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	Portugal Country Report 




1. Economic and Financial Background

	Table 1: Key Economic Indicators



	
	Dec-2005
	Dec-2006

	Population (million)

GDP (EUR billions)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalization (EUR billions)

Stock market capitalization (% of GDP)

Bond market capitalization (EUR billions)

Bond market capitalization (% of GDP)

Household gross savings ratio (%)

Household financial wealth (EUR billions)

Average per capita financial wealth (EUR)
	10.6

149.0

0.5

2.3

8.0

132.9

89.2

43.6

29.3

8.4

163.2

15418
	10.6

155.3

1.3

3.1

8.2

201.0

129.4

35.9

23.1

7.9

171.1

16139


Sources: INE – Portugal; Euronext Lisbon; Banco de Portugal

In 2006, the Portuguese Economy showed signs of a slight recovery, growing 1.3%, which compares with just 0.5% in the previous year. However, this growth is lower than the one observed in the Euro Area, thus contributing to the increase of the economic gap between Portugal and Euro Area.

Exports were the main driver of this (moderate) growth, as they increased 8.8%, compared to 1.1% in 2005.

Unemployment continued to rise and stood at 8,2% at the end of 2006.

The Portuguese stock market, however continued to show strong performance, with the main index – PSI 20, increasing almost 30%, during 2006.
2. Data on Funds under management and portfolios

	Table 2: Net Assets by the Fund Industry in Portugal

(EUR billion)

	
	Dec-2004
	Dec-2005
	Jun-2006
	Dec-2006
	Jun-2007

	Home-domiciled UCITS

Home-domiciled non-UCITS
	23.420

8.046
	26.208

10.243
	25.997

11.462
	25.762

13.133
	26.304

13.944

	Total AuM
	31.466
	36.451
	37.459
	38.895
	40.248


	Table 3: Net Assets by Fund Type

(EUR billion)

	
	Dec-2004
	Dec-2005
	Jun-2006
	Dec-2006
	Jun-2007

	UCITS:

  Equity

  Bond

  Balanced

  Money market

  Fund-of-funds

  Other 
	23.420

1.740

10.057

1.554

8.879

1.018

0.193
	26.208

2.202

11.184

1.075

8.800

1.794

1.152
	25.997

2.610

10.284

1.234

8.217

2.118

1.535
	25.762

2.971

9.783

1.341

8.111

2.061

1.494
	26.304

3.781

9.732

1.431

7.839

1.846

1.675

	Non-UCITS:

  Real Estate Funds

  Other 
	8.046

7.051

0.995
	10.243

8.164

2.079
	11.462

8.745

2.717
	13.133

9.758

3.375
	13.944

10.104

3.840

	Total
	31.466
	36.451
	37.459
	38.895
	40.248


	Table 4: Number of Funds

	
	Dec-2003
	Dec-2004
	Dec-2005
	Dec-2006
	Jun-2007

	Home-domiciled UCITS

Home-domiciled non-UCITS

Foreign funds registered for sales*
	218

58

630
	199

90

636
	202

121

891
	208

236

1,179
	213

258

1,363

	Fund launches**

Fund liquidations**

Fund mergers**
	12

16

35
	41

17

1
	49

9

6
	128

3

4
	123

5

2


* Although there is no breakdown available between national and foreign promoters, almost all of the investment funds registered for sale are from foreign promoters.

** Includes only Home-domiciled investment funds. Occurred during the previous 12 months.
During the last 12 months, Portuguese Investment Fund assets grew 7,4%, which is less than the annual growth observed between the end of December 2004 and June 2007 (10.3%). After a significant increase in 2005, UCITS have registered almost no growth since then. On the opposite, non-UCITS, grew 73.3% between 2004 and June 2007, meaning an average annual growth of almost 25%.

In the UCITS sector we have been observing a decrease in the Funds that traditionally attracted most of the investment – Bond Funds and Money Market Funds. On the other hand we have equity Funds that more than doubled the total assets of 2004. One of the main reasons is the good performance that equity markets have been showing since 2002, attracting investors and increasing the amounts invested in.

Non-UCITS have been the stars of the Portuguese Investment Fund Market. Changes in the legislation allowed more flexible rules for this type of Funds, that permitted the creation of Funds with different investment policies, not allowed until then. Both investment managers and investors saw an opportunity in these new products as can be observed by the number of these Funds (258 in June 2007, against only 90 in 2004) but specially by the growth in total assets – 73.3% during the same period (21.7% in the last year) 

3. Key Trends in flows and assets under management

	Table 5: Net Sales by Fund Type

(EUR million)

	
	2003
	2004
	2005
	2006
	Jun-2006 to

Jun-2007

	UCITS:

  Equity

  Bond

  Balanced

  Money market

  Fund-of-funds

  Other 
	1,453.3

-45.8

1,533.6

-56.2

210.5

-236.3

47.6
	617.2

-9.5

879.6

32.0

-481.3

51.5

144.9
	2,010.4

80.5

803.7

67.7

20.1

699.7

338.6
	-1,239.5

303.1

-1,533.5

245.6

-732.4

222.3

255.4
	-1,258.9

278.9

-730.5

101.1

-550.6

-377.1

19.3

	Non-UCITS:

  Real Estate Funds

  Other 
	50.1

n.a.

50.1
	439.3

n.a.

439.3
	1,040.7

n.a.

1,040.7
	1,219.4

n.a.

1,219.4
	1,013.0

n.a.
1,013.0

	Total
	1,503.5
	1,056.5
	3,051.0
	-20.1
	-245.9


The good performance of equity markets during the last few years has been attracting investors to Equity Funds and Balanced Funds. Between June 2006 and June 2007, these two categories registered a net inflow of 380 million euros.

By the negative, it should be noticed the large scale divestment from Bond Funds and Money Market Funds. Bond Funds and Money Market Funds have been registering performances bellow inflation rate, which probably led investors to search for better investment opportunities. They found them in Equity Funds and Balanced Funds, but specially in a new type of Fund, non-UCITS, called “Fundos Especiais de Investimento” or Special Mutual Funds. These Funds can have quite flexible investment rules that allow for very distinct and heterogeneous investment policies. Most of these Funds behave as guaranteed funds, trying to achieve to the unitholder, at the end of a certain period of time, a minimum return, besides the initial amount. But there are others, such as Funds of Real Estate Funds, Art Funds, Total Return Funds, among other. 

4.
Regulatory and self regulatory developments

4.1
Capital Requirements Directive:

The Directive 2006/49/CE has been transposed to Portuguese legislation by Decree-Law 103/2007, of April 3rd, 2007. It applies to Investment Fund Management Companies only if they also carry on portfolio management or investment advice services.

4.2  MiFID implementation: 

MiFID has not been implemented until this moment. However, towards the end of 2006, a first draft of Level 1 and Level 2 legislation was put under public consultation. A new version has been presented to the Parliament and the final version has been approved and we are expecting its publication in the Official Journal. Nevertheless, according to the Supervision Authorities the deadline for the enforcement of the new rules will remain at 1st November 2007.

Due to the importance of the subject and to the changes that it implies to the daily life of the financial intermediaries, the Portuguese Securities Commission has organized a set of Training Programmes on several matters concerning the MiFID implementation, which occurred in May and June and intend to help and assist the market to better understand the impact and the news brought by the Directive.

As far as the Level 3 measures are concerned, until now, there wasn’t any initiative from the regulator other than the announcing of the work that CESR has been doing about this matter, namely the public consultations and guidelines on this topic.

4.3
Tax rules:

At the end of 2005, with the publication of the State Budget for 2006, the Government reintroduced tax incentives for the investment in Retirement Saving Products, which were maintained in the State Budget for 2007.

With the Law of the State Budget for 2007, there were some changes to the taxation of Real Estate Funds. These Funds have always benefited from exemption of the payment of either Municipal Property Tax (Imposto Municipal sobre Imóveis - IMI) due on real estate/property owned, or Municipal Property Transfer Tax (Imposto Municipal sobre as Transmissões Onerosas de Imóveis – IMT) levied on the acquisition of real estate/property. With the State Budget for 2007, some special Closed-Ended Real Estate Funds subject to private placement saw this exemption reduced to 50% of the tax due and, moreover, the exemption for all Real Estate Funds will expire within 5 years.

A specific tax framework for Forestry Funds was also introduced with the State Budget for 2007, which will encourage the creation of Forestry Funds under the new category of Special Real Estate Funds.

5.
Trends in product development and level playing field issues

5.1
Real Estate Funds
Real Estate Funds have been existing in Portugal for the past 20 years and its activity has been having a remarkable success and development during this period. 

According to the Portuguese Real Estate Fund legislation, set by Decree-Law N.º 60/2002, of 20th March, and also by the Regulation N.º 8/2002 of the Portuguese Securities Market Commission (CMVM), there are three types of Real Estate Funds: Open-ended funds (those which have a variable number of investment units), Closed-ended Funds (those which have a fixed number of investment units) and Mixed Funds (those which have two categories of investment units, one being of a fixed number and the other being variable). Closed-ended Real Estate Funds with an indeterminate duration shall only be authorized if the management rules and regulations provides for the admission to trading on a regulated market of the Fund’s units.
The portfolio of Real Estate Funds must be made up solely of property and liquidity, with properties representing more than 75% of the total assets of the Fund. The property held by these Funds shall correspond to urban properties or independent units of the same property. They can also include other assets, namely rural or mixed properties, investment units in other Real Estate Funds and shares of real estate companies (under specific conditions established by law). 

As far as liquidity is concerned, it means bank deposits, deposit certificates, investment units from money-market funds and securities issued or guaranteed by a Member State of the European Community with a long-term book value of less than 12 months.
In what concerns the composition of the portfolio of a Fund, the rules applied are different from an Open-ended Fund to a Closed-ended Fund.  

For Open-ended Funds the legislation foresees the following: a) A maximum of 25% in the development of building projects; b) A maximum of 20% in a single property; c) A maximum of 20% in properties rented to a single entity or group; d) A maximum of 25% in holdings in real estate companies; e) A maximum of 25% in property located outside of the European Union, but in a OECD country; and f) A maximum of indebtedness of 25%.

Mixed Funds have the above portfolio restrictions, with the exception of the level of indebtedness, which is not allowed.

In relation to closed-ended Funds subject to public subscription offering, the rules are: a) The investment in the development of building projects can go until 50% of the total assets, or even to 60% if the projects are aimed at the renovation of property; b) The value of a single property must not represent more than 25%; c) Properties rented to a single entity or group must not exceed 25%; and d) The maximum of indebtedness must not exceed 33%.
For Closed-ended Funds subject to private offering, some of the limits mentioned above are less stringent or do not exist at all.
Regarding the principles of valuation of assets, the properties held by Real Estate Funds must be evaluated by at least two independent expert evaluators (certified by CMVM), under the following conditions:

a) Prior to their acquisition or disposal, and the reference date for the evaluation of the property must not be more than six months from the date of the agreement in which the price of the transaction was set down;

b) Prior to the development of construction projects, in order to determine the value of the property being built;

c) Whenever circumstances arise which could lead to significant alterations to the value of the property;

d) At intervals of not less than two years.

5.2 
Funds of Hedge Funds
Although there is no specific legal framework surrounding these products, there is a figure called “Fundos Especiais de Investimento” (“Special Investment Funds”) within the Mutual Funds legislation which could, in theory, permit the existence of both Hedge Funds and Funds of Hedge Funds, as they do not have to comply with Section V of Directive 85/611/EEC.

The Portuguese Securities Commission has discretionary powers to approve Funds of this type, which are considered on a case-by-case basis. These Funds have to establish in the prospectus the type of investors they are aimed at and define precisely the investment objectives and the risks of the investment. 

5.3
Private Placement

The Portuguese Securities Code states that offers of securities addressed only to qualified investors, and the subscription offers addressed by non-publicly held companies to the majority of their shareholders (except offers addressed to at least 100 people who are non-qualified investors resident or established in Portugal) are considered private offers.

5.4
Structured Products
Although there aren’t exact figures on the size of the market for Structured Products, Investment Funds feel their competition for investment every day, even within the same financial group. These products benefit from a less stringent framework, making them more attracting for financial providers.
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