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By end-2019, Portugal successfully completed the transition to balanced growth, having recorded a fiscal surplus of 
0.2% of GDP (+0.4pp compared to a targeted deficit of 0.2% in the State Budget for 2019). Following a decade of 
accumulating imbalances in the 2000s, an encompassing reform agenda adopted over the years is bearing fruit. 

By 2019-Q4, Portuguese GDP grew for 25 consecutive quarters year-on-year – the longest expansion since joining the 
euro area – at an average pace of 2.2%. Gross fixed capital formation and exports remained as relevant growth 
drivers in 2019, fostering an increasingly open and diversified economy. Sustained private consumption also played 
an important role. 

Current account flows remained broadly balanced, as exports’ sustained performance counteracted the impact of 
accelerating investment on imports. In tandem, increased FDI flows reflected the economy’s competitiveness. 

The private sector’s improved resilience allowed for their increased support of economic activity. 

Public debt declined by 15.2pp over the last five years and sustainability improved significantly, on the back of 
responsible fiscal policy and active debt management, which allowed for a steady decline in financing costs. 

Portugal’s growth foundations have strengthened considerably, but the COVID-19 pandemic represents an adverse 
shock of unprecedented magnitude and geographic reach. Given the extreme uncertainty on how the health situation 
will evolve and on its impacts in the economy, macroeconomic forecasts for Portugal and across the EU are a 
challenging exercise. Positive trends in economic and fiscal developments will be temporarily affected, as policy 
efforts turn to preserving public health, social welfare and the economic structure, notably the corporate sector, 
employment and intangible capital.  

In anticipation of the negative impacts of COVID-19, Portuguese and European authorities stepped up their policy 
response, including unparalleled measures to support liquidity conditions and the ECB’s new Pandemic Emergency 
Purchase Programme, which is already having a positive effect in financing conditions across the euro area. 

 
Economic performance  

 GDP grew by 2.2% in 2019, decelerating slightly from 2018 (2.6%). For the fourth consecutive year, Portugal 
expanded at a stronger pace than the euro area average (1.2% in 2019 in the euro area). Domestic demand 
remained the key growth driver (+2.7pp contribution, compared to +3.1pp in 2018), while the contribution of net 
exports was slightly negative (-0.6pp, compared to -0.4pp in 2018). 

 The labor market dynamics remained solid, allowing for a continued decrease in the unemployment rate to 6.5% 
over 2019, below the 16.2% peak at the height of the crisis. Employment grew for the sixth consecutive year, albeit 
at a slower pace. 

External accounts 

 The current and capital account remains positive since 2012, following a long period of accumulated external 
deficits. As a result, the International Investment Position improved by 26.8pp since the trough in early 2014 to -
100.8% GDP by end-2019. More importantly, the composition of the IIP evolved favorably, as the share of direct 
investment increased substantially, mirrored by a decline in the share of portfolio investment. 

Private sector 

 Private sector deleveraging has been sizable. By September 2019, non-financial corporations’ debt-to-GDP ratio 
reached 130.8%, 9.5pp below euro area average and 48.3 pp below the peak recorded in 2012-Q4. Households’ 
debt, as a percentage of gross disposable income, reached 94.0% in September 2019, in line with euro area average 
(94.9%) and well below the peak recorded in 2009-Q3 (-33.9pp). 

 Banks have strengthened capital levels (CET1 ratio of 13.9% in 2019Q3 for the overall system), while enhancing 
efficiency, balance sheet composition and asset quality. The NPL ratio fell to 7.7% in gross terms in 2019Q3 (3.6% 
net of impairments). Profitability is improving across the system, including Novo Banco’s recurrent business (the 
legacy component still weighs on the consolidated results). 



   

 

Public finances 

 Fiscal discipline remains a priority of the new Portuguese Government. The General Government balance moved 
from a deficit of 11.4% GDP in 2010 to a historic surplus in 2019 (0.2% GDP), on the back of strong primary balances 
and decreasing interest costs. In tandem, debt management continues to target a smoother redemption profile, 
longer maturities and a broader investor base, while exercising an active cash management. 

 Overall, combined efforts paved the way for enhanced debt sustainability and a substantial decrease in Portugal’s 
sovereign yields. Since 2016, debt-to-GDP decreased at an average pace of 4.6pp per year, standing at 117.7% by 
end-2019 (131.5% in 2016). Interest-to-revenues fell to 7% in 2019, while interest-to-GDP decreased to 3%. 

Policy response to COVID-19 

 By end-March, COVID-19 had spread across the globe, with a high incidence in Europe. In Portugal, confirmed cases 
were first reported in early March and amounted to approximately 6,400 by 30 March.  

 Following the WHO’s classification of COVID-19 as a pandemic, Portuguese authorities strengthened their response 
to the outbreak through a package of exceptional temporary measures, which will be reassessed as the situation 
evolves. The Government’s policy action has primarily focused on: 

o Containing the outbreak. The nationwide State of Emergency was enacted on 18 March. Underlying 
conditions entered into force on 22 March, including: an overall duty of self-isolation, temporary 
reinstatement of border controls, temporary closure of selected commercial activities, suspension of on-site 
education (schools and universities closed since 16 March). 

o Increasing the response capacity of the National Health Service. Public expenditure in 2020 State Budget 
already included an increase in the share assigned to the health sector, which can now be allocated to 
increase the response capacity to the outbreak to the extent needed. 

o Supporting the economy. With a central goal of securing jobs and supporting firms, key measures aim at 
improving liquidity in the corporate sector, with an overall estimated support of EUR 9.2 billion, especially 
through: partial delay of tax and social security payments due in the second quarter to the second semester 
(EUR 6.2 billion); and the establishment of multiple State-guaranteed credit lines targeted at sectors more 
impacted by the outbreak (EUR 3 billion). Additional incentives are made available to corporates who 
preserve employment through simplified lay off schemes. In addition, corporates can apply for moratoriums 
on bank credits, providing additional liquidity amounting to approximately EUR 9 billion. 

o Ensuring adequate welfare provision. Social benefits targeting the subsistence level are automatically 
renewed. Sickness benefits and caregiver allowances were enhanced. Households and non-profit 
organizations can apply for moratoriums on bank credits (specific conditions). 

 The Government’s policy is further supported by the coordinated EU response to limit the spread of the virus, ensure 
the provision of medical equipment, promote research for treatment and vaccines and support jobs, businesses and 
the economy. Key actions at EU level include inter alia a EUR 37 billion Coronavirus Response Investment Initiative, 
EIB/EIF liquidity measures for SMEs and enhanced flexibility in State Aid rules and Stability Growth Pact provisions.  

 The Eurosystem has acted swiftly and proportionately to the severity of the current crisis: following an additional 
EUR 120 billion envelope under the APP until December, the ECB launched the Pandemic Emergency Purchase 
Programme – a new EUR 750 billion asset purchase program, with enhanced flexibility for public sector securities 
(capital key, issuer/issuance limits waived). In total, these decisions allow the Eurosystem to buy an additional EUR 
20 billion of Portuguese debt in the market (above average funding needs of the Portuguese Republic for a full year). 
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