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NOVA ECONOMICS CLUB  

This club is composed by a group of students from the Master in Economics of 

Nova School of Business and Economics (NOVA SBE). The purpose the club is to 

enable students to actively participate in projects outside the university, as a 

way to apply their academic knowledge to practical and valuable situations.  

Two main objectives were set by its members. The first is to develop and 

participate in economics’ research projects with academic or public interest, 

through the creation of partnerships when valuable for all parties. Secondly, 

members commit to proactively participate in forums and debates regarding 

the area of economics.  

Any contact to our institution is welcome and should be addressed to the 

following e-mail: novaeconomicsclub@gmail.com  

 

 

 

 

 

 

DISCLAIMER 

Members of the Nova Economics Club prepared this report. The authors are 

solely responsible for its content. The views expressed herein reflect only the 

opinion of the authors. NOVA SBE or its faculty accept no responsibility 

whatsoever for the content of this report nor for any consequences of its use.  

The information contained herein has been compiled from several sources 

believed to be reliable, but NOVA SBE or the students accept no liability 

whatsoever for any direct or indirect loss resulting from the use of this report or 

its content.  

This report may not be reproduced, distributed or published without the explicit 

previous consent of its authors. At any time, NOVA SBE may decide to suspend 

the reproduction or distribution of this report without further notice. 
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Introduction 

This report, the first edition of a series to be published quarterly, follows work 

done by the Banking and Financial System group over the past year and a half 

towards monitoring the adjustment the Portuguese financial system has been 

undergoing in the context of the financial assistance programme and the 

Memorandum of Understanding, signed by the Portuguese Government, the IMF 

and European institutions. It is divided in four key areas, which highlight the 

critical issues faced by financial institutions in Portugal, and the adjustment 

process they are tackling. 

Liquidity 

Deposits are the most important source of liquidity for any banking system. 

Using Bank of Portugal (BoP) data we analyze total deposits in the Portuguese 

Monetary Financial Institutions (MFI). The figure below shows its evolution 

along with its components.  

 

After a peak in the end of 2011, total deposits started to decline since the 

beginning of 2012 up to October 2013. This constitutes a serious fact that may 

put in risk the liquidity stance of the Portuguese banking system. This decline 

has been caused by the declines of deposits of external MFI’s and other MFI’s 

coupled with stagnant households deposits (the most important component for 

total deposits). We highlight the decline in deposits from external MFI’s which 

has been rather intense since 2008. By October 2013 it amounted to circa 60€ 

Bn, i.e. less than half of how much it was by 2008. This signals possible disbelief 

from foreign banks toward the safety of their deposits in domestic banks. The 
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following figure shows the evolution of the relative importance of these 

components. 

 

Again, note the clearly diminishing relative importance of deposits from 

external MFI’s. Other interesting facts are i) still non-marginal deposits of 

Eurosystem origin which translates to the continued need of ECB stabilization 

measures (Portuguese banking system would be in serious liquidity difficulty if 

these deposits ceased to exist, coupled with external MFI’s deposits withdrawal) 

and ii) households’ deposits have been showing a quite distinct behavior, as, in 

both absolute and relative terms, their position has been enlarging, at least 

since mid-2012.  This last point possibly shows, in turn, that Portuguese 

households, the largest contributor to total deposits, have confidence in the 

domestic financial institutions. The figure below provides further insight 

concerning the capacity of the Portuguese banking system to substitute official 

sector deposits by private foreign ones through the interbank market.  
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It depicts a spread between the ratio of external MFI’s deposits to domestic 

MFI’s deposits and the ratio of external MFI’s deposits to the sum of domestic 

MFI’s deposits and Eurosystem deposits. In summary, a decrease in the 

difference between these ratios signals that the domestic banking system is 

capable of substituting the lack of external financing for domestic funding in 

the interbank domestic market. In other words, it has to rely less on the 

Eurosystem to compensate for the possible lack of external financing. This is 

precisely what we see happening. Since early 2011 the spread has been steadily 

decreasing, but at a decreasing rate. A final remark about the liquidity situation 

of the Portuguese banking system is provided by the following figure. 

 

There it is possible to see that both series are trending positively, but their joint 

relation is stable. The spread between the share of long term loans relatively to 

the share of long term deposits is about the same as of end 2013 as it was in the 

beginning of 2001, once we correct for their trending behaviors. Since there 

seems to exist an unbroken balance between the shares of both deposits and 

loans at longer maturities then we do not foresee the maturity dimension of the 

deposits as a concern. 

Deleveraging 

The declining tendency the loan-to-deposit ratio of the banking system showed 

along the end of 2012 and the most part of 2013, as it fell steadily to 1.49 in 

August – a 15-month low – was averted by the end of the third quarter. This 

ratio grew in September and continued in October, having matched the level 

seen in the first semester, at 1.52. This can be seen as a considerable setback, 

undermining the progress made in 2013. However, this may not come as 

particularly surprising. Credit given to families and non-financial corporations 

has continued to decline, keeping pace with its three-year-long downward 
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trend. On the other hand an important decrease in deposits has been recorded – 

this is where the U-turn experienced by the LTD ratio is rooted. After a very 

small decrease in the beginning of the third quarter, they fell about 1.2% from 

August to September, and 1% on the following month. This marked decline in 

deposits is at odds with the overall tendency for stability they had shown since 

early 2012. One possible explanation is related to the indication by official 

sources that private consumption has grown considerably in both the second 

and third quarters (1.1% in volume in the latter case – BoP data), after 

consecutive periods of decline since the end of 2010. Our LTD ratio weighted 

average indicator for the six major banks at least with the latest available data 

(which does not include October), does not seem to be affected by similar 

effects.  

 
Q2 Q3 %Δ 

Banif 128,4% 128,4% 0,0% 

BES 125,0% 129,0% +4% 

BPI 101,0% 97,0% -4,0% 

Millennium BCP 123,0% 123,0% 0,0% 

CGD 110,5% 107,4% -2,8% 

Santander Totta 127,7% 127,7% 0,0% 

Weighted average1 117,9% 117,3% -0,6% 

 

In the third quarter, it remained at basically the same level (a 0.6 p.p. decrease) 

as before, at 117.3%. Nevertheless, it should be noted that this was only possible 

due to small declines in LTD ratios of BPI and CGD – which are, out of the six, 

the only to have met the 120% target set by the Troika – that compensated for 

the large increase (about 4 p.p.) recorded in the case of BES. This is a significant 

setback for their own deleveraging process, which while not followed by the 

Banif, BCP and Santander, these did not make any progress toward the official 

target either. This, in our view, suggests that the difficulties faced by these 

banks in effectively concluding this adjustment are not to be overlooked by the 

authorities. The end of 2014, for which this target was set, looms, and swift 

measures will likely be required for it to be met by all the major players in the 

banking system. 

                                                

1 Methodology: the total assets of each major banks (as of fiscal 2012) are used as the 
weights in computing the indicator. 



7 
 

 

Solvency 

The share of non-performing loans to Private Individuals has been rising ever 

since the start of 2011, with only one or two small decreases in the path from 

the 2.82% of gross loans to individuals in December 2010 all the way to the 

historical maximum of 4% (registered in the last month of July 2013). 

 

From here, the figure has decreased to 3,82% in the last three months. The 

main contributor for this recent decline was consumption credit, which yielded 

3.7% less non-performing loans than 6 months ago; housing-related non-

performing loans, on the other hand, keep increasing, scoring an increase of 

4,5% in the last six months. This happened at the same time loans of other MFIs 

to households rose from their first-half values (the average of the last 3 months 

is almost 4% higher than the average of the first semester). 

Regarding loans to Non-Financial Institutions, the figure has also been rising 

but it is yet to find an absolute historical maximum (at least taking into account 

the last 13 years). The 11,93% of gross loans to firms which are non-performing 

is the result of both a continuous increase in the absolute figure of NPL but also 

of the equally-continuous decrease in the denominator of the ratio, i.e. loans to 

firms. Since the start of the implementation of the MoU, this ratio soared by 

6.89 p.p. 
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As evidenced in the above figure, the sectors that have most contributed to an 

over 5%-increase in NPLs to firms in the last 5 months are the real estate sector, 

with an increase of 11.9%, the information and telecommunication sector, with 

an increase of 21%, the transportation and storage sector, with a growth in NPLs 

of 23.4% and the accommodation and food services sector, with an increase of 

14.8%. All of these sectors but the IT one fall in the non-tradable category and 

provide a clear illustration of the path followed by the economy’s productive 

structure, both because such sectors were much likely to be those which would 

be overleveraged and because these are, for the same reasons, those which 

should experience the most severe financial tightening during this repayment 

phase of the debt-repayment cycle. 

Turning now to individual banks’ situation, one can draw the following 

conclusions. 
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The criteria for the Core Tier 1 of 

either the Bank of Portugal and the 

European Banking Authority keep 

on generating different relative 

positions for the banks of the core 

group: while, according to the BoP, 

BPI is the most solid bank (with a 

Core Tier Ratio of 15.3%), when 

European rules are applied one  

states that Millennium BCP is the 

most solid Portuguese bank, 

indicating that this bank’s core 

capital is more robust to more 

stringent assessments that are 

surely yet to come with the 

consolidation of the European 

banking union; 

BES and BPI have seen their core 

capital decrease in the last quarter, 

providing a first downturn to the 

recent trend of increased solvency 

of the major players pf the banking 

sector; 

Taking risk into account in the 

valuation of banks’ assets it has 

been impacting in an increasing 

fashion the accounts of these 

financial institutions; BPI, BES and 

BCP have experienced a fall in their 

Risk-Weighted Assets in the last 

quarter; 

Amongst the four banks, BPI has 

proven to be the most conservative 

both throughout the bubble-phase 

of the crisis in terms of required 

credit standards (as shown by their 

current Credit-at-Risk Ratio) and in 

terms of recognizing imparities on 

their overdue loans (as shown by 

their superior coverage ratio). 

All in all, the trend of increasing 

solvency has been somewhat 

interrupted during the last 
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semester. It will be interesting to observe the developments of banks’ core 

indicators when the ECB assumes the supervising role of the European Banking 

Union to see if banks’ exposure to some kinds of risks is well acknowledged or if 

it is still undervalued. 

Profitability 

In the third quarter of 2013 the strain placed on the Portuguese Banking system 

continued (the table below supports this section). Return on equity for the four 

major Portuguese banks2 continues to underperform past years and only BPI 

presents a positive net income up to September 2013.  This has two reasons: 

First, a change in the structure of income, the cost-to-income ratio, which has 

worsened for all banks. Second, lower operating income, commonly attributed 

to environmental factors, namely the economic recession.  Interest rates paid 

on new deposits and new loans have dropped dramatically, more noticeably on 

the former. New deposit rates fell from an average of 2.39% in December 2012 

to 1.96% in October 2013 for households and from 2.06% to 1.27% for non-

financial corporations. Interest rates on new loans to households and non-

financial corporations dropped, households witnessing the largest fall, around 

75 basis points when comparing to 2012. Non-Financial Corporations can now 

obtain loans 50 basis points cheaper. All interest rates have been consistently 

falling since January 2012. This decrease in interest rates provides relief for 

companies who are in need of liquidity and it has a mixed effect on the banks’ 

profits, on the one hand it decreases interest income, on the other a larger 

number of loans may increase income. Overall the prospects of the banking 

sector for 2013 are still negative. Most banks are observing worse results, 

excepting BCP, which is better than last year, even if still very negative. 

However stock market returns over the past 52 weeks may reveal that markets 

believe the Portuguese Banking Sector may be picking up as the three major 

banks that are publicly traded had positive returns.3  

                                                

2 BES (Banco Espírito Santo), BCP (Banco Comercial Português), BPI (Banco Português de 
Investimento), and CGD (Caixa Geral de Depósitos) 
3 BCP increased by 170%; BPI by 21% and BES by 7% 


