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Quarterly Sector Accounts
2" quarter of 2014

Net lending of the Portuguese economy increased to 1.6% of GDP

In the 2™ quarter of 2014, the net lending of the Portuguese economy increased to 1.6% of GDP (1.4% in the previous
quarter). This improvement was determined by the increase in gross savings, which was determined by an increase in

disposable income (1.1%) larger than the increase of final consumption expenditure (0.7%).

Excluding the General Government sector, all domestic sectors registered improvements in their net lending/net
borrowing. The net lending of the households increased to 5.4% of GDP in the year ending in 2™ quarter of 2014
(5.1% of GDP in the previous quarter). The households saving rate increased to 10.1% (0.5 percentage points more
than in the previous quarter) mostly as a result of the improvement of households disposable income (1.3% change).
The non-financial corporations and financial corporations balances stood respectively at -1.8% and 2.9% of GDP in the

" quarter of 2014 (-2.2% and 2.6% in the previous quarter, by the same order).

The net borrowing of general government increased from 4.1% of GDP in the year ending in the 1% quarter to 4.8%.
This behaviour mainly reflected the increase in other capital expenditure and, to a lesser extent, in compensation of

employees. In the 1% half of 2014, the net borrowing of general government was 6.5% of GDP (6.6% in the same

period of the previous year).

New series of National Accounts by Institutional
Sector — benchmark year 2011, ESA 2010

With the publication of the new series of National
Accounts by Institutional Sector (both annual and
quarterly), Statistics Portugal carries on the publication
of the Portuguese National Accounts (PNA) with 2011
as benchmark year and accordingly with the new ESA
2010.

The revisions of the PNA stem from, on the one side,
the methodological changes associated to the
implementation of the new European System of
Accounts 2010 - ESA 2010 (comparing with the
previous system, the ESA 1995) and, on the other side,
from the use of new structural data sources, notably
the 2011 Census.

Quarterly sector accounts — 2" quarter of 2014

To obtain more detailed information on the benchmark
year 2011 implementation process, please see the
press releases of 29" August and 8" September on
Statistics Portugal website. At the end of this press
release a box with the most significant changes on

national accounts by institutional sector is shown.

Unless stated otherwise, the results and graphics in this
press release are shown as the cumulated sum of 4
quarters. The change rates compare the year ending in
the reference quarter with the year ended in the
previous quarter. All variables are valued at current

prices.
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Besides the attached tables to this press release,

additional information can be accessed in Statistics

Portugal's website®.

Main results

The Portuguese economy recorded a net lending of
1.6% of GDP in the year ending in the second quarter
of 2014, 0.2 percentage points (p.p.) more than the
previous quarter. This development reflected the
reduction of property income paid to the rest of the
world (-3.9% change rate), which more than offset the
reduction of the balance of goods and services. The
imports and exports increased 0.5% and 0.3%,

respectively, in the second quarter of 2014.

Figure 1 shows the evolution of net lending/borrowing
by institutional sectors. The net borrowing of general
government sector (GG) increased from 4.1% of GDP in
the 1% quarter to 4.8% in the 2" quarter of 2014 due
to an increase in capital transfers, and, on the revenue
side, an increase of 2.4 % in taxes on production and

imports.

For all the other domestic sectors, the net lending
increased 0.9 percentage points (p.p.), reaching 6.4%
of GDP in the year ending in the 2nd quarter of 2014.
Excluding GG, all domestic sectors registered

improvements in their net lending/net borrowing.

The net borrowing of Non Financial Corporations
decrease 0.4 p.p. to 1.8% of GDP in the 2™ quarter of
2014 as a result of an increase in capital transfers
received. In the same period, the net lending of

Financial Corporations stood at 2.9% of GDP mainly
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determined by the improvement of the balance of

property income.

Households: net lending increased to 5.4% of
GDP

The net lending of the households increased to 5.4% of
GDP in the year ending in 2" quarter of 2014 (5.1% of
GDP in the previous quarter). This evolution reflected
the increase of 1.3% in disposable income, which more
than offset the increase of 0.7% in final consumption
expenditure. As a consequence the saving rate of
households reached 10.1% (9.6% in the year ending in
the first quarter of 2014).

The upward change in disposable income was mainly
determined by the increase in compensation of
employees and in the balance of property income in the
second quarter of 2014 (0.9% and 5.9% changes,

respectively).

Figure1-Net Lending /Net Borrowing by institutional sector
(in % of GDP,accumulated sum of 4 quarters)
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General Government: net borrowing increases by
0.7 p.p-

The net borrowing of the general government sector

(GG) recorded an increase of 0.7 percentage points in
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the first quarter of 2014 compared to the previous
quarter, attaining 4.8% of GDP.

This increase in net borrowing resulted from an
increase of the expenditure larger than the increase of

the expenditure (see Table 1).

On the revenue side, the taxes on production and
imports registered an increase, while the revenue from
taxes on income remained stable. At the same time, the

other revenue components registered a reduction.

The increase in expenditure was mainly determined by
higher capital expenditure and, to a lesser extent, by an
increase in employee compensations. On other hand,

intermediate consumption decreased.

The increase in capital expenditure was a result of the
recording, as capital transfers, of the financing
transactions between the General Government and two
Public Transportation entities (1192 Million Euros) and
the write-off of the BPN Crédito loan (96 Million Euros).

Taking into account the quarterly figures instead of the
sum of four quarters (see Table 3), the net borrowing
of the GG stood at about -3230.7 million Euros in the
second quarter of 2014 (-7.3% of GDP).

In the 1% half of 2014, the net borrowing of the GG
stood at -55373.7 million Euros, corresponding to
-6.5% of GDP (-6.6% of GDP in the same period of the

previous year).

In the compilation of the budget deficit in National
Accounts it is necessary to make several adjustments to

Public Accounting data. Indeed, Public Accounting data
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is on a cash basis, meaning that expenditures and
revenues are recorded in the accounting period in
which they are paid and received. On the contrary, in
National Accounts, expenditure and revenue are
recorded on an accrual basis, that is, in the accounting
period to which they refer to, regardless of whether
their payment is made or their revenue is received in a
different period. Another important adjustment is
related to sector delimitation of general government. In
National Accounts, the general government sector
includes entities which are not considered in Public
Accounting. Similarly, entities which are not part of
general government sector from a National Accounts
viewpoint but are included in Public Accounting should

be excluded.

Finally, there are transactions that, according to the
Framework of National Accounts, have a specific
classification. Notably, there are cases of entities
belonging to the general government sector that
acquire shares from other entities, which should be
recorded as capital transfers rather than financial
transactions, thus leading to the introduction of the

corresponding adjustments.

Table 4 presents the main adjustments carried out for
moving from Public Accounting to National Accounts
balances, with the latter in EDP concept (see note in
the table 4). Comparing the 1% half of 2014 with the
same period of the previous year, there was a
worsening affected by the already mentioned capital

transfers.
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Table 1; Revenue and expenditure of general governmentin the year ending in the quarter

Unit: 10% euro

201302 201303 201304 2014021 201402
Total revenue 73.851,5 74,7939 774253 7r7.819,5 78.0388
Current revenue 71.614,2 729238 75.6505 76.078.9 763771
Current taxes on income and w eatth 16.753.0 176077 19,3889 196235 1952849
Tares on production and imports 228105 2289931 238072 24,3305
Social contributions 198885 200842 20.4041 202550
Sales 67187 G881 £.8901 6047 9
Other current rev enue 54625 54197 54602 52149
Capital revenus 22373 18702 1.774,8 1.661,8
Total expenditure 83.237,8 84,9647 85.734,5 86.408,0
Current expenditure 7a.036,7 703344 80.374,2 . 2803478
Social benefits 33.608,7 341987 347283 588, 346228
Cormmpensation of employ ees 203302 205557 21.2304 20,900 4 21.2384
Interest 84142 85085 8.530,3 8.986,7 8.681,3
Intermediate consumption 98848 100583 9.8023 99464 98126
Subsidies a76.1 o763 9868 1.0381 1.087.7
Other current ex penditure 48226 20361 5.0861 48355 49053
Capital expenditure 52011 56302 5.360.3 48390 6.080.0
Gross fied capital f ormation 34362 38022 38105 40181 396875
COther capital expenditure 1.7685.0 17250 124849 g1a8.9 208238
Current Balance G422 4 -6.4108 -4 7237 -3016.8 -3.970.8
Balance -9,386,3 -10470,7 -8.308,2 -7.014,9 -8.369,0
By memory”
Frirmary current ex penditure 69, 70,824,897 71.84387 7140865 71.666,69
Gross domestic product at current market prices 169, 1649, 45 171.210,95 172,628,058 173.701.30
Balance in % of GOP -4, 9% -4 1% -4, 8%

Table 2: Change rates of revenue and expenditure of general government in the year ending in the quarter
change rate (%)

201302 201303 201304 201401 201402

Total revenue 1,0 13 35 0,5 0,3
Current rev enue 1,4 18 Ky 0.6 04
Current taxes on income and w eatth 8,6 45 10,7 12 0.0
Tares on production and imports -1.4 0a 22 1.1 24
Social contributions 01 11 16 -09 0z
Sales 07 30 -04 19 -1,0
Cther current rev enue 45 -08 07 -0.1 -4.4
Capital revenus =126 =164 -51 -18 -4,5
Total expenditure 0,0 21 0,8 1,0 1,9
Current expenditure 0,9 17 1,32 -05 0,4
Social benefits 07 18 15 -0.1 -0,2
Cormmpensation of employ ees 1,1 11 33 -1.6 1,6
Interest 07 11 0z 07 1.1
Intermediate consurmption 37 18 -25 15 -1.3
Subsidies -48 0o 11 52 48
Other current ex penditure =29 4.4 1.2 =51 1.4
Capital expenditure =111 83 -4.8 a7 252
Gross fied capital f ormation ™ -6,2 137 -24 55 -1.3
Cther capital expendiure =193 -23 =102 =471 1252

" Includes Gross capital f orrnation and Acquisitions less disposals of non-financial non-produced assets
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Table 3: Revenue and expenditure of general government

2st quarter of 2013 2st quarter of 2014
Change rate
million eurao % GOP million euro % GDP el
Total revenue 18.386,0 42,8 18.605,5 42,3 1,2
Qurrent rev enue 17.95840 4.8 18.252. 3 415 1.7
Current taxes on income and w ealth 43880 10,2 43934 10,0 01
Taxes on production and imparts 54081 12,6 5.870.3 13,6 10,4
3ocial contributions 48880 114 49300 11,2 0.9
Sales 1.689.5 39 1.618.2 37 -4,2
Other current rev enue 1.579.4 37 1.339.4 3.0 -15,2
Capitalrevenue 4320 1.0 3832 0.8 -18.2
Total expenditure 20.262,6 47,2 21.836,2 49,6 7.8
Qurrent expenditure 19.313.1 450 19.665,7 447 18
Social benefits 8.133.0 18,2 8.087.6 18,3 -0.8
Compensation of employvees 51743 12,0 55123 125 6.5
Interest 2.0839 49 2.178,4 49 45
Intermediate consumption 26324 6.1 24985 57 -5
Subsidies 2184 0.5 2680 0.6 227
Other current ex penditure 1.071.1 28 1408 28 6.5
Capital ex penditure 4485 22 AT70.5 43 128.6
Grass fixed capital formation 7 827 8 148 77EA 1.8 -5.2
Other capital ex penditure 121.8 0.3 3945 32 1.0445
Current Balance -1.359.1 -3,2 4134 -3.2
Balance -1.876,6 -4 4 2307 -7,3
{1} Includes Gross capital formation and A couisitions less disposals of non-financial non-produced assets
Table 4: Public to National Account adjustments
Unit: million euro
2013S1 2014S1
Balance in Public Accounting .3.8095 -4.2409
Accrual adjustment and sector delimitation in National Accounts -411,3 571,2
Difference betw een paid and due interest -72,9 332,1
Other receivables: -872,4 -920,3
Temporal adjustment to taxes and contributions -735,1 -335,6
Others -137,3 -584,7
Other payables: -296,4 109,7
Expenditure already incurred but not yet paid -225,6 77,0
Others -70,7 32,7
Other adjustments: -51,4 -1.425,5
of which: 0,0 0,0
Capital injections -702,0 -1.782,4
Balance in National Accounts @: -5.513,9 -5.573,7
83.095,5 85.585,8
% of GDP -6,6% -6,5%

@ According to the Commission Regulation (EC) N.° 351/2002, amending the Council Regulation (EC) N.° 3605/93 as regards
references to ESA95, the classification of interest flow s and sw ap contracts and forw ard rate agreements (FRAs) has a
specific treatment for the data transmitted under the excessive deficit procedure. This approach leads to differences betw een
the Balance Net Lending (+)/Net borrow ing (-) according to the European System of National and Regional Accounts (ESA95) -
B.9 and the balance under the excessive deficit procedure EDP-B.9, expressed in the current table.
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Unit labour costs (ULC) increased

In the 2™ quarter of 2014, unit labour costs increased
by 0.7% (0.6% change in the previous quarter) as the
average compensation per employee also increased
0.7%.
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Figure 2-Unit labour costs changerates (moving averages of 4 quarters)
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Revisions to the balances by institutional sector with the new series of the national accounts

For a better understanding of the results now obtained, the conceptual changes with the most significant impact on
national accounts by institutional sector are outlined below:

a) One major change was the introduction of new rules for the analysis of sector classification of institutional units.
The companies created for managing shareholding (SGPS) that, according to ESA 95, were classified in the
institutional sector of most of its subsidiaries institutional sector are now classified according to whether or not
their exercise management functions. As explained in more detail in the EDP press release, there were also
significant changes in the rules for the public sector classification of institutional units.

b) It was also amended the sector classification and valuation of the production of "special purpose entities" (Special
Purpose Entities - SPE) - units with little physical presence. Compared with the results in ESA95, it is estimated that
this change has had a negative impact on GDP of around 676 million Euros in 2011, being located mainly in the
Madeira Free Trade Zone.

c) Unlike the ESA 95, in which the transfer of pension funds from companies in the sector of GG were registered, at
the time that happened, as a revenue with a positive effect on their balance, the 2010 SEC classifies this transfer
as a financial transaction, with no impact on balance.

d) Changes in the balance of payments with the implementation of the 6" version of the respective manual (BPM6)
and the development of a new system of information gathering by the Bank of Portugal lead to impacts on
balances with the Rest of the World.

The methodological and statistical sources introduced in 2011 on the basis of the Portuguese National Accounts
revisions led to changes, sometimes significant, in various macroeconomic aggregates, particularly in net borrowing
/lending of institutional sectors. Most significant differences observed in corporations sectors and in GG sector arise
mainly from the changes in recording pension funds transfers.

For Financial Corporation sector also stands out the inclusion in the sector of SGPS that do not exercise management
functions of groups of companies (Holding Companies) previously classified in the Non-Financial Corporations sector.
As a result, there are significant changes in the flows of property income (interest and dividends) of the financial
sector.

Regarding Household sector, the results presented in the base year 2011 net lending tends to be revised downwards,
more significantly from 2010 onwards, with special focus on the year 2011. The main causes, transversal to the entire
series, relate firstly to the calculation of interest paid and received by the sector and, secondly, with the dividends
received. Indeed, with the implementation of base year 2011, the use and validation of information for the
corporations sectors was deepened (through a more intensive use of data Simplified Entrepreneurial Information
database (IES)), leading to an increased quality in the estimates for interest and dividends.

Concerning the rest of the world, despite the implementation of the 6th version of the Manual Balance of payments
(BPM6) and the development of a new system of information gathering by the Bank of Portugal, the balances of the
Rest of the World with the Portuguese economy did not change significantly throughout the series comparing with the
previous results from base year 2006.
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