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Projections for the Portuguese
economy: 2017-19

These macroeconomic projections of Banco de
Portugal refer to the period from 2017 to 2019.
The Portuguese economy is expected to main-
tain a recovery path over the projection horizon,
with a pace of growth in line with that currently
projected for the euro area as a whole.! After
an increase of 1.4 per cent in 2016, the Portu-
guese gross domestic product (GDP) is expec-
ted to increase by 1.8 per cent in 2017, 1.7 per
cent in 2018, and 1.6 per cent in 2019. In 2019
real output stands at a level close to that recor-
ded in 2008, which clearly illustrates the unpre-
cedented nature of this latter economic cycle
(Table 1, Chart 1).

Developments in activity over the projection hori-
zon are sustained by strong growth of exports
- reflecting a favourable external economic and
financial environment and the maintenance of

gains in market share - and a shift in domestic
demand towards greater buoyancy of gross fixed
capital formation (GFCF). This pace of recovery
continues to be affected by the need for adjust-
ment of the sectoral balance sheets of the Por-
tuguese economy and structural constraints to
greater potential growth.?

The behaviour of exports, of both goods and
services, has been among the most significant
aspects of the adjustment process of the Portu-
guese economy, providing for a marked reorien-
tation of productive resources towards sectors
that are more exposed to international compe-
tition. In 2019 exports of goods and services are
projected to stand approximately 60 per cent
above the level registered in 2008 (Chart 1).
This increase in openness abroad is accompa-
nied by strong growth of business investment

Table 1 - Projections of Banco de Portugal: 2017-19 | Annual rate of change, per cent

Weights March 2017 projections EB December 2016
2016 2016  2017® 2018® 2019® 2016® 2017® 2018" 2019%
Gross domestic product 100.0 1.4 1.8 1.7 1.6 1.2 1.4 1.5 1.5
Private consumption 65.8 2.3 2.1 1.4 1.4 2.1 1.3 1.4 1.3
Public consumption 18.1 0.8 0.2 0.5 0.2 1.0 0.0 0.4 0.2
Gross fixed capital formation 14.8 -0.3 6.8 5.0 4.8 1.7 4.4 43 4.5
Domestic demand 98.8 1.5 2.5 1.8 1.7 1.2 1.5 1.7 1.6
Exports 40.2 4.4 6.0 4.8 4.5 3.7 4.8 4.6 4.4
Imports 39.1 4.4 7.3 4.8 4.7 3.5 4.8 4.9 4.4
Contribution to GDP growth,
net of imports (in p.p.)®
Domestic demand 0.5 0.8 0.7 0.7 0.4 0.5 0.6 0.6
Exports 0.9 1.0 0.9 0.9 0.8 0.9 0.8 0.9
Employment® 1.6 1.6 1.0 1.1 1.5 1.0 0.9 1.0
Unemployment rate 1.1 9.9 9.0 7.9 11.0 10.1 9.4 8.5
Current plus capital account (% of GDP) 1.7 1.0 1.1 1.2 1.1 0.9 0.9 1.1
Goods and services account (% of GDP) 2.2 14 1.3 1.4 2.2 19 1.8 1.8
Harmonised index of consumer prices 0.6 1.6 1.5 15 0.8 1.4 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, conditional 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. 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 £conomic Bulletin.

(b) Total employment, in number of individuals according to the national accounts concept.
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over the projection horizon, which will continue
to benefit from the maintenance of accommo-
dative monetary and financial conditions and
favourable prospects regarding developments in
overall demand. In turn, private consumption -
in spite of an improvement in the labour mar-
ket and high confidence levels - will continue
to be affected by low growth of real wages and
the need to continue the process to reduce the

households' indebtedness level. In the 2017-19
period, the contribution of exports to GDP growth
will continue to be higher than the contribution
made by domestic demand (net of the respec-
tive import content) (Chart 2). Against this back-
ground, the Portuguese economy is expected to
maintain, over the projection horizon, its exter-
nal net lending position, which is key for the
ongoing recovery process.

Chart 1 « GDP and main components, constant prices | Index 2008 = 100

180 ~

160 A

140 +

120 +

100 A

80 -

60 T T T T

2008 2009 2010 2011 2012 2013

s (5D P e Private cONSUMpLion

Sources: Statistics Portugal and Banco de Portugal.
Note: (p) — projected.

2014 2015 2016 2017 (p) 2018 (p) 2019 (p)

e (GFCF COMpOYate e FXPOITS

Chart 2  Net contributions to real GDP growth | In percentage points

3 q

2

1 4

2008 2009 2010 2011 2012 2013

I Domestic demand

Sources: Statistics Portugal and Banco de Portugal.

it

2014 2015 2016

2017 (p) 2018(p) 2019 (p)
GDP (%)

Notes: (p) — projected. The demand aggregates net of imports are obtained by subtracting an estimate of the imports needed to meet
each component. 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.



Compared with previous projections in the Decem-
ber issue of the Economic Bulletin, the annual GDP
growth rate was revised upwards by 0.4 percen-
tage points (p.p.) in 2017, 0.2 p.p. in 2018, and
0.1 p.p. in 2019. These revisions reflect that the
buoyancy of economic activity in late 2016 and
early 2017 is higher than anticipated in the pre-
vious projection exercise, and reflect also the
overall favourable impact of external environ-
ment assumptions. In particular, the upward
revision of external demand and the effect of
the actual depreciation of the euro have more
than offset the negative effect of the change in
terms of trade associated with the oil price rise
(see Box "Projection assumptions”).

The revision of the projections for 2017 largely
reflects the lagged impact of the incorporation
of information related to the National Quarterly
Accounts for the fourth quarter of 2016. In effect,
atthe end of 2016, private consumption, GFCF and
exports posted higher growth than that implied in
the December issue of the Economic Bulletin. This
is strengthened by the positive developments
of investment and export indicators relating to
early 2017, as well as by the maintenance of the
high confidence level among economic agents, as
regards consumers and most activity sectors of
the economy.

2017

The pattern of intra-annual growth during 2016 -
characterised by an increase from the foregoing
semester of 0.6 per cent in the first half of the
year and 1.3 per cent in the second half of the
year - has a positive effect on annual GDP growth
in 20173 In effect, in 2016, economic activity acce-
lerated clearly from the first to the second half of
the year (Chart 3). The acceleration in the course
of the year reflected, among others: (i) the reco-
very in extra-EU exports, especially to Angola,
(i) the acceleration in intra-EU exports, in particu-
lar to Spain, (iii) the implementation of investment
decisions, in a context of declining uncertainty
about the developments of the Portuguese eco-
nomy, and (iv) the dissipation of several temporary
factors, especially associated with the construc-
tion sector#

Turning to developments in the main compo-
nents of demand, private consumption is expec-
ted to increase by 2.1 per centin 2017, compared
to 2.3 per cent in 2076. This combines a slight
acceleration of consumption of non-durable goods
and services with a deceleration of consumption
of durable goods. Consumption of non-durable
goods and services is expected to grow ove-
rall in line with real disposable income, against
the backdrop of an increase in employment and
moderate growth in real wages. In 2017 a positive
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influence is exercised by the 5.1 per cent increase
in minimum wages and the maintenance of some
measures to reinstate income set out in the State
Budget. The deceleration in consumption of dura-
ble goods, in turn, occurs after very significant
increases in recent years, partly associated with
purchases that were postponed during the eco-
nomic recession periods.

Projections for 2018 and 2019 point to a signi-
ficant deceleration in private consumption to
1.4 per cent in both years. Private consump-
tion is expected to grow in line with real dispo-
sable income, in a context of annual growth in
employment of around 1 per cent and limited
increases in real wages due to small producti-
vity gains. The share of consumption of durable
goods in GDP is projected to stabilise in these
two years. Households' savings rate remains at
historically low levels, and the deleveraging of
households is expected to continue.

GFCF high growth stands out in these macroe-
conomic projections. After 5 per cent increase
in 2016, business GFCF is expected to continue
to grow at around 6 per cent over the projec-
tion horizon. Such growth is based on positi-
ve expectations for overall demand, as well as
on continued favourable financing conditions.
Developments in business GFCF also reflect the
need for capital stock recovery and the increase
in the capacity utilisation rate, which has been
gradually approaching pre-crisis average values.

Current projections also incorporate information
oninvestments in large infrastructures to take pla-
ce in the 2017-19 period. Moreover, both private
and public investments benefit from the norma-
lisation of financing allocated through European
funds, which is expected to occur after the ini-
tial transition stage to the current Portugal 2020
programme.

After the continued decline in the share of GFCF
in housing in GDP since the early 2000s, this ratio
is anticipated to stabilise somewhat at around
3 per cent over the projection horizon. Growth of
GFCF in housing in the 2017-19 period is asso-
ciated with the assumption of maintaining access
to financing with low interest rates, and a gra-
dual improvement in the labour market situation,
although remaining limited by the high household
indebtedness level.

In a context of robust growth of external demand
for Portuguese goods and services, exports are
expected to grow by around 5 per cent in annual
average terms, i.e. above the increase projec-
ted for external demand (Chart 4). A market
share gain of 1.9 per cent is projected for 2017,
which will gradually decline over the projection
horizon.

Exports of both goods and services are expec-
ted to be buoyant. The performance of tourism
exports stands out, favoured by important inter-
national events that will take place in Portugal.
In 2017 exports of goods will also benefit from
the unwinding of some negative temporary effects
associated with the decline in production in indus-
trial units in the energy and automotive sectors in
2076. In addition, in the case of the automotive
sector, information was incorporated regarding
an expected increase in production capacity of
an industrial unit, which will boost the growth of
those exports in 2017 and 2018.

Developments in imports over the projection
horizon are in line with overall demand weighed
by import content, taking into account past ave-
rage standards.

Overall, current projections point to a strengthe-
ning of the upward trend of internationalisation
of the Portuguese economy, with an increase in
openness - measured by the share of exports
and imports in GDP, in nominal terms - from
72 per cent in 2008 to 79 per cent in 2016 and
to 91 per cent in 2019. This trend in more mar-
ked in exports, with a share in GDP rising from
31 per cent in 2008 to 40 per cent in 2016 and
to 46 per centin 2019 (Chart 5). Developments
in the openness of the Portuguese economy
over the projection horizon are chiefly due to
the strong growth of the volume of exports and
imports, and are also associated with an increa-
se in external trade deflators exceeding that of
the GDP deflator.

The goods and services account surplus decli-
nes by 0.8 p.p. of GDP in 2017, reflecting in
equal measure negative volume and terms of
trade effects. The greater buoyancy of imports
in volume, when compared to exports, reflects
significant growth of expenditure items with high
import content - especially investment - while



the loss in terms of trade is associated with the
oil price rise. The decline in surplus is slightly
less sharp in the case of the current and capital
account, in a context of maintenance of low inte-
rest rates and normalisation in the distribution of
Community funds in the context of the ongoing
European funding programme. A slight increase
in the current and capital account surplus is fore-
cast for 2018 and 2019.

2017

As regards the labour market, employment is
expected to grow by 1.6 per cent in 2017 and
approximately 1 per centin 2018 and 2019. The-
se developments reflect the gradual resuming
of changes in employment more in line with its
historical elasticity to activity, and implies a reco-
very in productivity, to a level that is lower than
that observed in prior phases of recovery. In the
2017-19 period, however, average productivity
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growth is projected to be low, which will be reflec-
ted in also low real wage growth. At the end of
the projection horizon, the annual average level
of employment will stand 8.5 per cent above the
minimum registered in 2013, although remaining
5 per cent below the level observed in 2008.

Over the projection horizon, it is assumed a relati-
ve stabilisation of active population, after a period
of continued reduction. This assumption reflects
the current demographic and migratory trends,
as well as the gradual increase in retirement age.
This implies the maintenance of a downward pro-
file for the unemployment rate, declining from
around 11 per cent in 2016 to approximately
8 per cent in 2019. These levels compare with a
peak of around 16 per centin 2013.

Inflation, measured by the rate of change of the
Harmonised Index of Consumer Prices (HICP),
will increase at the beginning of the projection
horizon, from 0.6 per centin 2016 to 1.6 per cent
in 2017, and stabilise at 1.5 per cent in the 2018-
19 period (Chart 6). The acceleration of prices in
2017 largely reflects an increase in energy pri-
ces - discontinuing the downward trend obser-
ved during the four previous years - in line with
the technical assumptions for oil price develop-
ments. This acceleration is more marked than that

published in the December issue of the Economic
Bulletin, translating into an upward revision of
0.2 p.p. of the annual rate of change of the HICP
in 2017. A relative stabilisation of energy prices
is expected for 2018 and 2019, reflecting the
assumption that the oil price will be maintained
at around USD 56.

As regards the non-energy component, a gra-
dual acceleration is expected over the projection
horizon, in the framework of moderate growth
of the Portuguese economy, reduction in the
unemployment rate, increase in import prices
and rising inflation expectations, both in Portu-
gal and in the euro area. Moreover, these projec-
tions also include the effect of a rise in national
minimum wage in 2017.

After two consecutive years of positive inflation
differentials from the euro area average, largely
influenced by differences in pass-through from
the fall in international oil prices, and conside-
ring the most recent projections for the euro
area published by the European Central Bank
(ECB), a marginally negative inflation differential
is expected from 2017 to 2019.

In short, current projections suggest continued
recovery of economic activity in the 2017-19
period, with a growth pattern characterised by
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high buoyancy of exports and business invest-
ment, which will be accompanied by an increase
in employment in the private sector and a con-
tinued decline in the unemployment rate. This
profile is consistent with the maintenance of fun-
damental macroeconomic balances, namely the
external surplus of the Portuguese economy.
Nonetheless, the pace of economic growth pro-
jected is slower than that necessary to restart the
real convergence process towards the euro area,
which results from the persistency of important

Box | Projection assumptions

The projections for the Portuguese economy
here presented are based on a set of assump-
tions which are consistent with the ECB's projec-
tion exercise published on 9 March. The cut-off
date for technical assumptions on oil prices, inte-
rest rates and exchange rates was 14 February
(Table 2). The remaining information is based on
data available up to 17 March.

With regard to the international environment, glo-
bal economic activity and world trade are expec-
ted to accelerate slightly over the projection hori-
zon, similarly to developments shown in the pre-
vious issue of the Economic Bulletin. Against this
background, external demand for Portuguese
goods and services (weighted by Portugal's export
structure) is projected to remain robust over the
projection horizon and was revised upwards for
2017, compared with the previous projection
exercise. Growth in external demand is expec-
ted to be slightly higher than in world trade. This
reflects higher growth in euro area demand than
demand from extra-euro area markets, and its
relatively high weight in Portuguese exports.
Euro area economic activity was revised slightly
upwards for 2017 and 2018, compared with the
December projection exercise.

Following the completion of the December pro-
jection exercise, oil prices recorded an increa-
se towards the end of 2016. Over the projection
horizon, the price of Brent oil is expected to stand

2017

structural constraints to growth.® In this context,
it is important to enhance the shift of resour-
ces to corporations more exposed to interna-
tional competition and more productive, and to
continue the process of reducing the high inde-
btedness level of different sectors, reducing the
vulnerabilities of the Portuguese economy to
shocks. The importance and urgency of progress
in these fields are reinforced by the maintenance
of high uncertainty and the persistence of down-
ward risks, at both the internal and external level.

at around USD 56 per barrel, which corresponds
to an increase of around USD 4 per barrel, on
average, compared with the previous exercise.
The upward revision in oil prices is slightly higher
in euro.

In effect, the technical assumptions for the exer-
cise imply a depreciation of the euro against the
US dollar, in annual average terms, in 2017. The
euro is expected to remain over the projection
horizon at the level closest to parity recorded
since the start of the 2000s. The euro effecti-
ve exchange rate (against 19 trade partners) is
expected to depreciate slightly in 2017, influen-
ced by the depreciation of the euro against the
US dollar and the marked appreciation of the
euro against the pound sterling. The exchange
rate expected for the euro, both against the US
dollar and in effective terms, is lower than that
published in the December 2016 issue of the
Economic Bulletin.

Against the background of an accommodative
monetary policy, interest rates are expected to
remain very low, but to increase over the projec-
tion horizon. The level projected for this short-
-term interest rate remained virtually unchan-
ged from that published in the December issue
of the Economic Bulletin. The long-term interest
rate on Portuguese public debt was revised sligh-
tly downwards in 2017 and 2018, compared with
the assumptions released in December.
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Turning to public finance variables, the projection
incorporates the measures specified in sufficient
detail in the State Budget for 2017, similarly to
the December issue of the Economic Bulletin and
in accordance with the rules applicable to the
Eurosystem'’s projection exercises.

Public consumption is projected to decelerate
in real terms in 2017 and to grow moderately in
2018 and 2019, resulting in cumulative growth
of around 1 per cent in this three-year period.
These developments are the result of a reduc-
tion in costs with public-private partnerships of
the road sector, in line with information included

Table 2 « Projection assumptions

March 2017 projections

in the State Budget for 2017, and the assumption
that the number of public employees will stabi-
lise. In 2016 and 2017, public consumption is
negatively affected by the impact of a reduction in
normal working hours of public employees from
the second half of 2016 onwards. A positive chan-
ge is expected in the public consumption deflator
over the projection horizon. In 2017 these develo-
pments reflect the remaining effect from the gra-
dual reversal of wage cuts for public employees.

Public investment is expected to recover in 2017
and to stabilise, as a ratio of GDP, over the remai-
ning projection horizon.

EB December 2016

2016 2017 2018 2019 2016 2017 2018 2019

International environment

World GDP yoy 29 33 35 3.6 29 33 3.4 3.5

World trade yoy 1.7 35 39 3.9 1.5 32 39 4.0

External demand yoy 2.0 4.0 4.0 4.0 2.0 34 4.0 4.1

Oil prices in dollars aav 44.0 56.4 56.5 55.9 431 493 52.6 54.6

QOil prices in euros aav 39.8 52.7 52.8 52.3 38.8 453 48.3 50.1
Monetary and financial conditions

Short-term interest rate % -0.3 -0.3 -0.2 0.0 -0.3 -0.3 -0.2 0.0

(3-month EURIBOR)

Implicit interest rate % 33 33 33 33 3.4 34 3.4 33

in public debt

Effective exchange rate index yoy 2.6 -0.6 0.0 0.0 2.8 0.4 0.0 0.0

Euro-dollar exchange rate aav 111 1.07 1.07 1.07 1.1 1.09 1.09 1.09

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

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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Notes
1. See “ECB staff macroeconomic projections for the euro area”, March 2017.

2. For a more thorough discussion of some of these constraints, see: Dias, Daniel, Marques, Carlos Robalo and Richmond, Christine (2014), “Resource
allocation, productivity and growth in Portugal”, Economic Bulletin, October, Banco de Portugal; Amador, Jodo and Soares, Ana Cristina (2013), “Competition
in the Portuguese economy: Estimated price-cost margins under imperfect labour markets”, Economic Bulletin, Spring, Banco de Portugal; and the Special
issue “Demographic transition and growth in the Portuguese economy”, Economic Bulletin, October 2015.

3. The carry-over effect of GDP developments in 2016 on its growth in 2017 stands at around 1 p.p. The calculation of this effect implies that the quarterly
GDP levelsin 2017 will be the same as in the fourth quarter of 2016 (zero quarter-on-quarter rates of change in the course of 2017).

4. Amore detailed analysis of economic developments in 2016 will be made available in the May issue of the £conomic Bulletin, to be published on 3 May.

5. Market share developments are qualitatively similar, taking into account external demand adjusted for the impact of Angola. This adjustment is relevant
given that imports from Angola are not explicitly considered in the indicator external demand for Portuguese goods and services calculated within the scope
of the Eurosystem.

6. See endnote 2.


https://www.ecb.europa.eu/pub/pdf/other/ecbstaffprojections201703.en.pdf?8a0f4781fc569a8e7aa26efdd84fb258

