
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* Sources: Haver Analytics and BBVA Research

5/6 www.bbvaresearch.com



Portugal Economic Watch
BBVA 25 Mar 2015

DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



