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Introduction

 Report by the OECD on the Portuguese economy in 2017. 

Highlights the assessments and future recommendations for Portugal. 

Focuses on economic, fiscal, financial, climatic and learning facts.

The text is divided in 8 parts : 

● The economy is progressively recovering and rebalancing  

● The outlook is becoming more challenging and vulnerabilities are rising 

● Managing limited fiscal space 

● Safeguarding financial stability 

● Strengthening investment financing  

● Improving the business climate to boost investment  

● Raising skills 

● Making growth more sustainable  



The economy is progressively recovering

and rebalancing







OECD recommendations on inequality and social 

benefits

 Choices in terms of fiscal policy

 Reduce fiscal risks and the amount of doubtful debts inscribed
on the balance sheet of the banks.

 Restore investment to grow prosperity and ensure
competitiveness. Banks will need to be strengthened, corporate
debt reduced, more efficient insolvency procedures put in place, 
and the business climate improved.

 Raising well-being and reducing inequities, which are at high 
levels.



The outlook is becoming more challenging

and vulnerabilities are rising



The outlook is becoming more challenging

and vulnerabilities are rising



Managing limited fiscal space









Safeguarding financial stability

• Low profitability is a major 

challenge for banks

• Funding from deposits has 

increased



 Solving NPLs rapidly is a key issue for Portugal.

 One solution to reduce NPL stock could be facilitated by a more favourable tax 

treatment of loan loss provisions. 



Strengthening investment financing





 How to strengthening investment financing?

 Specialized asset management companies (AMCs)

 Well-working insolvency frameworks and investing more recourses into court

capacity

 Limit the amount of deductible interest expenses

 More financing options for start-ups



Improving the business climate to boost

investment

 Investment is strengthened by reforms that improve the business climate, 

respectively, by reducing costs and focusing on return. 

 Exemplifying some reforms:

 Judicial System

 Red Tape and Regulation

 Product market regulation in services and utility sectors

 Foreign Direct Investment

 Labour Costs 



Improving the business climate to 

boost investment – Judicial System

 Portuguese companies identified difficulties with the judicial system as a major 

factor driving up costs, characterizing it as increasingly challenging over the last 

3 years

 Portugal’s performance: 



Improving the business climate to boost 

investment – Red Tape and Regulation

 Less “red tape” reduces costs and raises the returns on investment

 Recent measures, including new programme to simplify administrative 
procedures called Simplex+2016

 Firms who had to deal with licenses for starting a business considered this 
process a high or very high obstacle and failed to see any improvement in the 
process but lack of co-operation among all public entities involved is crucial for 
that

 The net benefit of investment projects for local development should be 
analysed on the basis of transparent and objective criteria, limiting the 
discretion of local authorities, which will also help to prevent corruption

 Authorities should limit discretionary powers of municipalities to speed up 
licencing procedures further.



Improving the business climate to boost 

investment - Product market regulation in 

services and utility sectors

 Services sectors have traditionally been characterised by low levels of 
competition and significant rents resulting from regulatory policies that stood in 
the way of competition

 An ongoing OECD competition assessment can help to identify concrete 
regulatory constraints to competition in services sectors and define further 
reform priorities.

 In the energy sector, a series of reforms has improved regulation and 
eliminated the scope for remuneration above market prices, but only for new 
entrants.

 Policy indicators such as the OECD Product Market Indicators reflect these 
substantial improvements and Portugal’s network sector regulation is the 
second most competition friendly in the OECD.



Improving the business climate to boost 

investment - Product market regulation in 

services and utility sectors 

 In professional services such as accounting, 
auditing, legal or architecture services, competition 
remains weak and regulation is more restrictive than 
the OECD average

 Regulation by professional associations should be 
monitored closely by public authorities to avoid 
excessive restrictions on entry and safeguard 
competition

 Moreover, frequent policy changes may reduce 
Portugal’s ability to attract foreign direct investment, 
which is typically associated with productivity 
benefits



Improving the business climate to boost 

investment – Foreign Direct Investment

 Foreign direct investment (FDI) inflows account for significant shares of 

investment in some sectors. Attracting more FDI has significant potential to 

boost investment. Reforms enacted since the financial crisis have boosted 

Portugal’s attractiveness as a destination for FDI.

 EU structural funds have become large relative to public investment, which 

declined from 5% of GDP in 2010 to 2.1% in 2015

 A new strategy for allocating these funds, called Portugal 2020, has recently 

been designed and aims to support the structural transformation of the 

economy towards export sectors



Improving the business climate to 

boost investment – Labour Costs

 The outlook for labour costs, which account for 19% of the costs of Portuguese 

companies, remains challenging

 The minimum wage has become increasingly binding



OECD recomendations on improving the 

business climate to boost investment

 Strengthen competition in non-tradable sectors through further regulatory 

reform.

 Promote wage bargaining at the firm level, including by abolishing 

administrative extensions of wage agreements.

 Improve the links between researchers in universities and the private sector. 

Consider allowing refunds of R&D tax credits for loss-making firms, or 

extending the carry-forward period.



Raising skills

 Reducing grade repetition and drop out 

 Raising quality and equity in education

 The vocational education and training (VET) system

 Improve labour market signals and incentives to invest in skills



 Reducing grade repetition and drop out 

 early school

leaving rate

 one of the 

highest in Europe 



 Reducing grade repetition and drop out 

Negative impact of Grade 

Repetition

• predictor of additional

repetitions along the 

education system

• exacerbates inequalities

• reduce the country's

performance relative to its

neighbors.

• re-focusing resources on 

primary and pre-primary

education. 

• identifying students at risk

early on and providing them

with individualized support

• introduce mentoring for 

students is more likely to 

succeed

• strengthening teacher

training and exposure to 

best working practices

Recommandations





Recommandations

Raise spending in primary and
pre-primary education

 Because the rate of return on
investment in human capital is
greatest in the early years of
schooling

 Raising quality and equity in education

Analyze

Make an effort in spending on
education.
Education expenditure is above
the OECD average relative to GDP
annual expenditure per student
is among the lowest



• Enhance the attractiveness of the VET system
• Improve its relevance to the needs of the labor market.

• Remains highly fragmented in Portugal.

• Needs a comprehensive evaluation.

• two systems co-exist in parallel.

• Establish a single dual VET system with strong work-based learning in companies.

 VET graduates have better job prospects in countries where these curricula integrate
practical training in business (Germany).

• Portugal could learn from these practices in order to improve its training system.

 The vocational education and training (VET) system

Analyze

Recommandations



 Improve labour market signals and incentives to invest in skillsØ Improve labour market signals and incentives to invest in skills



Portugal's unemployment rate
remains one of the highest in the
OECD area

significant duality in the labor
market between open-ended
contracts vs temporary contracts

 reduces your chances of landing
a permanent contract.

a better level of qualification does
not reduce the risks of taking a
temporary job

one of the highest proportions of
young workers in temporary jobs,

 impact on investment in human
capital and on-the-job training

investing in skills is essential

reforms to mitigate labor
market rigidities in some areas

crucial to narrow the gap
between the two segments of
the labor market in terms of job
protection.

Analyze Recommandations

 Improve labour market signals and incentives to invest in skills



Making growth more sustainable

The challenge will be to reduce costs while contributing to 

environmental progress.

Some numbers about Portugal’s environment :

 60% of electricity production came from renewable sources

 95% of the country's water could be safely consumed

 20% of water consumers are not connected to a wastewater

treatment plant.



OECD’s information :

 the morbidity study found that nearly 3,300 

premature deaths worldwide were attributable to 

outdoor air pollution in 2013. 

 Fuel tax rates for agriculture and fisheries will be

reviewed.

 Portugal is in a position of dependency about 

environment as shown by its low number of 

environmental patents.



Conclusion

 OECD has several recommendations regarding the previous topics which 

include the following:

Inequalities and social benefits 

 Reduce fiscal risks and the amount of doubtful debts inscribed on the balance 

sheet of the banks.

 Restore investment to grow prosperity and ensure competitiveness. Banks will

need to be strengthened, corporate debt reduced, more efficient insolvency

procedures put in place, and the business climate improved.



Conclusion (Continuation)

The outlook is becoming more challenging and vulnerabilities are rising

 Growth prospects will increasingly depend on policies that allow the economy to 
compete succesfully and generate new income opportunities.

 Raising the skills of the labour force will also lift potential growth

 The banking sector remains constrained by weak profitability and a high share
of non-performing loans (NPLs) 

Managing limited fiscal space

 The fiscal stance is broadly neutral in 2016 and 2017

 Higher losses could end up deteriorating public finances

 Aging costs are expected to rise substantially but will remain manageable

 Contingent liabilities are also a concern for the sustainability of public finances



Conclusion (Continuation)

Safeguarding financial stability & Strengthening investment financing

 Solving NPLs rapidly is a key issue for Portugal. It can be done by a more

favourable tax system. An other way is with Specialized asset management 

companies (AMCs)

 Establish well-working insolvency frameworks and investing more recourses

into court capacity to shorten insolvency cases

 Limit the amount of deductible interest expenses so that entreprenuers don´t

have the incentive to extend their loans and provide more financing options for 

start-ups



Conclusion (Continuation)

Improving the business climate to boost investment

 Strengthen competition in non-tradable sectors through further regulatory 

reform. 

 Improve the links between researchers in universities and the private sector. 

Consider allowing refunds of R&D tax credits for loss-making firms, or 

extending the carry-forward period. 

Raising skills

 The challenge for Portugal is to find strategies to engage the low skilled, which 

are much less likely to receive training than the highly qualified young adults. 

Portugal has to define clear labour market performance indicators against 

which to check the success of training programs.


