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ECONOMIC ANALYSIS

Portugal: growth could return to
around 0.2% QoQ in 1Q17

Myriam Montafiez

Available data point to a slowdown in GDP growth in 1Q17 to 0.2% QoQ, SWDA*' (see Figure 2), similar
to the levels seen in the first half of 2016. This estimate is the result of consumption indicators that are
continuing to advance, an absence of greater dynamism in investment and imported goods figures that
would counteract good export performance. During the coming quarters GDP growth could settle at
between 0.3% and 0.4% in line with growth of 1.7% on average in 2017, above the 1.4% seen in 2016.

Private consumption remains up-beat though slowing, and
investment is recovering gradually

Following the improvements seen in retail sales during the last quarter of 2016 (4.3% YoY) the known data
for January and February point to slower growth and on average have recorded increases close to 2% YoY,
which in monthly terms (SWDA) translate to a fall of 0.3% MoM in January and an increase of 0.6% MoM in
February. The Private Consumption Coincident Indicator? improved slightly in the first two months of
the year as compared with late 2016, as did the consumer confidence index®, which continued to
reduce its negative balance from -5.3 points for December to -2,7 points for March (see Figure 3).

After a fourth quarter in which investment surprised by showing a positive contribution to GDP growth and
the Industrial Production Index (IPI) evolved favorably, reaching as much as 4.1% YoY growth in
December, IPI observed data for January and February show a slowing down to rates closer to 2.8%
YoY (averaged over the two months), with falls in the previous month (-0.3% MoM, SWDA, in both January
and February). Elsewhere, the Industrial Confidence Index, which for the first time since January 2016
registered a positive year-end balance, accelerated its improvement during 1Q17. Finally, with the
information available for January, it appears that new credit operations to businesses are beginning to
temper the strong movements observed last year. In fact, transactions below €1 million fell in January by 1%
YoY (against average falls approaching 9% YoY in the last three months of 2016). Those above €1 million
fell by 12% YoY in January (after falls in excess of 30% YoY for the October to December 2016 average).

1: All variations expressed in QoQ or MoM terms are calculated on Seasonally and Working Day Adjusted data (SWDA).

2: Indicator published by Banco de Portugal, summarising the most significant information on the country’s private consumption.

3: It measures the difference between the percentages of positive and negative responses regarding consumer confidence collected in surveys conducted
by the National Statistics Institute.
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Meeting the deficit target

According to data from the Banco de Portugal, the Portuguese General Government finally managed to
reduce its deficit to 2.1% of GDP, 4 decimal points below the target set (see Figure 5). The above is the
result of a 0.9% increase YoY in income and a 3.8% reduction in expenses. The most notable among the
latter were increases close to 3% in employee wages and intermediate consumption, as against falls of 30%
in the government's gross capital formation. Debt rose at year end to 130.4% of GDP, virtually the same as
that recorded at the close of 2015. The budgetary execution information obtained up to February shows that
during the first part of the year progress has remained very similar to that seen during 2016 (see Figure 6).

The external sector got off to a good start in 2017

The preliminary data for January and February seems to confirm the trend observed towards the end of 2016
for the external sector. Both exports and imports are maintaining growth of around 15% YoY, averaged over
these two months. The same performance was seen in tourist arrivals at Portuguese hotels (14% YOoY in
January against average growth rates closer to 10% in the latter part of 2016) (see Figure 7).

Modest gains in employment

Job creation remains positive, albeit weak (0.7% YoY and 0.1% MoM average for January and February).
In any event, this was sufficient to reduce the unemployment rate from 10.2% in December 2016 to 10% in
February of this year.
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Main indicators of activity

Figure 1

GDP (% QoQ) and contributions by component
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Figure 3

Indicators associated with consumption
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Figure 2

MICA-BBVA: GDP growth (% QoQ) and forecasts
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Figure 4
Indicators associated with industry
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Figure 5

Budgetary Execution (2016: accumulated 12
months with data to November). Not including
injections to the financial sector.

46 0,0
45,1

45

44

43

42

41

40
2015 2016 2017

BRevenue (% GDP) mExpenditure (% GDP) @Deficit NA (% GDP, right axis)

Source: BBVA Research based on BdP

Figure 7

Indicators associated with the external sector
(% YoY)
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Figure 6

Fiscal Deficit: Budgetary execution and National
Accounts (% GDP, Not including injections to the
financial sector.)

1,0

0,5

0,0
-0,5
-1,0
-1,5
-2,0
-2,5
-3,0
-3,5

ene feb mar abr may jun jul ago sep oct nov dic

2015_Budget o
2016_Budget o
e 2017_Budget °

2015_Nat Acc.
2016_Nat. Acc.
2017_Target

Source: BBVA Research based on BdP

Figure 8

Population employed (quarterly change in
thousands of persons) and unemployment rate
(quarterly change in pp)
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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.



