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Neil Day, Bank+Insurance Hybrid 
Capital (BIHC): Moody’s upgraded 
Portugal to Baa3 on 12 October, 
citing a broadening of Portugal’s 
growth drivers as a key factor 
alongside an improvement in the 
trajectory of government debt. How 
is Portugal’s better economic out-
look playing through in the banking 
sector, which Moody’s said shows 
greater stability?

Bruno Costa, Caixa Geral de 
Depósitos: The economic performance 
of Portugal has certainly contributed fa-
vourably to the banking system in sev-
eral ways. On the one hand, new credit 
concession has increased over the last 
three years, although in net terms credit 
growth as a whole is still negative. This 
is a consequence of the overall delever-
aging that has taken place in the Por-
tuguese economy since the Assistance 
Programme led by the Troika from 2011 
to 2014. This also causes banks to be 
very comfortable in terms of liquidity, 
which is a positive aspect. The pace of 
deleveraging is decreasing, so I believe 
we are close to seeing a turning point 

in terms of credit growth becoming net 
positive. Another positive aspect is that 
the recovery in the real estate market 
has helped banks dispose of non-per-
forming assets in their balance sheets.

Christine Passieux, BNP Paribas 
AM: Whilst witnessing positive devel-
opments in 2017 — i.e. an increase in 
profitability and operational efficiency 
as well as a significant reduction of the 
stock of non-performing loans — the 
Portuguese banking system still exhibits 
some vulnerabilities, with high expo-
sure to the sovereign and the real estate 
sector, as well as a significant level of 
non-performing assets. In that context, 
an upgrade of the Portuguese sovereign 
to investment grade combined with an 
improved economic outlook are positive 
factors which mitigate some of these 
weaknesses.

Firstly, a sustainable, albeit mod-
erating GDP growth trajectory (BNP 
Paribas economists expect Portuguese 
GDP to grow 2.2% in 2018 and 1.8% 
in 2019) and lower unemployment rate 
are likely to fuel the demand for new 
loans, which is still fragile. The Oc-

tober lending survey carried out with 
five Portuguese banks has showed that 
whilst the demand for loans to corpo-
rates remained broadly unchanged in 
Q3, the demand for residential mort-
gage loans has increased, driven by 
greater consumer confidence, housing 
market prospects and the low level of 
interest rates. At the same time, most 
institutions reported tighter credit 
standards following the recommen-
dation issued by the Bank of Portugal 
applicable for July 2018 when assess-
ing the creditworthiness of borrowers. 
While limiting the risks incurred by the 
banks, this is also likely to constraint 
lending volume growth.

Secondly, after declining between 
2010 and 2013, house prices in Portu-
gal have recovered since then, helped 
by the increase in household disposable 
income, declining unemployment, the 
boost in tourism, and the rise in invest-
ment by non-residents taking advan-
tage of attractive residential properties. 
This recovery in the real estate market 
has clearly helped banks decrease their 
NPL stock and sell-off non-performing 
assets.

Portugal
 Reaping the rewards

Moody’s rewarded Portugal’s economic recovery with a return to investment grade in mid-
October. In the wake of the positive news, Bank+Insurance Hybrid Capital sought issuer, investor 
and rating agency views alongside insights from Crédit Agricole CIB on the story behind the 
upgrade and how it could affect Portuguese banks’ issuance in challenging markets.
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head of investor relations 
division, Millennium bcp

Rui Constantino,  
investor relations, Banco 
Santander Portugal

Bruno Costa, head of funding 
and investor relations, Caixa 
Geral de Depósitos (CGD)

Doncho Donchev, capital 
solutions, DCM, Crédit Agricole 
CIB (CACIB)

Joana Guerreiro, head of 
funding, Banco Santander 
Portugal

Vincent Hoarau, head of FI 
syndicate, CACIB

Tristan Lagarrigue, head of credit 
sales – FraBeLux, CACIB

Christine Passieux, senior 
financial analyst, BNP Paribas 
Asset Management

Rodrigo Torres, country head 
Portugal, CACIB

María Vinuela, analyst, financial 
institutions group, Moody’s

Neil Day, managing editor, 
Bank+Insurance Hybrid Capital 
(BIHC), and moderator

Rui Coimbra, Millennium bcp: The 
Portuguese economy went through a 
successful fiscal consolidation: the state 
budget deficit at the end of 2017 stood at 
0.9% (excluding the impact of the CGD 
recapitalisation) and the target included 
in the 2019 budget points to a 0.2% defi-
cit in 2019, with a surplus forecast for as 
early as 2021. Also, public debt has been 
decreasing and moves towards a situation 
of sustainability, approaching, gradually, 
100% of GDP (currently at 124% versus a 
peak of 130% of GDP in 2014).

Following the 2011-2013 recession, 
economic activity is now strong, with 
GDP up by 2.8% in 2017 and projec-
tions for GDP growth in 2018 are above 
2%. Unemployment has decreased sig-
nificantly from its peak, and now stands 

at 7.4% (8.9% full year 2017 figures). 
The current account has turned positive 
(0.6% surplus in 2017), following defi-
cits of around 10% for most of the dec-
ade up to 2010. The real estate market 
has also recovered.

The Portuguese banking system is 
concentrated, with the top five banks 
accounting for circa 80% of the total 
market, has a comfortable liquidity and 
capital position, together with a lower, 
although still elevated, weight of NPLs. 
NPL coverage by loan loss reserves is 
also increasing.

Owing to the continued economic 
recovery, Moody’s upgraded the Por-
tuguese Republic and six Portuguese 
banks, recognising the improvement in 
operating conditions for banks in Por-

tugal, notably asset quality and capital.

Banco Santander Portugal: The bet-
ter economic conditions, manifested in 
the form of growing exports and invest-
ment, are clearly positive for the banking 
sector. On the one hand, because compa-
nies have evolved positively, in terms of 
activity and profitability, with improving 
economic and financial indicators and 
lower delinquencies. On the other hand, 
because it is being reflected in a recovery 
of credit demand by the most dynamic 
industries, which are beginning to show 
a positive evolution despite the overall 
decline in the stock of credit.

Rodrigo Torres, Crédit Agricole CIB: 
The positive momentum of the Portu-
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guese economy is indisputable. Even if 
growth is still below the Eurozone aver-
age, the socialist government has kept a 
focus on reducing the public deficit and 
bringing public debt to a sustainable 
downward trajectory. And we cannot 
forget that when this socialist minor-
ity government took office in late 2015, 
with the support in parliament of left-
wing parties, many were sceptical on the 
outcome of this new political coalition 
never tested in Portugal before.

Exports, which stood at 25% of GDP 
before the crisis, are expected to repre-
sent 45% of GDP this year. This some-
how reflects the structural reforms done 
by the private sector that is being the 
motor of the economy. Foreign invest-
ment is playing a very important role, 
with the associated recovery in real es-
tate prices that is helping banks reduce 
their stock of NPEs faster than expected 
in their own initial projections.

María Vinuela, Moody’s: As a conse-
quence of our decision to upgrade Por-
tugal’s government bond rating to Baa3, 
we also changed Portugal’s Macro Pro-
file to Moderate from Moderate- to re-
flect the more favourable operating con-
ditions for banks in Portugal owing to 
the continued economic recovery. This 
assessment of a more favourable operat-
ing environment for banks, in combi-
nation with ongoing improvements in 
other credit fundamentals, notably asset 
quality and capital, resulted in rating 

upgrades by one to two notches, rating 
affirmations or rating placements on re-
view for upgrade on 16 October for the 
six Portuguese banks we rate.

Day, BIHC: What are the key recent 
developments in your individual 
business outlook and credit story? 
How are you dealing with the stock 
of NPAs?

Costa, CGD: Caixa is now almost two 
years into the implementation of the 
strategic plan agreed between the Por-
tuguese authorities and the European 
Commission. The results have been 
very positive, in many cases beyond 
the milestones that had been agreed 
in terms of capital generation, reduc-
tion of structural costs, rationalisation 
of Caixa’s presence abroad, and reduc-
tion of non-performing assets. On this 
topic, Caixa’s NPL ratio decreased from 
15.8% to 10.5% between December 2016 
and June 2018 through a combination 
of sales, cures, write-offs and cash col-
lections. We just completed the sale of a 
large portfolio of corporate loans which 
will bring the ratio below 10%. The tar-
get agreed with DG Comp is to reach an 

NPL ratio below 7% by the end of 2020, 
but in fact our management has an even 
more ambitious target to reach below 
5% in the same period. We believe these 
targets are very much achievable and the 
objective is to bring CGD in line with 
the average of other European banks by 
the end of the strategic plan.

Banco Santander Portugal: San-
tander Portugal has a lower stock of 
NPAs vis-a-vis its peers, in view of its 
conservative risk profile, which allowed 
it to have a better performance during 
the economic recession and adjustment 
period. Currently, we are managing 
the NPAs received in the acquisition of 
Banco Popular Portugal in exactly the 
same manner as we did with the NPAs 

acquired from Banif, with timely sales in 
the market of specific portfolios.

Excluding those sales, Santander 
Portugal’s loan book would be register-
ing a mild increase, especially in terms 
of loans to non-financial corporates, as 
we have maintained markets shares of 
around 20% for new loan origination 
(both in terms of corporate and mort-
gage loans).

Coimbra, Millennium bcp: BCP is a 
reference private sector bank in Portu-
gal, well positioned to benefit from the 
recovery of the Portuguese economy. It’s 
the largest private sector bank in Por-
tugal in terms of business volumes and 
generates 34% of the system’s core net 
income (NII + fees and commissions — 
operating costs that include staff, other 
administrative costs and depreciation).

Millennium bcp has successfully ex-
ecuted an operational turnaround, rein-
forcing its financial and capital position 
despite the adverse setting of the banking 
sector in the core Portuguese market. This 
position reflects its relentless efforts and 
the cumulative effect of multiple achieve-
ments, such as a 44% cost reduction in 
Portugal since 2011. BCP has significant-
ly improved its operational efficiency and 
is now one of the most efficient banks in 
Europe, with cost to core income ratio at 
49% in the first half of 2018.

Over the last five years there was a 
continued improvement in domestic 
NII and NIM, supported by the reduc-
tion in cost of funding. NIM stands at 
1.8% in Portugal and 2.2% for the group 
in 1H 18.

BCP has significantly strengthened 
its deposit base, which now represents 
88% of total funding. The loan to deposit 
ratio stands at 88% as of 1H 18 and sets 
the conditions for loan growth recovery. 
BCP presents solid liquidity and funding 
metrics: 176% LCR ratio, 129% NSFR 
ratio; and significantly reduced ECB net 
funding to EUR3.1bn as of 1H 18.

Regarding the stock of NPAs, one 
should highlight the 57% reduction in 
group NPEs since 2013 through focused 
NPE management with a dedicated re-
covery strategy in Portugal: a EUR6.9bn 
reduction in NPEs, from EUR12.8bn in 

Rodrigo Torres, CACIB

‘The positive 
momentum is 
indisputable’
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2013 to EUR5.9bn in 1H 18. Simultane-
ously, there was a significant increase in 
domestic NPE coverage ratios towards 
circa 50% (106% including collateral) 
in 1H 18. BCP is reducing on average 
EUR1.5bn of NPEs per year through 
sales, recoveries and write-offs — each 
accounting for one-third of the reduc-
tion. The target is to reach EUR3bn of 
NPEs by 2021. BCP is also reducing fore-
closed assets (-11% in June 2018 y-o-y) 
through sales, consistently (quarter after 
quarter) above the book value.

Doncho Donchev, CACIB: As reflect-
ed in the comments from the banks, the 
turnaround achieved by the Portuguese 
banking system as a whole in the space 
of 2014 versus now in terms of static 
indicators — such as CET1 and over-
all capital ratios, NPL/NPE ratios and 
coverage, Texas ratios, but also in terms 
of profitability and operating cost opti-
misation — is remarkable. It clearly re-
flects the successful performance of the 
Portuguese economy over this period 
— Portugal, together with Ireland and 
Spain are successful examples showcas-
ing that structural reforms work.

What stands out in this context is in 
particular is the development of CET1 
ratios over this period, with some of the 
banks included here moving from the 
lower end of the EU banking commu-
nity in terms of this ratio to comfortably 
towards the middle, particularly when 
adjusted for higher RWA densities rela-
tive to, for example, northern Europe.

Day, BIHC: How has your capital 
position evolved and what are your 
targets?

Coimbra, Millennium bcp: Over 
the last years, BCP has been able to 
strengthen its capital base mainly 
through continued deleveraging, while 
selectively tapping the markets to raise 
capital. In January 2017, BCP increased 
capital by EUR1.33bn through a suc-
cessful rights issue. This transaction 
enabled the bank to repay the remain-
ing EUR700m in contingent convert-
ible securities (CoCos) subscribed by 
the Portuguese government before 

the mid-2017 deadline, as well as to 
boost its solvency levels. More recently, 
through organic capital generation, BCP 
has enhanced its CET1 phased-in ratio 
to 11.7% (1H 18), which compares to 
a SREP requirement of 8.81%, and its 
Total Capital phased-in ratio to 13.4%, 
which compares to a SREP requirement 
of 12.31%. The revised target according 
to the bank’s strategic plan 2018-2021 
consists in achieving and maintaining a 
CET1 ratio of around 12%.

Banco Santander Portugal: We are 
optimising our capital structure, con-
sidering the improved economic out-
look, maintaining capital ratios that 
preserve a comfortable buffer versus 
the regulatory requirements. Our sound 
capital position, achieved through or-
ganic capital generation, has allowed us 
to acquire Banco Popular Portugal and 
maintain an elevated CET1 capital ratio. 
While we aim to maintain core capital 
around current levels, total capital will 
be managed in order to comply with the 
subordinated MREL requirements.

Costa, CGD: Caixa’s capital position 
has evolved very favourably over the 
last 18 months. As of June 2018, Caixa’s 
CET1 was 14%, Tier 1 was 15.1%, and 

Total capital 16.6%, well above the mini-
mum requirements even taking into 
account the phasing-in of capital buff-
ers over the next years. This compares 
with 12.1% CET1 and 14.1% total capi-
tal in the beginning of 2017, just after 
the first phases of the recapitalisation. 
Capital ratios have increased due to the 
reduction of RWAs as well as due to the 
organic generation of CET1 via profits. 
We can expect this trend to continue for 
the future. Caixa does not have absolute 
targets for its capital ratios, but given its 
nature as a public company and the dif-
ficulties in allowing states to inject capi-
tal in companies due to EU State Aid 
rules, it is Caixa management’s intention 
to have substantial buffers of capital at 
all times that will allow it to endure less 
favourable economic cycles without the 
need to go back to its shareholder to ask 
for more capital.

Day, BIHC: Bruno, how did CGD’s 
Tier 2 transaction go and how did it 
fit into your plans? 

Costa, CGD: The Tier 2 transaction 
was the third and last phase of the re-
capitalisation plan, after agreeing with 
DG Comp that we could complete the 
requirement to access private investors 
by issuing Tier 2 instead of AT1. The 
deadline to complete the recapitalisation 
was September 2018 (18 months after 
the capital injection by the state, which 
took place in March 2017), but given the 

Joana Guerreiro and Rui Constantino, Banco Santander Portugal

‘The system still 
exhibits some 

vulnerabilities’
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volatility in the market caused by the 
political situation in Italy, we thought it 
would be wiser to anticipate the issue. 
We found a window in late June which, 
despite not being ideal, still allowed for 
a successful transaction very well re-
ceived by the investor community.

Vincent Hoarau, CACIB: Caixa Ger-
al’s Tier 2 was a landmark trade printed 
in choppy markets. We were very happy 
to contribute to resolving the situation 
and reinvigorating the funding fran-
chise in primary. The funding team and 
dealers demonstrated that the signature 
is a very credible alternative for interna-
tional bonds investors.

Back in June, a level of 5.75% for the 
quality distribution we enjoyed was defi-
nitely an excellent result for Caixa Geral. 
This Tier 2 was in the pipeline for quite 
some time and the market window im-
posed was quite challenging at the end of 
June when we proceeded. You could still 
feel the scars of the violent mark to mar-
ket moves and negative returns inves-
tors suffered throughout H1. Generally 
speaking, the volatile markets of 2018 
have made the sale of subordinated debt 
much harder, with a lot of execution risks 
associated with any subordinated trade.

CGD Tier 2 is now trading well 
above par in early November, just shy 
of a 104% cash price. It has tightened 
by more than 75bp versus swaps since it 
was launched in June. Everyone should 
really be very happy.

Day, BIHC: What can you tell us 
about your issuance plans going 
forward, particularly with regard to 
any capital/subordinated activity? 

Coimbra, Millennium bcp: BCP cur-
rently holds a very strong liquidity posi-
tion, not having any relevant wholesale 
funding needs to support its core oper-
ating requirements, given that it has a 
loan to deposit ratio below 100%.

Recently, the bank has been notified 
by the Bank of Portugal of the Single 
Resolution Board’s decision regarding 

the MREL for the resolution group head-
ed by BCP, at a sub-consolidated level, 
which includes the operations based in 
Portugal, Switzerland and Cayman, and 
excludes the ones based in Mozambique 
and Poland. The MREL requirement has 
been set at 14.46% of the total liabilities 
and own funds of the Resolution Group, 
as of 30 June 2017 (with the pruden-
tial requirements as of 1 January 2017), 
which is equivalent to 26.61% of such 
Resolution Group´s risk-weighted assets. 
Moreover, the bank has been informed 
that the MREL requirement needs to be 
met by 1 July 2022.

Additionally, in the same medium 
term horizon, BCP will continue to 

manage the composition of its capital 
buffers, issuing subordinated instru-
ments to fill the applicable regulatory 
buckets to optimise the cost efficiency 
of its total buffer of own funds.

Costa, CGD: Given Caixa’s very com-
fortable liquidity situation at the mo-
ment, any plans for future issuance 
will be driven exclusively by regulatory 
requirements. Having completed the 
recapitalisation, the next regulatory re-
quirement will be MREL. We still need 
to hear from the SRB what will be the 
specific requirements for Caixa and how 
much time we will have to implement 
it. On the other hand, we also need the 
government in Portugal to prepare the 
necessary legislation that will allow us 
to issue senior non-preferred bonds. We 
don’t expect to have a very significant 
shortfall to cover, given that the bank’s 
RWAs will decrease further and our cap-
ital ratios will rise accordingly. In any 
case, we are ready to adjust our funding 
and capital plan in order to accommo-
date all the requirements we are asked 
to comply with over the next few years.

Donchev, CACIB: Portugal is part of 
the Banking Union within the EU and 
as such Portuguese banks are subject to 
the standard SRB MREL-setting meth-
odology, which is now well understood 
by markets. We at CACIB expect that 
all Portuguese banks will receive their 
MREL requirements in the course of 
2019 — as mentioned by Miguel, BCP 
recently disclosed that the SRB has de-
termined a MREL target at the sub-con-
solidated level.

One particular point to note is that 
in our view, Portuguese banks’ funding 
over the next one to two years is likely 
to be driven exclusively by prudential 
and MREL requirements as the banks 
have excess liquidity and funding via 
predominantly deposits and as such do 
not need to tap wholesale funding mar-
kets (not even for TLTRO refinancing). 
Hence, the public appearance of Portu-
guese banks in the market should ben-
efit to some degree from rarity value.

Regarding the adoption of the Portu-
guese senior non-preferred law, we ex-

Rui Coimbra, Millennium bcp

‘You could still feel 
the scars of the 
violent moves’
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pect Portugal to adhere to the deadline 
set by the EU Bank Creditor Hierarchy 
Directive, which mandates that all EU 
member states must have senior non-
preferred debt introduced in national 
legislation by the end of 2018.

Day, BIHC: The improvement in the 
Portuguese situation comes while 
there are increasing political risks 
in some parts of Europe and great-
er episodes of volatility in financial 
markets. What arguments can Por-
tuguese banks make to be positively 
differentiated in this more adverse 
environment?

Vinuela, Moody’s: The funding and 
liquidity position of Portuguese banks 
stabilised in 2017 and 2018, aided by 
balance sheet deleveraging, while their 
deposit funding remained stable. As 
a consequence, banks have been able 
to reduce their loan-to-deposit ratios 
from the very high levels seen in 2012. 
We do not see funding as a constraint 
at the moment. Portugal’s large banks 
have been able to raise debt in the capi-
tal markets, and their refinancing needs 
are limited.

Portuguese banks have around 
EUR20bn of exposure to the ECB’s Tar-
geted Longer Term Refinancing Opera-
tions (TLTROs), which we expect them 
to gradually repay between June 2020 and 
March 2021. The sector’s TLTRO funding 
has declined considerably from its 2012 

peak of EUR61bn. It now accounts for 
around 5% of Portuguese banks’ assets, 
below the level of other European sys-
tems such as Italy and Spain.

However, we note that Portugal is 
more susceptible than larger European 
banking systems to a market shock, as 
yields on Portuguese banking debt are 
more sensitive to changes in market 
sentiment. In addition, the introduc-
tion of the EU’s Minimum Requirement 
for Own Funds and Eligible Liabilities 
(MREL) rule, under which banks must 
hold minimum volumes of loss-absorb-
ing capital, will force Portuguese banks 
to issue eligible financial instruments. A 
continued improvement of Portuguese 
banks’ financial fundamentals will be 
key to ensuring that they retain afford-
able access to the capital markets.

Banco Santander Portugal: The Portu-
guese financial system is well advanced 
in its restructuring process, even though 
there are differences between entities. 
The gains obtained in terms of sounder 
capital and lower NPL ratios, within the 
context of a more balanced economy, 
clearly should contribute to a better risk 
perception by outside observers.

Passieux, BNP Paribas AM: On the 
political front, the ruling socialist party, 
in power since the end of 2015, does 
not have a majority in parliament, and 
relies on the support of several smaller 
left-leaning parties. The government 
has nevertheless successfully pursued 
a consolidation policy, which, coupled 
with the gearing effects of growth, has 
helped improve public finances to the 
satisfaction of the European Commis-
sion. Despite political challenges, over 
the past two years, the government has 
successfully retained the broad support 
of its parliamentary alliance.

While Portuguese banks do have 
substantial exposure to government 
bonds (in line with most EU banks) the 
largest part is domestic and their expo-

sure outside Portugal is largely focused 
in international markets where Portu-
guese banks have been present histori-
cally (Angola, Mozambique, Macau). 
Exposure to Italy is not significant and, 
in contrast to 2011, the spillover effect 
from the crisis in Italy has, so far, been 
limited. Investors are clearly more con-
fident about the economic trajectory of 
the country and the improvement in its 
public finances. As a result, Portuguese 
sovereign bonds have outperformed in 
2018. Looking back to 2011, one of the 
key concerns that investors had about 
Portugal was the deadly loop between 
the sovereign and the banking system, 
each requiring the other to bail it out, 
resulting in a rescue package from the 
EU. Today, Portuguese banks, with re-
stored capital and lower reliance on cen-
tral bank funding, are benefitting from a 
stronger Portuguese economy and while 
risks remain, they are far better posi-
tioned than five years ago.

Costa, CGD: Portuguese banks went 
through periods of great volatility and 
uncertainty during the years of the As-
sistance Programme and learned valu-
able lessons. These days, Portuguese 
banks are better capitalised, have plenty 
of access to liquidity, and are taking 
advantage of the favourable economic 
environment to reduce non-performing 
exposures and clean up their balance 
sheets. Profitability may still be a chal-
lenge given the very low levels of in-

Christine Passieux, BNPP AM María Vinuela, Moody’s

‘They are far 
better positioned 
than 5 years ago’
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terest rates, but I’m confident the Por-
tuguese banking system will continue 
to show great resilience even if market 
conditions worsen in the near future.

Tristan Lagarrigue, CACIB: French 
investors are extremely diligent and 
sensitive to timing, and unfortunately 
the ongoing noise and fluid geopolitical 
situations that were influencing global 
markets when CGD surfaced discour-
aged some French investors from invest-
ing in Portuguese assets. This is what 
everyone could read anyway when look-
ing at the distribution statistics. Never-
theless, the overall sentiment towards 
the jurisdiction has been very positive 
for quite some time now. Our domestic 
investor base likes the credit story and 
appreciates the positive rating trajecto-
ries and evolution of the capital metrics 
over the last 15 months. And most of 
our clients have already reopened lines 
on Portuguese credits. I am very opti-
mistic with regards to the expansion of 
Portuguese banks towards the French 
investor base, but also in other regions 
on the continent. They offer strong RV, 
and investors find in Portuguese assets 
valuable instruments to play the conver-
gence and compression trade.

CGD’s outperformance in Tier 2 
proved many around us wrong. CGD’s 
funding management made this trans-
action a success in spite of the mixed 
record in the country, with some resolu-
tion processes in the past, and paves the 

way for a return in force of Portuguese 
issuers in primary in 2019. Needless to 
say, what is valid for Portuguese finan-
cial borrowers — also including San-
tander Portugal and Millennium bcp — 
is also valid for corporate issuers. And 
in that respect, EDP’s recent successes 
also delivered evidence of the very good 
shape of the jurisdiction. EDP is an-
other credit that is very well received by 
French investors.

Coimbra, Millennium bcp: The in-
crease in sovereign risk, which has esca-
lated in the last three months, is related, 
more recently, to the issue of the Ital-
ian Budget for 2019 and has resulted in 
Moody’s recent downgrade of the sov-
ereign and Italian banks’ ratings. This 
generates volatility in financial markets 
and has also some side effects on BCP 
shares given Portugal’s dependence on 
the European project.

What differentiates Portugal from 
some other European countries is a sta-
ble overall political environment, with 
no significant social unrest. Portugal 
is ruled by a centre left-wing coalition 
government that is entering the last year 

of its term of office. During this time 
the political mood was relatively calm. 
There was not much difficulty in ap-
proving the annual budgets in the Par-
liament and the social and labour envi-
ronment was smooth, without signs of 
major protest movements. All the rating 
agencies recognise the enormous pro-
gress in fiscal consolidation and the re-
duction of the public debt burden. Por-
tuguese public debt spreads have also 
moved in the right direction.

Portuguese banks are set to benefit 
from the economic recovery, volume 
growth in the coming years, decreases in 
loan delinquencies, and future increases 
in interest rates in Europe.

Meanwhile, BCP is improving its 
asset-risk indicators and steadily in-
creasing its organic capital generation, 

as lower cost of risk levels are reflected 
in an improving domestic bottom line. 
One should also highlight the lower reli-
ance on wholesale funding and its mod-
est refinancing requirements as a result 
of its recent and successful balance sheet 
restructuring and deleveraging effort.

Hoarau, CACIB: In early November 
credit and equities have shown more 
resilience, but investors continue to 
sell into any strength, willing to of-
fload positions and reduce balance sheet 
with year-end looming. In the second-
ary market, high beta names are being 
marked better — but you still need to be 
aggressive to hit the bid if you are trying 
to sell. There is no structural appetite 
for higher beta risk assets at present and 
liquidity in the subordinated space is 
very limited, regardless of the jurisdic-
tion and risk profile of the signature you 
consider.

However, Portuguese names are do-
ing relatively well. High beta southern 
European credits are more exposed 
to spikes in volatility, but Portuguese 
names have in general outperformed 
their peers. The rating trajectory of the 
Portuguese sovereign and the ongoing 
improvement in the banking sector 
continue to deliver elements of comfort 
to opportunistic credit investors, even 
if the high level picture shows a very 
nervous market. l

Portuguese flag photo: Montserrat 
Labiaga Ferrer/Wikimedia Commons

Bruno Costa, CGD Tristan Lagarrigue, CACIB

‘The political 
mood has been 
relatively calm’



PORTUGAL: REAPING THE REWARDS

NOVEMBER 2018   BANK+INSURANCE HYBRID CAPITAL   9

Disclaimer
This material has been prepared by Crédit Agricole Corporate and Investment Bank or one of its affiliates (col-
lectively “Crédit Agricole CIB”). It does not constitute “investment research” as defined by the Financial Conduct 
Authority and is provided for information purposes only. It is not to be construed as a solicitation or an offer to 
buy or sell any financial instruments and has no regard to the specific investment objectives, financial situation or 
particular needs of any recipient. Crédit Agricole CIB does not act as an advisor to any recipient of this material, 
nor owe any recipient any fiduciary duty and nothing in this material should be construed as financial, legal, tax, 
accounting or other advice. Recipients should make their own independent appraisal of this material and obtain 
independent professional advice from legal, tax, accounting or other appropriate professional advisers before 
embarking on any course of action. The information in this material is based on publicly available information and 
although it has been compiled or obtained from sources believed to be reliable, such information has not been in-
dependently verified and no guarantee, representation or warranty, express or implied, is made as to its accuracy, 
completeness or correctness. This material may contain information from third parties. Crédit Agricole CIB has not 
independently verified the accuracy of such third-party information and shall not be responsible or liable, directly 
or indirectly, for any damage or loss caused or alleged to be caused by or in connection with the use of or reliance 
on this information. Information in this material is subject to change without notice. Crédit Agricole CIB is under no 
obligation to update information previously provided to recipients. Crédit Agricole CIB is also under no obligation 
to continue to provide recipients with the information contained in this material and may at any time in its sole 
discretion stop providing such information. Investments in financial instruments carry significant risk, including 
the possible loss of the principal amount invested. This material may contain assumptions or include projections, 
forecasts, yields or returns, scenario analyses and proposed or expected portfolio compositions. Actual events or 
conditions may not be consistent with, and may differ materially from, those assumed. Past performance is not a 
guarantee or indication of future results. The price, value of or income from any of the financial products or ser-
vices mentioned herein can fall as well as rise and investors may make losses. Any prices provided herein (other 
than those that are identified as being historical) are indicative only and do not represent firm quotes as to either 
price or size. Financial instruments denominated in a foreign currency are subject to exchange rate fluctuations, 
which may have an adverse effect on the price or value of an investment in such products. None of the material, 
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other 
party without the prior express written permission of Crédit Agricole CIB. No liability is accepted by Crédit Agricole 
CIB for any damages, losses or costs (whether direct, indirect or consequential) that may arise from any use of, or 
reliance upon, this material. This material is not directed at, or intended for distribution to or use by, any person 
or entity domiciled or resident in any jurisdiction where such distribution, publication, availability or use would be 
contrary to applicable laws or regulations of such jurisdictions. Recipients of this material should inform themselves 
about and observe any applicable legal or regulatory requirements in relation to the distribution or possession 
of this document to or in that jurisdiction. In this respect, Crédit Agricole CIB does not accept any liability to any 
person in relation to the distribution or possession of this document to or in any jurisdiction. 

United States of America: The delivery of this material to any person in the United States shall not be deemed a 
recommendation to effect any transactions in any security mentioned herein or an endorsement of any opinion 
expressed herein. Recipients of this material in the United States wishing to effect a transaction in any security men-
tioned herein should do so by contacting Crédit Agricole Securities (USA), Inc. United Kingdom: Crédit Agricole 
Corporate and Investment Bank is authorised by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and 
supervised by the ACPR and the Autorité des Marchés Financiers (AMF) in France and subject to limited regulation 
by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our regula-
tion by the Financial Conduct Authority and the Prudential Regulation Authority are available from us on request. 
Crédit Agricole Corporate and Investment Bank is incorporated in France and registered in England & Wales. Reg-
istered number: FC008194. Registered office: Broadwalk House, 5 Appold Street, London, EC2A 2DA.

© 2018, CRÉDIT AGRICOLE CORPORATE AND INVESTMENT BANK. All rights reserved.
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