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With the macro-economic effects of the Covid pandemic receding and Russia’s invasion of
Ukraine still impacting the global economy;, it is a good time to review economic
developments in Portugal. In this Issue of Infocus, EFG Chief Economist Stefan Gerlach
looks at the state of the Portuguese economy and the outlook for growth and inflation.
Overall, Portugal appears to have weathered the recent economic turbulence well and
seems well positioned for the future.

The economy slows and inflation declines 2020 but recovered during the summer. Overall, however, the

After having collapsed at the start of the Covid crisis in Q2 2020, number of nights spent in tourist accommodation fell by 62%
the Portuguese economy grew rapidly from Q12021 onwards as  between 2019 and 2020. While tourism rose in 2021, it was still
the country reopened. Naturally, growth rates fell during 2022 47% below the level of 2019.

from 11.9% year-on-year in Q1t0 3.2% year-on-year in Q4 (see

Figure 1). Overall, real GDP growth in 2022 was 6.7%. In 2022 tourism recovered to the level of 2019. However, before
Covid tourism grew by roughly ten percent per year, implying
1. Real GDP growth that the 2022 level was much below trend. In January 2023,

the number of nights spent in tourist accommodation was
about 15% higher than in January 2019, suggesting that tourism
growth has returned.
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These developments are reflected in the unemployment rate, - : . . : . . . . . . .
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2. Unemployment rate As in most other countries, inflation remained low in 2020
85 despite Covid, but rose in 2021 and surged in 2022. Most
6o recently, it has declined but headline and core inflation
are both high, indicating that inflation is broad based and
®q not solely due to rising energy and food prices. Given its
70 4 sluggishness, it will take some time before inflation has
* 65 returned to levels generally associated with price stability.
601 Lending slows as rates rise
55 The slowing of the economy is also apparent from loan growth.
50 As in many other countries, loans to non-financial corporations
2020 202 2022 grew very rapidly following the start of the Covid crisis as firms
Bl Unemployment rate sought to bridge what they expected to be a temporary period
Source: INE. Data as at 27 March 2023. of very low or zero cash flow. Loan growth peaked in February

2021 and has since been slowing, turning negative in January
An important driver of economic growth has been the tourism and February 2023.
sector. Tourism collapsed because of Covid in the spring of
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Loan growth to households for consumption and house
purchases has also fallen recently as the economy has slowed.

Mortgage interest rates rising, property price growth slowing
A second factor contributing to reduced lending growth is the
ECB's tightening of monetary policy. Rising interest rates have
translated into higher borrowing costs borne by non-financial
corporations and households.

5. Loans to non-financial corporations
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Loans to non-financial corporations
Source: BdP. Data as at 28 March 2023.

6. Loans to households
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Source: BdP. Data as at 28 March 2023.

7. Interest rates
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Sources: BdP and BIS. Data as at 28 March 2023.

Mortgage interest rates on new lending have tripled since
March 2022. Unsurprisingly, one result has been that the rate of
increase of residential property prices has started to decline
although remains positive. It should be noted that property
prices tend to be inertial and further reduction in their growth
rate seems likely.

8. Residential property prices
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Public debt declining and yield spread unaffected

In Portugal as elsewhere, Covid was associated with a surge in
the debt-to-GDP ratio. The ratio initially rose after the Global
Financial Crisis (GFC) in 2008 as the general government deficit
spiralled out of control, reaching 11% in 2010. It continued to
rise during the eurozone debt crisis despite the measures
taken to reduce fiscal deficits and reached 133% in 2014.
Concerted efforts and the return to economic growth lowered
itto 117% in 2079.

After the start of Covid in 2020, public debt surged to 135% as
the general government deficit rose to 6%. The debt ratio has
since fallen relative to GDP, reaching 114% in 2022 as the deficit
was reduced to 3% of GDP in 2021 and to 0% in 2022.

April2023 | 3



9. Fiscal indicators Furthermore, fiscal policy is likely to turn more restrictive as
p— > support measures intended to mitigate energy price shocks
are phased out. The same considerations suggest that inflation
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is likely to fall sharply.
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This strong recent fiscal performance is evident from the q
behaviour of the spread between Portuguese and German 2022 2023 2024 2025
10-year yields. While the spread rose sharply during the GFC ~©- OECD (November 22) —@- EC (February 23) —@— BdP (March 23)
and the eurozone debt crisis as investors worried about the Sources: OECD, European Commission, and BdP
sustainability of Portugal’s public finances, it has been well
contained since 2020. Notably, it has not risen materially This is illustrated by recent forecasts for the Portuguese

despite the dramatic increase in the ECB's policy rate since July  economy by the OECD" in November 2022, the European
2022. This is evidence that the credibility of Portuguese fiscal Commission? in February 2023 and the Banco do Portugal® in

policy has not been an issue. March 2023, all of which point to a sharp reduction in growth
from the exceptional level of 2022 and to inflation falling

Lower growth and inflation forecasted towards 2% from its current very high rate.

To conclude and looking ahead, real GDP growth is projected

to slow in 2023 as the surge in growth after the post-covid 12. HICP inflation

reopening of the economy fades. The large macroeconomic 10-

shocks triggered by Russia’s invasion of Ukraine — in particular
rising energy and food prices — and rising interest rates as 8-
the ECB seeks to combat high inflation will dampen growth.
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1 See OECD Economic Outlook, Volume 2022 Issue 2, 22 November 2022.
2 See European Commission, Economic forecast for Portugal, Latest update 13 February 2023.
3 See Banco do Portugal, Boletim Economico, 24 March 2023
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Important disclaimers

The value of investments and the income derived from them can fall as
well as rise, and past performance is no indicator of future performance.
Investment products may be subject to investment risks involving, but not
limited to, possible loss of all or part of the principal invested.

This document does not constitute and shall not be construed as a prospectus, advertisement,
public offering or placement of, nor a recommendation to buy, sell, hold or solicit, any investment,
security, other financial instrument or other product or service. It is not intended to be a final
representation of the terms and conditions of any investment, security, other financial instrument

or other product or service. This document is for general information only and is not intended

as investment advice or any other specific recommendation as to any particular course of action

or inaction. The information in this document does not take into account the specific investment
objectives, financial situation or particular needs of the recipient. You should seek your own
professional advice suitable to your particular circumstances prior to making any investment or if
you are in doubt as to the information in this document.

Although information in this document has been obtained from sources believed to be reliable,

no member of the EFG group represents or warrants its accuracy, and such information may be
incomplete or condensed. Any opinions in this document are subject to change without notice.

This document may contain personal opinions which do not necessarily reflect the position of any
member of the EFG group. To the fullest extent permissible by law, no member of the EFG group shall
be responsible for the consequences of any errors or omissions herein, or reliance upon any opinion
or statement contained herein, and each member of the EFG group expressly disclaims any liability,
including (without limitation) liability for incidental or consequential damages, arising from the same
or resulting from any action or inaction on the part of the recipient in reliance on this document.
The availability of this document in any jurisdiction or country may be contrary to local law or
regulation and persons who come into possession of this document should inform themselves of
and observe any restrictions. This document may not be reproduced, disclosed or distributed (in
whole or in part) to any other person without prior written permission from an authorised member
of the EFG group.

This document has been produced by EFG Asset Management (UK) Limited for use by the EFG group
and the worldwide subsidiaries and affiliates within the EFG group. EFG Asset Management (UK)
Limited is authorised and regulated by the UK Financial Conduct Authority, registered no. 7389746.
Registered address: EFG Asset Management (UK) Limited, 116 Park Street, London W1K 6AP, United
Kingdom, telephone +44 (0)20 7491 9111

Independent Asset Managers: in case this document is provided to Independent Asset Managers
(“IAMs"), it is strictly forbidden to be reproduced, disclosed or distributed (in whole or in part) by
IAMs and made available to their clients and/or third parties. By receiving this document IAMs
confirm that they will need to make their own decisions/judgements about how to proceed and it

is the responsibility of IAMs to ensure that the information provided is in line with their own clients’
circumstances with regard to any investment, legal, regulatory, tax or other consequences. No liability
is accepted by EFG for any damages, losses or costs (whether direct, indirect or consequential) that
may arise from any use of this document by the 1AMs, their clients or any third parties.

If you have received this document from any affiliate or branch referred to below, please note the
following:

Australia: This document has been prepared and issued by EFG Asset Management (UK) Limited, a
private limited company with registered number 7389746 and with its registered office address at

116 Park Street, London W1K 6AP (telephone number +44 (0)20 7491 9111). EFG Asset Management

(UK) Limited is regulated and authorized by the Financial Conduct Authority No. 536771. EFG Asset
Management (UK) Limited is exempt from the requirement to hold an Australian financial services
licence in respect of the financial services it provides to wholesale clients in Australia and is authorised
and regulated by the Financial Conduct Authority of the United Kingdom (FCA Registration No. 536771)
under the laws of the United Kingdom which differ from Australian laws.

ASIC Class Order CO 03/1099

EFG Asset Management (UK) Limited notifies you that it is relying on the Australian Securities &
Investments Commission (ASIC) Class Order CO 03/1099 (Class Order) exemption (as extended in
operation by ASIC Corporations (Repeal and Transitional Instrument 2016/396) for UK Financial Conduct
Authority (FCA) regulated firms which exempts it from the requirement to hold an Australian financial
services licence (AFSL) under the Corporations Act 2001 (Cth) (Corporations Act) in respect of the
financial services we provide to you

UK Regulatory Requirements

The financial services that we provide to you are regulated by the FCA under the laws and regulatory
requirements of the United Kingdom which are different to Australia. Consequently any offer or other
documentation that you receive from us in the course of us providing financial services to you will be
prepared in accordance with those laws and regulatory requirements. The UK regulatory requirements
refer to legislation, rules enacted pursuant to the legislation and any other relevant policies or
documents issued by the FCA.

Your Status as a Wholesale Client

In order that we may provide financial services to you, and for us to comply with the Class Order,

you must be a ‘wholesale client’ within the meaning given by section 761G of the Corporations Act.
Accordingly, by accepting any documentation from us prior to the commencement of or in the course
of us providing financial services to you, you:

- warrant to us that you are a ‘wholesale client’;

- agree to provide such information or evidence that we may request from time to time to confirm your
status as a wholesale client;

- agree that we may cease providing financial services to you if you are no longer a wholesale client or
do not provide us with information or evidence satisfactory to us to confirm your status as a wholesale
client; and

- agree to notify us in writing within 5 business days if you cease to be a ‘wholesale client’ for the
purposes of the financial services that we provide to you.

Bahamas: EFG Bank & Trust (Bahamas) Ltd. is licensed by the Securities Commission of the Bahamas
pursuant to the Securities Industry Act, 2011 and Securities Industry Regulations, 2012 and is authorised
to conduct securities business in and from The Bahamas including dealing in securities, arranging
dealing in securities, managing securities and advising on securities. EFG Bank & Trust (Bahamas)

Ltd. is also licensed by the Central Bank of The Bahamas pursuant to the Banks and Trust Companies
Regulation Act, 2000 as a Bank and Trust company. Registered office: Goodman's Bay Corporate Centre
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as Investment Business Firm Category 2 and is authorised to carry out the following activities: a)
Dealing in financial instruments as agents; b) Arranging deals in financial instruments; ¢) Managing
financial instruments; d) Advising on financial Instruments; and e) Operating a Collective Investment
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Cayman Islands: EFG Wealth Management (Cayman) Ltd, is licensed and regulated by the Cayman
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