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IRC) and tax on vehicles (IUC). As 
it can be observed, the amount 
of revenues expected by the 
Portuguese municipalities has 
been constantly overestimated 
during the last years, contribut-
ing to the accumulation of budget 
imbalances (graphic are present-
ed in page 8).

On the expenditures side, 
personnel costs and purchases 
of goods and services absorb 
more than 80% of current ex-
penditures. On the aggregate, 
Portuguese municipalities have 
been running negative primary 
budget balances over the last 
7 years. The indebtedness of 
Portuguese municipalities has 
been below the upper bound es-
tablished by the Local Finance 
Law. To emphasize the feature 
of political business cycles, we 
may observe a peak both in bud-
get deficit and debt level in 2009, 
which coincides with three elec-
tions (European Parliament, gen-
eral and local).

CASE STUDIES
This section focuses on recent re-
search on the role of Portuguese 
municipalities in three differ-
ent fields: 1.municipal institu-
tions and taxation; 2.municipal 

fficiency and equity 
arguments have been 
supporting the exis-
tence of local govern-
ments. Since some 

public goods only serve those 
who live within a defined geo-
graphic area, decisions at the 
central level about the local level 
of provision might suffer from 
political pressures, implying in-
equality between communities. 
Moreover, deciding at the local 
level can take into account more 
precise information about local 
preferences, leading to more ef-
ficient decisions.

Last September, Portuguese 
electors had the opportunity to 
choose their local representatives 
for the next 4 years. These elec-
tions were particularly important 
as they marked the end of very 
long mayors’ terms, as well as 
they were the first local elections 
during the adjustment period im-
plied by the MoU’s signature.

One of the sectors also covered 
by the MoU is the reform of lo-
cal governments. MoU followed 
three vectors of action: 1.reduc-
tion in the management posi-
tions, in pair with the reduction 
of public sector size; 2.re-map-
ping of Portuguese municipalities 

and parishes, with the purpose 
of achieving gains of scale; 3.re-
definition of functions between 
the central and the local gov-
ernment, so that overlapping re-
sponsibilities are eliminated and 
useful resources are not wasted.

The table below assesses the 
compliance with the measures 
defined within these vectors.

All these measures intend to 
turn local governments more ef-
ficient. However, given the pos-
sibility of being bailed out by the 
central government, Portuguese 
municipalities face a soft bud-
get constraint. Since the risk of 
bankruptcy is not a real threat, 
they have low incentives to pur-
sue that efficient behavior. 

In this framework, it is impor-
tant to give an overview about the 
financial situation of Portuguese 
municipalities. Focusing first 
on the revenues sources, these 
ones consist essentially in local 
taxes, transfers from the cen-
tral and regional governments, 
and transfers from the EU. The 
sources of own revenues mainly 
include a 5% share of state per-
sonal income tax (IRS) and mu-
nicipal taxes such as on property 
(IMI and IMT), surcharge on state 
corporate income tax (Derrama de 

MACRO SNAPSHOT: BRIEF DISCUSSION 
ON PORTUGUESE MUNICIPALITIES

E

TIME FRAME MEASURES AND COMPLIANCE

4th quarter 

of 2011

(3rd Review)

• Submit law to Parliament to reduce management positions and administrative units in local administration. Observed. 

• Identify inefficiencies and duplications between the central, local and locally based central administration. 

Not observed: new deadlines were set for the study (3rd quarter of 2012) and the subsequent reforms (4th quarter of 2012).

2nd quarter 

of 2012

(5th Review)

• Municipalities present plan to reduce management positions and administrative units by at least 15% by the end of 2012. 

Observed: Law No. 49/2012 defines the criteria to reduce the number of management positions in local entities.

3rd quarter 

of 2012

(6th Review)

• Reorganize and reduce significantly the number of local authorities, to come into effect by the beginning of the next local elec-

tion cycle. On-going (but only parishes until now). 

• Carry out a study to identify inefficiencies between central, local and locally based central administration services. On-going.

4th quarter 

of 2012

(7th Review)

• Reform the existing framework of central, local and locally based administration services. Not observed: the reform was de-

layed – an assessment will be provided by the end of 2013 to identify potential duplications of competence and other inefficien-

cies between the central administration and local administration.

4th quarter 

of 2013

(11th Review)

• Identify inefficiencies and duplications between the central, local and locally based central administration (elimination is not 

mentioned). 
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institutions and entrepreneur-
ship; 3.intergovernmental fiscal 
transfers. With these topics we 
intend to give a broad view on 
the economic importance of the 
Portuguese local governments.

MUNICIPAL INSTITUTIONS 
AND TAXATION
In the underway project “Local 
governance and political  out-
comes”, Susana Peralta, Marta 
Lopes and Catarina Alvarez have 
been developing research on the 
interaction between municipali-
ties in what concerns tax policy. 
According to the authors, stra-
tegic interaction occurs when 
a certain municipality takes a 
tax change and then the neigh-
bor municipalities react. In this 
project, they have been focus-
ing on the share of the IRC that 
finances the municipality, known 
as Derrama, and on the tax over 
the real estate (IMI). 

Starting this analysis by IMI, 
the authors exploited a panel data 
set consisting of 278 Portuguese 
municipalities (in Mainland 
Portugal) over 2003 to 2011 in or-
der to investigate whether there 
is strategic interaction in tax 
setting decisions, and how this 
strategic interaction is affected 
by political competition. The 
authors’ key hypothesis is that 
in municipalities where politi-
cal competition is low, strategic 
interaction in tax setting deci-
sions is also reduced. The chosen 
variable to measure low political 
competition was the mayor’s se-
niority. In other words, a mayor 
in office for more than two terms 
is not so concerned about elec-
tion outcomes and, therefore, 
his tax setting decisions are not 
so much affected by those of his 
neighbors. 

In the underlying empirical 
model, property tax rates are as-
sumed to be based on a series of 
local characteristics, as well as 
on the tax rates of the neighbor-
ing jurisdictions. Hence, each of 
the two urban property tax rates 
– IMI and CIMI – are explained 
by the following variables: 

1.structural characteristics of 
the municipality (population); 
2.socio-demographic character-
istics of the resident population 
(percentage of children, percent-
age of elderly people and rate of 
unemployment); 3.fiscal vari-
ables: (consumption of electric 
energy per inhabitant, as a proxy 
for per capita disposable income, 
and total grants from central 
government per inhabitant); 
4.political variables (election year 
dummy to control for the elec-
toral opportunistic behavior of 
the incumbent, a political control 
dummy to capture the system-
atic differences between left and 
right mayors and a confidence of 
re-election dummy on the share 
of the votes got by the incumbent 
in the previous election). 

In a first stage, the empirical 
study analyses whether there is 
strategic interaction in the prop-
erty tax setting among neighbor-
ing jurisdictions by including the 
neighbors’ tax rates as an explan-
atory variable in the model. It was 
found that the coefficient of this 
variable is always positive and 
statistically significant, implying 
a positive correlation between 
tax rates among municipalities 
and, therefore, supporting em-
pirically the existence of strate-
gic interaction. Furthermore, the 
authors also found that all politi-
cal variables affect significantly 
the property tax decision: the 
election dummy presents a nega-
tive coefficient and both the left 
and re-election dummies pres-
ent positive coefficients. These 
results give us an important em-
pirical support for the effect of 
political characteristics on the 
property tax setting decision, as 
well as a hint that strategic inter-
action could also be affected by 
political competition. 

While IMI is a tax rate that 
particularly affects households, 
Derrama is a local tax designed 
to firms. It was implemented in 
1979 and currently cannot ex-
ceed 1.5% of the taxable profits 
of the establishment (which may 
be or not the headquarter of the 

company). Although 1.5% might 
seem a small contribution, it 
still represents one additional 
expense to firms. Therefore, this 
tax is not disregarded when it 
comes to choose the place to start 
a new establishment. This fact 
opens the possibility for strategic 
interactions in tax setting, mean-
ing that a particular municipality 
might lower its Derrama in order 
to attract new investment. To test 
this hypothesis, the authors have 
used spatial autocorrelation tests 
based on the distance between 
municipalities. They found evi-
dence of tax competition on the 
Derrama setting between 2000 
and 2012. The only exception was 
2006, probably due to the change 
in Local Finance Law (2007).

Following the existent lit-
erature, the authors decided 
to study the relation between 
Derrama and flows of establish-
ments. To do that, they used the 
Derrama taxes officially published 
in Portal das Finanças and the data 
set of Quadros de Pessoal on firms. 
Although only a small percentage 
of municipalities change the tax 
from year to year (around 8%), 
panel data fixed effects analysis 
show that transfers of establish-
ments across municipalities have 
a negative impact on the Derrama 
setting. On the other hand, the 
creation and extinction of estab-
lishments has a positive impact. 
These results were obtained con-
trolling for other variables that 
may influence this outcome such 
as socio-demographic indicators, 
a measure for political competi-
tion and other income variables.  

(...)political variables 
affect significantly 
the property tax 

decision (...)

“
”
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creation.

INTERGOVERNMENTAL FISCAL 
TRANSFERS
In this subsection we intend to of-
fer additional empirical evidence 
regarding political business 
cycles and electoral competition 
issues for the Portuguese local 
governments. To do so, we have 
chosen two papers focused on the 
so called “pork barrel politics”.

Veiga and Veiga (2013) studied 
the increases in intergovernmen-
tal fiscal transfers and associ-
ated vote changes in Portuguese 
general elections. Their empirical 
study is motivated by the hypoth-
esis that governments take their 
own interests into account when 
allocating financial resources to 
lower levels of government. This 
question is important because the 
strategic use of grants to enhance 
re-election probabilities (“pork 
barrel”) imposes serious losses 
in social welfare, contributing to 
excessive government spending 
and also to generate inequalities. 
The authors conclude that inter-
governmental grants increase in 
general election years in order 
to secure added votes. Moreover, 
the central government targets 
municipalities where its pros-
pects of re-election are more in 
doubt. Therefore, the paper pro-
duces clear policy implications 
supporting more decentraliza-
tion. Indeed, a higher financial 

opposite, the interior has a level 
of entrepreneurship incompara-
bly lower. This may be due to the 
population asymmetric distribu-
tion in the country. Nevertheless, 
Arouca wanted to understand if 
after controlling for this effect 
and for other endogenous region-
al characteristics there was room 
for political local initiative that 
promote new economic activity. 

Particularly, the author consid-
ered that on the perspective of 
the entrepreneur five municipal 
vectors might influence the in-
vestment decision: 1.infrastruc-
tural planning, emphasizing 
the investment done by many 
municipalities over the years in 
the development of industrial 
parks; 2.part of the European 
funds allocated to municipalities 
were used in the fields of human 
capital, innovation and entrepre-
neurship, being potential drivers 
to attract new firms; 3.licens-
ing and regulatory framework, 
which gives a perspective about 
the bureaucratic burden that 
the municipality put on the side 
of the firm; 4.financial perfor-
mance, measuring the efficiency 
in allocating municipal financial 
resources; 5.political preferences, 
particularly in which way left or 
right wing parties differ in what 
comes to the attraction of new 
investments. 

From his estimation the author 
concluded that both financial 
performance and industrial plan-
ning are two institutional mu-
nicipal factors that reveal to be 
significant to explain firm cre-
ation. However, as expected, 
they have opposite signs, mean-
ing that an increase in per capita 
expenditures in personnel leads 
to a negative impact over the 
level of firm creation, while each 
additional hectare of an indus-
trial area positively contributes 
to entrepreneurship. Regarding 
European funding, it seems to 
have a puzzling impact, since in 
the analysis their significance 
depends on the funds considered. 
In what concerns political prefer-
ences, they do not explain firm 

MUNICIPAL INSTITUTIONS
AND ENTREPRENEURSHIP
More than simply characterise 
the role of the local governments 
in collecting taxes and how their 
expenditures are structured, 
municipalities must be studied 
in its importance to promote and 
help the firm creation. This role 
of the Portuguese municipalities 
is particularly relevant given the 
Portuguese political architecture, 
where the absence of an interme-
diate regional power, puts over 
the local governments an impor-
tant responsibility in creating the 
conditions for the attraction of 
investment.

That was the purpose of the 
Arouca’s research (2013) en-
titled “Institutions and Firm 
Formation: an Empirical Analysis 
of Portuguese Municipalities”. 
In his work, Arouca intended to 
study in which way the institu-
tional determinants at the local 
level might influence the genera-
tion of new firms and with that 
foster economic activity.

The author started his reason-
ing denoting that the country 
presents a huge heterogeneity in 
terms of firm creation, showing 
that great part of the new firms 
are created close to the western 
part of the country around the 
great urban centres: Lisbon and 
Porto as well as in the centre 
around the Leiria region. By the 

   (...) greater per capita 
expenditures in person-
nel leads to a negative 
impact over the level 

of firm creation, while 
each additional hectare 

of an industrial area 
positively contributes 
to entrepreneurship.

“

”

   (...) transfers 
of establishments 

across municipalities 
have a negative impact 

on the Derrama 
setting (...) the creation 

and extinction 
of establishments has a 

positive impact.

“

”
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CONCLUSION: FINAL REMARKS
In this macro snapshot, we in-
tended to show the importance 
of the local decision level to the 
Portuguese economy. The role 
of municipalities is not confined 
to the mere provision of local 
public goods. Indeed, local gov-
ernments have a word in deter-
mining investment decisions and 
firm mobility across the country. 
With this article, we meant to 
provide a comprehensive as-
sessment on their positive and 
negative aspects, signalling pos-
sible mechanisms to soften the 
identified imperfections. We con-
sider crucial the importance of a 
healthy financial performance of 
municipalities, particularly the 
need for higher financial inde-
pendence to avoid political lewd-
ness between central and local 
governments. Finally, a wiser 
application of EU funds becomes 
critical when Portugal is about to 
receive the new structural funds 
for the period 2014-2020.  In one 
sentence, while evaluating the 
experience of local governance 
in Portugal, Silva (2008) considers 
that Portuguese municipalities 
are facing different times, with 
corresponding new challenges, 
having now the opportunity to 
“aspire to move from quantity to 
quality, production to manage-
ment, information asymmetry to 
transparency and accountability, 
monopoly to competition, growth 
to sustainability and bureaucracy 
to simplicity”. 

independence of Portuguese mu-
nicipalities would deter the use of 
intergovernmental transfers as a 
political tool to win elections. 

In Arouca (2013), EU funds do 
not exert a statistically signifi-
cant impact over municipal firm 
formation. Despite his surprise, 
the author states that “one cannot 
expect sheer misapplication [of 
funds] to explain those results”. 
The access to EU funds enlarged 
municipalities’ resources, allow-
ing for an improvement of local 
infrastructures and contributing 
to a significant increase in their 
attributions as providers of local 
public goods. Since EU funds are 
negotiated by the central govern-
ment and then distributed across 
municipalities, it is possible that 
political influences might affect 
the proper redistribution of such 
funds. Veiga (2012) examined the 
determinants of the assignment 
of EU funds to Portuguese mu-
nicipalities. The author found ev-
idence supporting the hypothesis 
of tactical redistribution of funds. 
Moreover, the assignment of EU 
funds is skewed towards munici-
palities with more competitive 
races and where the parties in 
central government have stron-
ger political support. Therefore, 
the findings of Veiga help to ex-
plain the conclusions of Arouca, 
reinforcing the seriousness of 
this issue. Indeed, considering 
the importance of EU funds to 
Portuguese municipalities, more 
transparency in the distribu-
tion process would be desirable. 
Transparency would prevent lob-
bying and rent-seeking activities 
with re-election purposes.

   (...) Portuguese 
municipalities “aspire 
to move from quantity 
to quality, production 

to management, 
information asymme-

try to transparency and 
accountability, mo-

nopoly to competition, 
growth to sustainabil-
ity and bureaucracy to 

simplicity”.

“

”

   (...) intergovernmen-
tal grants increase in 
general election years 
in order to secure add-

ed votes.

“
”
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ONGOING IN THE MoU

Area Field Measures until now Approved        
Legislation

Banking 
System

Maintaining liquidity in 
the banking sector

Issuance of government guaranteed bank bonds; strengthening of 
banks’ collateral buffers; encouraging banks to take full advantage 

of the broadening of the range of eligible collateral for the purpose of 
Eurosystem refinancing; launch of platform for interbank unsecured 

and secured lending.

N/A

Health 
Care 

System

Hospital and Primary 
Care Services

The number of USFs has increased since the first quarter of 2011, 
although at a slow pace. The most recent data points to 344 active 
USFs and 83 additional applications. Regarding moderating fees – 

which, indirectly, affect the considered KPI -, the categories exempted 
were reduced, automatic indexation to inflation was introduced, the 
number of services covered was increased, and the overall fees were 

raised.

DL 113/2011

Labour 
Market

Wage Setting and Com-
petitiveness

Labour Market’s KPI is not directly monitoring a specific measure 
of the MoU. Still it is contextualized under the “wage setting and 

competitiveness” section where one of the main goals is to improve 
Portuguese firms’ competitiveness by, among other factors, decreasing 

the hourly earnings.

N/A

Housing 
Market

Dynamics of the Rental  
Market

At the present moment the MoU does not predict any other deadline 
to reform the Portuguese housing market. Because of this reason, the 
KPI presented in this Equilibria does not monitor a particular measure 
of the memorandum, but intends to evaluate the recent reform of the 

urban lease act.

Law 31/2012

Judicial 
System

Court Backlog 

Reforms of the judicial system continue to advance according to the 
agreed schedule. Progress has been achieved on the reduction of the 
number of backlog cases, creating a task force for quarterly monitor-
ing, geographical reorganization of the court districts, and the reform 

of the Code of Civil Procedure.

N/A

Education 
System

Vocational Education

The original MoU proposed the creation of a plan that could “ensure 
the quality, attractiveness and labour market relevance of vocational 

education through partnerships with companies. The plan has not 
been presented yet.

N/A

Ongoing in the MoU
In the next table we sum up what is ongoing in the MoU, in specific fields. The main idea is for the reader 

to connect each of the lines with the Key Performance Indicators presented in the next section. The first two 
columns identify the area and the field, within it, that is being study. The following two point out the mea-
sures that were already observed, with the respective approved legislation. Finally, the two last columns 
indicate which measures are still to accomplish, as well as the future commitments presented in the last 
(8/9th) version of the MoU.

NOTE The Relative Prices’ KPI has no respective line in this table once the KPI is not directly monitoring a specific part of the MoU but analyzing the 
impact of measures taken in various different areas on the reallocation of resources towards the tradable sector.
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the Eurosystem deposits growth 
has substituted the declining 
deposits of external monetary 
institutions. Finally, households’ 
deposits have also stabilized to-
tal deposits’ shrinkage as it has 
grown steadily in the last years. 
Between mid-2011 and mid-2013 
this component evolved from a 
share of 30% to one of 37%. This 
constitutes good news as, on the 
one hand, Portuguese families 
kept trusting their banking sys-
tem –  a fundamental aspect for 
a healthy banking business envi-
ronment – during the demanding 
adjustment period so far and, on 
the other hand, there are not so 
fewer resources to be lend out to 
the economy as one could think.

In the end, there is still a press-
ing need to end the decline in 
overall deposits. The Portuguese 
banking system must capture 
more deposits, namely outside of 
Portugal, to end its growing de-
pendency of Eurosystem funds. 
Nevertheless we also recognize 
that this depends on the capac-
ity of Portuguese banks to rebuild 
their international reputation as 
safe monetary institutions.

Deposits account for more than 
half of the liabilities of any stan-
dard bank. Since the beginning 
of the MoU total deposits in the 
Portuguese banking system has 
been declining. Between June 
2011 and August 2013 it fell ap-
proximately 14,4% from €416 Bn 
to €356 Bn. This shrinking behav-
ior of total deposits is worrisome. 
This means fewer resources to be 
handed out to the economy in the 
form of banking loans. 

To assess which components 
have driven the aggregate bulk 
of deposits down the NEC’s 
Banking System Group has devel-
oped another KPI, “Share of Total 
Deposits by Type and Origin of 
Depositors”, which intends at 
capturing the contribution of 
each particular component of 
deposits to the aggregate shrink-
age. From the graph we can see 
that out of the eight considered 
components three take especial 
importance for their dimension 
relative to total: total households 
deposits, total external monetary 
financial institutions deposits 
and Eurosystem deposits. 

First, the main contributor to 
the overall deposits’ shrinkage, 

since the onset of the financial 
crisis, has been external mon-
etary institutions (foreign 
banks and related institutions). 
Foreign banks have been tak-
ing out their deposits from the 
Portuguese banking system to 
avoid a perceived riskier bank-
ing system. One must bear in 
mind the continued downgrad-
ing of Portuguese banks by in-
ternational rating houses since 
then which has built global fi-
nancial markets’ distrust toward 
Portuguese banks. Secondly, the 
troika’s intervention has not re-
verted the previous fact, at least 
directly, as the share of external 
monetary institutions’ depos-
its has decreased between mid-
2011 up to now from 24% to 16% 
of total deposits. Indirectly, one 
of the troika´s elements (ECB) 
has contributed to the stabiliza-
tion of aggregate deposits in the 
Portuguese banking system by 
providing liquidity. This can be 
seen in the non-negligible share 
of deposits due to this nature – 
14% of total deposits by August 
2013 when it was residual by 
mid-2008, and 10% by the begin-
ning of the MoU. In some extent 

BANKING SYSTEM

Liquidity of the Portuguese Banks

SHARE OF TOTAL DEPOSITS BY TYPE AND ORIGIN OF DEPOSITS
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Objective 

Measure the degree of 
diversification in the 
deposit base of banks 

Variables 

Deposits of domestic MFIs, 
other financial institutions, 
private Individuals, 
domestic non-financial 
corporations, general and 
central government, 
external non-monetary 
sector, external MFIs, 
Eurosystem.  

Interpretation 

Understanding the degree 
of dependence on official 
sector financing. A higher 
degree of dependence on 
the Eurosystem financing 
is not desirable as banks 
should be able to use 
private sources of 
financing. In addition, 
Eurosystem financing is 
not supposed to be a 
permanent source of 
financing and banks 
cannot rely on it to fund 
their financing gap.  

Last Update October 2013 
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reduction in both indicators, but, 
still, for the reallocation to be ef-
fective, the decrease in hospital 
consultations should be higher.

Nevertheless, the data avail-
able does not show this expected 
trend. In fact, from 2012 to 2013, 
visits to specialists slightly in-
creased, while the number of 
primary care consultations suf-
fered a small reduction. This is 
perhaps evidence that the set of 
measures taken is not being suc-
cessful in achieving the goals es-
tablished in the Memorandum of 
Understanding.

 1 The Economic Adjustment Programme for 
Portugal, Seventh Review - Winter 2012/2013.
European Economy, Occasional Papers 153.

PRIMARY CARE CONSULTATIONS AND SPECIALIST VISITS

Primary care 2012

Primary care 2013

Specialist 2012

Specialist 2013
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One of the objectives for the 
Portuguese health care system 
stipulated by the Memorandum 
of Understanding is the reorgani-
zation of the health services provi-
sion, and notably the concentration 
and specialization of hospital services 
and the further development of a 
cost-effective primary care service.1 
In order to do so, the Portuguese 
Government has taken several 
measures aimed at reducing un-
necessary visits to specialists 
and improving care coordina-
tion, from which we highlight the 
increase in the number of USFs 
(Unidades de Saúde Familiar), induc-
ing a more even distribution of 
family doctors across the coun-
try; the reallocation of human 
resources from hospital settings 

to primary care settings; and the 
restructuring of the moderat-
ing fees’ model (which came into 
force in January 2012).

A successful execution of the 
program should result in a de-
crease in the number of visits 
to specialists, perhaps com-
pensated by an increase – or, at 
least, a smaller reduction – in the 
number of primary care consul-
tations. The hypothesis is that if 
any new force is influencing the 
demand for health services, then 
we should expect a reduction in 
hospital consultations and an 
increase in primary care ones. 
However, if a new factor is driv-
ing the overall demand down 
(for instance, lower economic 
resources), we could expect a 

HEALTH SYSTEM

Primary Care Consultations 
and Specialist Visits

	  

	  

Topic Primary Care Services; Hospital Services 
Measure unit Number of visits since the beginning of the year 
Source ACSS - Administração Central do Sistema de Saúde, I. P. 
Name in the 
source 

Consulta Externa - Número total de consultas médicas 
Consultas Médicas realizadas nos CSP (exclui SAP) 

Period Start: 2011 M08 – End: 2013 M08 
Reference area Portugal (whole country) 
Last updated 27.10.2013 

Objective 
Monitor the effectiveness of measures taken to reduce unnecessary visits to specialists by reinforcement of primary care 
services. 

Interpretation 
A decrease in the number of visits to specialists could mean that the measures implemented to reduce unnecessary hospitals’ 
consultations are being effective. An increase (or, at least, a smaller reduction) in the number of primary care consultations 
would reinforce this hypothesis, by indicating that the desired reallocation of hospital patients to NHS is being effective. 

Observations  The data used was obtained by adding the individual values for all hospitals reported by ACSS. 
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reduced to 18 in the first 3 years 
of work and to 12 days after that 
period. Reinforcing these cuts, 
the hourly earnings were also af-
fected by the usage of more flex-
ible margins (i.e. the reduction in 
bonuses) and by the recruitment 
of cheaper workers. As pointed 
out by Dias et al (2012)2, 45% of 
the companies in Portugal made 
use of the flexible margins, and 
30% of them recruited new work-
ers at lower wages -aiming at 
cutting the hourly earnings for 
workers. Therefore, although the 
hourly earnings have decreased 
in the last two years that does not 
imply that the reference monthly 
wages were cut. 

TRACKING 
THE COMPETITIVENESS 
IN THE PRIVATE AND 
THE MANUFACTURING 
SECTORS
Although most of the measures 
within the “Wage Setting and 
Competitiveness” section of the 
Labour Market chapter in the 
MoU are focused on wage set-
ting, one of the major concerns 
in the adjustment program is to 
improve the competitiveness of 
the Portuguese labour supply. 
In order to do so, wage agree-
ments will have to consider not 
only the economic situation of 
specific economic sectors but 
also the macroeconomic condi-
tions of Portugal as a whole. To 
track the adjustment of wages, 
we will evaluate the evolution of 
the hourly earnings (calculated 
by OECD) in two specific sectors: 
the private sector, which repre-
sents about 87%1 of the employed 
population in Portugal and the 

manufacturing sector, which 
makes up approximately 15% 
of the private sector, in the first 
quarter of 2013, respectively. The 
original base year in the OECD 
series is 2005, however, we de-
cided to change it to 2002 in order 
to control for the introduction of 
the Euro.

Looking at the graph about the 
private sector, we can see that 
there is a clear positive trend 
across all the countries studied. 
Looking closer to Portugal (green 
line) we can detect a slowdown 
(against the EU trend) since the 
first quarter of 2011 with a sig-
nificant drop in the third quarter 
of 2012. This slowdown period co-
incides with the severance pay-
ments alignment with the EU 
average - one of the goals of the 
MoU. Before the new law (intro-
duced in January 2011 and refined 
in August 2012), the severance 
payments corresponded to 30 
days of work. Currently, these are 

LABOUR MARKET

Hourly Earnings in the Private 
and the manufacturing sectors

 1 Calculus made by the authors based on the 
data for the public sector in DGAEP.
 2 Dias, Daniel; Marques, Carlos and Martins, 
Fernando (2012) “Estratégias de Redução de 
Custos Salariais: Evidência Microeconómica 
com Informação Qualitativa”

Name  Hourly Earnings (Private Sector and Manufacturing) 

Frequency  Quarterly (Q1-Q4) 

Period  Start: 2002-Q1 End: 2013-Q2 

Reference 

Area  

France, Germany, Portugal, Spain and EU-28. 

Objective  Measurement and comparison (across countries) of the hourly earnings based on employees in the 

manufacturing and private sector  

Unit  Index: Base Year 2002 = 100 

Concept 

definition 

Earnings: the sum of the wage rates (reference wages, cost-of-living allowances, and other 

guaranteed and regularly paid allowances) with overtime payments, bonuses and gratuities 

regularly paid, remuneration for time not worked, bonuses and gratuities irregularly paid and 

payments in kind. The values are seasonally adjusted. 

Sources  Organization for Economic Co-operation and Development (OECD) 

Interpretation  On the perspective of the employer, the ones with lower hourly earnings are more competitive in 

the job market.  

Last Update  October 2013 
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competitiveness. However, as 
soon as the Portuguese econo-
my recovers, compensation on 
the hourly earnings due to their 
positive correlation is expected, 
evidenced by various economics’ 
studies.

Focusing now on the manufac-
turing sector the same positive 
trend across all countries can 
be observed. However, the slow-
down (once again, against the EU 
trend) for Portugal starts much 
earlier than in the private sector 
as a whole, namely, in the second 
quarter of 2008. Such a change is 
mainly due to the global crisis, 
which affected the most fragile 

sectors of the economy. On av-
erage, between the first quarter 
of 2007 and the first of 2013, the 
number of insolvencies has in-
creased to 40% per year3.

Taking into account the men-
tioned slowdowns, it is not ex-
pected that the hourly earnings 
will suddenly increase soon, 
especially because of the MoU’s 
goal to increase labour supply 

3 Calculus made by the authors based on the 
data from Destaque Estatístico Trimestral, 
Julho de 2013, Direcção-Geral da Política de 
Justiça.
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From both the distributional 
information provided we can re-
alize that the adjustment in the 
Portuguese rental housing mar-
ket existed, however its mag-
nitude seems to be very poor. 
A benign approach could say 
that the update of the old rents 
is not observable since it was 
made before January. This view 
should not be too reasonable 
since the law became effective 
on November the 12th. We can 
point another reason that can be 
behind this slow movement of 
the market, which is related to 
the asking for documents to the 
fiscal authorities. Many of these 
old rent contracts are in hands of 
tenants who predictably fit in the 
ceilings determined in the law, 
due to their economic and social 
needs. But to claim that clause 
of the law the tenants had to ask 
for evidence on their annually 
income. This procedure revealed 
to take longer than expected, 
which consequently lead to the 
postponement of the negotiation 
process between the tenant and 
the landlord and with that the 
non-update of the rent value. If 
this is the case it is of great inter-
est to observe the movements of 
the data in the second part of the 
year, and with that have a better 
perspective on the results of the 
new law.

Since November 2012 the new 
housing market urban lease is in 
place. Almost one year later it is 
time to measure the first results 
of a reform whose one of the 
main intentions was to break the 
freezing in the values of many 
contracts registered before 1990. 
In order to fulfill this goal it was 
put in place a negotiation mecha-
nism between the tenant and the 
landlord to update the rent. This 
was not a totally unregulated ne-
gotiation since rent ceilings were 
set to account for the age and the 
annually income of the tenant.

To accommodate these chang-
es, at the beginning of 2013 the 
Portuguese statistics bureau has 
redesigned the inquiry to the 
rental market. These changes in-
tended to absorb the evidence ob-
served in the Census 2011 which 
lead to a substantial increase in 
the dimension of the sample used 
(around 50%). 

The data collected by INE is 
a valuable source to infer about 
the evolution of the rents in the 
Portuguese market. To do this 
analysis we have used informa-
tion regarding two moments in 
time, January 2013 and July 2013, 
corresponding to an overall sam-
ple of 3109 dwellings. From this 
total universe we have focused 
our analysis in those observa-
tions which correspond to old 

contracts, meaning those signed 
before 1990, and to those con-
tracts which are not labeled as 
social rents. This filtering was 
performed since many of this 
social rents are dwellings con-
structed and administered by 
municipalities to provide hous-
ing to the most needy, being so 
contracts that are not truly fixed 
by any market mechanism. So, 
we were reduced to 813 observa-
tions, around 26% of the sample, 
being these ones mainly distrib-
uted between Lisbon (25.83%), 
Porto (11.69%), Setúbal (11.07) 
and surprisingly Madeira Island 
(12.05%).

Since we have data from the 
two biannual extremes, January 
and July, which essentially cor-
responds to the first six months 
of the new law, we wanted to 
understand how the market old 
contracts have evolved during 
this period. A quartile and dis-
tributional approach was taken, 
whose results can be observed 
below:

HOUSING MARKET

New Inquiry to the Rental 
Housing Market: old contract rents

DISTRIBUTION RENTAL VALUE 
BY SQUARE METER*

January 
2013

July      
2013

1st quartile 0.43 0.46

Median 0.84 0.89

3rd quartile 1.55 1.67

99% 6.85 6.89

RENTAL VALUE BY SQUARE METER

0
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.6
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x

Distribution rents January 2013 Distribution rents July 2013

Distribution rents 
January 2013

Distribution rents 
July 2013

Name  New Inquiry to the rental housing market: old contract rents 

Frequency  Biannual (1st semester 2013) 

Period  Start: 2013-M1 End: 2013-M7 

Reference Area  Non-social contracts in Portugal (all territory) 

Objective  Observe if the monthly rents correspondent to contracts signed  

before 1990 were updated during the first 8 months  

of the new rental housing law.  

Unit  Rent per square meter *(value below 8 euros per square meter) 

Formula Rent per square meter= !"#$!!"  !"#$  (!"  €)
!"#!  !"  !!!  !"#$$%&'

 

Sources  Inquiry to the rental housing market, INE.  

Interpretation  If it is observed a significant change in the monthly rents of old contracts,  

that would mean that one of the main goals of the new rental housing law  

is being fulfilled. 

Last Update  November 2013 
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to the T sector, enhancing its 
competitiveness and exporting 
more (both in quantity and quali-
ty). Although there are some posi-
tive contributions to this change, 
such as the decline in production 
relative prices of NT over T and 
the decrease in unit labour costs, 
the gross value added for T is 
approximately at the same level 
as it was 6 years ago. Moreover, 
it is also not possible to say that 
employment has been increas-
ing in the T sector. A plausible 
explanation lies in the negative 
outlook for Europe, which might 
be slowing down the employment 
adjustment through the decelera-
tion of intra-EU exports.     

RESOURCE REALLOCATION
The existing literature shows 
that, since the early 1990s, the 
Portuguese economy has pre-
sented a larger move towards 
the nontradable (NT) sector 
than its European counterparts. 
According to Alexandre and 
Bação (2012)1, until 1995, this 
shift was done at the expense of 
agriculture and, from then on, 
at the expense of the industry 
sector.

One of the goals established by 
the Memorandum of Understanding 
is precisely the reallocation of re-
sources to the tradable (T) sector. 
As a complement to the study of 
the evolution of producer prices – 
which we have presented in the 
last Equilibria –, it is also impor-
tant to observe the reallocation 
of resources (labour and capital), 
desirably to the T sector.

In the graph below our focus 
will be on labour. There we can 

see if there has been any reallo-
cation of this factor towards the 
production of T in comparison 
to the NT sector. The first con-
clusion is that employment has 
been diminishing in both sectors 
since the first quarter of 2008. In 
the beginning of 2012, there was 
some evidence that the relative 
employment of T over NT was 
increasing. However, that move-
ment was not sustained in sub-
sequent quarters. Additionally, in 
the beginning of 2013, there was 
a large reduction of employment 
in the T sector (-3.5%) in compari-
son with the last quarter of 2012. 
Since this variation was -1.2% 
for the NT sector, the relative 
employment of T over NT has 
decreased.

These are not good news for the 
Portuguese economic adjustment. 
Indeed, the Portuguese economy 
is expected to structurally shift 

RELATIVE PRICES

Employment in Tradable 
and Nontradable Sectors

EMPLOYMENT IN TRADABLE AND NONTRADABLE SECTORS

Relative 
Employment 
(T/NT) (lhs)

Index 
Employment 
T (rhs)

Index 
Employment 
NT (rhs)

1 “Portugal before and after the European 
Union: Facts on Nontradables”. NIPE Working 
Paper 15/2012, University of Minho, Portugal.

!!

!
!

Name Employment in Tradable and Nontradable Sectors 
Period Start: 1st Quarter of 2008; End: 1st Quarter of 2013 
Unit Percentages (lhs) and Index Numbers (rhs) 

Objective Analyse the evolution of employment in the tradable sector in relation to the nontradable one. 

Formulas 
Share of employment in T / Total Employment;  
Employment in T / Employment in T2008 Q1;  
Employment in NT / Employment in T2008 Q1 

Source Statistics of Portugal (Instituto Nacional de Estatística) 

Interpretation 
If more labour is reallocated to one sector, then the index (rhs) is expected to grow. Desirably, we would like to observe a sustained 
increase in the relative employment of T over NT (lhs). 

Last update July 2013 
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One of the main problems in 
Portugal is the lack of efficiency 
of the Judicial System. An ef-
ficient Judicial System is seen 
as fundamental to support sus-
tained economic growth and to 
attract foreign direct investment. 
To correct this problem the IMF 
presented some reforms, when 
the Portuguese bailout happened.

With the objective of measur-
ing the capability of a given unit 
(court, judicial district or coun-
try) of terminating all the initi-
ated proceedings within a year 
we created the clearance ratio.

The clearance ratio is com-
puted by dividing the terminat-
ed proceedings by the initiated 

proceedings within a year in a 
given unit. This will allow us to 
see if a unit has the capability of 
satisfying all the demand for this 
unit within a year, or if it will ac-
cumulate more pending proceed-
ings as it is not able to termite 
all the initiated proceedings. 
Moreover if the clearance ratio is 
above one it means that the unit 
was not only able of terminat-
ing all the initiated proceedings 
within a year, as it was also capa-
ble on solving some pending pro-
ceedings from the previous year.

In the graph bellow we are 
able to see that in the last twenty 
years, only in 1994 and from 2006 
to 2008 the Portuguese Judicial 

System was capable of solving 
more proceedings than the ones 
initiated in a given year. This 
means that year after year the 
number of pending proceedings 
has been growing (668673 pend-
ing proceedings in 1992 against 
1728345 in 2012). Even though it is 
worth noticing that from 2009 to 
2012 the ratio has been growing 
(from 89% to 97%) which could be 
the beginning of a positive trend. 
Though, it is still too early to es-
tablish a relation between the 
reforms done in the Portuguese 
Judicial System and the improve-
ment on the results in the last 
years.

JUSTICE SYSTEM

Efficiency of the Judicial System

CLEARANCE RATIO

$

$

Name Clearance Ratio 
Frequency Annual 
Period Start: 1992 End: 2012 
Reference Area Portugal 
Unit Percentage 
Objective Measure the ability of a given measurement unit (court, judicial district, country) to handle the number 

of proceedings initiated along one year for a given number of pending proceedings.  
 

Formula (e.g.) 
 

��������� ������� = ���������� �������������/I�������� �������������  

 
Source Pordata and Author’s Calculations 
Interpretation The lower the clearance ratio the lower the ability of a certain measurement unit to handle the 

proceedings initiated along a given year.  
 

Last update October 2013 
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Portugal has a poorly qualified 
labor force when compared to oth-
er countries. Both the structure 
and contents of the Portuguese 
education system have been re-
currently revised and adjusted 
to tackle the challenges posed by 
educational underachievement. 

In the last decades, the efforts 
of the Portuguese Governments 
went towards the inclusion of 
different options and paths in 
the education system. Labor mar-
ket oriented tracks are, on the 
one hand, intended to soften the 
transition between school and 
the labor market, and, on the oth-
er hand, aimed at fighting school 
dropouts and enhancing the 
qualifications of the Portuguese 
labor force in the short run.

The two milestones regarding 
vocational education in Portugal 
were the creation of vocational 
schools in 1989 (seen as the re-
nascence of vocational education 
nearly absent since 1975) and the 
inclusion of vocational courses in 
public high-schools in 2004.

These two events are easily 
identified in the figure below. The 
number of students in labor mar-
ket oriented tracks rose sharply 
after 1989 and within a few years 
they represented about 20% of the 

total of students enrolled in upper 
secondary education (10th to 12th 
grade). By 2004, the enrollment 
in these tracks expanded further, 
and public schools enhanced 
their relative importance having 
now a dominant position in the 
provision of vocational courses 
(in 2011/12, 60% of the students 
enrolled in vocational courses 
were in public schools). The most 
recent data, from the school year 
2011/12, show that labor market 
oriented tracks account for about 
40% of the students enrolled in 
upper secondary education and 
10% of those enrolled in lower 
secondary (7th to 9th grade).

In this context, given the past 
and current investments in this 
type of education, it is important 
to assess the contribution of vo-
cational education for the popu-
lation’s educational attainment 
and for students’ integration in 
the labor market as well as their 
career prospects. Accordingly, 
the Education Group of the Nova 
Economics Club conducted a re-
search project for assessing the 
returns to vocational education 
in Portugal.

This measurement was done 
using the Quadros de Pessoal da-
tabase, collecting data about the 

Portuguese employees for the 
year 2009. The intention of this 
analysis was to compare those 
individuals, whose qualification 
is comprehended between the 
lower secondary education and 
the upper secondary education. 
These individuals correspond to 
the workers that did not pursue 
college studies and could have fol-
lowed a vocational track during 
their school time. Among these 
individuals, special attention was 
given to those whose age is below 
36 years old, which corresponds 
to the ones most affected by the 
1989 vocational training reform.

It was observed that for the 
ones who just claim to have 
studied until the lower second-
ary education, the option for a 
vocational track always presents 
a wage premium in relation to 
the regular track. In the case of 
the individuals who finished the 
upper secondary education we 
observe a positive wage premium 
in relation to the regular track 
in two of the three vocational 
paths available at this level of 
education.

This study consisted on an 
ex-post analysis, that is, we esti-
mated the wage consequences of 
having followed different educa-
tion tracks after students leave 
the school and enter the labor 
market. The inferences intend to 
be a contribution to the discus-
sion about the existence of vo-
cational training options in the 
Portuguese education system. 
Particularly, having obtained in 
many cases a positive wage pre-
mium for workers with vocation-
al education may be an important 
indication that the Portuguese 
labor market values workers 
whose skills can be shaped by a 
strong specialization during their 
schooling time.

EDUCATION SYSTEM

Overview on 
Vocational Education

NUMBER OF STUDENTS ENROLLED IN UPPER 
SECONDARY EDUCATION, BY TRACK

Source: Education Statistic by GEPE/ME (until 2010), DGEEC/MEC (after 2010) and INE, I.P.
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To finish academic secondary 
school, students have to take 
final exams, carried out at the 
national level. Final scores per 
subject are computed as an aver-
age of the score attributed by the 
student’s school and the score 
obtained at the final exam. These 
national exams perform two 
roles in the educational system. 
Besides being required to gradu-
ate from secondary school, they 
also determine the conditions 
for admission to the university. 
Portuguese Public Universities 
have fixed slots set for each course 
by the Ministry, that fall short of 
demand for places in the most 
prestigious degrees. Candidates 
for each degree are selected (cen-
trally, by the government) ac-
cording to their order number in 
the candidacy grade. This grade 

his work studies the 
impacts of the public 
disclosure of school 
rankings. School ran-
kings are published 

by newspapers or by official en-
tities in different countries. We 
consider the case of Portugal, 
where every year several news-
papers publish rankings of every 
high school (public and private) 
based on the average scores ob-
tained by students on national 
exams.

We study the effect of the pub-
lication of the rankings in terms 
of the ability of schools to attract 
students and of the increased 
probability of closing of badly 
classified ones. To identify the 
effect of the public disclosure of 
school results, we compare the 
effects of the rankings before and 
after their publication. We distin-
guish between private and public 
schools, as we expect that there 
is more flexibility and freedom 
of choice in the subset of private 
schools, allowing for a stronger 
effect of the rankings on these 
schools. 

THE INSTITUTIONAL
SETTING 
The publication of school rank-
ings in Portugal occurred for the 
first time in 2001. The first rank-
ing was published by the news-
paper Público, following a court 
decision on a law suit by this 
newspaper, claiming its right to 
disclose the data that were be-
ing denied by the Government. 

In the following year, 2002, the 
Ministry of Education decided to 
publish its own ranking, taking 
into account some socio-econom-
ic characteristics of the school 
region. This ranking was strongly 
criticized, and from 2003 on the 
Ministry started disclosing the 
raw data to the media that treat 
them and publish the rankings.

The published ranking is the 
simple ordering that results from 
calculating the average score on 
national exams for each school. 
This average is obtained tak-
ing into account a selection of 
exams that correspond to the 
courses with more students at 
the national level (Mathematics, 
Portuguese, etc.). The choice 
of which exams to include in 
this ranking is a decision of the 
newspaper.

T

The publication of school rankings: 
a step toward increased 
accountability?

   We study the effect of the publication 
of the rankings in terms of the 

ability of schools to attract students 
and of the increased probability of 

closing of badly classified ones. 
To identify the effect of the public 

disclosure of school results, we compare 
the effects of the rankings before 

and after their publication.

“

”
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is a weighted average of the score 
obtained at the end of secondary 
studies and the scores obtained 
in one or two of the mandatory 
national exams. These specific 
exams, thus, enter twice in the 
definition of the candidacy grade. 
These rules place a strong weight 
on the scores obtained in second-
ary final exams. 

Public and Private schools 
co-exist in the Portuguese edu-
cational system. The level of au-
tonomy of Portuguese schools is 
very limited, with teaching con-
tents and learning methods be-
ing decided by the government. 
Private schools can choose teach-
ers and students, and set tuition 
fees. They are allowed to allocate 
teaching time to the different 
subjects, but only according to 
strict requirements set by the 
government. They are also sub-
ject to a set of rules concerning 
the premises, the number of stu-
dents allowed per class, and so 
forth. Public schools are strictly 
restricted in their educational 
supply, and neither choose nor 
influence the choice of teachers. 

The allocation of students to 
public schools and to publicly fi-
nanced private schools is based 
largely on geographical criteria. 
For the years analyzed, there 
were legal restrictions on the 
specific school where students 
could enroll, according to the geo-
graphical proximity, first, to the 
home of the family, and second, 
to the work place of the mother 
or father. Nevertheless, the large 
movements of students in and 
out of schools in our data reveal 
that those legal restrictions were 
not being strictly enforced.

DATA USED
The analysis of the paper is based 
on these same data disclosed to 
the media and includes scores for 
all student-exam pairs for all of 
the 12th grade national exams 

since 1998. The exam scores have 
been published online since 2003 
by the Ministry of Education, and 
may be freely downloaded. The 
data for the period before the be-
ginning of publication, covering 
years 1998 to 2001, became pub-
licly available only at the end of 
2012. 

Our main variable of interest 
is the ranking of each school.  
We replicated the school rank-
ings published by the newspaper 
Público, given that our purpose 
was to analyze the impact of 
published rankings. For the pe-
riod before publication we built 
equivalent rankings based on the 
students’ scores in each school, 
following the criteria adopted by 
Público in its publication. 

To determine whether the pub-
lication of school rakings affects 
students’ choices we first analyze 
whether the percent change in 
the number of students in each 
school depends on previous rank-
ings. We also looked at the clos-
ing of schools. 

In 1998 there were 569 second-
ary schools with more than 50 
students applying to 12th grade 
exams, 99 private and 470 public. 
Of these, 7 closed before 2002. In 
2001, there were 583 schools, 104 
private and 479 public. Of these, 
22 closed before 2005. 

The dataset includes informa-
tion about school characteristics 
that we use as controls: the di-
mension of the school, its public 
or private status and geographi-
cal localization. We use this last 
information to build measures 
of the availability of schools in 
each municipality, and thus, the 
effective competitive pressure 
and freedom of choice of school 
by the students. We would like to 
include information on the socio-
economic characteristics of the 
students, but for the period under 
analysis this information is avail-
able neither at the student nor at 
the school level.

THE IMPACT OF THE 
PUBLICATION OF RANKINGS
Our goal is to study the effect of 
the publication of the rankings. If 
the impact of the ranking was the 
same before and after publica-
tion, we would conclude that the 
publication had no impact. 

To define the two periods, be-
fore and after the publication, 
it is important to understand 
the timing of rankings’ publi-
cation and of students’ enroll-
ments. Rankings are published 
at the end of summer, after the 
enrollment of students for the 
following academic year, which 
happens in June and July. So, the 
2001 rankings are expected to 
have affected enrollments for the 
academic years of 2002/2003 and 
following. Moreover, although 
some students change school in 
the transition to the 12th  grade, 
most of the movements between 
schools occur in the transition 
to the 10th  grade. The exams are 
taken at the end of each academic 
year, in June. Thus, the impact of 
the 2001 rankings is expected to 
appear in the number of students 
taking exams in 2003 and, more 
strongly, in 2005, when secondary 
school exams are taken by those 
students who enrolled in the 10th 
grade in June 2002. We define our 
periods of analysis taking these 
timings into account.

For the impact of publication, 
we look at the percent variation 
in the number of students taking 
exams in each school between 
2001 and 2005. We regress this 
variation on the rank and school 
characteristics in 2001. For the 
period before publication we 
look at the percent variation in 
the number of students between 
1998 and 2002.

THE IMPACT ON THE PERCENT 
CHANGE IN THE NUMBER 
OF STUDENTS
Our first approach was to esti-
mate a linear regression of the 
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the existence of alternatives. 
According to our results, in the 
period after publication, an in-
crease of 100 places in the rank-
ing increases the probability that 
a private school will close by 4 
percentage points and increases 
the probability that a public 
school will close by 2 percentage 
points.

To take into account that it 
is probably easier to move to a 
school in the nearby region, we 
have also calculated regional 
rankings. We obtained similar 
results when we considered these 
rankings instead of the national 
ones.

DISCUSSION 
AND CONCLUSIONS
Our findings suggest that the pub-
lication of rankings has strong ef-
fects upon families and schools. 
Students react by moving in and 
out of the schools, according to 
their published rank. This result 
is in line with the empirical lit-
erature about the effects of low-
stakes accountability policies on 
the performance of schools. 

below shows the results obtained.
THE IMPACT 
OF PUBLISHED RANKINGS ON 
THE PROBABILITY OF CLOSING
As an important part of the effect 
of published rankings may be the 
closing of badly classified schools, 
we also look at the event of clos-
ing. In our analysis a closed school 
is one that presents no students 
to the national exams.

We estimated the probability 
that a school closes as a reaction 
to published rankings. Again we 
look separately at the periods 
before and after publication and 
compare the results. For the pe-
riod before publication, the effect 
of the ranking is not significant 
but we obtain that a larger num-
ber of alternatives, measured by 
the number of schools available 
in the region, increases the prob-
ability of closing.

For the period after publica-
tion we obtain a positive and 
significant effect of the rank. 
Also, we obtain that the impact 
is significantly stronger for pri-
vate schools. Moreover, the ef-
fect of the rank is amplified by 

percent change in the number of 
exams performed in each high 
school on the rank of the school 
for the periods before and after 
the first publication, and to test 
whether there are systematic 
differences between those two 
periods. For the period before 
publication we considered the 
rank implied by school scores 
in 1998 (which was not public 
knowledge at that time), and for 
the period after publication we 
considered the rank published in 
2001. 

Our main finding is that the 
direct impact of the ranking on 
the number of exams has the 
expected negative sign and is sig-
nificantly stronger for the period 
after publication. An increase 
in the rank of the school (corre-
sponding to a deterioration of av-
erage scores) leads to a decrease 
in the number of exams carried 
out in that school and this ef-
fect is much stronger when the 
information about rankings is 
published, and thus, available to 
everyone. We obtained that the 
impact of the rank in both pub-
lic and private schools changed 
significantly with the publication 
of the rankings and that private 
schools were more strongly af-
fected by publication. The table 

Public 
schools

Private 
schools

Before 
publication 4pp 6pp

After    
publication 5pp 13pp

DECREASE IN THE PERCENT CHANGE 
IN THE NUMBER OF STUDENTS         
IMPLIED BY AN DETERIORATION             
OF THE RANKING BY ONE PLACE 
(percentage points)

Our main finding 
is that the direct 

impact of the 
ranking on the 

number of exams 
has the expected 
negative sign and 

is significantly 
stronger for the period 

after publication.

“

”

For the period 
after publication 

we obtain a positive 
and significant 

effect of the rank, 
in the probability of 

school closing
Also, we obtain 
that the impact 
is significantly 

stronger for private 
schools.

“

”
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the information implicit in those 
rankings. Also, as mentioned 
above, the disclosure of this in-
formation is independent from 
any government intervention. 
Given that, as shown in previous 
research it may be very hard to 
produce a ranking of schools that 
is not too volatile and simultane-
ously does not just reflect stu-
dents’ socioeconomic status, the 
issue of the existence of potential 
benefits stemming from the pub-
lic disclosure of complementary 
information gains relevance.
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disclosure of bad outcomes might 
have perverse consequences over 
equity due to cream-skimming of 
both students and teachers, or to 
motivational effects. 

Our point in this work is not to 
state that the rankings are a good 
instrument of policy, but rather 
to analyze whether their publica-
tion has consequences over the 
education system. Our conclu-
sion is that it has, and that the 
effects are strong. We show that 
students have reacted to school 
rankings by moving to better 
classified schools. 

Our results reinforce the need 
to verify the type and quality of 

We find that after the rank-
ings publication, badly classified 
schools loose students and their 
probability of closing increases. 
We also find that the effect for 
private schools is stronger as it 
would be expected, given that 
the freedom of choice between 
private schools is greater than 
between public ones.   

As several authors have already 
stressed, school quality measures 
such as the ones studied here 
may be very imprecise measures 
of school quality. There are sever-
al reasons for these weaknesses: 
(i) rankings of schools are too vol-
atile and imprecise; (ii) rankings 
reflect factors that are outside 
the control of schools, especially 
the socioeconomic background 
of students’ families, and not the 
better quality of well performing 
schools; (iii) public disclosure of 
schools‘ results biases schools’ 
and teachers’ efforts toward an 
excessive investment on test-
specific skills, easily observable, 
at the cost of other school out-
puts, not so easily measurable; 
(iv) accountability systems can 
be “cheated on” in several ways, 
so that any reported beneficial 
effects of accountability may 
be merely the result of schools 
gaming or cheating on the sys-
tem, with no real content as far 
as effective quality evaluation is 
concerned. Moreover, the public 
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We find that after the rankings publication, 
badly classified schools loose students 

and their probability of closing increases. 
We also find that the effect for private schools

is stronger as it would be expected, given 
that the freedom of choice between 

private schools is greater than 
between public ones (...)
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rankings are a good 
instrument of policy, 
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 consequences over the 
education system.
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expenditure for the sample in 
analysis, adjusted for household 
size. 

My main findings, illustrated 
in the graph, show that the pro-
portion of Portuguese households 
incurring in CHE (CHE head-
count) and the average amount 
by which they exceed the cata-
strophic threshold (CHE over-
shoot) decreased between 2000 
and 2010, from 5,005% to 2,439% 
and 4,693% to 0,334%, respective-
ly. I observed a greater reduction

atastrophic health care 
expenditures (CHE) oc-
cur when households 
spend such a high frac-
tion of their resources 

in health care that their opportu-
nity cost becomes catastrophic, 
i.e, they have to cut down on ne-
cessities such as food and clothing 
to pay for health care. The World 
Health Organization introduced 
the concept in 2000, due to its 
growing concern with the assur-
ance of mechanisms of financial 
protection and fairness in access 
to health systems. Since then, 
several studies aimed at measur-
ing CHE in different countries 
have been carried out. Overall, 
these studies document that CHE 
exist in all countries, and that 
the inexistence of mechanisms of 
financial protection (and thus the 
excess out-of-pocket payments 
with health care) contribute to its 
occurrence. Given that Portugal 
is currently facing a serious eco-
nomic crisis, whose impact in the 
health system is still unknown, 
and that out-of-pocket payments 
with health care are historically 
high compared to other European 
countries (27,5% in 2010, accord-
ing to the OECD), measuring CHE 
may be crucial for future policy 
making and a deeper understand-
ing of the effects of the crisis on 
our health system access. 

In my work, I assess the extent 

and evolution of CHE in Portugal 
in the years of 2000, 2005 and 
2010, to reveal household factors 
predicting this outcome, and sim-
ulate changes in 2010 CHE levels’ 
following recent reforms in user 
charges and prices of pharma-
ceutical products. The contribu-
tion of my paper to the literature 
on CHE is then three-fold: first, 
it presents statistical measures 
to capture CHE incidence, in-
tensity, income distribution and 
impoverishment effects using 
INE Household Budget Surveys; 
secondly, it uses a logistic model 
based on 38 variables for the three 
years to determine statistical and 
economic significance of factors 
associated with CHE; thirdly, it 
simulates how user charges’ revi-
sions and reductions in pharma-
ceuticals prices would affect the 
incidence of CHE in 2010. 

I define CHE as the share of 
out-of-pocket payments with 
health care in the capacity to pay 
of a household that equal or ex-
ceed 40%, excluding out-of-pock-
et payments equal to 0 (to avoid 
assuming that households so 
poor that they do not even have 
health care expenditures are not 
incurring in CHE). The capacity to 
pay of a household, a measure of 
its resources, corresponds to the 
difference between their total 
spending and their subsistence 
spending, i.e, the median food 
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INCIDENCE AND INTENSITY 
OF CHE IN PORTUGAL 
IN 2000, 2005 AND 2010
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between 2000 and 2005 than be-
tween 2005 and 2010, and more 
accentuated in CHE intensity.  

I also found that as expected, 
CHE have been concentrated on 
the poorest income quintiles, 
but that there have been equity 
gains in the analysed period. 
Despite these positive indicators, 
the incidence of CHE in Portugal 
is above that of many countries. 
In Xu et al. (2007), an incidence 
analysis of CHE in 89 countries 
between 1990 to 2003 revealed 
an average level of 2,3% and a 
median of 1,47%. Portugal, in the 
three years in analysis, has failed 
to reach at least the average level 
of this study, which confirms the 
worrisome degree of the problem.

Regarding the factors associat-
ed with CHE, only income, having 
a household head with secondary 
education, smoking or drinking 
expenses and area of the house 

are statistically significant in all 
analysed years. Unexpectedly, 
the economic effect of income 
was negligible on CHE incidence, 
and smoking and drinking ex-
penses decreased its likelihood. 
This and other counterintuitive 
results ought to be further ex-
plored in future research.

My simulations aimed at ana-
lysing the effect of recent reforms 
in our health system through CHE 
measurements show that the in-
creases in user charges of 2012, 
even if mitigated by new and 
enlarged economic exemptions, 
would contribute to increase CHE 
incidence of 2010 by at least 1,090 
p.p, assuming a price demand 
elasticity of 0. Meanwhile, reduc-
tions of pharmaceuticals prices 
as of 2012 would always decrease 
CHE incidence in 2010 for price 
demand elasticities equal or 
smaller (in absolute value) than 

0,4. The joint effect of these fac-
tors always leads to an increase 
in CHE, showing that reductions 
in pharmaceuticals prices and 
enlarged economic exemptions 
would not suffice to countervail 
the increase in user charges, giv-
en my sample and assumptions 
on consumer behaviour. This 
contrasts with macroeconomic 
data, which reveals a greater lev-
el of savings from pharmaceuti-
cals than revenues derived from 
user charges for 2012. Future 
research with new and improved 
samples and different assump-
tions regarding consumer behav-
iour should therefore be carried 
out to clarify the impact of these 
and other measures to deal with 
the economic crisis on CHE inci-
dence, but so far, the outlook is 
not optimistic.  
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is credible enough to form agents’ 
beliefs in a significant way. If 
agents expect fiscal tightening to 
generate changes in the future 
path of debt financing policies 
that ensure debt sustainability 
without the need for larger and 
more severe adjustments in the 
future, then these agents believe 
that the stabilization is credible, 
making them request a lower pre-
mium on government bonds. The 
case of Denmark gives a clear ex-
ample on the success of a demand 
side type of policy package. The 
credibility of the fiscal adjust-
ment program taken by Denmark 
in the 1980s made the consumers 
expect that less taxes would be 
needed to finance future govern-
ment spending, leading them to 
boost present consumption. On 
the other hand, it provided assur-
ances to the financial markets, 
decreasing the premium required 
on the sovereign bonds in a very 
significant manner in less than 
one year.

The aim of this article is that 
of shedding light upon the rea-
sons that induced the adoption 
of austerity policies to tackle 
the recession in which Portugal 
was plunging in early 2010. The 
Danish example is only one 
among a number of cases of ex-
pansionary fiscal consolidations. 
However, it is a clear instance of 
how the degree of credibility in 
policy implementation may sig-
nificantly change its outcome.

ver the two years in 
which Portugal was 
subjected to a fis-
cal adjustment pro-

gram one of the most referred 
goals has been that of restoring 
the credibility of the Portuguese 
Government in the international 
financial markets through the 
rebalancing of public accounts. 
The means to achieve this pur-
pose have been looked at with 
suspicion by the majority of citi-
zens who consider that these are 
of dubious effectiveness, to the 
point of being counterproductive, 
given the worsening recession, 
the subsequent reduction in tax 
revenues and higher unemploy-
ment: an average rate of GDP 
growth of -1.47% between 2009 
and 2012 and an increase in the 
debt to GDP ratio of 72% in 2008 
to 108% in 2011, fed by high gov-
ernment deficits and by an in-
crease in short-term bond yields 
of 1% in 2010 to 13.6% in 2011 in 
the primary markets.

Neither is our case devoid of 
priors, nor are the proposed rem-
edies. As an example, consider 
the fiscal adjustment program 
that occurred in Denmark in the 
early 80’s. This country showed a 
similar economic performance, 
in qualitative terms, to our own: 
a sharp increase in public debt 
(from 29% of GDP in 1980 to 65% 
in 1982); an elevated public deficit 
of difficult sustainability when 
accompanied by public debt 
yields of short-and long-term of 
around 22% and an inflation rate 
of nearly 10%.

A combination of decisive fiscal 
and monetary policies, spending 
cuts and tax hikes in particular, 
led to the following results: a 15.4 
percentage point improvement in 
the primary deficit in four years 
and, in contrast to Portugal, an 
average GDP growth rate of 3.6% 
during the same period. Evidence 
suggests that a significant frac-
tion of this growth was due to the 
fact that consumers, confident 

that government expenditure in 
relation to GDP would be reduced 
in a permanent manner, reacted 
by increasing their present con-
sumption, i.e., the expectation 
was to pay less taxes in the fu-
ture which, the need to save be-
ing smaller, led to an increase in 
current domestic consumption.

To understand what has driven 
the fiscal adjustment program 
in Denmark to have expansion-
ary effects, in contrast to what is 
happening in Portugal, we need 
to consider both the supply and 
the demand side effects of a fiscal 
adjustment program. 

On the supply side, the im-
portant factor is the policy mix 
of the fiscal adjustment.  There 
is a considerable discussion on 
the optimal composition in the 
fiscal adjustment policy mix: 
Blanchard and Perotti (2002) 
argue that increasing govern-
ment spending expands output 
and consumption and leads to a 
decrease in investment; Romer 
and Romer (2007) posit that a tax 
hike provokes a decrease in out-
put; Mountford and Uhlig (2008) 
claim that the most effective 
way to stimulate the economy 
is through deficit financed tax 
cuts, a result that needs to be 
taken with considerable caution 
until further work is done on the 
topic, given its importance. For 
an updated view on this topic, we 
refer you to Alesina and Ardagna 
(2010, 2012). As a contribution to 
this discussion we believe that 
the non-linear distortionary ef-
fects of taxation must be taken 
into account when analysing a 
fiscal consolidation adjustment 
programme, since this may have 
important implications for both 
transitory and permanent distor-
tions this adjustment may bring 
into the economy.

On the demand side, which is 
our main concern, the primary 
question is not what optimal 
composition the fiscal adjust-
ment must have but if the latter 
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