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BT, THROUGH BANKS

Ficure 17: Cross-Border euro-denominated assets and liabilities of euro area banks (Billion Euros)
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* A debt crisis

- 2010-11 CRASH

» But both sovereign and private. And ahead of
sovereign, a sudden stop of private capital.

« And behind it were national banks that
intermediated EA-wide credit flows

* A deep recession
» But roots predate crisis TFP growth stops in 2000

n common, misallocation of resources across and

within sectors.
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SUCCESS AN

"Portugal’s reform efforts
have paid off. Today's decision
by the government in Lisbon
s proof of this. Portugal no
longer needs European
assistance and can stand on its
own two feet again. This is a
major success. Capital market
confidence has returned, and
rightly so.” June 2014.

D FAILUR

In “Europe’s many disasters”

"Portugal has also
obediently implemented
harsh austerity — and Is 6
percent poorer than It used
to be.”

NYT, July 2015.



SUCCESS AND  FAILUR
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Macroeconomy failure
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. PAYING FOR D
2010
Trade balance -/ 1%

Exports / GDP 30%

315

2014

| 1%
41%



. PAYING FOR D
2010
Trade balance -/.1%
Exports / GDP 30%
Primary surplus -8.2%

Public Debt/GDP 96%

315

2014
1%
417
0.5%
| 30%
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2. CONTROLLING 5P

2010

Government revenue  40.6%

Public investment /.2%

Transfers 22.19

Total spending - inv. 80bn

DING

2014

44.5%
3.2%
23.1%
/9bn
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3. LABOR MARK

Unemployment rate
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3. LA

BOR MARK
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4. CAPITAL ALLOCATION

» Agriculture and construction account for 2/3 of fall
in employment.

» OQutput per hour increased the most in wholesale
and retail trade and real estate.

» [radable sector grew, exports boomed.

Portugal: Export Growth During the Crisis
(Percent GDP)
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5. CONCLUSION

* Simple aggregates suggest a public finances
success, macro failure.

» But If look deeper, conclude the opposite:
* limrted success In curbing pension growth.

* many encouraging signs of reallocation of
resources.

23



Present and future
2015-...



NEW GOVERNMENT

 Public finances:

 End of austerrty! Much ado about nothing.

» Redistribution. More taxes on private sector, higher
wages and pensions on public sector.

* The economy:

- Cancel foreign private concessions, break promise
on corporate income taxes, refers airline deal.

* Investment stops, unemployment inflection.

» Use |./bn of Social Securrty to finance construction.
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THE BANKING S

~CTOR

* A view into the new banking union

« BANIF now Santander

» Bank of Portugal decides, DG Comp vetoes, ECB

 State of major banks

« Novo Banco: bailed out, for sale

oullies, and government gets the billl.

» BCP: shares worth 2c, walting for investor
» CGD: undercapitalized, DG Comp blocking it
» BPl: Angola troubles, takeover by Spanish Caixa.
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CR

DIT SHRINKING, BANKS BUST

Lending continues to contract... ...and profitability remains weak.
Private Sector Credit Return on Equity
(Year-on-year percent change) (Percent)

4 20

Last obs. Dec. 2015

3 15
5 10
1 | il
i o g s
: S ————————— llll
| 5|
-1
|“ -10
-2 15
-3 -20
-4 -25
-5 -30
Mar-10 Dec-10 Sep-11 Jun-12 Mar-13 Dec-13 Sep-14 Jun-15 2012Q1 2012Q3 2013Q1 2013Q3 2014Q1 2014Q3 2015Q1 2015Q3

Sources: Haver Analvtics; Bank of Portuaal; and IMF staff calculations.

27 Source: IMF (2016)



CONCLUSION

- Common disease: capital, banks, misallocation.

* Particular response:
* Like Greece, extensive, like Ireland, compliance.

* Unlike Greece, modest austerity, unlike Ireland, no
srowth, unlike Spain, banks not resolved.

* Looking forward:
» Public debt still high.

* Economy showing signs of stagnation again.

* Banks a major headache.
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