[image: OECD Economic Surveys: Brazil 2018]
OECD Economic Surveys: Brazil 2018

Please cite this publication as:

OECD (2018), OECD Economic Surveys: Brazil 2018, OECD Publishing, Paris.

http://dx.doi.org/10.1787/eco_surveys-bra-2018-en

[image: Visit us on OECD website]

Metadata, Legal and Rights
ISBN:  978-92-64-29047-1 (print) - 978-92-64-29050-1 (pdf) - 978-92-64-30058-3 (HTML) - 978-92-64-29051-8 (epub)
DOI: http://dx.doi.org/10.1787/eco_surveys-bra-2018-en


Series: OECD Economic Surveys
ISSN: 0376-6438 (print) - 1609-7513 (online)


OECD Economic Surveys: Brazil
ISSN: 1995-3763 (print) - 1999-0820 (online)

This document, as well as any data and any map included herein, are without prejudice tothe status of or sovereignty over any territory, to the delimitation of international frontiers and boundaries and to the name of any territory, city or area.
The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law.
This Survey was prepared in the Economics Department by JensArnold and Alberto González Pandiella under the supervision of Piritta Sorsa. Research and statistical assistance was provided by Christian Abele, Matheus Bueno, James Hiroshi Habe and Anne Legendre and editorial assistance by Carolina González. 
The Survey was discussed at a meeting of the Economic and Development Review Committee on 13November2017 and is published on the responsibility of the Secretary-General of the OECD.


Photo credits: Cover © iStockphoto.com/zxvisual.
Corrigenda to OECD publications may be found on line at: www.oecd.org/publishing/corrigenda.
© OECD 2018
You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, databases and multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable acknowledgement of OECD as source and copyright owner is given. All requests for public or commercial use and translation rights should be submitted to rights@oecd.org. Requests for permission to photocopy portions of this material for public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or the Centre français d’exploitation du droit de copie (CFC) at contact@cfcopies.com.



This Survey was prepared in the Economics Department by JensArnold and Alberto González Pandiella under the supervision of Piritta Sorsa. Research and statistical assistance was provided by Christian Abele, Matheus Bueno, James Hiroshi Habe and Anne Legendre and editorial assistance by Carolina González. 

The Survey was discussed at a meeting of the Economic and Development Review Committee on 13November2017 and is published on the responsibility of the Secretary-General of the OECD.




	Basic statistics of Brazil, 2016


	
(Numbers in parentheses refer to the OECD average)*













	

LAND, PEOPLE AND ELECTORAL CYCLE








	
Population (million)


	
206.1


	



	
Population density per km²


	
24.7


	
(37.2)





	
Under 15 (%)


	
22.6


	
(17.9)


	
Life expectancy (years, 2015)


	
75.2


	
(80.5)





	
Over 65 (%)


	
8.1


	
(16.6)


	
Men


	
71.6


	
(77.9)





	



	



	



	
Women


	
78.9


	
(83.1)





	
Latest 5-year average growth (%)


	
0.9


	
(0.6)


	
Next general election


	
10/2018


	
















	

ECONOMY








	
Gross domestic product (GDP)


	



	



	
Value added shares (%)


	



	






	
In current prices (billion USD)


	
1,796.2


	



	
Primary sector


	
5.5


	
(2.5)





	
In current prices (billion BRL)


	
6 266.9


	



	
Industry including construction


	
21.2


	
(26.6)





	
Latest 5-year average real growth (%)


	
-0.4


	
(1.8)


	
Services


	
73.3


	
(70.9)





	
Per capita (th USD PPP)


	
15.2


	
(42.0)


	



	



	
















	

GENERAL GOVERNMENT






	
Per cent of GDP







	
Expenditure


	
41.6


	
(41.6)


	
Gross financial debt


	
69.9


	
(108.5)





	
Revenue


	
32.7


	
(38.7)


	
Net financial debt


	
46.2


	
(69.9)















	

EXTERNAL ACCOUNTS








	
Exchange rate (BRL per USD)


	
3.489


	



	
Main exports (% of total merchandise exports)





	
PPP exchange rate (USA = 1)


	
1.995


	



	
Crude materials, inedible, except fuels


	
25.6


	






	
In per cent of GDP


	



	



	
Food and live animals


	
24.3


	






	
Exports of goods and services


	
12.5


	
(53.9)


	
Machinery and transport equipment


	
18.8


	






	
Imports of goods and services


	
12.1


	
(49.5)


	
Main imports (% of total merchandise imports)





	
Current account balance


	
-1.3


	
(0.2)


	
Machinery and transport equipment


	
37.3


	






	
Net international investment position


	
-39.9


	



	
Chemicals and related products, n.e.s.


	
24.7


	






	



	



	



	
Mineral fuels, lubricants 


	
11.0


	
















	

LABOUR MARKET, SKILLS AND INNOVATION








	
Employment rate for 15-64 year-olds (%)


	
54.0


	
(66.9)


	
Unemployment rate, LFS (age 15 and over) (%)


	
12.0


	
(6.3)





	
Men


	
64.3


	
(74.7)


	
Youth (age 18-24, %)


	
25.9


	
(13.0)





	
Women


	
44.5


	
(59.3)


	
Tertiary education completed 25-64 y/o (%)


	
14.8


	
(35.7)





	
Participation rate for 15-64 year-olds (%)


	
61.4


	
(71.7)


	
Gross dom. expenditure on R&D (% GDP, 2014)


	
1.2


	
(2.4)















	

ENVIRONMENT








	
Total primary energy supply p.c.(toe, 2014)


	
1.5


	
(4.1)


	
Exposure to air pollution (more than 10 g/m3 of PM2.5, % of population, 2015)


	
50.9


	
(75.2)





	
Renewables (%, 2014)


	
38.6


	
(9.6)


	
CO2 emissions from fuel combustion p.c.(tonnes, 2014)


	
2.3


	
(9.4)















	

SOCIETY








	
Income inequality (Gini coefficient, 2013)


	
0.470


	
(0.311)


	
Education outcomes (PISA score, 2015)


	



	






	
Relative poverty rate (%, 2013)


	
20.0


	
(11.3)


	
Reading


	
407


	
(493)





	
Median disp.househ.income (th USD PPP, 2013)


	
7.3


	
(20.4)


	
Mathematics


	
377


	
(490)





	
Public and private spending (% of GDP)


	



	



	
Science


	
401


	
(493)





	
Health care (2014)


	
8.3


	
(9.0)


	
Share of women in parliament (%)


	
9.9


	
(28.7)





	
Pensions (public, 2014)


	
11.6


	
(9.1)


	



	



	






	
Education (public , primary, secondary, post sec. non tertiary, 2014)


	
4.1


	
(3.4)


	



	



	








	

Note: Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.



	

Source: Calculations based on data from OECD, International Energy Agency, World Bank, IMF and Inter-Parliamentary Union.









Executive summary


	Sustaining inclusive growth with further significant reforms
	Stronger investment and productivity are key for future growth
	Brazil can seize greater benefits from greater global and regional integration





Sustaining inclusive growth with further significant reforms




Fiscal outcomes have deteriorated sharply


[image: graphic]


Source: Central Bank of Brazil. 


StatLinkhttp://dx.doi.org/10.1787/888933655130



Over the past two decades, strong growth combined with remarkable social progress have made Brazil one of the world’s leading economies, despite the long recession that began in 2014 and from which the economy is now slowly emerging. However, inequality remains high and fiscal accounts have deteriorated substantially, calling for wide-ranging reforms to sustain progress on inclusive growth. A better focus of social expenditures towards the poor would reduce inequality and ensure sustainability of public debt at the same time. This will require difficult political choices, particularly in pensions and social transfers. Reducing economic transfers to the corporate sector, in conjunction with more systematic evaluations of public expenditure programmes, will strengthen growth, improve economic governance and limit the future scope for rent seeking and political kick-backs. Fighting corruption will require continuing reforms to improve accountability.





Stronger investment and productivity are key for future growth




Investment is low in international comparison



2010-2016


[image: graphic]


Source: World Development Indicators, World Bank. 



StatLinkhttp://dx.doi.org/10.1787/888933655149



Growth, which was supported by a rising labour force over many years, will slow down due to rapid population aging. Maintaining the growth potential of the economy requires stronger investment, which could also raise productivity and concomitantly, the scope for future wage increases. Public spending has crowded out private investment in the past, and the absence of well-developed private financial markets with longer maturities has hindered the flow of savings into more efficient projects, including infrastructure. Simplifying taxes, reducing administrative burdens and streamlining licensing would raise investment returns. Stronger competition will allow high-performing enterprises to thrive and will further enhance investment opportunities.





Brazil can seize greater benefits from greater global and regional integration




Integration into global trade is weak



Imports and exports, average 2010-2016


[image: graphic]


Source: OECD Economic Outlook database.


StatLinkhttp://dx.doi.org/10.1787/888933655168



Integration into global trade is much lower than in other emerging markets as trade barriers shield enterprises from global opportunities and foreign competition. Exports and growth could be stronger if firms could source the best inputs and capital goods from international markets. More exposure to trade will also lead to rising productivity among domestic producers as they improve efficiency and seize new export opportunities. This would create new jobs across the economy, but especially for those with lower skills and incomes, making growth more inclusive. Consumers would also benefit from more competitive prices, with particularly strong effects among low-income households. A stronger integration into the global economy would be an effective way to enhance competition and would help the most productive firms and industries to succeed, although a select few sectors would see their output decline. Well-designed policies that protect workers rather than jobs through a combination of training and income protection, can shield the poor and vulnerable from the burden of adjustment, ensuring inclusive growth.








	

MAIN FINDINGS



	

KEY RECOMMENDATIONS






	

Improving macroeconomic policies and economic governance








	
Fiscal outcomes have deteriorated substantially since 2014 reflecting mostly increases in expenditure. A primary surplus of around 2% of GDP is required to stabilise public debt in the medium term.


	
Implement the planned fiscal adjustment through permanent spending cuts. 

Gradually raise the retirement age. 

Index pensions to consumer prices rather than the minimum wage.





	
Social transfers have raised spending, but only few of them reach the poor.


	
Delink benefit floors from the minimum wage. Shift more resources towards transfers that reach the poor, including Bolsa Familia.





	
The Central Bank has conducted monetary policy in an independent way but formalising this independence would strengthen monetary policy effectiveness.


	
Limit dismissal of the Central Bank governor to severe misconduct to rule out political influence in monetary policy decisions in the future. Safeguard the budget autonomy of the Central Bank.





	
Targeted industrial support policies have generated substantial rents without effects on investment or productivity.


	
Scale back sector- and location-specific industrial support policies, including tax benefits. 

Evaluate existing programmes.





	
Political consensus building has required costly and inefficient expenditures without systematic audits and reduced the effectiveness of the public sector. This has been a key obstacle to passing reforms.


	
Limit political appointments, especially in state-owned enterprises. Strengthen performance incentives in public companies. 

Undertake more systematic audits of all expenditures, including parliamentary budget appropriations.





	
Public procurement has been subject to large-scale corruption.


	
Review public procurement laws. 

Use more centralised purchasing bodies. 

Strengthen whistle-blower and leniency procedures.











	

Raising investment








	
A challenging business climate including high tax compliance costs, high costs of capital and high administrative burdens curb investment returns while weak competition misallocates resources.


	
Consolidate consumption taxes at the state and federal levels into one value added tax with a broad base, full refunds for input VAT paid and zero-rating for exports. 

Reduce barriers to entry due to administrative procedures.





	
Long-term credit has been dominated by the national development bank BNDES, which creates an uneven playing field and may hamper the development of private investment financing. The recent decision to phase out subsidies in its lending operations will allow a redefinition of the role of BNDES.


	
Focus BNDES lending activities on niche areas where the private sector finds it difficult to operate, including in the financing of small start-ups and innovation projects. 

Use BNDES more to arrange syndicated loans for infrastructure and lead the creation of structured financial instruments.





	
Weak project structuring has been holding back private participation in infrastructure financing. Concessions cannot be used in projects where user fees are not possible.


	
Provide more training to officials involved in infrastructure structuring. Make wider use of BNDES’ technical capacity to assist public entities in project structuring, especially local governments. 

Make wider use of public-private partnerships but ensure that all present and future liabilities are taken into account in a transparent way.











	

Fostering the integration into the world economy








	
High barriers to international trade reduce benefits from integration into the global economy.


	
Lower tariffs and scale back local content requirements.





	
Greater integration into the global economy will reallocate jobs across firms and sectors.


	
Bolster training and job search assistance programmes for affected workers.











	

Strengthening green growth








	
Deforestation has declined up to 2014 but risen again since then.


	
Ensure continuous decreases in deforestation, including through stronger enforcement and maintaining the status of areas currently under environmental protection.














Assessment and recommendations


	The economy is gradually emerging from the recession

	Inflation has declined but financial intermediation could be improved

	Fiscal outcomes need to improve to ensure the sustainability of public debt

	Improving governance and reducing corruption

	Raising investment is a key policy priority

	Supporting the integration with the region and the world economy

	Green growth challenges




Strong growth and remarkable social progress over the past two decades have made Brazil one of the world’s leading economies, despite the deep recession that the economy is now emerging from. Macroeconomic stability, favourable demographic trends and external conditions allowed an expansion of private and public consumption, in the context of solid employment and wage growth. A buoyant labour market coupled with improving access to education and extensive transfer programmes allowed millions of Brazilians to move into better jobs and attain better living standards. As 25 million Brazilians have escaped poverty since 2003, growth has become much more inclusive. These are remarkable achievements. 

However, Brazil remains one of the most unequal countries in the world. Half of the population receives 10% of total household incomes, while other half holds 90%. Severe inequalities continue to put women, racial minorities and youths at a disadvantage. Male workers are paid 50% more than women, a gap that is 10 percentage points higher than the OECD average. Women are also more likely to have informal employment. Poverty is highest among children and unemployment among youths is more than twice the overall average. These inequalities tend to feed off of each other, considerably limiting the ability of part of the population to fulfil their productive potential and improve their lives. Brazil performs well in only a few measures of well-being, including subjective well-being and social connections, but below average in income and wealth, jobs and earnings, housing, environmental quality, health status, safety, education and skills (Figure 1). At the same time, there has also been considerable progress. Besides falling inequality and poverty, the gender gap in labour force participation has halved since 1990, and with 52% of women participating in the labour force, Brazil exceeds the average of OECD or Latin American countries. 




Figure 1. Well-being indicators



OECD Better life index


[image: graphic]


Note: Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 (worst) computed over OECD countries and non-OECD countries according to the following formula: (indicator value - minimum value) / (maximum value - minimum value) x 10.




Source: OECD calculations based on OECD Better Life Index – 2017 Edition. 


StatLink  http://dx.doi.org/10.1787/888933655187



Since the turn of the millennium, a rising labour force lifted per-capita incomes while rising commodity prices supported public revenues (Box 1). But this growth model is now largely exhausted and the recession has brought long-standing structural imbalances to the fore. Brazil’s population has started to age rapidly and the sustainability of public finances can no longer be taken for granted. Policies have been slow in adapting to this new situation. Attempts to remedy longstanding policy-induced competitiveness challenges with generous subsidies and transfers to domestic companies helped little as they failed to solve the real problems. Rising public spending has in part come at the cost of lower private investment. This and other factors including deteriorating terms of trade, political turmoil and corruption allegations have led to a decline in investment by around 30% since 2014. Inflation rose into double digits. In this context, confidence in economic policies and business prospects declined sharply, leading the economy into a deep and prolonged recession in 2015 that wiped out almost 7 years of growth and doubled unemployment (Figure 2). Labour productivity growth began to stagnate in 2010, even before demand declined.




Figure 2. The economy is recovering and productivity growth has slowed down


[image: graphic]


Source:  OECD Economic Outlook database, Feenstra, Robert C., Robert Inklaar and Marcel P. Timmer (2015), "The Next Generation of the Penn World Table" American Economic Review, 105(10), 3150-3182, available for download at www.ggdc.net/pwt 


StatLink  http://dx.doi.org/10.1787/888933655206



Further advances in living standards will hinge on finding a new inclusive and green growth strategy, ensuring actively that the benefits of growth will be broadly shared across the population as a whole. Productivity will have to become the principal engine of growth, but that will require significantly higher investment and a wide-ranging agenda of microeconomic reforms. This would also contribute to create more and better remunerated jobs for all Brazilians. There is a tight nexus between raising productivity and making growth more inclusive. Improvements in productivity require not only more investment in physical capital, but also in the skills of people, which will in turn help everyone to contribute to stronger productivity growth and ensure that it benefits all parts of society (OECD, 2016e, World Bank, 2018).





Box 1. A glance at Brazil’s recent economic history


Brazil’s economic history is characterized by significant economic volatility until 1994. Between the return to democracy in 1985 and 1994, the economy went through spells of hyperinflation, recessions and brief intervals of relative stability under ultimately unsuccessful economic plans. Inflation peaked at 2950 percent in 1990. Macro-economic turbulence gave rise to a strong short-term focus of economic agents and was most detrimental to the poor, who were not able to protect themselves against inflation. This only changed with the 1994 Real plan, which established a crawling currency peg, limited public spending and undid much of the existing inflation indexation. Under the new currency regime, the real became overvalued and significant current account deficits emerged, which became difficult to finance as international liquidity dried up after the Asian crisis. As a result, the exchange rate was floated in 1999 and an inflation targeting regime was adopted. Brazil entered the 2008 global crisis with significant buffers to enact countercyclical policies and initially showed strong resilience, with economic growth rebounding strongly in 2010. Since then, however, a combination of rising fiscal imbalances, increasingly interventionist economic policies and unaddressed structural weaknesses have led to a sharp erosion of confidence, which ultimately led into the economy's strongest recession on record.




A number of structural weaknesses that had been masked by the commodity boom have by now become visible. At the same time, the more limited fiscal room will make it more difficult to achieve consensus for reforms in the fragmented political system, as in the past consensus was achieved mainly on the back of significant inefficiencies in government spending. Without a significant reform of mandatory public spending, the fiscal deficit of 7.8% of GDP and public debt at 74% of GDP in November 2017 risks becoming unsustainable. 

The public sector will need to make a politically difficult choice between keeping the status quo or cutting back on transfers to the non-poor while boosting support to poor and the vulnerable households to continue contributing to growth and social progress, both of which are intertwined. Past reductions in inequalities have been based on a combination of solid growth, the resulting improved labour market prospects, better access to education and social transfers. Among the latter, highly efficient and well-targeted programmes co-exist with others transferring significant resources to middle class households, with very limited effects on inequality and hardly any impact on poverty. Fine-tuning the allocation of resources across and within social programmes could multiply the potential social progress that Brazil could achieve.

The pervasive dimensions of corrupt practices exposed by recent allegations at the highest levels have also revealed significant challenges in economic governance. Tax exemptions, subsidised lending, sector-specific industrial support policies and irregularities in contracts with public entities or state-owned companies distributed large economic benefits to the corporate sector, creating fertile grounds for rent-seeking behaviour and political kick-backs. Rents have also arisen as a result of policies that are shielding sizeable parts of the economy from competition, including through trade protection. These policies have effectively redistributed resources towards the affluent and made the political decision-making process less transparent. At the same time, they have rewarded firms for seeking political connections rather than performing better. Reconsidering these policies will reduce inequalities in incomes and opportunities and boost productivity. 

However, recent events also reveal a steady strengthening of Brazil’s institutions, evidenced by an independent judiciary that has not shied away from pursuing and sentencing senior leaders. This provides an opportunity for Brazil to distance itself from the past and continue strengthening its institutional framework, which would reduce future vulnerabilities and could strengthen long-term growth prospects. International evidence shows strong links between well-functioning institutions and growth (Acemoglu et al., 2005). 

In spite of the political upheaval of the last few years, significant reforms have been approved (see Box 2). Building on this reform momentum would have substantial payoffs. OECD estimates suggest long-run GDP effects from a continuation of structural reform of over 20%, to be realised over a horizon of approximately 15 years (Table 1). This would have a substantial impact on incomes (Figure 3) as well as on inequality and poverty, although these benefits may occur with a lag. Reform areas with the highest growth payoff include improvements in institutions, business regulations, financial markets and trade integration. At the same time, the political economy of undertaking these reforms will not be easy. Finding the right sequencing, good communication and effective flanking policies to ensure that the benefits are shared by all will be crucial.  





Box 2. Recent and ongoing reform initiatives




Since 2016, the following reforms have been implemented: 



	
An expenditure rule requires a freeze of real federal primary expenditure growth over the next 20 years. 



	
An independent fiscal council has been established and has started to produce high-quality monthly reports. 



	
A financial market reform will align directed lending rates with market rates within at most 5 years. 





This reform will level the playing field and facilitate the development of private long-term financial markets through a new, market-based long-term interest rate called TLP.


	
Competition in the oil and gas sector has been strengthened. 





Local content rules have been scaled back in the sector and the state oil company Petrobras no longer has to be a partner in every offshore drilling project. 


	
A labour market reform has removed obstacles to stronger formal employment growth. 





The reform has allowed firm-level agreements to take prevalence over the law, which provides a legal basis for long-standing practice and reduces legal uncertainties. At the same time, essential employee rights have remained non-negotiable. 


	
An education reform was passed in 2016. 





The reform has reduced the number of mandatory subjects, providing more options and more room for tailoring teaching content to less academically inclined students. This is likely to help reducing drop-out rates.


	
A new immigration law was passed in 2017. 





The new law streamlines work visa application processes and enables workers already in the country to switch jobs without applying for another visa. 


	
Tax assets have been included in credit registry information and can be used by firms as loan collateral. 



	
Brazil has requested to adhere to the OECD Codes of Liberalisation of Capital Movements and of Current Invisible Operations. 








Further reform proposals are currently being discussed, including:



	
An extensive pension reform proposal has been submitted to Congress, but has not been voted on. It is expected that a new, less ambitious reform proposal could be submitted to Congress in the near future.   





The original reform proposal as sent to Congress defined a minimum retirement age of 65 and raised the minimum contribution time from 15 years to 25 years, with a transition rule for those already close to retirement. Rules for women would gradually converge to those for men over 20 years. For those receiving more than the minimum pension, more years of contribution would be required to achieve the same replacement rates as at present. Survivor pensions would be reduced and the possibility of minimum survivor pensions below the minimum wage was proposed.


	
A substantial privatisation package of state-owned enterprises has been announced. 



	
A bankruptcy reform aimed at accelerating insolvency procedures has been prepared. 



	
A proposal to improve credit registries aims at reducing interest rate spreads.





The proposal will widen the coverage of positive information in credit registries, such as payment history on utility bills, unless the individual opts out from having this information covered.  


	
Plans about a tax reform are currently being discussed.










	
Table 1. Expected gains from structural reform are substantial 


	
Estimated impact of selected reforms on real GDP









	
Reform


	
Impact on real GDP







	
Lower trade barriers (e.g. by reducing tariffs and local content rules)


	
8%





	
Reduce barriers to entrepreneurship (e.g. by cutting administrative burdens and streamlining licensing requirements)


	
5%





	
Develop domestic financial markets (e.g. by fostering private entry into long-term credit markets)


	
3%





	
Reduce corruption (e.g. by improving procurement laws and whistle-blower procedures)


	
3%





	
Improve government effectiveness (e.g. by undertaking systematic audits and evaluations)


	
2%





	
All of the above


	
21%





	
Corresponding to an average annual growth increase of:


	
1.4 % points







	

Note: These estimates were obtained on the basis of: i) a numerical indicator of Brazil’s policy stance in each policy area, taken from World Bank’s World Governance Indicators, Doing Business and World Development indicators; ii) a simulated policy shock to the indicator, defined as moving Brazil to the average of all countries covered in the different indicators; iii) the quantification framework developed in Egert (2017), which provides an estimate of the impact of changes in the indicator on long-term output growth. For trade openness, the scenario assumes that Brazil moves to the average of countries of similar size. Clearly, these quantifications are subject to uncertainty, both about their size and the time horizon of their materialisation.



	

Source: OECD calculations.









Figure 3. GDP growth could be much stronger with more ambitious structural reforms



Index 2000=100


[image: graphic]


Note: The baseline growth projection assumes growth as in Table 2 and 2.4% from there onwards, while the more ambitious structural reform scenario adds estimated GDP gains resulting from additional structural reforms as in Table 1.




Source: OECD estimates based on OECD Economic Outlook Database.


StatLink  http://dx.doi.org/10.1787/888933655225



Against this background, the main messages of the Survey are: 


	
Stabilising public debt and ensuring that inflation remains close to the target are key macroeconomic priorities. The new expenditure rule will be crucial for restoring the credibility of fiscal policy. 



	
Well-being is significantly affected by high inequalities, both in terms of incomes and opportunities. Improving the effectiveness of public spending, and in particular public transfers, will be crucial for further social progress. Well-targeted transfers in combination with further improvements in education and health hold the key to more inclusive growth. 



	
Raising investment by improving the business climate and access to finance would raise productivity and potential growth. Addressing infrastructure bottlenecks from years of underinvestment will be crucial. 



	
Greater integration into the global economy would raise potential growth and productivity through increased competition and efficiency gains, and help share in the gains of international trade. It would also create more jobs with higher productivity and better wages and allow more workers to join the formal sector. 






The economy is gradually emerging from the recession


After falling for eight consecutive quarters, growth resumed at the beginning of 2017. A stronger government commitment to fiscal sustainability and several structural reforms improved confidence and short-term indicators (Figure 4). Unemployment peaked at 13.3%, but started to decline. Total credit to the private sector is still contracting on a year-on-year basis, but credit to households has been recovering significantly.




Figure 4. After a deep recession, the economy is recovering


[image: graphic]


Source: Central Bank, CEIC.


StatLink  http://dx.doi.org/10.1787/888933655244



Annual inflation has come down substantially, from a peak above 10% in January 2016 to below 3% in January 2018. This is supporting household real incomes and has opened space for significant interest rate reductions. Private consumption has started to grow and will gain momentum as employment growth picks up and the real wage bill increases. Aided by more favourable external conditions, exports are projected to outpace import growth, resulting in further improvements in the trade balance. Foreign direct investment, amounting to a multiple of the current account deficit, will continue to hold up strong, while portfolio inflows, which had turned negative in 2016 but have since recovered, will be buoyed by a slow pace of interest rate hikes in advanced economies. The exchange rate has depreciated markedly since 2011, both in nominal and in real terms (Figure 5).




Figure 5. Inflation has come down, the exchange rate has depreciated


[image: graphic]


Source: Central Bank, CEIC.


StatLink  http://dx.doi.org/10.1787/888933655263



Growth is projected to strengthen during 2018 and 2019 (Table 2). Assuming the implementation of a substantial part of the current reform projects, confidence and easier credit conditions will support investment. Monetary policy can continue to provide support maintaining the current low level of interest rates in light of significant slack in the economy, although much will depend on the successful implementation of the fiscal adjustment. Against the background of subdued inflationary pressures and the need to ensure the sustainability of fiscal accounts, this policy mix appears appropriate.


	
Table 2. Macroeconomic indicators













	
 


	
2014


	
2015


	
2016


	
2017


	
2018


	
2019







	
Real GDP growth


	
0.5


	
-3.8


	
-3.5


	
1.1


	
2.2


	
2.4





	
Private consumption


	
2.3


	
-3.9


	
-4.4


	
1.1


	
3.0


	
2.5





	
Government consumption


	
0.8


	
-1.1


	
-0.6


	
-0.5


	
0.7


	
1.3





	
Investment


	
-4.2


	
-13.9


	
-10.3


	
-2.5


	
2.5


	
2.7





	
Final domestic demand


	
0.7


	
-5.3


	
-4.6


	
0.2


	
2.5


	
2.3





	
Stockbuilding1



	
-0.3


	
-1


	
-0.5


	
0.7


	
-0.5


	
0





	
Exports


	
-1


	
6.3


	
1.7


	
6.6


	
5.9


	
4.5





	
Imports


	
-1.9


	
-13.9


	
-10.3


	
5.0


	
.5.0


	
3.4





	
Net exports1 


	
0.2


	
2.6


	
1.7


	
0.2


	
0.2


	
0.2
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1. Contribution to changes in real GDP.



	

Source: OECD projections, OECD Economic Outlook Database, Central Bank.








Risks related to political developments are substantial


Risks to these projections include a failure to implement planned reforms, such as the much-needed fiscal adjustment. If the new expenditure rule is not adhered to, unsustainable fiscal dynamics could reduce confidence and trigger a return to recession. In particular, a successful implementation of the pension reform, without which the expenditure rule cannot be met in the medium term, will be...
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