
OVERVIEW

In an in ter na tional con text af fected by the most pro found and syn chro nised world eco nomic re ces sion

of the last de cades, the Por tu guese econ omy de cel er ated mark edly in 2008, in par tic u lar at the end of

the year, en ter ing a re ces sive pe riod that will per sist dur ing 2009. These de vel op ments re flected a

clear in ter ac tion be tween neg a tive eco nomic and fi nan cial shocks on a global scale, char ac ter ised by

a grow ing scope in terms of ge og ra phy and fi nan cial mar ket seg ments. This frame work of high sys -

temic risk po ten ti ated the deep en ing of in ter na tional co op er a tion, with sev eral coun tries’ gov ern ments

and cen tral banks, in clud ing Por tu gal, adopt ing a di ver si fied set of mea sures to sta bi lise the fi nan cial

sys tem and sup port the eco nomic ac tiv ity. The Por tu guese econ omy – strongly in te grated at an eco -

nomic and fi nan cial level – was di rectly af fected by these de vel op ments, namely through a marked fall

in ex ter nal de mand, a de te ri o ra tion of fi nanc ing con di tions for house holds and com pa nies and, gen er -

ally, an in crease in the risk aver sion and un cer tainty of eco nomic agents. In a con text of per sis tency of

some fra gil i ties that con di tion fac tor pro duc tiv ity and re strict agents’ sol vency con di tions in an

inter-tem po ral per spec tive – with spe cial ref er ence to the rel a tively low level of hu man cap i tal in the la -

bour mar ket and the high in debt ed ness level of sev eral eco nomic sec tors – Por tu gal reg is tered again,

in 2008, one of the low est rates of growth among the euro area and Eu ro pean Un ion coun tries. In this

ad verse en vi ron ment, the unemployment rate showed a slight reduction in 2008, remaining at

historically high levels, and starting a new increasing trend in the first quarter of 2009.

The in ten si fi ca tion and globalisation of the fi nan cial cri sis at the end of 2008, in the wake of the bank -

ruptcy of the in vest ment bank Lehman Broth ers, hap pened in a con text of de cel er a tion of eco nomic

ac tiv ity in sev eral ad vanced econ o mies since mid-2007, with steep in creases in com mod ity prices in

the first half of the year, sig nif i cant cor rec tions in some hous ing mar kets and an in ten si fi ca tion of fi nan -

cial deleveraging in sev eral coun tries. The com bi na tion of these fac tors cre ated a con fi dence cri sis

that was rap idly trans mit ted to the global fi nan cial sys tem, lead ing to a mas sive as set sell-out, which

af fected all seg ments of the fi nan cial mar ket and more sharply the money and whole sale debt mar kets. 

Ref er ence should be made to the fact that the in ter est rates of non-guar an teed op er a tions in the

money mar ket were sig nif i cantly af fected by li quid ity and credit risk pre mi ums dur ing 2008, which de -

ter mined the emer gence of pos i tive and sig nif i cant dif fer en tials vis-à-vis the of fi cial in ter est rates,

reach ing max i mum val ues in Oc to ber and con di tion ing the trans mis sion of changes in the of fi cial in ter -

est rates to the bank in ter est rates. This fact is par tic u larly rel e vant for the Portuguese economy,

considering the prevalence of interest rates for loans indexed to the money market interest rates.

The strong de te ri o ra tion of world eco nomic ac tiv ity ex ac er bated the ex pec ta tion of losses in the fi nan -

cial sys tem, with a se ries of mu tu ally re in forc ing neg a tive ef fects be tween eco nomic ac tiv ity pros pects

and the fi nan cial mar kets be ing ob served. In this con text, there was an abrupt fall in ag gre gate de -

mand and in world trade flows in the last quar ter of 2008. To face a po ten tial down ward spi ral, sev eral

coun tries’ gov ern ments and cen tral banks, in clud ing Por tu gal, adopted, in a frame work of strong in ter -

na tional co op er a tion, a broad set of mea sures to sup port the fi nan cial sys tem and stim u late eco nomic

ac tiv ity, un prec e dented in terms of num ber and amounts in volved (see “Box 1.2 Operational

framework of the Eurosystem, Federal Reserve and Bank of England in the context of the financial

crisis”, “Box 1.3 Government measures to support the financial sector and stabilize the financial

markets”, and “Box 1.5 Fiscal policy in the context of the economic and financial crisis”, of this Re port).

These mea sures con trib uted to de crease sys temic risk and in crease the con fi dence of eco nomic

agents in the fi nan cial sys tem, with some signs of a de crease in un cer tainty and risk aver sion in the fi -

nan cial mar kets ap pear ing from the first quar ter of 2009, al though still re main ing at very high lev els.

There con tin ues to sub sist, how ever, some un cer tainty re gard ing the fi nal im pact on eco nomic ac tiv ity
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of the whole set of gov ern ment in ter ven tions. Par tic u larly, the trans fer of fi nan cial risk from the pri vate

sec tor to the pub lic sec tor, re sult ing from some of these mea sures, to gether with the fis cal im pact of

the func tion ing of au to matic sta bi lis ers in the cur rent re ces sive pe riod, as well as the dis cre tion ary fis -

cal mea sures to stim u late the econ omy, have raised ques tions re gard ing the sustainability of pub lic fi -

nances in sev eral ad vanced econ o mies, cre at ing up ward pres sures on the sov er eign debt yield rates

(see “Box 1.1 Evolution of the sovereign debt yield spreads in the euro area in the context of the

financial crisis”, of this Report). This increase in the long term public debt yield spreads has been an

additional penalty to the financing costs of these countries’ economic agents.

Por tu guese banks showed great ca pac ity to adapt to this par tic u larly ad verse fi nan cial con text, con tin -

u ing to per form their fi nan cial in ter me di a tion task (see Fi nan cial Sta bil ity Re port 2008, Banco de Por tu -

gal). De spite the un fa vour able evo lu tion in the in ter na tional whole sale debt mar kets, bank lend ing

re mained rel a tively sus tained. This was achieved with the help of a sig nif i cant ex pan sion of cli ent re -

sources, in par tic u lar res i dent house hold de pos its. Be sides re flect ing the adop tion of more com pet i tive 

strat e gies by banks to cap ture cli ent de pos its, that ex pan sion es sen tially re flected a grow ing de mand,

on be half of in ves tors, for fi nan cial ap pli ca tions less sen si tive to mar ket fluc tu a tions. Ad di tion ally,

credit sup ply was also sus tained by a grow ing re source to fi nanc ing through the Eurosystem’s mon e -

tary pol icy op er a tions and, to a lesser ex tent, by the main te nance of some ac cess to in ter na tional

whole sale debt mar kets. In this con text, credit to the pri vate non-fi nan cial sec tor con tin ued to pres ent a 

rel a tively high growth in 2008, es pe cially credit to non-fi nan cial cor po ra tions, al though with a clear de -

cel er a tion, par tic u larly in the sec ond half of the year. This dy namic was equally ob served in other ad -

vanced econ o mies (see “Box 1.4 Financing of the private non-financial sector in the euro area, United

States and United Kingdom”, of this Report).

In the con text of the global eco nomic and fi nan cial cri sis, and ac cord ing to es ti mates from Banco de

Por tu gal, the Por tu guese econ omy stag nated in 2008, af ter grow ing 1.8 per cent in the pre vi ous year.

On the de mand side, the de cel er a tion of eco nomic ac tiv ity in 2008 re sulted from a vir tual sta bili sa tion

in pri vate con sump tion growth and weaker dy na mism in the re main ing com po nents of global de mand,

par tic u larly Gross Fixed Cap i tal For ma tion (GFCF) and ex ports, in a con text of grow ing de te ri o ra tion of 

de mand pros pects in in ter nal and ex ter nal mar kets. Note that, un like what hap pened in more re cent

years, pri vate con sump tion grew at rhythm in fe rior to that of dis pos able in come, im ply ing a slight in -

crease in the sav ings rate. On the sup ply side, the evo lu tion of GDP per ca pita was marked by a neg a -

tive con tri bu tion of to tal fac tor pro duc tiv ity, con trast ing with pos i tive con tri bu tions in the pre vi ous years. 

In line with in ter na tional de vel op ments, the GDP intra-an nual growth pro file was char ac ter ised by a

clearly down ward tra jec tory dur ing 2008, with a spe cial men tion to the abrupt and se vere fall ob served

in the fourth quar ter. The de cel er a tion of GDP in the last quar ter of the year was broad-based in terms

of its ma jor com po nents, be ing worth high light ing the strong fall in vol ume in GFCF and in ex ports of

goods and ser vices. Given the mag ni tude and nature of the shocks underlying this evolution, the

marked contraction of the Portuguese economy will tend to persist in 2009. 

In what re gards the evo lu tion of GFCF, the es ti mates of Banco de Por tu gal point to a change of -1.7 per 

cent for the year as a whole, with more re cent in di ca tors con firm ing the ma te ri al iza tion of a strong con -

trac tion in the first months of 2009. This evo lu tion is in line with the cy cli cal sen si tiv ity of this

macro-eco nomic ag gre gate, and re flects the un cer tainty sur round ing the evo lu tion of the in ter na tional

fi nan cial sit u a tion and its in ter ac tion with the sig nif i cant de te ri o ra tion of the world eco nomic ac tiv ity.

The de cel er a tion of GFCF in 2008 re flected the gen er al ised slow down of its com po nents. GFCF in

“Ma chin ery and equip ment” was proven to be the most dy namic com po nent in in vest ment, reg is ter ing,

nev er the less, a de cel er a tion of 2.4 per cent age points (p.p.), to 4.9 per cent. As op posed to that, GFCF

in “Con struc tion” reg is tered a sig nif i cant fall, and GFCF in “Trans port equip ment” registered a growth

rate close to zero, despite presenting a sharp intra-annual deceleration. 
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In the con text of a grow ing de te ri o ra tion in the ex ter nal en vi ron ment, namely in Por tu gal’s main trade

part ners, goods and ser vices ex ports reg is tered a steep de cel er a tion in 2008 (from 7.5 per cent in

2007 to -0.4 per cent). This be hav iour re flected less dy na mism both in goods and in ser vices ex ports.

Ref er ence should be made that ser vices ex ports con tin ued to reg is ter a pos i tive growth in 2008 as a

whole, re in forc ing their re spec tive weight in to tal na tional ex ports. The dy nam ics of Por tu guese ser -

vices ex ports in re cent years al lowed them to main tain their share in world ex ports of ser vices, which

con trasts with share losses in world ex ports of goods (see “Box 4.1 The structural evolution of services

exports in the Portuguese economy”, of this Re port). In turn, geo graph i cally, it is worth high light ing that

ex tra-com mu nity ex ports con tin ued to re in force the trend, seen in re cent years, of an in crease of its

weight in to tal Por tu guese ex ports, with a special mention to the high dynamism of exports of goods to

Angola. 

One of the rel e vant el e ments in the in ter na tional eco nomic evo lu tion at the end of the year was the

abrupt fall in world trade flows, which con tin ued dur ing 2009. This col lapse in world trade was pre cip i -

tated by the gen er al ized break of con fi dence and by the high level of un cer tainty, and was ex ac er bated

by dif fi cul ties in ac cess ing to com mer cial credit in the con text of the in ten si fi ca tion of the fi nan cial cri -

sis. Ad di tion ally, the phe nom e non of ver ti cal spe ciali sa tion of pro duc tion on a global scale, seen in the

last years, may have also con trib uted for this strong con trac tion in world trade. In Por tu gal, ver ti cal

spe ciali sa tion ac tiv i ties also gained im por tance in the last de cades, and more rel e vantly in the man u -

fac tur ing in dus try (see Amador and Cabral, “’Ver ti cal spe cial iza tion in Por tu guese in ter na tional trade”,

Eco nomic Bul le tin-Sum mer 2008). In this con text, na tional ex ports also re corded a sig nif i cant fall in

the last quar ter of 2008, and sharper still in the first quarter of 2009. This fall was transversal in terms of 

groups of goods. 

The fall in ex ports to gether with a smaller de cel er a tion in im ports – in line with the evo lu tion of global

de mand weighted by im ported con tent – con trib uted to the sig nif i cant in crease of the ex ter nal def i cit of

the Por tu guese econ omy in 2008. This evo lu tion was also in flu enced by the loss in terms of trade, as a

re sult of the an nual av er age in crease in com mod ity prices in in ter na tional mar kets. In mac ro eco nomic

terms, the ex ter nal def i cit in crease re flected the de crease in the Gen eral Gov ern ment and pri vate sec -

tor’s sav ings rates, and the main te nance of the level of in vest ment as a per cent age of GDP. The fi -

nanc ing of ex ter nal def i cit in 2008 was strongly con di tioned by the cri sis in the in ter na tional fi nan cial

mar kets. In fact, af ter a long pe riod of deep en ing fi nan cial in te gra tion of the Por tu guese econ omy -

with very strong fi nan cial flows with the ex te rior - there was, in the sec ond half of 2008, an abrupt

change in the di rec tion and mag ni tude of the fi nan cial flows with the rest of the world. This way, dur ing

2008, the cur rent and cap i tal ac count def i cit (10.5 per cent of GDP) was fi nanced by a re duc tion in

external assets of about 13 per cent of GDP, with a fall in external liabilities of about 2 per cent of GDP.

De spite the marked de cel er a tion of ac tiv ity in 2008, the la bour mar ket in Por tu gal was char ac ter ised by 

a slight de crease in the un em ploy ment rate and by a mod er ate growth in to tal em ploy ment. In turn,

com pen sa tion of em ploy ees main tained a high rate of growth, con trib ut ing to the ac cel er a tion of real

dis pos able in come. In this con text, it mat ters to men tion that in fla tion ex pec ta tions (in the ho ri zon of

one year) re mained above 2 per cent dur ing 2008. These ex pec ta tions have a rel e vant role in de ter -

min ing nom i nal wages in Por tu gal (see “Box 5.1 The price and wage dynamics in Portugal: evidence

based on qualitative information”, of this Re port). Ac cord ingly, re cent ex pec ta tions of a marked de -

crease of in fla tion in 2009 should be grad u ally trans mit ted to the wage ne go ti a tions in Por tu gal. In this

en vi ron ment, we the main te nance of a neg a tive in fla tion dif fer en tial vis-à-vis the euro area is

foreseeable, in line with what has been observed since September of 2007.

Given the marked con trac tion in ac tiv ity since the last quar ter of 2008, the fa vour able de vel op ments in

the la bour mar ket de scribed above did not per sist. In fact, at the be gin ning of 2009, there was a strong
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de crease in em ploy ment and a sharp in crease in the un em ploy ment rate, to his tor i cally high lev els.

This evo lu tion oc curred in the con text of a struc tural de te ri o ra tion in la bour mar ket con di tions, which

was re flected in a sig nif i cant in crease in the un em ploy ment rate over the last de cade. The per cent age

of house holds with un em ployed in di vid u als also showed an up ward tra jec tory in this pe riod, stand ing

at lev els above the un em ploy ment rate usu ally com puted based on in di vid u als (see “Box 3.2

Unemployment in households over the business cycle”, of this Re port). Also, since 1996, there was a

mod er ate growth in wage dis tri bu tion in equal ity, less marked than the one in the pe riod be tween 1982

and 1996 (see “Box 3.1 The evolution of wage inequality: 1982-2006”, of this Re port). This re cent evo -

lu tion can be ex plained by the in crease in the sup ply of qualified work, together with significant

changes in the demand for qualifications.

One of the de fin ing traits of 2008 was the in ver sion in the pro cess of struc tural con sol i da tion of pub lic

ac counts, af ter two years of a sig nif i cant con sol i da tion. In 2008, the gen eral gov ern ment def i cit stood

at 2.6 per cent of GDP, a value iden ti cal to 2007, and thus re main ing be low the 3 per cent ref er ence

value. How ever, the 2008 ex e cu tion was char ac ter ized by a very sig nif i cant amount of tem po rary mea -

sures that, ac cord ing to the def i ni tion used in Eurosystem, amounted to 1.1 per cent of GDP. This way,

the es ti mate of Banco de Por tu gal for the cy cli cally ad justed def i cit ex clud ing tem po rary mea sures was 

4.7 per cent of trend GDP in 2008, which rep re sents a 1.4 p.p. de te ri o ra tion com pared to 2007. The de -

te ri o ra tion of the bud get ary po si tion re flected mainly the dy na mism in pri mary cur rent ex pen di ture, par -

tic u larly pen sion ex pen di ture and in ter me di ate con sump tion. The me dium term cor rec tion of the

cur rent im bal ances in pub lic fi nances is cru cial so that its sustainability is not put un der ques tion. In the

cur rent con junc ture, the risks of unsustainability may have par tic u larly ad verse ef fects, given the po -

ten tial neg a tive re per cus sions on the econ o mies’ fi nanc ing con di tions. There was a gen er al ized de te -

ri o ra tion of the struc tural pub lic fi nance po si tions in de vel oped coun tries in 2008, a re sult which is

ex pected to in ten sify in 2009. This evo lu tion sug gests the need to adopt strat e gies that al low re turn ing

to fis cal con sol i da tion paths. In the spe cific case of Por tu gal, such a strat egy should aim for the me -

dium term ob jec tive for the struc tural def i cit, as set in the Sta bil ity Pro gram. In this con text, the pros -

pects for the pub lic ex pen di ture in the me dium and long term are es pe cially rel e vant, in par tic u lar

re gard ing pen sion ex pen di ture. The re cent re form in the pen sion sys tem was an im por tant con tri bu tion 

to en sure the sustainability of pub lic fi nances, be ing cru cial that the re form is ap plied con sis tently (“Box 

2.1 Update of projections of age related public expenditure: Portugal in the EU context”, of this Report).

The trend growth of pro duc tiv ity is the de ter min ing el e ment for the eco nomic well-be ing of a so ci ety in

the long run, as it de fines the trend growth of real wages and the sus tain able growth of the con sump -

tion of goods and ser vices by house holds. Ac cord ing to the es ti mates of Banco de Por tu gal, cal cu lated 

based on dif fer ent sta tis ti cal meth ods, trend pro duc tiv ity growth showed a marked de cel er a tion since

the end of the 90s, stand ing in the most re cent years at the low est value of the last de cades. The low

rate of growth of trend pro duc tiv ity of the Por tu guese econ omy has con trib uted to the re duc tion of the

rel a tive level of GDP per ca pita vis-à-vis the euro area and the Eu ro pean Un ion, in the last ten years.

This di ver gence is even stron ger when one anal y ses mea sures of na tional in come per ca pita, given

the over all down ward trend of the ex ter nal in come bal ance in Por tu gal dur ing this pe riod, in a con text

of pro gres sive wors en ing of the Por tu guese in ter na tional in vest ment po si tion (see “Box 3.3 The

evolution of the Gross National Income per capita in Portugal”, of this Report). 

With the ob jec tive of as sur ing a sus tained re sume of the Por tu guese econ omy’s real con ver gence with 

the EU av er age, it is cru cial inter alia to adopt mea sures that give in cen tives for eco nomic agents to in -

vest more in phys i cal and hu man cap i tal, that pro mote a con trac tual frame work more fa vour able to

cor po rate ac tiv ity and to the mo bil ity of fac tors of pro duc tion, and that in crease the speed in the ju di cial

sys tem. These mea sures be come par tic u larly ur gent in an en vi ron ment of grow ing ex ter nal com pet i -

tive ness in some sec tors of ac tiv ity, of per sis tence of some ri gid ity fac tors in the la bour mar ket, and of
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main te nance of a rel a tively low level of hu man cap i tal in the pop u la tion. Ad di tion ally, there are other

fac tors that will tend to con di tion the trend growth of the Por tu guese econ omy in the fu ture. Par tic u larly, 

in the ab sence of a sig nif i cant ac cel er a tion in pro duc tiv ity, the main te nance of a sig nif i cant dis par ity

be tween do mes tic in vest ment and sav ings – re flected in a high cur rent and cap i tal ac count def i cit – will 

not be sus tain able in def i nitely, both at the level of the ag gre gate econ omy and at the level of in di vid ual

agents. This fact is es pe cially rel e vant in a con text like the cur rent one, where the in ter na tional fi nanc -

ing con di tions be came more re stric tive. It is worth not ing that in the con text of a mon e tary un ion, the

ad just ment pro cesses among econ o mies tend to be long, par tic u larly – as is the case of the Por tu -

guese econ omy – in the ab sence of spec u la tive bub bles in as sets’ mar kets and in the pres ence of solid 

fi nan cial sys tems. Given the rel a tively high level of in debt ed ness in the econ omy, the grad ual and

grow ing ac ti va tion of the intertemporal sol vency re stric tions re gard ing the var i ous eco nomic agents –

house holds, cor po ra tions and the Gen eral Gov ern ment – will tend to be re flected in a lower dynamism

of aggregate demand during a probably long period. It is this effect which should be compensated

through an acceleration of structural adjustment and an ensuing growth in productivity.
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