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Portugal: Domestic demand to drive
growth

Portugal saw strong growth in 2025, but underlying productivity remains
weak. With exports slowing, fiscal support from national and EU
measures should help fuel another robust year in 2026, though
sustaining momentum hinges on tackling structural issues
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Strong headline growth in 2025 masks sluggish productivity

Portugal's growth is projected to outpace the eurozone average once again. Since the end of
2019, the country's growth has been 3.3 percentage points more than the eurozone average.
This is an even stronger performance than its Spanish neighbour, largely due to its Covid-
induced downturn being less severe. 2025 did start relatively slowly after a bumper fourth
quarter in 2024, but it's managed to regain momentum.

However, this headline growth hides a less encouraging picture when adjusted for population
and productivity. GDP per capita has only outpaced the eurozone by 1.4 percentage points,
and labour productivity per person has barely improved, rising just 0.4%. In fact, compared
with the wider eurozone, labour productivity per hour worked has declined by 1.2%,
underscoring persistent structural challenges that weigh on long-term growth potential.
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2026 growth to be led by domestic demand

2026 is expected to mirror 2025 in terms of growth drivers, with domestic demand remaining
the key engine. Private consumption will continue to play a central role, supported by
government tax measures, most notably the reduction in personal income tax. These
measures follow on from election pledges made during the 2025 snap polls. This led to

a minority government that approved a 2026 budget, increasing expenditure at a faster pace
than revenues. Nevertheless, favourable growth conditions should allow Portugal to continue
reducing its debt-to-GDP ratio.

Exports are likely to remain under pressure as tourism momentum fades and the impact of

US tariffs persists. According to the Portuguese national bank, exports to the US declined by an
average of 7 percentage points relative to other destinations, a significant shock given that the
US accounted for 7.7% of Portugal's export market share in 2024. A modest recovery could
occur in 2026 if eurozone growth picks up, particularly on the back of increased German
investment, as Germany represents 11.6% of Portugal’s total exports.

Investment dynamics will be shaped by the final disbursements of EU Recovery and Resilience
Facility (RRF) funds. As the programme winds down in 2026, Portugal still has around €6 billion
in grants to allocate, equivalent to nearly 10% of annual investment spending. This mirrors the
situation in Spain, where effective use of these funds could mark the beginning of a shift
toward improved productivity dynamics and higher potential GDP. The ECB estimates that euro
area potential growth could rise by 0.10-0.15 percentage points per year over 2020-2033 due
to these funds. For Portugal, effective use of this support could help defy the OECD'’s current
projections of declining potential GDP growth.

Moderate inflation in 2026

On the pricing side, inflation eased early in 2025, reaching 1.9% year-on-year in March, but
this trend reversed as prices for unprocessed food rose. While these upward pressures should
ease this year, persistent labour market tightness is expected to keep services inflation
elevated. Overall, we expect inflation to end 2025 at 2.2% and moderate slightly to 2.1% in
2026.


https://www.bportugal.pt/en/publicacao/economic-bulletin-october-2025
https://www.ecb.europa.eu/press/economic-bulletin/articles/2025/html/ecb.ebart202408_03~04121f4ea9.en.html
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The Portuguese economy in a nutshell (%YoY)

2024 2025F 2026F 2027F
GDP 2.1 i) 2.2 2.1
Private consumption 3 3.4 2.4 1.8
Government consumption 1.5 1.7 18 1.9
Investment 4.2 3.7 5.4 2.5
Exports 3.1 1 2\5 2E)
Imports 4.8 5.2 3.8 2.5
Headline HCPI 2.7 2.2 21 2
Unemployment rate (%) 6.6 5.8 5.6 5.6
Budget balance as % of GDP 0.5 -0.1 -0.6 -0.9
Government debt as % of GDP 94 92 89 88

Source: ING research
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