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probably linked to the improvement in exports, suggesting that the rebound in
investment observed in the third quarter (1.5% ag/q, especially in metal products and
equipment and construction) is unlikely to be sustainable in the last quarter of 2013.

Despite the strong rebound in retail sales in November (3.1% m/m) (chart 6), the
significant drops in the previous month are not compensated (-3.2% m/m in
September and -0.7% m/m in October), so that the sales between October and
November were down 0.6% on the average of 3Q13 (when it rose 1.7% g/q), which
points to a slight contraction in private consumption in 4Q713 after the robust growth
in the previous quarter (1.1% a/q).

e Our MICA-BBVA model estimates zero growth in 4Q13
With the data available so far, the MICA-BBVA model predicts zero growth in the
fourth quarter (chart 2), though simpler econometric estimates indicate a 0.1%
a/g. This is a clear downward bias to our baseline scenario that contemplated a
forecast of 0.3% g/qg. These data, after minor revisions of growth in previous quarters,
imply that GDP would have contracted on average by -1.5% in 2013 (November
BBVA Research forecast: - 1.6%).

The coincident indicator of activity of the Bank of Portugal has continued to improve
(chart 3), reaching 0.5 in October and 0.8 in November. This indicator, linked to the
annual growth of the economy, would match with a slightly negative quarterly growth
(@bout -0.1/-0.2% g/q).
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o Exports remain strong and foreign orders increase again
E><ports1 up to November increased by 2% on the average of the third quarter (when
they fell by -0.4% g/q), mainly due to an improvement in global demand, both within
and outside the European Union (chart 9), while import growth would have been more
modest at around 0.8% on 3Q13 (1.7% g/q) (chart 7). These figures suggest that
exports will again contribute positively to growth, after draining -1.1pp in 3Q13.

Moreover, the number of tourists remains at similar levels to the third quarter (chart
10), a period in which services exports grew by about 3.2% q/q (after +4.4% in 2Q13),
and suggests that at the end of the year this trend could continue.

e Headline inflation increased slightly again in December, ending the
strong moderation observed since mid-year
Headline inflation (HICP) increased again in December by 0.1pp to 0.2% vy/y, mainly
due to a softer fall in energy prices and to rising prices of unprocessed food, which
offset the moderation of core inflation to 0.2% vy/y (chart 13). Anyway, these low
inflation rates are similar to those observed earlier in the year, after the disappearance of
the temporary effects observed in previous years. The slowdown in inflation in 4Q13
compared to the first quarter was around 0.4pp, due to the -0.5pp drop in the most
volatile components of inflation, while core inflation increased by O.1pp due to
moderation of the fall in prices of non-energy industrial goods.

o Unemployment and labor costs ease again

The labor market continues to behave better than expected from an economy that has
barely emerged from recession, and this suggests that there have been some positive
effects from the wage moderation. The unemployment rate has fallen slightly in
November to 15.5% (Chart 11), an improvement of 1.5pp if compared with the rate of
a year before (17.0% in November 2012). The reduction in unemployment has been
more moderate in the second half of 2013 than in the first. Without knowing yet
whether this reduction is due in part to a slowdown or drop in activity rate, data up to
the third quarter already marked an improvement in the unemployment rate consistent
with an increase in the labor force.

Moreover, labor costs have declined slightly (-0.1% a/g) in 3Q13 after increasing in the
previous quarter (1.3% g/g, mainly due to non-wage costs). Year-on-year, labor costs
have been dropping for two years, especially in the wage component, although
reductions in 2013 were much more moderate than in 2012 (Chart 12).

e The deficit in 2013 could be even below the target set by the
government and the troika
The latest budget execution data, available until November 2013, continue to suggest
that the government will meet the deficit target under the Economic and Financial
Assistance Programme (EFAP) criterion (5.5%), and will even be below it (chart 17).
Official estimates indicates that the deficit could finally be around 5.1% of GDP (5.5
including BANIF recapitalization), about 0.4 percentage points lower than previous
estimates. Both revenue and expenses increases accumulated up to November are in
line with the targets (charts 15 and 16).

1: Exports of goods seasonally adjusted with the seasonal adjustment package of HAVER Analytics
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As we mentioned in our November Europe Economic Outlook?, the Constitutional Court
declared unconstitutional in late December last year the budget measure that tried to
merge the CGA pension system (for civil servants) with the Social Security. The
government with this measure hoped to cut about 10% of pensions above 600 euros
and survivor pensions above 419 euros (saving 0.4% of GDP) (chart 18).

After the decision of the Constitutional Court, the government has announced measures
that offset the losses of not implementing the cut in pensions. On the one hand,
reapplying in 2014 the special solidarity contribution (CES) and enlarging the
contribution base, which up to last year applied only to pensions above 1350 euros. On
the other hand, by raising civil servants’ contributions to ADSE (health system for civil
servants) which were initially planned for 2014 at 2.5%, but now increase to 3.5%.
These measures should be consistent with the 2014 deficit target of 4% of GDP.

2 See box 4 http://www.bbvaresearch.com/KETD/fbin/mult/1311_Europeeconomicoutlook_tcm348-410556.pdf?ts=2212014
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Portugal

National Accounts: GDP will remain flat in 4Q13 after two quarters of growth

GDP growth of +0.2% g/qg in 3Q13 is confirmed, mainly due to growth in domestic demand offsetting the fall in external demand. Our MICA-
BBVA model estimates zero growth in 4Q13.
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Confidence: the trend started earlier this year continued in December

The confidence data published by the European Commission (ESI) continue to improve once more to its historical average, posting 97.4 points in
December. The BOP coincident activity indicator suggests too that the economy could be stable at the levels reached in 3Q13.

Chart 3 Chart 4
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Activity: industrial production and retail sales recover in November

The improvement in industrial production in November (1.5% m/m) offsets the decline in October (-0.7% m/m), well above the average of the
previous quarter (1.1% higher). Retail sales are below the average observed in 3Q13 (-0.6%).
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Foreign sector: exports continue to grow at a good pace at the beginning of 4Q13

Exports up to November increased by 2% over 3Q13 (-0.4% g/q), while imports growth has been more modest at around 0.8% over 3013
(1.7% ala).

Chart 7 Chart 8
Current account (% GDP)* Exports (% y/y) and volume of export order books*
30% - - 0
8000+ 20
[ r\/\/\/—\v/\ AWA r-20
6000 L 10 10% U
k -40
r5
40004 T T T T
T o0
| -10% A
2000 )
- -80
r-10
o1 ‘ ‘ ‘ ‘ ‘ — -30% - L 100
octo? Octos Oct09 Octl0 Octll Octi2 Octl3 Dec2007 Jun2009 Dec2010 Jun2012 Dec2013
Total Exports (Ihs) Total Imports (Ihs) Exports (Ihs)
I Current Account % of GDP (rhs) ESI volume of export order books (rhs)
+1 standard deviation (lhs)
Chart 9 Chart 10
Exports by destination (% y/y)* Tourism and service exports (% y/y)*
30 20 - - 20
25 15 L5
10 10
20 5 5
15 0 0
10 5 rs
-10 F-10
5 K
-15 A i L 15
0 -20 A : L 20
Dec07 Jun09 Dec10 Jun12 Dec13
5
Tourism travellers - 3 months moving average (3mma) (Ihs)

-10 Tourism travellers (lhs)
Nov09 May10 Nov10 May11 Nov11l May12 Nov12 May13 Nov13 Export of services - (3mma , rhs)

Export of services (rhs)

Intra European Union W Extra European Union —— Total

Labour market: unemployment and labor costs continue to decline

The unemployment rate fell slightly in November to 15.5%, an improvement of 1.5 percentage points if compared with the rate of a year ago
(17.0% in November 2012). Labour costs decreased slightly (:0.1% q / @) in 3Q13 after increasing in the previous quarter.

Chart 11 Chart 12
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Prices: inflation rises again in December, but remains low

Headline inflation (HICP) increased again in December by 0.1pp to 0.2% y/y, while core increased by 0.2pp (for moderation in the decline in
prices of non-energy industrial goods).

Chart 13 Chart 14
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Public sector: the government seems to be meeting the deficit target

The latest budget execution data suggest that the government will meet the deficit target of 5.5% of GDP, with expenditure and income above
2013 figures.

Chart 15 Chart 16
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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.



