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Core Views

We maintain our view that Portugal's centre-right coalition government will maintain its
mandate in the face of high public discontent and increasing unease with official
austerity measures among members of the coalition. This is predicated on a strong
parliamentary majority and a lack of credible alternatives for the electorate, given that it
was the opposition Socialist Party that first requested the bailout.

We are forecasting real GDP growth to return to positive territory in 2014 — of 0.4% —
following three years of negative economic growth. Nevertheless, we maintain that
Portugal will see subdued growth rates for the foreseeable future owing to the
continuous structural impediments facing the economy, restricted access to credit and
slow progress with reform.

Weaker-than-expected growth will undermine the government's revenue-raising ability.
We believe that the troika of international lenders will issue a precautionary credit line
when the current financial programme ends in May.

Major Forecast Changes

The above-consensus real GDP growth reading in Q413 in Portugal surprised
expectations — both our's and the market's — to the upside, and has prompted us to
revise upwards our 2014 growth forecast to 0.4%, from -0.5% previously. Nevertheless,
we maintain our forecast for subdued economic growth in Portugal for the foreseeable

future, as the country is unlikely to substantially enhance its export competitiveness.

Key Risks To Outlook
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Downside Risks To Growth Forecast: The biggest immediate danger for
Portugal is a deepening of the sovereign debt crisis, either in Portugal or another
eurozone country. This would depress domestic confidence and external demand.

Upside Risks To Economic Outlook: At present, we do not envisage long-term real GDP
growth rising above 1.5% in the later years of our long-term forecasts to 2023. However,
we would upgrade our forecasts upon evidence that the government's structural
economic reform package is making headway.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Bailout Exit: What Form?
With investor sentiment flying high, we believe Portugal will emerge from its three-year
bailout programme on May 17 without the need for a second financial package.
However, the country's low growth prospects and growing resistance to further
spending cuts will tip the balance in favour of a precautionary credit line from the troika
of international lenders, which will help to anchor the government's commitment to
structural reform.

TABLE: Political Overview

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Despite A Stronger Turnaround, Subdued Growth Ahead
The above-consensus real GDP growth reading in Q413 in Portugal surprised both our
and market expectations to the upside and has prompted us to revise slightly upwards
our 2014 real GDP growth forecast. Nevertheless, we maintain that Portugal will see
subdued growth rates for the foreseeable future as a result of the continuous structural
iImpediments facing the economy, restricted access to credit and slow progress with
reform.

Table: GDP BY EXPENDITURE, REAL GROWTH %
Balance Of Payments
Momentum Behind External Rebalancing To Wane
Although Portugal is poised to register current account surpluses over the next few
years, the narrowing gap between import and export growth will limit the potential for
further expansion of the surplus. As imports recover from the domestic demand slump
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seen over the past few years, the momentum behind the current account surplus
expansion will wane.

Table: CURRENT ACCOUNT
Regional Exchange Rate Policy
Monetary Policy Decoupling Will Weaken The Euro
We expect euro strength against the US dollar and on a trade-weighted basis to persist
in H114. However, we continue to argue that the economic and monetary policy cycles
in the eurozone are lagging further behind peers in the US and UK, which will trigger a
re-pricing of the euro towards the end of 2014. We believe that weak eurozone
economic growth and lingering deflationary risks will spur the European Central Bank to
loosen monetary policy further.

Table: BMI Eurozone Currency Forecast

CHAPTER 3: 10-YEAR FORECAST

The Portuguese Economy To 2023
Crisis An Opportunity To Improve Long-Term Growth
The near-term outlook for Portugal will be shaped heavily by the measures its
government must undertake to corral the fiscal deficit and bring national debt levels
under control. However, beyond the immediate term, Portugal will have to improve its
growth prospects if it is to escape from the debt trap. We are forecasting an economy
more reliant on external demand and investment and less on private consumption over
the coming decade, but the future will depend in large part on the government's reform
programme bearing fruit.

Table: Long-Term Macroeconomic Forecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis
BMI Business Environment Risk Ratings

CHAPTER 5: KEY SECTORS

Telecommunications
Table: Telecoms Sector - Int ern et - Historic al Data And For ecasts , 2010-2017
Table: Fix ed Lin e - Historic al Data & For ecasts , 2010-2017
Table: ARPU (EUR) - Historic al Data & For ecasts , 2010-2017
Table: Mobi le - Historic al Data & For ecasts , 2010-2017
Other Key Sectors
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Table: Pharm a Sector Key Indic ators
Table: Infr astructur e Sector Key Indic ators
Table: Autos Sector Key Indic ators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Global Growth Optimism Turning To Disappointment

Table: Global Assumptions

Table: Develop ed States, Real GDP Growt H, %

Table: BMI VE RSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Em erging Mark ets , Real GDP Growth , %
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