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Based on the latest figures, BBVA Research estimates that growth in the Portuguese economy in 4Q18 was
around 0.4% QoQ SWDA" (see Figure 1). Domestic demand will have continued to be the main support of activity,
while the external sector’s contribution to growth will have remained negative. This would be consistent with BBVA
Research’s forecast for Portugal’s GDP growth in 2018 (2.1% YoY) and 2019 (1.8% YoY).

The slowdown in the economy was confirmed in 3Q18

Portugal’s GDP growth moderated to 0.3% QoQ in 3Q18 (2.1% YoY) from the 0.6% QoQ seen in 2Q18, in
line with BBVA Research’s forecast. This growth came about mainly due to the increase in gross capital
formation and growth in domestic final consumption, and in spite of the sharp contraction of external demand. This
growth translated into an increase in employment, albeit a smaller increase than in the previous quarter.

Domestic demand was the main support of economic activity

Growth in Portugal’s GDP continued to be strongly underpinned by domestic demand, which contributed
1.1 percentage points to growth in 3Q18, half a percentage point more than in the previous quarter, whereas the
contribution from net external demand went from zero to a negative 0.8 pp (see Figure 2). In particular, the
increase in investment stood out (up 3.5% QoQ or 4.4% YoY), mainly due to the increase in expenditure on
transport equipment and inventories. For its part household consumption increased by 0.6 pp to 0.7% QoQ
(2.3% YoY) during 3Q18, while public consumption stagnated (0.0% QoQ or +0.7% YoY).

As regards year-end 2018, expenditure and labour market indicators point to stagnation in private
consumption. Although retail sales picked up in October (+2.7% MoM SWDA compared with -1.9% MoM in
September) and continued to grow in November (+1.6% MoM, +4.1% YoY) consumer confidence failed to regain
the optimism of the beginning of the year and remained in negative territory (see Figure 3).

As regards to capital expenditure, the machinery and equipment production index increased in October and
November by 4.1% and 3.1% MoM SWDA respectively but continued to show a slowing trend in the pace of year-
on-year growth and turned negative in November (-4.2% YoY, see Figure 4). Industry confidence for its part
remained negative from September 2018 until the end of the year.

As far as residential investment is concerned, figures available to date for 4Q18 continue to show a general
recovery in the sector. Thus, on the supply side, housing permits showed strong growth in October and
November (+60.2% YoY and 46.1% YoY respectively), while the confidence indicator for the construction sector
continues on a clearly improving trend (see Figure 5). In a similar vein, sales of residential properties continue
to increase (+18.4% YoY in 3Q18 for new homes sold, compared with an average of 19.7% YoY for the previous
two quarters), especially in the case of second-hand properties.

Mortgage lending to households however has seen its YoY growth slow from 44% YoY on average in 2017 to
22.0% YoY from January to October 2018, and the same trend was noted in consumer credit, especially from the
second half of the year. In contrast, corporate lending continues to recover, particularly loans of up to €1 million
(see Figure 6).

1: Seasonally and working-day adjusted (SWDA) data.
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External demand fell in 3Q18 and made a negative contribution to growth

In line with expectations, exports of goods and services” fell in 3Q18, by -3.6% QoQ, after growing by 2.3%
QoQ in the previous quarter, while imports fell by 1.9% QoQ. Thus, net external demand once again
contributed negatively to growth of the Portuguese economy in 3Q18 (-0.7 pp).

With specific reference to goods, exports and imports both declined to a similar extent, by around 3.0%
QoQ, with Portugal’s sales to the major European countries falling generally, particularly those to France, Germany
and Spain (-14.1% QoQ, -10.1% QoQ and 9.2% QoQ, respectively). As for services, exports fell by 5.2% QoQ
while imports increased by 2.3% QoQ.

Data to November on the external sector suggest that 4Q18 may have ended with another fall in exports.
Nominal exports of goods fell month-on-month for two months in a row (-2.1% MoM in October and -5.2% MoM in
November 2018), mainly due to the downturn in sales of vehicles, aircraft and other transport equipment. At the
same time, nominal imports of goods increased in both October and November (+1.4% and +5.8% MoM SWDA)

The tourist sector for its part still shows no signs of recovery. Following average year-on-year growth of 10%
in 2017, in the first three quarters of 2018 growth did not even reach 3%. The latest data show an improvement in
the number of arrivals, especially in November +6.3% YoY SWDA (see Figure 7). Overnight stays showed a similar
increase, driven above all by those of residents.

The labour market is managing to sustain growth in employment

Portugal continued to create jobs in the third quarter of the year, albeit at a slower pace: +0.3% QoQ SWDA
(+2.1% YoY) and the unemployment rate again declined, reaching 6.8%, the lowest level since 2002. The
service sector contributed most to the growth in employment in 3Q18 (+0.7 pp) followed by the manufacturing
sector (+0.2 pp).

Data available to November point to further growth in employment in the last quarter of 2018 despite the
slowdown in the economy. According to estimates from the Portuguese National Statistics Institute, in seasonally
adjusted terms, around 13,000 new jobs were created between October and November.

2019: Growth could be around 1.8%

Looking ahead to 2019, Portugal’s GDP is expected to grow by around 1.8% YoY, underpinned by domestic
demand and to a lesser extent by gains in the external sector. Investment and private consumption will
continue to contribute positively to economic growth, albeit at a slower pace. Furthermore, the global environment
together with the accommodative economic policy and low oil prices will continue to favour growth.

2: In real terms, chain-linked volume data (reference year = 2011).
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Main activity indicators

Figure 1 MICA-BBVA: GDP growth (% QoQ) Figure 2 GDP (% QoQ) and contribution by components
and forecasts (pp)
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Figure 3 Indicators associated with consumption Figure 4 Indicators associated with industry
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Figure 5 Indicators associated with the construction

Figure 6 New lending to households and businesses
sector
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Figure 7 Indicators associated with the external sector
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Figure 8 Number of people in employment (quarterly

change in thousands of persons) and unemployment rate
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LEGAL NOTICE

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

Estimates this document may contain have been made in accordance with generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, whether 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. Nor shall this document or its contents form the basis of any
contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that in no circumstances should they base their investment decisions on the information contained
in this document. 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. Its reproduction, transformation, distribution,
public communication, provision, extraction, reuse, forwarding or use of any nature by any means or process is
forbidden, except in cases where it is legally permitted or expressly authorised by BBVA.
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