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Economic activity recovered and surpassed pre-pandemic levels
Momentum continued in 2023 Q1 with quarter-on-quarter growth of 1,6%. If the level of GDP stayed
at Q1 level in the rest of the year, the annual growth rate in 2023 would stand at 2,1%.
Cumulative growth since 2019 Q4 in Portugal is higher than in the euro area.

REAL  GDP – PO RT UGAL AND EURO  AREA
I n d e x  2 0 1 9  T 4  =  1 0 0

Source:  Stat ist ics  Portugal  and Eurostat.
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Inflation is receding but remains at high levels
The rise in inflation reflected the effects of the war in Ukraine on energy and food prices, global
supply constraints and, to a lesser extent, the recovery in demand.
The impact of rising prices has been uneven, with lower-income households facing higher inflation
given the stronger increase in food prices, which account for a higher share of their consumption.

IHCP – PO RT UGAL AND EURO  AREA
Ye a r - o n - y e a r r a t e  ( % )

Sources:  Stat ist ics  Portugal  and Eurostat.

INF LAT IO N EST IMAT ES BY INCO ME Q UINT ILE
C P I  b a s e d ,  y e a r - o n - y e a r r a t e  ( % )

Source:  Stat ist ics  Portugal  (Banco de Portugal  ca lculat ions) .
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Strong performance of the labor market

Employment increased, standing above pre-pandemic levels. Businesses signal labor shortages.
The participation rate rose to historically high rates, reflecting its cyclical behavior and structural
effects related to the increase in female labor market participation, the greater share of individuals
with higher levels of education in the population and the increase in the retirement age.

EMPLOYMENT
I n d e x  2 0 1 9  T 4  =  1 0 0

Source:  Stat ist ics  Portugal .  | Note:  Employment and part ic ipation rate consider ing indiv iduals  in the 16-70 years age bracket.   

PART IC IPAT IO N RAT E  
(%)
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Growth led by the strong recovery of services exports and consumption 
recovery The post-pandemic recovery was driven specially by tourism exports which continued to make gains in
market share.
Investment, less impacted during the pandemic, decelerated in 2022 due to higher uncertainty and
higher financing and production costs. Private consumption remained resilient, reflecting pent-up
demand and the reduction in the savings rate.

REAL  GDP AND MAIN EXPENDIT URE AGGREGAT ES
I n d e x  2 0 1 5  Q 1  =  1 0 0

Source:  Stat ist ics  Portugal  and Banco de Portugal .  | Note:  The expenditure decomposit ion 
in 2023 Q1 is  est imated by Banco de Portugal  us ing the avai lable economic indicators.   
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Gains in real households’ disposable income
Households’ disposable income was sustained by the increase in average wages, strong employment
growth and the impact of government support measures. Despite the adverse effects of higher
inflation and interest rates, households’ income increased in real terms.
Labor market tightness and the increase in the minimum wage contributed to the acceleration in
nominal wages.

HO USEHO LDS ’  D ISPO SABLE INCO ME
A n n u a l g r o w t h r a t e  ( % )  a n d m a i n c o n t r i b u t i o n s ( p p )

Source:  Stat ist ics  Portugal  (Banco de Portugal  ca lculat ions) .  
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Improving macroeconomic balances (flows) 
The fiscal balance and the external accounts are fundamental in signaling the soundness of the
economy.
Public finances have recovered after the deterioration during the crisis, helped by strong revenue
performance. The current and capital account remained close to balance despite the impact of the
deterioration in the terms of trade.

GENERAL  GOVERNMENT  BALANCE
% G D P

Source:  Statist ics  Portugal .

CURRENT AND CAPITAL  ACCO UNT
% G D P

Sources:  Stat ist ics  Portugal  and Banco de Portugal .
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Improving macroeconomic balances (stocks) 
After the increase in the pandemic, the public debt to GDP ratio returned to a declining path, which is
crucial given its still high level and the context of rising interest rates and an ageing population.
The international debtor position continued to improve but remains large in international and
historical perspective, requiring further effort to consistently reduce vulnerability to external
financings shocks.

PUBLIC  DEBT  RAT IO
% G D P

Source:  Statist ics  Portugal .

INT ERNAT IO NAL  INVEST MENT  PO SIT IO N
% G D P

Sources:  Stat ist ics  Portugal  and Banco de Portugal .
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Main features of BdP projections (to be released in mid-June)
• After increasing by 6,7% in 2022, economic activity is expected to expand at a more moderate but

still robust pace in 2023-25.

• High inflation, tighter financing conditions and the fading of the recovery dynamics will constrain
growth. But the strength of the labor market, the accumulated pandemic savings, the government
support measures and the inflow of EU funds are expected to act as shock absorbers.

• Investment and exports will return to their pre pandemic growth paths, increasing their weight in
GDP. Private consumption is projected to rise by less than GDP, in a context of subdued real
disposable income growth, rising debt-servicing costs and a recovery in the savings rate.

• In the short term, the decrease in inflation relies mainly on energy and food prices. Core inflation
will take longer to decline due to the lagged effects from past cost increases, recovering profit
margins and wage growth. The impact of monetary tightening and anchored inflation expectations
ensure that inflation converges to the ECB’s medium-term target.

• The labour market is expected to remain robust, underpinning households’ disposable income,
with further employment gains and increases in real wages broadly in line with productivity
developments.

• The current and capital account is expected to return to surpluses, reflecting still buoyant tourism
exports, better terms of trade and increased transfers of EU funds.
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Resilience challenge (1) – impact of rising interest rates on households 
Proportion of mortgages with loan service to income ratio (LSTI) over 40% is estimated to increase to
19% in Dec.23 (11% in Feb.23), being more significant for households in the lowest income quintile
(accounting for 6% of the stock).
Risk mitigants: reduction in debt levels, pandemic savings, low unemployment, policy measures.

STO CK  O F  HO USING LOANS BY  LST I  CLASS  AND INCO ME Q UINT ILE  
%  o f  s t o c k  o f  h o u s i n g  l o a n s  b y  q u i n t i l e

Source:  Stat ist ics  Portugal  and Banco de Portugal .  | Note:  The LSTI  corresponds to the rat io of  the insta lment of  the housing loan to the borrowers '  average monthly  
income. The percentages next to the quinti les  correspond to their  weight in the stock of tota l  housing loans.  
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Resilience challenge (2) – impact of rising interest rates on firms  
Proportion of firms with interest coverage ratio below 2 is estimated to rise, more noticeably in
construction and real estate, but to remain below the level observed during the sovereign debt crisis.
Risk mitigants: deposits accumulated during the pandemic, recovery of profitability, government
measures directed to most affected sectors.

Source:  Banco de Portugal .  | Notes:  Percentages correspond to the proportion of companies in each bracket of  the interest coverage (EBITDA/f inancing costs) ,  weighted 
by total  assets  and are based on results  of  a  s imulation exerc ise of f i rms ’  f inancia l  s i tuation in 2022 and 2023.

NO N-F INANCIAL  CO RPO RAT IO NS BY  INT EREST  COVERAGE RAT IO  AND SECTO R 
%  o f  f i r m s ,  w e i g h t e d  b y  t o t a l  a s s e t s
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Convergence challenge  
Capital per worker in Portugal has been increasing but remains low by European standards.
This contributes to the still significant gap in productivity per hour worked vis-à-vis the euro area,
which extends to all sectors of activity.

Source:  Eurostat (Banco de Portugal  ca lculat ions) .  | Note:  Ratio of  the f ixed 
assets  capita l  stock at current pr ices to number of workers.  

HO URLY PRO DUCT IV IT Y  IN  PO RT UGAL
%  o f  p r o d u c t i v i t y  i n  e u r o  a r e a ,  2 0 2 2

CO EF F IC IENT  O F  CAPITAL  INT ENSIT Y
Eu ro  1000  p e r  worke r

Source:  Eurostat (Banco de Portugal  ca lculat ions) .  | Note:  Productiv i ty  per  
hour worked at 2015 pr ices.  
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Demographic and educational transition challenge  
Projections point towards a shrinking and ageing population in the medium to long term, which will 
constraint economic growth. This may be mitigated by increased migration flows and continuously 
enhancing of workers’ skills.

Education levels in Portugal have been converging to those of the EU-27 but are still lower. For the 
younger generations, they are already comparable.

Sources:  Eurostat (Banco de Portugal  ca lculat ions) .  | Note:  The darker  shade 
denotes 2021,  whi le the br ighter  shade denotes 2100.

PO PULAT IO N BY  LEVEL  O F  EDUCAT IO N
%  o f  t o t a l

Source:  Eurostat.

PO PULAT IO N AGE PYRAMIDS  (2021  AND 2100)
T h o u s a n d  i n d i v i d u a l s  b y  a g e  g r o u p
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