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! In 2004, the Portuguese economy grew by 1.0%, slightly below the 1.1% expected by the Bank of Portugal 
and by us. Domestic demand was the main driver of economic growth, with both private consumption and 
investment increasing by 2.3% and 2.1%, respectively. In 2003, these components of domestic demand 
contracted by 0.3% and 9.8%, respectively. 

! Government spending was much stronger than expected, particularly in the second half of 2004. The 
bringing forward of some expenditures in preparation for the local elections (due in autumn 2005) may 
have contributed to this increase. The higher-than-expected public spending also goes some way to 
explaining the government’s actions to raise extraordinary revenue in late 2004 (when it incorporated part 
of the pension fund from Caixa Geral de Depósitos into the civil service pension fund). This allowed it to 
meet the Maastricht budget deficit criteria of 3.0% of GDP, with a deficit of 2.9% of GDP. 

! In terms of 4Q04, we would highlight the resilience of private consumption, despite a drop in confidence 
and some political instability towards the end of 2004 ahead of the general election (in February 2005). 
While overall investment fell in 4Q04, this was mainly due to a contraction in the construction sector. In 
general, investment in products and equipment added 0.2pp to GDP growth. We continue to see this as a 
sign of restructuring in the tradable sector. 

! Net exports made a negative contribution to GDP, in both FY04 and 4Q04. Strong import growth was 
probably due to strong domestic demand and also to higher oil prices. Exports underperformed, in line 
with the slowdown in the broader Euro zone. FY04 exports increased 5.1% vs 5.0% in 2003. Imports rose 
by 7%, following a fall of 0.1% in 2003. The current account deficit increased to 6.0% of GDP in 2004, 
from 3.9% in 2003. 

! The developments in late 2004 may lead us to make some changes to our 2005F growth forecast of 1.8% 
(possibly a minor downward revision). We continue to expect a recovery in investment related to public 
works (in view of the upcoming local elections), and also to higher public expenditure. The risks, however, 
are more on the downside. 

Portugal – GDP Growth (YoY) 

(% YoY) 2002 1Q03 2Q03 3Q03 4Q03 FY03 1Q04 2Q04 3Q04 4Q04 FY04
BSNP FY04E 

estimates
GDP 0.4 -1.4 -2.2 -1.0 0.0 -1.1 0.7 1.8 0.9 0.6 1.0 1.1
Private consumption 1.1 -1.3 -0.9 -0.2 1.2 -0.3 1.7 2.9 2.2 2.6 2.3 2.2
Public expenditure 2.3 0.7 0.2 0.0 0.2 0.3 0.6 1.1 1.5 1.8 1.2 0.8
Investment -5.1 -12.8 -12.8 -8.2 -4.9 -9.8 0.5 3.6 2.0 2.2 2.1 3.0
Exports 2.0 7.3 1.8 4.8 6.2 5.0 5.3 8.2 4.1 3.0 5.1 6.2
Imports -0.2 -1.2 -3.1 0.4 3.4 -0.1 5.8 9.4 6.1 6.7 7.0 7.7
Source: INE (National Statistics Institute) and BSNP estimates. 
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Key to Investment Codes1  
  

Buy Upside of more than 15%. 
Hold Upside of 10%-15%. 
Underweight Upside of less than 10%. 
(1) Target prices set from January to June are for December 31 of the current year. Target prices set from July to December 
are for December 31 of the following year. 
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