
PORTUGUESE ECONOMY IN 2002

1. INTRODUCTION

The Portuguese Gross Domestic Product (GDP)
is likely to grow, in real terms, between 0 and 1
per cent in 2002. This reflects a marked deceler-
ation of economic activity from 2001, when GDP
grew by 1.8 per cent (see Table 1.1). The slowdown
in the Portuguese economy covered most compo-
nents of expenditure and productive sectors. Eco-
nomic activity has decelerated gradually over the
year, which is clearly illustrated by the trend of the
coincident indicator of the Banco de Portugal as
well as by the economic sentiment indicator pub-
lished by the European Commission

The present target range is coincident with that
published in the June Economic Bulletin, as regards
both its central level and the spread. Notwith-
standing that the central level of the target range
has been maintained unchanged, there have been
changes in terms of the expenditure composition,
stress being laid on the downward revision of pri-
vate domestic demand — particularly as regards
consumption of durable goods and investment —
and on the upward revision of final expenditure of
the general government and on the contribution of
net external demand to output growth. The un-
changed level of the target range spread(1) reflects
the extraordinary degree of uncertainty to which
the present projections are subject, to a large ex-
tent as a result of the successive revisions made to
international trade data (see the Box entitled “Revi-
sions to international trade data”). The instability of
these data hinders the analysis of the development
of the Portuguese economy in 2002, in particular

regarding the behaviour of the market share of ex-
porters, the trend of domestic demand and the bal-
ance of goods. The budget outturn for 2002, in par-
ticular as regards the risk of non-compliance with
the target of 2.8 per cent of GDP defined by the
Government for the general government deficit, is
a second source of uncertainty.

The external framework of the Portuguese
economy continued to be characterised by broadly
unfavourable conditions. Therefore, and although
the present projections advanced by international
organisations continue to point to a recovery of
GDP worldwide in 2002, economic activity in the
euro area — that concentrates two thirds of eco-
nomic transactions between the Portuguese econ-
omy and abroad — is expected to decelerate in the
current year, with GDP growing by 0.9 per cent
(1.5 per cent in 2001). Excluding the 1993 reces-
sion, this output growth is the lowest since the be-
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Table 1.1

MAIN ECONOMIC INDICATORS

Percentage rates of change

Memo item:

2001 2002 2002

EB June 2002

Private consumption . . . . . . 1.0 -¼ ;¾ ½ ; 1½
Public consumption. . . . . . . 2.9 1.1 0.9
GFCF . . . . . . . . . . . . . . . . . . . -0.4 -5¼ ; -3¼ -5.0 ; -3.0
Domestic demand . . . . . . . . 1.1 -1 ; 0 -¾ ; ¼
Exports . . . . . . . . . . . . . . . . . 1.7 ¾; 2¼ 1 ; 2½
Overall demand . . . . . . . . . . 1.3 ½ ; ½ -¼ ; ¾
Imports . . . . . . . . . . . . . . . . . 0.1 -2½ ; -½ -1½; ½
GDP . . . . . . . . . . . . . . . . . . . . 1.8 0 ; 1 0 ; 1

Current account + capital
account balance (%GDP) . -8.4 -6¾ ; -5¼ -6½ ; -5.0

Harmonised Index
of Consumer Prices . . . . . . 4.4 3.5; 3.7 3.5; 4.5

(1) On this subject, it should be noted that in the September issues
of the Economic Bulletin for 1999, 2000 and 2001, the spread of
the target range for GDP in the year under review stood at 0.5
percentage points, half of the one presented here.



ginning of the 1990s. In parallel, conditions in the
financial market continued to deteriorate sharply,
with the major stock indices revealing substantial
falls and high volatility levels. Against a back-
ground of moderate inflationary expectations, tur-
bulence in the financial markets and growing
doubts regarding the buoyancy of economic recov-
ery led the monetary authorities of major ad-
vanced economies to decide, in the course of 2002,
to maintain their key interest rates unchanged. As
a result, in Portugal, bank interest rates remained
virtually unchanged in the course of the current
year, at very low levels, both in nominal and real
terms.

The adjustment process of the Portuguese econ-
omy continued in 2002, in the context of a particu-
larly unfavourable environment. The major char-
acteristics of this adjustment process in 2002 were
the following: reduction in real terms of the final
expenditure of households and corporations; in-
crease of the savings rate of households, reinforc-
ing the increases observed in the two previous
years; continuing changes in the pattern of eco-
nomic growth, with a negative contribution of do-
mestic demand to growth, which had not occurred
since 1993, and a further increase in the contribu-
tion of net external demand; reduction of external
borrowing requirements of the Portuguese econ-
omy. In turn, both consumption and investment of
the general government are expected to decelerate
significantly vis-à-vis the high growth observed in
previous years.

Real growth in private consumption was mar-
ginally positive, reflecting a relatively wide set of
factors: deceleration of disposable income, finan-
cial restrictions associated with the high indebted-
ness levels of households, and very low confi-
dence levels. The major factor behind the latter is
likely to be the less favourable prospects for the la-
bour market, against the background of an in-
crease in unemployment. In addition, financial
consolidation difficulties experienced by the gen-
eral government are also generating some uncer-
tainty on the future behaviour of the economy,
with a possible negative impact on consumer con-
fidence. Household investment in housing seems
to be decreasing in 2002, reflecting the same type
of factors and also a continued adjustment pro-
cess, after the very sharp expansion of the housing
stock in the late 1990s. Corporate investment de-

creased further in 2002, reflecting less favourable
development prospects for (domestic and exter-
nal) demand, financial restrictions associated with
the high indebtedness levels attained over the last
few years and, also, lower levels of capacity utili-
sation. Finally, and as regards external demand,
the developments projected in this Economic Bulle-
tin assume, as a crucial scenario, an increase in ex-
ports of goods and services close to that observed
in 2001 — this, in the context of a more unfavour-
able international scenario, corresponds to a more
favourable behaviour of the market share of Portu-
guese exports — and a fall in real terms in im-
ports, which had not occurred since 1993. The
trend of imports reflects the behaviour of the com-
ponents with higher import content, such as ex-
penditure on consumption of durable goods and
investment in equipment that declined signifi-
cantly in real terms, in line with their usual cycli-
cal pattern.

Data available permit to forecast, for 2002, a re-
duction in the joint deficit of the current and capi-
tal accounts — that reflects the external borrowing
requirements of the Portuguese economy — from
8.4 per cent of GDP in 2001 to a range from -6 ¾ to
-5 ¼ of GDP. Behind this reduction is decisively
the reduction in the goods account deficit, that re-
flects two major factors: the trend projected for ex-
port and import volumes; and gains in terms of
trade, partly justified by the trend of oil prices in
the international markets. The strong recovery es-
timated for public transfers associated with in-
flows from the European Union will also allow for
an improvement in the capital account and a sta-
bilisation in the current account, in the framework
of a decline in the balance of private transfers.
Finally, a further widening is expected for the in-
come account deficit, associated with the strong
increase in external borrowing of the Portuguese
economy in recent years.

In 2002, the inflation rate in Portugal, measured
by the annual average change of the Harmonised
Index of Consumer Prices (HICP), is expected to
attain a figure between 3.5 and 3.7 per cent, which
represents a reduction from the 4.4 per cent ob-
served in 2001. The slowdown in prices chiefly re-
flects three major factors — lower growth of un-
processed food prices, decline in import prices and
deceleration in nominal wages. Their joint effect
prevailed over factors working in the opposite di-
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rection: the conversion process of prices of escu-
dos into euros, that has affected the behaviour of
prices over the first quarter, and the increase in the
standard rate of the Value Added Tax (VAT), that
had an impact on the trend of the HICP as of June
2002.

The trend of prices since May was translated
into a more favourable behaviour of inflation than
that forecast in the June Economic Bulletin. Thus,
the 3.5 to 4.5 per cent spread then presented for
the annual average change in the HICP has been
revised to a 3.5 to 3.7 per cent spread. This change
chiefly reflects a reassessment of the impact on
prices of the rise in the VAT standard rate — that
is now estimated to be less marked and more
lagged than previously assumed — and a revision
of the technical hypothesis for the year, as a result
of the appreciation of the exchange rate of the
euro(2) and a more favourable trend of most inter-
national prices of consumer goods than previously
forecast (see the Box entitled “Inflation in 2002: de-
viation from the previous projection”).

In the 2002 Rectifying Budget, the Government
assumed that the general government deficit in the
current year would stand at 2.8 per cent. This
value was confirmed in the excessive deficit proce-
dure notification of late August and in the State
Budget Report for 2003, presented in early Octo-
ber. The information available, however, points to
the considerable risk that in 2002 the 3 per cent ref-
erence value defined in the Treaty on European
Union and in the Stability and Growth Pact may
again be exceeded. The major risk factors are: the
difficulty, under the present economic situation, of
collecting the revenue forecast in the programme
for the sale of real assets defined by the Govern-
ment; the almost inevitable level of fiscal receipts
below the Rectifying Budget target; the foreseeable
expenditure overrun in some autonomous ser-
vices, such as the National Health Service; and fi-
nally the possibility that the regional and local
government deficit may exceed that envisaged in
the excessive deficit procedure notification of Au-
gust.

2. INTERNATIONAL FRAMEWORK

2.1. International framework in the euro area

As expected at the beginning of the year, world
economy started to recover in 2002, after the
strong deceleration observed in 2001. The recovery
of economic activity was particularly significant in
the first quarter of the year, with growth exceed-
ing expectations in some regions of the world, par-
ticularly the United States and Asian emerging
market economies. The information available for
the second and third quarters points, however, to
some loss of buoyancy, wherefore some doubts
still persist on the pace and sustainability of world
economic recovery. The most recent projections of
the International Monetary Fund (IMF) released in
late September, point to 2.8 per cent growth of
world economy in 2002, after 2.2 per cent in 2001
(Table 2.1). Although the projections for world
economic growth in 2002 remained unchanged
vis-à-vis forecasts advanced in April, there were
important changes across countries, stress being
laid on the upward revision of growth forecast for
Asian economies, on the significant deterioration
of growth prospects in Latin America, and on the
downward revision of growth for the euro area.
GDP growth projections in the United States in
2002 were marginally revised downwards. World
inflationary pressures continue relatively sub-
dued. For 2002, projections point to a decline in
the inflation rate in most economies or regions, ex-
cept Latin America. Nonetheless, commodity
prices increased in 2002, which seem to reflect the
recovery of world economic activity, as well as, in
the case of oil, the deterioration of the political sit-
uation in the Middle East (Chart 2.1). On 16 Octo-
ber, oil prices per barrel (Brent) stood at 28.5 dol-
lars, accounting for an increase of approximately 8
dollars vis-à-vis prices observed in early 2002.

In spite of the economic recovery, the situation
in international financial markets deteriorated
sharply as from the end of the first quarter of 2002.
The stock market major indices declined substan-
tially and the volatility levels in the United States
and the euro area exceeded those observed after
the Asian and Russian crisis (Charts 2.2A and
2.2B). This behaviour reflected the increase in risk
premia and the decline in expected profits of listed
corporations, in particular US corporations, in the
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(2) The Eurosystem’s macroeconomic projections are prepared un-
der the technical hypothesis of constant exchange rates.



context of several accounting irregularities and,
subsequently, of the growing uncertainty sur-

rounding the sustainability of the economic recov-
ery. Against this background, share prices in the
euro area, measured by the Dow Jones Eurostoxx
index, decreased by 34 per cent from the end of
2001, while US share prices, over the same period,
measured by the S&P 500 index, decreased by 26
per cent (Table 2.2). The deterioration of investors’
confidence led to a preference for lower-risk as-
sets, resulting in a broadly based increase in bond
market prices. The corresponding reduction in
yields was sharper in government bonds, where-
fore there was a widening of yield spreads be-
tween private debt and public debt, both in the
United States and in the euro area, particularly in
higher-risk securities. In the United States, for in-
stance, where interest rates on 10-year Treasury
bonds reached their trough since the 1960s, the in-
terest rate spreads for corporations with the best
rating widened by 53 basis points from the end of
2001 to 16 October 2002, while for corporations
with the worst rating, that differential widened by
118 basis points. In the euro area, over the same
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Table 2.1

IMF PROJECTIONS

Percentage rates of change

GDP Consumer prices

2000 2001 2002 2002
(rev.

Apr.02)

2000 2001 2002 2002
(rev.

Apr.02)

World economy. . . . . . . . . . . . . . . . . . . . . . . . . 4.7 2.2 2.8 0.0 — — — —
Countries in transition . . . . . . . . . . . . . . . . . . 6.6 5.0 3.9 0.0 20.2 15.9 11.3 0.5

Russia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.0 5.0 4.4 0.0 20.8 20.7 15.8 1.7
Developing countries . . . . . . . . . . . . . . . . . . . 5.7 3.9 4.2 -0.1 6.1 5.7 5.6 -0.2

Developing countries in Asia . . . . . . . . . . . 6.7 5.6 6.1 0.2 1.9 2.6 2.1 -0.4
ASEAN-4(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.1 2.6 3.6 0.3 3.0 6.6 6.2 -0.4
Latin America . . . . . . . . . . . . . . . . . . . . . . . . 4.0 0.6 -0.6 -1.3 8.1 6.4 8.6 0.4
Brazil . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4 1.5 1.5 -1.0 7.0 6.8 6.5 0.4

Advanced economies . . . . . . . . . . . . . . . . . . . 3.8 0.8 1.7 0.0 2.3 2.2 1.4 0.1
NIC(b). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.5 0.8 4.7 1.1 1.1 1.9 1.1 -0.2
USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.8 0.3 2.2 -0.1 3.4 2.8 1.5 0.1
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.4 -0.3 -0.5 0.5 -0.8 -0.7 -1.0 0.1
United Kingdom(c) . . . . . . . . . . . . . . . . . . . . 3.1 1.9 1.7 -0.3 2.1 2.1 1.9 -0.5

Memo item: . . . . . . . . . . . . . . . . . . . . . . . . . . . .
European Union . . . . . . . . . . . . . . . . . . . . . . 3.5 1.6 1.1 -0.4 2.3 2.6 2.1 0.1
Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5 1.5 0.9 -0.5 2.4 2.6 2.1 0.2

Source: IMF, World Economic Outlook September 2002.

Notes:

(a) Indonesia, Malaysia, Philippines and Thailand.

(b) Korea, Hong-Kong, Taiwan and Singapore.

(c) Consumer prices excluding mortgage interest payments.

Chart 2.1
INTERNATIONAL COMMODITY PRICES
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period, the interest rate differentials for corpora-
tions with the best rating remained virtually un-
changed, while for corporations with the worst
rating the differential widened by 78 basis points.
Emerging markets saw also a deterioration of fi-
nancing conditions, particularly marked in coun-
tries such as Brazil or Turkey, affected by uncer-
tainties surrounding the developments of the po-
litical situation and doubts as to the sustainability
of debt.(3) Finally, turning to the exchange rate
market, the dollar depreciated vis-à-vis major cur-

rencies, reflecting the reduction in investment
flows into the United States. From late 2001 to mid
October 2002, the dollar depreciated by approxi-
mately 10 per cent vis-à-vis the euro. In nominal
effective terms, however, the depreciation of the
North-American currency was lower (6 per cent).

Against a background of moderate inflationary
pressures, turbulence on the financial markets and
growing doubts as to the buoyancy of the present
recovery, the monetary authorities of major ad-
vanced economies decided to maintain their key
rates unchanged. Therefore, the US Federal Re-
serve maintained the target for the Fed funds at
1.75 per cent — the level observed since 11 Decem-
ber 2001 — while the minimum interest rate appli-
cable to main refinancing operations of the Euro-
pean Central Bank remained at the level fixed on
11 November 2001 (3.25 per cent).

According to IMF projections, the US economy
is likely to grow by 2.2 per cent in 2002, after an in-
crease of 0.3 per cent in the previous year.(4) After
a significant GDP recovery in late 2001 and early
2002, economic activity moderated after the sec-
ond quarter (Table 2.3). The particularly high
growth of GDP in the first quarter (1.2 per cent
from the previous quarter) was largely due to the
significant contribution from changes in invento-
ries of the private sector. Household expenditure,
particularly on motor vehicles and housing, in-
creased also strongly in the first quarter. Behind
this trend was probably the marked decrease in in-
terest rates in 2001, the improvement in real dis-
posable income associated with tax cuts and with
the behaviour of real wages, was well as the
strong growth in housing prices. This has boosted
recourse to credit for consumption purposes and
has moderated the negative wealth effects due to
the fall in share prices since 2000. In the second
quarter, activity increased by 0.3 per cent from the
previous quarter, reflecting a more moderate trend
of the demand components that had recorded a
higher increase in the first quarter. Non-residential
gross fixed capital formation (GFCF) of the private
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Chart 2.2B
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sector recorded again negative changes in the first
half of the year, albeit less sharp than those
evinced in the course of the previous year, in a
context in which industrial capacity utilisation re-
mained at low levels vis-à-vis the average for the
last decade. Turning to the external sector, both
exports and imports accelerated sharply. Data for
the third quarter point to the continued high
growth of private consumption, although again as-
sociated with incentives to the acquisition of mo-
tor vehicles. Entrepreneurial investment is ex-
pected to pursue the recovery trend evinced in the
first half-year while residential investment seems
to maintain its buoyancy. However, confidence in-
dicators suggest more pessimism among entrepre-

neurs and consumers over the third quarter. It
should be added that the high volatility in finan-
cial markets evinced over recent months has sig-
nificantly raised uncertainty around growth pros-
pects for the US economy. In particular, not only
may stock market prices decline further, but there
is also the possibility of a strong adjustment of the
US dollar, given the maintenance of a high deficit
of the current account. Notwithstanding the re-
duction in borrowing requirements of the private
sector, the IMF forecasts a deterioration in the cur-
rent account deficit as a percentage of GDP from
3.9 per cent in 2001 to 4.6 per cent in 2002. This
trend reflects the significant increase in general
government borrowing requirements.
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Table 2.2

FINANCIAL MARKETS

Percentage rates of change, unless otherwise indicated; daily figures

Change up to 16 October 2002, since

Mar.2000 (a) 11 Sep. 2001 28 Dec. 2001

Stock market
S&P 500 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -40 -21 -26
Nasdaq . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -74 -27 -38
Nikkei 225 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -55 -13 -16
FTSE100 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -38 -19 -23
Dow Jones Eurostoxx. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -54 -28 -34

Bond market
Interest rates on corporate bonds

United States
Differential (change in the level; basis points)

AAA - rated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 48 53
BBB - rated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142 119 118

Euro area
Differential (change in the level; basis points)

AAA - rated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -14 -3 1
BBB - rated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147 20 78

Interest rates on 10-year Treasury bonds
(change in the level; basis points)

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -220 -76 -100
Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -78 -29 -40
Japan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -75 -36 -31

Interest rate differentials in emerging markets
(EMBI+,change in the level; basis points). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201 74 243

Foreign exchange market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dollar/Euro. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 10 11
Yen/Euro. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 12 6
Effective exchange rate of the euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 5 5
Effective exchange rate of the dollar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 -3 -6

Sources: Bloomberg; BIS and ECB.

Note:

(a) Corresponds to the month when US and euro area stock market indices reached historical highs



In Japan, deflation persists and economic activ-
ity is expected to deteriorate further in 2002, re-
flecting the absence of significant progress in the
resolution of structural problems which, in recent
years, have affected the economy and, in particu-
lar, the banking sector. Over the first half of the
year, GDP recovered somewhat, supported by the
behaviour of exports and by some improvement in
internal demand.(5) In October, the Central Bank of

Japan announced that it would purchase stock
from commercial banks, within the scope of a
range of measures permitting financial institutions
to reduce their assets in shares, in order to facili-
tate the resolution of the problem of non-
performing bank loans and to ensure the stability
of the financial system.

In the United Kingdom, according to IMF pro-
jections, GDP is expected to grow by 1.7 per cent
in 2002, compared with 1.9 per cent last year. Eco-
nomic activity revealed a relatively weak perfor-
mance in the second half of 2001 and in early 2002,
but improved in the second quarter. The recovery
of economic activity in this quarter reflected the
favourable trend evinced by the contribution of
the external sector to growth, to a large extent as a
result of the significant acceleration of exports. Pri-
vate consumption increased further at sizeable
rates, particularly benefiting from the favourable
situation of the labour market, as well as from the
increase in house prices — approximately 20 per
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Table 2.3

USA – ECONOMIC INDICATORS

Year-on-year rate of change Chain rate of change

2001 2002(a) 2001 2002 2001 2002

III IV I II III III IV I II

National Accounts
Gross domestic product . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 2.2 -0.4 0.1 1.4 2.2 - -0.1 0.7 1.2 0.3

Private consumption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.9 1.8 2.8 3.0 3.1 - 0.4 1.5 0.8 0.4
Public expenditure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7 4.4 3.2 5.1 5.1 4.0 - -0.3 2.5 1.4 0.4
Gross fixed capital formation (private sector) . . . . . . . . . . . . . . . . . -3.8 -2.0 -5.1 -6.7 -6.3 -3.7 - -1.1 -2.3 -0.1 -0.2

Non- residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -5.2 - -7.4 -9.3 -9.4 -6.3 - -1.5 -2.8 -1.5 -0.6
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 - 1.9 1.0 2.4 3.2 - 0.1 -0.9 3.4 0.7

Domestic demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 2.7 -0.3 0.1 1.8 2.8 - 0.0 0.7 1.4 0.7
Exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -5.4 -2.7 -10.1 -11.4 -9.3 -3.0 - -4.6 -2.5 0.9 3.4
Imports. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -2.9 2.6 -7.1 -8.0 -4.1 2.6 - -3.1 -1.3 2.1 5.1

Labour market
Unemployment rate (per cent) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.8 5.9 4.8 5.6 5.6 5.9 5.7
Employees (non-farm sector) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 - 0.1 -0.8 -1.3 -1.1 - -0.2 -0.6 -0.3 0.0

Manufacturing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -4.2 - -5.2 -6.7 -7.2 -6.1 - -1.9 -2.1 -1.7 -1.0
Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5 - 0.5 -0.6 -2.1 -2.3 - -0.3 -0.6 -0.5 -0.9
Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 - 0.9 0.2 -0.2 -0.2 - 0.1 -0.4 0.0 0.1

Balance of Payments
Current Account (as a percentage of GDP) . . . . . . . . . . . . . . . . . . . . -3.9 -4.6 -3.6 -3.7 -4.4 -5.0 -
Public Finance
General Government balance (as a percentage of GDP)(a) . . . . . . . . -0.2 -2.6
General Government debt (as a percentage of GDP)(a) . . . . . . . . . . . 56.4 57.0
Consumer prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.8 1.5 2.7 1.9 1.3 1.3 - 0.2 -0.1 0.3 0.8

Sources: Thomson Financial Datastream, Department of Commerce and International Monetary Fund.

Note:

(a) IFM estimates, World Economic Outlook, September 2002.

(5) Economic activity stabilised early in the year and registered a
0.6 per cent growth rate in the second quarter, after a reduction
over the three previous quarters. Note that Japanese national
accounts underwent a significant revision due to the introduc-
tion of methodological changes. The major changes were the
identification of additional data sources (particularly on the
supply side) and an improvement in the estimation method.
Rates of change as from the second quarter of 2001 (inclusive)
have reflected the new methodology, while the national ac-
counts series for the previous period have remained un-
changed. Note that the first quarter of 2002 underwent the
most significant revision (chain rate of change declined from
1.4 to 0.0 per cent).



cent in the third quarter of 2002, in year-on-year
terms — which continued to boost recourse to
credit for consumption purposes. GFCF showed
again negative growth during the first half of the
year.

Economic recovery has been particularly in-
tense in Asian emerging markets, with activity
growing significantly since the beginning of the
year, supported by a strong acceleration of indus-
trial production and exports. In 2002, according to
IFM projections, GDP growth in Asian new indus-
trialised countries as a whole is expected to stand
at 4.7 per cent, corresponding to 1.1 p.p. revision
vis-à-vis projections released in April. In contrast
to signs of recovery in different regions of the
world, the economic and financial situation in
Latin America has deteriorated over the first half
of 2002, showing no signs of a reversal so far. A
significant part of the fall in GDP in the whole re-
gion was due to the crisis in Argentina and to the
contagion effects to some neighbouring countries.
Brazil was the economy in this region that was
more resilient to the effects of the crisis in Argen-
tina, but it was faced with a strong deterioration in
investors’ confidence in the second quarter of
2002. This was reflected in a significant deprecia-
tion of the real and in a widening of the interest
rate differentials. This change in investors’ senti-
ment towards Brazilian economy was largely due
to uncertainties related with the political stance re-
sulting from the October presidential elections.

2.2. Euro area

2.2.1. Economic developments in the euro area

In line with IMF projections, economic activity
in the euro area is expected to decelerate in 2002
from 1.5 to 0.9 per cent (Table 2.1). In the first half
of the year, in spite of some recovery from the par-
ticularly negative behaviour evinced late last year,
GDP recorded a modest increase, below that ex-
pected at the beginning of the year. The external
sector evolved favourably and domestic demand,
albeit stabilising somewhat, remained weak (Table
2.4). In the first two quarters of 2002, GDP growth
stood at 0.4 per cent. Private consumption was
particularly fragile at the beginning of the year, re-
covering slightly in the second quarter. The analy-
sis of the confidence indicators suggests that con-

sumers in the euro area may have postponed their
consumption decisions during that period, since
their evaluation has deteriorated over the last
twelve months, both as regards the overall eco-
nomic situation and their own financial situation.
This may have been worsened by a particularly
unfavourable perception as to the trend of infla-
tion in the first months of the year that seems to be
partly associated with the euro cash changeover.
GFCF has been falling for six consecutive quarters,
continuing, in the first half of the year, the weak-
ening trend observed in the course of the previous
year. This behaviour may be reflecting the uncer-
tainty as to the trend of overall economy, as well
as possible situations of financial fragility in some
corporations of several euro area countries, which
are becoming more apparent in the context of the
deterioration of financial market conditions. Turn-
ing to the trend of the external sector, both exports
and imports of goods and services accelerated in
the first half of the year. The information obtained
from composite indicators and equations of short-
term forecasts suggests that economic activity is
not accelerating in the second half of the year.
These indications are consistent with some signs
of deterioration of consumer and industrial confi-
dence apparent in the third quarter.

IMF projections point to a reduction of the euro
area inflation rate to 2.1 per cent in 2002. The pro-
jected deceleration in prices reflects the deceler-
ation in import prices due to the appreciation of
the euro exchange rate, as well as less favourable
prospects as to the trend of economic activity. Af-
ter converging to 2.0 per cent at the end of 2001,
the year-on-year rate of change of the Harmonised
Index of Consumer Prices (HICP) increased to 2.7
per cent in January 2002. Behind this increase in
the inflation rate were factors related to adverse
meteorological conditions, the rise in oil prices, in-
creases in indirect taxation and effects associated
with the euro cash changeover. By the end of the
first half of the year, inflation had declined, to
stand at 1.8 per cent in June. This trend was
largely due to the deceleration of unprocessed
food (from an increase of 8.4 per cent in January to
1.1 per cent in June). Energy also evinced a signifi-
cant deceleration (from a decrease of 1.9 per cent
in January to a fall of 3.6 per cent in June). The
downward trend of inflation was discontinued in
the third quarter, to a large extent reflecting a base

12 Banco de Portugal /Economic bulletin / September 2002

Economic policy and situation



effect associated with significant falls in energy
prices in the same period of the previous year. In
September, the year-on-year rate of change of the
HICP stood at 2.1 per cent.

Data available point to some deterioration of
the budget balance and of public debt as a percent-
age of GDP in a wide group of euro area countries.
According to IMF projections, the fiscal deficit in
the euro area is likely to increase from 1.5 per cent
of GDP in 2001 to 1.9 per cent of GDP in 2002.

The economic behaviour of the different coun-
tries comprising the euro area is rather mixed (Ta-
ble 2.5), reflecting different structural conditions
and also asymmetries in the transmission of recent
overall shocks, such as the increase in oil prices,
the instability in financial markets or the decrease
in international trade flows. Turning to larger
economies, the economic behaviour has been par-
ticularly modest in Germany and Italy, while
France and Spain have seen higher growth rates.
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Table 2.4

EURO AREA – ECONOMIC INDICATORS

Year-on-year rate of change Chain rate of change

2000 2001 2002(e) 2001 2002 2001 2002

III IV I II III III IV I II III

National Accounts
Gross domestic product . . . . . . . . . . . . . . . . . 3.5 1.4 0.9 1.4 0.4 0.3 0.7 - 0.2 -0.3 0.4 0.4 -

Private consumption. . . . . . . . . . . . . . . . . . . 2.5 1.8 0.8 1.8 1.7 0.6 0.4 - 0.2 0.0 -0.2 0.3 -
Public consumption . . . . . . . . . . . . . . . . . . . 1.9 1.9 1.8 2.2 1.5 2.1 2.0 - 0.4 0.4 0.8 0.4 -
Gross fixed capital formation . . . . . . . . . . . 4.8 -0.7 -1.6 -1.7 -2.4 -2.7 -2.7 - -0.7 -0.8 -0.6 -0.7 -
Exports(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.7 2.6 0.9 1.3 -2.9 -2.9 0.0 - -0.2 -1.4 -0.2 1.8 -
Imports(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.2 1.3 0.3 -0.4 -4.6 -4.5 -2.6 - -1.5 -1.5 -0.9 1.3 -

Contribution (per cent):
Domestic demand (exc. change in

inventories) . . . . . . . . . . . . . . . . . . . . . . . . . 2.8 1.3 0.6 1.1 0.7 0.1 0.0 - 0.0 -0.1 -0.1 0.1 -
Change in inventories. . . . . . . . . . . . . . . . . . 0.0 -0.4 -0.1 -0.4 -0.8 -0.4 -0.3 - -0.3 -0.2 0.2 0.1 -
Net external demand . . . . . . . . . . . . . . . . . . 0.7 0.5 0.4 0.6 0.6 0.5 0.9 - 0.5 0.0 0.2 0.2 -

Labour market
Unemployment rate (per cent) . . . . . . . . . . . . 8.5 8.0 8.4 8.0 8.1 8.1 8.2 -
Employment . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.3 0.4 1.1 0.8 0.7 - - 0.1 0.2 0.1 - -

Industry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.6 0.4 - 0.1 -0.5 -0.9 - - -0.2 -0.3 -0.3 - -
Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9 1.7 - 1.7 1.5 1.5 - - 0.4 0.4 0.3 - -
Construction. . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 0.4 - 0.3 -0.2 -0.5 - - -0.2 -0.2 -0.2 - -

Balance of Payments
Current Account (as a percentage

of GDP)(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.3 0.4 1.1 - - - - - - - - - -

Public Finances
General Government balance

(as a percentage of GDP)(c) . . . . . . . . . . . . -0.9 -1.5 -1.9 - - - - - - - - - -
General Government debt

(as a percentage of GDP) . . . . . . . . . . . . . . 69.4 69.2 69.4 - - - - - - - - - -

HICP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 2.5 2.1 2.4 2.1 2.6 2.1 2.0 0.0 0.3 0.8 1.0 0.0

Sources: Eurostat, European Central Bank and IMF.

Notes:

(a) Including trade among countries participating in the euro area.

(b) IMF estimates, World Economic Outlook September 2002, obtained by adding the balances on the accounts of the countries belonging to
the euro area.

(c) Excluding proceeds from the sales of UMTS licenses.

(e) IMF estimates, World Economic Outlook, September 2002.



In general terms, euro area economies whose
growth has more significantly depended on the
behaviour of exports seem to be more vulnerable
to the materialisation of world economic recovery
and, in particular, to the US economy (Chart 2.3).

In Germany, according to IFM projections, GDP
will likely grow by 0.5 per cent in 2002, reflecting a
downward revision of 0.4 p.p. from April projec-
tions. Activity went up by 0.3 per cent, both in the
first and second quarters, after the falls seen in the
two previous quarters. Private consumption was
moderate, despite signs of some improvement in
the second quarter (chain rate of change of 0.2 per
cent, after decreases in the three previous quar-
ters). The unfavourable trend of the labour market
seems to be negatively affecting consumer expen-
diture, and pointing to a not very optimistic out-
look as regards future economic activity. GFCF
continues to evince a rather negative behaviour,
both in equipment and transport material and in

construction. After the strong contraction in the
last quarter of 2001, following the decline in inter-
national trade flows, in the wake of the 11 Septem-
ber events, exports of goods and services acceler-
ated in the course of the first half of 2002, possibly
reflecting the recovery of imports from the USA
and from Asian emerging market economies. In
turn, and as a result of the particularly unfavour-
able behaviour of domestic demand early in the
year, imports recovered only in the second quar-
ter. The inflation rate, measured by the HICP, re-
maindered relatively low, after a strong deceler-
ation started in the second half of 2001 and only
temporarily interrupted in January 2002 (Chart
2.4). In September, inflation stood at 1.0 per cent.

In France, GDP growth is expected to reach 1.2
per cent in 2002, which represents a downward re-
vision of 0.2 p.p. from IMF April projections. After
a strong deceleration in the last quarter of 2001,
economic activity seemed to show more apparent
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Table 2.5

EURO AREA – IMF PROJECTIONS

Percentage rates of change

GDP Consumer prices

2000 2001 2002 2002
(rev.

Apr.02)

2000 2001 2002 2002
(rev.

Apr.02)

Euro area. . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5 1.5 0.9 -0.5 2.4 2.6 2.1 0.2
Germany . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9 0.6 0.5 -0.4 2.1 2.4 1.4 -0.1
France . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.2 1.8 1.2 -0.2 1.8 1.8 1.8 0.3
Italy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9 1.8 0.7 -0.7 2.6 2.7 2.4 0.2
Spain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.2 2.7 2.0 -0.3 3.5 3.2 2.8 0.5
The Netherlands . . . . . . . . . . . . . . . . . . . 3.4 1.2 0.4 -1.0 2.3 5.1 3.8 0.4
Belgium. . . . . . . . . . . . . . . . . . . . . . . . . . . 4.0 1.0 0.6 -0.3 2.7 2.4 1.6 0.5
Austria. . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.0 1.0 0.9 -0.4 2.0 2.3 1.8 —
Portugal. . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 1.7 0.4 -0.4 2.8 4.4 3.7 0.8
Greece . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.1 4.1 3.7 0.3 2.9 3.7 3.8 0.5
Finland . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.6 0.7 1.1 -0.3 3.0 2.7 2.2 0.7
Ireland . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.5 5.9 3.8 0.6 5.3 4.0 4.4 —
Luxembourg. . . . . . . . . . . . . . . . . . . . . . . 7.5 3.5 2.7 -0.3 3.2 2.7 2.0 -0.1

Memo item:
Standard-deviation . . . . . . . . . . . . . . . . . 2.5 1.6 1.3 — 0.9 1.0 1.0 —
Weighted standard-deviation(a) . . . . . . 1.2 1.0 0.7 — 6.3 8.3 7.9 —
Maximum-Minimum . . . . . . . . . . . . . . . 8.6 5.3 3.4 — 3.5 3.3 3.0 —

Sources: IMF, World Economic Outlook, September 2002.

Note:

(a) In the case of GDP weighted by national weights in euro area GDP (2001 weights in PPP) and in the case of consumer prices weighted
by national weights in euro area HICP (based on spending on private consumption, which is a national accounts concept).



signs of recovery in the first half of 2002. The
French economy grew by 0.5 per cent in the first
and second quarters of 2002. Private consumption
seems to be the major factor behind the economic
recovery. GFCF improved somewhat from the
very negative behaviour observed at the end of
2001. Exports and imports, after a significant con-
traction in late 2001, showed some signs of recov-
ery, more evident in exports. In September, the
year-on-year rate of change of the HICP stood at
1.8 per cent.

According to IMF most recent projections, GDP
in Italy is expected to grow by 0.7 per cent in 2002,
reflecting a downward revision of 0.7 p.p. from
April projections. Among the largest countries in
the area, Italy has been the country with the less
apparent signs of recovery, together with Ger-
many. The Italian GDP had a marginally positive
growth in the first half of the year. Private con-
sumption and GFCF continued to be modest, al-
beit evincing some improvement in the second
quarter. After a particularly unfavourable behav-
iour of exports early in the year, only partly offset
by the deceleration in imports, there was an im-
provement in the second quarter in both exports
and imports, which translated into a marked in-
crease in the contribution of the external sector to
GDP growth. After decreasing over nearly the
whole second quarter of 2001, inflation in Italy in-
creased again in early 2002, to stand currently
close to 2.5 per cent.
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Chart 2.3
GROSS DOMESTIC PRODUCT AND

EXPENDITURE COMPONENTS

Gross domestic product
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Chart 2.4
EURO AREA

HARMONISED INDEX OF CONSUMER PRICES
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IMF growth projections point to a deceleration
of GDP to 2.0 per cent in Spain in 2002, which rep-
resents a downward revision of 0.3 p.p. from April
projections. In the two first quarters of 2002, the
Spanish economy grew at month-on-month rates
of change around 0.5 per cent, after a stabilisation
at the end of 2001. Similarly to the French econ-
omy, private consumption was not as weak as in
the German or Italian economies, but increased at
more moderate rates than last year. GFCF re-
mained relatively stable, with a less unfavourable
behaviour than most large countries in the euro
area. In the fist half of the year, the contribution of
net external demand to growth evinced an im-
provement from the behaviour observed in late
2001. Turning to inflation, Spain is among the
group of countries with inflation rates consistently
above 3.0 per cent in the course of 2002, which also
includes the Netherlands, Portugal, Ireland and
Greece. The year-on-year rate of change of the
HICP in Spain rose from 3.1 per cent in January
2002 to 3.5 per cent in September.

2.2.2 Monetary and financial developments

Over the first ten months of 2002, the ECB Gov-
erning Council kept the respective key rates un-
changed at the levels observed since November
2001. As previously mentioned, the minimum in-
terest rates applicable to main refinancing opera-
tions have thus stood at 3.25 per cent. The decision
not to change the interest rates reflects the evalua-
tion by the ECB Governing Council that their level
is appropriate for the maintenance of price stabil-
ity in the euro area in the medium term. In the first
months of the year, the outlook for a swift recov-
ery of economic activity in the euro area and con-
cerns regarding the results of wage negotiations
underway made the risks to price stability chiefly
upward. However, as from the second quarter,
some indicators have pointed to the deterioration
of growth prospects in the euro area, gradually
making risks to price stability more balanced. The
appreciating trend of the euro since early April
has also significantly contributed to ease inflation-
ary pressures in the euro area. The euro attained
its peak vis-à-vis the US dollar in mid-June, and
stood briefly above parity. From March to mid-
October, the euro, on average, appreciated by 12
per cent vis-à-vis the dollar (in nominal effective

terms, the euro appreciated by around 6 per cent
over the same period).

Market expectations as to the trend of key inter-
est rates in the euro area underwent significant
changes since the start of the year (Chart 2.5). Up
to May, against a background of predominantly
upward risks to the inflation trend and major ex-
pectations of a clear recovery of economic activity
in the euro area, markets expected a rise in key in-
terest rates between 50 and 75 basis points up to
the end of the year. However, as from the second
quarter, in a framework of instability in interna-
tional financial markets and of an overall increase
in uncertainty, new signs pointed to some loss of
buoyancy in activity, while doubts were cast on
the pace and sustainability of economic recovery.
As a result, expectations as to the size of the rise in
ECB key interest rates were successively revised
downwards. In mid-October, according to infor-
mation on three-month rates implied in futures
contracts, markets seemed to expect a reduction in
ECB key interest rates.

The behaviour of the euro area money market
yield curve throughout 2002 has reflected market
expectations as to the future trend of key interest
rates. The slope of the euro area money market
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Chart 2.5
EURO AREA – INTEREST RATE ON THE MAIN

REFINANCING OPERATIONS, 3-MONTH
INTEREST RATE AND 3-MONTH INTEREST

RATES IMPLIED IN FUTURES CONTRACTS(a)
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yield curve, measured by the difference between
1-year and 3-month interest rates, increased grad-
ually, to reach values close to 50 basis points in
May. Subsequently, the differential narrowed
gradually to stand at -16 basis points in mid-
October (Table 2.6).(6)

Ten-year government bond yields, probably re-
flecting the deterioration of the outlook for eco-

nomic recovery in the euro area, started a marked
downward trend as of the first quarter of 2002. In
mid-October, this interest rate stood at 4.5 per
cent, on average, i.e., approximately 80 basis
points below the level recorded in March. In this
period, long-term interest rates declined more sig-
nificantly in the United States, wherefore the (neg-
ative) differential vis-à-vis the euro area, which
had stood at 4 basis points in March, widened to
approximately 50 basis points.

Euro area stock market indices, that were rela-
tively stable since December 2001, started in
March a rather sharp decreasing trend, in line with
the behaviour of major international market indi-
ces. Therefore, from March to mid-October, the
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Table 2.6

EURO AREA – MONETARY AND FINANCIAL INDICATORS

Units 2000 2001 2002

Dec. Dec. Jan. Mar. Jun. Aug. Sep. Oct.(a)

Euro exchange rate
Dollar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . dollars, period average 0.897 0.892 0.883 0.876 0.955 0.978 0.981 0.984
Yen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . yen, period average 100.6 113.4 117.1 114.7 117.8 116.3 118.4 121.8
Sterling pound . . . . . . . . . . . . . . . . . . . . . . . . . . pounds, period average 0.613 0.620 0.617 0.616 0.644 0.636 0.631 0.630
Effective exchange rate index. . . . . . . . . . . . . . 1999 Q1=100, period average 85.4 87.7 87.6 86.8 90.6 91.1 91.2 91.8

Interest rates
ESCB’s intervention rates

Main refinancing operations . . . . . . . . . . . . %, end-of-period 3.00 3.25 3.25 3.25 3.25 3.25 3.25 3.25
Marginal lending facility. . . . . . . . . . . . . . . . %, end-of-period 4.00 4.25 4.25 4.25 4.25 4.25 4.25 4.25
Deposit facility . . . . . . . . . . . . . . . . . . . . . . . . %, end-of-period 2.00 2.25 2.25 2.25 2.25 2.25 2.25 2.25

Interbank money market
EONIA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, period average 4.83 3.34 3.29 3.26 3.35 3.29 3.32 3.29
3-month Euribor . . . . . . . . . . . . . . . . . . . . . . . %, period average 4.94 3.34 3.34 3.39 3.46 3.35 3.31 3.26
12-month Euribor . . . . . . . . . . . . . . . . . . . . . . %, period average 4.88 3.30 3.48 3.82 3.87 3.44 3.24 3.10

Government bond yields
5-year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, period average 4.82 4.33 4.48 4.90 4.70 4.15 3.85 3.78
10-year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, period average 5.07 4.96 5.02 5.32 5.16 4.73 4.52 4.53

Stock markets
Dow Jones Eurostoxx index. . . . . . . . . . . . . . . in points, period average 395.6 308.1 308.3 315.5 269.8 231.3 211.8 196.1

Monetary and credit aggregates
M3. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, y-o-y r.c. 4.1 8.1 7.8 7.2 7.1 7.0 - -

3-month moving average 3.9 7.9 7.7 7.3 7.3 - - -
M2. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, y-o-y r.c. 3.6 6.5 6.8 6.2 6.5 6.5 - -
M1. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %, y-o-y r.c. 5.3 5.6 6.7 5.8 6.9 7.8 - -
Credit to residents . . . . . . . . . . . . . . . . . . . . . . . %, y-o-y r.c. 6.0 5.2 5.2 4.9 4.4 4.2 - -

Credit to the private sector . . . . . . . . . . . . . . %, y-o-y r.c. 10.1 6.7 6.2 5.5 5.4 5.2 - -
Credit to general government . . . . . . . . . . . %, y-o-y r.c. -6.6 0.0 1.6 2.8 1.0 0.7 - -

Source: ECB.

Note:

(a) Based on the average up to 16 October.

(6) Is should be recalled that in 2001 the differential between
money market 1-year and 3-month interest rates remained neg-
ative and relatively stable, reflecting parallel downward move-
ments of the whole short end of the yield curve, in a context in
which the ECB reduced its intervention rates on four occasions
(in May, August, September and November).



Dow Jones Eurostoxx index declined, on average,
by 38 per cent.

The growth rate of the monetary aggregate M3,
despite a decrease from the levels observed in late
2001, has maintained high values. The three-
month average of the year-on-year growth rates,
corresponding to the June-August period, stood at
7.1 per cent (0.2 p.p. below the average observed
in the three months to July). In the context of the
instability affecting the stock markets, the strong
growth of M3 may reflect, to some extent, portfo-
lio shifts by economic agents into short-term net
assets. Turning to the counterparts of M3, the
growth rate of credit granted to euro area resi-
dents has maintained a downward path, standing
in August at 4.2 per cent (5.2 per cent in December
2001). Within a framework of favourable condi-
tions in terms of financing costs, credit deceler-
ation in the euro area seems to be reflecting the
slowdown in economic activity in the euro area, as
well as uncertainties surrounding its recovery.

3. MONETARY CONDITIONS OF THE
PORTUGUESE ECONOMY

3.1. Monetary conditions

In 2002, monetary and financial developments
in the Portuguese economy followed the trends in
international financial markets described in the
foregoing number. These were characterised by a
relative stability of money market interest rates
since the end of 2001, and by the continued reduc-
tion in long-term interest rates of government
bonds and in share price indices, particularly since
March.

Therefore, the instability recorded by the stock
markets in the euro area throughout 2002 was also
reflected in the significant fall of the PSI-General
Index, which declined more than 22 per cent in
September, in monthly average terms, when com-
pared to December 2001. In line with the strength-
ening of inventors’ demand for fixed-income secu-
rities, the yield on government bonds with a
10-year residual maturity has declined since June
2002, standing at 4.63 per cent (on monthly aver-
age) in September 0.38 p.p. below the level re-
corded in December of last year. The decline of
the Portuguese bond interest rates was, nonethe-
less, less pronounced than that observed in the

euro area, on average; as a result, the differential
between long-term yields on Treasury bonds in
Portugal and the average for the euro area wid-
ened from 5 basis points in December 2001 to 11
basis points in September 2002, which is still his-
torically low.

Despite the changes in the slope of the yield
curve, the short end of the euro money market
yield curve (up to 3 months) was relatively stable
in the course of 2002. In line with this trend, the
nominal banks’ interest rates in Portugal were left
virtually unchanged throughout 2002 (Table 3.1
and Charts 3.1 and 3.2). Therefore, the interest rate
on time deposits (181 days to 1 year) was 2.9 per
cent in September, at the same level recorded in
December 2001. In the first three quarters of the
year, this rate fluctuated slightly between 2.9 and
3.1 per cent, while its average value (3.0 per cent)
stood 0.4 p.p. below the 2001 average. Accord-
ingly, the spread between money market interest
rates and time deposits for equivalent maturities
(which had declined significantly in the course of
2001) remained at 0.4 p.p. in September, the same
level attained at the end of 2001.

Lending rates have also remained stable as of
the end of 2001, close to the low recorded in
mid-1999. As a matter of fact, the interest rate on
loans to non-financial corporations (91 to 180
days) was 5.1 per cent in September 2002, i.e., 0.1
p.p. below the level observed in December 2001.
On average, in the period from January to
September, this rate stood at 5.1 per cent, 0.8 p.p.
below the average in 2001. In turn, the interest rate
on loans to households (over 5 years) was in Sep-
tember at the same level recorded in December
2001, i.e. 5.0 per cent. During the year, it remained
stable, its average standing at 5.1 per cent, i.e., 1
p.p. below the 2001 average.

As a result of the stability of nominal interest
rates, on one hand and higher inflation levels in
Portugal than in the euro area average, on the
other hand, in the nine months to September 2002,
real interest rates remained around the historically
low levels recorded since the beginning of 2001(7)

(Chart 3.3).
The trend followed by the interest rates in the

course of 2002 may have enabled the Portuguese

18 Banco de Portugal /Economic bulletin / September 2002

Economic policy and situation

(7) The real interest rate is defined as the difference between the
annual nominal interest rate and the year-on-year inflation rate.



economy to benefit from more accommodating
monetary conditions than in the previous year. Up

to mid-April, conditions fostered by the mainte-
nance of interest rates at historically low levels
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Table 3.1

PORTUGAL – NOMINAL INTEREST RATES

ECB
main refinancing

operations (a)

Three-month
Euribor

Treasury bonds
yield

(10-year)

Interest rate
on time
deposits
(181 days
to 1 year)

Interest rate on
loans (except
discount) to

non-financial
private corpora-

tions (91 up to 180
days)

Interest rate
on loans (except

discount) to house-
holds and
emigrants

(over 5 years)

1999
Mar. . . . . . . . . . . . . . 3.00 3.1 4.2 2.5 5.5 5.2
June . . . . . . . . . . . . . 2.50 2.6 4.7 2.2 4.8 4.9
Sep. . . . . . . . . . . . . . 2.50 2.7 5.4 2.3 4.9 4.9
Dec. . . . . . . . . . . . . . 3.00 3.5 5.5 2.4 5.1 5.0

2000
Mar. . . . . . . . . . . . . . 3.50 3.8 5.6 2.6 5.7 5.2
June . . . . . . . . . . . . . 4.25 4.5 5.5 3.0 5.6 6.0
Sep. . . . . . . . . . . . . . 4.50 4.9 5.6 3.3 6.4 6.6
Dec. . . . . . . . . . . . . . 4.75 4.9 5.3 3.5 6.4 6.9

2001
Mar. . . . . . . . . . . . . . 4.75 4.7 5.1 3.6 5.9 6.6
June . . . . . . . . . . . . . 4.50 4.5 5.4 3.6 6.0 6.2
Sep. . . . . . . . . . . . . . 3.75 4.0 5.2 3.2 5.8 5.9
Dec. . . . . . . . . . . . . . 3.25 3.3 5.0 2.9 5.2 5.0

2002
Mar . . . . . . . . . . . . . 3.25 3.4 5.4 2.9 5.1 5.1
June . . . . . . . . . . . . . 3.25 3.5 5.3 3.1 5.1 5.2
Sep. . . . . . . . . . . . . . 3.25 3.3 4.6 2.9 5.1 5.0

Note:

(a) End-of-period. Monthly averages for the remaining rates.
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were strengthened by the slight depreciation of
the nominal effective exchange index (approxi-
mately 0.2 per cent, in April, when compared with
the figure at the end of 2001). Subsequently the lat-
ter reversed its trend, reflecting the marked ap-
preciation of the euro vis-à-vis the US dollar. At
the end of September, it was 0.87 per cent above
the December 2001 value, thus mitigating the ac-
commodating character of the monetary condi-
tions of the Portuguese economy, in the second
and third quarters of the year.

Reflecting the persistence of negative real lend-
ing interest rates and the marked slowdown in
economic activity (particularly, private domestic
demand) the deposits held by the non-financial
private sector grew moderately in 2002, when
compared with the two previous years. Indeed, in
2002, the growth rate of the non-financial private
sector deposits (including emigrants’ deposits)
with the resident banking system pursued the de-
celerating trend of last year. These deposits grew
marginally in August (0.5 per cent) which com-
pares with 4.4 per cent in December 2001. How-
ever, this development was much affected by the
trend of emigrants’ deposits, that declined by 11.0
per cent in August. In fact, deposits excluding the
latter — those only held by resident households
and non-financial corporations — recorded a less
marked slowdown over the same period. The
year-on-year rate of change of this aggregate was
2.1 per cent in August 2002 (3.0 p.p. below that ob-

served in December 2001), being around that level
since February (Chart 3.4). The path of emigrants’
deposits seems to be largely associated with the
shift of savings from resident to non-resident
banks, these latter, however, being within the
scope of consolidation of the Portuguese banking
groups.

If, instead of the deposits with the resident
banking sector, we consider all the deposits held
by the non-financial private sector (including emi-
grants) in Portugal and abroad,(8) the year-on-year
rate of change of this aggregate is relatively stable
in the first half of 2002, standing at a level close to
that observed one year earlier (4.9 per cent in June
2002, after 3.1 per cent and 7.5 per cent respec-

20 Banco de Portugal /Economic bulletin / September 2002

Economic policy and situation

Chart 3.3
PORTUGAL: REAL BANK INTEREST RATES
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Chart 3.4
DEPOSITS OF THE NON-FINANCIAL PRIVATE
SECTOR IN THE RESIDENT BANKING SYSTEM
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(8) The data source for deposits abroad was the International In-
vestment Position Statistics (with quarterly frequency).



tively, in June and December 2001) (Chart 3.5).
Against this background, total deposits held by
households (including emigrants) increased by 5.2
per cent in June 2002, 2.8 p.p. below the corre-
sponding change in December 2001.(9) Concerning
deposits of non-financial corporations, the growth
rate was 3.7 per cent in June 2002, which still rep-
resents a decline in the pace of growth from De-
cember 2001 (less 2.4 p.p.), albeit contrasting with
the decreases observed in deposits held by this
sector with the resident banking system, since the
beginning of the year.(10)

In parallel with the deceleration recorded by
deposits held by the non-financial private sector,
there seems to have been a higher preference of
economic agents for transferable deposits to the
detriment of time deposits, as a result of the low
opportunity cost of holding highly-liquid financial
assets, due to the historically low level of nominal
interest rates (Chart 3.6). In a context of high vola-
tility in stock markets, this liquidity preference of
investors is likely to be reflected also in invest-
ments in other low-risk and highly-liquid assets,
namely mutual funds with portfolios chiefly com-
posed by deposits in the money market or bonds.

The above mentioned developments are consis-
tent with the estimated increase in 2002 for the sav-
ings rate of households. This recovery should re-
flect, in part, the increase in savings due to precau-
tionary motives — given the less favourable pros-

pects for income growth. Also as in the previous
year, it may continue to be associated with the ad-
justment of the financial situation of households, in
order to cope with the repayment of debt agreed
over recent years.(11)

In 2002, banks’ lending to the non-financial pri-
vate sector kept on the decelerating trend evinced
since mid-1999, in line with the slowdown of all
components of private domestic demand. How-
ever, it continued to grow at a higher pace then
nominal GDP, largely reflecting the historically
low level of nominal and real interest rates. There-
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Chart 3.5
DEPOSITS OF THE NON-FINANCIAL PRIVATE
SECTOR IN THE RESIDENT BANKING SYSTEM

AND ABROAD

Year-on-year rate of change

-10

-5

0

5

10

15

20

25

30

Dec.98 Jun.99 Dec.99 Jun.00 Dec.00 Jun.01 Dec.01 Jun.02

P
e
r

c
e
n
t Total Households (including emigrants)

Non-financial corporations

(9) Excluding emigrants, households’ deposits with the resident
banking system increased, in August 2002 by 3.8 per cent,
year-on-year 1.5 p.p. below the change observed in the last
month of 2001. The pace of growth of this aggregate seems to
have been relatively stable since the beginning of the year.

(10)The year-on-year rate of change of deposits held by non-
financial corporations with the resident banking system was
-4.9 per cent in August (4.0 per cent in December 2002).

(11)The households’ debt burden is not expected to change signifi-
cantly in 2002. Assuming complete roll-over of debt to maturi-
ties below 1 year, the debt burden will stand between 12 and 13
per cent of disposable income, in 2002, a level similar to that
observed in 2001. Its composition, however, is likely to change
slightly, reflecting the lagged effects of the reduction in implicit
interest rates: interests share should decrease by approximately
0.5 p.p. of disposable income, while the burden due to debt re-
payments will likely increase roughly by the same figure.

Chart 3.6
CONTRIBUTIONS TO THE GROWTH RATE OF
DEPOSITS AND DEPOSIT-LIKE INSTRUMENTS
OF THE NON-FINANCIAL PRIVATE SECTOR(a)
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fore, in August 2002, the growth rate of this aggre-
gate, adjusted for securitisation operations,(12) was
9.1 per cent, 3.4 p.p. below that recorded at the
end of 2001. Their components, however, showed
diverging developments in the course of the first
eight months of the year. While banks lending to
non-financial corporations pursued on the slowing
trend observed last year, the credit to households
continued to expand at a significant pace close to
that recorded in the last quarter of 2001 (particu-
larly for house purchases, that accounts for more
than 75 per cent of household outstanding debt)
(Chart 3.7).

The growth rate of credit to non-financial cor-
porations declined, from 13.3 per cent in Decem-
ber 2001 to 6.1 per cent in August 2002. This de-
celeration was broadly based across most branches
of the economy. There were, in particular, signifi-
cant decreases in the pace of growth of bank loans
to construction (its growth rate declined from 19.6
per cent in December 2001 to 7.5 per cent in Au-
gust 2002), real estate services (from 40.2 per cent
to 26.3 per cent), supply of services to corporations
(from 53.7 per cent to 5.1 per cent) and trade (from
1.9 per cent to -1.8 per cent). External borrowing of
corporations seems to have followed a similar
path to that of domestic credit, maintaining, in the
first half of 2002, the same share in total (domestic
and external) bank credit to non-financial corpora-
tions as in 2001 (approximately 11 per cent).

In August 2002, the growth rate of credit to
households increased slightly by 0.4 p.p. from De-
cember 2001, to stand at 12.2 per cent. This devel-
opment was marked by the strong pace that lend-
ing for house purchase continued to show. As a
matter of fact, considering annualised quarterly
growth rates on seasonally adjusted figures, this

component of credit to households has shown
clearly an upward trend since the beginning of the
year (Chart 3.8B). In effect, in August 2002, the
year-on-year rate of change of credit to households
was 15.3 per cent, compared with 15.0 per cent in
December. This trend may have partly reflected
the effects of the anticipation to the use of credit
under the special subsidised regimes for house
purchases, during the transition period following
the announcement, in May, of its abolition. This
subsidised system ceased at the end of September
(for new credit contracts).

By contrast, credit to households for other pur-
poses than house purchase decelerated slightly
(from 3.2 per cent in December 2001 to 3.1 per cent
in July 2002). Its rate of change followed an irregu-
lar path over the period, around values that stood
below the average growth observed in the previ-
ous year. Given the high level of indebtedness at-
tained by households — approximately 97 per
cent of disposable income at the end of 2001, and
expected to exceed 100 per cent at the end of the
current year —, the continued deterioration of
consumer confidence in 2002 and the disappear-
ance of transitional effects due to the discontinu-
ance of the subsidised credit system, it should be
expected that credit to households, in the last
quarter of the year, resumes the decelerating trend
interrupted at the end of 2001.
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(12)Over recent years, some securitisation operations were con-
ducted by financial institutions, that seems to be reflected in a
slowdown of bank credit, since they implied reductions in the
relevant size of credit stock in the portfolio of banks, chiefly at
the end of 2001. Note that these reductions in the credit portfo-
lio of banks do not represent reductions at the overall indebt-
edness level of the non-financial private sector, but rather
correspond to a transfer of liabilities from this sector to the
portfolio of other entities. Therefore, all credit aggregates ana-
lysed in this section were adjusted, except as otherwise speci-
fied, so that the amounts associated with these operations (as
well as the respective repayments) would continue to be con-
sidered under credit granted to the non-financial private
sector.

Chart 3.7
CREDIT TO THE NON-FINANCIAL PRIVATE
SECTOR ADJUSTED FOR SECURITISATION
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3.2 Developments of monetary survey(13)

The developments of credit to and deposits
held by the non-financial private sector from the
beginning of the year up to August 2002 were re-
flected in apparent changes in the Monetary Sur-
vey over that period, when compared with the
same period of 2001 (Table 3.2).(14) Therefore, the

changes on domestic credit granted by resident
monetary financial institutions over the first eight
months of the year amounted to slightly more
than half of those recorded one year earlier, re-
flecting the significant deceleration of bank credit
to the non-monetary private sector (in particular to
non-financial corporations). Only the change in
credit to households exceeded the amount ob-
served in the same period of 2001, in line with the
still significant growth of credit for house pur-
chase.

As deposits of the non-financial corporations
and households decreased markedly, the re-
sources obtained domestically by the resident
banking system were not sufficient to finance the
expansion of its assets. As a result, the creditor po-
sition of the resident monetary sector vis-à-vis the
non-financial private sector increased in the period
under review (6.6 p. p. of GDP, when compared to
2001). In turn, there was a deterioration of the ex-
ternal debtor position of resident monetary institu-
tions (of approximately 5 p.p. of GDP) (Chart
3.9). However, it should be pointed that the in-
crease in net liabilities vis-à-vis non-resident sub-
sidiaries of Portuguese banks accounted largely
for that deterioration.

Most of the external liabilities of the monetary
sector are denominated in euro. However, in the
period under review, the share of external liabili-
ties, in net terms, denominated in other currencies
increased. Moreover, a significant share of this ex-
ternal financing was raised by subsidiaries abroad
of Portuguese banks: on one hand, through the is-
sue of securities, and, on the other, through the
collection of deposits from customers. Over this
period, in particular, the decline in deposits held
by non-financial corporations and households
with the monetary system seems to have been
partly offset by an increase in investments by
these sectors in subsidiaries and branches abroad,
falling within the scope of consolidation of the
Portuguese banking groups, as suggested by the
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Chart 3.8A
BANK CREDIT TO THE RESIDENT

NON-FINANCIAL PRIVATE SECTOR
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Chart 3.8B
LOANS TO HOUSEHOLDS FOR HOUSE

PURCHASE

Annualised quarterly growth rates adjusted
for seasonal effects and credit

securitisation operations
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(13)Credit aggregates considered in this section were not adjusted
for securitisation operations.

(14)The figures presented in the table refer to assets less liabilities
of other non-resident financial institutions, according to the
criteria used in Monetary and Financial Statistics. Therefore,
the figures partly reflect operations with non-resident institu-
tions integrated in financial groups subject to the consolidated
supervision of the Banco de Portugal.



trend of total deposits held by residents in the re-
spective consolidated accounts. Based on consoli-
dated accounts, it is also possible to confirm that
the issue of securities in international financial
markets continues to increase while interbank
(net) financing abroad is falling in 2002.(15)

4. FISCAL POLICY

In early May, the Government elected on 17
March submitted to the Parliament the Law
amending the State Budget for 2002 (2002 Supple-
mentary Budget). The major objective of this docu-
ment was to ensure that the general government
deficit in 2002, on a National Accounts basis,
would not exceed the reference value defined in
the Treaty on European Union and in the Stability
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Table 3.2

MONETARY SURVEY

EUR million

Absolute changes

1999 2000 2001 2001 2002 Dec. 99 Dec. 00 Dec. 00 Dec. 01

Dec. Dec. Aug. Dec. Aug. Dec. 00 Aug. 01 Dec..01 Aug. 02

Net external assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 985 -6 788 -15 308 -19 270 -25 310 -15 773 -8 520 -12 483 -6 040
Banco de Portugal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 623 14 985 15 194 16 050 14 501 -3 638 209 1 065 -1 550
Other monetary financial institutions. . . . . . . . . . . . . -9 637 -21 773 -30 502 -35 321 -39 811 -12 136 -8 729 -13 548 -4 490

of which:
Denominated in euro . . . . . . . . . . . . . . . . . . . . . . . -10 741 -19 559 -28 595 -34 518 -37 718 -8 818 -9 036 -14 959 -3 200

Credit to General Government . . . . . . . . . . . . . . . . . . . . 8 764 8 496 8 517 9 082 7 327 -268 21 585 -1 755

Domestic credit (except (general government) . . . . . . 129 577 160 783 175 397 179 401 186 962 31 206 14 615 18 618 7 561
Households. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 859 68 921 73 879 76 063 81 443 12 062 4 958 7 142 5 380
Non-financial corporations . . . . . . . . . . . . . . . . . . . . . 56 500 70 667 77 584 80 085 82 274 14 167 6 917 9 418 2 189
Non-monetary financial institutions. . . . . . . . . . . . . . 16 217 21 195 23 934 23 253 23 244 4 977 2 740 2 059 -9

Currency in circulation . . . . . . . . . . . . . . . . . . . . . . . . . . 5 620 5 392 5 369 4 451 6 080 -228 -23 -941 1 630

Deposit-like instruments - total . . . . . . . . . . . . . . . . . . . 114 507 120 125 118 298 123 236 119 506 5 618 -1 827 3 111 -3 731
Non-monetary financial institutions. . . . . . . . . . . . . . 9 661 9 843 9 011 10 360 10 019 182 -833 517 -341
General government . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 872 8 181 6 807 6 329 6 540 -690 -1 374 -1 852 211
Non-financial corporations and households . . . . . . . 95 974 102 100 102 480 106 547 102 947 6 126 380 4 447 -3 600

Securities other than capital . . . . . . . . . . . . . . . . . . . . . . 13 319 17 476 21 926 22 514 23 428 4 157 4 450 5 037 915

Money market fund shares . . . . . . . . . . . . . . . . . . . . . . . 0 115 153 166 335 115 38 51 169

Capital and reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 827 25 920 26 534 27 867 28 597 5 093 614 1 947 730

Sundry (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -6 947 -6 538 -3 673 -9 021 -8 968 410 2 865 -2 483 53

Memo: Year-on-year rate of change

Dec.00 Aug. 01 Dec.01 Aug. 02

Contribution to the euro area M1 aggregate . . . . . . 45 537 47 723 47 670 51 177 51 915 4.8 5.5 7.2 8.9
Contribution to the euro area M3 aggregate . . . . . . 113 135 119 794 124 496 126 685 131 393 5.9 6.5 5.8 5.5

Chart 3.9
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lished in the present Economic Bulletin.



Pact. In fact, in the framework defined by the State
Budget for 2002, the budget outturn for the first
months of the year, the compilation of new data
on public accounts in 2001, the need to change
some methodological procedures, in particular re-
garding the recording of taxes and social contribu-
tions, and the unfavourable revisions of the mac-
roeconomic scenario made apparent the risk of
reaching in 2002 a deficit clearly above 3 per cent
of GDP. In order to reverse the likely increase of
the deficit, the Supplementary Budget included a
set of measures intended to increase revenue and
to control expenditure, setting the target for the
deficit at 2.8 per cent of GDP.

On the revenue side, stress should be particu-
larly laid on the increase in the VAT standard rate
from 17 to 19 per cent. As regards expenditure, the
major measures included the setting of ceilings on
the increase of the autonomous services and funds
expenditure and on additional borrowing by local
governments, the freezing of part of expenditure
on investment by the central government without
affecting expenditure related to projects co-
financed by the European Union, and the elimina-
tion of interest rate subsidies in new loans for
house purchase.

The excessive deficit procedure notification of
late August and the State Budget Report for 2003
confirm the target assumed in spring for the deficit
in 2002. However, this outcome now depends on
the sale of real assets by the State in the last
months of the year, including the sale of the fixed
telephone network to Portugal Telecom, which
may reach 0.6-0.7 per cent of GDP. In fact, the revi-
sion of the 2001 accounts, the gradual deteriora-
tion of the macroeconomic scenario, and the diffi-
culties in controlling expenditure in several areas
hindered the fulfil the target for the deficit defined
in the Supplementary Budget, without the adop-
tion of additional measures on the revenue side. In
any case, the information available points to a risk
that the Portuguese general government deficit in
2002, compiled in compliance with the National
Accounts methodology, may exceed 2.8 per cent of
GDP.

According to the August excessive deficit pro-
cedure notification, the public debt ratio is ex-
pected to increase from 55.5 per cent at the end of
2001 to 59.3 per cent at the end of 2003. This devel-
opment can, to a large extent, be explained by the

sizeable amount of the deficit-debt adjustments,
estimated at 3.4 per cent of GDP, that result from
financial operations affecting the public debt but
not the deficit; the payment by the 2002 Budget of
expenditure relating to previous years; and debt
settlements by the Treasury, particularly concern-
ing the National Health Service.

5. OUTPUT DEVELOPMENTS IN 2002

According to the estimates of the Banco de Por-
tugal shown in this issue of the Economic Bulletin
(Table 1.1), the Portuguese economy will likely
grow between 0 and 1 per cent in real terms in
2002 (1.8 per cent in 2001).(16) Current estimates are
subject to a higher than usual degree of uncer-
tainty, related to external trade data. These data
have been subject to significant revisions in the
course of 2002, thus making it difficult to assess
the behaviour of external trade flows in the first
half of the year and to make forecasts for the sec-
ond half-year (see the Box entitled “Revisions to in-
ternational trade data”). Thus, conversely to the
usual procedure, the magnitude of forecast ranges
is maintained, compared with the June issue of the
Economic Bulletin.

The shift in the economic growth pattern seen
in the two previous years will likely sharpen in
2002. The contribution of domestic demand to
growth, which had been gradually decreasing, be-
came negative this year. This trend is determined
by the deceleration in private consumption and
the reduction in GFCF — aggregates which re-
corded extremely high growth rates in the late
1990s — and corresponds to the pursuance of the
adjustment process of the Portuguese economy
started in 2000. Public consumption also deceler-
ated, but its growth is likely to exceed that of out-
put. Export growth may be close to that seen in the
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(16)The estimate of GDP growth in 2001 was revised from 1.9 to 1.8
per cent, reflecting the inclusion of new data meanwhile re-
leased. On the one hand, account was taken of the information
on general government released in early September, within the
scope of the excessive deficit procedure. On the other hand, the
National Statistical Office published final figures for external
trade in goods in 2001, which resulted in a downward revision
of nominal export and import growth rates, from 5.8 per cent
and 2.3 per cent to 3.6 per cent and 1.8 per cent respectively
(see the Box entitled “Revisions to international trade data”).
Finally, new data relevant for private consumption were in-
cluded.



previous year. In a context of deceleration of exter-
nal demand for Portuguese producers, this will
imply gains in the market share above those seen
in 2001. Given that, on the other hand, imports de-
celerated significantly — since the goods compo-
nent is likely to reflect the lower demand for im-
ported goods to meet domestic demand — the
contribution of net external demand to growth is
expected to be more positive than in the previous
year.

The current forecast range for GDP growth does
not differ from that shown in the June 2002 issue of
the Economic Bulletin. However, in terms of composi-
tion, domestic demand may grow less than previ-
ously projected. This results from the weaker dy-
namics forecast for the private component of inter-
nal demand — consumption and investment —
given that growth estimates for investment and, to a
lesser extent, for general government consumption,
are now higher than previously projected. In partic-
ular, general government GFCF is estimated to reg-
ister a nominal growth of around 6 per cent in
2002,(17) contrary to the “spring projection”, that as-
sumed a reduction. The contribution of net external
demand to growth is estimated to be more positive
than previously considered: export growth will
probably be slightly lower, albeit offset by a more
marked reduction in imports. It should be noted that
the revision of growth forecast for exports is less sig-
nificant than the revision of external demand for
Portuguese exporters: the change in the relevant ex-
ternal demand indicator was revised downwards by
around 1.5 percentage points (p.p.) between the June
issue of the Economic Bulletin and current estimates,
reflecting the lower increases projected for major
economies of destination of Portuguese exports (see
section 2 of this article). Thus, the current estimate
for export growth assumes gains in the external
market share above those considered in the June
2002 issue of the Economic Bulletin.

The deceleration in economic activity shown by
these estimates is also suggested by the coincident
indicator of economic activity, whose growth in
the first three quarters of the year stood clearly be-
low that seen in 2001 (Chart 5.1). The indicator fur-
ther suggests that the intra-annual profile of GDP

will decelerate from the first to the second half-
year, as also shown by the economic sentiment in-
dicator for Portugal, released by the European
Commission.

Private consumption is likely to grow between -¼
and ¾ per cent in 2002 (1 per cent in 2001). The de-
celeration in household expenditure is suggested by
both the coincident indicator of private consumption
in the first half-year — which summarises qualita-
tive data on this variable — and the strong reduction
in the consumer confidence indicator up to the third
quarter of 2002, which has reached the trough of the
historical series (Chart 5.2).

Compared with the previous year, the slower
growth pace of private consumption can be ob-
served in the different consumption classes, with
the exception of cars. In fact, consumption of cars
is one of the expenditure components expected to
decrease in 2002, albeit less than in the previous
year.(18) The number of light passenger cars sold,
including off-the-road vehicles, declined by 8.9 per
cent in the period from January to September,
compared with a 12 per cent reduction in 2001.
Household expenditure on this type of goods
seems to have dropped less sharply than sug-
gested by the number of vehicles sold in the pe-
riod under consideration, given that the demand
for higher-range cars has been relatively less af-
fected than that for lower-range vehicles. Exclud-
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(17)It should be noted that this estimate for general government
GFCF does not include the sale of real assets (to be recorded as
negative investment).

Chart 5.1
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(18)Reference should be made to the fact that in 2001 light passen-
ger car sales, in particular off-the-road vehicles, were espe-
cially affected by changes in car taxes.



ing cars, the deceleration in private consumption
becomes more marked, in particular in the other
goods component. This is shown by the strong de-
celeration in the retail trade turnover index (which
excludes car and fuel sales), both in nominal and
real terms, in the period from January to August
compared with the previous year. Expenditure on
durable goods, which is traditionally more sensi-
tive to developments in the business cycle, is likely
to show a negative real change, as also suggested
by the retail trade turnover index for this type of
goods. Consumption of services is also expected to
decelerate, although maintaining growth rates
above those for total consumption.

There are several factors behind the behaviour
of private consumption expenditure in 2002. On
the one hand, real disposable income is likely to
grow less than in the previous year, as a result of
both a lower change in employment and some de-
celeration in wage growth (see section 6. Employ-
ment and wages). On the other hand, restrictions
imposed by the high household indebtedness
levels and the need to reduce their growth pace to
more sustainable levels seem to have also contrib-
uted to curb the growth of this variable, as seen in
2001. This effort to adjust the financial situation of
households will be reflected in a new rise in the
savings rate in 2002, despite the forecasted slow-
down for real disposable income. Finally, in a con-

text of uncertainty due to the unfavourable eco-
nomic outlook — reflected, as already referred to,
in rather low consumer confidence levels —
households appear to have decided to postpone
some consumption decisions, namely regarding
durable consumer goods, and to raise the savings
rate for precautionary reasons.

According to current estimates, public con-
sumption is likely to record a volume growth of
1.1 per cent in 2002 — slightly above that envis-
aged in the June issue of the Economic Bulletin —
following a 2.9 per cent growth in 2001. Behind
this deceleration will be staff costs, with a real
growth of 1.7 per cent (2.8 per cent in 2001), and
especially expenditure on goods and services, with
a real decrease of 0.8 per cent (3.2 per cent growth
in 2001) (see section 4. Fiscal policy).

Gross fixed capital formation (GFCF) will de-
crease in 2002 more markedly than in the previous
year. This variable is estimated to decrease be-
tween 5¼ and 3¼ per cent (-0.4 per cent in 2001),
which corresponds to a slightly more negative
central estimate than that of the forecast range pre-
sented in the June issue of the Economic Bulletin.
The decline in GFCF will be broadly based across
all its components (transport equipment, machin-
ery and equipment and construction). In terms of
institutional sectors, stress should be laid on the
reduction of corporate and household investment.
As already referred to, general government invest-
ment will likely record a nominal growth of
around 6 per cent in 2002, i.e. a deceleration from
the previous year (by around 15 per cent). In
intra-annual terms, there will probably be a much
sharper reduction in the second half of the year, to
a large extent influenced by developments in
GFCF in construction.

Investment in transport equipment is estimated
to decline by more than 20 per cent, following the
significant reduction already seen in 2001 (-14.7
per cent).(19) Indicators on sales of commercial ve-
hicles illustrate the negative trend of this invest-
ment component, with a decline in these sales of
12.3 per cent in the period from January to Sep-
tember 2002, whereas the sales of heavy commer-
cial vehicles fell by 31.5 per cent during the same
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Chart 5.2
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(19)Similarly to cars for private consumption, the car component of
GFCF also decreased significantly in 2001, as a result of the
changes introduced in taxes on light commercial vehicles.



period. GFCF in machinery and equipment is also
likely to decline, although less markedly than in
the previous year. The reduction estimated for
GFCF in equipment (transport equipment and ma-
chinery) in 2002 is basically a result of two types of
factors. On the one hand, both domestic and exter-
nal demand decelerated while the outlook for their
future developments remains uncertain. These de-
velopments were translated into a deterioration of
industrial confidence in 2002 (see Chart 5.3). On
the other hand, the high investment rates recorded
in the recent past implied a significant increase in
corporate productive capacity, which in the con-
text of cyclical developments in the Portuguese
economy, limits the need for new investments in
the near future. In the quarters of 2002 for which
data are available, the rate of productive capacity
utilisation in manufacturing continued to stand at
levels below those in the same period a year ear-
lier, according to the European Commission’s Sur-
vey. Finally, the behaviour of this type of invest-
ment will likely continue to be conditioned by the
high corporate indebtedness level.

Investment in construction will likely fall, after
a real growth of 3 per cent in 2001. This fall in
GFCF in construction in 2002 reflects on the one
hand the deceleration in the public works
sub-sector — partly accounted for by the lower
growth of general government GFCF(20) — and on
the other the decrease estimated for the housing
segment (which had already shown negative de-
velopments in 2001). Negative developments in
GFCF in housing will mainly reflect a readjust-
ment, following the rather marked and fast expan-
sion of the housing stock in the late 1990s.

Construction sector entrepreneurs have been
revealing greater pessimism, according to the
INE’s monthly survey to this sector, an opinion
shared by entrepreneurs from the public works
and residential construction sub-sectors. Chart 5.4
shows a downward profile for balances of respon-
dents regarding the assessment of activity in these
two sub-sectors since the beginning of the year. As
regards the segment construction of residential
buildings, the reduction in activity is also sug-
gested by the decrease in the number of construc-
tion permits for new dwellings (around -9 per cent

until August, after a 10.2 per cent fall in 2001) and
of concluded dwellings (-9.9 per cent in the first
half of 2002, against -2 per cent in 2001). The real
estate confidence indicator showed a nil year-
on-year change in September 2002, compared with
a 2.1 per cent change in December 2001. This de-
celeration in housing prices also provides an indi-
cation of the slowdown in this market. However, it
should be noted that credit granted to households
for house purchase showed high growth rates up
to August (15.3 per cent, against 15.0 per cent in
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Chart 5.3
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Chart 5.4
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(20)It is worth mentioning that not all investment in public works
is directly promoted by general government.



December 2002). The year-on-year difference be-
tween the balances on lending for house purchase
— indicator which translates the flow of new
credit less repayments of principal — stood at 17.9
per cent in the period from January to August,
compared with a 10.8 per cent reduction in 2001.
These developments in credit seem to be associ-
ated with the purchase of new dwellings con-
structed in previous years and presumably in
stock,(21) and with the purchase of used dwellings.

Construction activity, in particular in the hous-
ing segment, is estimated to be more negatively af-
fected in the latter part of the year, which is evi-
dent in the opinions of construction entrepreneurs
regarding prospects for activity and order books.

In 2002 exports of goods and services will likely
grow between ¾ and 2¼ per cent, compared with
1.7 per cent in 2001. The growth in exports of
goods may stand close to that in the previous year,
despite the deceleration in external demand for
Portuguese exporters (around 1.5 percentage
points). According to the estimates of the Banco de
Portugal, exports of goods seem to have recorded
a virtually nil real change(22) in the first half of the
year (compared with 1.8 per cent in 2001 as a
whole). External demand for Portuguese exports is
estimated to have dropped in this period, which
indicates a positive behaviour of the external mar-
ket share of Portuguese producers. Thus, the an-
nual forecast for the growth of exports of goods
also envisages a gain in market share, conditional
on the estimate for the change in exports in the
first half-year which, as already referred to, is sub-

ject to a higher than usual degree of uncertainty
(see the Box entitled “Revisions to international trade
data”). This gain in market share will likely exceed
that observed in 2001(23) and will probably be asso-
ciated with increased efforts of resident companies
for selling their products in the external market, in
a context of weakening domestic demand. Turning
to the services component, tourism exports will
experience a decrease, partly offset by an accelera-
tion in exports of other services. In intra-annual
terms, there will possibly be an acceleration of ex-
ports of goods in the second half-year, in line with
the behaviour forecast for external demand.

Regarding imports of goods and services, the
estimates of the Banco de Portugal point to a de-
crease between 2½ and ½ per cent, compared with
a virtually nil change in the previous year. This es-
timate corresponds to a relatively significant
downward revision of the projections presented in
the June issue of the Economic Bulletin. Develop-
ments estimated for imports in 2002 are consistent
with the behaviour of domestic demand and re-
flect, in particular, the strong reduction in con-
sumption of durable goods and investment in
transport equipment and machinery. In the first
half of 2002 imports of goods appear to have re-
corded a real decline of almost 0.5 per cent, ac-
cording to estimates of the Banco de Portugal(24)

(1.2 per cent increase in 2001 as a whole).
The estimates of the Banco de Portugal for real

developments in exports and imports in 2002 as a
whole, on the one hand, reflect an increase in the
contribution of net external demand to output
growth vis-à-vis 2001 (around 0.5 p.p.) and, on the
other hand, imply a positive volume effect on the
change in the goods and services account balance
with abroad (i.e. they contribute to a narrowing of
the deficit from the previous year). The narrowing
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(21)In general, according to the European System of Accounts, the
construction of new dwellings should be considered an accu-
mulation of stocks until dwellings are sold. Then, there would
be a reduction in stocks and an increase in gross capital forma-
tion in construction. However, given the limitations of the sta-
tistical indicators available, the construction of new dwellings
is immediately recorded in the estimates of the Banco de Portu-
gal as investment in construction (not at the time of sale). This
procedure does not affect estimates for gross fixed capital for-
mation (GFCF plus changes in inventories) and consequently
for gross domestic product each year. However, it can bias the
estimates for the breakdown of investment in construction into
households and corporations each year.

(22)This estimate was based on a nominal rate of change in exports
in the first half-year lower than the rate implied in external
trade data released in July (-0.5 per cent), in an attempt to antic-
ipate further data corrections. The estimate of the Banco de Por-
tugal for the deflator in this period is -2.5 per cent, based on
data supplied by the INE.

(23)The revision of external trade data for 2001 (from provisional
to final) referred to in footnote 1 resulted in a significant down-
ward revision of the gain in the market share of exports re-
corded that year and presented in the 2001 annual report (2.7
per cent). In the light of the new data, this gain is now mar-
ginal (0.4 per cent). See the Box entitled “Revisions to interna-
tional trade data”.

(24)Similarly to exports, these estimates were based on a nominal
rate of change in imports in the first half-year lower than the
rate implied in external trade data released in July (-4.7 per
cent), in an attempt to anticipate further data corrections. The
estimate of the Banco de Portugal for the import deflator in this
period is -4.9 per cent, based on data supplied by the INE.



of the goods and services account deficit in 2002
will also result from a positive terms of trade ef-
fect. The Banco de Portugal estimates for external
trade deflators in 2002 imply a gain in terms of
trade. Similarly to the previous year, albeit to a
lesser extent, this change is partly explained by de-
velopments in international oil market prices.

6. EMPLOYMENT AND WAGES

In the course of 2002 total employment growth
is likely to decline — stressing developments since
1999 —, accompanied by an increase in the em-
ployment rate, confirming the upward trend
throughout 2001. This behaviour is due to con-
tinued strong growth rates of employment supply,
with a sustained increase in labour force. Employ-
ment decelerated, in a context of strong slowdown
in activity, and the change in apparent labour pro-
ductivity is expected to be negative in 2002. Nomi-
nal wages are likely to increase less than in the
previous year, translating into lower growth of
real wages, albeit higher than productivity growth
— for the fifth consecutive year. The combination
of these factors should lead to the maintenance of
high growth of unit labour costs.

According to the estimates of the Banco de Por-
tugal, the unemployment rate in 2002 is likely to
stand between 4.5 and 4.7 per cent (4.1 per cent in
2001) thus maintaining the upward trend in the
number of unemployed recorded in 2001. In the
first half of 2002, according to the Inquérito ao Em-
prego of INE (the Portuguese labour force survey),
the unemployment rate stood at 4.5 per cent, 0.4
p.p. above that recorded in the same period of
2001. The number of unemployed increased signif-
icantly by around 12 per cent between the first half
of 2001 and the first half of 2002.(25)

The estimates of the Banco de Portugal for total
employment in 2002 point to a growth of around
0.8 per cent, 0.8 p.p. less than in 2001. According to
the Labour Force Survey data of the INE, the
change in total employment stood at 1.0 per cent

in the first semester. This evolution, qualitatively
similar to that in 2001, was the result of an increase
of 1.3 per cent in salaried employment and a
change of 0.5 per cent in all other forms of employ-
ment. However, conversely to the previous year,
the growth of salaried employment results exclu-
sively from an increase in the number of fixed-
term contract employment (more 11.5 per cent),
since the number of workers with a permanent
contract declined (less 1.3 per cent). At the sectoral
level, construction and services were the sectors
that contributed the most for total employment
growth. Over the first half of 2002, manufacturing
and agriculture recorded negative changes in the
employment volume.

Nominal wages per employee in the private
sector are estimated to have grown at a rate of 4.5
per cent, 1.3 p.p. below the estimation for 2001. On
the basis of the information available on change in
wages agreed in the collective bargaining process
for the private sector until August 2001, this value
sets the wage drift estimated at 0.8 per cent, 1.1
p.p. below the value estimated for 2001. This re-
duction probably reflects changes in the labour
market with a slight deceleration in employment
growth and an increase in the unemployment rate.
However, growth of real wages underlying these
forecasts stood at 0.8 per cent, which, albeit
smaller than in 2001 (1.2 per cent), is clearly above
the estimate for the change in the apparent labour
productivity per employee (-0.3 per cent).

7. INFLATION

In 2002 the inflation rate in Portugal, as mea-
sured by the annual average change in the Harmo-
nised Index of Consumer Prices (HICP),(26) is ex-
pected to stand within a range of 3.5 to 3.7 per
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(25)The introduction of the information concerning the Census
2001 in the calculation of the INE prevents an accurate compar-
ison of the first halves of 2001 and 2002. The data released by
the INE provide only an analysis in terms of year-on-year
change in the second quarter of each year. The unemployment
growth in this period was considerably higher, standing at
around 17 per cent.

(26)As referred to in the June issue of the Economic Bulletin, the pro-
jections then disclosed were part of a joint forecast exercise of
the Eurosystem. In the context of these periodical exercises, the
relevant price index is the HICP, since the ECB Governing
Council announced the quantitative definition of price stability
on the basis of this price index. This index is obtained from the
same monthly information that supports the calculation of the
CPI, diverging from the latter chiefly by the relative weights
used to aggregate the elementary price indices. These weights
refer to the structure of consumer expenditure in the Portu-
guese territory, therefore including tourists, and not only resi-
dent consumers, as the CPI. In practice, however, the annual
average change of both indices is very similar.



cent, which represents a reduction vis-à-vis the 4.4
per cent recorded in 2001 (see Chart 7.1). Develop-
ments in prices as from May reflected a more fa-
vourable behaviour of inflation than foreseen in
the June issue of the Economic Bulletin, which indi-
cated a change within a range of 3.5 to 4.5 per cent.
This change chiefly reflects a revaluation of the
impact of the increase in the VAT standard rate on
prices — now estimated to be less intense and
more lagged than previously envisaged — and a
revision of the technical hypotheses of the exer-
cise, as a result of the appreciation of the exchange
rate of the euro(27) and of a more favourable evolu-
tion of most international prices of consumer
goods than foreseen. The reason for the revision of
the target range is presented in Box “Inflation in
2002: deviation from the previous projection”.

The slowdown in prices in 2002 reflects three
major factors — lower growth of unprocessed
food prices, decline in import prices and deceler-
ation in nominal wages —, whose joint effect pre-
vailed over factors working in the opposite direc-
tion: the conversion process of prices in escudos
into euros and the increase in the standard rate of
the Value Added Tax (VAT), which have affected
consumer price developments in the first quarter
and as from June 2002, respectively.

The reduction in the inflation rate in 2002
mainly resulted from a decline in the annual aver-
age growth of unprocessed food prices, compared
to the unusually high levels recorded in 2001. The
prices of these goods tend to show relatively sud-
den and significant swings, often determined by
pronounced changes in weather conditions. In-
deed, according to developments in the CPI (Con-
sumer Price Index),(28) these prices grew by 0.3 per
cent in the first three quarters of 2002, after an an-
nual average growth of 8.8 per cent in 2001.(29)

Given the still significant weight of this type of
goods in the CPI basket, these developments con-
tributed significantly to the reduction in inflation.

The decline in import prices was another factor
behind the reduction in inflation.(30) According to
estimates of the Banco de Portugal made on basis
of information disclosed by the INE, goods import
prices registered a change of around -4.9 per cent
in the first half of 2002 (an increase of 0.4 per cent
in 2001). Consumer goods import prices recorded
a more marked swing, having increased by 4.0 per
cent in 2001 (an increase standing at around 3.1
and 4.4 per cent in food import prices and other
consumer goods, respectively), and declining by
2.1 per cent in the first half of 2002 (-2.2 and -2.1
per cent respectively).

The slowdown of pressures on the labour mar-
ket was a third favourable aspect for the behav-
iour of inflation. In 2002 whole-economy nominal
compensation per employee declined by 1.6 p.p.
(from 5.9 per cent in 2001 to 4.3 per cent in 2002),
in a context of significant slowdown of both eco-
nomic activity and employment and growth of the
unemployment rate. It should be stressed, how-
ever, that the pass-through of this wage deceler-
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Chart 7.1
HARMONISED INDEX
OF CONSUMER PRICES

Year-on-year and average rates of change

0

1

2

3

4

5

6

Jan.00 Jan.01 Jan.02

P
e
r

c
e
n
t

Annual average

rate of change

Year-on-year

rate of change

Sources: INE and Eurostat.

(27)The macroeconomic projections of the Eurosystem are prepared
under the technical hypothesis of constant exchanges rates.

(28)The analysis of the remaining of this section is based on the CPI
evolution, with the exception of its final part, in which the
HICP is used for the analysis of the inflation differential
vis-à-vis the euro area.

(29)A more disaggregated analysis referred to in the main text indi-
cates that the components “meat” and “vegetables, potatoes
and other root tubers” of the CPI reached a peak in the second
quarter of 2001, the respective prices being on a downward
trend since then. This behavior induces significant base effects
in the evolution of the CPI. It should be noted that unprocessed
food have a weight of 13.0 per cent in the CPI basket.

(30)This factor is partly related to the previous one, as a significant
share of unprocessed food consumption is imported. All in all,
the overall reduction in import prices will tend to pass through
to the remaining consumer prices.



ation to consumer prices has probably been tem-
pered by the negative change in apparent labour
productivity. Indeed, current estimates include a
reduction in the growth rate of unit labour costs,
from 2001 to 2002, lower than that recorded by
nominal compensation per employee.

In 2002 price developments were unfavourably
affected by two main effects. First, the conversion
process of prices in escudos into euros affected the
evolution of price indices in the first quarter. The
findings disclosed in a study published in this Eco-
nomic Bulletin(31) indicate that this impact should
have been at around 0.2 per cent of the CPI in the
first three months of 2002. By type of goods, stress
should be laid on the high impact of services, esti-
mated at around 0.5 p.p., on the price rate of
change. Second, the increase in June in the stan-
dard rate of the Value Added Tax (VAT), from 17
to 19 per cent, implied a gradual upward impact
on price indices, since the INE collects prices of
some items of the index on a quarterly basis. In the
case of full pass-through to consumer prices, this
impact would reach an accumulated magnitude of
around 0.8 p.p. However, the available evidence
points to a little — not above 0.6 p.p. — and more
lagged impact. A more detailed reading of the
evolution of the elementary items of the CPI sug-

gests that the rise of the VAT standard rate is
likely to have had a significant pass-through to
prices of most services and unprocessed food sub-
ject to the VAT standard rate, while in the case of
non-energy industrial goods there was a relatively
small pass-through to some goods.

The effect of these opposite forces on inflation
is reflected on the evolution of trend measures
normally used by the Banco de Portugal. These
measures tend to exclude or to attach a very re-
duced weight to components whose prices show
abnormally volatile behaviours, which is often the
case of unprocessed food. In the period up to Sep-
tember 2002, these indicators showed an average
change close to that recorded in 2001, in the case of
trimmed average, or slightly above, in the case of
the main component (see Chart 7.2 and Table 7.1).
It should also be mentioned that the CPI year-
on-year rate of change stood above the trend indi-
cators in the course of 2001 and below them in the
course of 2002. The evolution of these indicators
therefore illustrates the prominent role of the be-
haviour of unprocessed food in the deceleration of
inflation. The remaining effects — reduction in im-
port prices, deceleration in labour costs, conver-
sion process of prices in escudos into euros and
the change in the VAT standard rate — tend to
cover a significant range of prices, leading to a di-
rect influence on trend indicators. These indicators
suggest that over 2002, and excluding the above
abnormal price reductions, the aforementioned
combined effects resisted strongly to the reduction
in inflation.

The year-on-year rate of change of the CPI de-
clined from 3.9 per cent in the last quarter of 2001
to 3.3-3.4 per cent in the first two quarters of 2002,
going up to 3.6 per cent in the third quarter (Table
7.1). As mentioned above, the evolution of the CPI
in this period was much influenced by the evolu-
tion of unprocessed food — whose quarter-on-
quarter change went down from 5.9 per cent in the
last quarter of 2001 to -1.5 per cent in the third
quarter of 2002. In addition, the evolution of the
CPI was also influenced by the behaviour of fuel
prices. These prices declined by 4.8 per cent in Jan-
uary 2002,(32) but as from March, maximum fuel
prices became sensitive to the international oil

Economic policy and situation

32 Banco de Portugal /Economic bulletin / September 2002

Chart 7.2
CPI – TREND MEASURES

Year-on-year rates of change

0

1

2

3

4

5

6

Jan.00 Jan.01 Jan.02

P
e
r

c
e
n
t

Total

10% Trimmed

mean

Main component

Sources: INE and Banco de Portugal.

(31)See “Analysis on the impact of the conversion of escudos into
euros”, by D. Santos, R. Evangelista, T. Nascimento and C.
Coimbra.

(32)Previously fuel consumer prices had only been raised in Janu-
ary 2001, having remained unchanged since then.



quotation, which translated into successive in-
creases in these prices until May.(33) Following
these increases, there were also price adjustments
in some sectors particularly sensitive to fuel prices,
such as gas and transport services.(34) As a result of
the rise in fuel prices and consumer gas, the en-
ergy component of the CPI accelerated since the
end of the first quarter.

Excluding unprocessed food and energy,(35) the
year-on-year change of the CPI increased regu-
larly, from 3.8 per cent in the last quarter of 2001
to 4.7 per cent in the third quarter of 2003 (Chart
7.3). The acceleration of this subcomponent of the
CPI was determined by developments in services
prices, since the year-on-year change in prices of

both processed food and non-energy industrial
goods in the third quarter of 2002 was only mar-
ginally higher than that recorded in the fourth
quarter of 2001.

Services prices accelerated markedly, from 4.8
per cent in the fourth quarter of 2001 to 6.5 per
cent in the third quarter of 2002. This acceleration,
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Table 7.1

CPI – MAIN AGGREGATES

Year-on-year rates of change, per cent

Weights in
the total

2000 2001 2002 2001 2002 2002 2002

Jan. - Sep. IV I II III

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 2.9 4.4 3.4 3.9 3.3 3.4 3.6
Total excluding unprocessed food and

energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78.1 2.5 3.6 4.4 3.8 4.1 4.3 4.7

Aggregates

Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68.9 2.2 4.2 2.3 3.6 2.5 2.3 2.2
Food . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.8 1.9 6.1 2.0 4.8 3.4 1.6 1.0

Unprocessed . . . . . . . . . . . . . . . . . . . 13.0 2.5 8.8 0.3 5.9 2.8 -0.5 -1.5
Processed . . . . . . . . . . . . . . . . . . . . . . 12.8 1.4 3.1 3.9 3.6 4.0 4.0 3.7

Industrial . . . . . . . . . . . . . . . . . . . . . . . . 43.1 2.4 3.1 2.6 2.8 2.0 2.8 3.0
Non-energy . . . . . . . . . . . . . . . . . . . . 34.3 1.4 2.5 3.1 2.9 3.1 3.2 3.1
Energy . . . . . . . . . . . . . . . . . . . . . . . . 8.8 6.1 5.2 0.6 2.6 -2.0 1.3 2.4

Services. . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.1 4.2 4.8 5.8 4.8 5.1 5.6 6.5

Memo:

Trend measures

10 per cent trimmed mean . . . . . . . . . . . 2.8 3.9 3.8 3.8 3.6 3.8 4.0
Main component. . . . . . . . . . . . . . . . . . . . 2.7 3.4 3.7 3.5 3.6 3.6 3.8

Sources: INE and Banco de Portugal.

Chart 7.3
CPI – TOTAL EXCLUDING UNPROCESSED

FOOD AND ENERGY
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(33)Unchanged fuel consumer prices in June were due to the tem-
porary decline in the tax on oil products, which offset the im-
pact of the rise in the VAT standard rate on fuel prices.

(34)Usually the revision of these prices occurs in January. How-
ever, in 2002, the updating took place in March (after the end
of compulsory dual display of prices) and again in August.

(35)There is extended empirical evidence that the CPI excluding
unprocessed food and energy - also referred to as underlying
inflation — is not an adequate indicator for trend inflation, in
particular for being relatively delayed vis-à-vis observed infla-
tion. For the case of Portugal see C. Coimbra and P.D. Neves
(1997), “Trend inflation indicators”, Economic Bulletin of the
Banco de Portugal, volume 3, number 1, March 1997.
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Chart 7.4
HARMONISED INDEX OF CONSUMER PRICES – TOTAL AND AGGREGATES
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particularly as from the second quarter of the
year,(36) is not completely accounted for by the ef-
fects of the conversion process of prices in escudos
into euros and the rise in the standard rate of the
VAT. Thus, available evidence points to a signifi-
cant persistence of sharp broadly-based price rises
in this aggregate, in some cases with accelerations
clearly above those attributable to the two specific
factors mentioned.(37) This suggests, in the case of
services, a relatively reduced pass-through of
wage deceleration to consumer prices.

With regard to processed food, the year-on-
year change in the third quarter of 2002 stood very
close to that observed in the last quarter of 2001.
This indicates that the effects of favourable factors,
such as the behaviour of import prices of this type
of goods, were probably offset by the effects of the
conversion process of prices in escudos into euros
and by the rise in the VAT standard rate.

Finally, the quarterly year-on-year change of
non-energy industrial goods — a grouping of the
CPI to which the VAT standard rate falls on a
higher share of consumption expenditure — re-
mained relatively stable. It should be mentioned
that price developments in the item “clothing and
footwear” suggest a somewhat delayed pass-
through of the increase in VAT to consumer prices
until the launching of new collections, thus con-
tributing to a lagged impact on the price index.

The HICP is the most appropriate indicator to
assess developments in the inflation differential
between Portugal and the euro area. On the basis
of this price index, the inflation differential de-
creased from 1.9 p.p. in the fourth quarter of 2001
to 0.8 p.p. in the first quarter of 2002, increasing
further in the second and third quarters to 1.4 and
1.7 p.p., respectively (Chart 7.4). Developments in

the inflation differential between Portugal and the
euro area have been particularly influenced by the
diverging behaviour of unprocessed food prices —
the most volatile component of the index, having a
considerably higher weight in Portugal(38) — and
energy industrial goods, as a result of the different
spillover from oil prices in international markets
to consumer prices. Excluding these two aggre-
gates from the HICP, for analysis purposes, this
inflation differential stood at 1.5 p.p. in first quar-
ter of 2002, and fluctuated around this level
throughout 2001. This shows that the impact of the
conversion of prices in escudos into euros has not
determined, during this period, specific effects dis-
tinguishing Portugal from the euro area as a
whole. However, in the second and third quarters
this differential widened to 1.8 p.p. and 2.3 p.p. re-
spectively. This widening is likely to be mainly re-
lated to price adjustments in the Portuguese HICP,
as a result of the change in the VAT standard rate.

Chart 7.4 also shows a wide differential in ser-
vices, which is related to the fact that labour costs
in Portugal increased more than those in the euro
area as a whole. In 2002, although in a downward
trend, unit labour costs growth in Portugal re-
mained at high levels. This persistent difference is
an obstacle to the significant reduction of the infla-
tion differential between Portugal and the euro
area. The widening of the differential in the sec-
ond and third quarters reflects, to a large extent,
the above effect of the change in the VAT standard
rate on price developments in Portugal.

8. BALANCE OF PAYMENTS

In 2002, the borrowing requirements of the Por-
tuguese economy are expected to decrease, as in
the previous year. Thus, the aggregate deficit of
current and capital accounts should stand between
5¼ and 6¾ per cent of GDP in 2002, which com-
pares with 8.4 per cent in 2001 (Table 1.1). A fur-
ther reduction in the deficit of goods and services
account (of around 2 p.p. of GDP) is behind the re-
duction in this deficit. The strong recovery envis-
aged for public transfers associated with inflows
from the European Union will allow an improve-
ment in the capital account and a stabilisation of
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(36)Indeed, the increase of 0.6 percentage points (p.p.) of the
year-on-year change in services of the CPI, between December
2001 and March 2002, was mainly related to significant in-
creases in the prices of the items “maintenance and repairs”,
“restaurants and cafes”, “entertainment” and “hairdressing sa-
lons”, which should have been associated with the conversion
process of prices in escudos into euros. Estimates presented in
the article “Analysis on the impact of the conversion of escu-
dos into euros”, published in this Economic Bulletin, point to
an impact of around 0.5 p.p. on that aggregate of the CPI.

(37)For instance, the quarterly year-on-year change in prices of the
item “restaurants and hotels” went up from 4.0 per cent in the
fourth quarter of 2001 to 6.2 in the third quarter of 2002 and
was not affected by the rise in the VAT standard rate.

(38)The weight of unprocessed food in the HICP is 12.8 per cent in
Portugal and 8.1 per cent in the euro area.



the current transfers account — in spite of the ex-
pected reduction in the balance of private trans-
fers. Finally, a further widening is foreseen for the
income account deficit, associated with the in-
crease in indebtedness of Portuguese economy
abroad — in particular of monetary financial insti-
tutions — in recent years.

In the first half of 2002, the deficit resulting
from the sum of the current and capital account
stood at 8.9 per cent, against 10.7 per cent in the
same period of 2001 (Table 8.1). This resulted from
a favourable behaviour both from the current and
the capital account. The narrowing of the current
account deficit from 11.0 to 10.0 per cent of GDP
resulted from a further reduction in the goods def-
icit and from a slight increase in the services ac-
count surplus (Chart 8.1). With regard to the re-
maining components, current transfers declined
(by around 0.6 p.p. of GDP) and the income ac-
count deficit widened further (from 2.8 to 3.1 per
cent of GDP).

The goods deficit narrowed from 12.3 per cent
of GDP in the first half of 2001 to 10.5 per cent of
GDP in the first half of 2002. As illustrated in
Chart 8.2, the narrowing in the trade deficit re-
sulted, to a large extent, from a terms of trade ef-
fect, associated with the significant positive
change in terms of trade in goods (2.5 per cent in
the period January-June of 2002, which compares
with -0.9 per cent over the same period of the pre-
vious year), partly related to the behaviour of oil
prices. According to preliminary estimates(39), in
the first half of 2002, export prices of goods have
declined by 2.5 per cent while import prices of
goods have declined by 4.8 per cent, resulting in a
significant contribution from price effect, in con-
trast with the two previous years. In real terms,
there was a virtually nil exports growth (0.1 per
cent) and a reduction of around 0.5 per cent in im-
ports, determining a positive volume effect.

In the first half of 2002, the services account
surplus amounted to 1.5 per cent of GDP, against
1.3 per cent in the same period of 2001. Over this
period the transport services deficit narrowed,
partly as a result of the evolution of the deficit as-
sociated with freights of goods and the increase of
other services supplied by corporations surplus.

On the other hand, the travel and tourism balance,
as a percentage of GDP, declined slightly in the
first six months of 2002 compared with the same
period of the previous year, from 2.3 to 2.2 per
cent of GDP. Nominal tourism receipts grew by
1.2 per cent when compared with the same period
of the previous year, having decelerated from the
previous year. This is in line with the unfavour-
able developments in the number of nights spent
by foreigners in Portuguese hotels and similar es-
tablishments. Travel and tourism expenditure
abroad by residents increased by 1.4 per cent, in
nominal terms, showing a less buoyant behaviour
than in the previous year.

The income account deficit widened from 2.8 to
3.1 per cent of GDP in the first half of 2002. This
behaviour was due to a widening of other invest-
ment income deficit, from 1.3 to 1.9 per cent of
GDP. Direct income deficit recorded figures simi-
lar to those observed in the previous year (0.8 per
cent of GDP) while portfolio investment income
deficit narrowed slightly (from 0.6 to 0.5 per cent
of GDP).

The current transfers surplus narrowed from
2.7 per cent, in the first half of 2001, to 2.1 per cent
of GDP, in the same period of 2002, as a result of
developments in private transfers. This resulted
both from a reduction of around 8 per cent in emi-
grants remittances — mainly from France and
Germany — and a further increase in immigrants
remittances above 100 per cent, associated with
immigrant flows from Eastern Europe. In the same
period, with regard to current public transfers, net
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Chart 8.1
BALANCE OF PAYMENTS BREAKDOWN
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Table 8.1

BALANCE OF PAYMENTS

EUR million

Jan.-Dec.
2001

January to June 2001 January to June 2002 Balance as a % of GDP

Balance Debt Credit Balance Debt Credit Balance Jan.-Dec. 01 Jan.-Jun. 01 Jan.-Jun. 02

Current Account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -11 539.4 31 363.0 24 704.8 -6 658.2 30 630.9 24 333.3 -6 297.6 -9.3 -11.0 -10.0
Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -14 923.3 22 039.0 14 605.9 -7 433.1 20 878.6 14 262.8 -6 615.7 -12.1 -12.3 -10.5
Services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 924.5 3 485.0 4 292.9 807.9 3 445.7 4 383.4 937.7 2.4 1.3 1.5

Transport. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -445.6 1 105.8 832.9 -272.9 1 034.0 843.5 -190.5 -0.4 -0.5 -0.3
Travel and tourism . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 768.6 1 135.8 2 516.9 1 381.2 1 151.5 2 547.9 1 396.3 3.0 2.3 2.2

Insurance services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -39.6 51.2 35.9 -15.3 77.6 42.2 -35.4 0.0 0.0 -0.1
Royalties and license fees . . . . . . . . . . . . . . . . . . . . . . . -232.6 150.1 12.5 -137.6 163.9 14.3 -149.5 -0.2 -0.2 -0.2
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -48.5 925.9 837.2 -88.8 923.6 872.2 -51.4 0.0 -0.1 -0.1
Government services. . . . . . . . . . . . . . . . . . . . . . . . . . . -77.6 116.3 57.5 -58.7 95.1 63.3 -31.8 -0.1 -0.1 -0.1

Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -3 423.5 4 670.6 2 988.6 -1 681.9 4 887.2 2 928.4 -1 958.8 -2.8 -2.8 -3.1
Compensation per employees . . . . . . . . . . . . . . . . . . . 4.7 78.0 81.2 3.1 79.8 62.7 -17.1 0.0 0.0 0.0
Investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . -3 428.1 4 592.5 2 907.5 -1 685.1 4 807.4 2 865.7 -1 941.7 -2.8 -2.8 -3.1

Current transfers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 882.8 1 168.5 2 817.3 1 648.9 1 419.4 2 758.6 1 339.2 3.1 2.7 2.1
Public transfers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 188.3 740.3 726.2 -14.1 831.4 756.4 -74.9 0.2 0.0 -0.1
Private transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 694.5 428.2 2 091.1 1 662.9 588.0 2 002.2 1 414.1 3.0 2.7 2.2

Capital Account. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 195.6 109.8 321.6 211.8 103.5 797.9 694.5 1.0 0.4 1.1
Capital transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 214.5 87.1 302.0 214.9 90.1 785.9 695.8 1.0 0.4 1.1

Public transfers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 206.9 22.8 237.8 215.0 30.4 730.4 700.0 1.0 0.4 1.1
Private transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.7 64.3 64.3 -0.1 59.6 55.5 -4.2 0.0 0.0 0.0

Acquisition/disposable of non-produced
non-financial assets . . . . . . . . . . . . . . . . . . . . . . . . . . . -19.0 22.7 19.6 -3.1 13.4 12.0 -1.4 0.0 0.0 0.0

Financial Account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 550.0 341 326.6 347 886.6 6 560.0 312 293.4 318 284.5 5 991.1 8.5 10.8 9.5
Direct investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -2 100.6 17 952.4 15 720.5 -2 231.9 10 450.7 12 207.4 1 756.7 -1.7 -3.7 2.8
Portuguese investment abroad . . . . . . . . . . . . . . . . . . -8 818.9 8 727.8 2 137.3 -6 590.5 1 971.0 1 292.1 -678.9 -7.1 -10.9 -1.1
Foreign investment in Portugal . . . . . . . . . . . . . . . . . . 6 718.3 9 224.5 13 583.1 4 358.6 8 479.7 10 915.2 2 435.6 5.4 7.2 3.9

Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 248.5 78 611.4 78 101.3 -510.1 88 921.2 88 925.1 3.9 1.8 -0.8 0.0
Assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -7 174.6 28 164.5 24 546.2 -3 618.3 41 482.0 37 976.4 -3 505.7 -5.8 -6.0 -5.6
Liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 423.1 50 447.0 53 555.2 3 108.2 47 439.2 50 948.7 3 509.5 7.6 5.1 5.6

Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 284.3 1 811.0 2 019.8 208.8 1 587.8 1 492.3 -95.5 0.2 0.3 -0.2
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 087.6 216 195.9 225 405.6 9 209.7 185 330.6 190 563.4 5 232.9 9.0 15.2 8.3

Assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -5 429.9 109 722.6 109 220.3 -502.3 98 558.9 90 385.3 -8 173.6 -4.4 -0.8 -13.0
Liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 517.5 106 473.2 116 185.3 9 712.0 86 771.7 100 178.2 13 406.5 13.3 16.1 21.3

Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -969.8 26 755.9 26 639.4 -116.5 26 003.1 25 096.3 -906.8 -0.8 -0.2 -1.4
Errors and omissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -206.2 -113.6 -387.9 -0.2 -0.2 -0.6

Memo:

Current Account + Capital Account . . . . . . . . . . . . . . . -10 343.9 31 472.8 25 026.4 -6 446.4 30 734.4 25 131.2 -5 603.2 -8.4 -10.7 -8.9



inflows from the European Union decreased
slightly. In turn, the capital account surplus in-
creased from 0.4 to 1.1 per cent of GDP, reflecting
an increase in official transfers from the European
Union. In particular, receipts within the frame-
work of the ERDF increased significantly in the
first half of the year, after negative changes in the
past two years.

The Financial Account recorded net inflows,
equivalent to 9.5 per cent of GDP, which compares
with 10.8 per cent in the first six months of 2001
(Table 8.2). Analysing by resident institutional sec-
tor (Chart 8.3), monetary financial institutions re-
mained the sector that contributed the most to de-
velopments in the first half of 2002 (7.9 per cent of
GDP), albeit to a lesser extent than in the same pe-
riod last year (17.7 per cent of GDP). Financial
transactions abroad of monetary authorities were
behind further inflows (2.8 per cent in the first six
months of 2002, against 2.3 per cent of GDP over
the same period of 2001). Financial transactions of
general government and non-financial corpora-
tions and private individuals also contributed,
conversely to the previous year, to net inflows into
the Portuguese economy. As in the previous year,
operations conducted by non-monetary financial
institutions, in particular by investment funds, re-
sulted in a net outflow.

By type of investment (Chart 8.4), operations
included in Other Investment continued to be the
main source of net inflows, albeit in a smaller
amount, as a percentage of GDP, compared with
the same period of the previous year (15.2 and 8.3
per cent of GDP in the first six months of 2001 and
2002 respectively). These inflows resulted both
from external operations conducted by monetary
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Chart 8.2
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P Pt tx e m – growth of export and import prices, in
year t
Pt – average growth of external trade prices, in year t
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Note that the volume effect includes the
price-volume cross effect, so that the sum of the
three effects adds up to the total change. This
cross-effect, however, is not significant.

(b) A negative change means an increase in the trade
deficit.
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financial institutions and directly through the
TARGET system.(40) Thus, the monetary sector as a
whole, monetary financial institutions and mone-
tary authorities accounted for net inflows of this
type of funds equivalent to 10.1 per cent of GDP in
the first half of this year (16.7 per cent in the first
half of 2001). As in the previous year, the raising of
resources by monetary financial institutions was
associated with deposit and long-term loans (7.6
per cent of GDP against 11.4 per cent of GDP in
the same period of the previous year). The bulk of
these inflows were related to the transfers to resi-
dent monetary financial institutions of funds ob-
tained through the issuance of medium and
long-term debt securities in international markets
by branches abroad of Portuguese banks.(41) In the
first half of 2002, operations conducted within the
framework of the TARGET system reached 3.2 per
cent of GDP (2.7 per cent of GDP in the first six
months of 2001). Conversely, operations included
in the item Other Investment conducted by
non-financial corporations and private individu-
als, mostly deposits, resulted again in net outflows
(1.3 and 1.6 per cent of GDP in the first half of 2001
and 2002 respectively).

In the first six months of 2002, Direct invest-
ment operations between Portugal and abroad re-
sulted in net inflows equivalent to 2.8 per cent of
GDP, by contrast with the outflows recorded in
the same period of the previous year (3.7 per cent
of GDP). In net terms, foreign direct investment in
Portugal and Portuguese direct investment abroad
decreased from the previous year, much more sig-
nificant in the second case. These flows, in the first
half of 2002, were not affected by intra-group op-
erations conversely to the two previous years. In
addition, the deceleration in global economic ac-
tivity has also contributed to a reduction in direct
investment flows. Foreign direct investment in
Portugal reached 3.9 per cent of GDP (7.2 per cent
in the first half of 2001), while Portuguese direct
investment abroad reached only 1.1 per cent of
GDP in the first half of 2002 against 10.9 per cent
in the same period of 2001.

Portfolio investment operations recorded a nil
balance, in net terms, contrasting with a slight def-
icit in the first six months of 2001 (0.8 per cent of
GDP). This reflects both an increase in net invest-
ment by non-residents in national securities (from
5.1 to 5.6 per cent of GDP) and a reduction in net
investment by residents in foreign securities (from
6.0 to 5.6 per cent of GDP). Investment by non-
residents was again chiefly directed to bonds and
other long-term securities (7.6 against 5.9 per cent
of GDP) mainly reflecting the higher investment in
general government debt securities (from 0.8 to 5.4
per cent of GDP). Conversely, net disinvestments
in money market instruments were more marked
in the first six months of this year, when compared
with the same period last year (3.8 and 0.6 per cent
respectively). This is directly related to develop-
ments in redemptions of short-term securities is-
sued by general government. In the first half of
2002, non-residents also invested in equity securi-
ties (1.8 per cent of GDP), compared with a basi-
cally nil balance (-0.2 per cent of GDP) in the first
half of 2001. Resident investors redirected most of
their investment abroad to bonds and other
long-term debt securities (4.3 against 4.1 per cent
of GDP), with a reduction in direct investment in
money market instruments (from 0.9 to 0.1 per
cent of GDP) and a slight increase, as a percentage
of GDP, in net investment in equity securities
(from 1.0 to 1.3 per cent of GDP). Thus, Portfolio
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investment abroad continued to be carried out by
non-monetary financial institutions, particularly
by investment funds, which is probably related to
portfolio diversification strategies of these institu-
tions within the scope of the Portuguese participa-
tion in the euro area.

9. CONCLUSION

The range for the GDP rate of change in 2002
included in the projections disclosed in the June
2002 issue of the Economic Bulletin, which corre-
sponded to the Spring projection exercise, has not
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Table 8.2

FINANCIAL ACCOUNT(a)

As a percentage of GDP

Jan-Dec.
2001

January-June 2001 January-June 2002

Net
change

Change
in liabilities

Change
in assets

Net
change

Change
in liabilities

Change
in assets

Net
change

Financial Account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.5 25.4 -14.6 10.8 28.2 -18.7 9.5
Direct Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -1.7 7.2 -10.9 -3.7 3.9 -1.1 2.8
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.8 5.1 -6.0 -0.8 5.6 -5.6 0.0
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 -3.0 3.3 0.3 -2.5 2.4 -0.2
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.0 16.1 -0.8 15.2 21.3 -13.0 8.3
Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.8 - -0.2 -0.2 - -1.4 -1.4

By institutional sector of the resident investor:

Monetary Authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.3 2.3 0.0 2.3 3.8 -1.0 2.8
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 - 0.1 0.1 - 0.2 0.2
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 2.3 0.0 2.3 3.8 0.2 4.0
Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.8 - -0.2 -0.2 - -1.4 -1.4

General Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.8 -0.1 -0.6 -0.7 1.4 0.1 1.5
Direct Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9 0.6 -1.1 -0.6 1.9 -0.4 1.5
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 -0.6 0.6 0.1 -0.5 0.4 -0.1
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.2 -0.1 -0.1 -0.2 0.0 0.0 0.0

Monetary Financial Institutions . . . . . . . . . . . . . . . . . . . . 13.4 15.2 2.5 17.7 17.7 -9.8 7.9
Direct Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.4 0.0 0.6 0.6 0.1 0.1 0.3
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 3.2 -0.9 2.3 1.7 0.0 1.7
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 -2.1 2.5 0.5 -1.9 1.7 -0.1
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.0 14.1 0.2 14.4 17.8 -11.8 6.1

Non-monetary Financial Institutions . . . . . . . . . . . . . . . -4.0 0.1 -6.4 -6.3 1.6 -4.8 -3.2
Direct Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -1.3 0.2 -3.0 -2.9 0.8 0.0 0.8
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . -2.8 0.1 -3.5 -3.5 0.9 -4.7 -3.8
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 -0.1 0.1 0.0 -0.1 0.1 0.0
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.1 0.0 0.0 -0.2 -0.2

Non-financial Corporations and Private Individuals . -3.4 7.9 -10.1 -2.2 3.7 -3.2 0.5
Direct Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 7.1 -8.5 -1.4 3.0 -1.2 1.7
Portfolio Investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.3 1.3 -0.6 0.7 1.1 -0.8 0.3
Financial derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.1 -0.2 0.0 -0.2 -0.1 0.1 0.1
Other Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -3.0 -0.3 -1.0 -1.3 -0.3 -1.3 -1.6

Note:
(a) A (+) sign means an increase in foreign liabilities or a decrease in foreign assets, i.e. a financial inflow. A (-) sign means a decrease in for-

eign liabilities or an increase in foreign assets, i.e. a financial outflow.



been revised. However, there were some changes
at the level of the composition of growth. Private
domestic expenditure was revised downwards,
particularly expenditure on durable consumer
goods and investment, the components with
higher import content, which will clearly record
negative rates of change in 2002. As a whole, gen-
eral government final expenditure is also expected
to decelerate in 2002, albeit less than forecast in the
Spring projection exercise. The contribution of to-
tal private and public domestic demand for Portu-
guese GDP growth in 2002 is expected to be nega-
tive, standing between -1 and 0 percentage points.

Consistent with the domestic demand revision,
goods and services imports were significantly re-
vised downwards. Given that the growth rate of
goods and services exports remained broadly un-
changed from the Spring projection, despite the
significant deterioration of external demand rele-
vant for the Portuguese economy, the contribution
to growth of net exports was revised upwards,
thus offsetting the reduction in domestic demand
and enabling modest GDP growth.

As mentioned above, current projections are af-
fected by a considerable degree of uncertainty,
higher than usual at this time of the year. In addi-
tion to the significant uncertainty concerning the
budgetary outturn for 2002, external trade statis-
tics have been subject to an anomalous revision
pattern (including the final data for 2001). Despite
heightened uncertainty, no relevant qualitative
changes are expected in the assessment made by
the Banco de Portugal of recent developments in
the Portuguese economy. The most important as-
pects of the analysis concern the inevitability of
the adjustment of imbalances generated in the sec-
ond half of the 1990s. In this period, the growth
pattern of the Portuguese economy was character-
ised by strong expansions of public and private
domestic expenditure, the latter financed by a con-
siderable increase in household and corporate in-
debtedness, in a context of a marked decline in
nominal and real interest rates. The growing defi-
cit of the trade balance, which reached a peak in
2000, mirrored the unbalanced growth pattern of
the Portuguese economy, giving rise to the widen-
ing of the joint deficit of the current and capital ac-
counts. As from 2000, the private sector started to
gradually adjust its behaviour, with a deceleration
in private domestic demand and a gradual reduc-

tion in its borrowing requirements. Conversely, in
2001 general government borrowing requirements
increased considerably and the general govern-
ment deficit reached 4.1 per cent of GDP. This re-
sulted from a deceleration in tax revenue, partly
explained by the economic slowdown and the re-
silience of the strong growth of public expendi-
ture.

The evolution of the private sector behaviour in
2002 is consistent with the continued adjustment
process, albeit within a much more unfavourable
international environment than in previous years.
Financial consolidation difficulties of the general
government are also likely to be giving rise to un-
certainty in the private sector about the future be-
haviour of the economy, in parallel with the unfa-
vourable short-term effects on the activity associ-
ated with a bigger tightness of fiscal policy.

Despite the adjustment already made by the
private sector, when compared with the situation
at end-1990s, this process is far from being con-
cluded and it is expected to be gradually pursued
in the coming years. The joint deficit of the current
plus capital accounts, which reflects the net exter-
nal borrowing requirements of resident economic
agents, still remains very high in 2002, standing
between 5¼ and 6¾ per cent of GDP, and it should
be narrowed in the coming years to values that
stabilise the international investment position of
the Portuguese economy.

With regard to the general government, the ef-
fort of financial restructuring and consolidation
has just started and will have to be deepened in
the coming years. As acknowledged by the Gov-
ernment, some windfall generating measures,
such as the large sales of real assets envisaged for
2002 and 2003, should be seen as emergency mea-
sures intended to bring down as soon as possible
the public deficit to values below the reference
value of 3 per cent of GDP laid down in the Treaty
on European Union and in the Excessive Deficit
Procedure Protocol annexed thereto. These mea-
sures do not reflect a true fiscal consolidation; they
only provide more time permitting to take consoli-
dation measures. It is crucial that the effort, which
has barely started, continues determinately in the
coming years — preferably resorting to a reduc-
tion in the primary current expenditure — even if
this means to increase somewhat in the short run
the effects on economic growth resulting from the
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endogenous adjustment of private demand com-
ponents. Should the current deficit levels remain
close to or even above 3 per cent of GDP, the re-
cent increase in the public debt GDP ratio would
be difficult to revert, and this should, by the end of
2002, reach a value close to the reference value of
60 per cent.

It is misleading to believe that the current con-
troversy on the Stability and Growth Pact is a
valid argument to postpone the fiscal consolida-
tion effort. On the one hand, the Portuguese start-
ing position, in relative terms, is more unfavour-
able than that of other Member States. On the
other hand, the non-existence of clear rules of fis-
cal behaviour in a monetary union such as the
euro area might raise risks for price stability, lead-
ing the European Central Bank to tighten the mon-
etary policy, thereby offsetting the fiscal stimulus.
Furthermore, the lack of rules ensuring the
sustainability of government fiscal positions of in-
dividual Member States across the euro area
would tend to penalise more the small countries
with worse fiscal position, due to their need to fi-
nance the deficits in capital markets and would
partly lose the confidence supported by credible
common rules. Therefore, a fiscal deregulation in
the euro area is likely to jeopardise rather than
benefit the Portuguese position if fiscal consolida-
tion is not pursued with determination. In fact, it
should be stressed that the need for fiscal consoli-

dation does not arise from the obligation to fulfil
the Stability and Growth Pact requirements but
rather from the need of ensuring sustained eco-
nomic growth conditions for Portugal.

Wage moderation will be a fundamental aspect
of the Portuguese economy adjustment in the near
future. As repeatedly stated by the Banco de Por-
tugal, the average growth of real compensation
per employee in the economy as a whole cannot
continue to be higher than productivity growth, as
happened in the past six years. Otherwise, the Por-
tuguese economy would continue to lose competi-
tiveness, giving rise to inevitable high costs in
terms of higher unemployment and lower growth.
In order to favour wage moderation, a clear con-
tainment in the wage scale update of civil servants
will potentially assume an important signalling
role, also particularly justified by fiscal adjustment
concerns. Additionally, it is important that the ef-
fects on consumer prices of the increase in the
VAT standard rate, introduced in May 2002 Sup-
plementary Budget, do not entail wage compensa-
tion phenomena. Should this compensation occur,
a temporary disturbance of the inflation rate
would turn into a more permanent effect, with po-
tentially adverse effects on the competitiveness of
the Portuguese economy.

Completed with information available as at 16 Octo-
ber 2002
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Box 1: REVISIONS TO INTERNATIONAL TRADE DATA

Statistics on exports and imports of goods are a key element in the production of national accounts estimates
by the Banco de Portugal. They not only determine a significant share of the contribution of net external demand
to growth, but they also influence domestic demand estimates. Thus, the continuous revisions made throughout
2002 to the year-on-year rates of change in goods trade imply a higher degree of uncertainty for the estimates dis-
closed in this “Economic bulletin”.

Preliminary results for international trade released on a monthly basis by the National Statistical Office
(INE) arise, in the case of intra-Community trade, from the accumulation of figures reported by enterprises whose
turnover from trade stands above the specific statistical thresholds.(1) For example, the release of international
trade data for March shows the figures on intra-Community exports and imports for the period between January
and March, included in data reported up to the cut-off date for the March issue. Given that there is no extrapola-
tion of results to include non-reported data, the figures for each month are, in general, systematically revised up-
wards in the following issues, due to the (delayed) reporting of new data referring to the January-March period.

Revisions in 2002 represent a significant change from the revision pattern seen in previous years. In fact, the
usual upward revision of figures for a given month is now far less significant than in previous years.(2) As a re-
sult, monthly or cumulative year-on-year changes — calculated by comparing the levels of an issue in a given
month in 2002 with the same levels of the corresponding issue in 2001, so as to ensure consistency(3) — have been
subject to substantial downward revisions in the course of 2002. These revisions were more significant in recent
months (June and July issues) (see Table 1). For example, it should be noted that the rate of change in goods ex-

Table 1

INTERNATIONAL TRADE – REVISIONS TO MONTHLY AND CUMULATIVE YEAR-ON-YEAR
RATES OF CHANGE IN 2002

Monthly year-on-year rate of change,
(per cent)

Cumulative year-on-year rate of change,
(per cent)

Issue in: Issue in

Jan. Feb. Mar. Apr. May June July Jan. Feb. Mar. Apr. May June July

Imports
2002

Jan.. . . . . . . . . . -2.8 -1.5 -2.6 -4.3 -4.0 -3.8 -4.9 -2.8 -1.5 -2.6 -4.3 -4.0 -3.8 -4.9
Feb . . . . . . . . . . 4.1 0.2 -2.1 -1.9 -2.8 -2.7 1.3 -1.2 -3.2 -3.0 -3.3 -3.8
Mar. . . . . . . . . . -6.7 -8.6 -8.6 -10.1 -11.0 -3.2 -5.2 -5.0 -5.8 -6.5
Apr . . . . . . . . . 7.6 7.6 6.2 5.8 -2.2 -2.0 -2.9 -3.5
May . . . . . . . . . -4.3 -7.7 -7.2 -2.5 -3.9 -4.3
June . . . . . . . . . -2.5 -6.6 -3.7 -4.7
July . . . . . . . . . 5.8 -3.3

Exports
2002

Jan . . . . . . . . . . -0.6 4.5 1.9 -0.3 0.2 -0.6 -1.4 -0.6 4.5 1.9 -0.3 0.2 -0.6 -1.4
Feb . . . . . . . . . . -0.1 2.2 1.1 1.8 -1.2 -1.8 2.2 2.1 0.4 1.0 -0.9 -1.6
Mar. . . . . . . . . . -2.5 -2.3 -4.0 -5.6 -6.8 0.4 -0.5 -0.8 -2.6 -3.5
Apr. . . . . . . . . . 15.0 16.4 12.7 12.1 3.1 3.2 1.0 0.2
May . . . . . . . . . 4.6 1.3 -0.9 3.5 1.1 0.0
June . . . . . . . . . 1.7 -2.9 1.2 -0.5
July . . . . . . . . . 9.1 0.9

(1) Extra-Community trade data are exhaustively reported by customs authorities.
(2) In the July issue, there were even downward revisions of data, in levels, for some months, in particular of data on exports, which represents an

unprecedented fact.
(3) The rationale behind the comparison of first versions lies in the fact that if cut-off dates for each issue are not substantially changed each year, it

will be possible to obtain a similar sample of reporting firms for both periods.
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ports in the first quarter, released in the March issue, stood at 0.4 per cent, being revised to -2.6 per cent in the
June issue and to -3.5 per cent in the July issue. As regards imports, the quarterly change released in the March
issue, (-3.2 per cent), was subsequently revised to -5.8 and -6.5 per cent in June and July respectively.

In this context, when preparing the estimates of goods trade outflows in the first half-year, the Banco de Portu-
gal chose to consider nominal growth rates of exports and imports for this period below those implied in the
“INE’s” July issue, in an attempt to anticipate further data revisions. However, these corrections can be more or
less significant than the assumptions of the Banco de Portugal, thereby representing a considerable source of un-
certainty. It should also be noted that nominal data revisions are also likely to imply a revision of the “INE’s” ex-
ternal trade quarterly deflators for the first two quarters of the year — used in the estimates of the Banco de Portu-
gal — whose calculation was based on the first data versions for each quarter.

Although of a different nature, there was also a substantial revision of the rates of change in exports and im-
ports for 2001, with the release by the National Statistical Office of final data for international trade. As a result,
nominal export and import growth was revised to 3.6 per cent and 1.8 per cent respectively in 2001 as a whole. In
view of the increases implied in the release of international trade data for December 2001, these rates imply a
downward revision of 2.2 and 0.5 percentage points respectively (see Table 2). This revision — more marked in
the case of exports — largely explains the downward revision of GDP growth in 2001.(4) The lower export growth
implied in final data also resulted in a significant downward revision of the gain in the external market share of
Portuguese exporters in 2001. The estimate of this gain in the 2001 annual report was 2.7 per cent, based on pro-
visional data for external trade. When considering final data, this gain is now marginal (0.4 per cent).

Table 2

INTERNATIONAL TRADE – REVISIONS TO RATES OF CHANGE IN 2001

Cumulative rate of change January-December,
per cent

Revision, in p.p.

Issue in:

Dec.(A) Final (B) (B)-(A)

Imports
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 1.8 -0.5

Consumer goods . . . . . . . . . . . . . . . . . . . . . . . . . . 7.5 6.9 -0.6
Food. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.7 11.0 0.3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.8 4.7 -1.1

Capital goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.8 -0.3 0.6
Transport equipment . . . . . . . . . . . . . . . . . . . . . -5.4 -4.5 0.9
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.6 3.7 0.1

Fuel. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -4.6 -4.4 0.3
Intermediate goods . . . . . . . . . . . . . . . . . . . . . . . . 4.6 2.7 -1.9

Exports
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.8 3.6 -2.2

Consumer goods . . . . . . . . . . . . . . . . . . . . . . . . . . 4.9 2.4 -2.6
Food. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.7 1.8 -0.9
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.4 2.5 -2.9

Capital goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.2 15.0 -2.1
Transport equipment . . . . . . . . . . . . . . . . . . . . . 18.9 15.9 -3.0
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 13.8 -0.9

Fuel. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -24.1 -24.3 -0.2
Intermediate goods . . . . . . . . . . . . . . . . . . . . . . . . -1.6 -3.4 -1.8

(4) See footnote 1 in the main text.
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Box 2: INFLATION IN 2002: DEVIATION FROM THE PREVIOUS PROJECTION

This Economic Bulletin updates the projection for
the average rate of change of the Harmonised Index of
Consumer Prices (HICP) in 2002 to a range of 3.5 to
3.7 per cent. It is thus a downward revision against
the projection published in the June 2002 issue of the
Economic Bulletin (between 3.5 and 4.5 per cent). The
more favourable behaviour of the HICP, against the
previous projection, mainly reflects two factors:

(i) The impact on prices of the rise in the standard
VAT rate in June, from 17 to 19 per cent, will
have been lower than previously anticipated.

The available data suggests that the impact of the
rise in the standard VAT rate on the consumer price
index is likely to have been lower than expected (0.6
against 0.8 per cent), reflecting an incomplete
pass-through of the rise in the standard VAT rate to
consumer prices, associated with a narrowing of
profit margins, in a context of weak buoyancy of pri-
vate consumption.

On the other hand, the pass-through of the VAT
rise to consumer prices appears to have been slower
than expected, thus also contributing to a lower im-
pact on the 2002 average inflation rate. In this con-
text, references should be made to the tobacco price
performance (the existence of tobacco stocks is likely
to have contributed to this wider lag), and, in particu-
lar, to the evolution of prices of “clothing and foot-
wear”. In the latter, the pass-through of the VAT rise
to consumer prices seems to have been postponed un-
til the launch of the new collections due to the usual
sales period. The price reductions registered this year
seem to have been particularly strong, even contribut-
ing to a decline of the year-on-year rate of change of
the prices of this component (see Chart).

As a result, the impact of the rise in the VAT rate on the annual average change in the HICP in 2002 is now es-
timated to stand at around 0.2 percentage points, compared with 0.4 percentage points, as previously estimated.

(ii)The import prices of consumer goods developed more favourably than previously projected.

In contrast to other factors with an impact on inflation — which were in line with the previous projections,
namely wages and administered prices —, import prices of consumer goods followed a more favourable trend
than forecasted in June. In fact, import prices of consumer goods are likely to record, in annual average terms, a
virtually nil growth, in contrast to an increase, as projected in the previous exercise. Part of this revision appears
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to have been related to more positive developments in most international prices of consumer goods and to the ap-
preciation of the exchange rate of the euro in the second half of the year (see Chart). It should be noted that the
Eurosystem macroeconomic projections are based on the technical assumption of unchanged exchange rates.
These developments are estimated to have contributed around 0.1-0.2 percentage points to the deviation of the av-
erage inflation rate in 2002.



THE BANKING SYSTEM IN THE FIRST HALF OF 2002

1. INTRODUCTION

Following the procedure adopted in the 2001
Annual Report, the analysis of the banking sys-
tem(1) presented in this section is based on consoli-
dated activity data,(2) since they best reflect the
economic situation of banks as business groups.
Banks’ total accounts are thus analysed irrespec-
tive of the territory in which they are developed.
Given the reduced internationalisation of the
banks that have their head office in Portugal, the
most significant part of their results obviously
arises from activity carried out in Portugal.

In the first half of 2002, the activity of the Portu-
guese banking system decelerated, due to the fall
in the growth rate of credit to customers (Table
1.1). In turn, there was a slight acceleration in re-
sources from customers. The slowdown in credit
to customers appears to be reflecting an adjust-

ment of the economic agents’ financial situation,
given the slowdown in domestic economic activity
and its high indebtedness level, being particularly
apparent in credit granted to non-financial corpo-
rations.

The slowdown in economic activity seems to
have also contributed to a slight increase in delin-
quency ratios, which, nevertheless, still remain at
rather reduced levels. In view of these develop-
ments, there was a significant rise in provisioning,
which prevented a further deterioration of credit
provisioning ratios.

The imbalance between rates of growth of
credit and resources from customers decreased
during the first half of 2002. This, together with
the continued recourse to financing through the is-
suance of securities and the contracting of subordi-
nated loans, allowed for a significant reduction in
(net) interbank financing, particularly interbank fi-
nancing from non-resident institutions (thus
strengthening a development already apparent in
2001, and which indicates a reversal of the trend
started when Portugal joined the Monetary Un-
ion). In this context, there was an improvement in
liquidity ratios.

In the first half of 2002, profitability indicators
recorded levels comparable to those seen in 2001
as a whole, although clearly below those seen in
the corresponding period in 2001. It should be
noted, however, that results obtained in the first
half of 2001 were largely associated with particu-
larly low provisioning during that period.(3) The fi-
nancial margin narrowed (mainly as a result of the
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(1) Except otherwise specified, the aggregate considered for the
Portuguese banking system refers to all banks (including
Montepio Geral Savings Bank), other savings banks and mutual
agricultural credit banks, excluding banks having their head
office or carrying on their activities chiefly in the Madeira
off-shore and/or carrying on their activities chiefly with
non-residents. Branches of credit institutions having their head
office in another European Union Member State — except
those that are not classified as monetary financial institutions
(MFIs) — as well as branches of credit institutions from third
countries are also considered as banks and included in this ag-
gregate.

(2) The analysis focuses mainly on the aggregated banking system
— consolidated activity calculated as a simple aggregation of:
(i) balance sheets of financial groups, on a consolidated basis,
which include in their perimeter of consolidation at least one
MFI carrying on its activity chiefly in Portugal and (ii) balance
sheets of MFIs, on an individual basis, which are not consoli-
dated in Portugal. However, whenever applicable (whether
due to the need of greater detail or the need to analyse longer
periods), data will be analysed on an individual basis and
Monetary and Financial Statistics will be used. For more de-
tails, see the Supplement to the Statistical Bulletin of August
2001, entitled “Statistical balance sheet and Accounting bal-
ance sheet of other monetary financial institutions”.

(3) In the first half of 2001, the flow of provisions accounted for
0.38 per cent of average assets, compared with 0.56 per cent in
the first half of 2000 and 0.54 per cent in the first six months of
2002.



fall in differentials between lending and deposit
interest rates). However this was largely offset by
a rise in other current income (resulting from the
significant rise in income from financial opera-
tions).

In June 2002, capital adequacy ratios remained
at levels rather similar to those seen in the corre-
sponding period in 2001 (and slightly above those
recorded in December 2001). It should be noted,
however, that in the course of the last 12 months,
developments in own funds were mainly sup-
ported by the issuance of debt securities, with base
own funds remaining broadly unchanged. During
the first half of 2002, there was an increase in base
own funds, in contrast to what happened in the
second half of 2001.

2. MARKET STRUCTURE

At the end of the first half of 2002, there were
59 banks operating in Portugal,(4) of which 28 were
non-domestic banks (Chart 2.1).(5) The Portuguese
banking system also included 133 mutual agricul-
tural credit banks and 5 savings banks. Compared
with December 2001, 2 new banks started to oper-
ate (one of which a non-domestic bank) and 4 mu-
tual agricultural credit banks ceased their activity.
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Table 1.1

SUMMARY TABLE

On a consolidated basis

1999 2000 2001 2000 2001 2002

Dec. Dec. Dec. June June June

As a percentage of total average assets
Financial margin. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.45 2.21 2.24 2.30 2.26 2.10
Other current income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.33 1.30 1.17 1.45 1.21 1.25
Banking product . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.77 3.51 3.41 3.75 3.47 3.35
Administrative expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.07 1.79 1.73 1.90 1.70 1.66
Extraordinary gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.40 0.27 0.01 0.12 0.01 0.09
Depreciation for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.31 0.25 0.24 0.26 0.23 0.22
Net provisions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.66 0.63 0.45 0.56 0.38 0.54
Taxes on profit for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.20 0.19 0.16 0.24 0.22 0.17
Income before minority income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.92 0.91 0.85 0.91 0.95 0.85
Net income for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.70 0.70 0.69 0.59 0.78 0.73

Return on equity (ROE) (a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 15.1 14.9 14.7 16.5 15.3
Return on equity (ROE) (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.1 16.6 17.2 13.8 19.1 18.8
Administrative expenses (as a percentage of banking product) . . . . 54.8 51.1 50.7 50.7 49.1 49.6
Coverage of interbank liabilities by highly liquid assets

(percentage). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.4 88.6 91.4 91.8 88.9 94.0
Credit and interest overdue (as a percentage of gross credit) . . . . . . n.a. 2.18 2.12 n.a. 2.11 2.21
Specific provision of credit (as a percentage of gross credit). . . . . . . 1.78 1.48 1.42 1.67 1.41 1.44

Credit and interest overdue, net of specific provisions
(as a percentage of credit net of specific provisions) . . . . . . . . . . . n.a. 0.72 0.71 n.a. 0.71 0.78

Rates of change
Income before minority income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.4 14.9 3.4 n.a. 18.6 -3.4
Net income for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.4 16.8 9.4 n.a. 48.2 0.3
Credit to customers (gross). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.9 21.7 13.2 n.a. 17.5 9.6
Resources from customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.3 9.9 7.0 n.a. 4.6 7.4

Capital adequacy ratio (percentage) (c) . . . . . . . . . . . . . . . . . . . . . . . . . 10.8 9.2 9.5 9.5 9.8 9.8

Employees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 969 58 485 56 147 61 869 58 738 55 268
Branches. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 482 5 649 5 590 5 606 5 582 5 472

Average total assets (EUR million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 773 237 223 264 622 229 298 259 915 278 558

Notes:
(a) Net income before minority income as a percentage of equity capital.
(b) Net income deducted of minority income as a percentage of equity capital deducted of minority income.
(c) Own funds/(Total requirements*12.5).
Whenever necessary, six-month figures are annualised.

(4) Including Montepio Geral Savings Bank.
(5) This subset includes subsidiaries (meaning institutions having

their head office in Portugal, with the majority of their capital
held by banking groups having their head office abroad) and
branches of foreign banks, including subsidiaries of banks hav-
ing their head office in the European Union.



At the end of June 2002, banks represented
more than 95 per cent of the total banking system,
measured in terms of both net assets, credit to cus-
tomers and resources from customers (Table 2.1).
The importance of the activity of savings banks

and mutual agricultural credit banks remained rel-
atively subdued when compared with that of
banks. Although the former represent 2.5 and 67.5
per cent respectively of the total number of institu-
tions, and 0.4 and 12.4 per cent respectively of the
total number of branches, their combined weight
in terms of net assets, credit to customers and re-
sources from customers does not exceed 3.0, 3.1
and 4.8 per cent of the total banking system. Over-
all, these are institutions with a small average size
and whose activity is mainly of a local nature.

The market share of the five major banking
groups (on a consolidated basis) decreased slightly
during the first half of 2002, in line with what has
been seen since 2000 (Table 2.2). Their weight in
total assets decreased from 79.6 per cent (of the to-
tal banking system) in December 2001, to 78.4 per
cent in June 2002. The most significant decrease,
by 2.6 percentage points, to 76.4 per cent, was re-
corded in terms of the weight in total resources
from customers. The decrease in credit to custom-
ers was negligible, by 0.4 percentage points, to 79.7
per cent.

With regard to the weight of non-domestic
banks in the Portuguese banking system as a
whole, their share in the total assets of the banking
system stood at 18.1 per cent (17.7 per cent in De-
cember 2001). The most significant change was the
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Chart 2.1
NUMBER OF BANKS IN
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Table 2.1

BANKING SYSTEM STRUCTURE(a)

30 June 2002

EUR million

Banks(b) % of which:
non-

domestic

% Savings
banks

% Mutual
agricultural
credit banks

%

Number of institutions . . . . . . . . . . . . . 59 29.9 28 14.2 5 2.5 133 67.5

Net assets . . . . . . . . . . . . . . . . . . . . . . . . 272 888.0 97.0 50 902.4 18.1 340.9 0.1 8 190.5 2.9
Credit to customers . . . . . . . . . . . . . . . . 182 435.1 96.9 31 542.9 16.8 217.6 0.1 5 635.2 3.0
Resources from customers . . . . . . . . . . 143 688.6 95.2 25 844.3 17.1 282.6 0.2 7 028.4 4.7

Branches . . . . . . . . . . . . . . . . . . . . . . . . . 4 773.0 87.2 806.0 14.7 20.0 0.4 679.0 12.4
Employees. . . . . . . . . . . . . . . . . . . . . . . . 51 795.0 93.7 9 036.0 16.3 146.0 0.3 3 327.0 6.0

Notes:

(a) On a consolidated basis for balance sheet variables (assets, credit and resources) and individual data for the number of employees and
branches. Excludes banks having their head office and carrying on their activity chiefly in Madeira’s off-shore and/or carrying on their
activities chiefly with non-residents.

(b) Including Montepio Geral Savings Bank.



rise in the share of these institutions in resources
from customers, which, after increasing by 1.4 per-
centage points during the first half of 2002, stood
at 17.1 per cent in June 2002 (Table 2.3). It should
be noted that the increase in the share of these in-
stitutions regarding resources was closely associ-
ated with developments in a small set of institu-
tions, which recorded a significant rise in non-
resident deposits.(6)

3. BANKING ACTIVITY

Banking activity, on a consolidated basis and
measured in terms of total assets, rose by 5.9 per
cent in the first half of 2002 year-on-year, com-
pared with 10.9 and 11.1 per cent respectively in
June and December 2001 (Tables 3.1 and 3.2). The
deceleration observed was closely associated with
the slowdown in the growth of credit to customers
(net of specific provisions), which rate of change
decreased by 3.7 percentage points between De-
cember 2001 and June 2002, standing at 9.6 per
cent at the end of the first half of 2002. The de-
crease in the rate of change in total assets can also
be explained by the fall in contributions from in-
vestment in other credit institutions and from se-

curities and financial fixed assets (net of provi-
sions). On the liabilities side, special reference
should be made to the decrease in resources from
other credit institutions (particularly from credit
institutions abroad, thus reversing the trend ob-
served during the past few years), and to the accel-
eration (albeit slight) in resources from resident
customers.

3.1. Credit

In the first half of 2002, credit granted by the
banking system continued to slowdown, a trend
already seen in 2001. In June 2002, in terms of con-
solidated data for the banking system, the
year-on-year rate of change in credit to customers
(net of specific provisions) stood at 9.6 per cent,
which compares with 13.3 per cent at the end of
2001 (and 17.8 per cent in June 2001).

Developments in aggregate credit granted by
the banking system have been conditioned by se-
curitisation operations, through which credit origi-
nally granted by banking institutions is trans-
ferred to other institutions (thereby leading to
their withdrawal from the banking institutions’
balance sheet). Available information suggests that
the weight of securitised loans in total loans origi-
nally granted by the banking system to the
non-financial private sector (non-financial corpo-
rations and households) rose to 1.7 per cent in
June 2002, from 0.7 and 1.5 per cent in June and
December 2001.
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Table 2.2

MARKET SHARE OF THE FIVE MAJOR
BANKING GROUPS

On a consolidated basis

Per cent

1999 2000 2001 2002

Dec. Dec. June Dec. June

Credit to customers . . . 75.6 81.6 81.0 80.1 79.7
Resources from

customers. . . . . . . . . . 77.9 80.9 78.9 79.0 76.4
Assets . . . . . . . . . . . . . . 75.0 81.8 80.2 79.6 78.4
Branches . . . . . . . . . . . . 67.3 71.5 70.8 69.5 68.6

Note: Excludes banks having their head office and carrying on
their activity chiefly in Madeira’s off-shore and/or carrying
on their activities chiefly with non-residents.

Table 2.3

MARKET SHARE OF NON-DOMESTIC
BANKS

On a consolidated basis

Per cent

1999 2000 2001 2002

Dec. Dec. June Dec. June

Credit to customers (gross). . 8.1 15.9 15.7 16.9 16.8
Resources from

customers . . . . . . . . . . . . . . . 5.2 14.9 16.1 15.7 17.1
Assets . . . . . . . . . . . . . . . . . . . . 10.6 16.0 16.9 17.7 18.1
Branches . . . . . . . . . . . . . . . . . 6.0 14.0 14.1 15.6 14.7

Note: Excludes banks having their head office and carrying on
their activity chiefly in Madeira’s off-shore and/or carrying
on their activities chiefly with non-residents.

(6) If resources from non-residents taken by this set of institutions
were not considered, instead of a rise in the total system from
7.0 to 7.4 per cent in the rate of change in resources from cus-
tomers (Table 1.1), there would have been a decrease in this
rate, from 6.2 to 5.5 per cent.
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Table 3.1

BALANCE SHEET OF THE BANKING SYSTEM

On a consolidated basis

EUR million

1998 1999 2000 2000 2001 2001 2002

Dec. Dec. June Dec. June Dec. June

Cash and assets in central banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 867 10 829 8 930 9 642 7 892 10 063 8 121
of which: cash and assets in the Banco de Portugal . . . . . . . . . . . 8 608 10 026 8 158 8 592 6 897 8 987 7 371

Credit to other credit institutions. . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 984 27 254 31 174 28 596 32 318 33 887 33 425
In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 10 952 10 283 12 768 10 185
Abroad. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 17 644 22 036 21 119 23 240

Credit to customers (net of provisions) . . . . . . . . . . . . . . . . . . . . . . . 103 523 131 213 145 930 160 235 171 860 181 468 188 288
Credit overdue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 3 553 3 677 3 903 4 222
Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 577 2 377 2 473 2 406 2 458 2 609 2 754

Securities and financial fixed assets (net of provisions) . . . . . . . . . 33 594 31 843 36 308 36 984 37 427 35 950 33 593
Non-financial fixed assets and other assets . . . . . . . . . . . . . . . . . . . 13 560 17 880 17 235 15 262 16 306 17 096 17 992

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 527 219 019 239 577 250 719 265 804 278 464 281 419

Resources from central banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 690 3 158 2 954 3 462 3 061 2 766 2 149
of which: Banco de Portugal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 383 2 658 2 658 3 300 2 818 2 258 1 934

Resources from other credit institutions . . . . . . . . . . . . . . . . . . . . . . 41 748 44 920 52 692 51 834 55 602 57 017 52 019
In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 10 024 8 513 11 099 9 420
Abroad. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 41 810 47 089 45 918 42 599

Resources from customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 116 729 127 606 134 422 140 205 140 655 150 033 150 997
of which:

Deposit of resident customers . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 109 976 105 109 113 851 110 603
Deposit of non-resident customers . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 30 181 35 462 36 083 40 403

Liabilities represented by securities. . . . . . . . . . . . . . . . . . . . . . . . . . 6 606 13 225 18 633 23 106 30 604 32 973 39 042
of which: bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 239 10 072 14 997 18 214 24 435 27 307 31 204

Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 892 4 521 5 100 5 392 7 200 8 076 8 305
Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 847 2 263 2 536 3 119 3 422 3 354 3 382
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 217 9 487 8 832 9 015 10 314 8 810 9 986
Equity capital. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 798 13 840 14 408 14 587 14 947 15 436 15 539

Net income for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 241 1 431 681 1 672 1 008 1 829 1 011

Total liabilities and equity capital . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 527 219 019 239 577 250 719 265 804 278 464 281 419

Memo:

Demand deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 659 44 363 44 828 47 188 45 343 53 033 51 222
Time and savings deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78 975 83 195 89 490 92 969 95 228 96 901 99 784

Credit to other credit institutions net of resources . . . . . . . . . . . . . -10 764 -17 666 -21 518 -23 237 -23 283 -23 130 -18 594
In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 928 1 770 1 669 765
Abroad. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. -24 165 -25 054 -24 799 -19 359

Resources from customers (including securities issued) . . . . . . . . n.a. n.a. n.a. 149 071 150 061 160 518 162 077
of which:
Resources from customers (deposits and deposit-like

instruments) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 116 729 127 606 134 422 140 205 140 655 150 033 150 997
Issued securities held by resident customers (estimate) . . . . . . n.a. n.a. n.a. 8 866 9 405 10 485 11 080

In the domestic institutions subgroup
Credit to other credit institutions net of resources . . . . . . . . . . . . -8 319 -14 038 -18 704 -19 753 -21 567 -18 612 -16 454

In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. 727 901 156 -36
Abroad. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. n.a. -20 480 -22 468 -18 768 -16 418

Resources from customers (including securities issued) . . . . . . . . n.a. n.a. n.a. 126 812 125 527 135 045 134 154
of which:
Resources from customers (deposits and deposit-like

instruments). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110 268 120 976 114 386 119 381 117 953 126 449 125 155
Issued securities held by resident customers (estimate) . . . . . . n.a. n.a. n.a. 7 431 7 574 8 596 8 999



Table 3.2

BALANCE SHEET OF THE BANKING SYSTEM

On a consolidated basis

Structure as a percentage of assets Year-on-year rate of change

1998 1999 2000 2001 2001 2002 1999 2000 2001 2001 2002

Dec. Dec. Dec. June Dec. June Dec. Dec. June Dec. June

Cash and assets in central banks. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.7 4.9 3.8 3.0 3.6 2.9 22.1 -11.0 -11.6 4.4 2.9
of which: cash and assets in the Banco de Portugal . . . . . . . . . . . 4.5 4.6 3.4 2.6 3.2 2.6 16.5 -14.3 -15.5 4.6 6.9

Credit to other credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.3 12.4 11.4 12.2 12.2 11.9 -12.0 4.9 3.7 18.5 3.4
In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 4.4 3.9 4.6 3.6 n.a. n.a. n.a. 16.6 -1.0
Abroad . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 7.0 8.3 7.6 8.3 n.a. n.a. n.a. 19.7 5.5

Credit to customers (net of provisions) . . . . . . . . . . . . . . . . . . . . . . . 54.3 59.9 63.9 64.7 65.2 66.9 26.7 22.1 17.8 13.3 9.6
Credit overdue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 1.4 1.4 1.4 1.5 n.a. n.a. n.a. 9.8 14.8
Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4 1.1 1.0 0.9 0.9 1.0 -7.8 1.2 -0.6 8.4 12.0

Securities and financial fixed assets (net of provisions) . . . . . . . . . 17.6 14.5 14.8 14.1 12.9 11.9 -5.2 16.1 3.1 -2.8 -10.2
Non-financial fixed assets and other assets. . . . . . . . . . . . . . . . . . . . 7.1 8.2 6.1 6.1 6.1 6.4 31.9 -14.6 -5.4 12.0 10.3

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.0 100.0 100.0 100.0 100.0 100.0 15.0 14.5 10.9 11.1 5.9

Resources from central banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 1.4 1.4 1.2 1.0 0.8 86.8 9.6 3.6 -20.1 -29.8
of which: Banco de Portugal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 1.2 1.3 1.1 0.8 0.7 92.1 24.2 6.0 -31.6 -31.4

Resources from other credit institutions . . . . . . . . . . . . . . . . . . . . . . 21.9 20.5 20.7 20.9 20.5 18.5 7.6 15.4 5.5 10.0 -6.4
In the country . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 4.0 3.2 4.0 3.3 n.a. n.a. n.a. 10.7 10.7
Abroad . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 16.7 17.7 16.5 15.1 n.a. n.a. n.a. 9.8 -9.5

Resources from customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.3 58.3 55.9 52.9 53.9 53.7 9.3 9.9 4.6 7.0 7.4
of which:

Deposits to resident customers . . . . . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 43.9 39.5 40.9 39.3 n.a. n.a. n.a. 3.5 5.2
Deposits to non-resident customers . . . . . . . . . . . . . . . . . . . . . . . n.a. n.a. 12.0 13.3 13.0 14.4 n.a. n.a. n.a. 19.6 13.9

Liabilities represented by securities . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5 6.0 9.2 11.5 11.8 13.9 100.2 74.7 64.2 42.7 27.6
of which: bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.7 4.6 7.3 9.2 9.8 11.1 92.3 80.8 62.9 49.9 27.7

Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.1 2.2 2.7 2.9 3.0 16.2 19.3 41.2 49.8 15.3
Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.0 1.0 1.2 1.3 1.2 1.2 22.5 37.8 35.0 7.5 -1.2
Other liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.3 4.3 3.6 3.9 3.2 3.5 52.6 -5.0 16.8 -2.3 -3.2
Equity capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.2 6.3 5.8 5.6 5.5 5.5 17.3 5.4 3.7 5.8 4.0

Net income for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.7 0.7 0.4 0.7 0.4 15.4 16.8 48.2 9.4 0.3

Total liabilities and equity capital. . . . . . . . . . . . . . . . . . . . . . . . . . . .

Memo:

Demand deposits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.8 20.3 18.8 17.1 19.0 18.2 17.8 6.4 1.1 12.4 13.0
Time and savings deposits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41.5 38.0 37.1 35.8 34.8 35.5 5.3 11.7 6.4 4.2 4.8



Nevertheless, the share of credit to customers
in the assets of the banking systems continued to
rise, standing at 66.9 per cent in June 2002 (com-
pared with 65.2 per cent in December 2001). Con-
sidering figures on an individual basis, it can be
observed that the year-on-year rate of change in
credit to residents (which accounts for around 94
per cent of total credit granted, net of provisions)
was 8.1 per cent in June 2002, compared with 13.0
per cent at the end of 2001 (and 19.7 per cent in
June 2001).

From the analysis of Monetary and Financial
Statistics(7) it can be concluded that the slowdown
in credit to residents in the first half of 2002 was

mainly due to the significant deceleration in credit
to non-financial corporations. In contrast, the
growth of credit to households remained relatively
sustained (due to credit operations for house pur-
chase).

3.1.1. Households

In June 2002, the year-on-year rate of change in
credit to households stood at 10.3 per cent (10.2
per cent in August), compared with 10.4 per cent
in December 2001 (Table 3.3 and Chart 3.1). The
rate of change in credit for house purchase was
13.1 per cent (similarly to December 2001 and Au-
gust 2002). Determinants of housing affordability
via borrowing remained relatively stable (Chart
3.2). In the second quarter of 2002, similarly to the
corresponding period in 2001, there was a rise in
the number of credit contracts for house purchase
under all systems (Chart 3.3). It should be noted
that at the beginning of May the Government an-
nounced the end of the subsidised credit system
regarding new contracts for house purchase, con-
struction, maintenance and improvement. This
measure, which entered into force at the beginning
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(7) These statistics are the data source used to analyse, by institu-
tional sector, developments in credit to the non-financial pri-
vate sector, which includes households and non-financial
corporations.

Chart 3.1
BANK LOANS TO HOUSEHOLDS
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-5

0

5

10

15

20

25

30

35

40

Jan.99 Jul.99 Jan.00 Jul.00 Jan.01 Jul.01 Jan.02 Jul.02

P
e
r

c
e
n
t

Housing Other purposes Total

Source: Monetary and Financial Statistics.

Chart 3.2
ACCESSIBILITY INDICATOR
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Chart 3.3
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Table 3.3

BANK LOANS TO THE NON-FINANCIAL PRIVATE SECTOR

Year-on-year percentage rate of change

Households Non-financial corporations Total
households

and
non-financial
corporations

Total By purpose Total By sector of activity

Housing Other
credit (a)

Agriculture,
livestock,

forestry and
fishing

Mining Manufact-
uring

Production
and distribu-

tion of
electricity, gas

and water

Construction Services

Total of which:

Services pro-
vided mainly to

corporations

Real estate ac-
tivity

1998
Dec. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.4 34.6 23.5 22.9 4.6 3.1 15.6 23.1 33.3 24.4 35.6 25.5 27.3

1999
Mar. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.5 34.5 23.6 27.5 15.8 19.3 15.1 42.2 30.5 32.4 55.4 30.9 29.6
June . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.9 37.6 27.9 26.7 16.3 41.1 14.6 66.9 29.0 29.5 60.2 32.3 31.0
Sep. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.2 32.6 27.4 28.0 30.2 41.9 13.4 52.0 33.7 31.2 91.1 33.4 29.7
Dec. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.6 30.1 20.9 26.6 24.8 37.1 13.5 41.9 31.6 29.8 74.5 41.8 27.1

2000
Mar. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.3 28.4 23.9 27.2 10.0 10.8 16.7 33.1 40.9 28.1 62.9 42.6 27.2
June . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.4 22.2 15.0 26.6 10.8 16.9 20.9 16.5 41.0 25.9 52.4 38.9 23.2
Sep. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.3 22.2 15.1 26.3 4.1 -1.9 20.4 26.0 39.4 25.9 45.3 44.0 23.1
Dec. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.2 20.3 24.1 24.1 5.3 6.1 14.6 40.5 39.9 22.7 42.2 30.5 22.6

2001
Mar. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.9 17.5 19.0 23.0 -0.8 7.4 11.9 6.0 32.2 26.3 64.8 32.1 20.3
Apr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.6 18.1 20.2 18.3 4.4 2.7 11.9 5.5 30.3 18.3 24.5 29.8 18.4
May . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.9 16.7 17.7 18.2 -0.7 -1.6 10.2 15.9 29.8 18.5 22.0 33.3 17.5
June . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.5 16.4 16.9 22.7 4.4 0.6 8.9 5.7 30.1 27.6 69.9 40.2 19.4
July . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.4 16.2 17.0 20.8 2.7 10.0 9.6 1.1 26.3 25.3 68.7 36.7 18.5
Aug.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.5 15.9 14.1 20.8 4.3 10.0 8.4 3.2 29.8 24.2 67.4 36.1 18.0
Sep.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 15.9 11.4 20.3 0.8 12.7 8.3 0.8 28.4 23.9 71.2 36.6 17.4
Oct. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.8 15.8 7.8 17.0 3.1 22.4 7.1 -5.4 25.8 19.5 55.1 35.9 15.3
Nov. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.1 15.7 5.5 17.3 2.8 17.6 6.0 -6.3 24.7 21.1 57.3 36.5 15.1
Dec. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.4 13.1 2.8 16.4 8.0 24.4 9.9 -11.1 19.6 19.7 48.3 41.7 13.2

2002
Jan.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.5 13.4 2.0 15.8 6.8 23.2 7.5 -7.6 19.7 19.1 48.4 37.9 13.0
Feb. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.2 13.7 4.0 14.5 4.5 24.2 6.3 -8.3 19.8 17.2 41.0 33.3 12.8
Mar. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.5 13.7 5.0 11.5 9.3 29.1 5.4 8.3 18.1 11.3 12.4 34.8 11.5
Apr. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.9 13.3 3.6 11.6 0.8 31.6 2.8 8.1 18.0 12.6 16.0 36.9 11.2
May. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.2 13.7 3.7 10.6 0.9 23.3 1.8 -1.6 16.7 12.3 18.6 36.1 10.9
June . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.3 13.1 1.8 9.4 0.3 14.1 4.7 1.5 12.5 10.5 13.6 28.0 9.9
July . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.0 13.2 0.4 9.2 2.2 23.6 5.8 -1.2 11.0 10.1 8.5 29.4 9.6
Aug.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.2 13.1 1.3 7.7 1.2 21.1 6.3 5.6 7.5 8.3 6.8 26.5 9.0

Memo:

Percentage of credit to the non-financial
private sector in Dec. 2001 . . . . . . . . . . . . . . . 51.5 38.9 12.6 48.5 0.6 0.4 9.0 1.4 9.8 27.1 5.8 5.9 100.0

Source: Monetary and Financial Statistics.
Note: (a) Includes all credit granted to households other than housing credit, namely consumer credit.



of October, appears to have temporarily boosted
the demand for housing credit (under subsidised
credit systems), in so far as it seems to have
brought forward the signing of contracts, so that
benefits would still be obtained before the end of
this system. However, this does not seem to have
exerted sizeable pressure on house prices, given
that, when compared with the situation observed
from 1998 to 2000, developments in housing mar-
ket prices have been rather moderate for some
months now. In August, the rate of change in
house prices stood at 1.1 per cent (Chart 3.4).(8)

Credit to households for other purposes decel-
erated, and the corresponding rate of change de-
creased from 2.8 per cent in December 2001 to 1.8
per cent in June 2002 (1.3 per cent in August). De-
velopments in this segment seem to be reflecting
more immediately unfavourable economic devel-
opments, a lower pressure of demand being com-
bined with possibly increased caution on the part
of banks when granting this type of credit (typi-
cally without real guarantees).

3.1.2. Non-financial corporations

The growth of credit to non-financial corpora-
tions stood at 9.4 per cent in June 2002 (compared
with 7.7 per cent in August), having decreased sig-

nificantly since the end of 2001 (when it stood at
16.4 per cent). This deceleration seems to be re-
flecting an adjustment in the financial situation of
companies against the background of clear slow-
down in economic activity recently observed in
Portugal. The annualised six-month rate of change
remains consistently below the year-on-year rates
of change, standing at 6.9 per cent in August 2002
(suggesting that the downward trend of the
year-on-year rate of change may continue). Mod-
eration in recourse to credit by resident non-
financial corporations has also been observed in
syndicated loan contracts negotiated in interna-
tional markets (Table 3.4).

The sectoral analysis suggests that this deceler-
ation was associated with developments in loans
to the services and construction sectors (in these
sectors the rates of change decreased from 19.7
and 19.6 per cent in December 2001, to 10.5 and
12.5 per cent respectively in June 2002 (8.3 and 7.5
per cent in August). It should be noted that the de-
celeration was particularly marked in the “services
provided mainly to corporations” subsector, with
the corresponding rate of change moving from
48.3 per cent at the end of 2001, to 13.6 per cent in
June 2002 (6.8 per cent in August). This subsector
includes bank loans to the holdings of major Por-
tuguese non-financial groups, which subsequently
distribute these funds to the remaining companies
of the group.(9)

At the end of the first half of 2002, the share of
loans related to the real estate sector in total loans
granted by the banking system reached 55.5 per
cent (56.3 per cent in August), compared with 54.6
per cent in December 2001. This rise was mainly
due to the increase in the share of credit to house-
holds for house purchase, which represented 40.5
per cent of total loans granted by the banking sys-
tem in August 2002 (38.9 per cent in December
2001).

3.1.3. Exposure to emerging markets

The aggregate exposure of Portuguese banks
with exposures in emerging markets represented
1.3 per cent of total assets adjusted for interbank
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Chart 3.4
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Source: Newsletter - Confidencial Imobiliário.

(8) In real terms, the change was negative (-2.5 per cent), as seen
since May 2001.

(9) This fact restricts the analysis of sectoral developments in credit
granted to non-financial corporations.



activity in June 2002 (Table 3.5).(10) The exposure in
Brazil, which is the most significant amongst those
taken into consideration, appears to have re-
mained relatively stable in June 2002, compared
with June 2001 (i.e. 1.0 per cent of total assets ad-
justed for interbank activity).

3.1.4. Delinquency rates and credit provisioning

In the first half of 2002, indicators point to a rise
in delinquencies associated with bank credit.
These developments appear to be reflecting (with
some lag) less favourable developments in the
overall economic activity (Chart 3.5). In consoli-
dated terms, the growth rate of the stock of credit
and interest overdue was 14.8 per cent in June
2001, compared with 9.8 per cent in December
2001. The ratio of credit and interest overdue to
(gross) total credit stood at 2.21 per cent in June

2002, compared with 2.11 per cent in June 2001
and 2.12 per cent in December 2001 (Chart 3.6).
Nevertheless, it should be noted that the delin-
quency rate of the portfolio of Portuguese banks
remains at historically low levels.

Taking into account data on an individual ba-
sis, it may be concluded that the overall delin-
quency rate of credit to customers (as measured by
the ratio of credit and interest overdue to gross
credit granted) stood at 2.12 per cent in June 2002,
slightly above the level recorded at the end of 2001
(i.e. 2.04 per cent) (Chart 3.6). The same indicator,
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Table 3.4

INTERNATIONAL SYNDICATED LOANS TO RESIDENT NON-FINANCIAL
CORPORATIONS IN PORTUGAL (a)

EUR million

1996 1997 1998 1999 2000 2001 1st

half
2002

2nd

half
2002 (b)

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 335.9 2 260.4 3 596.3 2 676.6 5 724.7 4 369.9 1 650.0 670.0
of which:

For the acquisition of corporations. . . . . . . . . . . . . . . . . . . . . 0.0 0.0 2 731.4 25.0 3 083.7 1 765.0 0.0 0.0
Financing of road infrastructure (namely projects with
“shadow toll concessions”) . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.6 208.7 419.0 1 262.5 1 881.2 1 409.9 0.0 670.0

Amount estimated of the involvement of Portuguese banks
Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 310.6 444.7 1 612.3 1 127.9 1 343.7 680.1 57.7 0.0

of which:
For the acquisition of corporations . . . . . . . . . . . . . . . . . 0.0 0.0 1 480.0 5.0 601.7 75.1 0.0 0.0
Financing of road infrastructure (namely projects

with “ shadow toll concessions”). . . . . . . . . . . . . . . . . 8.2 0.0 147.9 812.5 655.1 570.4 0.0 0.0

Source: Dealogic.
Note:
(a) The amounts presented refer to new loans granted each year. Part of these loans refer to credit facilities; thus, can only be entered under

effective credit at a date later than the corresponding contracting date, as these credit facilities are used.
(b) Until mid-September.

(10)No intertemporal comparisons are made, since the universe of
countries considered in the various regions changed slightly in
June 2002, namely, due to the exclusion of some countries that
are ending their negotiations for entry in the European Union.
Anyway, the international exposure of the Portuguese banking
system still appears to be limited in overall terms. As to what
concerns country-risk, it should be noticed that 24.5 per cent of
the exposure of Portuguese banks are provision exempted (see
no. 12 of Aviso no. 3/95).

Table 3.5

AGGREGATE EXPOSURES OF THE PORTUGUESE
BANKING SYSTEM EMERGING MARKETS

On an individual basis

As a percentage of total assets adjusted
for interbank activity

2000 2001 2002(a)

June Dec. June Dec. June

Total (Latin America,
Eastern Europe and Asia). 1.6 1.6 1.5 1.4 1.3

of which: Brazil . . . . . . 0.9 0.8 0.9 1.0 1.0

Note: Only the banks with effective exposure in the mentioned
emerging markets are taken into account.

(a) The perimeter of geographical areas was slightly changed.



but considering only the most recent delinquen-
cies (credit overdue for less than one year), has
also recorded, over the same period, a slight rise,
of 0.06 percentage points, to 0.73 per cent. Taking
as a basis monetary and financial statistics data, it
may be concluded that the rise in delinquencies
was common to both non-financial corporations
and households (Chart 3.7).

In June 2002, the rate of change in credit over-
due by non-financial corporations was 2.8 per cent

(having increased to 5.6 per cent in August). The
delinquency rate of non-financial corporations
stood at 2.42 per cent, compared with 2.36 per cent
at the end of 2001 (and 2.57 per cent in June 2001).
In sectoral terms, special reference should be made
(due to its overall importance) to the rise in the ra-
tio related to the construction sector, which, de-
spite remaining below the average for all the sec-
tors, increased by 0.48 percentage points in June,
compared with December 2001, standing at 2.20
per cent in June 2002 (compared with 2.19 per cent
in August).

The stock of credit overdue by households re-
corded a rate of change of 21.7 per cent in June
2002 (against 27.4 per cent in August). The delin-
quency rate of households increased from 1.97 per
cent in December 2001 to 2.06 per cent in June 2002
(against 2.16 per cent at the end of August) (Chart
3.8). This indicator reached a minimum of 1.84 per
cent in December 2000, having gradually risen
since then. This rise has been mainly caused by the
increase in delinquency in credit for other pur-
poses (other than housing), whose rate increased
from 4.43 per cent in December 2001 to 4.66 per
cent in June 2002 (against 4.90 per cent in August).
In the first half of 2002, the delinquency rate of
housing credit (historically lower) increased by
0.11 percentage points, to 1.29 per cent (1.36 per
cent in August).

On a consolidated basis, the ratio of credit-
specific provisioning (which considers the specific
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Chart 3.5
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Chart 3.6
DELINQUENCY RATIO IN CREDIT

TO CUSTOMERS AND TOTAL PROVISION
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Chart 3.7
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provisions for credit as a percentage of total gross
credit) increased from 1.42 per cent at the end of
2001, to 1.44 per cent in June 2002. In turn, the ra-
tio of credit and interest overdue, net of specific
provisions for credit, to credit granted, also net of
these provisions, increased from 0.71 per cent at
the end of 2001 (and in June 2001) to 0.78 per cent
in June 2002 (Chart 3.9).(11) Underlying these de-

velopments were rises of 9.6 per cent in the gross
stock of credit, 12.0 per cent in provisions and 14.8
per cent in credit and interest overdue. Therefore,
there was a decrease in the degree of coverage of
credit and interest overdue by specific provisions,
with the corresponding ratio moving from 66.7 per
cent at the end of 2001 (against 66.8 per cent in
June 2001) to 65.2 per cent in June 2002.

Developments in consolidated terms were in
line with data on an individual basis. The total
provisioning ratio of credit overdue (by specific
provisions for credit and by provisions for overall
credit risks) stood at 121.6 per cent, i.e. a decrease
of 4.8 percentage points from the level observed in
December 2001 (after having decreased by 8.7 per-
centage points in 2001) (Chart 3.10). Developments
recently observed reflect the fact that growth rates
of credit overdue have systematically exceeded the
rates associated with developments in provisions
(for example, in June 2002 credit overdue in-
creased by 14.4 per cent, whereas total provisions
for credit, excluding country-risk provisions, re-
corded a rate of change of 7.9 per cent). The ratio
of total credit provisions to total credit granted re-
mained at 2.61 per cent, unchanged from the
end-2001 level.

The overall decrease in provisioning ratios ap-
pears to be due to the aforementioned acceleration
in new delinquencies and to the progressive na-
ture of minimum provisioning requirements. In
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Chart 3.8
DELINQUENCY RATIOS IN

BANK CREDIT TO HOUSEHOLDS

0

1

2

3

4

5

6

7

8

9

Dec.97 Dec.98 Dec.99 Dec.00 Dec.01

P
e
r

c
e
n
t

Households - Total

Households - Housing

Households - Other purposes

Source: Monetary and Financial Statistics.

Chart 3.9
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Chart 3.10
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fact, the increase in the share of credit whose de-
linquency has been more recently identified gives
rise to lower credit-specific provisioning require-
ments (this means that, as long as delinquencies
persist, provisioning requirements will gradually
increase).

3.1.5. Securities portfolio

In June 2002, the value of the securities and fi-
nancial fixed assets portfolio of the banking sys-
tem (on a consolidated basis, net of provisions) de-
creased by 10.2 per cent (in December 2001, the
rate of change was -2.8 per cent). These develop-
ments were due to the 14.9 per cent decrease in the
securities portfolio, which was only partly offset
by the 6.9 per cent rise in the portfolio of financial
fixed assets.

In gross terms, the fixed-income component of
the securities portfolio, which holds a dominant
position in the total portfolio (Chart 3.11), de-
creased by 18.0 per cent, mainly due to the fall in
the securities portfolio issued by both public and
private national issuers. The variable-income secu-
rities portfolio (which in June 2002 accounted for
around 14 per cent of the total securities portfolio
of the banking system) increased by 19.5 per cent
in gross terms (19.0 per cent, net of provisions).
This rise was due to the increase in investment in
variable-income securities of resident issuers (this
component rose by 28.8 per cent year-on-year in
June 2002), as the securities component issued by
foreign issuers decreased by 13.3 per cent.

3.2. Resources

In June 2002, the year-on-year rate of change in
resources from customers (mainly constituted by
customers’ deposits) stood at 7.4 per cent (7.0 per
cent at the end of 2001 and 4.6 per cent in June
2001). The acceleration observed was associated
with the rise in the rate of change in residents’ de-
posits, from 3.5 per cent in December 2001, to 5.2
per cent in June 2002. In turn, non-resident cus-
tomers’ deposits decelerated, with the correspond-
ing rate of change decreasing from 19.6 per cent to
13.9 per cent over the same period.

The slight recovery in the growth pace of cus-
tomers’ deposits, particularly deposits of resident
customers, is in line with the rise in the savings

rate (which seems to reflect in part a cautious ap-
proach in view of the overall deterioration of the
economic juncture and the weak expectations as to
future developments) and with the rise in the
aversion to instruments bearing higher risks
(against continuously unfavourable developments
in stock markets). In this context, and albeit the
low (nominal and real) level of deposit interest
rates, there may be a channelling of funds towards
fixed-income investment (e.g. deposits). In terms
of composition, the year-on-year rate of change of
both demand and time deposits increased, from
12.4 to 13.0 per cent, for demand deposits, and
from 4.2 to 4.8 per cent, for time deposits.

Notwithstanding the significant slowdown in
credit granted and the higher growth of resources
from customers, growth rates continued to be
higher for credit granted than for resources from
customers, thus persisting the trend of an increas-
ing use of resources from customers. In June 2002,
credit to customers (net of provisions) represented
124.7 per cent of resources from customers (Chart
3.12), which is a rise when compared with 121.0
per cent at the end of 2001 (and 122.2 per cent in
June 2001).(12) However, it should be noted that,
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Chart 3.11
SECURITIES AND FINANCIAL FIXED ASSETS
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(12)For the domestic institutions subset, credit to customers (net of
provisions) represented 125.2 per cent of resources from cus-
tomers in June 2002, compared with 119.3 per cent at the end
of 2001 (and 122.8 per cent in June 2001).



over the past twelve months, there was a slow-
down in the use of resources from customers
when compared with the figure observed since
1998.

The same conclusion is drawn considering an
alternative measure of resources steadily taken
from customers and adding to resources from cus-
tomers an estimate of securities (issued by banks)
held by the resident non-monetary sector. When
compared with this measure, credit to customers
(net of provisions) accounted for 116.2 per cent in
June 2002 (which is a rise compared with 107.5
and 113.1 per cent in December 2000 and 2001 re-
spectively).(13)

Over the past few years, this increasing imbal-
ance between credit and resources from customers
has been counterbalanced by banks through the
increased recourse to alternative sources of financ-
ing, namely by issuing securities and by contract-
ing subordinated loans. Nevertheless, in terms of
financing structure, resources from customers con-
tinue to be the main financing source of banks, ac-
counting for 80.2 per cent of total credit granted by
the banking system in June 2002 (against 82.7 per
cent in December 2001 and 87.5 per cent at the end
of 2000) (Charts 3.13 and 3.14). The weight of lia-
bilities represented by securities increased gradu-

ally, mainly reflecting the higher recourse to inter-
national bonds markets (fostered by the low level
of long-term interest rates).

In June 2002, as mentioned above, there was a
slight acceleration in resources from customers, to-
gether with a slowdown in credit granting (com-
pared with December 2001). Therefore, the dis-
crepancy between (annual) flows of credit and re-
sources from customers decreased, with the ratio
between them reaching 63.0 per cent, compared
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Chart 3.12
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Chart 3.14
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(13)For the domestic banks subset, this ratio moved from 106.3
per cent, at the end of 2000, to 111.7 per cent in December
2001, and subsequently to 116.9 per cent in June 2002.



with 46.3 per cent at the end of 2001 and 24.0 in
June 2001 (Chart 3.15).(14) The amount of resources
raised through the issuance of securities accounted
for 51.4 per cent of the annual flow of credit
granted (compared with around 46 per cent in
June and December 2001). The fall in interbank lia-
bilities (net of assets) accounts for 28.5 per cent of
the credit flow and reflects a significant decrease
in interbank foreign liabilities (net of assets). For
the domestic banking groups subsector, the de-
crease was even more marked, accounting for
around 43 per cent of the flow of credit granted

between June 2001 and June 2002 (Chart 3.16). For
this subset of institutions, the issuance of bonds in
international markets, through subsidiaries having
their head office abroad, continued to be an impor-
tant funding source (Chart 3.17).

In addition to contributing to the increase in the
capital adequacy ratio (see section 5. Solvency), re-
cent developments in the financing structure of
the banking system also contributed to the slight
recovery in the measures of liquidity of the sys-
tem. In June 2002, the ratio of assets with high li-
quidity(15) to interbank liabilities stood at 94.0 per
cent, compared with 91.4 per cent at the end of
2001 and 88.9 per cent in June 2001 (Chart 3.18).

In June 2001, the banking system’s equity capi-
tal, on a consolidated basis, increased by 4.0 per
cent year-on-year, accounting for 5.5 per cent of to-
tal assets, which is a level similar to that recorded
at the end of 2001.
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Chart 3.15
FINANCING SOURCES OF THE BANKING

SYSTEM
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Chart 3.16
FINANCING SOURCES OF DOMESTIC

BANKING GROUPS

Flows as a percentage of the flow of credit granted
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Chart 3.17
INTERNATIONAL ISSUES OF BONDS BY

SUBSIDIARIES ABROAD OF PORTUGUESE
BANKING GROUPS
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(14)Considering again the broader concept of resources from cus-
tomers (including securities issued by banks and held by the
resident non-monetary sector), the ratio of the annual flow of
credit to that of resources increased from 53.9 per cent in De-
cember 2001 to 73.1 per cent in June 2002 (this value is similar
to that obtained for the domestic banks subset).

(15)Including interbank assets and securities held by public (and
similar) entities.



4. PROFITABILITY

Taking as a basis consolidated data, net income
of the banking system increased by 0.3 per cent in
the first half of 2002 compared with the first half of
2001 (Tables 4.1 and 4.2). Net income before mi-
nority interests decreased by 3.4 per cent when
compared with that recorded in the corresponding
period in 2001, with the persistence of the deceler-
ation trend started in the second half of 2001. In
fact, in the first half of 2001, the year-on-year rate
of change in net income (before minority interests)
was 18.6 per cent, compared with only 3.4 per cent
in 2001 as a whole. Following these developments,
profitability ratios decreased significantly against
those in the corresponding period in 2001 (Chart
4.1), but stood at levels close to those recorded in
2001 as a whole. It should be noted that develop-
ments in the first half of 2002 were strongly condi-
tioned (in particular in net returns) by the reduced
provisioning made during the first half of 2001
(decreasing by 22.9 per cent against the corre-
sponding period in 2000). Therefore, although
there might have been a slight deterioration in re-
turns (from what can be inferred from the gross
return on assets), they remained, during the first
half of 2002, at a level similar to that of 2001 as a
whole.

The net return on average assets (ROA)(16)

stood at 0.85 per cent at the end of the first half of
2002, representing a decrease of 0.10 percentage
points from the level observed in the correspond-
ing period in 2001. The gross return on average as-
sets(17) also decreased, from 1.77 per cent in the
first half of 2001, to 1.69 per cent in the corre-
sponding period in 2002. The net return on equity
(ROE) stood at 15.3 per cent in the first half of
2002, compared with 16.5 per cent in the corre-
sponding period in 2001 (and 14.9 per cent in 2001
as a whole). These developments were associated
with negative developments in the financial mar-
gin, which decreased significantly, and with com-
bined developments in other items (mainly the
significant rise in provisions, which recorded a
rate of change of 51.6 per cent compared with the
first half of 2001) (Chart 4.2). These negative devel-
opments were partly offset by the positive contri-
bution of developments in “Other current in-
come”, which increased by 10.8 per cent compared
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Chart 3.18
RATIO OF COVERAGE OF INTERBANK

LIABILITIES BY HIGHLY LIQUID ASSETS
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RETURN ON ASSETS AND ON EQUITY
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Notes:
(a) Results before minority interest have been considered

in the calculation of the net return on assets and on
equity.

(b) Ratio of the overall gross income to average assets.

(16)In order to calculate net return on assets and equity, income be-
fore minority interests was considered.

(17)The gross return on average assets is defined as the ratio of the
overall gross income to average assets.



with the first half of 2001, largely reflecting devel-
opments in income from financial operations.

In the first half of 2002, the financial margin de-
creased by 0.5 per cent year-on-year, in contrast
with the rises of 11.6 and 13.5 per cent respec-
tively, observed in the first half of 2001 and in 2001
as a whole. As a percentage of total average assets,
the financial margin stood at 2.10 per cent in the
first half of 2002, compared with 2.26 in June 2001
(Chart 4.3). The reduction of the financial margin
as a percentage of total average assets was associ-
ated with the narrowing of the differential be-
tween average lending and deposit rates (Chart 4.4
and Table 4.3). This effect was only partly offset by

the rise in the weight of credit in the banking sys-
tem’s assets. It should be noted that credit is the
asset that provides banks with the highest return;
thus, the rise in the weight of this item in total as-
sets contributes to the increase of the financial
margin. On the other hand, increased recourse by
the banking system to the issuance of securities as
a funding source appears to have also penalized
the financial margin due to the increase in interest
to be paid, given that this type of liabilities is typi-
cally remunerated at higher rates than those from
other funding sources (namely deposits and inter-
bank liabilities).
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Table 4.1

PROFIT AND LOSS ACCOUNT

On a consolidated basis
EUR million

Year-on-year rate
of change

2000 2001 2002 2001 2002

June June June June June

1. Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7190 8666 7382 20.5 -14.8
2. Interest expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4556 5727 4459 25.7 -22.1
3. Financial margin (1-2). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2633 2939 2923 11.6 -0.5

4. Income from securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124 152 153 22.4 0.3
5. Net commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 878 802 857 -8.6 6.8
6. Income from financial operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 383 158 285 -58.7 80.4
7. Income from affiliated companies and branches excl. from

consolidation (net) (a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 107 103 -5.0 -3.5
8. Other operational profits (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 350 341 111.8 -2.5
9. Other current income (4+5+6+7+8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1663 1569 1738 -5.6 10.8

10. Banking product (3+9). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4296 4508 4662 4.9 3.4

11. Staff costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1379 1358 1383 -1.5 1.8
12. Other administrative costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 798 856 928 7.2 8.5
13. Administrative expenses (11+12). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2177 2214 2311 1.7 4.4
14. Overall gross income (10-13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2119 2295 2351 8.3 2.4

15. Extraordinary gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 137 8 124 -94.2 1453.4
16. Depreciation for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 303 297 300 -1.7 0.9
17. Net provisions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639 492 747 -22.9 51.6
18. Income before and minority interests (14+15-16-17). . . . . . . . . . . . . . . . . 1314 1513 1428 15.1 -5.6

19. Taxes on profit for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 276 281 237 1.8 -15.5
20. Income before minority interests (b) (18-19) . . . . . . . . . . . . . . . . . . . . . . . . 1039 1232 1190 18.6 -3.4

21. Minority interests (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 358 224 179 -37.5 -19.9
22. Profit/loss for the year (20-21) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 681 1008 1011 48.2 0.3

Notes:
(a) The item “income from affiliated companies and subsidiaries excluded from consolidation” records income generated by affiliated com-

panies and subsidiaries excluded from consolidation, which is attributable to the group according to the percentage of shares held in
these companies. Affiliated companies are companies whose management is under significant influence, assuming that this situation
occurs when shares held correspond to, at least, 20 per cent of the voting rights. In addition, affiliated companies excluded from consol-
idation are companies whose activities are incompatible with the objective of consolidated accounts, namely commercial, industrial, ag-
ricultural and insurance corporations.

(b) Income before minority interests enables a more accurate measure of income generated by all consolidated assets and, therefore, it
should be used in order to compare income with profitability on an individual basis.



In the first half of 2002, the margins between
the rates of return on interest-bearing assets and li-
abilities (and between credit and deposits) nar-
rowed. With regard to figures for June 2001, the
differential between rates implied in inter-
est-bearing assets and liabilities narrowed by 0.15
percentage points. In turn, the differential between
rates implied in credit and deposits narrowed by
0.51 percentage points. These developments were
due to a narrowing of differentials in time deposit
operations, calculated by means of a comparison
with the money market interest rates with a simi-
lar maturity (Charts 4.5 and 4.6). In terms of the

average of the first eight months against the corre-
sponding period in the previous year, there was a
narrowing of 0.4 percentage points in the differen-
tial between money market interest rates and in-
terest rates on new time deposit operations (Chart
4.7). This smaller margin in the deposits market
appears to be associated with a greater effort to
take funds from customers, seeking a recom-
position of the financing structure of the banking
system, favouring more stable resources, with
lower associated costs.

In the credit market, there was a narrowing of
the average level (from January to August) of the
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Table 4.2

PROFIT AND LOSS ACCOUNT

On a consolidated basis

As a percentage of average assets

2000 2001 2002

June June June

1. Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.27 6.67 5.30
2. Interest expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.97 4.41 3.20
3. Financial margin (1-2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.30 2.26 2.10

4. Income from securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.11 0.12 0.11
5. Net commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.77 0.62 0.61
6. Income from financial operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.33 0.12 0.20
7. Income from affiliated companies and branches excl.

from consolidation (net) (a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.10 0.08 0.07
8. Other operational profits (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.14 0.27 0.24
9. Other current income (4+5+6+7+8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.45 1.21 1.25

10. Banking product (3+9). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.75 3.47 3.35

11. Staff costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.20 1.05 0.99
12. Other administrative costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.70 0.66 0.67
13. Administrative expenses (11+12). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.90 1.70 1.66
14. Overall gross income (10-13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.85 1.77 1.69

15. Extraordinary gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.12 0.01 0.09
16. Depreciation for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.26 0.23 0.22
17. Net provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.56 0.38 0.54
18. Income before and minority interests (14+15-16-17) . . . . . . . . . . . . . . . . . 1.15 1.16 1.02

19. Taxes on profit for the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.24 0.22 0.17
20. Income before minority interests (b) (18-19) . . . . . . . . . . . . . . . . . . . . . . . . . 0.91 0.95 0.85

21. Minority interests (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.31 0.17 0.13
22. Profit/loss for the year (20-21) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.59 0.78 0.73

Average assets (EUR million). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229 298 259 915 278 558

Notes:
(a) The item “income from affiliated companies and subsidiaries excluded from consolidation” records income generated by affiliated

companies and subsidiaries excluded from consolidation, which is attributable to the group according to the percentage of shares held
in these companies. Affiliated companies are companies whose management is under significant influence, assuming that this situa-
tion occurs when shares held correspond to, at least, 20 per cent of the voting rights. In addition, affiliated companies excluded from
consolidation are companies whose activities are incompatible with the objective of consolidated accounts, namely commercial, indus-
trial, agricultural and insurance corporations.

(b) Income before minority interests enables a more accurate measure of income generated by all consolidated assets and, therefore, it
should be used in order to compare income with profitability on an individual basis.



differential between interest rates on credit to
households and money market interest rates, i.e.
2.02 per cent in the first eight months of 2002, com-
pared with 2.33 per cent in the corresponding pe-
riod in 2001(18) (Chart 4.8). In turn, the differential
between interest rates on credit to non-financial
corporations and money market interest rates re-

mained relatively stable, i.e. 1.67 per cent between
January and August 2002 (0.04 percentage points
less than in the corresponding period in 2001).

Despite a declining trend observed during the
first eight months of 2002, the differentials of inter-
est rates on credit operations are still above the
minimum reached in 2000, following a clear nar-
rowing since the mid-1990s.

In June 2002, other current income recorded a
year-on-year rate of change of 10.8 per cent (com-
pared with -5.6 e 0.0 per cent, in June and Decem-
ber 2001 respectively). The main factors behind
this were an improvement in income from finan-
cial operations and a rise in net commissions.

In the first half of 2002, income from financial
operations (on a consolidated basis) increased by
80.4 per cent against the corresponding period in
2001. These developments appear mainly to be
due to increases in profits and exchange rate valu-
ation differences, as well as to increases in income
from off-balance-sheet operations, which can thus
be associated with the valuation of the euro in the
second half of 2002.
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Chart 4.2
BREAKDOWN OF THE CHANGE

IN NET RETURN ON EQUITY

On a consolidated basis
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Chart 4.3
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(a) Effect of the change in the balance-sheet structure.
(b) Effect of the change in the differential between aver-

age lending and deposits rates.
(c) Effect arising from off-balance-sheet operations.
(d) Effect of the change in the interest rate level.
(e) Total change in the financial margin as a percentage of

average assets.

(18)This decrease appears, to a large extent, to be reflecting a com-
position effect, which translates into the fact that in the most re-
cent period, housing credit was clearly more important in
terms of flow, being associated with interest rates clearly below
those of credit for other purposes. It should be noted that data
on interest rates (and differentials) refer to new operations.
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Table 4.3

IMPLICIT AVERAGE RATES OF RETURN OF THE MAIN BALANCE SHEET ITEMS(a)

Per cent

1997 1998 1999 2000 2001 2002

1st half 1st half 1st half 1st half 1st half 1st half

Interbank assets (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.25 4.30 3.45 3.60 4.46 3.00
Non-interbank assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.31 7.00 5.74 5.42 6.25 5.08
Credit (gross). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.17 7.76 6.23 5.71 6.64 5.36
Securities (gross) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.08 5.70 4.68 4.96 5.43 4.31

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.71 2.13 1.15 0.84 1.02 1.35

Interest-bearing assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.13 5.99 4.96 4.85 5.78 4.56

Interbank liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.47 4.65 3.70 3.91 4.77 3.19
Non-interbank liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.70 3.58 2.49 2.59 3.36 2.58
Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.40 3.40 2.34 2.28 3.03 2.27

Demand deposits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.96 1.51 0.90 1.00 1.27 0.92
Time deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.43 4.31 3.10 3.02 4.01 3.05
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.04 2.24 1.87 1.40 1.57 1.26

Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.07 5.33 3.30 4.18 4.51 3.41
Equity and subordinated liabilities . . . . . . . . . . . . . . . . . . . . . 6.87 5.73 4.56 5.23 5.75 4.70
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.83 3.09 1.74 1.79 1.99 2.04

Interest-bearing liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.98 3.98 2.95 3.08 3.86 2.79

Differentials (percentage points):

Interest-bearing assets - liabilities . . . . . . . . . . . . . . . . . . . . . . 2.15 2.01 2.01 1.77 1.92 1.77

Non-interbank assets - non-interbank liabilities . . . . . . . . . . 3.62 3.41 3.24 2.84 2.89 2.50

Credit - deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.77 4.36 3.89 3.44 3.61 3.09
Interbank assets - interbank liabilities . . . . . . . . . . . . . . . . . . . -0.22 -0.35 -0.24 -0.31 -0.31 -0.19

Notes:

(a) Implicit average rates of return calculated as the ratio of annual interest flows to the average annual stock of the corresponding item in
the balance sheet.

(b) Includes: cash, demand deposits with the Banco de Portugal, liquid assets held in credit institutions and other claims on credit institu-
tions.
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Chart 4.6
DIFFERENTIAL BETWEEN BANK LOANS
INTEREST RATES AND MONEY MARKET
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The improvement in current income was also
associated with the rise in (net) commissions,
which increased by 6.8 per cent in the first half of
2002, in consolidated terms (after having de-
creased by 8.6 per cent in the corresponding pe-
riod in 2001). Individual accounts (which are avail-
able with greater detail) changed by 8.4 per cent,
compared with a decrease of 1.1 per cent in the
first half of 2001. In the first half of 2002, commis-
sions related to the securities market, the provi-
sion of services and guarantees and commitments
increased by 5.4, 7.2 and 6.1 per cent respectively.
In turn, commissions related to the collection and
transfer of assets decreased by 7.5 per cent.

As a result of developments in the financial
margin and in the other current income, banking
product increased by 3.4 per cent on a consoli-
dated basis in the first half of 2002 (compared with
4.9 per cent in the corresponding period in 2001)
(Chart 4.9). The weight of the banking product, in
terms of total average assets, thus decreased to
3.35 per cent (from 3.47 per cent in the correspond-
ing period in 2001).

In the first half of 2002, the rate of change in ad-
ministrative costs was 4.4 per cent (1.7 per cent in
the corresponding period in 2001). This rate of
change was due to the 8.5 per cent increase in
other administrative costs (contribution of 3.3 per-
centage points) and to the 1.8 per cent increase in
personnel costs (contribution of 1.1 percentage
points). In the period from January to June 2002,
the ratio of these costs to the banking product
stood at 49.6 per cent, compared with 49.1 per cent
in the first six months of 2001 (Chart 4.10). If, in
addition to administrative costs, depreciation is
also considered (thus obtaining a more compre-
hensive measure of operating costs), the ratio to
baking product reached 56.0 per cent in the first
half of 2002 (55.7 per cent in the corresponding pe-
riod in 2001).

Compared with the first half of 2001, net
provisioning by the banking system increased dur-
ing the first half of 2002 (the annualised flow of
provisions in the first 6 months of 2002 was 0.54
per cent of average assets, which compares with
0.38 per cent in the first half of 2001). This increase

Banco de Portugal /Economic bulletin /September 2002 67

Economic policy and situation

Chart 4.7
DIFFERENTIAL BETWEEN MONEY MARKET
INTEREST RATES AND AVERAGE INTEREST

RATES ON DEPOSITS

0.0

0.5

1.0

1.5

2.0

2.5

3.0

Jan.99 Jul.99 Jan.00 Jul.00 Jan.01 Jul.01 Jan.02 Jul.02

P
e

rc
e

n
ta

g
e

p
o

in
ts

0.0

1.0

2.0

3.0

4.0

5.0

6.0

P
e

rc
e

n
ta

g
e

p
o

in
ts

Deposits differential

6-month Euribor (right-hand scale.)

Chart 4.8
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Chart 4.9
COMPOSITION OF BANKING PRODUCT
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was mainly associated with the growth of provi-
sions for non-performing loans and credit overdue
(in terms of average assets, they increased from
0.24 per cent in the first half of 2001, to 0.38 per
cent, in the comparable period of 2002). In turn,
the weight of provision for the depreciation of se-
curities increased from 0.03 per cent (first half of
2001) to 0.09 (similar period of 2002). It should be
noted that, given the entry into force on 30 June
2002 of a new provisioning regime of capital losses
inherent in financial participations, a rise (albeit
gradual) is to be expected in provisions associated
with the devaluation of financial participations in-
cluded in banks’ balance sheet (as long as there is
no marked reversal of developments in stock mar-
kets).(19)

5. SOLVENCY

In June 2002, solvency ratios of the banking sys-
tem increased slightly compared with the end of
2001 (albeit standing at levels close to those of
June 2001). The overall adequacy ratio of own
funds, on a consolidated basis, stood at 9.8 per
cent (9.5 per cent in December 2001 — Table 5.1).
The same ratio calculated taking only into account
base own funds stood at 7.3 per cent (similarly to
the figure recorded at the end of 2001).

In line with the slowdown in credit granted,
own funds requirements decelerated significantly,
with its year-on-year rate of change moving from
6.2 per cent in December 2001, to 4.0 per cent in

June 2002. The rate of change in own funds was
4.4 per cent in June (compared with 9.5 per cent in
December 2001). During the previous 12 months,
developments in own funds mainly reflected the
issuance of debt securities (namely subordinated
loans, included in supplementary own funds).
However, in the first half of 2002, in contrast to
what happened in the second half of 2001, there
was an increase in base own funds.

6. CONCLUSION

The banking system’s activity in the first half of
2002 evolved in a relatively unfavourable environ-
ment, which had some impact on its financial situ-
ation.

In the first half of the year, credit overdue in-
creased significantly. Taking into account the cy-
clical conditions of the economy, these develop-
ments were expected and will probably continue
in the near future. Although the magnitude of the
rise is uncertain, some factors may mitigate the
current increase in the ratio of credit overdue,
comparatively to the same stage of the previous
economic cycle. On the one hand, the level of in-
terest rates and their volatility are now much
lower. On the other hand, the credit boom seen in
the past few years was, to a large extent, associ-
ated with a strong growth in housing credit, which
is a credit item that historically presents a delin-
quency rate much lower than the average. How-
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Chart 4.10
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(19)Aviso no. 4/2002 of Banco de Portugal establishes a new
provisioning regime of latent capital losses inherent in financial
participations. In the previous regime, participations that were
considered strategic by banks were only subject to provisioning
if invested companies presented an unfavourable financial situ-
ation (or evidence of persistent deterioration). The new regime
aims at the adoption of more efficient provisioning require-
ments and deductions from own funds of part of these capital
losses, when they exceed certain levels. The impact of this
change in regime on the banking system’s income should not
be very marked during 2002 and 2003, given that an interim pe-
riod was established, during which provisions can be built up
on reserves, having no influence over the profit and loss ac-
count. Moreover, the interim regime establishes that, for latent
capital losses calculated as of the day the new regime enters
into force, there is a gradual and growing weighting, for a pe-
riod of up to 5 years, for financial participations in companies
that are not supervised by the Banco de Portugal or the Portu-
guese Insurance Institute (Instituto de Seguros de Portugal), or of
up to 10 years, in the case of financial participations in institu-
tions supervised by the Banco de Portugal or the Portuguese
Insurance Institute.



ever, it should be noted that in the event that
banks have applied less tight conditions in the
granting of credit for house purchase — in the pe-
riod in which this type of credit became massified
—, the favourable factors referred to above may
abate.

Following the increase in credit overdue, there
was also an increase in specific provisions. Never-
theless, in the first half of 2002, profitability indica-
tors stood at levels close to those of 2001 as a
whole, albeit being lower than the abnormally
high figures recorded in the first half of 2001.
However, it should be noted that favourable de-
velopments in “other current income”, which
largely offset the decrease in the financial margin,
were associated with a strong rise in profit from fi-
nancial operations, which will tend to be tempo-
rary.

The rather negative developments in stock mar-
kets translated into a rise in latent capital losses in-
herent in Portuguese banks’ financial partici-
pations. Considering the new provisioning regime
of the mentioned capital losses, and if there is no
significant reversal of recent developments in

stock markets, a rise in the aforementioned provi-
sions may be expected in the long run.

In the period under review, the growth differ-
ential between credit and deposits from customers
continued to narrow. This situation gave rise to
lower financing needs of the Portuguese banking
system (in terms of annual flow), which facilitated
a decrease in absolute terms in interbank financing
from abroad. These developments, which trans-
lated into an improvement of the liquidity situa-
tion of the system, are a direct reflection of the ad-
justment process of the private sector started in
2000. In fact, similarly to what was previously
seen, the financing needs of this sector should de-
crease further in 2002, leading to the reduction in
the foreign financing needs of the economy. Con-
sidering that the banking system has largely acted
as the intermediary of the Portuguese economy
foreign financing, lower foreign financing needs of
the economy translate directly into lower market
financing by banks, thus reducing their vulnerabil-
ity to shocks that affect their conditions regarding
international financing.
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Table 5.1

CAPITAL ADEQUACY

On a consolidated basis

Euro million Year-on-year rate of change (per cent)

1998 1999 2000 2001 2002 1999 2000 2001 2002

Dec. June Dec. June Dec. June Dec. June Dec. June Dec. June Dec June

1. Own funds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1.1. Base own funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 714.8 10 436.7 11 025.9 11 663.1 12 991.0 13 502.9 13 202.0 13 454.6 13.5 11.8 17.8 15.8 1.6 -0.4

1.2. Complementary own funds . . . . . . . . . . . . . . . . . . . . . . . 3 834.1 3 917.4 4 268.9 4 866.2 5 026.3 6 557.0 7 040.2 7 278.9 11.3 24.2 17.7 34.7 40.1 11.0

1.3. Deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 821.1 422.1 512.7 1 678.6 2 272.6 2 769.0 2 998.2 2 685.8 -37.6 297.7 343.3 65.0 31.9 -3.0

1.4. Supplementary own funds. . . . . . . . . . . . . . . . . . . . . . . . 12.7 10.6 27.3 17.3 0.4 1.5 1.2 0.7 115.8 63.4 -98.6 -91.4 225.0 -56.2

Total own funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 740.4 13 942.6 14 809.5 14 867.9 15 745.1 17 292.4 17 245.3 18 048.4 16.2 6.6 6.3 16.3 9.5 4.4

2. Own fund requirements

2.1. Credit risks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 747.5 9 582.7 10 651.8 12 061.3 13 184.5 13 724.7 14 078.4 14 372.0 21.8 25.9 23.8 13.8 6.8 4.7

2.2. Position risks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 234.3 222.6 180.6 276.7 284.2 312.6 288.6 252.4 -22.9 24.3 57.3 13.0 1.6 -19.3

2.3. Settlement and counterparty risks . . . . . . . . . . . . . . . . . 37.5 49.3 47.8 27.4 30.7 41.2 40.8 30.0 27.3 -44.4 -35.7 50.3 32.9 -27.1

2.4. Foreign exchange risks . . . . . . . . . . . . . . . . . . . . . . . . . . . 134.5 58.0 79.2 119.7 134.9 75.3 87.3 67.0 -41.1 106.5 70.4 -37.1 -35.3 -11.1

2.5. Other requirements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 1.3 0.0 0.1 20.7 0.0 1.5 0.1 - -91.4 - -90.6 -92.8 856.1

Total own funds requirements . . . . . . . . . . . . . . . . . . . . . . . . . . 9 153.9 9 914.0 10 959.4 12 485.3 13 655.1 14 153.8 14 496.7 14 721.5 19.7 25.9 24.6 13.4 6.2 4.0

3. Ratios . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Year-on-year change (percentage points)

3.1. Own funds/Total requirements . . . . . . . . . . . . . . . . . . . 139.2 140.6 135.1 119.1 115.3 122.2 119.0 122.6 -4.0 -21.6 -19.8 3.1 3.7 0.4

3.2. Own funds/(Total requirements x 12.5) . . . . . . . . . . . . 11.1 11.3 10.8 9.5 9.2 9.8 9.5 9.8 -0.3 -1.7 -1.6 0.2 0.3 0.0

3.3. Base own funds /(Total requirements x 12.5) . . . . . . . . 8.5 8.4 8.0 7.5 7.6 7.6 7.3 7.3 -0.4 -0.9 -0.4 0.2 -0.3 -0.3



MAIN DEVELOPMENTS IN THE PORTUGUESE FOREIGN EXCHANGE AND
DERIVATIVES MARKETS IN 2001 AND 2002

1. INTRODUCTION

In 2001 the Banco of Portugal changed the fre-
quency of the foreign exchange and derivatives
markets survey, from half-yearly to yearly. With
the introduction of this change, the survey now
takes place in March/April of each year, however,
its model remains basically the same.

Thus, in 2002 the survey continued to collect
data on amounts outstanding(1) held by banks on
the last working day of March, as well as data on
transactions carried out in foreign exchange and
interest rate derivatives markets in April.

However, it should be noted that in 2001, in
view of the need to characterise the activity in the
euro market, the survey started also to include a
breakdown by counterparty which enable the
identification of the operations carried out with
euro area resident counterparties.

This text includes the analysis of the 2001 and
2002 survey results. Whenever deemed relevant, a
comparison is made with the final results of the
Triennial Central Bank Survey conducted in April
2001, compiled by the Bank for International Set-
tlements (BIS).

Turning to the intertemporal analysis of the re-
sults of the two surveys, it should be noted that
the impact of foreign exchange fluctuations on
both transactions and amounts outstanding was
negligible, when expressed in US dollars. This re-
sulted from the fact that the exchange rates

vis-à-vis the US dollar recorded reduced changes
between the reference dates of the two surveys.

On the basis of the overall analysis of the data
collected, it is possible to summarise the main de-
velopments in the Portuguese market between
2001 and 2002:

• Relative stabilisation of turnover in the
over-the-counter (OTC) market;

• Increase in activity in the interest rate deriva-
tives market, in contrast with the continued
decline in turnover in the traditional foreign
exchange market;

• Increase of both foreign exchange and inter-
est rate derivatives amounts outstanding,
probably reflecting the extension of transac-
tions maturities;

• Maintenance of the predominance of the
euro, in terms of both turnover and amounts
outstanding, particularly in the interest rate
derivatives segment; the emergence of the
Brazilian real with relevant weight in the ac-
tivity of some institutions;

• Continuation of non-resident financial insti-
tutions as the main counterparties;

• Maintenance of the residual weight of equity,
commodity and credit derivatives, despite a
slight rise in the number of participants in
the equity derivatives segment;

• Growth of activity in exchange-traded instru-
ments chiefly due to the buoyant perfor-
mance of interest rate derivatives;

• Maintenance of a high degree of concentra-
tion both in OTC and organized markets, al-
beit with a decline in the foreign exchange
derivatives segment.
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(1) In April 2000 the survey became more comprehensive, cover-
ing in addition to amounts outstanding of foreign exchange
and interest rate derivatives, the amounts outstanding of eq-
uity, commodity and credit derivatives; it also started to collect
data about how operations are conducted.



2. OTC MARKET

2.1. Turnover(2)

The results of the April 2002 survey of the
Banco of Portugal point to a relative stabilisation
of turnover in the OTC market. After the strong
falls recorded following the introduction of the
euro, the average daily turnover in the foreign ex-
change and interest rate derivatives markets de-
clined only slightly between April 2001 and April
2002 (Chart 1).

The decline in turnover in the traditional mar-
ket,(3) whose weight is higher than 75 per cent of
total transactions, more than offset the somewhat
significant growth recorded by the other non-
traditional foreign exchange derivatives(4) and by
interest rate derivatives (Table 1).

Transactions of other foreign exchange deriva-
tives, albeit recording an increase, continued to
have a very reduced importance in total turnover
in the OTC market, continuing to be restricted to a
rather reduced number of institutions. It should
however be noted that more than 90 per cent of

the activity carried on by this segment continued
to be concentrated in foreign exchange options,
which were chiefly bought from resident non-
financial customers and sold to non-resident finan-
cial institutions outside the euro area.
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Table 1

OTC MARKET

Average daily turnover

USD million and as a percentage of the total

Total Traditional
foreign

exchange
market

% Other
foreign

exchange
derivatives

% Interest rate
derivatives

%

1997
April . . . . . . . . . . . . . . . . . . . . 5006 3484 70 21 0 1501 30
October . . . . . . . . . . . . . . . . . . 5657 4495 80 13 0 1149 20

1998
April . . . . . . . . . . . . . . . . . . . . 5434 4398 81 38 1 998 18
October . . . . . . . . . . . . . . . . . . 7330 6054 83 16 0 1260 17

1999
April . . . . . . . . . . . . . . . . . . . . 2635 2099 80 3 0 533 20
October . . . . . . . . . . . . . . . . . . 2812 2180 78 5 0 627 22

2000
April . . . . . . . . . . . . . . . . . . . . 2418 1978 82 59 2 381 16
October. . . . . . . . . . . . . . . . . . 1728 1446 84 110 6 172 10

2001
April . . . . . . . . . . . . . . . . . . . . 2049 1709 83 12 1 328 16

2002
April . . . . . . . . . . . . . . . . . . . . 2007 1518 76 78 4 411 20

Change (%): . . . . . . . . . . . . . . . . . .
April00/April01. . . . . . . . . . . . . -15.3 -13.6 -79.7 -13.9
April01/April02. . . . . . . . . . . . . -2.0 -11.2 550.0 25.3



In contrast to the downward trend that oc-
curred following the creation of the euro, the turn-
over in interest rate instruments increased (25%),(5)

reflecting exclusively the expansion of activity in
the interest rate swaps (IRS) segment.

Traditional foreign exchange market

Between 2001 and 2002, the average daily turn-
over in the traditional foreign exchange market de-
clined by 11 per cent, to USD 1,518 million, follow-
ing a decline of approximately 14 per cent in the
previous year. However, the further decline in ac-
tivity reflected only the fall in forwards turnover
(outright forwards and foreign exchange swaps).
Indeed, the turnover of spot transactions in-
creased, interrupting the downward movement,
which had been recorded since the creation of the
euro (Table 2). This movement confirmed the trend
prevailing in the Portuguese market, of an in-
creased importance of the spot turnover and re-
duction in the market share of forwards (Chart 2),
which, by memo, counters the overall trend re-
corded since 1992 in international markets, accord-
ing to the results of the triennial surveys
co-ordinated by BIS.

However, in the Portuguese case, the consolida-
tion of the direct recourse to the euro money mar-
ket continued to constantly reduce the need to re-
sort to forex swaps as a “funding” instrument.

As a result, the weight of spot transactions in-
creased to 67 per cent, while that of forex swaps
declined to 29 per cent and that of outright for-
wards to 4 per cent.

The results of the 2002 survey also suggest
changes in the structure of turnover by type of
counterparty. The turnover of transactions carried
out by Portuguese banks with both resident and
non-resident financial institutions shrank signifi-
cantly, while the turnover with non-financial cus-
tomers recorded a broadly based increase. These

movements gave rise to a significant loss in the
share of financial counterparties in favour of
non-financial counterparties, whose weight in the
total increased to 30 per cent (Table 3), conversely
to the trend detected at the international level by
the BIS survey. The loss in market share of finan-
cial counterparties occurred with institutions out-
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(2) Data on transactions are always referred to in terms of average
daily turnover, adjusted for the double counting resulting from
transactions carried out in the domestic interbank market.

(3) The traditional foreign exchange market comprises spot trans-
actions, outright forwards and foreign exchange swaps.

(4) Other foreign exchange derivatives comprise currency swaps
(including cross currency interest rate swaps) and options.

(5) Unless otherwise mentioned, percentages refer to April 2002
and intertemporal comparisons to the period between April
2001 and April 2002.

Table 2

TRADITIONAL FOREIGN EXCHANGE MARKET

Average daily turnover

USD million

Spot Outrights
forwards

Fx. swaps

1997

April . . . . . . . . . . . . 1957 223 1304

October . . . . . . . . . . 1699 246 2550

1998

April . . . . . . . . . . . . 1834 337 2227

October . . . . . . . . . . 2271 446 3337

1999

April . . . . . . . . . . . . 1151 255 693

October . . . . . . . . . . 1054 246 880

2000

April . . . . . . . . . . . . 925 185 868

October . . . . . . . . . . 850 135 461

2001

April . . . . . . . . . . . . 917 104 688

2002

April . . . . . . . . . . . . 1014 66 438

Change (%):

April 00/April 01 . . . -0.9 -43.8 -20.7

April 01/April 02 . . . 10.6 -36.5 -36.3

Chart 2
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side the euro area, since the weight of euro area in-
stitutions remained stable at around 26 per cent.
This movement was counterbalanced by an in-
crease in the importance of non-financial custom-
ers, in particular residents, thus strengthening the
structural preference of Portuguese banks for
transactions with resident entities belonging to the
non-financial segment.

It should also be noted that data suggest that
the impact of the creation of the euro on the do-
mestic interbank market has been fully unwound.
The share of transactions between domestic credit
institutions seems to have stabilised around 5 per
cent, following the losses occurred immediately af-
ter the access to a much larger money market than
the escudo market. This maintenance was also due
to the halt recorded in the past two years in bank
mergers in the Portuguese market.

The breakdown by currency in the traditional
foreign exchange market continued, in the mean-
time, to show relative stability (Table 4). The euro
and the US dollar continued to be the two major
currencies, accounting respectively for 84 per cent
and 75 per cent of total transactions. The yen,
which was the third most important currency,
strengthened to 14 per cent, overtaking the pound
sterling, which now ranks fourth with 10 per cent.

Among the remaining currencies, mention
should be made of the increased importance of
transactions with the Nordic currencies, whose

weight rose to 7 per cent in 2002, as a result of an
increase in absolute and relative terms in turnover
involving the Swedish and the Norwegian kronas.

The US dollar/euro continued to be the most
actively traded currency pair, accounting approxi-
mately for 60 per cent of total turnover, far above
the euro/yen and the euro/pound sterling the sec-
ond and third most important currency pairs, with
9 per cent and 8 per cent, respectively. Thus, in
2002 the euro continued to be the most used cur-
rency in transactions involving the yen and the
pound. This pattern was also observed in transac-
tions with Nordic currencies (which involved al-
most exclusively spot transactions). With a differ-
ent pattern, trading in Swiss francs continued to
have mainly the US dollar as a counterpart.

The analysis of developments in the structure
of the type of business by instrument, between
2001 and 2002, reveals stability in spot transactions
and changes in outright forwards and in foreign
exchange swaps (Table 5).

Spot transactions continued to be mainly car-
ried out between the euro and the US dollar and in
other currency pairs involving the euro, with
non-resident financial institutions outside the euro
area. Trading is conducted through electronic
broking or automatic dealing systems (including
the Reuters dealing system).
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Table 3

TRADITIONAL FOREIGN EXCHANGE MARKET

Breakdown by counterparty

As a percentage of the total

1997 1998 1999 2000 2001 2002

Apr. Apr. Apr. Apr. Apr. Apr.

Financial institutions . . . . . 85 80 82 80 77 70
Resident . . . . . . . . . . . . . 14 11 10 8 5 5
Non-resident . . . . . . . . . 71 69 72 72 72 65

of which: euro area. . . 21 21
Non-financial customers . . 15 20 18 20 23 30

Resident . . . . . . . . . . . . . 13 17 14 19 16 21
Non-resident . . . . . . . . . 2 3 4 1 7 9
of which: euro area. . . 3 4

100 100 100 100 100 100

Total – Resident . . . . . . . . . . 27 28 24 27 21 26
Total – Non-resident . . . . . . 73 72 76 73 79 74

of which: euro area . . 24 25

Table 4

TRADITIONAL FOREIGN EXCHANGE MARKET

Breakdown by currency

As a percentage of the total(a)

1999 2000 2001 2002

Apr. Apr. Apr. Apr.

EUR . . . . . . . . . . . . . . . . . . . . . . 79 86 86 84
USD . . . . . . . . . . . . . . . . . . . . . . 83 79 74 75
JPY . . . . . . . . . . . . . . . . . . . . . . . 9 11 13 14
GBP. . . . . . . . . . . . . . . . . . . . . . . 20 13 13 10
CHF . . . . . . . . . . . . . . . . . . . . . . 3 3 7 7
DKK . . . . . . . . . . . . . . . . . . . . . . 2 4 2
SEK . . . . . . . . . . . . . . . . . . . . . . . 1 1 2
NOK . . . . . . . . . . . . . . . . . . . . . . 1 1 3
Other European currencies. . . 2 0 1
Other currencies . . . . . . . . . . . . 6 2 1 2

Note:

(a) In the foreign exchange market, the breakdown by currency to-
tals 200 per cent of total transactions since the two legs of each
transaction are recorded separately.



Contrasting with the stability observed by the
spot transactions, trading in outright forwards
showed some significant changes: increase in the
weight of transactions involving the US dollar (in
particular, with the euro and the Brazilian real),
countering the former preference for currency
pairs involving the European currency; loss of im-
portance of resident non-financial customers in fa-
vour of non-resident financial institutions, chiefly
of the euro area; smaller concentration of opera-

tions with maturity up to 7 days; and strengthen-
ing of the traditional telephone system.

Forex swaps also recorded changes, viz.: de-
crease in trading between the euro and the US dol-
lar, in parallel with an increase in the share of
transactions involving the pound sterling, in par-
ticular, with the euro; loss of importance of
non-resident financial institutions, which are a tra-
ditional counterpart of virtually all these transac-
tions, offsetting an increase in the weight of
non-resident non-financial customers; reduction in
the concentration of trading in very short maturi-
ties; and more equitable distribution of transac-
tions carried out through automatic dealing sys-
tems, which have been so far the most widely used
in transactions between banks, and through the
telephone system.

OTC interest rate derivatives

The average daily turnover of transactions in
the OTC interest rate derivatives market stood at
USD 411 million in April 2002, accounting for a 25
per cent increase, from the figure recorded in April
2001 (Table 1). This increase followed a virtual du-
plication of turnover between October 2000 and
April 2001, suggesting a clear reversal in the
downward trend recorded after the creation of the
euro.

However, the driving force behind the growth
of activity in interest rate instruments has been
solely the expansion of the interest rate swaps
(IRS) segment, since forward rate agreements
(FRA) continued to record a sharp fall and options
turnover remained negligible (Table 6). IRS thus
strengthened their predominance, accounting for
94 per cent of total transactions (Chart 3). This ex-
pansion reflects the development of the use of IRS
as an instrument for hedging and investment,
possibly amplified in a context of high uncertainty
about the pace of economic growth in the United
States and in the euro area and of high volatility of
expectations as to the orientation of the respective
monetary policies. It should be noted that this
trend has also been revealed by the surveys con-
ducted by the BIS at the international level. How-
ever, a difference has emerged in the Portuguese
market, related to the interest rates in which con-
tracts are denominated. Thus, while at interna-
tional level, the increase in swaps was recorded in
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Table 5

TRADITIONAL FOREIGN EXCHANGE MARKET

Characterisation of the type of business
by instrument

As a percentage of total turnover by instrument

Spot Outright
forwards

Fx. swaps

2001 2002 2001 2002 2001 2002

Counterparties . . . . . . . . . . . . . 100 100 100 100 100 100
Financial institutions. . . . . . 71 70 60 65 87 71

Resident . . . . . . . . . . . . . . . 6 6 7 2 2 1
Non-resident . . . . . . . . . . . 65 64 53 63 85 70

of which: euro area. . . . 11 15 4 11 38 37
Non-financial customers. . . 29 30 40 35 13 29

Resident . . . . . . . . . . . . . . . 26 28 39 33 2
Non-resident . . . . . . . . . . . 3 2 1 2 13 27

of which: euro area. . . . 1 6 12

Currency pairs . . . . . . . . . . . . . 100 100 100 100 100 100
EUR/USD . . . . . . . . . . . . . . . 46 53 57 63 80 76
EUR/JPY . . . . . . . . . . . . . . . . 13 13 10 5 1 2
EUR/GBP . . . . . . . . . . . . . . . 12 6 5 6 7 11
EUR/CHF . . . . . . . . . . . . . . . 2 3 5 1 1
EUR/DKK . . . . . . . . . . . . . . . 7 2
EUR/SEK . . . . . . . . . . . . . . . 1 2 5
EUR/NOK. . . . . . . . . . . . . . . 1 3 4
EUR/other. . . . . . . . . . . . . . . 1 1
USD/JPY . . . . . . . . . . . . . . . . 2 4 5 2 7 6
USD/GBP . . . . . . . . . . . . . . . 4 3 5 3 1 3
USD/CHF . . . . . . . . . . . . . . . 9 7 2 1
USD/other. . . . . . . . . . . . . . . 1 2 2 20 2 2
Other currency pairs . . . . . . 1 1

Maturities . . . . . . . . . . . . . . . . . 100 100 100 100 100 100
[ Up to 7 days]. . . . . . . . . . . . 100 100 61 50 86 67
]7 days - 1 month]. . . . . . . . . 14 26 8 13
]1 month- 1 ]year . . . . . . . . . 25 24 6 20
]1 year- 5 years] . . . . . . . . . .
> 5 years. . . . . . . . . . . . . . . . .

Conduction of transactions . . 100 100 100 100 100 100
Automatic dealing . . . . . . . . . . 12 31 10 15 72 45
Broker. . . . . . . . . . . . . . . . . . . . . 11 14 35 5 10 13
Electronic broker . . . . . . . . . . . 38 36 1
Other (including telephone

system). . . . . . . . . . . . . . . . . . 39 19 55 80 17 42



the segment of contracts denominated in US dol-
lars and euro, in Portugal the expansion was only
recorded in the euro swaps segment.

Given the small share held by the remaining in-
struments (FRA with 5 per cent and options with 1
per cent), the structure of the interest rate deriva-
tives market is quite similar to the structure of IRS,
as confirmed by the comparison between the ta-
bles on total transactions (Tables 7 and 8) and indi-

vidual IRS tables (Table 9). It was thus decided to
confine the analysis of the market structure to the
analysis of interest rate swaps.

The structure of IRS transactions remained rel-
atively stable (Table 9), with only slight changes
derived from the occasional exploitation of market
niches. Swaps continued to be mainly on euro in-
terest rates and to be contracted with maturity of
up to 1 year with non-resident financial institu-
tions. Although the characteristic pattern of these
transactions remained unchanged, some specific
features were detected in the comparison of the re-
sults of the 2001 and 2002 surveys. There was a
larger diversification by currency in this type of
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Table 6

OTC INTEREST RATE DERIVATIVES

Average daily turnover

USD million

FRA IRS Options

1997
April . . . . . . . . . . . . . . 1331 170 0
October. . . . . . . . . . . . 902 244 3

1998
April . . . . . . . . . . . . . . 801 157 40
October. . . . . . . . . . . . 1054 206 0

1999
April . . . . . . . . . . . . . . 345 186 2
October. . . . . . . . . . . . 346 277 4

2000
April . . . . . . . . . . . . . . 225 156 0
October. . . . . . . . . . . . 32 140 0

2001
April . . . . . . . . . . . . . . 38 288 2

2002
April . . . . . . . . . . . . . . 22 384 5

Change (%):
April 00/ April 01 . . . . . -83.1 84.6 0.0
April 01/April .02. . . . . -42.1 33.3 0.0

Table 7

OTC INTEREST RATE DERIVATIVES

Breakdown by counterparty

As a percentage of the total

1997 1998 1999 2000 2001 2002

Apr. Apr. Apr. Apr. Apr. Apr.

Financial institutions . . . . . . 100 99 99 98 97 91
Resident . . . . . . . . . . . . . . 39 33 16 7 8 3
Non-resident . . . . . . . . . . 61 66 83 91 89 88

of which: euro area . . 30 50
Non-financial customers . . . 0 1 1 2 3 9

Resident . . . . . . . . . . . . . . 0 1 1 1 3 3
Non-resident . . . . . . . . . . 0 0 0 1 0 6

of which: euro area . . 0 6
100 100 100 100 100 100

Total – Resident . . . . . . . . . . 39 34 17 8 11 6
Total – Non-resident . . . . . . 61 66 83 92 89 94

of which: euro area . . 30 56

Chart 3
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Table 8

OTC INTEREST RATE DERIVATIVES

Breakdown by currency

As a percentage of the total

1999 2000 2001 2002

Apr. Apr. Apr. Apr.

EUR . . . . . . . . . . . . . . . 65 93 88 89

USD . . . . . . . . . . . . . . . 7 4 9 5

JPY . . . . . . . . . . . . . . . . 1 0 0 0

GBP . . . . . . . . . . . . . . . 12 0 3 1

Other currencies . . . . 15 3 0 5



contracts, with the Brazilian real gaining increased
importance. In fact, this gave rise to an increase in
the weight of non-euro area resident non-financial
customers as counterparties of IRS transactions,
since swaps on the Brazilian real were predomi-
nantly contracted with this type of counterparty.
This fact was also behind the increased use of the
direct telephone system as a way of conducting
IRS transactions.

IRS transactions were chiefly centred on three
and six-month EURIBOR-linked contracts. Con-

versely to the situation at international level, Por-
tuguese banks reported in general very little activ-
ity in the so-called EONIA swaps, which is a type
of instrument used in the coverage of money mar-
ket operations. However, data of the 2002 survey
suggest some development in this segment, with
some institutions having already reported a signif-
icant increase in activity in this type of product.

Turning to FRAs, and taking into account that
they are traded by a rather limited number of
banks, it should be noted that this type of con-
tracts are now more concentrated in the euro mar-
ket. The weight of euro area financial institutions
as counterparties to these contracts increased,
while transactions in US dollars totally ceased,
FRAs being now exclusively denominated in euro.

2.2. Amounts outstanding

According to the results of the surveys con-
ducted in 2001 and 2002, notional amounts out-
standing of OTC derivatives increased between
the two years, reflecting an expansion in all seg-
ments.

The growth pace of interest rate derivatives (26
per cent) was slightly higher than that of foreign
exchange derivatives (16 per cent), thus maintain-
ing a clear predominance of interest rate deriva-
tives (Chart 4). This distribution in terms of rela-
tive weights, contrasts with that in transactions,
but reflects the prevailing structures at interna-
tional level.

Amounts outstanding of equity, commodity
and credit derivatives continue to show a residual
weight (approximately 2 per cent of total OTC po-
sitions) (Chart 4). With respect to equity deriva-
tives, although there is a higher participation than
in previous surveys, the number of institutions re-
porting amounts outstanding in this segment con-
tinues to be reduced, being limited to about one
third of participating banks. In April 2002, nearly
60 per cent of these positions corresponded to op-
tions and the remaining to swaps, the main
counterparty being non-resident financial institu-
tions. Turning to commodity and credit deriva-
tives, activity continues to be virtually nil. It
should be noted that, at international level, the
credit derivatives segment has shown a very sig-
nificant development, albeit also remaining with a
residual weight.
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Table 9

OTC INTEREST RATE DERIVATIVES

Characterisation of the type of business
by instrument

As a percentage of total turnover by instrument

FRA IRS

2001 2002 2001 2002

Counterparties . . . . . . . . . . . . . . 100 100 100 100

Financial institutions . . . . . . 100 100 96 91

Resident . . . . . . . . . . . . . . . . 0 5 9 3

Non- resident. . . . . . . . . . . . 100 95 87 88

of which: euro area . . . . 13 64 32 50

Non-financial customers . . . 0 0 4 9

Resident . . . . . . . . . . . . . . . . 0 0 4 3

Non- resident. . . . . . . . . . . . 0 0 0 6

of which: euro area . . . . 0 0 0 6

Currencies . . . . . . . . . . . . . . . . . 100 100 100 100

EUR . . . . . . . . . . . . . . . . . . . . . 39 100 98 90

USD . . . . . . . . . . . . . . . . . . . . . 61 0 2 4

JPY . . . . . . . . . . . . . . . . . . . . . . 0 0 0 0

GBP . . . . . . . . . . . . . . . . . . . . . 0 0 0 1

CHF . . . . . . . . . . . . . . . . . . . . . 0 0 0 0

Outras . . . . . . . . . . . . . . . . . . . 0 0 0 5

Maturities . . . . . . . . . . . . . . . . . . 100 100 100 100

[ Up to 7 days] . . . . . . . . . . . . 11 36 45 23

]7 days - 1 month] . . . . . . . . . 0 0 15 5

]1 month - 1 year]. . . . . . . . . . 89 64 15 27

]1 year - 5 year]. . . . . . . . . . . . 0 0 6 17

> 5 year . . . . . . . . . . . . . . . . . . 0 0 19 28

Conduction of transactions . . . 100 100 100 100

Automatic dealing . . . . . . . . . . 0 5 36 39

Broker . . . . . . . . . . . . . . . . . . . . . 100 36 28 19

Electronic broker . . . . . . . . . . . . 0 0 0 0

Other (including telephone
system) . . . . . . . . . . . . . . . . . . . 0 59 36 42



Foreign exchange derivatives

Amounts outstanding of foreign exchange de-
rivatives, after declining somewhat in 2001, in-
creased in 2002 (recording the highest value since
the introduction of the euro, in 1999). These devel-
opments largely reflect the change in agreed ma-
turities, with a significant contraction of the
weight of maturities of up to 7 days (Table 5). The
growth of the foreign exchange derivatives seg-
ment was due to the rise in amounts outstanding
of all types of exchange rate instruments (Table
10).

The broadly based rise in amounts outstanding
in the several types of foreign exchange deriva-
tives translated into the maintenance of the rela-
tive weight of the different instruments. Forwards
continued to be the instrument with the greatest
weight in this segment, followed by currency
swaps. Options continued to have a reduced
weight in terms of total positions (Chart 5).

Turning to the breakdown by currency(6) and
with regard to the relative weight of the several
currencies, stress should be laid on the decline in
the weight of the euro and, to a lesser extent, of the
pound sterling, which offset the significant rise in
the Brazilian real (Table 11). However, the loss of
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Table 10

AMOUNTS OUTSTANDING OF OTC FOREIGN
EXCHANGE DERIVATIVES

USD million

Total Forwards Currency
swaps

OTC
options

1995
March . . . . . . . . . . . . . . . 26955 20009 3595 3351
September . . . . . . . . . . . . 22865 16987 3854 2024

1996
March . . . . . . . . . . . . . . . 25238 19656 3507 2075
September . . . . . . . . . . . . 26977 19445 5247 2285

1997
March . . . . . . . . . . . . . . . 21910 16645 3430 1835
September . . . . . . . . . . . . 24742 18256 5405 1081

1998
March . . . . . . . . . . . . . . . 25336 18558 5049 1729
September . . . . . . . . . . . . 29180 23611 4315 1254

1999
March . . . . . . . . . . . . . . . 19549 14903 3012 1634
September . . . . . . . . . . . . 20029 14073 5073 883

2000
March . . . . . . . . . . . . . . . 20954 13357 5684 1913
September . . . . . . . . . . . . 19709 12866 5787 1056

2001
March . . . . . . . . . . . . . . . 19561 13629 5496 436

2002
March . . . . . . . . . . . . . . . 22710 15961 6136 613

Change (%):
March 00 /March 01. . . -6.6 2.0 -3.3 -77.2
March 01 /March 02. . . 16.1 17.1 11.6 40.6

(6) The breakdown by currency in foreign exchange derivatives to-
tals 200 per cent of the total amounts outstanding, since the two
legs of each transaction are recorded separately. The break-
down by currency pairs totals 100 per cent.
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importance of the euro only occurred in terms of
its share, since in absolute terms there was a rise in
amounts outstanding in this currency. It should
however be noted that the rise in the relative
weight of the Brazilian real chiefly reflects busi-
ness strategies of some institutions and does not
reflect a broadly based pattern of the majority of
the survey participants. With respect to the break-
down by currency pairs there continues to be a
high concentration, with approximately 80 per
cent of the amounts outstanding being concen-
trated in only three currency pairs: EUR/USD,
EUR/JPY and EUR/GBP.

The analysis of the breakdown by counterparty
makes it possible to identify the maintenance of
some trends, which are opposite to those observed
in foreign exchange derivatives transactions. On
the one hand, the weight of non-resident
counterparties continues to rise, standing at 82 per
cent in March 2002. This strengthening of the rela-
tive position of non-residents chiefly reflects a rise
in the positions held by non-resident financial in-
stitutions. In parallel, there was a rise in the share
of financial counterparties, to the detriment of
non-financial customers (Table 12).

The analysis by instrument shows that the
breakdown by counterparty and the breakdown
by currency were quite similar, and that the main
counterparties were resident financial institutions,
with the majority of foreign exchange positions be-
ing denominated in EUR/USD (Table 13). Mention
should be made in currency swaps of the signifi-

cant weight reached in March 2002 by the
EUR/JPY as well as by the USD/BRL (as referred
to above, the latter results from specific strategic
options of a rather reduced number of institu-
tions). With regards to options, the USD/CAD
represents 33 per cent, although this also results
from specific options of a reduced number of insti-
tutions.

However, the breakdown by maturity shows
wider divergences. The amounts outstanding of
forwards and options are concentrated in maturi-
ties of up to 1 year (in particular, between 1 month
and 1 year), while amounts outstanding of cur-
rency swaps are in their majority at maturities be-
tween 1 and 5 years. The longer maturity of cur-
rency swaps was due to the fact that this instru-
ment is associated with hedging of issues in for-
eign currency by some institutions.

OTC interest rate derivatives

OTC interest rate derivatives, after having
fallen in 2001, completely reversed this trend in
2002 (Table 14).

The strong increase in amounts outstanding of
both IRS and options, more than offset the contrac-
tion recorded in FRA. Thus, the relative weight of
the different instruments, continued to show the
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Table 11

AMOUNTS OUTSTANDING OF OTC FOREIGN
EXCHANGE DERIVATIVES

Breakdown by currency

As a percentage of the total

1999 2000 2001 2002

Apr. Apr. Apr. Apr.

EUR . . . . . . . . . . . . . . . . . . . . . . 92 94 93 85
USD . . . . . . . . . . . . . . . . . . . . . . 69 76 70 73
JPY . . . . . . . . . . . . . . . . . . . . . . . 18 15 17 17
GBP . . . . . . . . . . . . . . . . . . . . . . 14 9 17 13
CHF . . . . . . . . . . . . . . . . . . . . . . 2 1 1 1
BRL . . . . . . . . . . . . . . . . . . . . . . 0 0 8
Other European currencies . . 2 3 0 1
Other currencies . . . . . . . . . . . 3 2 2 2

Table 12

AMOUNTS OUTSTANDING OF OTC FOREIGN
EXCHANGE DERIVATIVES

Breakdown by counterparty

As a percentage of the total

1997 1998 1999 2000 2001 2002

Mar. Mar. Mar. Mar. Mar. Mar.

Financial institutions. . . 79 70 55 60 68 74

Resident . . . . . . . . . . . . . 5 9 8 7 4 3
Non-resident . . . . . . . . 74 61 47 53 64 71
of which: euro area . . 17 18

Non-financial customers 21 30 45 40 32 26

Resident . . . . . . . . . . . . 20 28 34 31 22 15
Non-resident . . . . . . . . 1 2 11 9 10 11
of which: euro area . . 3 3

100 100 100 100 100 100

Total – Resident . . . . . . . 25 37 42 38 26 18

Total – Non-resident . . . 75 63 58 62 74 82

of which: euro area. . 20 21



trend recorded since 1997, i.e. strong gains in the
market share of IRS to the detriment of FRA.

IRS continued to strengthen their position as
the predominant instrument in the institutions’
portfolios, having reached a share of 92 per cent in
March 2002 (Chart 6). Likewise, this trend is also
recorded at international level, reflecting the in-
creasing liquidity of the market of these instru-
ments, against a background of integration of the
swap market in the euro area and of increasing so-
phistication in risk management. On the other
hand, options (due to both the rise in amounts out-
standing in this instrument in absolute terms, and
the reduction in the amounts of FRAs) rank sec-

80 Banco de Portugal /Economic bulletin / September 2002

Economic policy and situation

Table 13

AMOUNTS OUTSTANDING OF OTC FOREIGN
EXCHANGE DERIVATIVES

Breakdown by instrument

As a percentage of amounts outstanding by instrument

Forwards Currency
swaps

OTC
options

2001 2002 2001 2002 2001 2002

Mar. Mar. Ma r. Mar. Mar. Mar.

Counterparties . . . . . . . . . . 100 100 100 100 100 100

Financial institutions . . . . 65 72 75 80 76 74

Resident . . . . . . . . . . . . . . 4 3 3 2 30 21
Non-resident . . . . . . . . . . 61 69 72 78 46 53

of which: euro area . . 20 20 9 12 0 27
Non-financial customers . 35 28 25 20 24 26

Resident . . . . . . . . . . . . . . 23 13 19 20 16 18
Non-resident . . . . . . . . . . 12 15 6 0 8 8

of which: euro area . . 4 4 0 0 0 0

Currency pairs . . . . . . . . . . 100 100 100 100 100 100

EUR/USD . . . . . . . . . . . . 59 59 76 56 54 43
EUR/JPY . . . . . . . . . . . . 13 9 15 25 36 9
EUR/GBP. . . . . . . . . . . . . 17 13 8 8 2 5
EUR/CHF . . . . . . . . . . . . 1 1 1 0 0 4
EUR/ other . . . . . . . . . . . 1 2 0 0 0 3
GBP/USD. . . . . . . . . . . . . 4 2 0 0 0 0
USD/JPY . . . . . . . . . . . . . 3 4 0 0 8 4
USD/CHF . . . . . . . . . . . . 1 1 0 0 0 0
USD/other . . . . . . . . . . . . 1 9 0 11 0 32
Other . . . . . . . . . . . . . . . . . 0 0 0 0 0 0

Maturities . . . . . . . . . . . . . . 100 100 100 100 100 100

[ Up to 7 days] . . . . . . . . . 13 9 0 0 10 5
]7 days - 1 month] . . . . . . 15 18 0 1 13 38

]1 month- 1 year] . . . . . . . 59 60 13 13 64 46
]1 year - 5 year]. . . . . . . . . 7 3 72 73 0 11
> 5 year . . . . . . . . . . . . . . . 6 10 15 13 13 0

Table 14

AMOUNTS OUTSTANDING OF OTC INTEREST
RATE DERIVATIVES

USD million

Total FRA IRS OTC
options

Other
OTC

1995
March . . . . . . . . . . . . . . . 7552 2707 4845 0 0
September . . . . . . . . . . . 15968 7591 7947 430 0

1996
March . . . . . . . . . . . . . . . 28488 17709 10293 486 0
September . . . . . . . . . . . 38805 24046 14282 477 0

1997
March . . . . . . . . . . . . . . . 83853 63373 19472 1008 0
September . . . . . . . . . . . 117103 81229 33809 1664 401

1998
March . . . . . . . . . . . . . . . 133178 84711 44773 3440 254
September . . . . . . . . . . . 130838 68420 57405 4821 192

1999
March . . . . . . . . . . . . . . . 130574 66449 62424 1701 0
September . . . . . . . . . . . 129402 46470 78945 3511 476

2000
March . . . . . . . . . . . . . . . 113297 29788 80558 2656 295
September . . . . . . . . . . . 91268 14904 73330 1787 1247

2001
March . . . . . . . . . . . . . . . 82283 7254 72173 1367 1489

2002
March . . . . . . . . . . . . . . 104027 933 95230 7864 0

Change (%): . . . . . . . . . . .
March 00 / March 01 . -27.4 -75.6 -10.4 -48.5 404.7
March 01 / March 02 . 26.4 -87.1 31.9 475.3 -100.0

Chart 6
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ond in interest rate derivatives instruments, while
FRAs now show a residual weight.

Turning to the breakdown by currency and ana-
lysing the relative weight of the different interest
rates, a remarkable stability can be seen between
2001 and 2002, with the euro interest rates ac-
counting approximately for 80 per cent of amounts
outstanding (Table 15). Also worthy of mention is
the strengthening of the euro interest rate from
2000, as a result of the loss of importance of the
pound sterling and the Swedish krona.

Between 2001 and 2002 the structure by coun-
terparty remained stable both in terms of the
breakdown by residents and non-residents and by
financial and non-financial counterparty. Non-
resident financial institutions continued to be the
main counterparty (accounting nearly for 85 per
cent of the amounts outstanding), stress being laid
among them, on the increase in the weight of euro
area resident counterparties (Table 16).

The breakdown by instrument reveals a relative
homogeneity in terms of currencies and counter-
parties and a higher diversity in the structure by
maturity (Table 17). It should however be noted
that the amounts outstanding structure is far more
stable in temporal terms in IRS, than in the re-
maining instruments, reflecting the higher liquid-
ity and deepness of the market of this instrument
(therefore not being affected by changes in the
business strategy of some institutions, which is
namely the case of the options market).

With respect to currencies, the predominance of
the euro interest rates is clear in the three types of
instruments. Non-resident financial institutions

Banco de Portugal /Economic bulletin / September 2002 81

Economic policy and situation

Table 15

AMOUNTS OUTSTANDING OF OTC
INTEREST RATE DERIVATIVES

Breakdown by currency

As a percentage of the total

1999 2000 2001 2002

Apr. Apr. Apr. Apr.

EUR . . . . . . . . . . . . . . . . . . . . . . 75 69 80 83
USD . . . . . . . . . . . . . . . . . . . . . . 7 13 12 11
JPY . . . . . . . . . . . . . . . . . . . . . . . 0 1 0 0
GBP . . . . . . . . . . . . . . . . . . . . . . 10 9 5 3
Other European currencies. . . 6 2 2
Other currencies . . . . . . . . . . . . 8 2 1 1

Table 16

AMOUNTS OUTSTANDING OF OTC
INTEREST RATE DERIVATIVES

Breakdown by counterparty

As a percentage of the total

1997 1998 1999 2000 2001 2002

Mar. Mar. Mar. Mar. Mar. Mar.

Financial institutions. . . . 98 97 91 91 93 92
Resident . . . . . . . . . . . . . . 36 25 17 10 9 8
Non-resident . . . . . . . . . . 62 72 74 81 84 84

of which: euro area . . 22 32
Non-financial customers. 2 3 9 9 7 8

Resident . . . . . . . . . . . . . . 2 2 2 3 4 6
Non-resident . . . . . . . . . . 0 1 7 6 3 2

of which: euro area . . 0 1
100 100 100 100 100 100

Total – Resident . . . . . . . . 38 27 19 13 13 14
Total – Non-resident . . . . 62 73 81 87 87 86

of which: euro area. . 22 33

Table 17

AMOUNTS OUTSTANDING OF OTC INTEREST
RATE DERIVATIVES

Breakdown by instrument

As a percentage of amounts outstanding by instrument

FRA IRS OTC options

2001 2002 2001 2002 2001 2002

Mar. Mar. Mar. Mar. Mar. Mar.

Counterparties . . . . . . . . . 100 100 100 100 100 100
Financial institutions. . . . 89 75 95 93 37 83

Resident . . . . . . . . . . . . . . 2 9 10 8 0 5
Non-resident . . . . . . . . . . 87 66 85 85 37 78

of which: euro area . . 34 30 21 29 16 60
Non-financial customers. 11 25 5 7 63 17

Resident . . . . . . . . . . . . . . 1 24 3 5 59 12
Non-resident . . . . . . . . . . 10 1 2 2 4 5

of which: euro area . . 0 1 0 0 0 5

Currencies . . . . . . . . . . . . . 100 100 100 100 100 100
EUR . . . . . . . . . . . . . . . . . 79 85 78 83 90 74
USD . . . . . . . . . . . . . . . . . 10 0 13 11 10 21
GBP. . . . . . . . . . . . . . . . . . 11 0 5 3 0 5
JPY . . . . . . . . . . . . . . . . . . 0 0 0 0 0 0
SEK . . . . . . . . . . . . . . . . . . 0 0 2 1 0 0
Other . . . . . . . . . . . . . . . . 0 15 2 2 0 0

Maturities . . . . . . . . . . . . . 100 100 100 100 100 100
[ Up to 7 days] . . . . . . . . 0 0 1 0 0 0
]7 days - 1 month] . . . . . 0 0 1 3 0 0
]1 month - 1 year] . . . . . . 98 96 21 26 35 49
]1 year- 5 years] . . . . . . . 0 4 48 48 40 47
> 5 years. . . . . . . . . . . . . . 2 0 29 23 25 4



are the main counterparty. It should however be
noted that while the weight of non-euro area resi-
dent financial institutions is only 30 per cent in IRS
and FRA, in the case of options these counter-
parties represented 60 per cent in March 2002.
With respect to the maturity of amounts outstand-
ing, positions in maturities of up to 1 month were
virtually non-existent. In IRS there is a higher con-
centration in maturities between 1 and 5 years,
while in options, the positions are equally divided
between maturities between 1-month and 1-year
and 1 to 5-years. Finally, amounts outstanding in
FRA were almost exclusively concentrated in ma-
turities between 1-month and 1-year.

3. ORGANISED MARKET

The results of the April 2002 survey point to a
recovery of activity in the exchange-traded deriva-
tives segment. The average daily turnover in for-
eign exchange and interest rate derivatives, in or-
ganized markets stood at USD 3,335 million, in-
creasing more than sevenfold from with April
2001. The strong increase of activity in exchange
traded instruments was thus stronger than that re-
corded by OTC non-traditional derivatives (cur-
rency swaps, FRA, IRS and options) (Chart 7).
Similarly to the OTC market, growth was basically
due to interest rate instruments, since options and
exchange rate futures continued to have a negligi-
ble share in total turnover (Table 18).

However, the analysis of turnover data on ex-
change-traded derivatives from the April 2002 sur-
vey, should take into consideration that the rise in
turnover mainly reflects the expansion of activity
reported by a rather reduced number of institu-
tions, which account approximately for 85 per cent
of the total exchange-traded derivatives transac-
tions.

As a result of this distortion, transactions in the
interest rate segment are no longer restricted to fu-
tures as it happened up to 2001; this segment has
currently an intense activity in options, in particu-
lar in US dollar contracts in US exchanges. The
share of futures declined to 14 per cent, while that
of options increased to 86 per cent.

With respect to futures transactions, it should
be noted that there was also an increase (11 per
cent), albeit far less marked than that of options;

these transactions were reported by a larger num-
ber of institutions than in April 2001.

In parallel with an increase in the turnover of
euro interest rate contracts (118 per cent) there was
a reduction in US dollar interest rate transactions
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Chart 7
OTC AND EXCHANGE-TRADED DERIVATIVES
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Table 18

EXCHANGE -TRADED DERIVATIVES

Average daily turnover

USD million

Total Foreign
exchange
deriva-

tives

% Interest
rate

deriva-
tives

%

1997
April . . . . . . . . . . . 473 0 0.0 473 100.0
October. . . . . . . . . 570 0 0.0 570 100.0

1998
April . . . . . . . . . . . 1055 2 0.2 1053 99.8
October. . . . . . . . . 685 1 0.1 684 99.9

1999
April . . . . . . . . . . . 598 1 0.2 597 99.8
October. . . . . . . . . 728 1 0.1 727 99.9

2000
April . . . . . . . . . . . 1158 1 0.1 1157 99.9
October. . . . . . . . . 574 0 0.0 574 100.0

2001
April . . . . . . . . . . . 435 2 0.5 433 99.5

2002
April . . . . . . . . . . . 3338 3 0.1 3335 99.9

Variação (%): . . . . . . . .
April 00/April 01. . . -62.4 100.0 -62.6
April 01/April 02. . . 667.4 50.0 670.2



(-60 per cent). Increased activity in euro contracts
was recorded in the short-term interest rate fu-
tures segment, which thus strengthened its pre-
dominance in total futures transactions from 54
per cent to 60 per cent (Chart 8).

In the analysis of the type of business associ-
ated with short and long-term interest rate futures
(up to 1 year and over 1 year), the following
should also be noted: rise in the weight of foreign
exchanges as counterparties in short-term futures
contracts, contrasting with a slight reduction in the
share of long-term futures contracts (Table 19); and
strengthening of the euro in short-term futures
contracts in parallel with the maintenance of its al-
most exclusive predominance in the long-term rate
contracts segment.

4. DEGREE OF CONCENTRATION OF
TURNOVER IN FOREIGN EXCHANGE AND
DERIVATIVES MARKETS

Data collected in the 2001 and 2002 surveys
show the heterogeneity of the development pat-
tern of the degree of concentration between the
different market segments.(7) The increase in con-
centration observed in previous years, chiefly fol-
lowing the restructuring process of the banking
sector, was interrupted in 2002, this being more

apparent in the foreign exchange derivatives seg-
ment.

However, the degree of concentration of the
Portuguese market continues to be very high. In
terms of both turnover and amounts outstanding,
the three and six most active financial institu-
tions(8) hold shares higher than 50 per cent and 80
per cent, respectively (Tables 20 and 21).

Turning to the foreign exchange derivatives
segment, a significant reduction can be seen in the
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Chart 8
INTEREST RATE FUTURES TRANSACTIONS
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Table 19

INTEREST RATE FUTURES TRANSACTIONS

Characterisation by type
of business by instrument

As a percentage of total turnover by instrument

Interest rate
futures - less
than 1 year

Interest rate
futures - over 1

year

2001 2002 2001 2002

Counterparties . . . . . . . . . .
Foreign stock exchanges . 100 100 100 100

Euro area . . . . . . . . . . . . 14 55 94 92
Non-euro area . . . . . . . 86 45 6 8

Currencies . . . . . . . . . . . . . . 100 100 100 100
EUR. . . . . . . . . . . . . . . . . . 35 57 92 91
USD. . . . . . . . . . . . . . . . . . 60 30 7 8
JPY. . . . . . . . . . . . . . . . . . . 0 0 0 0
GBP . . . . . . . . . . . . . . . . . . 5 7 1 1
CHF. . . . . . . . . . . . . . . . . . 0 0 0 0
Other . . . . . . . . . . . . . . . . 0 6 0 0

Maturities . . . . . . . . . . . . . . 100 100 100 100
[ Up to 7 days] . . . . . . . . . 22 33 60 57
]7 days - 1 month] . . . . . . 0 0 0 0
]1 month - 1 year] . . . . . . 65 60 40 9
]1 year - 5 years] . . . . . . . 13 7 0 34
> 5 years . . . . . . . . . . . . . . 0 0 0 0

Conduction of
transactions . . . . . . . . . . . 100 100 100 100

Automatic dealing . . . . . . . 0 0 0 0
Broker . . . . . . . . . . . . . . . . . . 100 100 100 100
Electronic broker. . . . . . . . . 0 0 0 0
Other (including telephone

system) . . . . . . . . . . . . . . . 0 0 0 0

(7) The calculation of market shares was based on all reported op-
erations, either relating to the OTC market or to the organized
market.

(8) In terms of the financial institutions operating in the Portu-
guese market two different situations should be considered: i)
that of banks belonging to Portuguese financial groups; and ii)
that of banks that operate individually in the Portuguese mar-
ket. Given the combined strategy generally adopted by each fi-
nancial group, in the analysis of market shares account was
taken of the combined weight of the several institutions belong-
ing to the same group and not their individual weight.



degree of concentration, of both transactions, and
amounts outstanding. Given that foreign exchange
swaps are the instrument with the strongest
weight, the structure of foreign exchange deriva-
tives is strongly conditioned by the structure of
this segment, in which there is currently a far
more homogenous distribution of shares between
the most active institutions.

Interest rate derivatives recorded a rise in the
turnover degree of concentration when measured
by the share of the 3 and 6 more active institutions.
However, this movement does not reflect a
broadly based increase in concentration in the sev-
eral interest rate instruments, but a rise in concen-
tration in the exchange-traded options segment

(resulting from a very significant rise in activity re-
ported by a rather reduced number of institu-
tions). In fact, this sector is traditionally affected
by the somewhat erratic nature of strategic options
of participating institutions. Amounts outstanding
did not show similar developments and the fig-
ures for the S3 and S6 recorded a slight reduction.

Finally, equity derivatives recorded a reduction
in the degree of concentration in terms of amounts
outstanding. This is likely to translate the still re-
cent development of this market in which the
number of participating institutions has been
gradually increasing.
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Table 20

TURNOVER

Concentration indicators

n S 3 S 6

Spot
1997 . . . . . . . . . . . . . . . . . . . . 29 62.8 85.2
1998 . . . . . . . . . . . . . . . . . . . . 28 56.3 82.4
1999 . . . . . . . . . . . . . . . . . . . . 28 67.1 85.2
2000 . . . . . . . . . . . . . . . . . . . . 27 70.0 87.1
2001 . . . . . . . . . . . . . . . . . . . . 25 70.5 88.8
2002 . . . . . . . . . . . . . . . . . . . . 26 64.4 92.4

Foreign exchange derivatives
1997 . . . . . . . . . . . . . . . . . . . . 23 69.0 87.3
1998 . . . . . . . . . . . . . . . . . . . . 26 61.6 87.6
1999 . . . . . . . . . . . . . . . . . . . . 26 75.3 86.3
2000 . . . . . . . . . . . . . . . . . . . . 21 82.7 94.6
2001 . . . . . . . . . . . . . . . . . . . . 22 75.9 88.8
2002 . . . . . . . . . . . . . . . . . . . . 20 54.3 84.8

Interest rate derivatives
1997 . . . . . . . . . . . . . . . . . . . . 14 69.7 93.2
1998 . . . . . . . . . . . . . . . . . . . . 15 71.6 96.1
1999 . . . . . . . . . . . . . . . . . . . . 13 68.6 92.4
2000 . . . . . . . . . . . . . . . . . . . . 10 85.0 99.2
2001 . . . . . . . . . . . . . . . . . . . . 11 75.6 97.0
2002 . . . . . . . . . . . . . . . . . . . . 13 94.2 99.4

Table 21

AMOUNTS OUTSTANDING

Concentration indicators

n S 3 S 6

Foreign exchange derivatives

1997 . . . . . . . . . . . . . . . . . . . . 23 54.0 75.2
1998 . . . . . . . . . . . . . . . . . . . . 26 53.3 64.6
1999 . . . . . . . . . . . . . . . . . . . . 26 38.6 50.0
2000 . . . . . . . . . . . . . . . . . . . . 21 69.8 88.8
2001 . . . . . . . . . . . . . . . . . . . . 22 70.8 88.5
2002 . . . . . . . . . . . . . . . . . . . . 20 55.9 82.2

Interest rate derivatives

1997 . . . . . . . . . . . . . . . . . . . . 14 74.9 89.6
1998 . . . . . . . . . . . . . . . . . . . . 15 81.2 94.5
1999 . . . . . . . . . . . . . . . . . . . . 13 68.9 89.6
2000 . . . . . . . . . . . . . . . . . . . . 10 84.9 98.6
2001 . . . . . . . . . . . . . . . . . . . . 11 87.7 97.9
2002 . . . . . . . . . . . . . . . . . . . . 13 84.8 96.8

Equity derivatives

1997 . . . . . . . . . . . . . . . . . . . . - - -
1998 . . . . . . . . . . . . . . . . . . . . - - -
1999 . . . . . . . . . . . . . . . . . . . . - - -
2000 . . . . . . . . . . . . . . . . . . . . 6 94.0 100.0
2001 . . . . . . . . . . . . . . . . . . . . 8 85.7 99.8
2002 . . . . . . . . . . . . . . . . . . . . 13 82.6 99.2



COMPOSITE INDICATORS FOR THE EURO AREA ECONOMIC ACTIVITY*

António Rua**

1. INTRODUCTION

Within the framework of a common monetary
policy, the monitoring of economic developments
in the euro area, on a regular basis, is of particular
importance. Despite of the ongoing improvement,
the data available for the euro area as a whole are
still relatively limited and released with some lag.
The assessment of the economic situation requires
synthetic measures representative of activity in the
economy as a whole. Gross Domestic Product
(GDP) is the best measure acknowledged for this
purpose. However, GDP is only made available on
a quarterly basis and released with a significant
lag, which makes it difficult to assess economic ac-
tivity on a regular and timely basis. In fact, the
first estimate for the euro area GDP in a given
quarter is released 70 days after the end of that
quarter.(1) Thus, one needs to resort to other syn-
thetic measures which provide information on
economic developments in the euro area on a more
timely and frequent basis. The purpose of this arti-
cle is to evaluate the performance of several eco-
nomic composite indicators, which are currently
released on a regular basis by several institutions,
including the European Commission, the Organi-
sation for Economic Co-operation and Develop-
ment (OECD) and the Centre for Economic Policy

Research (CEPR). The aim of this article is to as-
sess to what extent these composite indicators al-
low the monitoring of GDP growth. For this pur-
pose, we resort both to time and frequency do-
main analysis.

This article is organised as follows. Section 2
makes a brief description of the methodology used
to evaluate the composite indicators. Section 3
presents the main features of the indicators re-
leased by the different institutions and makes an
overall assessment of their performance. Section 4
addresses other issues regarding the practical use
of the indicators and section 5 concludes.

2. METHODOLOGY

In order to assess the properties of a given com-
posite indicator, it is necessary to compare it with
a reference series considered to be representative
of the economic developments in the euro area. We
have chosen GDP, since it is the most comprehen-
sive variable among the official statistics released
for the euro area, and also because it is regularly
used in the analysis of the economic situation.
Since GDP is quarterly, the assessment of the indi-
cators was made on a quarterly basis (notwith-
standing the fact that these are monthly indica-
tors). Thus, each composite indicator was com-
pared with the quarter-on-quarter growth rate
and/or the year-on-year growth rate of GDP, as
appropriate. The sample period adopted was the
longest common period available for the indica-
tors assessed — 1988 I to 2001 IV — so as to ease
the comparison of the results. Since the official se-
ries of the euro area GDP provided by Eurostat
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starts in 1991, it was necessary to retropolate this
series, using the series built by Fagan et al.
(2001).(2)

The evaluation of the composite indicator be-
haviour vis-à-vis developments in the reference se-
ries was made using both time and frequency do-
main techniques. First, the relationship between
the indicator and GDP was analysed resorting to
the cross-correlogram. The cross-correlogram is
based on the linear correlation coefficient between
the variables for several lags, which is a measure
of the degree of linear association between the
variables. The maximum correlation lag was used
to classify the composite indicator as lagging, coin-
cident or leading.

Second, we resorted to spectral analysis. The
main idea underlying the frequency domain anal-
ysis is that any stationary process can be seen as
the sum of an infinite number of uncorrelated pe-
riodic components (spectral representation theo-
rem). The frequency domain analysis allows us to
study the relationship between the periodic com-
ponents of the variables of a given frequency �, i.e.
with periodicity

2�

�
time units. Three measures

were computed in the frequency domain: coher-
ency, phase and dynamic correlation.(3) Coherency
can be seen as the absolute cross-correlation coeffi-
cient between the two variables at a given fre-
quency, without considering the possible time dis-
placement between the two variables. The phase
measures the time displacement between the vari-
ables at a given frequency. The dynamic correla-
tion is the contemporaneous cross-correlation coef-
ficient between the variables at a given frequency.

Third, the Granger causality was tested be-
tween the composite indicator and the reference
variable, in order to assess whether past figures of
the composite indicator contribute to improve the
forecasts of the current value of the reference vari-
able. In practice, this test resumes to estimate a
bivariate vector autoregressive model (VAR) of
irrestrict p order(4) and assess whether the compos-
ite indicator can be eliminated from the VAR part

which describes the dynamics of the reference
variable. The null hypothesis of the test is that the
composite indicator does not Granger cause the
reference variable.

Finally, the composite indicators were evalu-
ated according to the timing of their release and to
the fact that they are released on a monthly basis.

In order to assess the increased usefulness
stemming from the use of each composite indica-
tor in the monitoring of developments in GDP, the
performance of the indicator was compared to that
of a benchmark. This benchmark is intended to es-
tablish a minimum performance criteria for the in-
dicators analysed. Thus, a possible benchmark
would be to fit an autoregressive process to the
reference series. This allows us to assess to what
extent current developments in the reference series
can be tracked using only past data. Thus, an auto-
regressive process of order p was fitted to the GDP
quarter-on-quarter growth rate and, using a gen-
eral-to-specific approach, the following AR(1) pro-
cess was obtained for the GDP quarter-on-quarter
growth rate (qoq) (with the corresponding t-ra-
tios):

qoq qoqt t
� . .

( . ) ( . )
� � �033 037 1

3 57 2 96

R2 = 0.14 Standard deviation= 0.44 DW = 2.05 T = 56.

Chart 1 compares the developments of the
benchmark with those of the reference series. The
contemporaneous correlation between the GDP
quarter-on-quarter growth rate and that obtained
with the AR(1) model is 0.37. Once obtained the
estimate for the GDP quarter-on-quarter growth
rate for a given quarter, the computation of the
corresponding year-on-year growth rate is imme-
diate, since the data regarding the three previous
quarters are available (Chart 2). The correlation be-
tween the year-on-year growth rate of GDP and
that obtained with the mentioned estimate is 0.95.
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(2) It should be noted that the results presented in the following
section do not differ substantially from those which would
have been obtained using only the period for which the official
Eurostat series is available.

(3) See Annex for more details. (4) The VAR order was found by minimizing the Schwarz criteria.



3. COMPOSITE INDICATORS

Composite indicators are intended to synthe-
size the information contained in a range of eco-
nomic variables into a single indicator. This range
can include, for example, qualitative data from
opinion surveys carried out in several economic
sectors, indicators of real domestic and external ac-
tivity, as well as monetary and financial variables.
The selection of the variables to be included in the
indicator is made on the basis of statistical and

economic criteria, and, as far as possible, the com-
posite indicator should represent the economy as a
whole. In general, after this selection, the variables
are normalised (so as to avoid series with higher
cyclical amplitude overriding the indicator) and
subsequently aggregated. Thus, a synthetic mea-
sure for the developments in economic activity is
obtained.

The indicators analysed in this article are the
�COIN released by the CEPR, the Composite
Leading Indicator developed by the OECD, the
Economic Sentiment Indicator and the Business
Climate Indicator, both proposed by the European
Commission, and the Handelsblatt Indicator used
by the German newspaper Handelsblatt.

3.1 �COIN

The CEPR releases a coincident indicator for
the euro area business cycle, the �COIN, which is
intended to ease the assessment of the current eco-
nomic situation.(5) The construction of this indica-
tor is based on the assumption that GDP, despite
of being a good synthetic measure of economic ac-
tivity, is affected by measurement errors and noise,
which difficult the analysis of the state of the econ-
omy. Thus, the aim of the indicator is to provide
the policy maker with a noise-free measure of ac-
tivity. The indicator is published on a monthly ba-
sis and is based on a wide set of information
(which includes data referring to both the six larg-
est euro area economies and the euro area as a
whole and covering the different economic activity
sectors). The model underlying the �COIN can be
summarised as follows. Each variable is consid-
ered as the sum of two independent components,
the common component and the idiosyncratic
component. The common component is deter-
mined by a reduced number of factors common to
all variables,(6) while the idiosyncratic component
is exclusively affected by factors specific to the
variable itself. In turn, the common component is
considered as the sum of two independent compo-
nents, the cyclical component and the short-term
component, the latter being characterised by high
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Chart 1
GDP QUARTER-ON-QUARTER GROWTH RATE
AND THE RATE RESULTING FROM THE AR(1)

MODEL
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Chart 2
GDP YEAR-ON-YEAR GROWTH RATE

AND THE RATE OBTAINED FROM
THE AR(1) MODEL ESTIMATE FOR THE

QUARTER-ON-QUARTER GROWTH

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

1988Q1 1990Q1 1992Q1 1994Q1 1996Q1 1998Q1 2000Q1

Y
e

a
r-

o
n

-y
e

a
r

g
ro

w
th

ra
te

(%
)

GDP

Benchmark

(5) See Altissimo et. al (2001).
(6) Empirically, four common factors were considered.
(7) In particular, all fluctuations with a periodicity lower than 14

months were included in this component.



volatility.(7) The identification of these
unobservable components is made by resorting to
the wide set of information mentioned above, in
which all the variables are seasonally adjusted,
stationarized and normalised.(8) The �COIN is de-
fined as the cyclical component of the common
component of GDP.(9)

The �COIN is used by the CEPR to track the de-
velopments in the euro area GDP quarter-on-
quarter growth rate.(10) Based on the graphical
analysis (Chart 3) the effect that results from the
elimination of short-term fluctuations when the in-
dicator is computed is clear. In fact, the �COIN
provides a smoothed version of developments in
the GDP quarter-on-quarter growth rate, thus per-
mitting to avoid the problems when interpreting
developments in economic activity caused by the
irregular pattern of the above rate.

The maximum correlation between this indica-
tor and the GDP quarter-on-quarter growth rate is
given by the contemporaneous correlation, 0.78
(i.e. higher than that obtained with the AR(1)
benchmark model) (Chart 4). The properties of the
coincident indicator are confirmed in the fre-
quency domain. The lag is negligible and the dy-

namic correlation is quite high. Moreover, it pres-
ents a particularly high coherency at low frequen-
cies (i.e. at long cycles), when compared with the
one at high frequencies (i.e. at short cycles), given
that the indicator disregards the component asso-
ciated with the latter. Moreover, the �COIN
Granger causes the GDP quarter-on-quarter
growth rate. Given that the indicator shows a
higher correlation with the GDP quarter-on-
quarter growth rate than that obtained with the
AR(1) model, it is evident that the resulting esti-
mate for the year-on-year growth rate will also be
better. In fact, the correlation between the GDP
year-on-year growth rate and that obtained with
the estimate provided by the indicator for the
quarter-on-quarter growth rate is 0.98.(11)

3.2 Composite Leading Indicator

The OECD developed a range of composite in-
dicators to enable a better analysis of the current
economic situation and to anticipate future devel-
opments in member countries. The main purpose
of the Composite Leading Indicator (CLI)(12) is to
predict economic turning points. It results from
the aggregation of several variables which show a
leading relationship with the business cycle (in
particular with the industrial production cycle,
chosen by the OECD as a proxy for the economic
activity). However, given the similarity between
the industrial production cycle and the GDP cycle,
the OECD states that the CLI can be used to lead
the latter. The definition of cycle used by the
OECD refers to deviations from the long-term
trend.(13) The pre-selection of the series to be in-
cluded in the composite indicator, which is pub-
lished on a monthly basis, was made according to
the following criteria: economic significance, cycli-
cal behaviour and data quality (i.e. the statistical
coverage of the series should be broad; series
should be compiled on a monthly basis; timeli-
ness; there should be no breaks in the series and
should not be revised frequently). The final set of
the CLI components was selected in order to maxi-
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Chart 3
GDP AND �COIN
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(8) The method used is based on the methodology proposed by
Forni et al. (2000).

(9) The monthly series for GDP was obtained through the linear in-
terpolation of the quarterly series.

(10)It should be noted that the CEPR points out that the latest fig-
ures for the indicator should be interpreted with caution since
they are based on partial and preliminary data.

(11)The indicator was normalised so as to have the same mean and
standard deviation of the GDP quarter-on-quarter growth rate
in the sample period considered.

(12)See OECD (1987).
(13)This trend is estimated using the Phase Average Trend (PAT)

method developed by the NBER.



mise its performance in terms of detection of turn-
ing points, correlation with the reference series
and coverage, as far as possible, of the different
sectors of the economy. The series chosen to be in-
cluded in the CLI undergo several transforma-
tions: the quarterly series are converted into
monthly series through linear interpolation,
smoothed (in order to reduce the irregularity of
the final indicator), normalised, weighted and fi-
nally aggregated (in the form of deviations from

the long-term trend).(14) In general, the CLI for
each country is a simple average of the compo-
nents.(15) The CLI for the euro area results from the
aggregation of its member countries, using
weights derived from industrial production.

The OECD releases the CLI both as ratio to
trend, i.e. as deviation from the long-term trend,
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Chart 4
COMOVEMENT MEASURES BETWEEN GDP QUARTER-ON-QUARTER

GROWTH RATE AND �COIN

Cross-correlation(a)
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(a) A positive lag should be interpreted as the delay, in terms of periods, of the composite indicator vis-à-vis the reference variable.

Figures outside the interval bounded by the dotted lines are considered to be significantly different from zero. The confidence
interval (with a significance level of 5%) is given approximately by �196. T , where T is the total number of observations.

(b) The figures above the dotted line are considered to be significantly different from zero (with a significance level of 5%) (see
Koopmans (1974)).
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(14)Moreover, the cyclical amplitude of the CLI is adjusted so as to
match that of the reference series.



and as trend restored(16), i.e. in a form directly
comparable with the original reference series.
Thus, the behaviour of the CLI trend restored was
analysed, and its quarterly growth rate was com-
pared with the corresponding rate of change in
GDP. Based on a graphical analysis (Chart 5), the
quarterly growth rate of CLI appears to be a lead-
ing indicator.

This is confirmed by the fact that the maximum
correlation, 0.55, is reached at lag -1 (i.e. not only is
the maximum correlation higher than that ob-
tained with the AR(1) model, but it also shows a
lead) (Chart 6). It should be noted, however, that
the cross-correlation at lag -2 is almost the same as
at lag -1. Resorting to spectral analysis, the lead is
confirmed in particular at relatively low frequen-
cies, i.e. at relatively long cycles. It also Granger
causes the GDP quarter-on-quarter growth rate.
Moreover, using past data available and the esti-
mates provided by the indicator for the GDP quar-
ter-on-quarter growth rate(17), the maximum corre-
lation with the GDP year-on-year growth rate is
0.82 at lag -1.

3.3 Economic Sentiment Indicator

The opinion surveys conducted within the vari-
ous economic sectors provide one of the main
sources of information on economic activity, given
that the developments of the latter are determined
by economic agents’ behaviour, which in turn is
conditioned by the surrounding environment. The
economic agents are surveyed both on aspects di-
rectly related to their activity and on variables
over which they have no control. Based on the
opinion surveys conducted on a monthly basis in
the euro area countries, the European Commission
constructed a composite indicator, known as the
Economic Sentiment Indicator (ESIN), in order to
reflect developments in the overall economic activ-
ity.(18) The ESIN is the weighted average of the
confidence indicators for different sectors of the
economy, namely industrial (with a weight of 40
per cent), consumer (20 per cent), construction (20
per cent) and retail trade (20 per cent).(19) It should
be noted that each confidence indicator is calcu-
lated as a simple average of the balance of respon-
dents (seasonally adjusted (s.a.)) to some questions
in the corresponding survey. In order to calculate
ESIN, the first differences of the series comprising
it are normalised, weighted (using the above men-
tioned weights) and subsequently accumulated in
order to obtain an index.

Following the European Commission, the eval-
uation of this indicator was done against the GDP
year-on-year growth rate. From the graphical anal-
ysis of its development over time (Chart 7), it can
be concluded that ESIN has reasonably moved in
line with the reference series, despite a less satis-
factory behaviour at the end of the sample period.
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Chart 5
GDP AND CLI
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(15)It should be noted that, in particular, the latest figures for the
CLI may be subject to significant revisions. This is due to the
fact that the timely release of the CLI requires its computation
on the basis of data regarding only part of its components.
Moreover, the trend estimates, in particular for the most recent
period, may be substantially revised with additional data.

(16)Obtained by multiplying the CLI ratio to trend by the trend of
the reference series. The trend for a geographical zone is ob-
tained by aggregating the trends of the countries belonging to
that zone using the corresponding weights.

(17)After normalisation, as indicated in footnote 11.
(18)See European Commission (1997).
(19)It should be noted that the current composition of ESIN was in-

troduced in 2001 (see European Commission (2001)), in order
to confine ESIN to the results of business and consumer opin-
ion surveys and to improve its statistical properties as a com-
posite indicator. According to information provided by the
European Commission, the remaining calculation procedures
of the indicator (see European Commission (1997)) remained
unchanged.



Given the cross-correlations obtained (Chart 8),
ESIN reaches the maximum correlation with the
GDP year-on-year growth rate, 0.86, at lag 1,
which seems to suggest that the indicator is
slightly lagging. Thus, in terms of both maximum
correlation and lag, this indicator performs worse
than the benchmark considered. Resorting to spec-
tral analysis it can be seen that, at relatively low
frequencies, ESIN presents a high coherency and a
slight lag. Moreover, ESIN Granger causes the
GDP year-on-year growth rate.

3.4 Business Climate Indicator

To improve the understanding of the business
cycle in the euro area, the European Commission
has developed the Business Climate Indicator
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Chart 6
COMOVEMENT MEASURES BETWEEN GDP QUARTER-ON-QUARTER GROWTH RATE

AND QUARTER-ON-QUARTER GROWTH RATE OF CLI
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Chart 7
GDP AND ESIN
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(BCI),(20) an indicator based on the monthly survey
of the manufacturing industry designed to allow a
timely assessment of the cyclical situation within
the euro area. Although industry accounts for less
than 25 per cent of the production in the euro area,
this choice was due to the lack of data, in particu-
lar, regarding services, and by the fact that more
than half of the variations in GDP is accounted for
by fluctuations in industrial activity. The Euro-
pean Commission decided to consider for this in-
dicator the following questions of the manufactur-
ing survey: production trends in recent months,
order books, export order books, stocks and pro-
duction expectations.(21) The seasonally adjusted
balance of respondents to each of these questions

is used when calculating the BCI. The indicator
aims at identifying the component that is common
to the series, assuming that each variable can be
described as the sum of a factor that is common to
all series and an idiosyncratic component.(22) Ac-
cording to the European Commission, the BCI
may be read as a survey result, i.e. its level can be
interpreted against a historical average and both
short-term movements and trend can be analysed.
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Chart 8
COMOVEMENT MEASURES BETWEEN GDP YEAR-ON-YEAR GROWTH RATE AND ESIN
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(20)See European Commission (2000).

(21)Only the question regarding selling-price expectations for the
next months was excluded, given that the graphical analysis
suggests that it would be less directly related to expectations
regarding the business climate in the euro area.

(22)The model is estimated by maximum likelihood and does not
take into account the temporal and autocorrelated nature of
the variables, i.e. in a static framework, in contrast with, for ex-
ample, the dynamic model of Stock and Watson (1992).



Thus, a high (low) level points to a favourable (ad-
verse) cyclical situation and a rise (fall) points to
an improvement (deterioration) of economic activ-
ity.

The European Commission compares the de-
velopments of this indicator with the year-on-year
growth rate of the euro area industrial production.
Similarly, in this article, for the evaluation of BCI,
the GDP year-on-year growth rate was used to
measure developments in economic activity. The
graphical analysis (Chart 9) shows that the BCI has
been recording a behaviour similar to the one of
the GDP year-on-year rate of change.

The maximum cross-correlation with the refer-
ence series corresponds to the contemporaneous
correlation, i.e. 0.88 (Chart 10). That is, the BCI is a
coincident indicator with a high degree of linear
association (although lower than that obtained
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Chart 9
GDP AND BCI
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Chart 10
COMOVEMENT MEASURES BETWEEN GDP YEAR-ON-YEAR GROWTH RATE AND BCI
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with the suggested benchmark). The conclusion
drawn from the frequency domain is similar. At
relatively low frequencies, the BCI presents a high
coherency and, on average, a zero phase, which
naturally translates into a high dynamic correla-
tion. Moreover, this indicator also Granger causes
the GDP year-on-year growth rate.

3.5 Handelsblatt Indicator

In contrast with the two previous composite in-
dicators, which are only based on opinion surveys,
the indicator released by the German newspaper
Handelsblatt (HI) also uses quantitative data.(23)

This monthly indicator, aimed at monitoring the
economic situation in the euro area, is calculated
as a weighted average of six series (after normali-
sation). The series are: European Commission in-
dustrial and consumer confidence indicators s.a.
(with weights of 40 and 10 per cent, respectively),
monthly growth of the industrial production (ex-
cluding construction) s.a. (20 per cent), year-on-
year growth of the monetary aggregate M2 (10 per
cent), year-on-year growth of the harmonised in-
dex of consumer prices (10 per cent, with symmet-
ric sign) and the difference between the ten-year
government bond yield and the three-month inter-
est rate (10 per cent).

Handelsblatt uses as reference series the annual
rate of change in GDP ended in each quarter.
Therefore, it was decided to assess the perfor-
mance of HI against the GDP year-on-year rate of
change. Their evolution seems to be quite simi-
lar(24) (Chart 11).

The HI seems to be highly correlated with the
GDP year-on-year growth rate, with the highest
value being recorded by the contemporaneous cor-
relation, 0.92 (Chart 12). However, this correlation
is lower than that obtained with the benchmark. It
should also be noted that the cross-correlation at
lag 1 is almost identical to the contemporaneous
correlation, suggesting that the indicator is coinci-
dent or slightly lagging. In the frequency domain,

the dynamic correlation is high, in particular at
relatively low frequencies, and it presents a slight
lag, confirming the conclusions drawn with the
cross-correlations. This indicator Granger causes
the GDP year-on-year growth rate.

4. REMARKS ON THE USE
OF THE INDICATORS

The previous section presented a detailed anal-
ysis of the behaviour of the various composite in-
dicators tracking GDP evolution. It was possible to
draw some conclusions regarding their perfor-
mance. The �COIN proved to be a coincident indi-
cator able to track in a rather satisfactory manner
the development path of the GDP quar-
ter-on-quarter growth rate. In fact, �COIN pres-
ents a high correlation with the reference series,
which is much higher than that obtained with the
AR(1) model. In turn, CLI is the sole indicator with
lead characteristics for the GDP quarter-on-quarter
growth rate. Regarding the GDP year-on-year
growth rate, both ESIN and BCI lose some of their
usefulness because they present a lower correla-
tion than that obtained with the benchmark, more
so in the case of ESIN, given that this indicator
presents a slight lag. Regarding HI, the classifica-
tion as coincident or lagging is probably not robust
to the sample period considered and, therefore, the
uncertainty as to the relevant lag might make its
use more difficult. Moreover, it also presents a
worse performance than that obtained with the
benchmark.
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Chart 11
GDP AND HI
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(23)See Handelsblatt (1999). It should be noted that methodologi-
cal information about this indicator is rather limited.

(24)Due to the lack of data, it was not possible to analyse the HI
for the same sample period of the other indicators; only the
sub-period starting in the third quarter of 1992 was consid-
ered. Given the small size of the sample, the results should be
interpreted with caution.



A relevant issue yet to be analysed is related
with the timeliness of each indicator. In fact, the
indicators’ usefulness might be reinforced due to
the fact that they are more readily available than
the reference series for a given quarter (Table 1).
For example, indicators classified, in terms of
cross-correlations, as coincident (�COIN, BCI and
HI) end up being more interesting due to the fact
that their release is prior to that of GDP. Clearly,
the indicator previously classified as leading (CLI)
becomes more useful. Regarding lagging indica-
tors, the additional gain in terms of timeliness may
not be sufficient to offset the lag in terms of cross-
correlations (like, for example, in the case of
ESIN). It should be noted that, in terms of release,
the AR(1) benchmark is not so demanding, given

that to calculate it, it is only necessary to know the
GDP of the previous quarter.

After taking into account this additional ele-
ment of comparison, i.e. the release schedule, it
can be concluded that any indicator whose refer-
ence series is the GDP year-on-year growth rate
continues to present a worse performance than
that obtained with the benchmark. Regarding the
remaining indicators, although available after the
benchmark, �COIN’s usefulness still lies in the fact
that it presents a far higher correlation with the
GDP quarter-on-quarter growth rate.(25) The CLI
remains the indicator that provides more timely
information about activity.

Another factor to be taken into account when
assessing the usefulness of the indicators is their
monthly nature. In fact, even before the end of the
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Chart 12
COMOVEMENT MEASURES BETWEEN GDP YEAR-ON-YEAR GROWTH RATE AND HI
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quarter, the indicators provide partial information
on that quarter which can be used to anticipate de-
velopments in the reference series. If, on the one
hand, this allows a gain in terms of release, on the
other hand, an indicator based on an incomplete
data set can present a significant deterioration of
its performance. Table 2 summarises the perfor-
mance of the indicators, in terms of cross-
correlations, when partial data are used for each
quarter. It should be noted that the use of data up
to the second month of the quarter has negligible
costs in terms of performance and allows an addi-
tional gain of one month comparing with the situ-
ation when the whole quarter of the indicator is
used. However, when data only up to the first
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(25)Moreover, the performance of �COIN was also compared with
that of the industrial production index, which is acknowledged
as a monthly indicator contemporaneously well correlated with
developments in economic activity and that may be used di-
rectly, given that it is not subject to the statistical treatment un-
derlying the construction of a composite indicator. However,
�COIN’s performance was better than that of industrial pro-
duction when tracking GDP quarter-on-quarter growth rate.
Taking into account the fact that the industrial production is re-
leased after �COIN, the quarterly growth rate of the industrial
production index presents a contemporaneous correlation of
0.65 with the GDP quarter-on-quarter growth rate.

Table 1

PERFORMANCE OF THE INDICATORS
(IN QUARTERLY TERMS)

Reference
series
GDP

Maximum
cross-

correlation

Maximum
cross-

correlation
lag

(in months)(a)

Lag in
terms of

publication
(in months)(b)

�COIN . . . . q-o-q 0.78 0 -1.5
y-o-y 0.98

CLI . . . . . . . q-o-q 0.55 -3 -1
y-o-y 0.82

ESIN. . . . . . y-o-y 0.86 3 -2
BCI . . . . . . . y-o-y 0.88 0 -2
HI . . . . . . . . y-o-y 0.92 0 -3

Benchmark
(AR(1)) . . . . q-o-q 0.37 0 -3

y-o-y 0.95

Notes:

(a) Although the evaluation was made in quarterly terms, quar-
ters were converted into months in order to make it easier to
read the table.

(b) Difference, in terms of months, between the time when the
indicator is made available for a given quarter and the time
when the first GDP estimate is released for that quarter.

Table 2

PERFORMANCE OF THE INDICATORS WITH INCOMPLETE DATA FOR EACH QUARTER

Using only data available(a)

Up to the 1st month of the quarter Up to the 2nd month of the quarter

Reference
series
GDP

Maximum
cross-

correlation

Maximum
cross-

correlation
lag

(in months)(b)

Lag in terms
of publication

(in months)

Maximum
cross-

correlation

Maximum
cross-

correlation
lag

(in months)(b)

Lag in terms
of publication

(in months)

�COIN . . . . . . . . . q-o-q 0.73 3 -3.5 0.76 0 -2.5
y-o-y 0.96 0.98

CLI. . . . . . . . . . . . q-o-q 0.54 -3 -3 0.55 -3 -2
y-o-y 0.82 0.82

ESIN . . . . . . . . . . y-o-y 0.86 3 -4 0.86 3 -3
BCI. . . . . . . . . . . . y-o-y 0.86 3 -4 0.88 0 -3
HI(c) . . . . . . . . . . . y-o-y 0.78 0 -5 0.81 0 -4

Notes:

(a) It was empirically found that, for all indicators excluding CLI, it is better to use only the months already available for the quarter. In
the case of CLI, it is better to use data on the last three months (ending in each month of the quarter).

(b) Although the evaluation was made in quarterly terms, quarters were converted into months in order to make it easier to read the table.

(c) Due to the lack of data, the sample period considered was from Jan-97 to Dec-01.



month of the quarter is used, some indicators
show some deterioration in terms of their overall
performance (namely BCI and �COIN). In spite of
the additional usefulness arising from the monthly
nature of the composite indicators considered,
comparatively, �COIN and CLI still seem to be the
most interesting. In fact, when used to obtain an
estimate for the GDP year-on-year growth rate,
these indicators show a better performance than
the remaining ones.

5. CONCLUSION

This article was intended to assess to what ex-
tent the composite indicators proposed by differ-
ent institutions provide useful and timely informa-
tion on the developments of economic activity in
the euro area, measured by GDP. The performance
of the composite indicators was evaluated resort-
ing to techniques both in time and frequency do-
main. However, the practical use of these indica-
tors should take into account not only the analysis
in terms of statistical properties, but also the fact
that these indicators are released more quickly and
frequently than the reference series. Using as refer-
ence series the GDP quarter-on-quarter growth
rate, �COIN proved to be a highly correlated coin-
cident indicator, with the additional advantage of
providing timely and relatively smoothed infor-
mation, thus facilitating conjunctural analysis. In
turn, the Composite Leading Indicator proved to
be a leading indicator and it presents a gain in
terms of publication. It should also be noted that
any of these indicators allows us to obtain an esti-
mate for the GDP year-on-year growth rate. Re-
garding the indicators whose reference series is the
GDP year-on-year growth rate, namely Economic
Sentiment Indicator, Business Climate Indicator
and Handelsblatt Indicator, none of them presents
a better performance than that which is possible to
obtain either with the previous indicators or, for
example, by fitting an auto-regressive process to

the GDP quarter-on-quarter growth rate and ob-
taining the resulting year-on-year growth rate
given past data available.
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ANNEX(26)

In the frequency domain, the analogous to the
autocovariance matrix, � �	 
 , is given by the
multivariate spectrum,

� � � �F e i�
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	 ,

where � is the frequency measured in radians. For
the bivariate process� �x yt t. , the diagonal elements
of the multivariate spectrum refer to the individ-
ual spectrum of xt and yt and the off-diagonal el-
ements refer to the cross-spectrum. In general, the
cross-spectrum is complex valued, so it can be bro-
ken down into a real and an imaginary part,
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and should be divided by � in order to be ex-
pressed in time units.

Dynamic correlation was proposed by Croux et
al. (2001) and is defined as

� �
� �

� � � �
� �

�

� �
xy

xy

x y

c

f f
� .

The estimation of the multivariate spectrum is
necessary to obtain these measures. In this article,
the multivariate spectrum was estimated using the
pre-whitening technique, resorting to a VAR(4),
and using a Parzen window with a truncation pa-
rameter equal to T3 .
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ANALYSIS ON THE IMPACT OF THE CONVERSION OF ESCUDOS INTO EUROS*

Daniel Santos**, Rui Evagelista**,
Teresa Nascimento*** and Carlos Coimbra***

1. INTRODUCTION

The conversion of national currencies into eu-
ros, which occurred at the beginning of 2002, gave
origin to some fears of its effect on inflation in the
public opinion of the participating countries. With
information already available for that period, it is
now possible to assess the extent to which these
fears were justified.

Following a preliminary work of simulation
conducted in the second half of 2001,(1) the aim of
this study is to analyse the effects of the introduc-
tion of the euro on the behaviour of consumer
prices in Portugal. The information available in the
meanwhile confirmed the idea that the changeover
will have had a relatively reduced effect on the
Consumer Price Index (CPI), merely causing a
slight increase of the global index. However, look-
ing in greater detail at the different components of
this index, some meaningful effects of the change-
over were detected. Indeed, in the present study a
quantitative indication of the impact of the
changeover on the evolution of the Consumer
Price Index, both national and harmonised, was
obtained, pointing to values around 0.2 percentage

points (p.p.) in the first three months of 2002 taken
as a whole. Similar studies have been conducted
by several Central Banks of the Eurosystem, simi-
larly concluding that the impact of the changeover
from the respective national currencies into euros
will have been relatively small. Eurostat attributed
to the introduction of the euro 0.0-0.16 p.p. of the
overall increase of the 0.8 per cent increase in the
Harmonised Consumer Price Index, registered be-
tween the fourth quarter of 2001 and the first quar-
ter of 2002.(2)

In November 2001, the Instituto National de
Estatística (INE) began the collection of prices in
euros with the purpose of preparing the system of
the CPI calculation in the new monetary unit,
maintaining, however, the collection of prices in
escudos until February 2002. This information
made it also possible to evaluate the practice of
dual display, the respect for the conversion rules
and also to detect significant growth prices during
the changeover period. Confirming qualitative in-
formation, obtained namely through consumer or-
ganizations, the Directorate General of Trade and
Competition and the media, the monitoring of
prices during the changeover period showed that,
in general, no significant irregularities were ob-
served. Only quite a small number of occasional
cases were detected, mainly concentrated in the
sector of “restaurants and cafés”. The new and
higher prices for some products of this sector, such
as “expresso” coffee, seem to have corresponded
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to prices set to ease the payments in the new cur-
rency. In other particular cases, namely those of
the prices of entertainment, tolls and games of
chance, the adjustment of the prices from escudos
into euros also seems to have occurred upwards.

In spite of not being representative of the over-
all behaviour of consumer prices, these occasional
cases, as they correspond to often bought prod-
ucts, might have caused a feeling of suspicion
among the consumers that abnormal high price in-
creases were registered due to the conversion. In
any case, the existence of some effects associated
with the process of conversion from escudos into
euros should not be excluded, namely those re-
lated with rounding and with additional costs im-
plied in the preparation of trade in the new cur-
rency. The change of catalogue prices into euros
may have provided a “natural” opportunity to in-
crease some prices. However, as mentioned before,
the analysis of the evolution of the elementary in-
dices of the CPI until March 2002, which will be
presented in this article, did not allow for the in-
ference of a significant effect of the changeover on
the overall behaviour of prices.

In the next section of this article the results of
the double collection are displayed. It should be
stressed that the compliance of the compulsory
dual display and the respect for the conversion
rules have been, in general, observed, allowing the
transition to have occurred without any notewor-
thy incidents. In the third section, taking into ac-
count the preliminary work done in the previous
year centred on the possible behaviour of the
so-called “attractive” prices, some indications re-
garding the behaviour during the changeover can
be pointed out, resorting to a set of charts, that il-
lustrate characteristics such as the persistence and
volatility of these prices. In this section charts con-
cerning the evolution of prices of several products
are also displayed, where clear signs of the impact
of the introduction of the euro notes and coins can
be observed. The fourth section presents the gen-
eral model used to obtain the quantitative refer-
ence of the impact of the changeover on the gen-
eral growth of the consumer prices in the first
three months of 2002 and the results obtained. In
the last section, the conclusions are presented.

2. DOUBLE PRICING

From November 2001 to February 2002, the INE
collected prices in escudos and euros with two
purposes: on the one hand, to prepare the system
for the CPI computation in the new currency and,
on the other hand, to obtain data to allow for the
evaluation of practices adopted by economic
agents regarding the dual display and the respect
for the conversion rules.

This exercise of double collection was based on
the price collection structure used in the monthly
compilation of the CPI, enabling us to obtain data
discriminated by statistical region, product type
and outlet type regarding the practices of dual dis-
play and the existence of conversion errors and re-
spective intensity, associated with incidence ac-
cording to the form of trade and product category.
The conclusions on these practices were based on
a sample of 79122 prices, covering about ¾ of the
total observations used in the compilation of the
monthly index.(3)

In this sample one can observe the progressive
implementation of dual display. Indeed, in No-
vember 2001 the prices expressed simultaneously
in escudos and in euros corresponded to 72 per
cent of the sample. In spite of this already being a
high percentage, this value increased to 82.3, 95.4 e
97.3 per cent in the three following months.

In Chart 1, where each axis represents a statisti-
cal region considered for the CPI computation, one
can observe the evolution of the use of dual dis-
play (in percentage of the sample) over the four
periods, represented by changes in the border. Al-
though initially there was some geographical dif-
ferentiation in the practice of dual display, this dif-
ferentiation disappeared. Values higher than 95
per cent were reached in all regions in the last
month during which the two currencies circulated
simultaneously.

The evolution of the dual display of price was
also analyzed by product category. Table 1 shows
the evolution of the dual display rate discrimi-
nated by the twelve classes of products that consti-
tute the CPI. Values lower than 90 per cent at the

102 Banco de Portugal /Economic bulletin / September 2002

Articles

(3) The characteristics of some prices (central collection, complex
prices, consumer prices directly observed as is the case of hous-
ing rents) justify this difference when compared with the total
CPI sample (104 thousand prices).



end of the period are only observed in some ser-
vice classes. The case of education stands out
among them, which can be to a large extent linked
to particularities in the way prices are set for these
items, namely in their non public exhibition.

The evolution of the practice of dual display
was also studied taking into account the type of
outlet. In Chart 2 it can be observed that, for the
four considered months, supermarkets, hypermar-
kets and “discount” shops are the kind of outlets
where the practice of dual display was more gen-
eralized, although all kinds of outlets had evolved

to high rates in February 2002. The fact that outlets
like markets, specialized shops and others(4) regis-
tered lower values suggests that these outlets,
mainly in traditional trade, felt a greater difficulty
in adapting to the euro (e.g., dual labelling, intro-
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Chart 1

EVOLUTION OF THE DUAL DISPLAY
RATES BY COUNTRY REGIONS
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Table 1

RATES OF DUAL DISPLAY

Per cent

Expenditure classes 2001 2002

Nov. Dec. Jan. Feb.

Food and non-alcoholic beverages. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83.5 85.9 97.0 98.7
Alcoholic beverages and tobacco . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83.7 88.4 98.3 99.6
Clothing and footwear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63.8 82.3 96.3 98.7
Housing, water, electricity, gas and other fuels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48.3 68.2 92.8 96.4
Accessories, housing equipment and current dwelling expenses. . . . . . . . . . . . . . . . . . . . . 67.9 83.2 96.4 98.6
Health . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60.3 79.2 97.2 96.5
Transports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57.6 71.1 84.5 87.9
Communications. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77.2 76.7 86.6 86.6
Recreation and culture . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62.4 80.6 93.8 97.3
Education . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.8 22.2 41.4 49.8
Hotels, cafés and restaurants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76.6 85.8 98.0 98.8
Miscellaneous goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63.9 76.3 91.8 95.5
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71.7 82.3 95.4 97.5

Chart 2
EVOLUTION OF THE DUAL DISPLAY

RATES BY KINDS OF OUTLETS
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(4) The category ‘others’ includes the rendering of public and pri-
vate services (hairdressers, public and private services ren-
dered in clinics and hospitals, education establishments and so
on), which obviously cannot be categorized in a specific kind of
establishment.



duction of software adapted to the transition pe-
riod and so on).

Besides dual display, another question that de-
served analysis was that of the evaluation of the
respect for the conversion rules from prices in PTE
into euros.

Table 2 displays the evolution of the percentage
of products, the conversion of which was calcu-
lated in the correct manner. This table shows that
the proportion of well converted prices remains
above 95 per cent in any of the observed months.

It is worth noting that, for around 1
3 of the

prices of the sample, the conversion of PTE into
euros according to the official rate 1 euro = 200,482
or according to the “simplified” rate 1 euro = 200
PTE, determines exactly the same prices expressed
in cents of the euro.

Concerning the incorrect conversions that reach
almost 5 per cent, it should be pointed out that, to
a large extent, they are associated with cases in
which the use of the “simplified” rate has deter-
mined prices in euro cents, which are different and
slightly higher(5) than those that would be ob-
tained if the official conversion rate was used.

In an analysis by kinds of outlets, Chart 3
shows that supermarkets, hypermarkets and “dis-
count” shops present a distinct behaviour in rela-
tion to the other outlets, presenting higher per-
centage values, never lower than 98 per cent. On
the other hand, the outlets linked to traditional
trade show a different evolution. In one or in both

months of simultaneous circulation, a decrease of
the percentage of correctly converted products can
be observed, most likely due to the adoption of the
“simplified” rate.

In terms of international comparison, the val-
ues settled for Portugal are in line with the results
that have been disclosed on practices of dual dis-
play of prices and on the existence of conversion
mistakes in the Euro Area (Eurostat, 2002)(6). In a
sample of 2605 firms surveyed in January 2002, the
Central Bank of Belgium found that 56 per cent of
all firms practiced dual display of prices. This
value rises to 95 per cent for firms of retail trade.
In France, the Ministry of the Economy, Finances
and Industry has followed, in a monthly basis, the
prices of about 20,000 products of great consump-
tion in more than 2,900 sale locations. Between 7
and 10 January 2002 this organism found that 98,7
per cent of the prices were correctly converted. In
April of this year, this percentage rose to 99,6 per
cent. These values are slightly higher than those
observed in the Portuguese case. On the other
hand, the Statistical National Institute of the Neth-
erlands reported that 84 per cent of the prices were
correctly converted in December 2001

Summing up, the analysis of data shows that
the compliance for the compulsory dual price dis-
play and the respect for the conversion rules were,
in general, observed, which obviously limited po-
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Table 2

PERCENTAGE OF PRICES WITH THE CORRECT
CONVERSION RATE (1� = 200.482 PTE)

2001 2002

Regions Nov. Dec. Jan Feb.

North . . . . . . . . . . . . . . . . 94.0 93.2 95.5 94.0
Centre . . . . . . . . . . . . . . . . 95.8 96.3 95.3 95.8
Lisboa and River Tejo
Valley . . . . . . . . . . . . . . . . 95.0 95.6 97.1 97.1
Alentejo . . . . . . . . . . . . . . 93.6 96.6 93.5 90.5
Algarve. . . . . . . . . . . . . . . 96.9 97.3 95.7 95.7
Autonomous Regions. . . 97.1 97.8 95.9 96.5
Total . . . . . . . . . . . . . . . . . 95.0 95.4 95.8 95.2

Chart 3

PERCENTAGE OF CORRECTLY CONVERTED
PRICES ACCORDING TO THE TYPE OF OUTLET

80.0

82.0

84.0

86.0

88.0

90.0

92.0

94.0

96.0

98.0

100.0

Nov. 2001 Dec. 2001 Jan. 2002 Feb. 2002

P
e

r
c
e

n
t

Supermarkets, Hipermarkets and "discount" shops

Markets

Specialized shops

Others

(5) The use of the “simplified” rate can determine a maximum
price increase of 0.24 per cent (=200.482/200*100).

(6) Although the number of countries that displayed information
on this subject has been relatively small.



tential impacts on prices that the introduction of
the euro could have implied. However, although
corresponding to minority practices, some incor-
rect conversions from PTE into euros were de-
tected, to a large extent associated with the use of
the conversion rate 1 euro = 200 PTE. These prac-
tices were more frequently observed in outlets of
traditional trade and rendering of services. This
phenomenon helps us to understand the results
that are presented in the following sections, where
it is shown that the impact of the cash changeover,
although globally very small, was felt in a set of
products that, because they are very frequently
transacted, may have created the feeling of a more
meaningful global impact in the public eye.

3. THE BEHAVIOUR OF ATTRACTIVE PRICES

In retail trade, to facilitate payments, taking
into account the relative abundance and the nomi-
nal value of the various banknotes and coins in cir-
culation, it is relatively common to set “conve-
nient” prices. For this reason, many of the “conve-
nient” prices correspond to prices in which the last
digits are zero. Besides this practice, we can also
distinguish another, also relatively usual, which
aims at inducing the consumer to undervalue the
cost of the products, setting the price just below a
rounded value. This practice of setting prices cor-
responds to the so-called “psychological” prices,
as is the case for prices with 9 or 90 as last digits.
Examples of these prices are PTE 499 or PTE 4,990
instead of PTE 500 and PTE 5,000 respectively.

After the conversion of “psychological” and
“convenient” prices, usually called “attractive”,
using the official euro conversion rate, the prices
obtained are often “not attractive” in euros. This
fact gave origin to some fears of price increases to
reach “attractive” levels also in euros, with an up-
ward effect on inflation.

Therefore, to follow the evolution of “attrac-
tive” prices and supply information on how these
prices were adopted during the conversion period,
a monthly analysis of the micro information un-
derlying the CPI of INE was done.

By comparison with the corresponding period
of the previous year, Chart 4 allows the evaluation
of the persistence of “convenient” prices after the
end of the changeover period. Thus, for instance,
on the left side of the chart, for a basket of prod-

ucts that had prices with the “convenient” value of
PTE 500 in December 2000, it may be seen the rela-
tive proportion of the prices that maintain this
value three months later, i.e., in March 2001. Simi-
larly, on the right side it is possible to observe that
among the prices that had the value PTE 500 in
December 2001, the proportion of those that main-
tain this value in March 2001 is below 25 per cent.
Chart 4 suggests that the persistence of “conve-
nient” prices has somewhat decreased with the in-
troduction of the new coinage, particularly in
prices higher than PTE 400.(7) Chart 5 shows data
for the same periods, concerning the persistence of
“psychological” prices. In this case a change of the
persistence is not so clear, probably because the
adjustment to a “psychological” price in euros
takes longer than the adjustment to a “convenient”
price in euros. In any case, it should be mentioned
that “psychological” prices have in the CPI basket
a smaller weight than that of “convenient” prices.

The lower persistence of the “convenient”
prices in escudos, in the period from December
2001 to March 2002, may have expressed the tran-
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(7) It should be noted that, for values lower than PTE 400, the ap-
plication either of the “simplified” rate (200 PTE a euro) or of
the official rate, determines in almost all cases similar prices in
euros.

100 75 50 25 0 25 50 75 100

90

120

150

200

250

380

500

750

1100

1300

1600

1800

2200

2800

2001

2002

Chart 4
PERSISTENCE(a) OF “CONVENIENT” PRICES IN
ESCUDOS IN MARCH 2001 AND IN MARCH 2002

Note: Evaluated by the fraction of the prices that in
March 2001 (March 2002) maintained the “conve-
nient” level observed in December 2000 (December
2001).



sition towards “convenient” prices in euros. To il-
lustrate this idea, a set of charts is presented,
where this behaviour is evident. For example,
Chart 6B shows, month to month in this period,
the frequency of the prices of a basket of products,
which had the value of PTE 700 in December 2001.
Simultaneously, Chart 6A shows the same kind of
evolution for the corresponding period of the pre-
vious year, that acts as the reference period, show-
ing what would occur without the introduction of
the euro. By comparison with the evolution in this
reference period, it becomes possible to detect ef-
fects on prices associated with the introduction of
the euro in the first months of 2002. Thus, it
should be noticed that the frequency of the price of
PTE 700 fell from 56 per cent in January 2001 to 38
per cent in March of 2001, while between the same
months of 2002 the decrease was from 56 per cent
to 26 per cent. This higher reduction of the fre-
quency of the price of PTE 700 in 2002, may have
been influenced by the fact that after conversion
the price of PTE 700, corresponds to 3.49 euros, a
value which is not a “convenient” price in euros.
Therefore, in March 2002 the second more repre-
sentative price becomes 3.50 euros (Chart 6B),
while in March 2001 (Chart 6 A) the corresponding
price in escudos (PTE 702) did no appear in the

distribution. Thus we may conclude that there was
a convergence to a new “convenient” price in eu-
ros. Other examples are the prices of PTE 1000
(Chart 7) and PTE 1600 (Chart 8), which when con-
verted produce no “convenient” prices in euros
(respectively 4.99 and 7.98 euros). Consequently,
these prices were rounded upwards to reach a
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Chart 5
PERSISTENCE(a) OF “PSYCHOLOGICAL”

PRICES IN ESCUDOS IN MARCH 2001
AND IN MARCH 2002

Note: Evaluated by the fraction of the prices that in
March 2001 (March 2002) maintained the “psycho-
logical” level observed in December 2000 (Decem-
ber 2001).
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Chart 6A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 700$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 6B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 700$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)

0

10

20

30

40

50

60

501$

2.5�

599$

2.99�

600$

2.99�

601$

3�

650$

3.24�

652$

3.25�

700$

3.49�

702$

3.5�

740$

3.69�

750$

3.74�

800$

3.99�

802$

4�

900$

4.49�

1000$

4.99�

1002$

5�

1200$

5.99�

1203$

6�

P
e

r
c
e

n
t

2002/January

2002/February

2002/March

Most representative value in March 2002 700$

Second most representative value in March 2002 702$



new “convenient” price in euros, respectively to
5.00 and e 8.00 in euros. Note that each of these
values became the most representative value in
March 2002.

Charts 6 to 8 suggest that, in the period from
December 2001 to March 2002, the price strategy
was progressively changed towards “convenient”

prices in euros, while in the corresponding period
of the previous year the price strategy clearly was
much more stable. Indeed, as mentioned before, in
many cases former “convenient” prices in escudos
did not turn out “convenient” in euros and a con-
vergence to new “convenient” prices in euros took
place.
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Chart 7A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 1000$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 7B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 1000$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)
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Chart 8A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 1600$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 8B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 1600$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)
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However, it should be pointed out that the ad-
justment to new “convenient” prices in euros may
have not resulted in higher values in all cases.
Look, for example, at Chart 9 referring to the price
PTE 250, which after conversion is 1.25 euros. In
this case there appears 1 euro as the second more
representative value in March 2002. At last, it

should be mentioned that when a “convenient”
price in escudos converts into a price that is also
convenient in euros, this value as a rule remained
as the most frequent value in March 2002. The
price of PTE 100 can be presented as an example
(Chart 10).
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Chart 9A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 250$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 9B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 250$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)
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Chart 10A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 100$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 10B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 100$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)
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As to “psychological” prices, what happens is
that, in some cases, “psychological” prices in escu-
dos have turned into “convenient” prices in euros,
probably because in a first step the search for a
“psychological” price in euros is more difficult
than the search for a “convenient” price in euros.
Take, as an example, the “psychological” price of

PTE 149, which after conversion corresponds to
0.74 euros. The price 0.75 euros appears as the sec-
ond most frequent value in March 2002 (Chart 11),
which is a “convenient” price in euros and not a
“psychological” price in euros, and which corre-
sponds to a value in escudos that appeared neither
in the preceding months of 2002, nor in the first
months of 2001.

The convergence to “convenient” prices in eu-
ros, detected observing the dynamic of a basket of
prices with a given “attractive” price in December
2001, is confirmed by the study of the price distri-
bution of a set of specific products where the im-
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Chart 11A
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 149$
IN DECEMBER 2000

Period: Between December 2000 and March 2001

(Frequency higher than 2.0%)
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Chart 11B
PRICE FREQUENCY OF A SET OF PRODUCTS

WITH PRICES EQUAL TO 149$
IN DECEMBER 2001

Period: Between December 2001 and March 2002

(Frequency higher than 2.0%)

0

10

20

30

40

50

60

98$

0.49�

118$

0.59�

128$

0.64�

129$

0.64�

130$

0.65�

138$

0.69�

139$

0.69�

146$

0.73�

148$

0.74�

149$

0.74�

150$

0.75�

154$

0.77�

158$

0.79�

159$

0.79�

160$

0.8�

174$

0.87�

198$

0.99�

P
e

r
c
e

n
t

2002/January
2002/February
2002/March

Most representative value in March 2002 148$

Second most representative value in March 2002 150$

Chart 12
DISTRIBUTION OF COFFEE PRICES

AT THE COUNTER
(Frequency higher than 2.0%)
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Chart 13
DISTRIBUTION OF DRAUGHT BEER PRICES

AT THE COUNTER
(Frequency higher than 2.0%)
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pact of the introduction of the euro notes and
coins was clear, taking into account the fact they
had registered average growths clearly higher to
that observed for the CPI as a whole. Thus, Charts
from 12 to 15 present for four products — (i) coffee
at the counter; (ii) draught beer at the counter; (iii)
a complete meal in restaurants of 2nd or 3rd cate-
gory and (iv) cinema tickets — the distribution of
their respective prices in escudos in January 2001
and in the months of January and February 2002
and still the distribution of their prices in euros in
March 2002.

From the observation of these Charts we can
conclude, firstly, that, for any of these four prod-
ucts, “convenient” prices in escudos were preva-
lent in the distribution in January 2001. Indeed, the
modes of the distribution of the prices of these
products corresponded then to the prices PTE 80,
PTE 120, PTE 1800 and PTE 700, respectively for
the coffee at the counter, draught beer at the coun-
ter, a complete meal in restaurants of 2nd or 3rd cat-
egory and cinema tickets. Secondly, it is visible
that the frequency of “convenient” prices in escu-
dos decreased during the study period, while that
of “convenient” prices in euros increased. Look,
for example, at the case of coffee at the counter:

the price of PTE 90 became frequent since January
2002, inclusively being the mode in March 2002
(Chart 12). In this last month, also the PTE 100
price starts showing a meaningful represent-
ativity. The price of PTE 100 corresponds to 0.50
euros, that is an eventually more “convenient”
price than 0.45 euros. A similar behaviour to the
one of the coffee at the counter can be observed in
the case of draught beer at the counter (Chart 13).

As regards the prices of a complete meal in res-
taurants of 2nd or 3rd category (Chart 14) and of
cinema tickets (Chart 15), the convergence to “con-
venient” (higher) prices in euros is very clear. In-
deed, for each of these products, the trend towards
the convergence to “convenient” prices in euros
increased in March, as it can be observed in the
presented Charts by the shift of price distribution
towards the right.
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Chart 14
DISTRIBUTION OF THE PRICES OF A COMPLETE MEAL IN RESTAURANTS

OF 2nd AND 3rd CATEGORY
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4. QUANTITATIVE INDICATIONS FOR THE
IMPACT OF THE CONVERSION OF
ESCUDOS INTO EUROS ON THE
EVOLUTION OF THE CONSUMER PRICE
INDEX IN THE FIRST QUARTER OF 2002

The precise identification of the quantitative
impact of the conversion is not possible to ascer-
tain, as it is not possible to reconstitute what
would have been the evolution of the CPI in case it
had not occurred. In other words, it is not possible
to establish a contrafactual, which would allow us
to clearly evaluate the impact of the conversion.
The acknowledgement of this impossibility does
not however prevent us from trying to obtain
some quantitative indications about this impact,
that obviously should be regarded with some cau-
tion taking into account the methodological limita-
tions that necessary affect them.

The central idea behind the elaboration of the
estimate here presented was to detect in the first
three months of the year any sign of abnormal be-
haviour in the price series, although these same
signs might eventually reflect other phenomena
besides the conversion from escudos into euros.
Thus, for each of the 189 elementary indices into

which the consumer price index can be
disaggregated (series base: 1997), a linear regres-
sion was made using as reference the following
generic model:

y c y z t Jn t n n j n t i n j j
ji

n n, , , , ,� � � ��� � ��
��

� � � �

��

1

11

1

6

1

2, , ,n n n tF M� �� 	3

With n = 1, 2, ..., 189 and t = 1, 2,..., 65. In this
expression, yn t, corresponds to the monthly rate of
change (expressed in percentage) of the price in-
dex n in month t, cn corresponds to a constant, zj

corresponds to a seasonal dummy variable for
month j, J corresponds to a dummy variable
which assumes the value 1 in January 2002, being
null in all the other months of the monthly series
starting in February 1997 until June 2002, F and M
correspond to dummies similar to the former,
which, in the series, assume the value 1 respec-
tively in February and in March of 2002, 	n t, repre-
sents a random residual variable.

As it was found out when we include, besides
the constant and the seasonal dummies, an auto-
regressive component considering lags of 1 and 6
months(8) and a linear trend, the model has a rela-
tively general specification. This procedure is ap-
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Chart 15
DISTRIBUTION OF CINEMA TICKET PRICES
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propriate to test, through the dummies referring to
January, February and March 2002, if there might
be signs of abnormal variations in these months.(9)

The estimated value for each of the coefficients,
associated with these variables, when statistically
meaningful, can be interpreted as an increase (or
decrease) in percentage points, in the monthly
change rate. It is worth noting that significant val-
ues of the coefficients might be associated with
other phenomena, besides the effect of the conver-
sion of escudos into euros, that might also have oc-
curred in the considered months, as well as reflect
insufficiencies of the very specification of the
model. However, as a first quantitative reference,

the aggregation of the statistically significant im-
pacts was calculated taking into account the spe-
cific weight of each elementary index in the con-
sumer price index, both in the monthly change of
the CPI and in the change of some of its main com-
ponents.(10)

In Table 3, results of the aggregation of the esti-
mated impacts are shown. Taking the three
months as a whole, the estimated impact is rela-
tively small, near one decimal of a percentage
point. In January, the impact reached a higher
value, reflecting namely the estimated positive im-
pacts on the unprocessed foodstuffs and on ser-
vices. In March, the negative value is mainly due
to a negative impact detected in foodstuffs.

Taking into account that, as previously men-
tioned, the estimated impacts can reflect several
factors, a new aggregation was obtained excluding
indices whose abnormal changes in the considered
months could be clearly due to specific factors that
could not be in any way related with the change of
coinage. In this manner, we excluded the effects
detected in January 2002 in the price indices con-
cerning electricity, housing rents and fuel. In the
first case, the apparently abnormal positive varia-
tion, recorded in January, was due to an increase of
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Table 3

GLOBAL RESULTS OBTAINED WITH THE ECONOMETRIC MODEL

Peso 2002 2002 2002 2002

(%) Jan /Dec Feb/Jan Mar/Feb Accumulated

Consumer Price Index – Total. . . . . . . . . . . . . . . . . 100.0 0.07 0.06 -0.05 0.08

Goods. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68.9 -0.07 0.07 -0.14 -0.14
Food . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.8 0.39 0.18 -0.32 0.25

Unprocessed . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.0 0.61 0.19 -0.54 0.26
Processed. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.8 0.14 0.18 -0.08 0.24

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.1 -0.36 0.00 -0.02 -0.38
Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8 -2.11 0.00 0.00 -2.11
Non-energy. . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.3 0.10 -0.01 -0.03 0.06

Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.1 0.37 0.03 0.14 0.54

(8) The number of lags considered was based on a previous study
done on 20 elementary indices, randomly chosen using the
Breusch-Godfrey test.

(9) Additional dummies referring to November and December
2001 could be considered, accepting that in the period of dual
display there might have occurred strategies of relatively sig-
nificant price increases, aiming at anticipating convenient
prices in euros. In fact, a version of the broad model was tested
considering also these dummies, but no significant effects were
found in these two months. In terms of the detailed results,
only one case should be emphasized when this version was
tested, that of the monthly change of newspapers and maga-
zines prices that may have been abnormally high not only in
January 2002 but also in December 2001. In another version of
the model, besides the ones considered for the first three
months, dummies were also included for the months of April,
May and June. In aggregate terms, the results obtained for the
first three months did not change and those for April and May
were not significant. In June, a slightly upward effect was
probably related with the change of the standard VAT rate that
occurred in the meanwhile.

(10)For the seek of simplicity, the main components and not the 12
classes of the CPI were presented in this section, since the anal-
ysis by classes does not add anything qualitatively different to
the analysis by main components. In any case, the results are
also available by classes and, therefore, can be obtained if re-
quested.



the consumer prices previously authorized by the
Entidade Reguladora do Sistema Eléctrico, reflecting
the impact of the deviations occurred in 2000 due
to the higher than expected increase of fuel prices.
In the second case, the apparently abnormal, and
also positive, change at the beginning of 2002 was
caused by the application of the legal regime of
update of housing rents, which implies that the
update of a large proportion of rents depends on
the past behaviour of inflation. It should be noted
that inflation in 2001 was higher than that regis-
tered in the preceding year. In the third case, the
Government discretionarily determined a price
decrease in January, breaking the former practice
of stability in the fuel consumer prices. Taking into
account the weight of the respective index in the
CPI, the exclusion of the abnormal effect of the fall
of consumer fuel prices more than compensates
the other two effects mentioned as can be under-
stood by the observation of the results presented
in Table 4. In fact, the global effect in the quarter,
after these exclusions, rises to 0.24 percentage
points, the same value estimated for January, since
the effects estimated for February and March are
practically symmetrical.

As previously remarked, the price indices of
unprocessed foodstuffs give a very significant con-
tribution towards the positive effect observed in
January and the negative effect in March. These in-
dices typically show a much higher volatility than
the indices of other CPI components. This high

volatility supports the fear that the abnormal ef-
fects detected can reflect very specific factors,
eventually of relatively erratic occurrence (for ex-
ample, the weather conditions some times affected
in a significant manner the behaviour of these in-
dices). For this reason, with the purpose of search-
ing for a quantitative reference that may be nearer
to the impact of the changeover in the period of
analysis, we present our results in Table 3, still ex-
cluding the price indices of unprocessed food-
stuffs. Comparing with the previous Table, al-
though there is a reduction of the impact in Janu-
ary and an increase in March, the global impact re-
mains practically unchanged, at around 2 decimals
of a percentage point.

These results show that the global impact of the
changeover on the evolution of the CPI has been
relatively small, although at a more detailed level,
it is correct to consider some significant effects, as
pointed out in the previous section, particularly on
the prices of some services. Comparing these re-
sults with the estimates presented in the article
published in the Economic Bulletin of the Banco de
Portugal of September 2001, they stand near the
scenario of the highest impact of the changeover
then presented.

5. CONCLUSIONS

The process of physical replacement of the es-
cudo by the euro, which started on the 1st of Janu-
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Table 4

RESULTS OBTAINED WITH THE ECONOMETRIC MODEL, EXCLUDING EFFECTS NOT RELATED WITH
THE CONVERSION OF ESCUDOS INTO EUROS

Peso 2002 2002 2002 2002

(%) Jan /Dec Feb/Jan Mar/Feb Accumulated

Consumer Price Index – Total . . . . . . . . . . . . . 100.0 0.24 0.06 -0.05 0.24

Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68.9 0.19 0.07 -0.14 0.11
Food . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.8 0.39 0.18 -0.32 0.25

Unprocessed. . . . . . . . . . . . . . . . . . . . . . . . 13.0 0.61 0.19 -0.54 0.26
Processed . . . . . . . . . . . . . . . . . . . . . . . . . . 12.8 0.14 0.18 -0.08 0.24

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.1 0.06 0.00 -0.02 0.03
Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8 -0.09 0.00 0.00 -0.09
Non-energy. . . . . . . . . . . . . . . . . . . . . . . . . 34.3 0.10 -0.01 -0.03 0.06

Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.1 0.34 0.03 0.14 0.51



ary in 2002, took place normally and gradually.
The results of the double collection of prices dur-
ing the period of compulsory display of prices
showed that the rules of conversion were highly
respected. However, some cases were detected in
which the conversion did not obey the official rate,
due, to a large extent, to the use of the simplified
rate of 200 PTE a euro. The majority of these cases
was detected in outlets of traditional trade and
services. An analysis of the evolution of “conve-
nient” prices in escudos at a very detailed level,
from December 2001 until March 2002, taking as a
reference the corresponding previous period,
showed the convergence of prices previously ex-
pressed in escudos to “convenient” prices in euros.
This convergence may have, in general, exerted a
small upward effect on prices.

This exercise also confirms signs of price increase
caused by the changeover in some specific products,
since January 2002. Coincidentally, these occasional
cases corresponded many times to often bought
goods and services and usually paid in cash, hence
leaving the consumers with the feeling that inflation
was high due to the introduction of the euro. The
prices of a cup of coffee, of a meal in a restaurant
and of cinema tickets are examples that were pre-
sented by the media or by consumer organizations.

In order to get a quantitative reference on the
global impact of the conversion from escudos into

euros on inflation, data on elementary indices of
the CPI were explored. The results obtained sug-
gest that the overall impact on the Consumer Price
Index, both national and harmonised, may have
been relatively small, around 0.2 percentage points
in the first three months of 2002.
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Table 5

RESULTS OBTAINED WITH THE ECONOMETRIC MODEL, EXCLUDING EFFECTS NOT RELATED WITH
THE CONVERSION OF ESCUDOS INTO EUROS AND ALSO THE PRICE INDICES OF UNPROCESSED

FOODSTUFFS:ESTIMATE OF THE IMPACT OF THE CONVERSION OF ESCUDOS INTO EUROS ON THE
CONSUMER PRICE INDEX

Peso 2002 2002 2002 2002

(%) Jan /Dec Feb/Jan Mar/Feb Accumulated

Consumer Price Index – Total. . . . . . . . . . . . . 100.0 0.15 0.03 0.03 0.21

Goods. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68.9 0.06 0.03 -0.03 0.06
Food . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.8 0.07 0.08 -0.04 0.11

Unprocessed . . . . . . . . . . . . . . . . . . . . . . . 13.0 0.00 0.00 0.00 0.00
Processed. . . . . . . . . . . . . . . . . . . . . . . . . . 12.8 0.14 0.18 -0.08 0.24

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.1 0.06 0.00 -0.02 0.03
Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8 -0.09 0.00 0.00 -0.09
Non-energy. . . . . . . . . . . . . . . . . . . . . . . . 34.3 0.10 -0.01 -0.03 0.06

Services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.1 0.34 0.03 0.14 0.51



THE BANK LENDING CHANNEL OF MONETARY POLICY IN PORTUGAL*

Luísa Farinha**
Carlos Robalo Marques**

1. INTRODUCTION

The mechanism by which monetary policy is
transmitted to the real economy remains a central
topic of debate in macroeconomics. Considerable
research has recently examined the role played by
banks in the transmission of monetary policy aim-
ing at uncovering a credit channel and assessing
the relative importance of the money and credit
channels.

The money channel of monetary policy (also
known as the interest rate channel) is the primary
mechanism at work in conventional macro mod-
els: given some degree of price stickiness, an in-
crease in the nominal interest rates (for example)
translates into an increase in the real rate of inter-
est, and the user cost of capital. Theses changes
lead in turn to a postponement in consumption, or
a reduction in investment spending. But as
Bernanke and Gertler (1995) point out, the macro-
economic response to policy-induced interest rates
changes is considerably larger than implied by
conventional estimates of the interest elasticities of
consumption and investment. This observation

suggests that mechanisms other than the interest
rate channel may also be at work in the transmis-
sion of monetary policy.

One such alternative path is the so-called bank
lending or credit channel. Because banks rely on
reservable deposits as an important source of
funds, contractionary monetary policy, by reduc-
ing the aggregate volume of bank reserves, will re-
duce the availability of banks loans. And because a
significant subset of firms and households rely
heavily on bank financing, a reduction in loan sup-
ply will depress aggregate spending. It is this ad-
ditional transmission mechanism that is known in
the literature as the bank-lending channel.

Distinguishing the relative importance of the
money and credit channels is useful for various
reasons. First, understanding which financial ag-
gregates are impacted by monetary policy would
improve our understanding of the link between
the financial and the real sectors of the economy.
Second, a better understanding of the transmission
mechanism would help monetary authorities and
analysts to interpret movements in financial aggre-
gates. Finally, more information about the trans-
mission mechanism might lead to a better choice
of intermediate targets. In particular, if the credit
channel is an important part of the transmission
mechanism, then the banks’ asset items should be
the focus of more attention.

The importance of the credit channel depends
on the extent to which banks rely on deposit fi-
nancing and adjust their loan supply schedules
following changes in bank reserves (for a given
bank-dependency of the borrowers). The aim of
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this paper is just to show that bank loan supply
depends on bank deposits and thus, monetary pol-
icy by affecting bank deposits is also able to shift
loan bank supply schedules.

As the credit or lending channel operates
through shifts in loan-supply schedules, uncover-
ing the credit channel implies distinguishing shifts
in loan-supply from shifts in loan demand sched-
ules brought about by monetary policy shocks.

At the empirical level, the bulk of the most rele-
vant literature has tried to uncover the lending
channel through the estimation of a reduced form
equation for the bank credit market, with variables
in first differences (i.e., stationarised variables).
This paper adds to this area of research, but de-
parts from previous studies on several aspects. In
particular it is argued that the reduced form ap-
proach requires strong identifying restrictions and
that it does not allow estimating the relevant pa-
rameters. As an alternative we suggest a “struc-
tural approach” which amounts to directly esti-
mate bank loan-supply schedules, with variables
in levels. For that purpose we resort to very recent
panel data cointegration techniques.(1)

The main conclusion of the paper is that there
is a banking lending channel in the transmission of
monetary policy in the Portuguese economy and
that the importance of this channel is larger for the
less capitalised banks. Size and liquidity do not
appear to be relevant bank characteristics in deter-
mining the importance of the lending channel.

The remainder of this paper is organised as fol-
lows. Section 2 briefly characterises the main
changes underwent by the Portuguese banking
sector during the eighties and the nineties. Section
3 describes the new approach aimed at identifying
and estimating the importance of the bank-lending
channel. Section 4 reports the empirical results for
Portugal and section 5 summarises the main con-
clusions.

2. MONETARY POLICY AND BANKING
SECTOR DEVELOPMENTS IN PORTUGAL
DURING THE NINETIES

Since the early eighties the Portuguese financial
system underwent a fundamental liberalisation
process beginning with the opening up of the
banking sector to private initiative in 1983.(2) In
this period the first steps towards the elimination
of the administrative controls on interest rates and
credit growth were also taken. Moreover the ex-
plicit restrictions on the composition of banks’ as-
sets were removed and the legally imposed seg-
mentation of banking activities was gradually
eliminated, culminating in the establishment of
universal banking in 1992.

Under a significantly more competitive envi-
ronment the number of banks increased from 14 in
1984 to 27 1989 and 58 in 1997.(3) As in the other
European countries, international competition mo-
tivated several waves of take-overs, especially af-
ter 1994. However, the number of banks continued
to increase, entry being largely dominated by for-
eign institutions.

Another important step in the liberalisation of
the Portuguese banking system was the re-privat-
isation process that started in 1989, gradually
transferring to private management most of the
banking business. Since 1993, the main reforms
were directed to the harmonisation of procedures
and regulations within the EU, namely the capital
adequacy rules.

In the monetary and exchange rate policy front,
after having abandoned the crawling peg regime
in October 1990, the escudo joined the European
exchange rate mechanism in April 1992. In Decem-
ber of the same year the remaining restrictions on
international capital flows were removed.

The continuous decline of inflation since the
early nineties and the stability of the exchange rate
after 1993 allowed the sustained reduction of inter-
est rates. The process of nominal convergence in-
creased the prospects of EMU participation, which
in turn facilitated exchange rate stability and con-
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(1) For technical details the interested reader is referred to
Farinha and Marques (2001).

(2) The establishment of private investment companies, which
were later transformed into investment banks, was author-
ised in 1979.

(3) Excluding the co-operative institutions, whose number is rel-
atively large (160 in 1998), but only account for nearly 3 per
cent of the credit institutions’ total assets.



vergence. These developments were reflected in a
substantial decrease in the exchange risk premium
of the escudo since mid-1995.

The sustained and significant reduction of both
short and long run nominal interest rates, per-
ceived as being permanent, reduced the liquidity
constraints of the economic agents thus contribut-
ing to the strong growth in overall credit demand
observed in this period.

Chart 1 shows aggregate quarterly figures on
the evolution of bank loans granted to the private
non-financial sectors of the economy as well as the
evolution of aggregate deposits held with the
banks by the private non-financial sectors.(4) After
the deceleration in the recession period between
1992 and 1994, in 1995-1997 credit resumed the up-
ward trend of the early nineties (average annual
growth rate in real terms of 14 per cent in this pe-
riod compared to 16 per cent in 1991) and strongly
accelerated in 1998 and 1999 (annual growth rate
in real terms of 24 per cent). Until 1994 deposits
behave very much like credit, but from 1995/1996
onwards they clearly exhibit a much smaller
growth rate (5.2 per cent in real terms during the
period 1995-1997 and 6 per cent in 1998/1999).

These apparently diverging developments in
credit and deposits have been the consequence of
the elimination of controls to the international cap-
ital flows, on the one hand, and a significant re-
duction of the exchange risk of the escudo on the
other, that enhanced the integration between the
Portuguese and the international money markets.

Chart 2 presents the evolution of the main
non-deposits financing sources. It can be seen that
the increase in the growth rate of loans coincided
with a decrease of the government bonds in banks’
portfolios and an increase in the (net) funds ob-
tained in the international money markets. Banks
partly substituted their investment in government
securities by credit to private non-financial sectors.
This whole process seems basically to have started
in 1995 and accelerated in 1998. In fact, the weight
of government securities in banks’ balance sheets
declined significantly from 19.5 per cent of total
assets in 1992 to 5.7 per cent in 1998 (13.4 per cent
in 1995).

3. IDENTIFYING THE BANK LENDING
CHANNEL — AN ALTERNATIVE APPROACH

At the empirical level, the bulk of the most rele-
vant literature has tried to uncover the lending
channel through the estimation of a reduced form
equation for the bank credit market, with variables
in differences (see, for instance, Kashyap and Stein
(1995), Favero et al. (1999)). The estimated equation
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Chart 1
CREDIT AND DEPOSITS
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(4) The figures analysed in this section have been computed
from non-consolidated data on the sample of 18 bank con-
glomerates for which consistent series throughout the period
1990-1998 may be obtained. In December 1998, the credit and
deposits in these 18 banks amounted to 96 per cent and 98
per cent of the total credit and total deposits, respectively.
This is also the sample of banks used in the econometric esti-
mations presented below.



is generally a dynamic version (in differences) of
the static model:

� �ln / ln lnC P y y z r
t t t it t� � � � �� � � �0 1 2 3

� � � �� � � � � �4 5 6 7r z z zt it t t it it [1]

where � �C P
t

/ stands for bank loans (in real
terms), yt for a scale variable (usually GDP), � t for
the inflation rate, rt for the monetary policy inter-
est rate and zit for a measure of a bank specific
characteristic (size, liquidity or capitalisation).

Under this approach, which we shall denote as
the “reduced form approach”, the fact that the esti-
mated �3 is (significantly) negative and �4 is (sig-
nificantly) positive is taken as evidence of the exis-
tence of the bank-lending channel. The idea is that
if the effect of monetary policy on bank lending is
larger for the smaller, less liquid or less capitalised
banks this can only be due to the existence of the
bank-lending channel.

In order to motivate the alternative econometric
approach we develop a simple IS/LM model for
the money and credit markets, which draws
heavily on Bernanke and Blinder (1988). The
model, which in our view allows a better under-
standing of the identifying restrictions underlying
the reduced form equation [1], is composed of four
equations: money demand (total deposits held
with a typical bank), money supply, loan demand
and loan supply schedules. For space reasons we
skip the details of the model and discuss only the
loan-supply schedule, which reads as follows (be-
low each coefficient is the corresponding expected
sign according to economic theory):

� � � �
� �

� �ln / ln / ln /
( )

C P D P D P zit
s

it it it� � � � �
� �

� � �01 1 2

� � � � � �
� � �

� � �

� � � �3 4 5l it t t [2]

Equation [2] postulates that banks loan supply
in real terms, (C P/ ), depends on the level of total
deposits in real terms held by the private sector
with the banks, � �D P/ , on the inflation rate, � t , as
a measure of uncertainty in the economy as well as
on the loan, lt , and bond, it , interest rates.(5) Assets
held by banks in the form of bonds are seen as

substitutes for loans, held mainly for liquidity rea-
sons.

The null � 1 0	 in [2] captures the idea that
banks cannot shield their loan portfolios from
changes in monetary policy, i.e., from changes in
deposits brought about by monetary policy and
plays a central role in our analysis as it constitutes
a key necessary condition for the existence of the
lending channel. If banks were able to replace lost
deposits with other sources of funds, such as cer-
tificates of deposits or new equity issues, or by
selling securities, we would expect � 1 not to be
significantly different from zero.

The term � �� 2 ln /D P z
it it intends to capture the

idea that shifts in the supply curve brought about
by monetary policy changes depend on some
banks’ specific characteristics (size, liquidity,
capitalisation, etc.) measured by zit . In principle
we expect that � 2 0
 so that loan-supply shifts are
larger for small, less liquid or less capitalised
banks.

To see how the lending channel operates in the
model, let us assume, for instance, that the central
bank increases the discount rate. This will reduce
the equilibrium quantity of money in the economy,
i.e., deposits in our model, through the interaction
between money supply and money demand. In
turn, the drop in deposits held by the private sec-
tor with the banks shifts the loan supply schedule
inwards if � 1 0� in [2]. It is this additional trans-
mission mechanism — the inward shift in supply
of loans — which is known in the literature as the
bank-lending channel.

Also important is the coefficient � 3 as it deter-
mines the slope of the supply curve. Of course for
that inward shift to occur the supply curve cannot
be horizontal. In other words we need the addi-
tional assumption that � 3 in [2] is finite. Thus to
test the existence of the credit channel and evalu-
ate its importance we need to estimate � 1 and � 3

in equation [2]. The credit channel is the more im-
portant the larger � 1 (the larger the extent to
which banks rely on deposit financing) and the
smaller � 3.

Solving the model for the four endogenous
variables one obtains a reduced form equation for
bank credit that looks very much like equation [1].
From such equation it is possible to discuss the re-
strictions on the coefficients of both money and
loan demand and supply schedules, which are
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(5) As explained below this supply schedule may be justified in
theoretical terms in the context of a profit-maximizing bank,
in which the amount of deposits is out of the control of the
bank being determined by central bank monetary policy.



necessary in order to guarantee that proper con-
clusions on the existence of the lending channel
can be drawn from a reduced form equation such
as [1].(6)

In our opinion, some of these restrictions are
very stringent. For this reason we will follow a dif-
ferent approach which consists of directly estimat-
ing the supply curve [2]. This alternative approach
has the advantage of allowing one to get direct
point estimates of the relevant coefficients, which
is not the case of the “reduced form” approach.

We assume that deposits as well as the bond in-
terest rate are exogenous at the bank level, so that
we may stick to a “structural model” consisting
only of a loan demand equation and a loan supply
equation. The assumption of deposits exogeneity
is probably the major limitation of our approach,
but, in fact, this seems to be an issue deserving fur-
ther research also at the theoretical level.

Of course our model also raises an identifica-
tion as well as an estimating issue. Given that it is
composed of only two “structural” equations with
I(1) variables the identification problem amounts
at guaranteeing that we are able to distinguish the
supply from the demand equation. We may dis-
cuss the identifying restrictions by resorting to the
cointegration approach. Within the cointegration
framework we may consider our two-equation
model as corresponding to the long-run equilib-
rium relations of a two equation cointegrating
VAR model with exogenous regressors. In this
context we need to assume the existence of two
single cointegrating vectors (one for the supply
schedule and one for the demand equation) and
that the exogenous regressors are themselves not
cointegrated (see for instance, Johansen (1995) and
Pesaran and Shin (1998)). In this case, the identify-
ing condition requires that we impose one restric-
tion in each cointegrating vector (besides the nor-
malization condition). This restriction may of
course be a zero coefficient restriction, which
amounts at excluding one exogenous regressor
from each equation. In other words, the basic idea
is that the supply curve is identified provided the
loan demand curve includes at least one explana-
tory variable that does not enter the supply equa-
tion. Under the assumption that deposits and the

bond interest rate are exogenous at the bank level,
we see that the supply curve [2] is identified pro-
vided we assume that the demand curve includes
a scale variable (GDP, for instance) as an addi-
tional regressor (in turn, the demand curve would
be identified because the supply curve includes

� �ln /D P as an additional exogenous regressor).(7)

Let us now address the estimation issue. So far
in the literature the empirical models, using panel
data, have been estimated with variables in first
differences to circumvent the potential non-
stationarity problem arising from the time-series
dimension of the data. However it is well known
that in most cases this approach does not solve the
inconsistency problem, especially if the estimated
model still includes specific effects and lagged en-
dogenous variables.(8)

On the other hand, this approach neglects from
the start the possibility of a levels relation among
the relevant variables. In other words these ap-
proach discards the possibility of a long run effect
of monetary policy on deposits and credit. This is
at odds with the usual approach in the literature,
which postulates levels relationships for the
money and credit equations.

We estimate our model in levels using recently
developed cointegration techniques for panel data.
Some of these techniques allow obtaining (super)
consistent estimators for the parameters of our
supply equations even when some of the
regressors are correlated with the residuals.(9)

These, being static equations should be seen as
cointegrating relations, whose coefficients are the
long run effects.

Our estimated loan-supply functions are gener-
alisations of equation [2] in that they include two
additional regressors: bank capital and the cost of
external financing alternative to deposits and capi-
tal, st . The basic equation reads as:
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(6) For a lengthy discussion of these “identifying” restrictions
see Farinha and Marques (2001).

(7) We note that these would also be the identifying restrictions
should we approach the identification issue within the con-
ventional stationary framework (see Intrilligator et al. (1996)
and Zha (1997)).

(8) See Alvarez and Arellano (1998) for a survey on the asymp-
totic properties of various estimators, in dynamic panels,
with stationary regressors.

(9) On this issue, see for instance, Phillips and Moon (1999), Kao
and Chiang (2000), Pedroni (1996), Pesaran, Shin and Smith
(1999), Binder, Hsiao and Pesaran (2000), Pesaran and Shin
(1995). Interesting surveys on the subject are Phillips and
Moon (2000), Baltagi and Kao (2000) and Banerjee (1999).
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We may justify this generalisation on econo-
metric as well as on economic grounds. From an
econometric point of view the introduction of capi-
tal in [3] aims at preventing that deposits appear
as the single “scale” variable, which could bias the
results towards favouring the conclusion of the ex-
istence of the credit channel. From an economic
point of view we may justify equation [3] in the
context of the model developed in Courakis (1988),
in which banks maximise profits (by deciding on
the amounts of assets and liabilities they control)
conditional on the items they cannot control (capi-
tal and/or deposits, for instance). Under this
framework our loan supply can be seen as result-
ing from a profit maximising behaviour of a bank
in which both deposits and capital are treated as
exogenous. The bank is assumed to choose the vol-
ume of credit, securities and external finance, in
order to maximise the expected profits for a given
level of deposits and capital.

The possibility of other forms of external fi-
nancing alternative to deposits and capital (money
market funds, certificates of deposits, etc.) is taken
into account by introducing into the credit equa-
tion an interest rate representing the cost of such
funds, st .(10)

4. EMPIRICAL EVIDENCE USING
PORTUGUESE MICRO BANK DATA

In the estimations we use balance sheet infor-
mation on a sample of 18 bank conglomerates for
which consistent quarterly data throughout
1990/1-1998/4 is available.(11)

As expected, given the evolution of credit and
deposits described in section 2, some preliminary
tests showed that in the last years of the sample
the relation between credit granted to private sec-
tor and deposits underwent a huge structural

break. In order to minimise the corresponding
damaging consequences for the estimated models
we excluded the data for 1998 from the sample. So,
we finally used 8 years of quarterly data for 18
bank conglomerates.

We estimated our equations by POLS, (Pooled
OLS) PCOLS, (Panel bias corrected OLS) DPOLS
(Dynamic panel OLS) and the PFMOLS (Panel
fully modified OLS) estimators (see, Kao and
Chiang (2000)).(12) The results obtained by the first
three estimators are basically similar. In such re-
gressions most coefficients appear non-signi-
ficantly different from zero or wrong signed. In
contrast the results supplied by the PFMOLS esti-
mator are quite reasonable in terms of both sign
and magnitude. The fact that we are using a small
sample, the correlation in the residuals as well as
the endogeneity of some of the regressors proba-
bly explains these differences.(13) For this reason,
below we only present and comment the PFMOLS
results.

The estimated equations are displayed in Table
1. Below each coefficient is the computed t-statis-
tic, which is asymptotically normal distributed.
For each equation several cointegration tests were
computed. The null of a unit root in the residuals
was always rejected, so that all the equations pre-
sented in Table 1 are valid cointegrating relations.

Column 1 displays the results of our basic spec-
ification [3]. It can readily be seen that all the coef-
ficients are statistically significant and exhibit the
expected sign for a loan-supply function. Even
though the estimated coefficients of lt and st do not
seem to be much different in absolute terms, the
null hypothesis of their being equal in magnitude
is statistically rejected. In fact the t-statistics for
this restriction are always larger than two (see,
bottom line of Table 1).

Given that the coefficient of � �ln /D P , � 1, is
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(10)Actually the reported equations in the next section only in-
clude two (and not three interest rates). Due to strong
colinearity we are not able to separately estimate the three co-
efficients. We dropped it from the equation, as in fact it
turned out not to be significant in preliminary regressions.

(11)During the nineties a process of take-overs has taken place.
However many of the institutions involved did not effec-
tively merged, but rather constituted bank conglomerates.

(12)We used the NPT 1.2 econometric package recently devel-
oped by Chiang and Kao (2001).

(13)The properties specific to the FMOLS estimator probably ex-
plain the differences in the results. For instance, it is known
that the POLS estimator is consistent, but not super-
consistent, if the regressors are correlated with the residuals
and may exhibit substantial biases in finite samples. Simula-
tion results also show that the PCOLS estimator does not sig-
nificantly improve over simple POLS (see, for instance,
Baltagi and Kao (2000)). In contrast PFMOLS is super-
consistent even when the regressors are correlated with the
residuals.



significantly positive and the coefficient of lt , � 3, is
finite we conclude that there is evidence of the
existence of a bank-lending channel in the trans-
mission of monetary policy in Portuguese bank
data.

By comparing the results in columns 1 and 2
we also see that the conclusion on the existence of
the credit channel does not depend on whether or
not the estimated regression includes bank capital
as an additional regressor.

The remaining regression results reported in
Table 1 interact the explanatory variables in our
basic equation with three bank specific characteris-
tics, which are usually seen as potential important
sources of bank heterogeneity: size, liquidity and
capitalisation. These three variables are denoted
by zit in Table 1. In the case of size and capital-
isation the zit variable is taken in the form of dif-
ferences from each time period average, i.e.,

z x
N

x x xit it it it t
i

N

� � � ��
�

1
1

[4]

where xit stands for the log of total assets, as a
measure of size and for the capital ratio as a
capitalisation indicator. By defining size and
capitalisation in this way we ensure that the zit

variable captures pure differential effects. In case
of liquidity the zit variable is taken in the form of
differences from a per-bank average, i.e.,

z x
T

x x xit it it it i
t

T

� � � ��
�

1
1

[5]

where xit stands for the liquidity ratio as a mea-
sure of bank liquidity.(14) This definition allows
one to account for periods of general (positive or
negative) excess liquidity for the banking sector as
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Table 1

PFMOLS ESTIMATES OF EQUATION [3]

(1) (2)
Size Liquidity Capitalisation

Regressors . . . . . . . . . . (3) (4) (5) (6) (7) (8)

. . . . . . . . . . . . . . . . . . .

� �ln /D P
it
ln . . . . . . . . 0.615 0.721 0.676 0.49 0.633 0.717 0.409 0.713

(24.83) (28.99) (14.61) (10.86) -18.38 -21.34 (14.97) (26.26)

� �ln / .D P z
it it . . . . . . . 0.156 0.049 -0.051 0.027 -3.947 -0.747

(8.16) (2.80) (-0.75) (0.54) (-16.23) (-6.97)

� �ln /K P
it

. . . . . . . . . . 0.156 -0.525 0.13 0.47
(3.00) (-10.11) (2.74) (7.89)

� �ln / .K P z
it it . . . . . . . -0.101 0.022 6.462

(-3.03) (0.13) (12.14)
lt . . . . . . . . . . . . . . . . . . 19.318 16.734 17.953 22.262 14.787 12.839 22.187 16.617

(15.00) (12.96) (16.14) (18.91) (12.1) (10.34) (18.01) (12.4)
l zt it . . . . . . . . . . . . . . . . 0.523 101.926 111.513 24.639

(0.81) (8.40) (9.30) (1.79)
st . . . . . . . . . . . . . . . . . . -15.905 -14.442 -11.767 -16.11 -11.835 -10.801 -17.096 -13.595

(-11.85) (-10.77) (-10.22) (-13.24) (-9.55) (-8.59) (-13.63) (-10.08)
s zt it . . . . . . . . . . . . . . . . -1.41 -72.969 -79.466 13.953

(-2.26) (-6.38) (-7.10) (1.04)
� t . . . . . . . . . . . . . . . . . -2.504 -1.114 -7.538 -6.476 -0.47 0.635 -5.114 -3.069

(-2.24) (-1.02) (-7.66) (-6.45) (-0.45) (0.61) (-4.70) (-2.76)
zit . . . . . . . . . . . . . . . . . 0.411 0.214 -8.213 -9.005 -6.589 -0.444

(5.04) (3.55) (-13.27) (-14.26) (-5.15) (-1.32)
Spread restriction. . . . (4.3) (2.98) — (8.79) — — — (3.81)

Legend:

t-statistics in parenthesis.
� �ln /D P = natural log of total deposits deflated by the consumer price index.
� �ln /K P = natural log of total capital deflated by the consumer price index.

lt = interest rate on long term loans in decimals (five year loans).

st = short term interest rate on Portuguese money market in decimals.

� t = inflation rate in decimals (fourth differences of log CPI).

zit = measure of bank specific characteristic (size, liquidity or capitalisation).

(14)The rational for equation [5] is explained in Farinha and Mar-
ques (2001).



whole, which is likely to have been the case in the
Portuguese banking system, during most of the
sample.

Let us now take the model in column 3 of Table
1. The fact that the coefficient on � �ln /D P z

it it is
positive means that the coefficient on deposits is
lower for small banks and so in the Portuguese
case the supply of loans of small banks is less de-
posit dependent than that of large banks. In other
words, everything else equal, we would conclude
that the credit channel is less important for small
banks. However, we saw in section 3 that in order
to evaluate the relative importance of the bank
lending-channel we need to look at the coefficient
of deposits as well as at the coefficient of the loans
interest rate. Thus, in terms of Table 1, to evaluate
the relative magnitude of the lending channel for
two different banks one has to look both at the co-
efficient of � �ln /D P z

it it and the coefficient of l zt it ,
as the effect of a decrease in the coefficient of de-
posits could be offset by an increase on the coeffi-
cient of the loans-interest rate, and vice-versa.

As it turns out that the coefficients on the inter-
action terms l zt it and s zt it are both not statistically
different from zero we may definitely conclude
that small Portuguese banks are less dependent on
deposits than large banks or, in other words, the
bank-lending channel appears to be less important
for small banks.(15) We recognise that the lack of
evidence of larger non-deposit external financing
costs for smaller banks does not come as a large
surprise in the Portuguese case. Portugal is a small
country with a not very large number of banks in
which even the smaller banks are large enough not
to be discriminated in the access to markets for
non-deposits external funds.

Columns 5 and 6 display the models with li-
quidity as the bank specific characteristic. The first
important point to note is that the coefficient of

� �ln /D P z
it it and that of � �ln /K P z

it it are not sta-
tistically different from zero. The fact that the coef-
ficient of � �ln /D P z

it it is zero means that in the

Portuguese case the dependence of banks on de-
posits does not vary with the bank liquidity ra-
tio.(16) On the other hand, it turns out that the coef-
ficient of the loans interest rate is lower for illiquid
banks(17) (as the coefficient of l zt it is positive) and
this means that the supply curve is flatter. This re-
duces the importance of the credit channel for the
illiquid banks. This apparently counterintuitive re-
sult is not surprising because the Portuguese
banks displayed a huge liquidity ratio at the be-
ginning of the sample period due to the existence
of credit ceilings and compulsory minimum ratios
of public debt. Moreover, there is some evidence
suggesting that it might have been the case that
the banking system as a whole operated under
overall excess liquidity conditions during most of
the sample period. So, it may well be the case that
the coefficients of l zt it and of s zt it appear signifi-
cantly different from zero because they are captur-
ing the effects of a potential structural break occur-
ring in the period, as we shall see below. All in all,
a sensible conclusion, in this case, seems to be that
liquidity in the Portuguese banks, during the nine-
ties has not played the role of a shield against
monetary policy shocks.

Columns 7 and 8 display the two models esti-
mated with the capitalisation ratio as the interac-
tion variable. In this case we have the coefficient of

� �ln /D P z
it it negative and the coefficients of l zt it

and s zt it equal to zero, and thus, we can definitely
conclude that the lending-channel appears to be
more important for less capitalised banks.

Of course, these conclusions are valid under the
implicit assumption that the models estimated in
Table 1 are stable. But if we look again at Charts 1
and 2 we immediately realise that during 1996 and
1997 the credit growth rate increased relative to
the deposits growth rate, coinciding with the in-
crease in the external non-deposits funds coming
from abroad. This fact raises the question of
whether the conclusions above still apply once we
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(15)We note that the coefficient of � �ln /K P in column [3] is
wrong signed, but the above conclusion still holds for the
model in column [4], which was estimated after dropping

� �ln /K P it and � �ln /K P zit it and after checking that the coeffi-
cients on l zt it and s zt it were still statistically not different
from zero. However in column [4] the estimated coefficient
of � �ln /D P zit it is much smaller and the t-statistic is not very
high in relative terms.

(16)We note that this conclusion depends on the fact that the li-
quidity variable is defined as in [5]. If we rather define li-
quidity as in [4] the coefficient of � �ln /D P zit it appears
significantly different from zero and negative. This result
shows that the way the zit is defined really matters for the
empirical analysis.

(17)Note that an illiquid bank is one for which the current liquid-
ity ratio is below the sample average liquidity ratio.



allow for the possibility of a structural break in the
last two years of the sample.

To investigate this issue we “interacted” the
variables in our basic specification (3) with a
dummy variable, which is zero for the first six
years of data (1990/1 to 1995/4) and equals 1 for
the two last years of the sample (1996/1 to
1997/4).

The evidence strongly suggests the existence of
a structural break occurring in the two last years of
the sample, as the coefficients of the variables of
the model interacted with the dummy variable are
in general significantly different from zero. How-
ever the most important point is that all the rele-
vant conclusions drawn above from Table 1 re-
main valid. In particular we still conclude that the
dependence of banks on deposits does not vary
with the bank liquidity ratio and that the lending
channel is more important for the less capitalised
banks.(18)

5. CONCLUSIONS

This paper investigates the existence of a
bank-lending channel using quarterly data on the
Portuguese banks for the period 1990-1997. This
transmission channel operates through shifts in
the bank-loan supply schedules brought about by
the reduction in the availability of bank deposits
following a contractionary monetary policy shock.

In contrast to previous approaches which basi-
cally resort to (dynamic) reduced form equations
for bank credit with variables in differences, this
paper proposes an alternative approach by esti-
mating directly a loan supply schedule with vari-
ables in levels, thereby exploring recent cointe-
gration results for nonstationary panel data.

We conclude for the existence of a bank-lending
channel in Portuguese data and that the impor-
tance of this channel is larger for the less capital-
ised banks. Size as well as liquidity does not ap-
pear to be relevant bank characteristics to deter-
mine the importance of the bank-lending channel.
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January*

� 7 January (Regulation no. 8/2001 of the
Stock Market Commission, Official
Gazette no. 299, Supplement, Series II)

Pursuant to the provisions set forth in subparagraph n) of Article 9 and Ar-
ticle 26 of the Statute of the Stock Market Commission, approved by De-
cree-Law no. 473/99, of 8 November, and in subparagraph b) of paragraph
1 of Article 353 of the Stock Market Code, approved by Decree-Law
no. 486/99, of 13 November, sets the rates to the paid to the Stock Market
Commission. Revokes Regulation no. 35/2000, of 14 December. This Regu-
lation takes effect on 1 January 2002.

� 7 January (Circular Letter of Banco de
Portugal no. 1/2002/DET)

Informs about the process of exchanging banknotes and coins denomi-
nated in escudos for banknotes and coins denominated in euro, namely
about the provisions set forth in Articles no. 3, 4 and 6 of Decree-Law no.
117/2001, of 17 April. The afore-mentioned exchange cannot be subject to
restrictions that are not provided for by law. It also makes known that the
charging of fees or any other type of commissions is against the legal ten-
der status of the currency.

� 15 January(Decree-Law no. 8-D/2002,
Official Gazette no. 12, 2nd Supplement,
Series I - A)

Amends Decree-Law no. 394/99 of 13 October, which approved the legal
framework of managing companies of transferable securities markets and
related systems, publishing it again.

� 23 January (Decision no. 1598/2002,
Official Gazette no. 19, Series II)

Under the terms laid down in paragraph 1 of article 63 of Law no. 5/98 of
31 January, approves the introduction of adjustments in the Chart of Ac-
counts of Banco de Portugal which shall be applied to the 2001 fiscal year
accounts.

� 23 January (Circular Letter of Banco de
Portugal no. 8/02/DSBDR)

Clears doubts on the prudential framework of securities with a higher de-
gree of subordination, issued within the scope of securitisation operations,
held by entities which, albeit belonging to the group of the institutions
which has originally sold the assets, are not subject to the provisions set
forth in Notice no. 10/2001 of 6 November.

� 26 January (Council Regulation (EC)
no. 134/2002, OJEC L 24)

Amends paragraph 2 of article 7 of Council Regulation (EC) No. 2531/98 of
23 November 1998 concerning the application of minimum reserves by the
European Central Bank.

February

� 4 February (Circular Letter of Banco de
Portugal no. 2/DMR)

Following Circular Letter no. 347/DMR of 27 October 1999, fixes the rate of
return of Deposit Securities, Series B, at 3.34%, for the quarterly accounting
period to start on 4 February 2002.

� 5 February (Regulation no. 1/2002 of the
Stock Market Commission, Official
Gazette no. 30, Series II)

Pursuant to the provisions set forth in paragraph 1 of article 36 of De-
cree-Law no. 453/99, of 5 November, establishes a regime to which the ac-
counts of the credit securitisation funds must adhere.

� 6 February (Executive Order
no. 113-B/2002, Official Gazette no. 31,
Supplement, Series I - B)

In accordance with paragraph 3 of article 1 of Decree-Law no. 88/94, of 2
April, establishes that government debt securities issued pursuant to the
provisions set forth in Cabinet Resolution no. 9-A/2002, of 12 January,
shall be added to the list published in Executive Order no. 377-A/94, of 15
June.

� 9 February (Regulation no. 4/2002 of the
Stock Market Commission, Official
Gazette no. 34, Series II)

Pursuant to the provisions set forth in subparagraph b) of paragraph 1 of
article 353 of the Stock Market Code, and in accordance with paragraph 2
of article 47-A and article 47-B, which form part of Decree-Law no. 276/94,
of 2 November, lays down the terms and conditions on which entities man-
aging securities investment funds may constitute index-linked funds and
guaranteed funds.
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� 11 February (Regulation no. 3/2002 of the
Stock Market Commission, Official
Gazette no. 35, Series II)

In accordance with Decree-Law no. 276/94, of 2 November, lays down the
rules applicable to securities investment funds in respect of the valuation
of their assets, the costs which may be imputed to them, and the calcula-
tion of the value of the investment units and the action taken by the man-
aging entities whenever errors occur. Revokes Regulations no. 16/99, of 14
October, 4/2000, of 16 February, and 26/2000, of 19 August.

� 13 February (Circular Letter of Banco de
Portugal no. 5/DET)

Provides information to credit institutions on the procedures to be adopted
regarding the deposit of euro-denominated banknotes with the Banco de
Portugal.

� 13 February (Circular Letter of Banco de
Portugal no. 6/DET)

Following a Decision of the European Central Bank of 3 December 2001,
provides information on the conditions under which the Banco de Portugal
will exchange legal tender euro-denominated banknotes, which are muti-
lated or damaged. The above-mentioned Decision became effective on 1
January 2002.

� 13 February (Directive 2001/108/EC of the
European Parliament and of the Council,
OJ L41)

Amends Council Directive 85/611/EEC on the coordination of laws, regu-
lations and administrative provisions relating to undertakings for collec-
tive investment in transferable securities (UCITS), with regard to
investments of UCITS. Member States shall adopt, up to 13 August 2003, at
the latest, the legal, regulatory and administrative provisions required to
enforce the above-mentioned Directive. Member States shall forthwith in-
form the Commission thereon. Member States shall implement these mea-
sures up to 13 February 2004, at the latest.

� 14 February (Circular Letter of Banco de
Portugal no. 17/02/DSBDR)

Establishes that a report shall be sent to Banco de Portugal, on a half-yearly
basis, quantifying the economic provisions required for the coverage of
risk implicit in a credit portfolio.

� 15 February (Decision no. 3497/2002,
Official Gazette no. 39, Series II)

Pursuant to the provisions set forth in paragraph 2 of article 74 of Law no.
109-B/2001, of 27 December, authorizes the Public Credit Management In-
stitute to intervene in the secondary public debt market as a party in repur-
chase operations, based on securities representing the direct public debt
quoted in the special public debt market (MEDIP - mercado especial de dívida
pública).

� 15 February (Instruction of Banco de
Portugal no. 3/2002, BNBP no. 2/2002)

Provides for a simulation exercise of a regime known as anti-cycle or dy-
namic provisioning.

� 15 February (Instruction of Banco de
Portugal no. 4/2002, BNBP no. 2/2002)

Defines the information elements relating to liabilities on account of retire-
ment and survivorship pensions that must be sent to Banco de Portugal.
Revokes Instruction no. 13/99, published in BNBP no. 6, of 15 June 1999.

� 19 February (Circular Letter of Banco de
Portugal no. 11/DPGCO)

Warns credit institutions that, following some complaints about the print-
ing of a deadline on euro-denominated cheques, they must take into ac-
count some aspects related to their obligations to provide information to
their customers in the case of contracts associated with cheque movements
in deposit accounts.

� 20 February (Circular Letter of Banco de
Portugal no. 18/02/DSBDR)

Makes known that Banco de Portugal has decided to change the valuation
criterion mentioned in item b) of number 1 of Chapter V of the Chart of Ac-
counts for the Banking System, following suggestions made by some insti-
tutions in order to be able to value their portfolios at the prices prevailing
in the special public debt market (MEDIP - mercado especial de dívida
pública). Also informs that this change is valid, in accordance with para-
graph 10 of Notice no. 3/95, for the calculation of capital losses on invest-
ment portfolio securities and the setting up of the corresponding
provisions. The above-mentioned change takes effect on 1 March 2002.
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March

� 2 March (Decree-Law no. 42/2002, Official
Gazette no. 52, Series I - A)

Establishes the legal framework of electronic money institutions. Trans-
poses into the Portuguese legal system Directive 2000/28/EC, of the Euro-
pean Parliament and of the Council of 18 September 2000 amending
Directive 2000/12/EC, of 20 March, relating to the taking up and pursuit of
the business of credit institutions, and Directive 2000/46/EC of the Euro-
pean Parliament and of the Council of 18 September 2000 on the taking up,
pursuit of and prudential supervision of the business of electronic money
institutions.

� 13 March (Notice of Banco de Portugal
no. 1/2002, Official Gazette no. 61, Series
I - B)

Redefines the Direct Debiting System. Revokes Notice no. 3/2000, of 11
August, published in Official Gazette no. 193, Series I - B, of 22 August
2000.

� 14 March (Regulation no. 5/2002 of the
Stock Market Commission, Official
Gazette no. 62, Series II)

Introduces changes in articles 29, 31, 32 and 34 of Regulation no. 5/2000, of
23 February, which governs the operation of markets, in general, and of
stock markets, in particular. This Regulation was amended by Corrigen-
dum no. 686/2002, of 14 March, published in Official Gazette no. 74, Series
II, of 28 March 2002.

� 14 March (Circular Letter of Banco de
Portugal no. 10/DET)

Calls the attention to the fact that the rules set forth in Decree-Law no.
117/2001, of 17 April shall be complied with in the exchange into euro of
banknotes and coins denominated in escudos. This Circular Letter also
emphasises the recommendations laid down in Circular Letter no. 1/DET,
of 7 January 2002.

� 20 March (Decree-Law no. 60/2002,
Official Gazette no. 67, Series I - A)

Approves the new legal framework of real estate investment funds, which
shall enter into force 90 days after publication. With the entry into force of
this legal framework, Decree-Law no. 294/905, of 17 November, as
amended by Decree-Law no. 323/97, of 26 November, shall be revoked.

� 20 March (Decree-Law no. 61/2002,
Official Gazette no. 67, Series I - A)

Rewords articles 16 and 17 of the Stock Market Code, approved by De-
cree-Law no. 486/99, of 13 November.

� 20 March (Decree-Law no. 62/2002,
Official Gazette no. 67, Series I - A)

Rewords articles 7, 8, 18 and 35 of Decree-Law no. 276/94, of 2 November,
as worded by Decree-Law no. 323/99, of 13 August, which lays down the
legal framework of real estate investment funds.

� 27 March (Executive Order no. 323/2002,
Official Gazette no. 73, Series I - B)

Introduces changes in articles 1, 3, 4 and 6 and adds articles 3-A and 7-A to
Executive Order no. 1303/2001, of 22 November, so as to widen the inci-
dence base of the supervision rates to be paid to the Stock Market Commis-
sion.

� 27 March (Notice of Banco de Portugal
no. 2/2002, Official Gazette no. 88, Series
I - B)

Adds paragraph 2 - A to Notice no. 1/95 of 17 February, on the provision
of information on services and products that may be requested or pur-
chased through the Internet. This Notice takes effect within 30 days as of
the date of its publication.

April

� 5 April (Decree-Law no. 82/2002, Official
Gazette no. 80, Series I - A)

Introduces changes in articles 4 to 7, 12, 16, 17, 19, 23, 27, 28, 34, 37 and 38
and in Chapters III and IV of Decree-Law no. 453/99, of 5 November,
which defines the system governing the securitisation of credit. De-
cree-Law no. 453/99, as amended by Decree-Law no. 82/2002, shall be re-
published in attachment.

� 26 April (Circular Letter of Banco de
Portugal no. 6/DMR)

Following Circular Letter no. 347/DMR of 27 October 1999, fixes at 3.30%,
the rate of return of the Certificates of Deposit, Series B, to prevail in the
quarter started on 4 May 2002.
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� 30 April (Executive Order no. 505/2002,
Official Gazette no. 100, Series I - B)

Pursuant to the provisions laid down in article 5 of Decree-Law no. 232/96
of 5 December, and for the purposes of Council Directive 93/22/EEC, ap-
proves the list of regulated markets. Revokes Executive Order no. 27/99 of
18 January.

May

� 4 May (Decree-Law no. 122/2002, Official
Gazette no. 103, Series I - A)

Approves the legal framework of the new series of saving certificates. Re-
words article 7 of Decree-Law no. 172-B/86 of 30 June, and articles 18 and
19 of Decree-Law no. 43454 of 30 December 1960.

� 7 May (Regulation no. 6/2002 of the Stock
Market Commission, Official Gazette
number 105, Series II)

In accordance with the provisions laid down in sub-paragraph b), of article
247 and in article 11 of the Stock Market Code, and within the scope of the
obligation to provide financial information to the market, lays down that
the issuers of transferable securities listed in a regulated market must com-
pulsorily prepare and publish information by batches. This regulation shall
be applicable as from the disclosure of the annual accounts for the fiscal
year started on or after 1 January 2002 and whose disclosure takes place af-
ter the entry into force of this regulation. With respect to entities that have
not adopted the Official Chart of Accounts, as for instance, credit institu-
tions and financial companies, this regulation shall only be applicable as
from the date of publication of a subsequent regulation by the Stock Mar-
ket Commission.

� 8 May (Regulation no. 7/2002 of the Stock
Market Commission, Official Gazette
no. 120, Series II)

Recognises certificates as a new type of transferable security, defines their
concept and identifies their different forms; pursuant to the provisions of
this Regulation, these certificates shall be subsidiarily subject to the regime
applicable to covered warrants.

� 15 May (Instruction of the Banco de
Portugal no. 8/2002, BNBP 5/2002)

Revokes Instruction no. 70/96, published in BNBP no. 1, of 17 June 1996.
Establishes mechanisms preventing the utilisation of the Portuguese finan-
cial system for money laundering purposes.

� 21 May (Notice of Banco de Portugal
no. 3/2002, Official Gazette no. 129,
Series I - B)

Changes part I of the annex to Notice no. 1/93, of 8 June 1993, adding para-
graph 10, relating to own funds requirements applicable to the irrevocable
payment commitments arising from the compulsory contributions to the
Deposit Guarantee Fund.

� 31 May (Law no. 16-A/2002, Official
Gazette no. 125, Series I - A, Supplement)

Introduces changes in the State Budget for 2002, approved by Law no.
109-B/2001, of 27 December, in the part relating to the annexed tables I to
IV, replacing them accordingly with other tables with an equal numbering.
Provides for the extinction, restructuring and merger of several bodies and
lays down several provisions, many of which are of a tax nature; the sev-
eral ordinances referred to have been amended accordingly, except for ta-
ble I, mentioned in paragraph 1 of article 8 of the Regulation relating to the
Municipal Vehicles Tax (Imposto Municipal sobre Veículos), approved by De-
cree-Law no. 143/78, of 12 June; paragraph 3 of the above-mentioned arti-
cle 8, which had been previously revoked, shall be retained, article 10
being amended. Rectified by Corrigendum no. 21-A/2002, of 31 May.

June

� 18 June (Regulation no. 8/2002 of the Stock
Market Commission, Official Gazette
no. 138, Series II, Supplement )

Under the provisions of article 60 of Decree Law no. 60/2002, of 20 March,
lays down a set of rules that constitute the legal framework of real estate
investment funds. Revokes Regulations no. 96/03, of 29 March, no. 97/11,
of 26 July, and no. 98/05, of 27 May. This Regulation takes effect on 18 June
2002.

� 19 June (Executive Order no. 676/2002,
Official Gazette no. 139, Series I - B)

Under the provisions of paragraph 1 of article 95 and paragraph 1 of article
196 of the Legal Framework of Credit Institutions and Financial Com-
panies, approved by Decree Law no. 298/92, of 31 December, as well as of
paragraph 3 of article 40 of Decree Law no. 453/99, of 5 November,
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changes the minimum capital stock of credit securitisation funds manage-
ment companies and credit securitisation companies. Revokes Executive
Order no. 284/2000, of 23 May.

� 25 June (Notice of Banco of Portugal
no. 4/2002, Official Gazette no. 144,
Series I - B)

Establishes the prudential regime of capital losses inherent in financial
participations (minimum provisioning levels and deductions from own
funds). Introduces changes in Notices no. 3/95, of 30 June, and no. 12/92,
of 29 December. This Notice takes effect on 30 June 2002.

� 26 June (Regulation no. 35/2002 of the
Instituto de Seguros de Portugal (Rule
no. 12/2002-R), Official Gazette no. 145,
Series - II)

Introduces changes in the chart of accounts of pension funds. Rewords
paragraph 3.2. and adds paragraphs 3.4 and 3.5 to regulatory rule no.
12/95-R, of 6 July.

� 26 June (Regulation no. 33/2002 of the
Instituto de Seguros de Portugal (Rule
no. 10/2002-R), Official Gazette no. 145,
Series II)

Lays down the rules applicable to securities repurchase and lending opera-
tions carried out in pension funds by their management companies that
operate in Portugal, as well as to their accounting.

� 26 June (Regulation no. 32/2002 of the
Instituto de Seguros de Portugal (Rule
no. 9/2002-R), Official Gazette no. 145,
Series II)

Lays down the rules applicable to securities repurchase and lending opera-
tions carried out by insurance corporations that operate in Portugal or
abroad, which are subject to the supervision of the Instituto de Seguros de
Portugal (Portuguese Insurance Institute), as well as to their accounting.

� 26 June (Regulation no. 30/2002 of the
Instituto de Seguros de Portugal (Rule
no. 7/2002-R), Official Gazette no. 145,
Series II)

Lays down the rules applicable to the use and accounting record of deriva-
tive instruments by insurance corporations that operate in Portugal or
abroad, which are subject to the supervision of the Instituto de Seguros de
Portugal. Revokes rule no. 15/98-R, of 20 November.

� 26 June (Regulation no. 31/2002 of the
Instituto de Seguros de Portugal (Rule
no. 8/2002-R), Official Gazette no. 145,
Series II)

Lays down the rules applicable to the use and accounting record of deriva-
tive instruments in pension funds by their management companies that op-
erate in Portugal. Revokes rule no. 16/98-R, of 20 November.

� 26 June (Regulation no. 34/2002 of the
Instituto de Seguros de Portugal (Rule
no. 11/2002-R), Official Gazette no. 145,
Series II)

Introduces changes in the chart of accounts of insurance corporations, ap-
proved by regulatory rule no. 7/94-R, of 27 April, as amended by regula-
tory rule no. 14/95-R, of 20 July.

July

� 2 July (Regulation no. 9/2002 of the Stock
Market Commission, Official Gazette
no. 150, Series II)

Rewords article 53 of Regulation no. 10/2000, of 23 February (issues of cov-
ered warrants) of the Stock Market Commission.

� 8 July (Circular Letter of Banco de
Portugal no. 68/2002/DSB)

Informs that loans collateralised by mortgage on owner-occupied housing
and granted until the entry into force of Notice no. 1/2001 (2001/02/14),
may benefit from the previous weighting with regard to the solvency ratio,
provided that the respective assessments are made within 3 years as from
the date mentioned.

� 10 July (Circular Letter of Banco de
Portugal no. 69/2002/DSB)

Recommends credit institutions and financial corporations to carefully ex-
amine operations carried out with natural or legal persons residents in cer-
tain countries or territories, within the framework of preventive measures
of money laundering. Revokes Circular Letter no. 36/2001/DSB, of 17 Oc-
tober 2001.

� 11 July (Council Recommendation
2002/549/CE, OJ L 182)

Council Recommendation on the broad guidelines of the economic policies
of the Member States and the Community.

� 15 July (Guideline of the European Central
Bank no. 2002/07/15, OJ L 185)

Amends to Guideline ECB/2000/7 on monetary policy instruments and
procedures of the Eurosystem (ECB/2002/2).
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� 19 July (Regulation no. 10/2002 of the
Stock Market Commission, Official
Gazette no. 165, Series II)

Defines the value of the rate on services provided by the Stock Market
Commission related to the registration of real estate assessors. Adds
sub-paragraph h) to Article 5 (1) of Regulation no. 8/2001, of 28 December.

� 19 July (Notice of the European Central
Bank No. 2002/C 173/02, OJ C 173)

Publishes the competent national authorities designated by the Member
States to prevent and combat money counterfeiting, referred to in Article 2
(b) of Council Regulation (EC) no. 1338/2001 and also in accordance with
Council Regulation (EC) no. 1339/2001, which extended the effects of that
regulation to those Member States which have not adopted the euro as
their single currency.

� 22 July (Circular Letter of Banco de
Portugal no. 71/02/DSBDR)

Waives the preparation and report to the Banco de Portugal of the report
on economic provisions foreseen in Circular Letter no. 17/02/DSBDR for
brokers, foreign-exchange and money-market mediating companies,
wealth managing companies, investment-fund managing companies,
group-purchase managing companies, exchanges offices and credit securi-
tisation fund management companies.

� 24 July (Executive Order no. 866/2002,
Official Gazette, no. 169, Series I)

Introduces changes, in accordance with the provisions laid down in Article
95 (1) and Article 196 (1) of the Legal Framework of Credit Institutions and
Financial Companies, approved by Decree-Law no. 298/92, of 31 Decem-
ber, into no. 1 (h) and (i) of Executive Order no. 95/94, of 9 February (de-
termining the minimum equity capital of credit institutions and financial
corporations). Introduces changes into the minimum equity capital of deal-
ers and brokers, which should be fully paid up by 30 September 2002. Re-
vokes Executive Order no. 102/2002, of 1 February.

August

� 9 August (Instruction no. 1/2002 of the
IGCP, Official Gazette no. 183, Series II)

Determines, in accordance with the provisions laid down in Article 10 (1)
(c), of Decree-Law no. 122/2002, of 4 May, the value of rates on the provi-
sion of services related to operations on savings certificates.

� 9 August (Circular Letter of the Instituto
de Seguros de Portugal (the Portuguese
Insurance Institute) no. 31/02, Official
Gazette no. 183, Series III, Part A)

Publishes the list, as at 17 July 2002, of insurance companies and pension
fund managing companies registered in Instituto de Seguros de Portugal and,
therefore, authorised to carry on their respective activity.

� 14 August (Circular Letter of Banco de
Portugal no. 73/02/DSBDR)

Clears some doubts on the obligation to send to Banco de Portugal a report
prepared by the external auditor of each institution, quantifying the eco-
nomic provisions required for the coverage of risk implicit in the corre-
sponding credit portfolio, as referred to in Circular Letter no. 17/2002/DSB,
of 14 February.

� 16 August (Instruction of Banco de
Portugal no.22/02)

Amends Instruction no. 23/97, with regard to the list of largely diversified
indices.

� 20 August (Notice of Banco de Portugal
no. 5/2002, Official Gazette no. 191,
Series I - B)

Rewords numbers 4 and 5 of paragraph 5 of Notice no. 4/2002, of 20 June.

� 21 August (Decree-Law no. 188/2002,
Official Gazette no. 192, Series I - A)

Sets up the Credit Securitisation Guarantee Fund (Fundo de Garantia de
Titularização de Créditos - FGTC), whose purpose is the granting of collateral
within the scope of the purchase of securities representing medium-and
long-term claims on small-and medium-sized companies carrying on their
activity within the framework of the Operational Programme for Economic
Activities.

� 21 August (Decree-Law no. 186/2002,
Official Gazette no. 192, Series I - A)

Creates a new type of credit institution, the credit financial institution,
whose purpose is the carrying out of all operations allowed to banks, ex-
cept for the taking of deposits, and which are governed by this decree-law
and by the provisions set forth in Decree-Law no. 298/92, of 31 December
(Legal Framework of Credit Institutions and Financial Companies) and
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supplementary legislation. Revokes Article 4 of Decree-Law no. 72/95, of
15 April, and paragraph 1 of Article 4 of Decree-Law no. 171/95, of 18 July.

� 21 August Decree-Law no. 187/2002,
Official Gazette no. 192, Series I - A)

Sets up the Fundos de Sindicação de Capital de Risco, whose purpose is the
carrying out of combined operations in the area of risk capital, by investing
in holdings in companies and financing entities specialising in risk capital,
for the equity increase of small-and medium-sized companies carrying on
their activity within the framework of the Operational Programme for Eco-
nomic Activities.

� 24 August (Regulation no. 11/2002 of the
Stock Market Commission, Official
Gazette no. 195, Series II)

Establishes the accounting system to be complied with by real estate in-
vestment funds. This Regulation takes effect on 1 August 2002. For ac-
counting purposes, in particular, with respect to the monthly reporting of
data, funds built up and operating at the date on which this Regulation
takes effect may continue to comply with the provisions set forth in Regu-
lation no. 96/16 of the Stock Market Commission, of 13 December, which
will remain in force up to 31 December 2002.

� 24 August (Regulation no. 12/2002 of the
Stock Market Commission, Official
Gazette no. 195, Series II)

Defines the elements that may integrate credit securitisation companies’
own funds and lays down the accounting rules applicable to this type of
companies. Amends Regulation no. 10/2000 of the Stock Market Commis-
sion, of 10 February and revokes Articles 4, 48 and 49 of the same regula-
tion.

� 26 August (Regulation no. 13/2002 of the
Stock Market Commission, Official
Gazette no. 196, Series II)

Introduces changes to Article 1, adds Article 8-A and revokes subpara-
graph b) of paragraph 2 of Article 3 of Regulation no. 11/2000 of the Stock
Market Commission, of 23 February 2000 (Reporting obligation).

September

� 16 September (Circular Letter
no. 72/2002/DSB)

Informs that the establishment of value dates related to debit and credit en-
tries in demand deposit accounts will no longer be subject to regulations is-
sued by Banco de Portugal, and that the Bank will thus revoke Instruction
no. 50/96 and introduce changes in Notice no. 1/95.

� 16 September (Instruction of the Banco de
Portugal no. 24/2002)

Determines that branches established in Portugal of credit institutions and
financial companies having their head office in another EU Member State
must prepare a report on the money laundering prevention system.

� 17 September (Executive Order no.
1403/2002, Official Gazette no. 215,
Series II)

Pursuant to the provisions laid down in paragraph 1 of Article 95 of the Le-
gal Framework of Credit Institutions and Financial Companies, approved
by Decree-Law no. 298/92 of 31 December, sets forth that the minimum
capital stock of credit institutions shall not be lower than 10 million.

� 26 September (Decree-Law no. 201/2002,
Official Gazette no. 223, Series I - A)

Introduces changes in the Legal Framework of Credit Institutions and Fi-
nancial Companies, approved by Decree-Law no. 298/92 of 31 December.
Redefines the types of credit institutions and financial companies (e.g. cre-
ates credit financial institutions and no longer includes group-purchase
managing companies in financial companies, although it envisages a tran-
sitional regime for those currently existing). Revises the prudential frame-
work of credit institutions and financial companies, in particular within the
scope of the authorisation regime for their setting-up and the acquisition of
qualifying holdings, as well as the registration of the members of the man-
agement and auditing boards. Enhances the effectiveness of supervisory
methods, in line with the internationally accepted standards. Introduces
changes in the financial reorganisation process, namely by enabling greater
intervention by the Banco de Portugal, the Deposit Guarantee Fund and
other financial system entities.

� 28 September Notice of the Banco de
Portugal no. 6/2002, Official Gazette
no. 225, Series I - B)

Lays down a set of reporting requirements aimed at improving transpar-
ency and fairness in the promotion and negotiation of structured savings
collection instruments (instrumentos de captação de aforro estruturado - ICAE).
This notice takes effect 60 days after its publication.
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WORKING PAPERS

1998

1/98 A COMPARATIVE STUDY OF THE PORTUGUESE AND SPANISH LABOUR MARKETS

— Olympia Bover, Pilar Garcia-Perea, Pedro Portugal

2/98 EARNING FUNCTIONS IN PORTUGAL 1982-1994: EVIDENCE FROM QUANTILE REGRESSIONS

— José A. F. Machado, José Mata

3/98 WHAT HIDES BEHIND AN UNEMPLOYMENT RATE: COMPARING PORTUGUESE

AND US UNEMPLOYMENT

— Olivier Blanchard, Pedro Portugal

4/98 UNEMPLOYMENT INSURANCE AND JOBLESSNESS IN PORTUGAL

— Pedro Portugal, John T. Addison

5/98 EMU, EXCHANGE RATE VOLATILITY AND BID-ASK SPREADS

— Nuno Cassola, Carlos Santos

6/98 CONSUMER EXPENDITURE AND COINTEGRATION

— Carlos Robalo Marques, Pedro Duarte Neves

7/98 ON THE TIME-VARYING EFFECTS OF UNEMPLOYMENT INSURANCE ON JOBLESSNESS

— John T. Addison, Pedro Portugal

8/98 JOB SEARCH METHODS AND OUTCOMES

— John T. Addison, Pedro Portugal

1999

1/99 PRICE STABILITY AND INTERMEDIATE TARGETS FOR MONETARY POLICY

— Vítor Gaspar, Ildeberta Abreu

2/99 THE OPTIMAL MIX OF TAXES ON MONEY, CONSUMPTION AND INCOME

— Fiorella De Fiore, Pedro Teles

3/99 OPTIMAL EXECUTIVE COMPENSATION: BONUS, GOLDEN PARACHUTES, STOCK OWNERSHIP

AND STOCK OPTIONS

— Chongwoo Choe

4/99 SIMULATED LIKELIHOOD ESTIMATION OF NON-LINEAR DIFFUSION PROCESSES THROUGH

NON-PARAMETRIC PROCEDURE WITH AN APPLICATION TO THE PORTUGUESE INTEREST RATE

— João Nicolau

5/99 IBERIAN FINANCIAL INTEGRATION

— Bernardino Adão

6/99 CLOSURE AND DIVESTITURE BY FOREIGN ENTRANTS: THE IMPACT OF ENTRY AND POST-ENTRY

STRATEGIES

— José Mata, Pedro Portugal

2000

1/00 UNEMPLOYMENT DURATION: COMPETING AND DEFECTIVE RISKS

— John T. Addison, Pedro Portugal

2/00 THE ESTIMATION OF RISK PREMIUM IMPLICIT IN OIL PRICES

— Jorge Barros Luís

3/00 EVALUATING CORE INFLATION INDICATORS

— Carlos Robalo Marques, Pedro Duarte Neves, Luís Morais Sarmento
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4/00 LABOR MARKETS AND KALEIDOSCOPIC COMPARATIVE ADVANTAGE

— Daniel A. Traça

5/00 WHY SHOULD CENTRAL BANKS AVOID THE USE OF THE UNDERLYING INFLATION INDICATOR?

— Carlos Robalo Marques, Pedro Duarte Neves, Afonso Gonçalves da Silva

6/00 USING THE ASYMMETRIC TRIMMED MEAN AS A CORE INFLATION INDICATOR

— Carlos Robalo Marques, João Machado Mota

2001

1/01 THE SURVIVAL OF NEW DOMESTIC AND FOREIGN OWNED FIRMS

— José Mata, Pedro Portugal

2/01 GAPS AND TRIANGLES

— Bernardino Adão, Isabel Correia, Pedro Teles

3/01 A NEW REPRESENTATION FOR THE FOREIGN CURRENCY RISK PREMIUM

— Bernardino Adão, Fátima Silva

4/01 ENTRY MISTAKES WITH STRATEGIC PRICING

— Bernardino Adão

5/01 FINANCING IN THE EUROSYSTEM: FIXED VERSUS VARIABLE RATE TENDERS

— Margarida Catalão-Lopes

6/01 AGGREGATION, PERSISTENCE AND VOLATILITY IN A MACROMODEL

— Karim Abadir, Gabriel Talmain

7/01 SOME FACTS ABOUT THE CYCLICAL CONVERGENCE IN THE EURO ZONE

— Frederico Belo

8/01 TENURE, BUSINESS CYCLE AND THE WAGE-SETTING PROCESS

— Leandro Arozamena, Mário Centeno

9/01 USING THE FIRST PRINCIPAL COMPONENT AS A CORE INFLATION INDICATOR

José Ferreira Machado, Carlos Robalo Marques, Pedro Duarte Neves, Afonso Gonçalves da Silva

10/01 IDENTIFICATION WITH AVERAGED DATA AND IMPLICATIONS FOR HEDONIC REGRESSION

STUDIES

— José A.F. Machado, João M.C. Santos Silva

2002

1/02 QUANTILE REGRESSION ANALYSIS OF TRANSITION DATA

— José A.F. Machado, Pedro Portugal

2/02 SHOULD WE DISTINGUISH BETWEEN STATIC AND DYNAMIC LONG RUN EQUILIBRIUM IN

ERROR CORRECTION MODELS?

— Susana Botas, Carlos Robalo Marques

3/02 MODELLING TAYLOR RULE UNCERTAINTY

— Fernando Martins, José A. F. Machado, Paulo Soares Esteves

4/02 PATTERNS OF ENTRY, POST-ENTRY GROWTH AND SURVIVAL: A COMPARISON BETWEEN

DOMESTIC AND FOREIGN OWNED FIRMS

— José Mata, Pedro Portugal

5/02 BUSINESS CYCLES: CYCLICAL COMOVEMENT WITHIN THE EUROPEAN UNION IN THE PERIOD

1960-1999. A FREQUENCY DOMAIN APPROACH

— João Valle e Azevedo

6/02 AN “ART”, NOT A “SCIENCE”? CENTRAL BANK MANAGEMENT IN PORTUGAL UNDER THE

GOLD STANDARD, 1854-1891

— Jaime Reis
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7/02 MERGE OR CONCENTRATE? SOME INSIGHTS FOR ANTITRUST POLICY

— Margarida Catalão-Lopes

8/02 DISENTANGLING THE MINIMUM WAGE PUZZLE: ANALYSIS OF WORKER ACCESSIONS AND

SEPARATIONS FROM A LONGITUDINAL MATCHED EMPLOYER-EMPLOYEE DATA SET

— Pedro Portugal, Ana Rute Cardoso

9/02 THE MATCH QUALITY GAINS FROM UNEMPLOYMENT INSURANCE

— Mário Centeno

10/02 HEDONIC PRICES INDEXES FOR NEW PASSENGER CARS IN PORTUGAL (1997-2001)

— Hugo J. Reis, J.M.C. Santos Silva

11/02 THE ANALYSIS OF SEASONAL RETURN ANOMALIES IN THE PORTUGUESE STOCK MARKET

— Miguel Balbina, Nuno C. Martins

12/02 DOES MONEY GRANGER CAUSE INFLATION IN THE EURO AREA?

— Carlos Robalo Marques, Joaquim Pina

Banco de Portugal /Economic bulletin /September 2002 iii

Working papers


