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CareEdge Global assigns Long Term Foreign
Currency Rating of A+ (Unsolicited) to
Republic of Portugal

Credit Profile

Portugal’s credit profile is underpinned by a relatively high GDP per capita, a buoyant tourism sector,
strong institutions and an improving banking sector. Portugal has also displayed a strong record of
implementing structural reforms; thereby improving economic and fiscal conditions. Notwithstanding
these positives; the economy continues to be burdened by high debt and a deeply negative net
international investment position. Moreover, it also remains susceptible to external shocks due to a

slowdown in the European Union that constitutes 71% of its total trade.

Looking ahead, continued commitment to bringing out reforms and increasing investment associated with
the European Commission’s National Resilience and Recovery Plan (NRRP) could further aid economic
growth. Though there are expectations of policy continuity, reforms implementation under the new

minority government would be a key monitorable.

Strengths

e Reform orientation

e Relatively high GDP per capita
e Stronginstitutions

e Resilient banking system

Weaknesses
e Highindebtedness with legacy from Euro crisis

e lLarge negative international position

Key Monitorables
e Ability to meet up with the requirements of National Recovery and Resilience Plan

Key Rating Drivers

Economic Structure & Resilience

Portugal is a small economy with a Nominal GDP of USD 287 billion and a relatively high GDP per capita of
USD 36986 (constant PPP basis) in 2023. Post the financial crisis of 2011, Portugal’s economy has gone
through a remarkable transformation by focusing on exports, lowering labour costs, improving labour
skills, putting impetus on tourism and restructuring the banking system. As a result, unemployment rate
has been secularly declining from the highs of 2013 at 16.2% to 6.6% in December 2023. The contribution
of exports to GDP increased to about 47% in 2023 from 37% in 2014. Average GDP growth was steady at
1.9% in the pre-pandemic period (2015-19), higher than the Euro Area average of 1% for the same period.
Economic growth moderated to 2.3% in 2023 following a strong 6.7% in 2022 primarily due to weaker
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external demand and slowing private consumption demand amidst higher interest rates and high base
effects. Going further, Portugal is expected to grow at 1.9% on an average till 2028 vis-a-vis Euro Average
of 1.2%.

Tourism contributes a high 17% to GDP. However, Portugal’s excessive reliance on EU for tourism and a
high share of intra-EU trade amid a slowdown in the region are key risks to the economic growth. Portugal
has one of the lowest gross fixed capital formation as percent of GDP at 19% in 2023 in comparison with
its similar rated peers like Spain (20%) and Chile (24%). Unfavorable demographics continue to be a

concern.

Fiscal Strength

Despite displaying commitment to fiscal consolidation in recent years, Portugal’s fiscal assessment
continues to be burdened by the past. The debt to GDP ratio is high at 99% of GDP in 2023. but is expected
to moderate to 87% by 2028, supported by fiscal surplus. Portugal had a fiscal surplus of 1.2% in 2023 and
the fiscal surplus is expected to remain in 2024 and 2025 albeit a smaller one.

Even with reforms, Portugal has high fixed expenditure in the form of elevated pension spending 12.4% of
GDP vis-a-vis the OECD average of 7.7% of GDP. Portugal has access to the NextGen EU Fund via NRRP
which amounts to about EUR 22.2 billion (8.3% of GDP) for the 2021-2027 period, which could bolster
investment. However, only 17% of these approved funds were transferred into real economy in 2023 due
to administrative and execution constraints

External Position & Linkages

Portugal’s deeply negative net international investment position (NIIP) at 74.3% of GDP and high external
debt at 150% of GDP in 2023, is a legacy of its past. Although these numbers seem very high, they are lower
than the negative NIIP of 100% and external debt of 192% in 2019. Despite the de-leveraging cycle, the
economy remains exposed to external shocks.

The current account returned to surplus levels in 2023 at 1.4% of GDP majorly due to the buoyant tourism
sector and favorable terms of trade. Net Foreign Direct Investment (FDI) inflows as a percentage of GDP
was strong averaging 3.2% between 2019-23 due to its relatively lower labour costs, availability of skilled
workers and commitment to energy transition. Portugal also benefits from having an actively traded

currency.

Monetary & Financial Stability

Portugal managed inflation in line with its EU peers with average HICP Inflation at 5.3% in 2023. HICP
Inflation has slowed considerably from 8.2% in 2022 with receding energy prices, lower food and non-
industrial goods prices. Inflation is estimated to considerably drop t0 2.3% in 2024 and 1.9% in 2025. Since
Portugal is a part of the European Monetary Union, it has access to liquidity support from the European
Central Bank (ECB).

NPL ratio declined to 2.9% in September 2023 from 3% in December 2022, as banks continued to dispose
of NPLs through sales and write-offs. Credit quality remained resilient to withdrawal of pandemic related
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measures. Also, banks have a better loan-to-deposit ratio at 79% in 2023 from the peak of 146% in 2015,
implying most of the credit is now funded internally. Private sector continued to deleverage as corporate
debt ratio fellto 129% in 2023 from 211% in 2012. Household debt also declined to 55% in 2023.

Institutions & Quality of Governance

Post 2011, Portugal has brought its fiscal and external situation under control by bringing in reforms.
Portugal has repaid its debt obligations to the IMF and EU five years before schedule. This highlight
government’s effectiveness and healthy institutional framework. Luis Montenegro, head of the centre-right
Democratic Alliance (AD), has been appointed as the country’s new prime minister forming a minority
government after eight years of Socialist rule. Despite a minority government at helm, there is expectation
of policy continuity especially on fiscal reforms and implementation of NRRP.
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Portugal - Select Indicators

Unit 2018 2019 2020 2021 2022 2023  2024F 2025F
. USD
Nominal GDP Bton 242 240 229 256 255 287 299 310
GDP Per Capita USD 34083 34989 32051 33898 36198 36986 37589 38328
(Constant-PPP)
Real GDP Growth % 2.8 2.7 8.3 5.7 6.8 2.3 1.7 2.1
GFCF/GDP % 17.5 18.1 19.2 20.2 20.1 19.4 ; .
Gross Domestic Savings/GDP % 18.8 18.9 17.0 17.8 18.2 20.4 - -
Exports (G&S)/GDP % 43.4 43.5 37.0 41.4 49.6 47.4 ; .
Working-Age (15-64) o
Population (% Share in Total) % 64.5 64.4 64.2 64.1 63.9 63.7 63.4 63.2
- + i 0,

Old-Age (65+) Population (% % 21.7 22.0 22.3 22.6 22.9 23.3 23.7 24.1

Share in Total)

Fiscal Indicators - General Government

Fiscal Balance/GDP % -0.3 0.1 -5.8 -2.9 -0.3 1.2 0.2 0.2
Revenue/GDP % 42.9 42.5 43.4 44.6 43.8 43.4 43.4 43.3
Expenditure/GDP % 43.2 42.4 49.2 47.5 441 42.4 43.2 43.1
GG Gross Debt/GDP % 121.5 116.6 134.9 124.5 112.4 99.0 94.7 90.8
GG External Debt (by o
Creditor)/GG Gross Debt % 52.2 55.0 52.4 47.7 42.5 40.7
Interest/Revenue % 7.8 6.9 6.6 5.4 4.4 5.0 - -
External Indicators

Current Account

0, - - -
Balance/GDP % 0.6 0.4 1.0 0.8 1.1 1.4 1.6 1.5
FDI, Net Inflows/GDP % 3.24 4.30 1.74 3.07 3.73 3.38 - -
Outstanding FllI o
Liabilities/GDP % 60.5 66.4 77.9 60.3 53.0 49.0 - -
NIIP/GDP % -103.1 -100.3 -112.4 -90.0 -84.6 -74.0 - -
Foreign Exchange Reserves BLiJlﬁcE))n 24.9 25.0 29.5 32.6 32.3 35.3 - -
Import Cover Months 2.9 2.9 4.0 3.5 2.9 3.2 - -
External Debt/GDP % 196 191.6 204.8 189.9 166.0 150.4 - -

Monetary and Financial Indicators

HICP Inflation % 1.20 0.30 -0.10 0.90 8.10 5.30 3.20 2.40
LC per

Exchange Rate (Average) USD 0.85 0.89 0.88 0.85 0.95 0.93 - -

Non-Performing Loans/Total % 9.43 6.18 4.89 3.68 3.00 2.90 ; .

Gross Loans

Private debt, loans and debt % 1671 160.9 1766  169.7  153.7 - ; -

securities/GDP

Sources: International Monetary Fund, World Bank, Bank for International Settlements, National Sources, CareEdge Global

Note: F - Forecast; PPP — Purchasing Power Parity; GFCF — Gross Fixed Capital Formation; Exports (G&S) — Exports of Goods and Services; GG - General
Government; FDI — Foreign Direct Investment; FIl — Foreign Institutional Investment; NIIP — Net International Investment Position; Data refers to
fiscal/calendar year and actual/estimate as reported by the source; Where general government data is unavailable, central government data is used;
Latest available data for 2023
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About Us

CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering Global
Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and authorized by the
International Financial Services Centres Authority (India), CareEdge Global is uniquely positioned to provide comprehensive ratings
on a global scale. A part of the CareEdge Group, which is a knowledge-based analytical organisation offering a wide range of services
in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent company, CARE Ratings Limited
(CareEdge Ratings), stands as India’s second-largest rating agency.

Disclaimer
This disclaimer applies to each credit rating report and/ or credit rating rationale (‘'report’) that is provided by CareEdge Global IFSC
Limited ('CareEdge Global').

Ratings from CareEdge Global are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold or sell any securities/ instruments or to make any investment decisions. The report is not a
solicitation of any kind to enter into any deal or transaction with the entity to which the report pertains. Any opinions expressed here
are in good faith, are subject to change without notice, and are only current as of the stated date of their issue. CareEdge Global
assumes no obligation to update its opinions following publication in any form or format although CareEdge Global may disseminate
its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment and experience of the investor,
user, its management, employees, advisors and/ or clients when making investment or other business decisions. The recipients of
the report should rely on their own judgment and take their own professional advice before acting on the report in any way. Therefore,
the report is not intended to and does not constitute an investment advice. The report should not be the sole or primary basis for any
investment decision. CareEdge Global is not responsible for any errors and states that it has no financial liability whatsoever to the
users of the ratings of CareEdge Global. CareEdge Global does not act as a fiduciary by providing the rating.

Any unsolicited ratings assigned by CareEdge Global are based on publicly available information as CareEdge Global may or may not
have access to documents / information or participation from management of such issuers. While CareEdge Global has obtained
information from sources it believes to be reliable, CareEdge Global does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives and/ or relies on in its reports. CareEdge Global ratings are subject
to a periodic review, which may lead to revision in ratings. CareEdge Global has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process. CareEdge Global has in place
a ratings code of conduct and policies for managing conflict of interest.

Neither CareEdge Global nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or agents
guarantee the accuracy, completeness or adequacy of the report, and shall not have any liability for any errors, omissions or
interruptions therein, regardless of the cause, or for the results obtained from the use of any part of the report. CareEdge Global
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF
MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CareEdge Global or its
associated entities or persons be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits and
opportunity costs) in connection with any use of any part of the report even if advised of the possibility of such damages.

This report does not constitute an offer of services. This reportis for use in the jurisdiction of IFSCA, GIFT City in Gandhinagar. Without
limiting the generality of the foregoing, nothing in the report is to be construed as CareEdge Global providing or intending to provide
any services in jurisdictions where CareEdge Global does not have the necessary licenses and/ or registration to carry out its business
activities referred to above. Access or use of this report does not create a client relationship between CareEdge Global and the user.

For latest rating information on any instrument of any company rated by CareEdge Global, you may visit our website
www.careedgeglobal.com.

This report should not be reproduced or redistributed to any other person or in any form without prior written consent from CareEdge
Global.

All rights reserved @CareEdge Global IFSC Limited.
CareEdge Global IFSC Limited
(A subsidiary of CARE Ratings Ltd.)

Unit No. 06, 11 T-2, Block-11, GIFT SEZ, Gift City, Gandhi Nagar, Gujarat — 382355
CIN-U66190GJ2024PLC151103

6 CareEdge Global assigns Long Term Foreign Currency Rating of A+ (Unsolicited) to Republic of Portugal


www.careedgeglobal.com

