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1.  Introduction
The projections for the Portuguese economy 
point to a continued economic activity recovery 
over the 2017-19 period, at a faster pace than 
in the past few years. Gross Domestic Product 
(GDP) is projected to record annual average 
increases of 2.5 per cent in 2017, 2.0 per cent in 
2018 and 1.8 per cent in 2019 (Table 1). At the 
end of the projection horizon, GDP is expect-
ed to slightly exceed that observed before the 
international financial crisis in 2008. Moreo-
ver, the growth pace over the projection hori-
zon is expected to be higher than that of the 
euro area, according to the projections recently 
published by the European Central Bank (ECB).1 
GDP growth over the projection horizon is 
revised upwards compared with the March pro-
jections, reflecting the remarkable dynamics of 
exports and investment.

This projection incorporates the Eurosystem 
staff projection exercise recently published by 
the ECB. According to the projection assump-
tions, the international environment of the Por-
tuguese economy is expected to remain favour-
able, with an acceleration of external demand 
for Portuguese goods and services in 2017 
and the maintenance of robust growth over 
the 2018-19 period, albeit lower than before 
the international financial crisis (Box 1: ‘Pro-
jection assumptions‛). Monetary and financial 
conditions are projected to remain broadly sta-
ble over the projection horizon, while commod-
ity prices, in particular oil prices, are expected to 
record a marked increase in 2017 and stabilise 
somewhat, on average, over the 2018-19 period.

Table 1  •  Projections of Banco de Portugal for 2017-2019  |  Annual rate of change, in percentage

Weights 
2016

EB June 2017 Projection March 2017

2016 2017 (p) 2018 (p) 2019 (p) 2016 2017 (p) 2018 (p) 2019 (p)

Gross domestic product 100.0 1.4   2.5   2.0   1.8   1.4   1.8   1.7   1.6   

Private consumption 65.8 2.3   2.3   1.7   1.7   2.3   2.1   1.4   1.4   
Public consumption 18.0 0.5   0.4   0.6   0.3   0.8   0.2   0.5   0.2   
Gross fixed capital formation 14.8 -0.1   8.8   5.3   5.5   -0.3   6.8   5.0   4.8   
Domestic demand 98.8 1.5   2.6   2.2   2.1   1.5   2.5   1.8   1.7   
Exports 40.3 4.4   9.6   6.8   4.8   4.4   6.0   4.8   4.5   
Imports 39.1 4.4   9.5   6.9   5.2   4.4   7.3   4.8   4.7   

Contribution to GDP growth, net of imports 
(in p.p.) (a)

Domestic demand 0.5   0.8   0.8   0.8   0.5   0.8   0.7   0.7   
Exports 0.9   1.8   1.2   0.9   0.9   1.0   0.9   0.9   

Employment (b) 1.6   2.4   1.3   1.3   1.6   1.6   1.0   1.1   

Unemployment rate 11.1   9.4   8.2   7.0   11.1   9.9   9.0   7.9   

Current plus capital account (% of GDP) 1.7   2.1   2.4   2.4   1.7   1.0   1.1   1.2   
Trade balance (% of GDP) 2.2   2.0   2.2   2.0   2.2   1.4   1.3   1.4   

Harmonized index of consumer prices 0.6   1.6   1.4   1.5   0.6   1.6   1.5   1.5   

Sources: Statistics Portugal and Banco de Portugal.

Notes: (p) – projected, (p.p.) – percentage points. For each aggregate, this table shows the projection corresponding to the most likely value, condi-
tional on the set of assumptions considered. (a) The demand aggregates net of imports are obtained by subtracting an estimate of the imports needed 
to meet each component. For more information, see the Box entitled ‘The role of domestic demand and exports in economic activity developments 
in Portugal’, in the June 2014 issue of the Economic Bulletin. (b) Total employment, in number of persons according to the national accounts concept.
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In this favourable outlook, exports are projected 

to accelerate strongly in 2017 and to maintain a 

robust growth in 2018-19, reflecting the accel-

eration of external demand and significant addi-

tional gains in exports market share. In 2019, 

the level of goods and services exports is pro-

jected to stand approximately 65 per cent above 

the level recorded in 2008. 

The acceleration of activity in 2017 should be 

underpinned by a rebound in Gross Fixed Capi-

tal Formation (GFCF), reflecting the maintenance 

of a strong growth in business investment and a 

marked recovery in public and residential invest-

ment. In 2018-19, projections point to a contin-

ued robust growth of GFCF, in particular of its 

business component, amid the maintenance 

of stable monetary and financial conditions and 

favourable prospects for overall demand. In turn, 

private consumption growth is expected to be 

slightly lower than GDP growth over the projec-

tion horizon, reflecting moderate growth of real 

wages and the need to continue the process to 

reduce the households’ indebtedness level. 

Developments in activity should be followed 

by improving labour market conditions, with 

continued employment growth and the main-

tenance of a declining trend in the unemploy-

ment rate. In turn, the inflation rate is expect-

ed to stand at 1.6 per cent in 2017 and stabi-

lise at around 1.5 per cent in 2018-19, reflect-

ing the assumptions for developments in oil 

prices and a gradual acceleration of non-energy 

prices over the projection horizon. Projections 

for inflation are virtually in line with those for the 

euro area as a whole.

The projected economic growth pattern – in 

which exports and GFCF appear as the most 

dynamic components of GDP – is consistent 

with a more sustained recovery of the Portu-

guese economy, since it takes place amid the 

maintenance of fundamental macroeconomic 

balances. The Portuguese economy is expected 

to strengthen its external net lending position, 

thus allowing the continuation of the gradual 

reduction of the external indebtedness levels, 
over the projection horizon.

2.  Recent information
The projections for the Portuguese economy 
presented in this Bulletin incorporate the infor-
mation available until 22 May 2017 and the tech-
nical assumptions behind the Eurosystem staff 
projection exercise published by the ECB on 
8 June (Box 1: ‘Projection assumptions‛).

In 2016 GDP continued to show moderate growth 
in real terms, decelerating slightly from the previ-
ous year (1.4 per cent, down from 1.6 per cent in 
2015). This slight slowdown in economic activity 
reflected less favourable developments in invest-
ment, in particular a fall in GFCF in construction, 
and a deceleration in exports of goods and ser-
vices excluding tourism. Considering the intra-
annual developments of GDP, a very sharp accel-
eration pattern was observed in the second half 
of the year, with year-on-year growth of 1.9 per 
cent, up from 1.0 per cent in the first half of 2016. 
The higher growth in the second semester was 
seen across all expenditure components, with 
the exception of public consumption (Chart 2.1).

Strong acceleration 
of economic activity in 
the first quarter of 2017

In the first quarter of 2017, according to the flash 
estimate released by Statistics Portugal (Instituto 
Nacional de Estatística - INE), GDP increased by 
2.8 per cent year-on-year, enhancing the acceler-
ation pattern started in the third quarter of 2016. 
Compared with the previous quarter, econom-
ic activity grew 1.0 per cent (Chart 2.2). Over the 
past few quarters, economic activity in Portugal 
has been more buoyant than in the euro area, 
in terms of both quarter-on-quarter and year-on-
year rates of change (Chart 2.3).

Quarterly National Accounts for the first quar-
ter of 2017 were released only after the cut-off 
date of this Bulletin, and therefore this data was 
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not incorporated in this projection. Neverthe-
less, the assessment based on short-term indi-
cators available until the cut-off date carried out 
in this projection exercise is in line with the infor-
mation later disclosed by INE.

The GDP expansion is corroborated by most 
short-term indicators, which point to a favour-
able performance of the Portuguese economy 
in the first quarter. For instance, economic sen-
timent indicator improved further in the last 
two quarters, reflecting increased confidence 

among economic agents, in particular consum-

ers and businessmen of the manufacturing and 

construction sectors (Chart 2.4).

Slowdown in private 
consumption and higher 
GFCF buoyancy

Against a background of increasing disposable in-

come, more favourable labour market conditions 
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Chart 2.1  •   
Contributions 
to GDP growth, 
in year-on-year 
terms
| In percentage points

Sources: Statistics Portugal and Banco de Portugal.

Notes: For each year, the left side bar refers to gross contributions from each GDP component and the right side bar refers to the corresponding 
net contributions. The demand aggregates net of imports are obtained by subtracting an estimate of the imports needed to meet each compo-
nent. The calculation of import content was based on data for 2005. For more information, see the Box entitled ‘The role of domestic demand 
and exports in economic activity developments in Portugal‛, in the June 2014 issue of the Economic Bulletin.

Chart 2.2  •  Gross domestic product | Real rate of change, 
in percentage

Chart 2.3  •  Gross domestic product in Portugal 
and in the euro area, in real terms | Year-on-year rate 
of change, in percentage
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and persistence of consumer confidence at his-

torically high levels, private consumption contin-

ued to growth strongly in the first quarter of 2017, 

albeit less markedly than in the previous quarter. 

This year-on-year slowdown reflected, to a large 

extent, the smaller growth of private consump-

tion of vehicles, in line with the developments 

in sales of passenger cars (Chart 2.5). Note that 

developments in the acquisition of these motor 

vehicles were affected by effects related to front-

loaded purchases before the entry into force of 

the State Budgets in April 2016 and January 2017. 

Moreover, the gradual deceleration pattern aris-

es after a period of high growth rates of change, 

amid a rebound in the stock of cars (which record-

ed very sharp falls in 2011 and 2012) (Box 2: ‘An 

analysis of developments in the stock of consum-

er durable goods in Portugal‛).

According to the short-term indicators, the pri-

vate consumption of durable goods exclud-

ing vehicles recorded a further significant rise, 

after close-to-zero rates of change since the 

third quarter of 2015, while the consumption 

of non-durable goods and services continued 

to record robust growth, albeit lower than in 

the previous quarter.

In turn, GFCF was strongly buoyant in the first 

quarter of 2017, and more dynamic than in the 

previous quarter. These developments, in year-

on-year terms, reflected the acceleration of 

GFCF in construction and, to a lesser extent, of 

GFCF in machinery and other equipment. On the 

other hand, GFCF in transport equipment decel-

erated according to the monthly indicators avail-

able for the first quarter. 

The growth of GFCF in construction in the first 

quarter of 2017 is in line with the strong increase 

in cement sales from the domestic market, partial-

ly associated with an increase in activities related 

to the renewal of buildings, in a context of more 

favourable weather conditions and consecu-

tive improvements in confidence in construction. 

A similar performance was seen in the construc-

tion production index, whose recovery expanded 

to both the civil engineering works and the con-

struction of buildings components (Chart 2.6). The 

information relating to public works tenders and 

contracts awarded also confirms the recovery in 

Chart 2.4  •  Confidence indicators | Deviations from 
the average over the last 10 years

Chart 2.5  •  Private consumption of automotive vehicles, 
in real terms | Thousands of vehicles and year-on-year rates 
of change, in percentage
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this sector, which seems to be partly associated 

with a normalisation in the distribution of Euro-

pean funds in the context of the Portugal 2020 

programme. Turning to GFCF in machinery and 

equipment, the maintenance of robust growth in 

the first quarter is in line with short-term develop-

ments in machinery imports, which accelerated 

further, in year-on-year terms, after increases of 

around 11 per cent throughout the second half of 

2016 (Chart 2.7).

Strong acceleration 
of exports

In the first quarter of 2017, exports in volume 

recorded significant growth, in year-on-year 

terms, above that of the previous quarter and 

that estimated for external demand, with addi-

tional market share gains. 

The short-term indicators for international trade, 

available only in nominal terms, allow for a more 

disaggregated analysis. However, it should be 

kept in mind that these series are affected by cal-

endar effects, whose impact was positive in the 

first quarter.2 Additionally, the deflator for exports 

of goods and services increased, in year-on-year 

terms, in the first quarter, in contrast to the falls 

recorded since 2013.

In year-on-year terms, the performance of nomi-

nal exports of goods reflected, to a large extent, 

the acceleration of goods exports excluding fuel, 

whose developments were relatively widespread, 

both by country of destination and type of good 

(Chart 2.8). Regarding the nominal exports of ser-

vices, the year-on-year acceleration was com-

mon to intra- and extra-EU markets and reflect-

ed the higher growth of the component of servic-

es excluding tourism, in particular transport ser-

vices. The tourism component remained high-

ly buoyant, with only a slight deceleration, year-on-

year, compared with the fourth quarter of 2016 

(Chart 2.9).

Finally, imports in volume also recorded an accel-

eration in the first quarter of 2017, although 

lower than that of exports. In view of develop-

ments estimated for overall demand weighted 

by import contents, the evolution of imports fell 

short of the average patterns, reflecting in part 

Chart 2.6  •  GFCF in construction, in real terms  
| Year-on-year rate of change, in percentage

Chart 2.7  •  GFCF in machinery and equipment, 
in real terms | Year-on-year rate of change, in percentage
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the performance of the energy goods compo-

nent. These developments led to a negative con-

tribution of the change in inventories to GDP.

Favourable developments 
persist in the labour market

As to developments in the labour market, the 
monthly information disclosed for the first quarter 

of 2017 points to a strong increase in employment 
(3.3 per cent, year-on-year), reflecting positive de-
velopments in self-employment and employ-
ees, and a reduction in the unemployment rate to 
9.9 per cent (Chart 2.10). However, the em-
ployed population level remains far lower than 
before 2008.

Chart 2.9  •  Nominal exports of services | Contributions 
to the year-on-year rate of change, in percentage points

Chart 2.10  •  Employment and unemployment rate 
| Level and year-on-year rate of change, in percentage
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Chart 2.8  •  Nominal exports of goods excluding fuel | Contributions to the year-on-year rate of change, 
in percentage points

By country of destination By type of good
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Box 1 | Projection assumptions

The projections for the Portuguese economy released in this Bulletin are part of the Eurosystem’s 

projection exercise published on 8 June, and therefore the implicit assumptions are the same. 

Table 1 summarises the main technical assumptions, which incorporate information available up 

to 16 May in the case of oil prices, interest rates and exchange rate and up to 22 May for the 

remaining of indicators.

As regards the international environment, current assumptions point to a gradual acceleration 

of global economic activity over the projection horizon, similar to the one anticipated in March. 

Compared to the same projection exercise, GDP growth in the euro area was revised slightly upwards 

in the 2017-19 period. In turn, the expected growth of world trade remains robust, presenting 

an upward revision over the projection horizon, particularly in 2017. In this context, the aver-

age growth of external demand for Portuguese goods and services is expected to be around 

4 per cent in the 2017-19 period, above that recorded in 2016 and in line with that projected for 

world trade. Growth of imports from the euro area is expected to show a downward trend over 

the projection horizon, remaining however above the demand growth from extra-EU markets. 

Compared to the March exercise, only the upward revision of assumptions for external demand 

in 2017 is highlighted.

In line with technical assumptions of the last Eurosystem’s projection exercise, the projection now 

released by Banco de Portugal implies a 17 per cent increase in oil prices in dollars in 2017, after 

consecutive falls since 2013. For the following years, technical assumptions assume a stabilisa-

tion of the price of Brent oil at around USD 51 per barrel. Compared to the previous projection 

exercise, the oil prices in dollars were revised downwards, with special reference to the revision 

of the rate of change for 2017 by around -10 percentage points. The revision of the oil prices in 

euros was more pronounced, given the slight upward revision of assumptions for the euro-dollar 

exchange rate. 

After the euro appreciation in 2016, a positive, but close to zero, change in effective exchange rate 

is projected for 2017, in annual average terms, leading to an upward revision vis-à-vis the assump-

tion considered in March (in which a depreciation was anticipated). Reflecting the accommodative 

monetary policy stance, the short term interest rate may remain slightly negative (although with an 

upward profile) over the projection horizon, at levels similar to those implied in the March exercise. 

On the other hand, the implicit interest rate in public debt was revised downwards, and a declining 

trajectory is now anticipated for the 2017-19 period.

The assumptions regarding public finance variables, which are in line with the rules used in the con-

text of the Eurosystem’s projection exercise, incorporate all the policy measures presented up to the 

cut-off date for data that were specified with sufficient detail. Compared with the projections pub-

lished in March, the consideration of the measures included in the update of the Stability Programme 

for 2017-21 that meet such criteria did not have a significant impact on the projections.

Forecasts for public consumption, in real terms, continue to point to rather contained growth 

over the projection horizon, mainly as a result of the assumption of a stabilisation in the number 

of public employees at the level recorded at the end of 2016. Moreover, projections point to con-

tinued moderate growth of the acquisition of goods and services, partly resulting from a cut in 

expenditure associated with public-private partnerships in the road transport sector, with a par-

ticularly significant impact in 2019. Real growth projected for public consumption is lower in 2017, 
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as a result of the cut in the number of hours worked in mid-2016. As regards developments in the 

public consumption deflator, there were no significant changes from the previous projection, with 

special reference in 2017 to the remaining effect of the gradual reversal of wage cuts in 2016.

Turning to public investment, the assumption of a strong acceleration in this component in 2017 

(even excluding the extraordinary effects due to the sale of military equipment) is maintained, 

followed by developments mostly in line with nominal GDP in 2018 and 2019.

Table 1  •  Projection assumptions

EB June 2017 Projections March 2017

2016 2017 2018 2019 2016 2017 2018 2019

International environment

World GDP yoy 3.0 3.3 3.6 3.5 2.9 3.3 3.5 3.6

World trade yoy 1.5 4.5 3.9 4.0 1.7 3.5 3.9 3.9

External demand yoy 1.7 4.5 3.9 4.0 2.0 4.0 4.0 4.0

Oil prices in dollars aav 44.0 51.6 51.4 51.5 44.0 56.4 56.5 55.9

Oil prices in euros aav 39.8 47.6 47.0 47.1 39.8 52.7 52.8 52.3

Monetary and financial conditions

Short-term interest rate (3-month EURIBOR) % -0.3 -0.3 -0.2 0.0 -0.3 -0.3 -0.2 0.0

Implicit interest rate in public debt % 3.3 3.2 3.1 3.1 3.3 3.3 3.3 3.3

Effective exchange rate index yoy 2.6 0.3 0.4 0.0 2.6 -0.6 0.0 0.0

Euro-dollar exchange rate aav 1.11 1.08 1.09 1.09 1.11 1.07 1.07 1.07

Sources: ECB, Bloomberg, Thomson Reuters and Banco de Portugal.

Notes: yoy – year-on-year rate of change, aav – annual average value. An increase in the exchange rate corresponds to an appreciation of the 
euro. The technical assumption for bilateral exchange rates assumes that the average levels observed in the two weeks prior to the cut-off date 
will remain stable over the projection horizon. The technical assumption for oil prices is based on futures markets. Developments in the three-
-month Euribor rate are based on expectations implied in futures contracts. The implicit interest rate on public debt is computed as the ratio 
of interest expenditure for the year to the simple average of the stock of debt at the end of the same year and at the end of the preceding year. 
Assumptions for the long-term interest rate on Portuguese public debt are based on an assumption for the implicit rate, which includes an 
assumption for the interest rate associated with new issuances.
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3.  Demand, supply and external accounts

Recovery in economic 
activity

The Portuguese economy is expected to remain 
on a recovery path over the projection hori-
zon, with GDP growing by 2.5 per cent in 2017, 
2.0 per cent in 2018 and 1.8 per cent in 2019. 
The recovery in economic activity is mostly sus-
tained by buoyant exports – reflecting a favoura-
ble external economic and financial environment 
and continued market share gains – and a recov-
ery in investment, which will continue to benefit 
from ongoing stable monetary and financial con-
ditions and favourable prospects for develop-
ments in overall demand. 

Taking into account contributions net of imports 
(i.e., deducting from each component an esti-
mate of associated imports), growth in eco-
nomic activity over the projection horizon is 
expected to reflect a higher contribution from 
exports than from domestic demand (Chart 3.1). 
By the end of the projection horizon, real out-
put is expected to stand for the first time above 
the level seen before the international financial 
crisis, which shows how severe the shocks to the 

Portuguese economy were and how gradual the 
subsequent recovery has been. GDP growth in 
Portugal is expected to be higher than project-
ed for the euro area as a whole, slightly revers-
ing the negative differential accumulated in the 
past few years (Chart 3.2).

In sectoral terms, projections point to a broad-
ly-based recovery in economic activity across 
the main sectors, reflecting growth in domes-
tic and external demand, amid an improvement 
in confidence in all sectors of the economy. The 
recovery in economic activity that began in mid-
2013 has largely been supported by growth in 
services, in particular tourism-related services, 
and, albeit to a smaller extent, by the industri-
al sector. These features are expected to contin-
ue over the projection horizon. As regards con-
struction sector, after a protracted period of suc-
cessive declines in activity, growth is expected to 
be strong in 2017 and more mitigated over the 
rest of the projection horizon. 

Developments in the labour market are expect-
ed to be favourable over the projection hori-
zon. Consequently, after employment grew by 
1.6 per cent in 2016, reflecting to a large extent 
an increase in sectors exposed to international 
competition, it is again expected to grow in 

Chart 3.1  •  Gross and net contributions to GDP 
growth | In percentage points

Chart 3.2  •  GDP in Portugal and in the euro area 
| In percentage and index (2008=100)
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2017, by 2.4 per cent. In the 2018-19 period, 
employment is projected to post average annu-
al growth of 1.3 per cent, fairly in line with its 
historical relationship with economic activity. 
Employment growth over the projection hori-
zon reflects developments in employment in 
the private sector, as employment in the public 
sector is expected to remain stable. 

The unemployment rate is projected to remain 
on a downward path over the projection hori-
zon, reaching 7 per cent in 2019, which corre-
sponds to the average figures observed since 
the start of the euro area up to the internation-
al financial crisis. Over the projection horizon, 
the labour force is assumed to stabilise some-
what, after a period of continued declines dur-
ing the 2011-16 period, which reflects the cur-
rent demographic and migration trends, as well 
as a gradual increase in the retirement age.

Despite favourable developments projected for 
employment, at the end of the projection horizon, 
the level of employment is expected to stand at 
levels still below those of the period immediately 
before the international financial crisis in 2008 (a 
decline of around 176,000 workers) (Chart 3.3). In 
turn, in 2019 the unemployment rate is expect-
ed to stand below the level seen before the crisis, 
amid the continued declines in the labour force 
of the past few years. 

Developments in economic activity and employ-
ment over the current recovery phase have 
resulted in a very weak dynamics in apparent 
labour productivity, which implies growth below 
that seen in previous economic recoveries 
(Chart 3.4). This profile has been broadly-based 
across many advanced economies, including the 
euro area. Over the projection horizon, labour 
productivity is anticipated to maintain a weak 
dynamics, virtually stagnate in 2017, and post an 
average annual growth of around 0.6 per cent in 
the 2018-19 period.

The reasons behind the decline in apparent 
labour productivity in the current recovery phase 
are complex, and may be related to changes in 
the productive structure and a context where the 
capital per worker in the Portuguese economy 

remains low, after several years of falls in invest-
ment. In particular, the strong decline in invest-
ment in the 2009-13 period, and its impact on 
the adoption of new technologies and produc-
tive processes, may have affected efficiency gains 
in a relatively broadly based manner across sec-
tors. Indeed, in international comparisons, Por-
tugal has a level of capital per worker considera-
bly below that of the euro area average (Box 5.1: 
‘Capital per worker and productivity‛ in the May 
2017 issue of the Economic Bulletin).

Chart 3.5 presents a breakdown of growth which 
points to developments in per capita GDP over 
the projection horizon being explained to a large 
extent by the contribution made by the labour 
input (1 p.p. on average in the 2017-19 peri-
od). The contribution made by the capital input 
is expected to be almost nil over the projection 
horizon, similarly to the 2011-16 period, given 
that, despite its recovery, investment is expect-
ed to remain at levels which only offset capi-
tal depreciation. This limits a stronger momen-
tum in potential output, given that it is through 
capital that new technologies are incorporat-
ed into the productive process. In turn, human 
capital accumulation, measured by the average 
number of school years attended by the labour 
force, is expected to make a positive contribu-
tion to growth (0.5 p.p. on average), as observed 
in the past, amid a continued improvement in 
the skills of the working age population. Last-
ly, per capita GDP growth in the 2017-19 peri-
od is expected to benefit from a positive contri-
bution from total factor productivity (0.5 p.p. on 
average), in the context of an ongoing process 
of improvement in the allocation of resources 
in the economy. This growth in total factor pro-
ductivity is in contrast with the fall observed, on 
average, since 1999.

Ongoing recovery in domestic 
demand, with a recomposition 
favourable to investment

As regards developments in domestic demand 
components, private consumption is expected 
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to grow on average slightly below econom-

ic activity over the projection horizon. In 2019 

developments projected for private consump-

tion point to the level of consumption standing 

slightly above that seen before the international 

financial crisis (Chart 3.6).

In 2017 growth in private consumption is pro-

jected to be similar to that of the previous year, 

2.3 per cent, in the context of a continued 
accommodative monetary policy by the ECB 
and a considerable improvement in consum-
er confidence, which has remained at histori-
cally high levels in the past few quarters. Devel-
opments in private consumption show both 
an acceleration in the consumption of current 
goods and services and a slight deceleration in 
the consumption of durable goods (Chart 3.7). 

Chart 3.3  •  Employment and unemployment 
| In thousands of employees and in percentage

Chart 3.4  •  Developments in labour productivity 
in different economic recoveries | Index T=100
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As regards the consumption of current goods 
and services, growth in this aggregate is expect-
ed to be fairly in line with real disposable income, 
in the context of improving labour market con-
ditions and moderate growth in real wages. Also 
relevant were the 5.1 per cent increase in min-
imum wages at the start of 2017 and the con-
tinuation of a number of income reinstatement 
measures included in the State Budget. In turn, 
a deceleration in the consumption of durable 
goods occurs after very significant increases in 
recent years, partly associated with purchas-
es that had been postponed during the eco-
nomic recession (Box 2: ‘An analysis of develop-
ments in the stock of consumer durable goods 
in Portugal‛).

In 2018 and 2019, private consumption is expect-
ed to decelerate to 1.7 per cent, reflecting devel-
opments in households’ real disposable income, 
in a context of annual growth of 1.3 per cent in 
employment and limited increases in real wag-
es due to small productivity gains. The decel-
eration projected for private consumption com-
prises a deceleration in both durables and non-
durables, with the share of durable goods in 
GDP expected to stabilise in the 2017-19 peri-
od. Developments projected for private con-
sumption and disposable income imply a relative 

stabilisation in the savings rate, at around 4 per 
cent. Household indebtedness as a percent-
age of disposable income is expected to contin-
ue to decline, albeit at a slower pace, standing in 
2019 at a level approximately 25 p.p. below that 
of 2008, a key feature of the adjustment process 
in the Portuguese economy. 

After virtually stabilising in 2016, affected by the 
very marked decline in public investment, GFCF 
is projected to strongly recover over the projec-
tion horizon, growing by 8.8 per cent in 2017 
and slightly above 5 per cent in the 2018-19 
period (Chart 3.8). At the end of the projection 
horizon, as a ratio of GDP, total GFCF is expect-
ed to remain considerably below the average 
observed since the start of the euro area, and 
is projected in 2019 to account for around two 
thirds of the figure recorded in 2000. To a large 
extent, this drop reflects a strong structural 
adjustment in public and residential invest-
ment (Chart 3.9).

Following a growth rate of 7.1 per cent in 2016, 
corporate GFCF is expected to increase by 7.6 per 
cent in 2017 and above 6 per cent in the 2018-
19 period. Developments in corporate GFCF 
reflect positive expectations for overall demand 
and continued favourable financing conditions. 
Developments in this component also reflect the 

Chart 3.6  •  GDP breakdow | Index 2008=100 Chart 3.7  •  Consumption and disposable income 
| In percentage and in percentage points
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need for capital stock replacement, following sub-
stantial falls in investment in the 2009-13 period. 
Current projections also incorporate informa-
tion on investments in large-scale infrastructures 
scheduled to take place in the 2017-19 period. 
In addition, over the projection horizon, both pri-
vate and public investment are expected to ben-
efit from the normalisation of financing allocat-
ed through European funds, which is expected 
to occur after the initial transition stage to the 
Portugal 2020 programme. The share of corpo-
rate GFCF in GDP is expected to increase over the 
projection horizon, to a level close to the average 
observed before the international financial crisis 
(1999-2008) (Chart 3.9).

In 2017 residential GFCF is expected to grow by 
9.2 per cent, reflecting to a large extent the intra-
annual profile of 2016, marked by a strong accel-
eration in the last quarter. The strong recovery 
projected for residential GFCF in 2017 is also 
associated with a number of factors. In addition 
to continued favourable financing conditions 
and an improving labour market, the contribu-
tion of investment related to tourism and to an 
increase in demand from non-residents is also 
relevant. In recent years, housing prices have 
increased – particularly in urban areas, a pattern 
also seen in other European countries – which 

also reflects a recovery in the real estate market. 

According to Statistics Portugal’s House Price 

Index, in 2016 these prices increased by 7.1 per 

cent, after average annual growth of close to 

4 per cent in the 2014-15 period, standing close 

to the level seen in 2008. For the 2018-19 period, 

more moderate growth is projected for residen-

tial investment, compatible with a stabilisation of 

around 2.8 per cent in the residential GFCF to 

GDP ratio, after a prolonged period of declines in 

this ratio, observed since 2000.

Public GFCF is expected to grow markedly in 

2017, following a very steep decline in 2016. 

Since 2008, the share of public GFCF in GDP 

has been declining, reaching a minimum of less 

than 2 per cent in 2016, around half the figure 

for 2008. For the 2018-19 period, public invest-

ment is projected to post average growth in line 

with GDP.

Exports accelerate, amid 
an improved international 
environment

Amid an improved international environment, 

particularly an increase in external demand for 

Portuguese goods and services, and taking into 

Chart 3.8  •  Breakdown of GFCF by institutional 
sectors | Index 2008=100

Chart 3.9  •  Gross Fixed Capital Formation 
| In percentage of GDP
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account the information already available for 
the first months of the year, exports of goods 
and services are projected to accelerate mark-
edly in 2017, reaching an average annual growth 
of 9.6 per cent (4.4 per cent in 2016). For the 
2018-19 period, exports are expected to contin-
ue to grow strongly, with growth rates of 6.8 and 
4.8 per cent respectively (Chart 3.10). As regards 
the projection for 2017, it should be mentioned 
the clearly upward path in exports of both goods 
and services throughout 2016, with a positive 
impact on the average annual rate of change 
for 2017, and the very marked growth observed 
in the first quarter of this year. In 2017 exports 
of goods are also expected to benefit from the 
unwinding of a number of negative temporary 
effects associated with reduced production in 
industrial plants of the automotive and ener-
gy sectors in 2016, and from the recovery in 
exports to Angola. Exports are also expected to 
benefit from an expected increase in the pro-
ductive capacity of an automotive plant at the 
end of 2017 and throughout 2018.

Tourism exports are expected to remain high-
ly dynamic over the projection horizon. In 2017 
data on important events at an international 

scale taking place in Portugal was incorporat-

ed, with a positive impact on exports. Tourism 

exports grew considerably above total exports 

in recent years, standing, in 2016, roughly 60 per 

cent above the level observed in 2008 in real 

terms (Chart 3.11). 

For 2017, the market share of Portuguese export-

ers is expected to increase by around 5 p.p., clear-

ly above the gains observed in previous years. For 

2018 and 2019, additional gains of around 3.5 p.p. 

are expected for both years as a whole.

Imports of goods and services are expected to 

grow by 9.5 per cent in 2017, after 4.4 per cent in 

2016, and to decelerate over the projection hori-

zon to 5.2 per cent in 2019. These developments 

are broadly in line with overall demand weighted 

by import content, taking into account average 

patterns observed in the past (Chart 3.12). In 

2017 import growth reflects the lagged effects 

of the strong increase observed in the last quar-

ter of 2016 and buoyant growth in a number of 

overall demand components, particularly busi-

ness investment and exports of goods.

Very dynamic developments in exports and im-

ports over the projection horizon are expected 

Chart 3.10  •  Exports and external demand 
| Annual rate of change, in percentage

Chart 3.11  •  Exports of goods and services 
| Index (2008=100)
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to strengthen the degree of internationalisa-
tion of the Portuguese economy, resulting in 
an increase in trade openness – measured as 
the share of the sum of exports and imports 
in GDP, in nominal terms – from 72 per cent in 
2008 to 79 per cent in 2016 and 93 per cent 
in 2019 (Box 3: ‘Trade openness of the Portu-
guese economy: recent developments and out-
look‛).

The positive performance of exports in recent 
years is structural in nature, supported by a 
corporate restructuring that began before the 
international financial crisis. This momentum in 
exports was not supported by price-competitive-
ness gains (Box 6.1: ‘Developments in unit val-
ues of Portuguese goods exports‛, in the May 
2017 issue of the Economic Bulletin). It should be 
mentioned that since 2011, around half of the 
cumulative growth in exports of goods and ser-
vices reflected market share gains (Chart 3.10). 
Developments in exports of goods and services 
have been one of the most important aspects 
of the adjustment process in the Portuguese 
economy, favouring a strong shift of produc-
tive resources towards sectors that are more 
exposed to international competition.

Continued net lending over 
the projection horizon

Current projections point to an increase in the 
net lending position of the Portuguese economy 
in the 2017-19 period, measured by the com-
bined current and capital account balance. Nev-
ertheless, this increase reflects mixed dynamics 
among sectors, namely when a comparison 
is carried out on the net lending of households 
and non-financial corporations (Special issue: 
‘Saving and investment dynamics of Portuguese 
enterprises‛). The combined current and capital 
account balance stood at 1.7 per cent of GDP 
in 2016, and is expected to increase to 2.1 per 
cent of GDP in 2017 and 2.4 per cent of GDP 
in the 2018-19 period. The increase observed in 
the current and capital account surplus reflects 
a relative stabilisation in the goods and services 
account balance, at around 2.2 per cent of GDP, 
and more favourable developments in other 
components, within a context of continued low 
interest rates and normalisation in the distribu-
tion of funds under the current European fund-
ing programme. The relative stabilisation of the 
goods and services account balance is the result 
of the effect of a negative change in terms of 

Chart 3.12  •  Imports and import-content weighted 
overall demand | In percentage

Chart 3.13  •  Decomposition of the change in the 
balance of goods and services account | Percentage 
of GDP
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trade, reflecting an increase in oil prices in 2017, 

and a positive volume effect in 2017 and 2018 

(Chart 3.13). Favourable developments have 

been observed in terms of trade since 2012 

(only partly resulting from oil prices), which have 

made a significant contribution to the improve-

ment in the goods and services account balance 

and consequently to the external adjustment of 

the Portuguese economy.

Upward revision of GDP 
growth over the projection 
horizon

Compared with the projections published by 

Banco de Portugal in March, GDP growth was 

revised upwards by 0.7 p.p. in 2017, 0.3 p.p. in 

2018 and 0.2 p.p. in 2019. The revision in 2017 

resulted to a large extent from the incorporation 

of the flash estimate released by Statistics Por-

tugal for the first quarter of the year. The projec-

tion published in this issue implies an upward 

revision of all GDP components in 2017, namely 

exports, particularly goods and services exclud-

ing tourism. In addition, GFCF showed a more 

favourable behaviour than expected in the first 

quarter of the year, in particular the construc-

tion component. Private consumption also grew 

slightly more, as a result of a revision of both 

the durable goods component and the current 

goods and services component. 

Revisions for 2018 and 2019 are the result of 

increased growth in all demand components. 

The revision of goods exports was particularly 

relevant, reflecting the aforementioned incor-

poration of data on an increase in the produc-

tive capacity of an important automotive plant. 

In addition, private consumption was revised 

upwards, owing to developments in households’ 

real disposable income, within the context of a 

higher improvement than previously project-

ed in labour market conditions and a gradu-

al increase in the growth outlook for the Portu-

guese economy.

4.  Prices and wages
Inflation measured by the rate of change in the 
Harmonised Index of Consumer Prices (HICP) 
is expected to stand at 1.6 per cent in 2017, 
1.4 per cent in 2018 and 1.5 per cent in 2019. 
Compared to the March projections, inflation 
remains virtually unchanged, although with a 
downward revision in the energy component in 
2017 and 2018 – reflecting the update of tech-
nical assumptions (Box 1: ‘Projection assump-
tions‛) – offset in 2017 by a higher growth of 
services and non-energy prices. 

In comparison with the projections for the euro 
area released by the ECB on 8 June, inflation in 
Portugal is expected to stand close to inflation in 
the euro area over the projection horizon, with a 
virtually nil differential, on average, in the 2017-
19 period (Chart 4.1).

The increase in inflation projected for 2017 both 
for Portugal and the euro area is in line with the 
consecutive upward revisions of inflation fore-
casts released by Consensus Economics, which 
in Portugal’s case are, however, still below the 
projections presented in this Bulletin (Chart 4.2). 

Relatively stable inflation 
over the projection horizon

After an increase of 0.6 per cent in 2016, con-
sumer prices are expected to grow around 
1.5 per cent over the projection horizon. Howev-
er, distinct paths are anticipated for the energy 
and non-energy components (Chart 4.3). In par-
ticular, energy prices should increase in 2017, 
after a long period of consecutive falls, stabilis-
ing in 2018-19, in line with technical assump-
tions for oil prices (Box 1: ‘Projection assump-
tions‛). These expected developments imply nil 
contributions of this component in 2018-19, 
after a positive contribution in 2017, condition-
ing the inflation profile in Portugal over the pro-
jection horizon. 

In an environment of economic recovery at do-
mestic and external level, gradual increases 
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in nominal wages per employee, and mainte-

nance of an accommodative monetary policy by 

the ECB, inflation excluding energy is expected 

to rise in 2017 (1.4 per cent, after 0.9 per cent 

in 2016) and to exhibit a slightly upward pro-

file in the two following years (Chart 4.4). Import 

prices excluding energy in the 2017-19 period 

should keep an average growth rate close to 

2 per cent. The export deflator should also inter-

rupt the downward trend observed since 2013 

(annual rate of change of -1.3 per cent, in aver-

age, between 2013 and 2016), recording posi-

tive developments from 2017 onwards. Overall, 

the terms of trade should deteriorate by 0.2 p.p. 

on average over the projection horizon, in con-

trast to the gains recorded up to 2016.

Relatively steady growth 
in GDP deflator 

The GDP deflator is expected to increase at a 

relatively steady pace, close to that observed in 

2016, i.e. around 1.6 per cent over the projec-

tion horizon. In a context of an improved labour 

market situation, nominal wages per employ-

ee should accelerate gradually between 2017 

and 2019. However, in annual average terms, 

the growth of this variable is likely to stand only 

slightly above the inflation projection, reflecting 

low productivity gains. Unit labour costs for the 

total economy are projected to decelerate over 

the projection horizon. 

5.  Uncertainty and risks
The projections presented in this Bulletin rep-

resent the most likely scenario, based on the 

set of assumptions included in ‘Box 1: Projec-

tion assumptions‛. Should these assumptions 

fail to materialise, or should events occur that 

due to their idiosyncratic nature were not con-

sidered in the projections, there will be a series 

of risks and uncertainties. The quantified analy-

sis of the risks and uncertainty surrounding the 

projection is presented in this section.

Balanced risks in the short 
term and downside risks in the 
medium term for economic 
activity. Balanced risks for prices

Risk and uncertainty factors may be identified 

over the projection horizon, stemming from both 

the international environment and domestic 

Chart 4.1  •  Harmonised index of consumer prices 
in Portugal and in the euro area | Annual rate of change, 
in percentage

Chart 4.2  •  Inflation forecasts for 2017 for Portugal 
and the euro area | In percentage
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factors. At international level, account is taken 

of downside risks associated with (i) a reinforce-

ment of protectionist policies in the United States 

and globally, with negative consequences for 

international trade and world growth in the medi-

um term, particularly in the euro area, (ii) higher 

oil prices than those considered in the projection, 

linked to a faster rebalancing than anticipated in 

oil supply and (iii) the possibility of an intensifica-

tion of tensions in European financial markets. At 

the domestic level, downside risks were identified 

associated with (iv) possible adverse develop-

ments (related to (iii) above) and (v) the possibility 

of a need for additional fiscal consolidation meas-
ures with a view to complying with the objectives 
undertaken in the medium term (Box 4: ‘Medi-
um-term fiscal outlook‛).

In turn, upside risks were identified associated 
with (i) stronger growth in the short term, particu-
larly of corporate investment, in line with recent 
developments in the economic sentiment indica-
tors observed not only in Portugal, but also in oth-
er advanced economies, (ii) a more positive out-
look for the real estate market and (iii) a strong-
er than anticipated recovery of public investment, 
after a fall of more than 30 per cent in 2016.

Table 5.1  •  Risk factors – Probability of an outcome below the implicit in the projections 
| In percentage

2017 2018 2019

Underlying variables

External demand 50 55 55

Public consumption 55 60 60

Endogenous variables

GFCF 45 50 50

Source: Banco de Portugal.

Chart 4.3  •  Harmonised index of consumer prices 
| Contributions to the annual rate of change, in percentage 
points

Chart 4.4  •  HICP excluding energy | Annual rate 
of change, in percentage

-1

0

1

2

3

4

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 
(p)

2018 
(p)

2019 
(p)

Excluding energy goods
Energy goods
HICP (%)

-3
-2
-1
0
1
2
3
4
5

2010 2011 2012 2013 2014 2015 2016 2017
(p)

2018
(p)

2019
(p)

Compensation per employee
Import prices excluding energy
HICP excluding energy

Sources: Eurostat and Banco de Portugal.

Note: (p) – projected.

Sources: Statistics Portugal and Banco de Portugal.

Note: (p) – projected.



25

Table 5.2  •  Probability of an outcome below the projections | In percentage

Weights 2017 2018 2019

Gross domestic product 100 48 56 56

Private consumption 66 48 51 53

GFCF 15 43 51 54

Exports 40 49 54 55

Imports 39 46 53 55

HICP 52 53 53

Source: Banco de Portugal.

The series of risks identified above translates 

into a 55 per cent probability of external de-

mand in 2018 and 2019 being more unfavour-

able than that considered in the projection pre-

sented in this Bulletin. Public consumption al-

so recorded a downside risk, with a 55 per cent 

probability in 2017 and 60 per cent in 2018 and 

2019, while investment presented an upside 

risk, with a probability of 55 per cent in 2017 

(Table 5.1).

The combination of the above risk factors implies 

balanced risks in the short term and slightly 

downward risks in the medium term for real GDP 
growth. Risks for inflation are broadly balanced 
over the projection horizon (Table 5.2, Chart 5.1 
and Chart 5.2).

6.  Conclusions
This Bulletin presents an update of macroe-
conomic projections for the 2017-19 period, 
with an upward revision for economic growth 
over the whole projection horizon. This revi-
sion partly reflects the set of recent informa-
tion which proved to be systematically more 

Projections for the Portuguese economy: 2017-19
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favourable than previously projected. Under-

lying the recovery in economic activity is the 

high dynamics of exports and business invest-

ment, accompanied by a rise in employment in 

the private sector and the ongoing reduction 

of the unemployment rate. This profile is con-

sistent with the maintenance of fundamental 

macroeconomic balances, especially the Portu-

guese economy’s external surplus. Hence, the 

projected economic growth pattern presents 

characteristics that are consistent with a sus-

tained recovery of the Portuguese economy. 

The growth pace over  the projection horizon 

is expected to be higher than the euro area’s, 

given the projections recently released by the 

ECB, which leads to a restart of the real con-

vergence process, interrupted since the start of 

the 2000s.  

In spite of the macroeconomic adjustment 

capacity shown by the Portuguese economy 

over the past few years and the sectoral restruc-

turing supported by the dynamics of corporate 

internationalisation, there are still important 

restraints to long-term growth, including the 

high level of indebtedness of the various eco-

nomic sectors, the low level of productive capi-

tal per employee, unfavourable demograph-

ic developments, and a high level of long-term 

unemployment.

In this context, it is important to further the di-

recting of resources to more productive enter-

prises with greater exposure to international 

competition, by increasing incentives to inno-

vation, factor mobility and investment in physi-

cal and human capital, thus paving the way 

for a sustained increase in the economy’s pro-

ductivity and growth potential. In addition, the 

maintenance of a foreseeable institutional and 

tax framework will contribute to preserve in-

vestor confidence and ensure an environment 

conducive to investment. The effort to reduce 

the private sector’s high level of indebtedness 

should continue – now in a more favourable 

environment in terms of the evolution of dis-

posable income and nominal GDP – reducing 

the vulnerability of the Portuguese economy to 
adverse shocks. Moreover, it is important that 
a sustained reduction of public indebtedness 
is achieved, which requires the maintenance 
of the fiscal consolidation effort, after the ex-
it from the excessive deficit procedure (Box 5: 
‘Fiscal rules in the preventive arm of the Sta-
bility and Growth Pact‛). The temporary nature 
of the current extended set of non-standard 
monetary policy measures in the euro area and 
the persistence of downside risks to activity in 
the medium term reinforce the importance 
and urgency of structural progress in these dif-
ferent dimensions.
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Box 2 | An analysis of developments in the stock of consumer durable goods 
in Portugal

Durable goods consumption decisions involve a long time horizon, given that, by definition, dura-
ble goods provide a flow of services over time. An analysis of developments in the consumption 
of durable goods should therefore be complemented by an analysis of their stock, which stems 
from consumption in previous periods. This is particularly relevant in periods of strong contrac-
tion and expansion in the consumption of durable goods, as has been the case in Portugal in the 
past few years. Indeed, from 2009 to 2012 the consumption of durable goods declined by around 
40 per cent, followed by growth of around 47 per cent. 

This box presents a set of estimates of the stock of durable goods in the Portuguese economy 
in the recent past. This type of estimates should take into account the depreciation of the stock, 
i.e. they should consider that the flow of utility provided by a given durable good decreases over 
time. The analysis was carried out separately for cars (which accounted for 57 per cent of the 
consumption of durable goods in 2016) and for other durable goods (inter alia, household items, 
computers), owing to their specific features.

The stock of durable goods net of depreciation (St) is calculated as:

Uma perspetiva sobre a evolução do stock de bens de consumo duradouro em Portugal 

 

O  consumo  de  bens  duradouros  tem  por  base  uma  decisão  com  um  horizonte  temporal 
prolongado, dado que, por definição, os bens duradouros proporcionam um fluxo de serviços 
ao  longo do  tempo. A  análise  da  evolução do  consumo de  bens  duradouros  deve  ser  assim 
complementada com uma análise do respetivo stock, que resulta de consumos realizados em 
períodos anteriores. Esta conjugação torna‐se particularmente relevante em períodos de forte 
contração e expansão do consumo de bens duradouros, tal como como o que se observou em 
Portugal  nos  últimos  anos.  De  facto,  entre  2009  e  2012  o  consumo  de  bens  duradouros 
diminuiu cerca de 40 por cento, tendo crescido cerca de 47 por cento posteriormente.  

Esta  caixa  visa  apresentar  algumas  estimativas  do  stock  de  bens  duradouros  na  economia 
portuguesa  no  passado  recente.  Note‐se  que  estas  estimativas  devem  considerar  a 
depreciação do stock, ou seja, devem ter em conta que o fluxo de utilidade proporcionado por 
um determinado bem duradouro diminui com o tempo. A análise foi realizada separadamente 
para a componente automóvel (que correspondeu a 57 por cento do consumo de duradouros 
em 2016)  e  para  os  outros  bens  duradouros  (bens  para o  lar,  computadores,  entre  outros), 
devido às suas diferentes características.  

O stock de bens duradouros líquido de depreciação (St) é dado por:  
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onde  

Ct = Consumo (aquisição) de bens duradouros no período t; 
Dt = Depreciação de bens duradouros no período t  (esta componente contabiliza também os 
bens duradouros que deixam de ser utilizados). 
 
Nesta análise, utilizou‐se o método do inventário permanente1, de acordo com o qual stock de 
bens duradouros líquido de depreciação pode ser descrito como: 
 

�� ����������
�

���
�� � ���																																																																																									���

onde: 
gt‐j é a proporção de bens adquiridos no período t‐j ainda em uso no período t; 
L=2n é vida útil máxima dos bens, em que n é vida útil média dos bens; 
δj= taxa de depreciação j períodos após a aquisição do bem. 

De  acordo  com  a  equação  (2),  o  stock  de  bens  duradouros  corresponde  à  soma  dos  fluxos 
“vivos” num dado momento,  contabilizados de  acordo  com o  seu  valor  económico  (ou  seja, 
líquido  de  depreciação).  Para  realizar  este  cálculo  é  necessário  definir  uma  função  de 
sobrevivência (gt‐j) e a duração da vida média dos bens. Em relação à função de sobrevivência, 
assumiu‐se a opção mais usual na literatura, que admite que um fluxo de consumo está “vivo” 
na sua totalidade ao longo do período médio de vida útil, sendo posteriormente inutilizado na 

                                                            
1 Esta é a metodologia mais habitual na  literatura. Para mais pormenores sobre esta metodologia e as respetivas 
recomendações de implementação de acordo com o SEC 2010 ver “Computing capital stock in the Belgian national 
accounts according to the ESA 2010”, National Bank of Belgium. 
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where:

Ct = Consumption (purchase) of durable goods in period t;

Dt = Depreciation of durable goods in period t (this component also takes into account durable 
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where:

gt-j is the proportion of goods purchased in period t-j and still in use in period t;

L=2n is the maximum service life of goods, where n is the average service life;

δj is the depreciation rate j periods after the good was purchased.

According to equation (2), the stock of durable goods corresponds to the sum of flows that pro-
vide services  in a given moment, calculated according to their economic value (i.e. net of depre-
ciation). To perform this calculation, both the survival function (gt-j) and the average service life of 
the goods must be established. As regards the survival function, the most common option in the 
literature was used, which assumes that the consumption flow in its entirety provides services 
over the average service life, and is subsequently discarded in its entirety. Therefore, gt-j=1 for 
j≤n and 0 thereafter. As regards depreciation, the straight-line method is used, i.e. the rate of 
depreciation is constant over the average service life of the good and equal to 1/n.

As regards the average service life of durable goods, this analysis considers the assumptions of 
several international organisations. In particular, on the basis of information from the US Bureau 
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of Economic Analysis,4 durable non-automotive goods are considered to have an average service 
life of 10 years, except for computers, which are assumed to have an average service life of 
5 years.5 As a result of these assumptions, durable non-automotive goods are considered to 
have an average service life of 7 years. An average service life of 10 years was assumed for cars,6 
although there is evidence of a slight increase in the average service life of light passenger motor 
vehicles since the financial crisis.7

Given the uncertainty in determining the service life and its potential variability over time, the 
stock for each subcomponent was also calculated for a margin of ±4 years around the central 
assumption. Up to the start of the 2000s, these different assumptions do not have a significant 
impact on the profile of the stock, but thereafter lead to more significant divergences, given that 
the sharpest declines in flows were observed during this period. 

The results of the exercise are shown in Charts 1 and 2, which include the stock corresponding 
to the central assumption for the average service life, and the maximum and minimum stock 
calculated with the set of alternative assumptions that are considered. The consumption flows 
considered are from the National Accounts.8 For cars, the stock has been falling since 2002, par-
ticularly sharply from 2012 to 2015. In 2016, according to the estimates of this box, the stock of 
cars is around 40 per cent below the maximum level in the period under review. Current projec-
tions imply a recovery path in the next few years, but to levels still markedly below those seen 
at the start of the previous decade. The minimum value in the range generated by the set of 
assumptions considered for the average service life coincides with the central 10-year assump-
tion at the end of the projection horizon. This is the result of the very strong recovery in car sales 
in the latest period. This implies that, for stocks calculated on the basis of a shorter service life, 
the impact of lower flows observed during the crisis disappears more rapidly and the more recent 
flows increase the stock relatively more than under the central assumption.

In the case of durable non-automotive goods, an overall upward trend was observed in the stock 
up to 2011 and a cumulative fall in the subsequent period, which was nevertheless much smaller 

Chart 1  •  Stock of cars | Index 2001=100 Chart 2  •  Stock of durables excluding cars 
| Index 2001=100
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than in the case of cars. At the end of the projection horizon, the level of the stock of cars (for an 
average service life of 10 years) is estimated to stand close to the levels observed in 2012, but 
still significantly below the level seen in 2008. In contrast, in the case of durable non-automotive 
goods, the stock level is expected to stand close to that observed in 2008.

Chart 3 shows an estimate for durable goods as a whole, obtained through the same methodol-
ogy used for the components, assuming an average service life of 9 years, i.e. a weighted average 
of the assumptions for the service life of the automotive and non-automotive components. The 
result is similar to that obtained through the indirect method, i.e. by adding the stocks of cars 
and durable goods excluding cars obtained previously. This stock remained relatively stable from 
2001 to the start of the sovereign debt crisis, and declined after that. In 2016 the stock posted a 
slight recovery, which should become more pronounced over the projection horizon.

The increase in the stock of durable goods implicit in the current projection takes place in the 
context of planned expenditure which had been postponed during the crisis period (pent-up-
demand),9 in particular in the case of cars. At the end of the projection horizon, the stock of 
durable goods is projected to stand at levels clearly below those seen before the international 
financial crisis.

In this respect, it is also important to assess the equilibrium level for the stock of durable goods 
in the future. This question is difficult to answer – and is not addressed in this box – given that 
this equilibrium level varies over time and is influenced by structural factors, such as a need for 
household deleveraging, a trend reduction in population and the birth rate,10 and cyclical factors 
that may constrain developments in stocks in the short and medium term. Prominent among 
these are developments in expectations about permanent income, financing conditions and rela-
tive prices for durable goods. This uncertainty reinforces the importance of continuous monitoring 
of developments in the consumption of durable goods, in a joint analysis of both flows and stocks.

Chart 3  •  Stock of durables | Index 2001=100
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Box 3 | Trade openness of the Portuguese economy: recent developments 
and outlook

Trade openness is an indicator measuring the intensity of a country’s international trade links, calcu-
lated as the sum of exports and imports as a percentage of GDP. Since 2009, the degree of openness 
of the Portuguese economy has shown a markedly upward profile, and this trend is expected to con-
tinue over the projection horizon (Chart 1). This box describes recent developments in this indicator 
over a longer period and assesses empirically, for the Portuguese case, the importance of a number 
of factors determining the degree of trade integration of economies.

Portugal has made considerable progress in its participation in world trade since the mid-1970s, with 
the degree of openness in the Portuguese economy (measured in nominal terms) increasing from 
around 40 per cent in 1977 to nearly 80 per cent in 2016.11 Developments in the indicator over this 
period reflect structural transformations and macroeconomic developments in Portugal, as well as 
substantial changes in the international context. In particular, there has been a gradual liberalisa-
tion of Portuguese international trade (with the accession to the European Economic Community 
in 1986 being a particular milestone), a decline in transport and communication costs, a greater 
variety of tradable goods and services demanded by consumers and an increasing participation in 
global value chains.12 Chart 1 also illustrates the increase of the growth trend in the period follow-
ing the international financial crisis.

An analysis of developments in the two trade flows comprising the trade openness shows that, from 
2009 to 2016, exports’ share of GDP increased by 13 p.p. in nominal terms, while the share of 
imports increased by around 5 p.p. (Chart 2). The performance of exports is to a large extent associ-
ated with the gradual reorientation of domestic inputs to the production of goods and services 
tradable abroad, a key feature of the adjustment of the Portuguese economy. At import level, 
a strong decline was seen in the 2011-12 period, mirroring the contraction of domestic demand dur-
ing the Economic and Financial Assistance Programme. The recovery that followed has proceeded at 
a pace comparable to that of exports.

The upward trend in the degree of openness of the Portuguese economy over the last few decades 
mostly reflects developments in the trade of goods (Chart 3). Services’ share of international trade 

Chart 1  •  Trade openness in the Portuguese 
economy | In percentage

Chart 2  •  Share of exports and imports 
in GDP, in nominal terms | In percentage
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has evolved more slowly, owing to the fact that most services continue to be less tradable than 
goods, despite the progress made due to advances in information and communication technol-
ogy, the reduction in political and economic barriers and the liberalisation of specific markets. 
However, trade in services – both in tourism and other services – has helped increase the growing 
trend in the degree of openness seen in the post-2008 period (Chart 4). The behaviour of tourism 
exports in the last three years, with average annual growth of more than 10 per cent, was particu-
larly significant.

Despite the upward trend, an international comparison shows that the trade openness of the 
Portuguese economy, assessed at current prices, stood below the median and the average for 
OECD countries in 2015 (Chart 5). Trade’s share of GDP for Portugal was 80 per cent, compared 
with an 85 per cent median and a 104 per cent average for OECD countries. The progress toward 

Chart 3  •  Breakdown of trade openness 
– goods vs. services, in nominal terms 
| In percentage

Chart 4  •  Trade openness in services, 
in nominal terms | In percentage
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Chart 5  •  Trade openness in OECD countries, in nominal terms | In percentage
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greater trade integration recorded in the Portuguese economy from 2005 to 2015 was also 
observed in most OECD economies, with the average for this group of countries increasing simi-
larly during this period.

In this comparative analysis, it is important to take into account that there are characteristics 
and factors determining a priori a higher or lower propensity for trade integration on the part of 
a country. Indeed, the set of countries with a higher or lower degree of openness is relatively con-
stant over time. The literature suggests that the trade openness of a country is influenced inter 
alia by the degree of liberalisation of its trade policy (determined by the existence of obstacles to 
trade, including tariffs and legal barriers), its size (measured by the population and/or total area) 
and its economic location (i.e. its geographical remoteness in relation to economies that have 
a large weight on the world economy). Overall, countries which are larger, geographically more 
remote or that have more restrictive trade policies tend to be more closed. Several authors also 
mention a positive relationship between the level of economic development (typically measured 
by GDP per capita) and the degree of openness.13

Another key factor that influences the trade openness of an economy is its level of integration 
in global production chains. A country’s presence in these chains involves imports of intermedi-
ate goods (parts and components), which are subsequently used to make other products and 
reexported, thereby substantially increasing the country’s volume of trade. Although the strong 
expansion in world trade in the last few decades is to a large extent associated with growth in 
these global value chains, an assessment of their impact on the degree of openness is difficult 
due to the scarcity of sufficiently long and comprehensive indicators for the level of economies’ 
participation in these chains.

Table 1 shows a comparison of the trade openness of Portugal and the median value for the 
group of the 35 OECD countries, as well as of indicators measuring the factors mentioned above. 
In the 2010-14 period, Portugal placed 20th in the ranking on the degree of openness among 
OECD countries, which makes it a relatively closed economy. Compared with the OECD median, 
Portugal has a smaller geographical area,a trade policy slightly more liberal, and a very similar 
population level. These factors would lead us to expect a degree of openness of the Portuguese 
economy above the OECD median. However, Portugal also has a more unfavourable economic 
location and a lower GDP per capita than the sample’s median, which might justify a relatively 
smaller degree of openness.

Table 1  •  Comparisson between Portugal and OECD countries  |  2010-14 average

Trade 
openness 

(%)

Area 
(km2)

Population 
(million)

Economic 
location (km)

Trade 
policy

GDP 
per capita 

(PPP)

Portugal 74.8 92,214 10.5 6,282 8.0 26,419
OECD – median 83.9 131,960 10.5 5,802 7.9 35,725

Portugal’s rank 20 14 17 26 15 26

Sources: CEPII, Fraser Institute, IMF, United Nations, OECD, World Bank and Banco de Portugal.

Notes: PPP – Purchasing power parity. To determinate Portugal’s rank, we considered the following options: (i) for area, population and econo-
mic location, countries were sorted in an ascending order (given the negative correlation between these variables and trade openness); (ii) for 
trade openess, trade policy and GDP per capita, countries were sorted in a descending order. The trade policy variable is scored between 0 and 
10, with higher scores indicating greater liberalisation. The economic location indicator corresponds, for each country, to the weighted-average 
of the distances between that country and all their possible trade partners.

The relation between the degree of openness and the factors mentioned above may be assessed 
through simple regressions using data for a sample of countries over several decades. These 
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regressions should be interpreted as an attempt to identify the variables that correlate the most 
with a country’s trade openness, under the following specification:14

4 
 

comerciais  efetuado  pelo  país.  Embora  a  forte  expansão  do  comércio mundial  nas  últimas 
décadas esteja, em larga medida, associada ao crescimento destas cadeias de valor globais, uma 
avaliação do seu impacto sobre o grau de abertura é dificultada pela escassez de indicadores do 
nível de participação das economias nestas cadeias suficientemente longos e abrangentes. 

 

 

O Quadro 1 apresenta uma comparação entre o grau de abertura de Portugal e o valor mediano 
para o grupo dos 35 países da OCDE, bem como dos  indicadores relativos aos  fatores acima 
identificados. No período 2010‐2014, Portugal ocupava a 20ª posição no  ranking do grau de 
abertura entre os países da OCDE, aparecendo assim como uma economia relativamente pouco 
aberta. Comparativamente à mediana da OCDE, Portugal tem uma área geográfica menor e um 
grau de  liberalização da política comercial  ligeiramente superior, sendo o nível de população 
muito  semelhante.  Estes  fatores  levariam  a  esperar  um  grau  de  abertura  da  economia 
portuguesa  superior  à  mediana  da  OCDE.  No  entanto,  Portugal  apresenta  também  uma 
localização económica mais desfavorável e um PIB per  capita mais baixo que a mediana da 
amostra, o que poderá justificar um grau de abertura relativamente menor. 

A  relação entre o grau de abertura e os  fatores mencionados pode  ser avaliada através de 
regressões simples usando dados para uma amostra de países ao longo de várias décadas. Estas 
regressões devem ser  interpretadas como uma tentativa de  identificar quais as variáveis que 
mais se correlacionam com a abertura comercial dos países, tendo sido considerada a seguinte 
especificação:4 
 

 

 

 

                                                            
4  A  abordagem  é  semelhante  à  de  Guttmann  e  Richards  (2006),  “Trade  Openness:  An  Australian 
Perspective”, Australian Economic Papers, Volume 45, Issue 3, September. É importante ressalvar que a 
natureza das variáveis consideradas pode implicar a presença de endogeneidade nas regressões. 

Quadro 1 ● Comparação entre Portugal e os países da OCDE | Valores para a média do período 2010‐
2014 

Fontes: CEPII, Fraser Institute, FMI, Nações Unidas, OCDE, Banco Mundial e cálculos Banco de Portugal. 
Notas: PPC – Paridade do poder de compra. No cálculo da posição relativa de Portugal face aos restantes países, 
considerou‐se uma ordenação decrescente para o grau de abertura. A ordenação da área, da população e da 
localização económica é crescente (atendendo à correlação negativa entre estas variáveis e o grau de abertura), 
enquanto  a ordenação do grau de  liberalização e do PIB per  capita é decrescente. A medida para o grau de 
liberalização varia entre 0  (o menos  liberal possível) e 10  (o mais  liberal possível). O  indicador de  localização 
económica corresponde, para cada país, à média ponderada das distâncias entre esse país e cada um dos seus 
potenciais parceiros comerciais. 

Grau de 
abertura (%)

Área           
(km2)

População 
(milhões de 
pessoas)

Localização 
económica 

(km)

Grau de 
liberalização

PIB per 
capita  (PPC)

Portugal 74.8 92214 10.5 6282 8.0 26419

OECD ‐ mediana 83.9 131960 10.5 5802 7.9 35725

Posição de Portugal 20 14 17 26 15 26

	 (1)

In the estimation of the equation, two samples were considered for the 1980-2014 period: the 
first only includes OECD countries (i = 1,..., 35), while the second contains a set of 120 countries 
(i=1, ..., 120).15 In the time dimension (t), the sample was divided into 5-year sets, considering 
as observations the average of each variable in each of the periods (pooled cross-section).16 

The regressions incorporate time dummies for each subperiod.

The results of the estimations show that the factors analysed explain a substantial share of the 
change in the degree of openness between economies, and their estimated coefficients show, 
in general, the expected sign. Indeed, considering the results for both regressions, coefficients 
associated with geographical area, population and economic location are negative and the coef-
ficient for the degree of liberalisation of the trade policy is positive (Table 2). The coefficients for 
these variables are also statistically significant. As regards GDP per capita, its coefficient is not 
statistically relevant in the regression using the entire sample, and has an opposite sign to that 
expected in the regression with the smaller sample.17 The coefficients for time dummies (not 
shown in Table 2) are statistically significant for more recent periods and increase over time, in 
line with the increasing trend in trade openness observed in most economies. These dummies 
are likely to capture the impact of important omitted variables, in particular growth in global value 
chains. According to a decomposition analysis, the most relevant indicators explaining the differ-
ences in the degree of openness are indicators relating to economic location and population.

Table 2  •  Estimation results from trade openness equation

Parameter estimates

Area Population GDP per capita Economic location Trade policy

OECD 
(35 countries)

-0.08*** -0.14*** -0.18*** -0.39*** 0.11***

Adjusted R2: 0.76 	 Number of observations: 220

Entire sample  
(120 countries)

-0.05*** -0.14*** 0.02 -0.22*** 0.04***

Adjusted R2: 0.62 	 Number of observations: 764

Notes: This table presents the parameter estimates for equation (1). Significance at the 1, 5 and 10 per cent levels is denoted by ***, ** and *, 
respectively. Data sources are described in note 15.

The results of the estimation may be used to assess whether a country’s degree of openness 
is above or below expectations, despite  some uncertainty surrounding the estimates resulting 
from the regressions. Applying this exercise to Portugal, estimates from the equations point to 
a trade openness ranging from 90 to 100 per cent for the Portuguese economy in the 2010-14 
period. These figures stand significantly above the observed ratio of around 75 per cent. This 
analysis thus suggests that there is margin for a continued increase in the degree of openness of 
the Portuguese economy, in line with the projections for the 2017-19 period.
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Box 4 | Medium-term fiscal outlook

The Government presented at the end of April the updated Stability Programme for the 2017-21 
period (SP 2017-21), maintaining the main fiscal strategy lines outlined in previous documents. 
As far as 2017 is concerned, this document made a slight downward revision of the official tar-
get for the fiscal deficit, from 1.6 to 1.5 per cent of GDP. The fiscal strategy for this year, as set 
out in the State Budget for 2017 (SB 2017), has not been changed, and the slight revision of the 
target may be accounted for by the effects of a better budget execution in 2016 than previously 
forecasted.18

Taking into consideration the most recent estimate for 2017, the Government anticipates a reduc-
tion of the fiscal deficit by 0.5 p.p. of GDP, in a context where the effect associated with the 2016 
temporary measures19 (0.3 p.p.) is offset by the positive impact of the forecasted economic activ-
ity acceleration (-0.3 p.p.). Also excluding revenue associated with the recovery of the guarantee 
granted by the State, which was executed at the time of the resolution of Banco Privado Português 
(0.2 per cent of GDP), classified as a temporary measure, the forecasted change in the structural 
balance for 2017 in the SP 2017-21 is 0.3 p.p. of GDP (Chart 1). This change is similar to that recal-
culated by the Commission based on the SB 2017, but lower than the convergence towards the 
medium-term objective (MTO) foreseen in the Stability and Growth Pact for a country under the 
preventive arm, with a debt ratio above 60 per cent of GDP and under normal cyclical conditions, 
which should be higher than 0.5 p.p. of GDP20 (Table 1).

Table 1  •  Main fiscal indicators in national accounts | As a percentage of GDP

Statistics 
Portugal SP 2017-21 SB 2017

2016 2017 Change: 
2016-17 (a) 2018 2019 2020 2021 Change: 

2017-21 (a) 2016 2017 Change: 
2016-17 (a)

Total Revenue 43.1 43.3 0.2 43.0 42.9 42.8 42.9 -0.4 43.6 44.1 0.5
Taxes on income 
and wealth 10.3 10.1 -0.2 9.9 9.8 9.7 9.6 -0.5 10.2 10.2 -0.1

Taxes on production 
and imports 14.7 14.8 0.1 14.8 14.7 14.7 14.6 -0.3 14.8 14.8 0.0

Social contributions 11.7 11.8 0.1 11.7 11.8 11.8 11.7 0.0 11.6 11.7 0.0
Other current revenue 5.8 6.0 0.1 6.1 6.1 6.0 6.0 0.0 6.0 6.5 0.5
Capital revenue 0.5 0.7 0.2 0.5 0.6 0.6 1.0 0.3 1.0 1.0 0.0

Total expenditure 45.1 44.8 -0.3 44.0 43.2 42.4 41.7 -3.1 46.1 45.7 -0.4
Social payments 18.9 18.7 -0.3 18.4 18.2 17.9 17.7 -0.9 19.0 18.7 -0.3
Subsidies 0.6 0.5 0.0 0.5 0.5 0.5 0.5 0.0 0.6 0.6 0.0
Compensation of employees 11.3 11.1 -0.2 10.8 10.6 10.3 10.0 -1.1 11.2 11.0 -0.2
Intermediate consumption 5.7 5.6 -0.1 5.4 5.2 5.1 5.0 -0.6 5.7 5.6 -0.1
Interest 4.2 4.2 -0.1 4.0 3.9 3.8 3.6 -0.6 4.3 4.3 0.0
Other current expenditure 2.4 2.3 -0.1 2.2 2.2 2.2 2.2 -0.2 2.9 2.9 0.0
Investment 1.5 2.0 0.5 2.1 2.1 2.1 2.1 0.1 1.9 2.2 0.3
Other capital expenditure 0.5 0.4 0.0 0.5 0.5 0.5 0.4 0.0 0.6 0.4 -0.2

Overall balance -2.0 -1.5 0.5 -1.0 -0.3 0.4 1.3 2.8 -2.4 -1.6 0.9
Structural balance (b) 
(in percentage of potential GDP) – -1.7 0.3 -1.1 -0.5 0.0 0.3 2.0 -1.7 -1.1 0.6

change (b) – 0.3 – 0.6 0.6 0.5 0.3 – 0.2 0.6 –

Public debt 130.4 127.9 -2.5 124.2 120.0 117.6 109.4 -18.4 129.7 128.3 -1.4

Sources: Statistics Portugal, Ministry of Finance and Banco de Portugal.

Notes: (a) In p.p. (b) The structural balance corresponds to the cyclically adjusted balance and excludes temporary measures calculated by the 
Ministry of Finance, according to European Commission methodology. The change in the structural balance implied in the SB 2017 was recalcu-
lated by the European Commission to 0 p.p. in 2016 and 0.3 p.p. in 2017.
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In terms of composition, according to the SP 2017-21, the reduction of the fiscal deficit as a per-
centage of GDP in 2017 (0.5 p.p.) stems from similar contributions from the decline of primary 
expenditure (0.2 p.p.) and the increase in revenue (0.2 p.p.), also benefiting by 0.1 p.p. from the 
reduction of interest expenditure.21

The increase in revenue stems from the evolution of revenue not related to taxes or social con-
tributions, which is forecasted to increase by 0.3 p.p. of GDP (0.2 p.p. excluding temporary meas-
ures). In turn, the Government envisages the stabilisation of total revenue from taxes and social 
contributions as a percentage of GDP (which corresponds to a 0.2 p.p. recovery excluding the 
temporary effect of PERES – the special programme for the settlement of overdue tax and social 
contributions). It is important to highlight that the macroeconomic scenario considered in the SP 
2017-21 points to the maintenance of robust growth of the macroeconomic bases for the main 
taxes in 2017, and the most relevant policy measures with an impact on this year’s execution have 
an overall neutral effect on revenue.22

With regard to primary expenditure, social payments and compensation of employees contribute 
0.5 p.p. to the reduction of the expenditure-to-GDP ratio. This development is a projected not-
withstanding the remaining effect of the gradual reinstatement of wages over the course of 2016 
and the changes in social payments23 that, as a whole, are likely to exert pressure for an increase 
in expenditure by about 0.3 p.p. of GDP. In addition, this estimate assumes a reduction of inter-
mediate consumption and other current expenditure as a ratio of GDP (-0.2 p.p.). In contrast, 
investment is forecasted to contribute 0.5 p.p. of GDP to an increase in expenditure, an effect 
that is fully comprised in 2017.24

The available information on the budget execution in public accounts only covers the first four 
months of the year, and it is not possible to identify relevant deviations from the budget. However, 
the very significant increase in the amount of expenditure in the form of provisions, reserves 
and spending appropriations in 2016 was not reversed in 2017. This hinders the identification of 
potential deviations in budget execution (see the box ‘Analysis of deviations in budget execution 
in 2016‛, published in the May 2017 issue of the Economic Bulletin). In addition, the European 
Commission’s spring projections released on 11 May place the fiscal deficit at 1.8 per cent of GDP 
in 2017, i.e. 0.3 p.p. above the official target. Moreover, there is uncertainty as to the statistical 
recording of the impact of the recapitalisation of Caixa Geral de Depósitos.

The fiscal strategy set out in the SP 2017-21 for the coming years assumes that the MTO for 
the structural balance (0.25 per cent of GDP) will be reached in 2021, benefiting from annual 
changes generally in line with the minimum required in European rules (0.6 p.p.). The path set 
out for the overall balance as a percentage of GDP is reflected on a cumulative improvement of 
2.8 p.p. between 2017 and 2021, while the structural balance is expected to improve by 2.0 p.p. 
This difference is chiefly accounted for by a change in the cyclical component that, considering 
the macroeconomic scenario outlined in this document, will contribute 0.6 p.p. of GDP to the 
improvement in the budget balance.  In addition, the change in the effect of temporary measures 
benefits the balance by 0.2 p.p. of GDP, given that the base effect of 2017 (0.2 p.p.) is more than 
offset by the extraordinary revenue considered in 2021, related to the refund by the European 
Financial Stability Facility of amounts paid by Portugal (0.4 p.p.) (Chart 2).

With regard to the fiscal policy measures presented for the period after 2017, the SP 2017-21 is quite 
similar to that presented in the previous update in April 2016. With regard to consolidation meas-
ures, on the revenue side, indirect taxes increases projected for 2018 and 2019 (with a cumulative 
impact of 0.1 p.p. of GDP) are worth highlighting. On the expenditure side, the programme foresees 
a gradual unfreezing of intermediate consumption excluding public-private partnerships and other 
current expenditure. These items are expected to record growth rates below nominal GDP over 
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the whole projection horizon (with a contribution of 0.6 p.p. of GDP). This programme also foresees 
measures that reduce the budget balance by 0.4 p.p. of GDP, namely a reduction in personal income 
tax for low incomes, and the public employment policy, which assumes the gradual unfreezing of 
career progression, only partially offset by a hiring freeze. Also taking into account that the meas-
ures already approved in the SB 2017 and with effect on the 2018 execution25 penalise the budget 
balance (-0.2 p.p. of GDP), the net effect of the permanent measures forecasted for the 2018-21 
period is essentially nil (+0.1 p.p. of GDP).26 Hence, as in previous documents, measures ensuring the 
improvement of the fiscal balance are not sufficiently specified,27 which poses a certain degree of 
uncertainty with regard to the conduct of fiscal policy in the next few years.

The change forecasted for interest expenditure makes a significant contribution to the reduction 
of the fiscal deficit between 2016 and 2021 (0.6 p.p. of GDP), facilitating compliance with the com-
mitments set out for the structural overall balance. The breakdown of this contribution points 
to a negligible effect associated with the evolution foreseen for interest rates (price effect), with 
the expected reduction stemming essentially from the impact related to the debt stock (volume 
effect) (Chart 3). Taking into consideration the uncertainty associated with developments in finan-
cial markets, the sensitivity analysis included in the SP 2017-21 estimates that a 1 p.p. increase28 
in market financing interest rates will have an impact of 0.5 of GDP on interest expenditure in 
2021. This shock would nevertheless allow this variable to contribute 0.1 p.p. to the improvement 
in the budget balance. In fact, the transmission of a possible shock in markets to interest expendi-
ture is quite gradual (Chart 4), given that general government debt with a residual maturity of up 
to one year corresponded at the end of 2016 to around 20% of total debt and that, of the remain-
ing debt, only approximately 1/5 had a variable interest rate29

The SP 2017-21 foresees a substantial reduction of the public debt ratio from 130.3 per cent at 
the end of 2016 to 109.4 per cent at the end of the period under review. This reduction is mainly 
accounted for by growing primary surpluses, in a context where the difference between the inter-
est rate on public debt and nominal GDP growth makes a slight contribution to the decline in the 
public debt ratio in the projection horizon (Chart 5). Although significant deficit-debt adjustments 
are considered in the last two years of the projection,30 the cumulative effect of this component 
over the period is not relevant.

Chart 1  •  Breakdown of the change 
in the budget balance forecast for 2017 
| Percentage points of GDP

Chart 2  •  Breakdown of the change 
in the budget balance forecast for 2018-21 
| Percentage points of GDP
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In sum, the SP 2017-21 sets out fiscal targets that are consistent with compliance with European 
commitments. This, along with the economic growth anticipated in this document,31 would make 
it possible to considerably reduce the debt ratio. However, it is important to stress that, as in 
previous documents, the SP 2017-21 does not detail the policy measures needed to achieve 
the objectives set out. This contributes to a greater divergence between the projections of the 
SP 2017-21 and the European Commission ones regarding the budget balance in 2018 (0.6 p.p. 
of GDP) compared to 2017 (0.3 p.p. of GDP).  A more detailed explanation of the measures to 
be implemented in the next few years would make it possible to increase tax predictability and 
reinforce confidence in the ability of the country to pursue the consolidation effort necessary for 
a sustained reduction of the public debt ratio.

Chart 3  •  Breakdown of the evolution of 
interest expenditure | As a percentage of GDP

Chart 4  •  Impact of a rise in market rates on 
the interest rate implied in debt (average stock) 
| In per cent
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Sources: Statistics Portugal, Ministry of Finance and Banco 
de Portugal.

Chart 5  •  Breakdown of the change in the public debt ratio 2017-21 | As a percentage 
of GDP
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Box 5 | Fiscal rules in the preventive arm of the Stability and Growth Pact

Within the framework of the fiscal surveillance rules agreed on at European level, Portugal is under 

an excessive deficit procedure (EDP) since 2009, and therefore the rules applied were those set 

out within the scope of the corrective arm of the Stability and Growth Pact (SGP).32 Over the 

course of the past year, 2016 was established as the deadline for correcting the excessive defi-

cit.33 On 16 June 2017, upon recommendation from the European Commission, the Council of 

the European Union decided to close this procedure. Hence, the Portuguese fiscal situation will 

be analysed in accordance with the rules relating to the preventive arm of the SGP, which apply 

to countries with fiscal developments compatible with the observance of the limits of 3 per cent 

of GDP for the fiscal deficit and 60 per cent for the public debt ratio. Fiscal rules in the preventive 

arm have undergone substantial changes in the past few years and this box summarises the main 

rules currently in force.34

With regard to the budget balance, the specific rules of the preventive arm are set out in terms of 

the structural budget balance, i.e. adjusted for the effects of the economic cycle and the impact 

of temporary measures. Each country is responsible for establishing the medium-term objec-

tive (MTO) for the structural balance and should ensure an adequate convergence towards that 

value on an annual basis. This objective should at least be as demanding as the minimum MTO 

proposed by the European Commission, whose calculation methodology takes into account an 

extended set of indicators that include past volatility and the outlook for GDP growth, projections 

for ageing costs in the long term, and the debt ratio.35 Currently, the MTO for Portugal corresponds 

to a structural overall balance of 0.25 per cent of GDP, i.e. similar to the minimum proposed 

by the Commission. In addition, the required annual pace of convergence towards this objective 

depends, as shown in table 1, on the economy’s cyclical conditions (as measured by real GDP 

growth and the output gap), the debt ratio and the existence of a high risk of fiscal sustainability 

in the medium term.36

The matrix in table 1 was introduced by a Commission communication on the use of flexibility 

within the existing rules of the SGP, which also set out the possibility of a temporary deviation 

from convergence towards the MTO under exceptional conditions stemming from expenditure 

on public investment or the implementation of structural reforms. However, eligibility for the use 

of these flexibility clauses is conditional on a significant set of rules.

These rules include the maintenance of a safety margin vis-à-vis a fiscal deficit of 3 per cent, which 

materialises in a minimum requirement for the structural balance, as well as the definition of a 

maximum distance to the MTO of 1.5 per cent of GDP. In addition, the maximum deviation from 

the convergence path of the structural balance towards the MTO as a result of the activation of 

each clause is 0.5 per cent of GDP, and their joint implementation cannot result in a deviation of 

more than 0.75 per cent of GDP. Specifically, the investment clause cannot be used if, according 

to the matrix in table 1, the economy’s cyclical condition is classified as normal or good. In the 

current environment, the application of this matrix to Portugal would correspond to a required 

annual improvement in the structural balance of more than 0.5 per cent of GDP.

In parallel with the requirements for the budget balance, Member States also have to comply 

with the expenditure benchmark, which aims to ensure that the growth of this aggregate, when 

excluding the impact of discretionary measures on the revenue side, evolves more or less in line 

with potential economic growth.
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The assessment of the compliance with this rule is not based on the evolution of public expendi-

ture as a whole, but rather on a modified expenditure aggregate, taking into account the average 

amount of public investment not financed by European funds in the year under review and in the 

previous three years, in replacement of the level forecasted for the respective year, and exclud-

ing interest expenditure, the cyclical component of unemployment benefits and expenditure fully 

matched by the European Union funds. The real growth37 of this modified expenditure aggregate, 

less the effect of discretionary measures on the revenue side, should thus be lower than the aver-

age growth of potential GDP,38 corrected to take into account the adjustment required for the 

structural balance in its path of convergence towards the MTO.39 According to the recent assess-

ment of the Portuguese Stability Programme released by the European Commission, the change 

in the modified expenditure should not exceed, in real terms, -1.4 per cent in 2017.40

Table 1  •  Annual adjustment of the structural balance for the MTO under the preventive 
arm of the Pact

Required annual fiscal adjustment (p.p. of GDP)

Condition
Debt < 60% 

and no sustainability 
risk

Debt > 60% 
or sustainability 

risk

Exceptionally bad times Real GDP growth < 0% or output 
gap < -4%

No adjustment needed

Very bad times -4% ≤ output gap < -3% 0 0.25

Bad times -3% ≤ output gap < -1.5% 0 if growth below 
potential, 0.25 if above

0.25 if growth below 
potential, 0.5 if above

Normal times -1,5% ≤ output gap < 1.5% 0.5 > 0.5

Good times output gap ≥ 1.5% 0.5 if growth below 
potential, ≥ 0.75 if above

≥ 0.75 if growth below 
potential, ≥ 1 if above

Source: European Commission.

The assessment of compliance with the requirements for convergence of the structural balance 

towards the MTO and with the expenditure benchmark is made on a joint basis. In particular, 

the deviation from the MTO or from the adequate path towards it may be considered significant 

or not, based on two conditions. The first is that the deviation of the structural balance from the 

recommended adjustment path is at least 0.5 per cent in only one year, or at least 0.25 per cent 

of GDP on average in two consecutive years. The second condition is that non-compliance with 

the above-mentioned expenditure benchmark has a negative impact on the balance of at least 

0.5 p.p. of GDP in only one year, or cumulatively in two consecutive years. In conclusion, there is 

a significant deviation when these two conditions are observed, or only one occurs and the over-

all appraisal also shows limited compliance with the other. Following identification of a significant 

deviation, a warning may be issued and in extreme cases sanctions may be applied.

Finally, a country under the preventive arm must also comply with the debt rule. In this regard, 

Member States with a public debt ratio above 60 per cent of GDP must ensure convergence 

towards this reference value at a satisfactory pace. The adequate path assumes that the dif-

ferential of the debt ratio in relation to the limit decreases over the course of three years at an 
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average rate of 1/20 a year. For Member States that were under the corrective arm at the time 

this rule was approved in November 2011, a three-year transition period was granted after the 

correction of this situation, which means that the evolution of debt when the EDP was in force will 

not be considered. In the three years following the correction of the excessive deficit situation, 

Member States must respect a minimum linear structural adjustment that ensures compliance 

with the debt criterion at the end of the transition period. Quite simply, and as an illustration, the 

application of this criterion to a country with a public deficit ratio of 130 per cent of GDP implies 

an annual reduction of the ratio in the early years of between 3 and 3.5 p.p.41

It is clear that the complexity of the current set of rules is very high, compromising the ability of 

different economic agents to understand these rules and also hindering decision-making both  

at domestic and European levels. However, conducting a fiscal policy that ensures the sustain-

ability of public finances is crucial to ensure a stable macroeconomic framework that promotes 

economic growth in the long term. In this context, it is unequivocally important to pursue a fiscal 

policy that is consistent with compliance with the rules defined at the European level.
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Notes
1.	 The June 2017 Eurosystem staff macroeconomic projections for the euro area, published on 8 June 2017, foresee euro area GDP increasing by 1.9 per 
cent in 2017, by 1.8 per cent in 2018 and by 1.7 per cent in 2019.

2.	According to an estimate computed by Banco de Portugal, the impact of calendar and seasonal effects on the year-on-year rate of change of nominal 
exports of goods in the first quarter of 2017 hovered around 3 percentage points. Note that Quarterly National Accounts series are adjusted for calendar 
and seasonal effects.

3.	 This is the most common methodology in the literature. For more details on this methodology and recommendations for its implementation in accor-
dance with the ESA 2010, see ‘Computing capital stock in the Belgian national accounts according to the ESA 2010‛, National Bank of Belgium.

4.	U.S. Department of Commerce. Bureau of Economic Analysis. ‘Fixed Assets and Consumer Durable Goods in the United States‛, 1925–99. Washington, 
DC: U.S. Government Printing Office, September, 2003.

5.	See reference in note 3.

6.	Overall, estimates for OECD countries vary from 6 to 10 years (Meinen, G., Verbiest, P., and Wolf, P. D. (1998), ‘Perpetual inventory method. Service 
lives, Discard patterns and Depreciation methods‛, CBS Statistics Netherlands).

7.	ACAP, ‘Estatísticas do Setor Automóvel‛ (in Portuguese only), 2015 issue.

8.	 To calculate private consumption of cars flows, part of the sales of light passenger vehicles is not taken into account (those sold for the purpose of car 
rental) and a fraction of the sales of light commercial vehicles is included. In addition, national accounts take into account quality effects, i.e. the distribu-
tion of the sales between higher and lower segments.

9.	 The pent-up-demand phenomenon refers to potential growth in expenditure on durable consumer goods which results in a recovery following a period 
of recession when this type of expenditure was postponed.

10.	 In the case of motor vehicles, the density (number of vehicles per 1,000 inhabitants) in Portugal stands at levels clearly below the European Union 
average, including countries with a comparable size. Consequently, incentives might still exist to increase the car fleet. In turn, developed countries seem 
to be coming close to a saturation point in the car market. (‘The end of the road: Has the developed world reached ‘peak car’?‛, Schroders Talking point, 
January 2015. ‘Seeing the back of the car‛, The Economist, September 2012.)

11.	 Usually, the degree of openness is shown in nominal terms. The measure is consequently affected by developments in relative prices of exports, 
imports and domestic production, which in turn are influenced by factors such as changes in prices for international commodities, the exchange rate 
regime and the profile of domestic inflation. In a time series analysis, it might be more appropriate to consider the measure in real terms. However, given 
that conclusions do not differ in qualitative terms by using nominal or real data, this box has opted for an analysis in nominal terms. 

12.	 For a more in-depth analysis, see ‘The Portuguese economy in the context of economic, financial and monetary integration‛ (2009), chapter 5 ‘A portrait 
of Portuguese international trade‛, and Amador, J. and R. Stehrer (2014), ‘Portuguese Exports in the Global Value Chains‛, Economic Bulletin, Banco 
de Portugal, April. 

13.	 This relation results from the fact that a significant part of international trade is intra-industry – where countries import and export varieties of the 
same good – and this type of trade is larger for higher income levels (which lead to more diversified demand, i.e. a ‘love for variety‛).

14.	 This approach is similar to that of Guttmann and Richards (2006), ‘Trade Openness: An Australian Perspective‛, Australian Economic Papers, Volume 45, Issue 
3, September. It is important to note that the nature of the variables considered may imply the existence of endogeneity in the regressions.

15.	 The 120 countries considered in the larger sample were those for which sufficiently long series exist/may be construed for all variables from the 
selected databases. The Fraser Institute is the source for the trade liberalisation indicator. Data used to calculate the degree of openness and the geogra-
phical area per country were taken from the World Bank’s World Development Indicators database, while the population series, GDP per capita in PPP and 
GDP used in the calculation of the economic location variable were taken from the IMF’s World Economic Outlook database. Distances between countries 
are available in the CEPII database. The economic location indicator was calculated using the methodology proposed by Guttmann and Richards (2006), 
corresponding, for country 
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A variável dependente é o grau de abertura, definido como o peso conjunto, a preços correntes, 
das exportações e importações no PIB e as variáveis explicativas coincidem com os cinco fatores 
já referidos. Na estimação da equação foram consideradas duas amostras para o período 1980‐
2014: a primeira inclui apenas os países da OCDE, enquanto a segunda contém um conjunto de 
120 países.5   Especificamente,  foi estimada uma equação  com dados para a média de  cada 
conjunto de cinco anos da amostra (pooled cross‐section).6 As regressões incorporam dummies 
temporais para cada subperíodo. 

Os  resultados das estimações  revelam que os  fatores considerados explicam uma proporção 
substancial  da  variância  do  grau  de  abertura  entre  economias  e  os  respetivos  coeficientes 
estimados apresentam, em geral, o sinal esperado. Com efeito, considerando os resultados para 
ambas  as  regressões,  os  coeficientes  associados  à  área  geográfica,  população  e  localização 
económica são negativos e o coeficiente para o grau de  liberalização da política comercial é 
positivo (Quadro 2). Os coeficientes destas variáveis são também estatisticamente significativos. 
Relativamente  ao  PIB  per  capita,  o  seu  coeficiente  não  é  estatisticamente  significativo  na 
regressão que usa a amostra dos 120 países, apresentando o sinal contrário ao esperado na 
regressão com a amostra menor.7 Refira‐se que os coeficientes das dummies temporais  (não 
apresentados no Quadro 2) são significativos para os períodos mais recentes e crescentes ao 
longo  do  tempo,  o  que  é  consistente  com  a  trajetória  de  aumento  da  abertura  comercial 
observada  na  generalidade  das  economias.  É  provável  que  estas  dummies  possam  estar  a 
capturar o impacto de variáveis importantes omitidas, em particular do crescimento das cadeias 
de valor globais. De acordo com uma análise de decomposição, os indicadores que surgem como 
mais relevantes para explicar as diferenças no grau de abertura são os relativos à  localização 
económica e à população.  

 

                                                            
5 Os  120  países  considerados  na  amostra  alargada  foram  aqueles  para  os  quais  existem/podem  ser 
construídas  séries  suficientemente  longas  para  todas  as  variáveis  a  partir  das  bases  de  dados 
selecionadas. A fonte do indicador de liberalização comercial é o Fraser Institute. Os dados utilizados no 
cálculo  do  grau  de  abertura  e  da  área  geográfica  por  país  foram  retirados  da  base  de  dados World 
Development Indicators do World Bank, enquanto as séries para a população, o PIB per capita em PPC e 
o PIB utilizado no cálculo da variável de localização económica foram retiradas da base de dados do IMF 
World  Economic Outlook. As  distâncias  entre  países  estão  disponíveis  na  base  de dados  do  CEPII. O 
indicador  de  localização  económica  foi  calculado  seguindo  a metodologia  proposta  por Guttmann  e 
Richards (2006), e corresponde, para o país  , à média das distâncias entre esse país e cada um dos seus 
potenciais parceiros comerciais ( , onde   inclui todos os países do mundo) ponderada pelo peso do 
PIB do país   no PIB mundial excluindo o PIB do país  . As distâncias consideradas correspondem à Great 
World Circle Distance entre as capitais dos dois países em causa. Para os pesos considerou‐se o PIB a 
preços correntes medido em  taxas de câmbio de mercado. Todas as variáveis  foram consideradas em 
logaritmos com exceção do grau de liberalização comercial.  
6 Os dados foram considerados em médias de subperíodos de cinco anos para obviar à variabilidade dos 
dados  anuais  de  comércio.  Para  além  das  regressões  “pooled  cross‐section”,  foram  estimadas  sete 
equações “cross‐section” com os dados médios para cada subperíodo de cinco anos. 
7 O sinal negativo na regressão da amostra OCDE sugere que os países com maior PIB per capita tendem 
a apresentar menor grau de abertura, o que contraria a ideia de que as economias mais desenvolvidas 
comercializam mais. Outros autores encontraram resultados semelhantes. Refira‐se que a omissão desta 
variável não tem impacto significativo sobre o R2 ajustado das regressões nem sobre o nível e significância 
dos coeficientes das outras variáveis. 

, to the average of the distance between this country and each of its potential trade partners (
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PIB do país   no PIB mundial excluindo o PIB do país  . As distâncias consideradas correspondem à Great 
World Circle Distance entre as capitais dos dois países em causa. Para os pesos considerou‐se o PIB a 
preços correntes medido em  taxas de câmbio de mercado. Todas as variáveis  foram consideradas em 
logaritmos com exceção do grau de liberalização comercial.  
6 Os dados foram considerados em médias de subperíodos de cinco anos para obviar à variabilidade dos 
dados  anuais  de  comércio.  Para  além  das  regressões  “pooled  cross‐section”,  foram  estimadas  sete 
equações “cross‐section” com os dados médios para cada subperíodo de cinco anos. 
7 O sinal negativo na regressão da amostra OCDE sugere que os países com maior PIB per capita tendem 
a apresentar menor grau de abertura, o que contraria a ideia de que as economias mais desenvolvidas 
comercializam mais. Outros autores encontraram resultados semelhantes. Refira‐se que a omissão desta 
variável não tem impacto significativo sobre o R2 ajustado das regressões nem sobre o nível e significância 
dos coeficientes das outras variáveis. 
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. Distances considered correspond to 
the Great World Circle Distance between the capitals of the two countries in question. For shares, GDP at current prices measured at market exchange rates 
was considered. All variables were considered in logarithms with the exception of the degree of trade liberalisation.

16.	 Data were considered in averages for 5-year subperiods in order to control for the variability in annual trade data. In addition to pooled cross-section 
regressions, seven cross-section equations were estimated using average data for each 5-year subperiod.

17.	 The negative sign in the regression for the OECD sample suggests that countries with larger GDP per capita tend to have a lower trade openness, 
which contradicts the idea that more developed economies trade more. Other authors found similar results.

18.	 Excluding the Government’s estimate of the temporary effect associated with PERES, the 2016 fiscal deficit stood 0.2 p.p. below the projection 
included in the SB 2017.

19.	 In this box, reference to effects of temporary measures correspond to the value assumed by the Government, which in 2016 differs slightly from 
that identified by Banco de Portugal based on Eurosystem’s guidelines. For further details on the impact of temporary measures considered by Banco de 
Portugal, see the chapter ‘Fiscal policy and situation‛, in the May 2017 issue of the Economic Bulletin.

20.	 This value is also compatible with the May 2016 Country Specific Recommendations.

21.	 In terms of composition, the reduction of the deficit foreseen in the SP 2017-21 differs considerably from that in the SB 2017.

22.	 Based on official estimates, the joint impact on the 2017 execution of the reduction in the personal income tax surcharge and in VAT applied to a 
number of restaurant services is similar to the opposite sign effect associated with the set of measures to raise local property taxes, taxes on oil products 
and taxes on alcohol and alcoholic beverages.
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23.	 In addition to the measures with an impact on pension expenditure, the creation of a new social benefit for inclusion of disabled people and an 
increase in the transfers to families with children are also being considered.

24.	 This implies a growth rate above 25 per cent, even excluding the extraordinary effect associated with the recording of the delivery of military equip-
ment, which was particularly high in 2016.

25.	 The following measures were considered: elimination of the surcharge, the extraordinary updating of pensions, and the reinforcement of the social 
benefit for inclusion of disabled people.

26.	 The quantifications referred to in this paragraph include all structural measures presented in tables II.2.2 and II.2.3 of the SB 2017-21 with an impact 
on the primary balance, except from those related to structural funds, which have approximately a neutral effect on the balance. 

27.	 This view was also expressed by the Portuguese Public Finance Council in its report No 4/2017.

28.	 The sensitivity analysis was conducted on interest within the State sub-sector. For further details on this exercise’s assumptions, see SP 2017-21, 
chapter III.2.2.

29.	 According to the concept used by the ECB within the scope of the Government Finance Statistics.

30.	 Deficit-debt adjustments for 2020 and 2021 are justified by the Government chiefly as a result of the forecast of a significant accumulation of deposits 
in 2020, followed by the use of the accumulated amount to address the high concentration of debt to be repaid in the first half of 2021. 

31.	 Projections for real GDP growth published by Banco de Portugal in this bulletin are higher than those included in the SP 2017-21 for 2017 and 2018, 
although lower for 2019.

32.	 For an analysis focusing on the corrective arm of the SGP, see box 4.1 ‘The corrective arm of the Stability and Growth Pact and its application to 
Portugal‛ in the October 2016 issue of the Economic Bulletin.

33.	 Initially, the Council had defined 2013 as the deadline for correcting the excessive deficit situation. This deadline was consecutively postponed to 
2014, 2015 and, last year, to 2016. For more details, please refer to the European Commission’s recommendation COM (2017) 530 of 22 May 2017.

34.	 For an in-depth description of the fiscal surveillance rules in force, see European Commission (2017), ‘Vade Mecum on the Stability and Growth Pact‛, 
European Economy, Institutional Paper 52, March.

35.	 For a reference to the last update of the minimum MTO applicable to Portugal, see box 4.2 ‘Update of minimum medium-term objectives for the 
period 2017-2019: the Portuguese case‛ in the October 2016 issue of the Economic Bulletin.

36.	 The assessment of sustainability risks in the medium term that is relevant in this context is supported by the calculation of the S1 indicator within the 
scope of the Sustainability Report published by the European Commission every three years.

37.	 From 2017 onwards (with effect on the analyses for 2018 and beyond), the reference rates and expenditure aggregates considered by the Commis-
sion are set out in nominal terms.

38.	 The average growth in question is calculated by taking into account European Commission estimates for the annual average growth of potential GDP 
in 10 years between t-5 and t+4.

39.	 This correction equals the change required for the structural balance (in p.p. of GDP), divided by the ratio of primary expenditure to GDP.

40.	 This value essentially stems from the correction associated to the adjustment required for the structural balance, insofar as average real growth of 
potential GDP between 2010 and 2020 is close to zero, according to European Commission estimates.

41.	 In practice, the implementation of this rule is far more complex taking into account, inter alia, expected developments for the debt ratio and the 
economy’s cyclical conditions.
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