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Research Update:

Portugal Outlook Revised To Stable On European
Financial Support; 'BB/B' Ratings Affirmed

Overview

• We expect Portugal's official European lenders to lengthen the maturity
profiles of their loans to Portugal. In our view, this should reduce
Portugal's public sector refinancing risks.

• We also expect the "Troika" to adjust Portugal's fiscal consolidation
path to allow for weaker-than-previously-assumed economic performance. In
our opinion, this makes Portugal's adjustment process more sustainable,
both economically and socially, and reduces the risk that it will not
comply with the program.

• We are therefore revising our outlook on the rating on Portugal to stable
from negative.

• We are also affirming our 'BB/B' sovereign credit ratings on Portugal.

Rating Action

On March 7, 2013, Standard & Poor's Ratings Services revised the outlook on
the long-term rating on the Republic of Portugal to stable from negative and
affirmed its 'BB/B' long- and short-term sovereign credit ratings.

Rationale

The outlook revision reflects additional evidence that European institutions
will continue to support Portugal's adjustment program, given the government's
commitment to budgetary and structural reforms. The EU finance ministers
demonstrated their support through their announcement on March 5, 2013 (more
information can be found at:
http://consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/135815.pdf)
.

We therefore anticipate that Portugal's official European lenders--the
European Financial Stability Facility (EFSF) and European Financial
Stabilisation Mechanism (EFSM)--are likely to extend their loans, thereby
reducing the Portuguese government's refinancing risks and, to a lesser
extent, its interest costs. At the same time, we expect Portugal's official
lenders, represented by the "Troika"--European Central Bank (ECB), the
European Commission (EC), and the International Monetary Fund (IMF)--to adjust
Portugal's fiscal consolidation path under the program, mostly to reflect the
weaker-than-previously-assumed economic activity. In our opinion, this makes
Portugal's adjustment process more sustainable, both economically and
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socially, and reduces the risk that it will not comply with the program.

Due to increased economic uncertainty affecting Portugal's key European
trading partners and continued deleveraging in its domestic public and private
sectors, we expect Portugal's GDP to contract by 1.5% in real terms in 2013
before returning to modest growth in 2014 and 2015. Compared with the past two
years, export growth is unlikely to provide as much support to the economy
during 2013, in our view. The contraction in real investment could also extend
into its sixth year. We project a general government deficit of around 5% of
GDP this year, compared with 6.1% in 2012, excluding one-off items. As a
consequence, we expect net general government debt to peak at nearly 120% of
GDP in the middle of this decade. Although extending the EFSF and EFSM lending
maturities will not lower Portugal's upfront general government debt/GDP
burden, it should reduce the net present value of Portugal's debt by
lengthening the period over which principal payments will be discounted.

Despite the expected easing of fiscal targets, we consider that risks to the
social contract remain significant, as the government continues to implement
its €4 billion (2.4% GDP) program of expenditure cuts between in 2013 and
2014. Disposable incomes continue to fall along with wages and employment
levels, the tax burden rises, and difficult domestic credit conditions
persist.

With external debt net of liquid assets at around 300% of current account
receipts, Portugal has one of the highest external debt burdens of all rated
sovereigns. The high external debt burden remains a key constraint on the
ratings on Portugal, despite improvements to its current account, which we
expect to turn into a surplus position from 2013 for the first time since
1994.

Outlook

The stable outlook balances our view of Portugal's near-term fiscal and
economic challenges against continued multilateral support and our view of the
government's strong commitment to reform.

We could lower the ratings if Portugal's political commitment to the current
structural adjustment diminishes. We could also lower the ratings if European
institutions, contrary to our current expectations, back away from extending
the maturity of Portugal's official debt or from their commitment to support
Portugal financially, if needed, after it completes the current program.

We could raise the ratings if export performance turns out to be much better
than our current expectations or if investment picks up significantly. This
would, in our view, support Portugal's recovery and contribute to job
creation, thereby strengthening the social contract. A more robust recovery
would also contribute to a faster fiscal consolidation and debt reduction
path, improving Portugal's fiscal indicators.
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Related Criteria And Research

All articles listed below are available on RatingsDirect on the Global Credit
Portal.
• Top 10 Investor Questions On The Eurozone Sovereign Debt Crisis, Feb. 19,
2013

• Exports Lead The Way For European Economies’ Rapid Rebalancing, Feb. 4,
2013

• Banking Industry Country Risk Assessment Update: January 2013, Jan. 10,
2013

• The Eurozone Debt Crisis: 2013 Could Be A Watershed Year, Jan. 9, 2013
• Portugal (Republic of), Aug. 31, 2012
• Sovereign Government Rating Methodology And Assumptions, June 30, 2011
• Criteria For Determining Transfer And Convertibility Assessments, May 18,
2009

• Introduction Of Sovereign Recovery Ratings, June 14, 2007

Ratings List

Ratings Affirmed; Outlook Action
To From

Portugal (Republic of)
Sovereign Credit Rating BB/Stable/B BB/Negative/B
Transfer & Convertibility Assessment AAA
Senior Unsecured BB
Recovery Rating 4
Short-Term Debt B
Commercial Paper B

Comboios de Portugal E.P.E
Senior Unsecured* BB
Recovery Rating 4

Metropolitano de Lisboa E.P.
Senior Unsecured* BB
Recovery Rating 4

*Guaranteed by Portugal.

Additional Contact:

SovereignEurope; SovereignEurope@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
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by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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