Will the tourist flocks keep
landing in Portugal?
by Ben Westmore, Head of Portugal Desk, OECD Economics
Department

Portugal’s export performance has been impressive, sustaining
the economy through years of weak domestic demand in the wake
of the banking and sovereign debt crisis. As discussed in the
2019 OECD Economic Survey of Portugal, part of the improvement
in exports has been due to a sustained expansion of the
tourism industry. Over one-fifth of the growth in exports
between 2009 and 2017 was directly attributable to tourism,
with other closely related sectors such as transportation also
having a strong positive effect (Figure).
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Some signs of diversification in Portugal’s tourism sector
bode well for its durability over the medium-term. Since 2009,
the age profile of tourists in Portugal has gradually
broadened, with the proportion of tourists aged above 64
almost doubling. Tourists are increasingly visiting new parts
of Portugal outside the traditional tourist hubs and the
concentration of the country of origin of visitors has
slightly declined. However, since 2009, there has been a
notable increase in visitors from the United Kingdom, with
British visitors having now overtaken Spaniards as the main
tourists in the country (Figure).

https://doi.org/10.1787/888933911896
One factor cited for the pick-up in
tourist flows to Portugal has been heightened perceptions of
security risk in
competitor markets. Focusing on German tourists in the early
2000s, Ahlfeldt, Franke and Maennig (2015) highlighted
the potential for terrorist activities in a destination
country to prompt
tourists to substitute towards other similar locations they
perceive to be more
safe.

Data on the destination of outbound tourists from the United
Kingdom does signal that recent tourist flows have been
sensitive to terrorist events (Figure). The decline in United
Kingdom tourists between 2010 and 2016 to countries that faced
an increased impact of terrorism such as France, Turkey, Egypt
and Tunisia coincided with a rise in travellers to Portugal
and some other southern European countries such as Spain,
Italy and Greece.
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Given these patterns, the capacity
for a decline or stabilisation in perceived security risk
elsewhere could lead
some of the tourist flows redirected to Portugal to reverse.
One illustrative
example is the recent case of Turkey. There was a notable drop

in tourists from
the United Kingdom to Turkey in 2012 and 2013, coinciding with
a rise in terrorist
activities. However, an appeasement in such activity over the
following few
years was met with a stabilisation of tourist flows in 2014
before visitors increased
by more than 10% in 2015.

Portugal’s recent tourism boom has
been exceptional. However, the uncertainty of the impact of
Brexit on future
flows of UK travellers combined with the potential for
security concerns in
competitor markets to fade, suggests the authorities should
plan for the
possibility that some of the recent tourism boom is unwound.

As

part

of

the

government’s

Tourism

Strategy

2027,

diversification
has been identified as a major priority, which is welcome.
However, the
government should also pursue policy settings that promote the
growth of other
export sectors in the economy outside of tourism. For example,
existing strict
regulations in professional services harm the growth of
exporters that use such
services as intermediary inputs. As do those regulations and
practices that
hold back competition in the ports. In addition, innovation
potential across
export sectors could be better promoted through increasing the
capacity of
intermediary organisations that focus on boosting the

innovation collaboration
of small and medium enterprises with other firms and research
institutions.
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Raising skills holds the key

to higher living standards
and well-being in Portugal
by Sonia Araujo, Country Studies Branch, OECD Economics
Department
For each hour worked Portugal produces about half of the
output produced in the United States. A historic legacy of
very low education attainment is partly to blame for
Portugal’s lower productivity. However, education attainment
remains low even for those who have left the education system
not so long ago. At 65%, the share of young adults (aged 25-34
years old) who have completed upper secondary education is
still the third lowest in the OECD (Figure 1).

Low levels of skills are not only an obstacle to higher
material living standards, but also affect the well-being of
Portugal’s citizens and stand in the way of reducing income
inequality, one of Europe’s highest, as education is often a
pre-requisite for higher job quality and learning
opportunities.

What are the priorities to enhance skills in Portugal?
As discussed in the 2017 OECD Survey of Portugal, the top
priority is to raise the skills of the adult population that
has left the education system but will stay in the labour
market for long. 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. Although this is not a problem unique to Portugal,
other countries have managed to attract more low-skilled
workers into training by raising awareness of existing
training opportunities and by offering opportunities of
recognition of skills acquired beyond formal education.
Another area for further improvement is to define clear labour
market performance indicators against which to check the
success of training programs. Monitoring performance and
policy evaluation is underdeveloped in Portugal and
improvement in these areas would allow focusing resources on
those programmes that really make a difference for labour
market outcomes of low skilled adults.
Second, the education system needs to do more to reduce
Portugal’s early school leaving rate, one of the highest in
Europe (Figure 2), and a major reason behind the low
qualifications of young adults. One of the drivers of early
school leaving is grade repetition, an ingrained practice in
the Portuguese education system to resolve student learning
difficulties. By age 15, around one third of Portuguese
students have repeated a year at least once. International
experience shows that grade repetition is an ineffective way
of supporting underperforming students. In Portugal, grade
repetition is a stronger predictor of additional repetitions
along the education system. It also exacerbates inequalities,
as half of the students coming from disadvantaged backgrounds
are likely to repeat a grade, in stark contrast with the OECD
average of 20%. Finding alternatives to grade repetition and
strengthening learning opportunities of students from

disadvantaged backgrounds is a priority to improve the overall
level of skills. The economic survey of Portugal recommends
re-focusing resources on primary and pre-primary education,
detecting and providing early individualised support of
students at risk, strengthening teacher training and exposure
to best working practices, creating incentives to attract the
most experienced teachers and principals to disadvantaged
schools and taking account of students’ profiles and specific
needs when allocating resources across schools.

Third, the vocational education and training (VET) system
needs a comprehensive evaluation. The VET system has developed
quite fast in the past decade, putting an end to Portugal’s
strong bias towards academically-orientated programmes.
However, two systems co-exist in parallel, and the courses run
by the Ministry of Labour have a stronger dual nature than the
VET courses organised by the Ministry of Education. The
government should unify the different VET systems by
establishing a single dual VET system with strong work-based
learning in companies. VET is also provided by several private
training entities, risking overlaps and inefficiencies in the
use of resources. The capacity to monitor training quality and

labour market outcomes of VET students also needs to be
strengthened. The authorities should regularly compile
performance indicators and use them to streamline the VET
offer and improve training quality.
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Portugal
needs
stronger
investment to maintain growth
and improve living standards
By Jens Arnold, Portugal Desk, OECD Economics Department
Portugal’s economy has successfully recovered from the strong
recession that lasted until 2014. Nonetheless, the economy’s
still low investment, which has declined far more than in
other Euro area countries, remains a source of concern (Figure
1). Since 2012, investment has hardly exceeded the
depreciation of the existing capital stock, meaning that
growth of the productive capital stock has almost stalled.
This is one reason behind the low potential growth of the
Portuguese economy, which the OECD currently puts below 0.5%.
Without stronger investment, growth performance is bound to

decline to such low levels over the next years.

Raising investment also matters for wage and productivity
developments. Low investment limits the growth of labour
productivity, which represents the wage increases that
Portuguese workers can pocket without deteriorating the
competitiveness of their companies.
More investment is also needed to support the substantial
structural change that the Portuguese economy is undergoing.
After many years of credit-fuelled expansion of the nontradable sector, there have been encouraging signs of a
reversal towards tradable sectors in recent years, as
illustrated by the significant increase in exports. But
building on this progress will not be possible without
stronger investment in tradable sectors.
Start-ups and young firms are playing a crucial role in this
restructuring process. A remarkable 16% of goods exports
originated from young exporters in 2014 (Bank of Portugal,
2016). Young firms are also important for productivity: firm
level analysis from a census of Portuguese firms suggests that
new market entrants have stronger productivity growth than
more mature firms, both with respect to labour productivity

and multi-factor productivity (Figure 2). They also create
three times more jobs than other firms, accounting for almost
half the jobs created (Criscuolo et al, 2014).

But for young firms to prosper, it is important that they get
access to finance for their investment needs and that the
overall framework conditions are conducive to their entry and
growth. Indeed, there is some evidence that the rise of new
firms among exporters is losing momentum (Bank of Portugal,
2016). This underlines the need for further improvements in
policies.
For example, cleaning up large amounts of non-performing
legacy loans on the balance sheets of Portuguese banks is
crucial for freeing up funds that stronger firms require to
finance investment. In a recent survey by the European Central
Bank on SME financing, Portuguese respondents had the second
highest incidence of mentioning access to finance as an
obstacle, higher than the EU average. Dealing with nonperforming loans will require much more decisive policy action
than in the past, both with respect to bank supervision and
the development of secondary markets for distressed debt.
Given that a large share of Portugal’s distressed assets are

loans to corporate borrowers, well-working insolvency
frameworks are crucial to restructure companies that are still
viable and to allow a speedy recovery of non-viable companies’
assets before they lose value. Portugal has taken important
steps to overhaul its corporate insolvency and restructuring
framework. However, differences between the rules and their
actual implementation persist.
Access to finance is not the only obstacle to higher
investment. Even where firms could finance an investment
project, they may prefer to hold off because the expected
returns are not sufficiently attractive. Weak demand has been
a drag on investment in recent years. That’s why it is
important to pursue prudent macro-economic policies so as not
to jeopardise the recovery of the economy. But further supplyside measures are also crucial. Structural reforms that reduce
the cost of doing business in Portugal could make more
potential investment projects worthwhile.
Reforms in areas such as regulation, the judicial system,
services sectors including utilities and the labour market
have led to impressive improvements in historical comparison.
However, as discussed in the recently released OECD Economic
Survey of Portugal, the reform momentum has slowed down
visibly since the end of the external assistance programme,
and reform implementation has fallen short of initial
ambitions in several key areas. In some areas, much has
changed, for example in labour markets, although more could be
done. In other areas, such as product market reforms and the
regulation of non-tradable sectors, there is scope for further
progress, particularly with respect to implementation. Some of
Portugal’s rules and institutional features can act as
implicit barriers to firm entry and post-entry growth, and
should be subjected to a critical review in light of the loss
of momentum in the rise of new firms.
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Fiscal policy in the euro
area:
in
the
current
juncture,
don’t
apply
sanctions
By Alvaro Pina, Head of European Union and Euro Area Desk,
Country Studies Branch, OECD Economics Department
Tomorrow the European Commission will assess again the fiscal
situation of Portugal and Spain, and decide whether to
recommend to the Council that the Excessive Deficit Procedure
be stepped up for those countries, exposing them to various
sanctions. This momentous decision can have major consequences
for the countries concerned, but also wider implications. It
sets a landmark in the application of the Stability and Growth
Pact rules, and therefore begs the question of how best those

rules should be applied, especially in the current juncture of
weak growth in Europe. In turn, this question hinges on what
fiscal policies should do to support the recovery more. The
recent OECD Survey of the Euro Area provides analysis on what
should be done.
Growth has picked up gradually over the past two years, but
demand is still weak and unemployment remains very high in
several countries, including Portugal and Spain. In the euro
area as a whole, support to the recovery has essentially come
from monetary policy, with little or no fiscal help. After
three years (2011-13) of strong and widespread fiscal
consolidation, fiscal policy has turned broadly neutral
(Figure 1), but it needs to go further in supporting demand as
monetary policy alone cannot do everything. Budget support
should mainly come from countries with fiscal space. Those
without, like Portugal and Spain, should nonetheless avoid a
return to austerity.

To maximise growth impacts and make them lasting, budget
support should be targeted. Post-crisis consolidation often
led to increases in labour taxes and large reductions in
public investment (Figure 2), making public finances less
growth-friendly. Policy levers to improve the composition and

efficiency of public spending and taxes remain largely at
national level, and progress on this front across the euro
area has been insufficient. But European sanctions could make
matters worse. For instance, they would likely imply a
suspension (even if only temporary) of structural funds to the
countries concerned, putting further downward pressure on
public investment.

In the current juncture, sanctions would be an economic
mistake. In the absence of temporary fiscal expansion by
countries with enough space, sanctions will somewhat tilt the
euro area fiscal stance towards austerity, the opposite of
what is needed. Further, they risk inducing further cuts to
investment, thus hampering potential growth. Not to mention
rekindling political tensions and animosities, again the
opposite of what is needed. In a word: don’t.
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