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	Basic statistics of Portugal, 2015

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	10.4
	
	Population density per km2 (2014)
	113.1
	(36.8)

	Under 15 (%)
	14.2
	(18.0)
	Life expectancy (years, 2014)
	81.2
	(80.6)

	Over 65 (%)
	20.5
	(16.3)
	Men 
	78.0
	(77.9)

	Foreign-born (%, 2011)
	8.3
	
	Women
	84.4
	(83.3)

	Latest 5-year average growth (%)
	-0.4
	(0.6)
	Latest general election
	October 2015

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	In current prices (billion USD)
	199.2
	
	Primary sector
	2.3
	(2.5)

	In current prices (billion EUR)
	179.5
	
	Industry including construction
	22.3
	(26.8)

	Latest 5-year average real growth (%)
	-0.9
	(1.8)
	Services
	75.4
	(70.7)

	Per capita (000USD PPP)
	29.2
	(40.5)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	48.4
	(42.0)
	Gross financial debt
	151.2
	(115.2)

	Revenue
	44.0
	(39.0)
	Net financial debt
	108.5
	(75.7)

	EXTERNAL ACCOUNTS

	Exchange rate (EUR per USD)
	0.901
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA=1)
	0.593
	
	Machinery and transport equipment
	25.9
	

	In per cent of GDP
	
	
	Manufactured goods
	23.0
	

	Exports of goods and services
	40.6
	(54.9)
	Miscellaneous manufactured articles
	17.6
	

	Imports of goods and services
	39.8
	(50.4)
	Main imports (% of total merchandise imports)
	
	

	Current account balance
	0.4
	(0.1)
	Machinery and transport equipment
	27.6
	

	Net international investment position (2014)
	-103.5
	
	Manufactured goods
	15.4
	

	
	
	
	Chemicals and related products, n.e.s.
	14.4
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64year-olds (%)
	63.9
	(66.2)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	12.4
	(6.8)

	Men
	66.9
	(74.1)
	Youth (age 15-24, %)
	32.0
	(13.9)

	Women
	61.1
	(58.5)
	Long-term unemployed (1year and over, %)
	7.1
	(2.2)

	Participation rate for 15-64year-olds (%)
	73.4
	(71.3)
	Tertiary educational attainment 25-64year-olds (%)
	22.9
	(35.0)

	Average hours worked per year
	1868
	(1766)
	Gross domestic expenditure on R&D (% of GDP, 2014)
	1.3
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe)
	2.1
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2013)
	4.3
	(9.6)

	Renewables (%)
	21.5
	(9.6)
	Water abstractions per capita (1000m3, 2007)
	0.9
	

	Fine particulate matter concentration (PM2.5, μg/m3, 2013)
	9.9
	(14.0)
	Municipal waste per capita (tonnes, 2014)
	0.5
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2013)
	0.342
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2013)
	13.6
	(11.1)
	Reading 
	498
	(493)

	Median disposable household income (000 USD PPP, 2013)
	14.1
	(22.0)
	Mathematics
	492
	(490)

	Public and private spending (% of GDP)
	
	
	Science
	501
	(493)

	Health care
	8.9
	(9.0)
	Share of women in parliament (%)
	34.8
	(28.6)

	Pensions (2013)
	14.0
	(9.1)
	Net official development assistance (% of GNI)
	0.16
	(0.38)

	Education (primary, secondary, post sec. non tertiary, 2013)
	4.7
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* 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 29member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
The economy is recovering
The economy’s growth potential hasdeclined
[image: graphic]Source: Calculations based on OECD Economic Outlook: Statistics and Projections (database).
StatLinkhttp://dx.doi.org/10.1787/888933447571

Portugal’s economy has gone through a gradual recovery from a deep recession. A wide-ranging structural reform agenda has supported this recovery and the ongoing reduction of imbalances built up in the past. Stronger investment, skills, and productivity will increasingly be the basis for sustainable income gains. 

Investment is still very low
Total gross fixed capital formation
[image: graphic]1. Euro area countries that are also OECD members (including Latvia).
Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database).
StatLinkhttp://dx.doi.org/10.1787/888933447581

Continuing the rebalancing of the economy will require more investment. Removing distressed legacy loans from bank balance sheets, addressing bottlenecks in insolvency procedures and opening up new sources of financing play a key role in this context. Incentives for new capital investments could be strengthened by improvements in judicial efficiency, administrative reform, product market regulation reforms or lower labour costs. A systematic evaluation of past reforms could help to identify areas for a new wave of structural reforms.

Improving skills is crucial for raising prosperity
Population with upper secondary education
[image: graphic]Source: OECD (2016a), Education at a Glance2016.
StatLinkhttp://dx.doi.org/10.1787/888933447593

Overcoming a legacy of a low skilled labour force is key for higher living standards. Despite progress, the education system could do more to raise skill levels and reduce the link between learning outcomes and socio-economic backgrounds. The high share of early school drop-outs and frequent grade repetition would be reduced by improving teacher training and exposure to best practices and shifting resources towards primary education and students at risk. Unifying the current fragmented Vocational Education and Training (VET) system into one dual VET system, and more monitoring and evaluation, could enhance its effectiveness. Efforts need to continue to raise the skills levels of the low-qualified adult population.

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Macroeconomic policies

	Structural reforms have improved productivity and competitiveness. 
	Maintain momentum for structural reforms, in conjunction with a continuous ex-ante and ex-post evaluation of reforms. 

	Public debt is high and poses risks in the weak growth environment.
	Continue gradual fiscal consolidation to ensure the decline of public debt without jeopardising the recovery. 

	The efficiency of consumption taxes is undermined by the still frequent use of exemptions and special rules. 
	Reduce tax exemptions, special rates and tax expenditures. 

	Large stocks of non-performing legacy loans pose vulnerabilities for the banking sector and are limiting investment funding. 
	Strengthen current regulatory incentives for reducing non-performing loans (NPLs), including through write-offs and sales.
Support the development of a market for distressed debt, notably through the creation of asset management companies.

	Strengthening business investment

	Lengthy insolvency procedures make corporate loans more risky. The tax system encourages debt financing. 
	Improve the workings of insolvency rules by:
	reconsidering the privileged treatment of public creditors

	enlarging the scope for simple-majority decisions among creditors

	shortening out-of-court settlement procedures.



	Bottlenecks raise costs and curb competition, which holds back firm performance and reduces incentives to invest.
	Revise land use regulations and limit discretionary powers of municipalities in licensing procedures.
Ease entry requirements for professional services.
Further reduce trial length and the backlog of pending court cases by expanding court capacity and assigning specialised judges to specialised courts.

	Improving skills

	Until recently, Portugal has favoured general education over vocational training.
	Perform a thorough evaluation of all vocational training programs.
Unify the different systems of vocational education by establishing a single dual VET system, including work-based learning in companies.

	Frequent grade repetition harms learning outcomes in Portugal and exacerbates inequalities. 
	Provide more and earlier individualised support to students at risk of falling behind to reduce grade repetition.
Improve teachers’ training and shift more resources towards primary and pre-primary education.






Assessment and recommendations1



The economy is progressively recovering and rebalancing

Portugal has undertaken an ambitious structural reform programme since 2011. Reforms have spanned across a wide range of policy areas, product markets, labour markets, taxes, regulations and the public sector. These reforms have supported a gradual recovery of the Portuguese economy, with additional tailwinds resulting from highly accommodative monetary policy and low oil prices.

Past structural reforms have also led to a successful rebalancing of the economy towards exports, which appears to be gaining ground. In light of the economy’s weak historical export performance, this is a remarkable achievement. When Portugal joined the European Union in 1986, its exports were intensive in relatively inexpensive labour, but this comparative advantage eroded with China’s accession to the World Trade Organisation in 2001, the end of the multi-fibre agreement in 2005 and the Eastern enlargements of the EU in 2004 and 2007. Policy responses at that time included strengthening private and public consumption and an expansion of non-tradable sectors, financed by better access to external credit in conjunction with joining the Euro. Banks were the principal channel for these credit inflows, and current challenges in the banking sector are partly a legacy of this period.

The global financial crisis implied abrupt changes in access to external finance, with endemic high fiscal deficits and rising public debt leading to an external assistance programme in 2011. Since then, exports have increased significantly, both in volumes and relative to GDP (Figure 1, Panel A). Portugal now exports over 40% of GDP, up from 27% in 2005. Among other things, this reflects a larger number of firms that export than in the past, a process that has started even before the crisis. Improvements in the competitiveness of Portuguese exporters have underpinned this improvement in export performance (Figure 1, Panel B). Micro data suggests that the improvement in exports is of a structural nature (Bank of Portugal, 2016; Chapter 1 of this Survey).



Figure 1. Exports have improved

[image: graphic]Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database).

How to read this chart (Panel B): Export performance measures the expansion of a country’s exports relative to the expansion of import demand from its trading partners. Improvements in export performance reflect rising market shares in the imports of trading partners.

StatLink  http://dx.doi.org/10.1787/888933447601



Stronger exports have allowed a reversal in external imbalances. External liabilities and the international investment position have narrowed to 216% and -109% of GDP respectively, and the current account deficit has turned into a surplus (Figure 2, Panels A and B). Domestic savings have risen, reflecting rising saving rates in the public and corporate sectors, while household savings have declined (Figure 2, Panels C and D). As low domestic demand in the context of the economic downturn has been part of the closing of the current account, additional structural improvements will be required to cement this early progress and ensure its continuation once import demand recovers.



Figure 2. External imbalances have declined

As a percentage of GDP

[image: graphic]1. Four quarter moving average.

Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database); Eurostat (2016), “National accounts (ESA 2010)”, Eurostat Database and World Bank (2016), “Quarterly External Debt Statistics/SDDS”, World DataBank, INE: National Accounts.

StatLink  http://dx.doi.org/10.1787/888933447615



Further expansions of export activities will require more investment in these sectors. Investment has been significantly weaker than in other euro area economies, particularly since 2010, when the investment rate dropped by 5.3 percentage points over the course of five years (Figure 3, Panel A). In volume terms, Portugal has had a less pronounced surge in investment since before the crisis than other euro area countries, and following the sharp post-crisis decline investment is now more than 30% below its 2005 level (Figure 3, Panel B). Private and public investment account for roughly similar shares of this decline, falling from 15.3% and 5.3% of GDP in 2010, respectively, to 13.0% and 2.3% in 2015. European Structural and Investment Funds (ESIF) now amount to 1.9% of GDP and finance a large part of public investment. During the first half of 2016, investment has fallen even further. Turning this around and rebuilding the capital stock is one of the key challenges for the economy.



Figure 3. Investment

Total gross fixed capital formation

[image: graphic]1. Euro area countries that are also OECD members (including Latvia).

Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database).

StatLink  http://dx.doi.org/10.1787/888933447624



Well-being outcomes show a mixed picture (Figure 4). While Portuguese citizens have a remarkably low self-perception of their well-being, they rank above the OECD average with respect to work and life balance, housing, personal security and environmental quality. However, there are wider gaps in well-being relative to other OECD countries in key areas such as incomes, jobs, education, health, governance and social connections.



Figure 4. Well-being outcomes: Better Life Index1


2016

[image: graphic]1. Each well-being dimension is measured by one to three indicators from the OECD Better Life indicator set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 according to the following formula: ([indicator value - worst value]/[best value - worst value]) × 10.

2. Including Latvia.

Source: OECD Better Life Index, www.oecdbetterlifeindex.org.

StatLink  http://dx.doi.org/10.1787/888933447638



Portugal also has one of the most unequal income distributions in Europe, and both inequality and poverty have been rising since the crisis (Figure 5). Children and youths were most affected by rises in poverty, with a 3 percentage point rise in poverty in this age group, while poverty among pensioners has fallen by almost 6 percentage points since 2009.



Figure 5. Inequality and poverty

[image: graphic]1. The Gini coefficient is calculated based on household equivalised disposable income after taxes and transfers. The S90/S10 ratio is the share of income received by the top decile divided by the share of income of the bottom decile

2. The relative poverty line is defined as 60% of the median equivalised income after social transfers. The anchored poverty line applies a constant definition of the poverty line based on 2009 so that its trajectory over time is not affected by changes in median incomes.

3. 2014 for Australia, Finland, Hungary, Israel, Mexico, Netherlands and the United States; 2012 for New Zealand. The OECD aggregate is an unweighted average of data shown (including Latvia).

Source: C. Farinha Rodrigues (2016), “Inequality in Portugal”, PowerPoint presentation, ISEG, Universidade de Lisboa; and OECD (2016), “Income distribution”, OECD Social and Welfare Statistics (database).

StatLink  http://dx.doi.org/10.1787/888933447648



Reducing inequalities in opportunities will be key to making growth more inclusive in the longer term. This will require rethinking some of the current governance mechanisms that afford advantages and rents to specific groups. For example, in labour markets, those with acquired rights and permanent contracts have maintained significant advantages, even though a less rigid labour market would improve the employment opportunities of the young and the unemployed. Pension reforms have placed the burden of adjustment on the young and on future retirees while those with acquired rights, particularly public sector pensioners, enjoy significantly more generous benefits than future retirees. Negotiations between workers and firms often represent only small fractions of workers and incumbent firms, while potential market entrants or the unemployed do not have much voice. The low levels of competition in many services sectors benefit small incumbent interest groups but harm those who use these services. Moving towards a more inclusive economy will involve starting a discussion on how to remove privileges and rents and provide more equal opportunities for all. Some fine-tuning has improved parts of the social safety net (Table 1).


	
Table 1. Past OECD recommendations on inequality and social benefits



	Recommendations in 2014 Economic Survey

	Actions taken since 2014





	Strengthen the social safety net and raise benefit levels of the minimum income support scheme RSI. 

	Changes to Portugal’s guaranteed minimum income scheme, which excluded many children and youths from the programme and reduced transfer payments but had only a small budgetary impact, have recently been undone. This is likely to attenuate poverty among children and youths going forward.




	Make unemployment benefits independent of age and reform eligibility requirements to widen their coverage.

	No action taken since 2014. 







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


	Growth has been slow and faces renewed headwinds, posing difficult policy choices, especially for fiscal policy.


	The fragility of banks needs to be resolved sooner rather than later to reduce fiscal risks and restore credit growth. Reducing the amount of non-performing loans on bank balance sheets is key.


	Restoring investment will be fundamental to raising prosperity and ensuring competitiveness. This will require comprehensive action on many fronts, including strengthening banks, reducing corporate debt, more efficient insolvency procedures and improvements in the business climate.


	In the long term, better skills will be critical to improving well-being and reducing high levels of inequality.







The outlook is becoming more challenging and vulnerabilities are rising

Growth prospects will increasingly depend on policies that allow the economy to compete successfully and generate new income opportunities. At present, structural bottlenecks continue to hold back growth and exacerbate vulnerabilities. Addressing some of these challenges now will lay the foundations for robust growth over the next years, but this calls for renewing the momentum of structural reforms. Implementation of reforms could be improved and a systematic evaluation of the structural reforms already undertaken would allow future reform needs to be better defined. Current efforts in this direction, including the establishment of a dedicated unit in the Ministry of Finance, are welcome.

Against this background, moderate annual growth of 1.2% is projected for 2017 (Table 2). Private consumption has played a stronger role recently but is projected to lose steam as job creation is too weak for consumer spending to continue expanding at its current pace (Figure 6, Panel A). Investment is expected to remain weak against the background of contracting credit and bottlenecks in the implementation of structural reforms to improve the business climate, which have affected confidence. Confidence indicators have recently improved. Exports will grow less than in previous years, partly due to dampened demand from China and Angola, but continue to act as a buoyant force behind growth over this year and next. Against the backdrop of low growth, a higher minimum wage and remaining labour market rigidities, decreases in unemployment are projected to be much slower than over the past two years, and unemployment will likely remain at double digit levels, among the highest in the EU.


	
Table 2. Macroeconomic indicators and projections


	Annual percentage change, volume (2011 prices)




	 

	
2013

Current prices (billion EUR)


	2014

	2015

	2016

	Projections




	 

	2017

	2018






	Gross domestic product (GDP)

	170.3

	0.9

	1.6

	1.2

	1.2

	1.3




	Private consumption

	111.1

	2.3

	2.6

	2.0

	1.2

	1.2




	Government consumption

	32.5

	-0.5

	0.8

	1.1

	0.2

	0.3




	Gross fixed capital formation

	25.1

	2.3

	4.5

	-2.0

	0.7

	1.6




	Housing

	4.2

	-1.1

	4.3

	-3.1

	0.5

	1.3




	Final domestic demand

	168.8

	1.8

	2.5

	1.2

	1.0

	1.1




	Stockbuilding1

	-0.2

	0.4

	0.0

	0.1

	0.1

	0.0




	Total domestic demand

	168.6

	2.2

	2.5

	1.4

	1.1

	1.1




	Exports of goods and services

	67.3

	4.3

	6.1

	3.3

	3.7

	4.0




	Imports of goods and services

	65.6

	7.8

	8.2

	3.6

	3.6

	3.6




	Net exports1

	1.7

	-1.3

	-0.8

	-0.1

	0.1

	0.2




	Other indicators (growth rates, unless specified)




	Potential GDP

	..

	-0.2

	-0.1

	-0.1

	-0.1

	-0.1




	Output gap2

	..

	-5.8

	-4.3

	-3.1

	-1.8

	-0.5




	Employment

	..

	1.6

	1.1

	1.0

	1.1

	0.6




	Unemployment rate

	..

	13.9

	12.5

	11.0

	10.1

	10.1




	GDP deflator

	..

	0.8

	2.1

	1.5

	0.9

	1.1




	Harmonised consumer price index

	..

	-0.2

	0.5

	0.7

	1.1

	1.1




	Harmonised core consumer price index

	..

	0.2

	0.6

	0.9

	0.8

	1.1




	Household saving ratio, net3

	..

	-3.3

	-4.0

	-3.6

	-3.5

	-3.5




	Current account balance4

	..

	0.1

	0.4

	0.1

	0.5

	0.7




	General government fiscal balance4

	..

	-7.2

	-4.4

	-2.5

	-2.1

	-1.9




	Underlying general government fiscal balance2

	..

	-0.7

	-1.1

	-0.8

	-1.1

	-1.6




	Underlying government primary fiscal balance2

	..

	3.5

	2.9

	3.2

	2.8

	2.3




	General government gross debt (Maastricht)4

	..

	130.6

	129.0

	130.2

	129.5

	128.2




	General government net debt4

	..

	107.9

	108.5

	108.1

	108.1

	107.4




	Three-month money market rate, average

	..

	0.2

	0.0

	-0.3

	-0.3

	-0.3




	Ten-year government bond yield, average

	..

	3.8

	2.4

	3.1

	3.1

	3.1




	1. Contribution to changes in real GDP.


	2. As a percentage of potential GDP.


	3. As a percentage of household disposable income.


	4. As a percentage of GDP.


	Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database) with projections from “OECD Economic Outlook No. 100”, November.







Figure 6. Growth and unemployment

Per cent

[image: graphic]1. Unemployed persons who have been looking for jobs for 12 months or more as a share of the total labour force.

Source: OECD (2016), OECD Economic Outlook: Statistics and Projections (database); and Banco de Portugal (2016), “General Statistics”, BPstat (database).

StatLink  http://dx.doi.org/10.1787/888933447656



Unemployment has been declining, but it remains at the uncomfortably high levels of 10.5% (Figure 6, Panel B). Among youths, unemployment of 26.1% reflects significant remaining challenges in the labour market. Rising unemployment has been the main cause behind the increases in income inequality in the aftermath of the financial crisis. Long-term unemployment has fallen less than the general unemployment rate, and remains at 6.2%, after a peak of above 10% in 2013.

Downside risks stem from the fragility of the financial system which is highly vulnerable to external shocks and the high indebtedness of the private and public sectors. A rating downgrade of Portugal’s sovereign debt could make access to external finance, including banks’ ability to get ECB funding, more difficult. The banking sector remains constrained by weak profitability and a high share of non-performing loans. A continuing fragility of the banking system in the context of low growth could lead to a deterioration of public finances. Confidence in Portugal’s banks could also suffer from contagion due to further difficulties in European banks. On the other hand, the successful implementation of a more determined policy stance towards reducing corporate debt and repairing banks’ balance sheets, as described below, could restore confidence and allow more resources to flow into new productive investment. Beyond these short-term vulnerabilities, the economy is subject to a number of medium-term vulnerabilities, notably the large size of non-performing loans (Box 1 and Figure 7). Weakening world trade could also curb the prospects for stronger exports.



Box 1. Medium-term uncertainties about the Portuguese economy’s growth prospects



	Uncertainty

	Possible outcome





	Fragile banks

	Adverse developments in the banking sector, in Portugal or at the European level, could lead to the need for further public support, while fiscal space is limited, and the bail-in of private creditors. 




	Stagnation and renewed tensions in Europe 

	A slower than expected recovery in main European trading partners would reduce export demand for Portugal. 











Figure 7. Macro-financial vulnerabilities

Deviations of indicators from their real time long-term averages (0), with the highest deviations representing the greatest potential vulnerability (+1), and the lowest deviations representing the smallest potential vulnerability (-1)1


[image: graphic]1. Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation of the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), difference between GDP growth and productivity growth (productivity gap), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes headline and core inflation (consumer prices), and it is calculated by the following formula: absolute value of (core inflation minus inflation target) + (headline inflation minus core inflation). External position includes: the average of unit labour cost based on real effective exchange rate (REER), and consumer price based REER (cost competitiveness), relative prices of exported goods and services (price competitiveness), current account (CA) balance as a percentage of GDP and net international investment position (NIIP) as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: banks’ size as a percentage of GDP, the average of the share of non-performing loans of non-financial corporations and that of private individuals (non-performing loans), external bank debt as percentage of total banks’ liabilities, and capital and reserves as a proportion of total liabilities (leverage ratio).

Source: OECD calculations based on OECD (2016), OECD Economic Outlook: Statistics and Projections (database), August; OECD (2016), Main Economic Indicators (database), August; Banco de Portugal; and Thomson Reuters Datastream.

StatLink  http://dx.doi.org/10.1787/888933447666



Looking ahead, maintaining the current pace of growth will require improving the economy’s growth potential, which has come down significantly due to years of low investment growth and a shrinking labour force (Figure 8). Stronger investment will be needed to rebuild the economy’s capital stock and support further structural rebalancing of the economy towards tradable sectors, which is one of the objectives of the National Reform Programme. Raising the skills of the labour force will also lift potential growth. Both investment and skills have additionally important implications for raising multi factor productivity, and productivity improvements are the basis for higher wages and hence of living standards in the long run.



Figure 8. Low investment and a shrinking labour force have curbed
the economy’s growth potential

Percentage points

[image: graphic]Source: Calculations based on OECD Economic Outlook: Statistics and Projections (database).
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Managing limited fiscal space

Portugal has made strong progress in reducing public deficits since 2010, when the deficit peaked at 11.2% of GDP. Netting out a bank rescue that cost 1.4% of GDP in late 2015, the deficit for that year would have been at 3.0% of GDP, near the ceiling to which Portugal has committed. This is also significantly lower than in the pre-crisis period, as the fiscal deficit averaged 4.4% between 2000 and 2008. The structural deficit is smaller than 1% of GDP. The fiscal stance is broadly neutral in 2016 and 2017. In the short term, a neutral fiscal stance seems appropriate given the still fragile economic recovery.

However, fiscal policy is in a difficult spot. Putting off fiscal consolidation to support growth implies risks as fiscal sustainability remains weak. Gross public debt according to the Maastricht criterion was 129.0% of GDP at the end of 2015 and under current plans public debt is projected to decline only very slowly, to around 120% of GDP by 2030. This baseline scenario uses the projections of the latest OECD Economic Outlook until 2017. Under conceivable alternative scenarios to this baseline, however, the decline in public debt may not materialise (Figure 9). In a scenario where interest rates were half a percentage point higher than the baseline assumptions, public debt would remain almost constant relative to GDP. In an adverse scenario with 0.5 percentage points lower annual inflation and 0.5 percentage points lower annual growth, public debt would even rise relative to GDP. Additional risks to the trajectory of public debt include further distress in the banking sector, which could have significant one-off fiscal costs with permanent effects on debt. Conversely, a lower public deficit could put public debt on a more robust downward trajectory. One scenario in Figure 9 considers raising the primary surplus by an additional half a percentage point of GDP, taking into account its impact on growth. 



Figure 9. Illustrative public debt paths

General government debt, Maastricht definition, per cent of GDP1


[image: graphic]1. The baseline consists of the projections...
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