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Em Analise

Effects of National Reform Programme measures on productivity

Introduction

The importance of measure and understand productivity dynamics is on the agenda of both
international and national organizations. Following one of the proposals presented in the 5
Presidents’ Report , the Council of the European Union issued a Recommendation for the euro
area Member States aiming to identify or create national productivity councils to analyse
developments and policies on productivity and competitiveness, and to contribute for national
promotion of the reforms needed to ensure sustainable economic growth and convergence. In
Portugal, the Council for Productivity was established in March 2018, by a joint dispatch from
the Minister of Finance and the Minister of Economy, and published its first report a year later,
identifying the main determinants of productivity and exploring a broad range of indicators
useful to properly analyse productivity developments in the country.

On the same vein, structural reforms and its impact continue to be an important topic for policy
makers. Their contribution to the increase of potential output and productivity were studied by
various authors (see, for instance, Gouveia and Fernandes, 2017, Gouveia et al., 2017,
Monteiro et al., 2017) and a recent survey for Portugal concluded that, in general, there are
positive effects resulting from the structural measures implemented in the country (Fernandes
et al., 2018).

The National Reform Programme (NRP) presented an exercise where the long-term impacts of
selected measures are estimated on macroeconomic variables such as GDP and employment,
among others. In order to joint both areas of research, this work uses the calculations made
in the scope of the 2019 NRP and analyses the effects of the measures implemented in terms
of labour productivity and total factor productivity. It started by explore the latest
developments of some productivity measures, then it presents the impacts of NRP’s measures
on these variables and, finally, it features some conclusions.

Latest developments on productivity dynamics

Using AMECO data, this section shed some lights on the latest developments regarding
productivity measures.

Figure 1 — GDP per person employed (EUR, Figure 2 - Total Factor Productivity
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GDP per person employed has increased over the period analysed with some decreases
registered after the financial crisis of 2008 and in 2011-2012, 2014 and 2017. The trend
registered after the crisis was smaller than in the period before, reflecting a decline in GDP
growth bigger that the one registered for employment. In 2013, both variables started to
growth, resulting in a small positive trend until 2018.
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Regarding the total factor productivity, according to Figure 2, there was a stagnation of TFP
from 1998 until 2013, with some small deviations, and it began to register a positive trend in
2012, right after the economic crisis. The value registered for 2018 is the highest from the
period analysed. This could be a signal that the economy is now globally working in a more
efficient way, possibly given the reforms implemented during the Adjustment Programme.

Effects of measures on productivity

The 2019 National Reform Programme presented the structural strategy for Portugal economic
and social policy to the period of 2019-2023. Using QUEST III' and from the broad range of
measures included in the document, it was possible to estimate the impact of 5 different areas
of action: education, judicial system, innovation, investment and employment.

In the area of education, based on the goal to reduce dropouts and failure rates, it was
estimated the effect of reaching a ratio of low-skilled of 50% by 2020. On judicial system, it
was estimated the impact of the reduction in terms of disposition time. Regarding innovation,
it was estimated the impact of the increase in the scientific employment registered until 2019.
In what concerns investment, the total availability of funds directed to a large range of
programmes was taken into account. Finally, for employment, the impact was estimated taking
into account the increase of the employment registered until 2019 resulting from the
employment programmes put in place?.

Figure 3 - Labour productivity effects Figure 4 - Total factor productivity effects
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estimations estimations
As presented in Figure 3, the majority of the measures are expected to have a positive impact
on labour productivity. Given the considerable boost in investment, the measures directed to
increase it are the ones with the highest impact. In fact, increasing investment will allow firms
to produce more given the same resources in term of labour, increasing substantially the labour
productivity (4% in the long-run). Education also has a considerable effect, around 1% in the
long-run, given its effect on the human capital availability. As expected, the increase in
employment starts by deteriorating the labour productivity but have a long-term positive
effect.

As expected, the measures that affected more the TFP developments are the ones related to
innovation. The increase of the R&D employment will bring knowledge increases to firms and
the share of the R&D activities in the total economy, bringing technological developments.
Justice and employment areas of reform also increase TFP. The reduction of low-skilled workers
bring technological increases in the productive process while justice measures improve the
business environment, allowing firms to invest more easily, namely in R&D. Despite lower,
investment and education reforms also result in gains in terms of TFP. As expected, the effects
on TFP take some time to show, with the long-terms effects being much higher that the short-
term ones.

1 QUEST III is a dynamic stochastic general equilibrium (DSGE) model, with micro-foundations that result from the
aggregation of the optimal decisions of a broad set of agents, operating in a context of frictions in the financial, product
and labour markets. See Roeger et al., 2008 and Varga et al. 2013.

2 For more details about the rationale behind the estimations and the measures corresponding to each area please see
Gouveia and Fernandes (2017) and Programa Nacional de Reformas 2019-2013.
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Conclusions

According to our estimations, the reforms presented in the National Reform Programme will
have positive and considerable effects both in terms of labour productivity and total factor
productivity. Investment measures strongly impact labour productivity while innovation
measures have the most significant effect on TFP.
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Annex

Elementos
Resultados das simulages macroeconémicas
Area de reforma Breve descrigio da medida. Técnica de modelizagio Principais hipdteses de estimagio {impacto face 3 um cendrio base sem reformas)
Variduel t+102nas t+20anos +50anos
7B 171% 1,91% 215%
Modelo Dindmico | Reforma madelizada através da redugsio do peso dos
do dirio enquanto patamar minima de Estocistico de Equilibrio) b s Canaunly piiaky L 1% i
S aualificahes Gerel DSGE] -QUEST 1 rte 2 d i i 119% 1,38% 162%
- Modernizaglo dosistema de ensing om médias), de moda o r
- Pramogio do sucesso escolar e reforgo de apoios a estudantes carendiades endégeno (verRoeger, | objectivo estipulado para 2 d | -0,75% 0,61% 03%
Varga e Veld, 2008) | papulacSo com o ensine secundsrio complets (S0%).
Emprego 0% 0.70% 0.I%
7B 0,05% 0% 0.12%
- Reforcar a capacidade dos meios de Resolugio Alternativa de Litigios Modelo Dindmito 1 &
- Melhor de gestio d. aplicagio de solughes Estiocketias de Equilibic) traduzida nuni variadio da taia de entrads de novas: | S0TEuma privado b g Q0%
St diversificadas de acesso ao tribunal Geral {DSGE) - QUEST Il | empressas, de acord 5 imad: i 0,01% 0,05% 0.09%
- Reforso da capacitagio dos Administradores Judiciais e introducSo de medidas de comcresmento | Comissio Europeia (2015, Os custos de entrads do 3
5 e reforo das| enddgeno (verRoeger, |  modelo s30 depois calibrados para essa taxa de ;”:::f;m'“\ﬁs 019% 0,01% 0,03%
medidas de fiscalizacio Varga e Veld, 200) entrada.
Emprego 001% 00% 0.01%
" , - —— B 0,14% 0,25% 0.36%
i Modelo Dingmico .
i superior o | 1o & callbrado, stravés d varlivel subsidios an | C2" MmO Privado 0,10% 0,19% 0,28%
, . A . Geral (DSGE) - QUEST Il | sectorde 18D, de mado a ser i 001% 0,16% 0,26%
Inavagio laboratdrios colaboratives”, das empresas e dos centros de 1D 3 2 !
- com crescimento. eriagio de emprego cientiico registada até 2019 =
- Promover o sumente da competitividade pels integragia de pessaal qualificado nos Hiquid:
enddgeno (ver Rosger, (3101). 056% o0a% 007
centros de interface tecnolégico s o reid 200 (% do P15)
Emprego 0,01% D0% 0.01%
- Programa Indistriad.0
- Reforgar o acesso  redes de banda larga - 193% 315% 47m%
de atragia de projetas-3 dates e inovagio
~Programa Interface
- Alargara base exportadora do pais
- IFRRU 2020 Consuma privado 179% -0.96% 0.02%
- Reabilitar para arrendar ModeloDingmien | e -
- Casa Eficlente Estockstico de Equilbrio g atediamilice
- Tratamenta mecanico e biolégica de residuos urbanos Garal [ty s | 9% 0% ko montarias csponivets as Wrihsg e
Investimento gl et raduzi i 11.38% 12,87% 14,75%
produtivo. O prémio de risco do modelo é reduzido de
- Valorizar o potencial econémico dointerior endsgena (verRosger,
forma a ser atingido esse montante de
- Apostar na Aquicultura Varga e Veld, 2008)
- Apoiar os custos de arborizago e a prevenc3o e reparago das florestas Exportahesiguidas o 4% 059% 195K
- Anolar investimentos no aumento da resiliénda e do valor ambiental dos ecossistemas (% da Pt ’ )
iado valor econémico das florestas.
- Apoiar os investimentos em tecnologias florestais e na transfarmag3o, mobilizagio e
comercializagio de produtos florestais Emprego 048% 0,50% 0,53%
- Programa Capitalizar
7 4,50% 5,00% 5.65%
Modeln Dl e . " Consumo privado 3,28% 363% 3,99%
Estocdstico de Equilibrio Asimulacio destas medidas foi feita através Da
e - Contrato-Emprego Geral (DSGE| - QUEST il | reducso d do trabalha, i 3,13% 394% 4,15%
Estagios Profissionais com crescimento de formaa alcangar-se o impacto registado no 3
enddgeno (verRosger, emprego até 2019 (51913) ;’:::;“ i 1.97% 2.35% 0.97%
Varga e Veld, 2008)
Emprego 3,94% 390% 3.96%

Source: Programa Nacional de Reformas 2019-2013, pp.153
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