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Abstract: The purpose of this report is to make a description of the income inequality and
poverty in Portugal nowadays and throughout the last decades and comparing it with
other European countries, in order to reach conclusions about the effectiveness of the
policies that have been used to tackle these problems. Information from important
working papers on the subject is used, as well as databases such as Pordata and the World
Inequality Database. Historically, income inequality does not display the same path as
other Western countries, staying high for most of the 20th century, falling after the
establishment of democracy in 1974 and increasing from the 1980s, with globalization. In
Portugal, the elderly and the young are the most exposed to poverty, as well as singleparent families and families with three or more children. In addition, Madeira and Azores
are the regions that present the highest values of income inequality and poverty. Portugal
is amongst the most unequal and poorest European countries. Concerning government
intervention, direct taxes have been the policy with the highest efficacy in reducing income
inequality, while social transfers are the most efficient.
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1. Introduction
Income inequality in OECD countries has reached its highest values in the past 50 years.
Inequality is associated with differences in gender, race, age, ethnicity and many other
factors, having severe consequences in the access to educational opportunities and health
and in well-being. The main drivers of inequality across the world are globalization, skillbiased technological change and taxation policy. In addition, the last economic crisis, in
2008, contributed to its exacerbation, by forcing governments to reduce public spending,
including social transfers, and by increasing unemployment.
Inequality harms economic growth and may create social conflict, which ultimately leads
to a reduced participation in society and social exclusion. It not only affects the poorest
but also the lower-middle and working class, that are being left behind. As an example,
according to OECD (2015), an increase of the Gini index of 6 percentage points reduces
the education of poor children by half a year and the probability of poorer people
graduating from university by 4 percentage points. This means that inequality generates
more inequality by decreasing the possibilities of social mobility through education.
Inequality and poverty are clearly two connected phenomena, despite poverty being a
multi-dimensional problem. In the European Union, the countries with the higher levels of
inequality are also the ones that present higher levels of poverty. This means that the more
concentrated income is in a specific group of the population, the poorer is the country.
Therefore, it is not possible to tackle poverty in an effective way without combat
inequality.
In this way, increasing equality across society is an opportunity to boost economic growth
and to improve the living conditions of the least favored citizens. Governments assume a
fundamental position in ensuring the necessary redistribution and inclusive growth. This
redistribution should be mainly based in social transfers and progressive taxation, making
use of available instruments. Thus, inequality can and should be avoided and society as a
whole should take action to guarantee that everyone has equal opportunities to prosper.
Therefore, this report aims to deliver a full description of the economic inequalities and
poverty in Portugal, historically and in the present, as well as analyzing the effectiveness
and efficiency of the government policies taken in order to tackle these important social
issues. The intent is to examine the literature in this field, in order to allow a
straightforward comprehension of possible trends and give clues of possible measures
that can be taken in the present. Databases such as Pordata and the World Inequality
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Database are also used to complement the information provided by working papers.
Hence, our research question is “How inequality and poverty has evolved, in Portugal,
throughout the last decades, and what are the main instruments implemented to promote
redistribution and tackle poverty?”.
The main motivation of this report is to study inequality and poverty, in Portugal, that,
despite considerable improvements in the last decades, it still presents extremely negative
indicators. Portugal, as a nation with several structural economic and social problems and
low economic growth compared with its European peers, is an example of a country that
would benefit immensely with a reduction of inequality and poverty. For instance, an
increase of economic equality would be reflected in a higher equality of opportunity in
education, increasing the low levels of education of the Portuguese labour force, one of
the main factors for the low economic productivity.
This report gains an extra relevance in these pandemic times. The Covid-19 pandemic put
at sight the pre-existing inequalities and worsen the living conditions of many. While the
most privileged workers kept their income, due to the opportunity of teleworking, some
were put on lay-off, losing part of their income and with the fear of losing their job.
However, the most affected were the ones in the informal sector, that kept working in risky
environments, putting their health at risk in order to keep their income or, in most cases,
losing their total income and being forced to resort to their family and food banks. And, as
it is known that the ones working in the informal sector are the less educated and poorer,
leading to an increase in inequality. This increasing inequality is also visible in education,
since many of the poorest students do not possess computers and internet to follow
schooling and do not have the necessary parental support at home. In that sense, the
program to relaunch the economy needs to take into consideration the outcomes caused
by the lockdown, ensuring that no one is left behind and that there is not a long-term
deterioration of living conditions of the poorer. Therefore, the study of some of the current
government policies is of extreme relevance, to understand which ones are the most
effective and efficient in their task of reducing inequality and poverty.
The report is organized in the following way. First, time-series data from the 20th and 21st
century regarding income inequality in Portugal is used to figure out the historical
trajectory of inequality in Portugal. Challenges regarding the availability and objectivity of
the data before the 1970s arise and the necessary precautions are taken when analyzing
the results of these years. Then, the current situation regarding income inequality and
poverty is considered. For that, data from 2018 – the most recent available – is used. The
4

analysis concerns different age cohorts, household composition and regions. Portugal’s
position in Europe is also taken into consideration, in order to understand if it is between
the most equal or unequal European countries.
Lastly, after describing Portugal’s evolution regarding income inequality and poverty, as
well as comparing it to other European countries, the efficiency and efficacy of some
government policies in reducing inequality and poverty is studied. In first place, the general
effects of social transfers, including pensions, and direct taxes is evaluated. Then, some
specifics instruments, such as the guaranteed minimum income, the solidary supplement
for the elderly, consumptions taxes and labour market policies, are analyzed and some
recommendations are pointed.

2. The contemporary history of inequality in Portugal
In this chapter, the path of economic inequalities in Portugal since the 20th century is
analysed. To begin with, it is important to understand that there are two main facts that
limit this historical analysis. The first one is that accurate data on wealth distribution
virtually does not exist – this type of data has never been collected in a reliable way in
Portugal. Banco de Portugal and INE have initiated the Households' Financial Situation
Survey (ISFF) in 2010 but, as a voluntary survey, it is not the most trustworthy measure of
wealth distribution, and it is also very recent and not undertaken regularly. Economists
have resorted to alternative methods that are too subjective to produce the precise results
needed for an analysis of this kind, so the main emphasis will be in the trajectory of income
inequality.
The second note regards the source of historical knowledge on inequality. The most
comprehensive data-driven studies on the recent history of income and wealth inequality
have been done by the French economist Thomas Piketty (with Anthony Atkinson,
Facundo Alvaredo, Emmanuel Saez and others), who co-founded the World Inequality
Database1. They have been able to gather data on income and wealth distributions for
certain countries like the US or Germany dating back to the start of the twentieth century.
Other countries only have more recent data, and many still do not have any data.
In Portugal, reliable and complete data on income inequality only goes back to the 1970s,
after the 25 de Abril revolution. To analyse its situation prior to that period, economists

1

The World Inequality Database offers the most extensive available database on the historical
evolution of the world distribution of income and wealth, within countries and between countries.
https://wid.world
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have used other methods that, again, are rather subjective. Some studies have used
personal income tax statistics, for example, to estimate the top income shares since the
1920s and 1930s. Prior to that there is not enough information to do a meaningful analysis.
Thomas Piketty found that inequality has followed a very homogeneous path across
Western countries. It was very high before 1910 and shrank substantially during the first
half of the twentieth century (for reasons related to the two world wars and the Great
Depression)2. There was a period of low income and wealth inequality but, around the
1980s, it started to rise again and has been rising since then, at least until the 2000s (Graph
1). Portugal does not seem to fit that description (up until the 1980s).

Graph 1: Top 0.1% shares in Portugal, UK, Italy, France, Switzerland, United States, and Spain
Source: Alvaredo (2010)

To analyse the period until the mid-1970s, Alvaredo (2010) is used, where estimates of the
top income shares are found. For most of the 20th century, the majority of people did not
have to pay income taxes, so the top 0,1% and 0,01% are the only ones that provide any
information going back to 1936. In addition, Catalan economist Jordi Guilera Rafecas has
done extensive research on inequality in Portugal across the twentieth century. In Rafecas

2

In a simplified way, for Piketty, the modern behaviour of inequality is explained by the difference
between the return on capital and the growth rate of the economy as a whole. For example,
inequality decreased in the first half of the twentieth century because the two world wars and the
Great Depression caused the destruction and devaluation of capital, shrinking the return on capital
and, as such, the share of total income going to the owners of capital (which are at the top of the
income scale).
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(2014), it is possible to find estimates on several variables regarding income, wage and
wealth inequality.
Focusing on the share of income going to the top 0,1% (Graph 2, in which Rafecas’ adjusted
results are compared to Alvaredo’s) and on the Gini index (Graph 3), it is possible to
observe the lack of certainty on this matter. The Gini index indicates that income
inequality was rising between 1920 and the 1940s, staying high until the 1970s, when
there was a sharp fall. The top income shares seem to show that inequality was higher until
the Second World War, decreasing substantially during the 1940s. Then, Alvaredo’s
results suggest that it stayed still until the 1970s fall, whereas Rafecas’ adjusted results
suggest that it rapidly came back up after the war, remaining there until the 1960s, when
it started to steadily decline, until 1980.

Graph 2: Top 0,1% Income shares – Alvaredo vs Guilera, 1936-2006
Source: Rafecas (2014)

Graph 3: Long-term evolution of Portuguese income inequality, 1920-2006
Source: Rafecas (2014)
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With this information, it is possible to state with some degree of confidence that:
•

In Portugal, between the 1940s and 1970s, income inequality was definitely high
(for example, the top 0,1% of people with higher income were earning between 3%
and 5% of total income);

•

Inequality dropped during the Second World War. Although, it is not clear how
substantial that drop was, or if it quickly bounced back or not. The effect was
probably not especially strong in comparison to other countries, as Portugal did
not participate in the war;

•

The path of inequality until the Second World War is not clear. While most
Western countries were already facing a decline in inequality due to the First
World War and the Great Depression, Portugal was not nearly as affected by those
two events as the others so, inequality may have been even higher, like the top
income shares suggest; on the other hand, the Military Dictatorship was
established in 1926, after a period of enormous volatility and social transformation
due to the overthrowing of the Portuguese monarchy and the very unstable
democracy that resulted from it, so inequality may have decreased during the first
two decades of the century and risen after that, explaining the rise in the Gini index
since the 1920s;

•

The 1970s saw a sharp decrease in inequality. All measures confirm the decline
during the 1970s – the question is when did it start – while the drop in the Gini
index coincides exactly with the 25 de Abril revolution in 1974 and the
establishment of democracy, the top income shares indicate that the decline may
have started as back as the early 1960s.

In sum, inequality in Portugal generally was kept high throughout the last century up until
the 1970s, unlike the rest of the West, where inequality fell until the 1950s and stayed low
after that (until the 1980s). It makes sense in light of Piketty’s explanation for the
behaviour of income inequality. Portugal was not as affected by the two World Wars and
the Great Depression as most other Western countries were, thus, the destruction and
devaluation of capital was not too significant and capital owners remained at the top of the
income distribution by a large margin until the 1970s, when there was a shakeup in capital
ownership and gains.
By looking at Alvaredo’s results for the share of income that goes to the top 0,1% of
earners and for the share of wages that goes to the top 0,1% of wage earners, it is possible
to find if that was the case. In graph 4, it is possible to observe that wage inequality was
8

actually higher than total income inequality and that the drop of the 1970s was greater in
wage inequality than in income inequality. Assuming that there were no significant
changes in capital income inequality, it indicates that wage equalization was the main
contributor to the drop in total income inequality. But that may not be a realistic
assumption for that period in Portugal, as it coincided with the revolution, when there was
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Graph 4: Wages and income going to the respective top 0,1% of earners 1964-2006
Source: Alvaredo (2010)

a massive redistribution of capital – large swaths of land were expropriated in that period,
for example.
However, from 1989 to 2000, inequality increased and, opposite to the earlier decades, it
was income inequality that was rising faster than wage inequality. This goes along with
Piketty’s explanation, and matches to what was happening in the rest of the West – income
inequality, pushed by the rapid growth of capital income relative to labour income,
assuming that capital income is concentrated in those at the top of the income distribution.
The second half of this story begins in the 1970s, when it starts to exist solid data on the
subject. In graphs 5, 6 and 7, from the World Inequality Database, it is possible to observe
the share of total national income that goes to the top 10% of earners, to the middle 40%
and to the bottom 50%, respectively, from 1976 to 2017.
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Graph 5: Top 10% national income share (pre-tax national income), 1976-2017
Source: World Inequality Database

Graph 6: Middle 40% national income share (pre-tax national income), 1980-2017
Source: World Inequality Database

Graph 7: Bottom 50% national income share (pre-tax national income), 1980-2017
Source: World Inequality Database
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With a first look at these graphs, a particular phenomenon is visible: the trajectory of the
share of income that goes to the bottom 50% and the one that goes to the middle 40% is
remarkably similar. In a long-term perspective, they follow a very similar path – when one
is declining, the other is declining too and vice-versa (although the bottom share is much
more volatile).
Graph 8 has the three groups in an index, showing that the top 10% have steadily increased
their share of the income between 1980 and 2017, while the other two groups, adding to
90% of the population, have seen their share decline. In Portugal, there is a clear contrast
between a large middle and lower class (bottom 90%) that is affected by changes in the
income distribution in a fairly homogeneous way, and a richer elite (top 10%) that has an
opposite behaviour to the rest of the population (however, this does not necessarily mean
there is no mobility between both groups).
140
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Graph 8: Index of the share of income going to each group 1980-2017. Base year: 1980=100,
Source: World Inequality Database

Taking the top 10% share as a measure for income inequality, there was a sharp fall in the
share of income going to the top 10% during the transition to democracy, from 41,2% in
1976 to 27,8% in 1981. It was previously discussed how inequality had been high until at
least the 1960s. However, due to the lack of appropriate data, it is not clear when it began
to fall. But the fact is that in 1976, already with reliable data, income inequality was
extremely high, so even if it was already declining, the pace at which it was falling was most
likely not that significant.
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The major drop was, therefore, after the dictatorship was overthrown, in 1974, and
democracy was restored. It resulted in a massive redistribution of wealth and income, as
the population took ownership of lands and factories and much more redistributive
economic policies became the norm, among many other structural changes. But as the
revolutionary period ceased and a new political establishment consolidated, the overall
economic and political structure of Portugal became much alike other European countries.
From the 1980s onwards, the path of inequality of Portugal and other Western nations
becomes almost indistinguishable (graph 9).

Graph 9: Top 10% national income share. Portugal, France, Germany, Italy, UK, USA. 1980-2017
Source: World Inequality Database

After a quick bounce back to 32,4% in 1983, the share of income going to the top 10% rose
steadily until the 2000s, peaking at 39,3% in 2001. That steady growth since the 1980s
happened all across the West, as Piketty found. So, after having a quite distinct pattern of
evolution in inequality until the 80s, now as an economically open democracy, Portugal’s
path became much alike the majority of Western countries. That was expected, as the
country opened itself to the world after the dictatorship so, from then on, this trend should
be seen as a global phenomenon and not just a Portuguese one.
The main reason most contemporary economists, like Thomas Piketty or Branko
Milanovic, give for this escalation of inequality since the 1980s is globalisation. As Asian
middle classes started to emerge and financial markets became much more liberalized,
companies started to invest and outsource to developing countries. As such, large portion
of industry jobs in developed countries shifted to Asia, so middle and lower classes in those
12

became unemployed or had to move to other jobs, mainly in the services sector, where
they did not have the education or skills to earn higher wages. At the same time the rich,
capital owners, drastically increased their incomes – Asian cheap labour meant a much
higher return on capital than in their home countries. This increase in inequality had
different scales in different countries, depending on how governments were able to
protect the most vulnerable (with progressive taxes or equal access to education, for
example). This is why that rise was much greater in the US than in France, for instance.
In the early 2000s income inequality stopped growing. The apparent reason for that is the
Euro. Entering the Euro provided confidence to investors, essentially cutting the interest
rate risk premium of investing in Portugal, so large amounts of foreign investment came,
stimulating the Portuguese economy. An event like this has the risk of increasing
inequality in medium to long term, as there is the risk of the richer grabbing the majority
of the benefits, but, at least during the first decade of the millennium, the opposite
happened in Portugal. The share of the top 10% peaked in 2001 (39,3%), it dropped until
2003 (37,4%) and then it bounced back (39,1% in 2004) and it reached, in 2007, a value of
38,8%. Looking at the Gini index and at the S80/S20 ratio, between the early 2000s and
2009, both indicators declined (Graph 10).
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Graph 10: Gini index and S80/S20 ratio, 1994-2018
Source: Pordata

Finally, the 2008-09 global financial crisis and the 2012-13 sovereign debt crisis were
responsible for noticeable fluctuations in inequality, as most economic crisis do. Portugal
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was severely hit by those crises, with harsh consequences for the general welfare of its
population. While the share of income going to the top 10% fluctuated around the same
level between 2008 and 2017, the Gini index and the S80/S20 ratio show that inequality
started to grow right after 2009, until 2013, when it started to decrease, until 2018.

3. Portrait of inequality and poverty in Portugal
After analysing the evolution of inequality, in the last decades, it is important to take a
closer look at the current status of inequality and poverty. Most recent data available
report to 2018. It is important to outline that these data refer to a period of economic
expansion, after the recession caused by the sovereign debt crisis of 2010-2014. The most
important indicators referred in the following analysis are presented in Table 1.

Table 1: Inequality and Poverty indicators, 2018
Source: Portugal Desigual, INE

When talking about inequality, the Gini Index is often used as a good indicator of income
distribution in each country. Ranging from 0 to 1 (or from 0% to 100%), it reflects how
concentrated income is. A value close to 0% suggests perfect equality (all citizens possess
equal income) in contrast with a value closer to 100%, in which there is higher inequality
with a higher percentage of income concentrated in a low percentage of the population.
That is, a lower Gini Index is a good sign of equality.
For the Gini index and other indicators presented, it is important to present the definition
of income used. The income is defined as household disposable income and consists of
“earnings, self-employment and capital income and public cash transfers and income taxes
and social security contributions paid by households are deducted” (OECD definition). In
order to account for differences in household size and composition, this household
disposable income is divided by the equivalised size of the household using the modified
OECD scale, which attributes a weight of 1 to the first adult, 0.5 to each additional adult
and 0.3 to each additional member aged less than 14. So, the income considered is the
equivalised disposable income and it is attributed to each member of the household.
14

Portugal presents a Gini Index of 31.9%. Within regions, the North and Centre of Portugal
reveal the higher income equality (30.1% and 30.2%, respectively), performing above the
national average. On the other hand, Portugal’s peripheral regions such as the
Autonomous Regions (A.R.) of Azores and Madeira are the country’s most income unequal
regions (37.6% and 33.5%, respectively). Another interesting statistic is regarding the
Metropolitan Area (M.A.) of Lisbon. Despite being the wealthiest region in Portugal, it
shows the worst Gini index of Continental Portugal – 32.8%.
Furthermore, in order to get a better grasp of the income inequalities in Portugal, the
ratios S90/S10 and S80/S20 should be analysed. These ratios provide information
regarding the gap between the wealthiest and poorest - namely how many times the
average income of the richest 10% (S90/S10) or 20% (S80/S20) of the population is bigger
than the average income of the poorest 10% or 20%, respectively. In 2018, the average
income of the wealthiest 10% was 8.6 times greater than the average income of the 10%
poorer. Additionally, the average income of the wealthiest 20% richest was 5.2 times
bigger than the average income of the 20% less wealthy. This can be seen as a sign of
inequality in the distribution of income in Portugal.
As inequality is being portrayed, it is relevant to address the issue of poverty. These two
concepts, despite being distinct, are related. Inequality means that a lot of the country’s
income is concentrated in just a few and it is concerned with the full distribution. Inequality
does not directly imply poverty. Poverty is only focused on the lower end of the
distribution and on the people below the poverty line. In the European Union (EU) since
the poverty indicators are relative, they are associated with the asymmetries in the lower
segment of the income distribution and so related with income inequality. In that sense, in
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Graph 11: Inequality vs Poverty
Source: Pordata
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the EU, the countries that present the higher levels of poverty are also the ones with higher
levels of inequality (Graph 11).
The fact that poverty levels, in the EU, are relative, means that someone is considered poor
if she does not have enough resources to afford a living standard compatible with her peers
in the society where she lives, so it depends on the place and time where one lives.
Therefore, the at-risk of poverty rate is defined as the share of people with an equivalised
disposable income below the at-risk of poverty threshold, set at 60% of the national
median equivalised disposable income (Eurostat definition). In 2018, in Portugal, this
threshold was defined at €6014 per year, around €501 per month.
The at-risk of poverty rate, in 2018, was around 17.2%, the lowest value since there are
reliable statistics. The Metropolitan Area of Lisbon, which is the most unequal region in
Continental Portugal, is the region with the lowest poverty rate in the country. As a
wealthy region, income may be more concentrated, but this is not reflected in higher
poverty. Nevertheless, the Autonomous Regions of Azores and Madeira, that had the
worst indicators for inequality, also show the worst statistics for poverty (31.8% and
27.8%, respectively).
Additionally, regarding poverty, it is important to notice how it affects different groups of
the population, depending on their age, household composition and occupational status.
Firstly, with respect to age cohorts, the groups most affected by poverty were the children
(0-17 years) and the elderly (+65 years). It is concerning that the more vulnerable groups
in the society are the ones that present higher levels of poverty.
In 2018, 18.5% of children lived in poverty. Poverty for all population represents a
violation of human rights, but it is particularly severe for children. Bad nourishment and
lack of appropriate health services can lead to problems related to overall physical and
mental health. Child poverty can become a barrier for education attainment and culture,
consequently, affecting the lifetime earnings of the child and her future standard of living.
Moreover, child poverty is associated with riskier behaviours and delinquency in adult life,
through neighbourhood effects. There can also be long-term impacts in the economy
through a lower level of productivity and skills, higher employment and welfare
dependence. It is also important to notice that children are born into poverty, meaning
they inherit this situation from their parents. Therefore, concrete and effective measures
should be taken to protect this vulnerable group of the society, in order to guarantee social
mobility, to close achievement gaps and to break the intergenerational cycle of poverty.
These measures should aim to increase parents’ income and to ensure quality childcare
16

and educational opportunities to children. However, since children are not the decision
makers in the household, it is difficult to target them specifically, being in-kind transfers
one way to prevent adults from using the resources for their own good.
Concerning the elderly, 17.3% were at-risk of poverty. Poverty in elders might be caused
by numerous factors, such as the sudden drop of income when retired, possible poor
planning for retirement – which might also be a consequence of lack of savings due to low
levels of income during their working life – or a possibly mounting of medical bills,
consequence of the diseases that appear in later years. They are in a particularly fragile
position, since that, opposite to what happens to children, it might be harder for them to
leave this situation, as an entry in the labour market is less probable. Additionally, poverty
in this stage of life might mean people do not have enough resources to purchase essential
medicine, causing retirement to become a harsh experience. So, to guarantee the
sustainability of the social security system and the safeguarding of social transfers reveals
to be of extreme importance in order to ensure adequate living conditions to the old age
population.
With regard to household composition, single-parent families and families with three or
more children were more susceptible to be at-risk of poverty, presenting poverty rates of
33.9% and 30.1%, respectively. This, alongside the fact that families with children, on
average, present a higher poverty rate – 18.3% - than childless families – 16.2% reinforces the thesis of the children's vulnerability to harsh living conditions.
Finally, regarding occupational status, unemployed people represent the group with the
highest poverty rate – 47.5%, while employed people displayed a poverty rate of 10.8%. It
is also important to notice that the retired have a poverty rate of 15.2%, which once again
underlines how exposed the elderly are.
Poverty analysis tends to focus on income poverty, nonetheless, there are other
dimensions, reflecting living conditions, which could be studied. Poverty is not only the
lack of monetary sources, but also the deprivation of basic non-monetary means. The
importance of relying, not only on income poverty but also on material deprivation is
shown by the fact that, together with households’ heterogeneity (personal, socioeconomic
and environmental characteristics), disposable income may not correspond to the actual
standards of living due to past investments of the household, possibility of borrowing or of
relying on family. For the purpose of studying multi-dimensional poverty, the material
deprivation rate, defined by the Eurostat, is the best indicator. It is meant to reflect
economic strain and ownership of durable goods and “express the inability to afford some
17

items considered by most people to be desirable or even necessary to lead an adequate
life”. It is an indicator of the share of households who cannot afford at least 3 of the 9 items
presented in Table 2. The severe material deprivation rate is described as the proportion
of households who cannot afford 4 or more of the 9 items previously mentioned.

Table 2: Material Deprivation Items
Source: Portugal Desigual, INE

In 2019, Portugal displayed a material deprivation rate of 15.1% and a 5.6% severe
material deprivation rate. It is important to acknowledge that these indicators reached
their minimum value in that year. 40% of the population could not afford a week of holidays
abroad, 33% could not pay an unexpected bill without resorting to credit and 18.9% did
not have the necessary means to keep their homes warm.
Finally, in order to get a better grasp of the dimensions of poverty, it is important to analyze
the rate of people at risk of poverty or social exclusion. People at risk of poverty or social
exclusion were in at least one of the following situations: at risk of poverty; severely
materially deprived; or living in households with very low work intensity (Eurostat
definition). People living in households with very low work intensity are defined as people
living in households where the adults worked 20% or less of their total potential during the
previous 12 months. In 2019, 21.6% of the population was in a situation of poverty or social
exclusion – which corresponds to 2.2 million citizens and more than one-fifth of the overall
Portuguese population.
Regarding the differences across geographic areas, the insular regions – Azores and
Madeira – show the highest poverty or social exclusion rates, 32.2% and 36.8%,
respectively. This is a clear sign of the harsh social and living conditions of these regions,
that require specific studies and measures in order to overcome these dramatic numbers.
According to Azevedo (2017), insular regions, given their geographical positions, face
higher costs for goods and services, due to transport, logistics and energy costs, and
constraints regarding economic and social integration with other territories. Azores and
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Madeira are also characterized by a high percentage of numerous households and lower
wages, due to the features of the economies, based on agriculture, fishing and
construction. These regions have, on their side, tourism potential, natural and cultural
richness, biodiversity and an important geostrategic position, functioning as a link
between continents. Such opportunities should be used to improve the local living
standards and economy, with the protection of the environment as a priority.
Concerning Continental Portugal, the North and Algarve regions display the highest rate
– 23.3% - while the Metropolitan Area of Lisbon records the lowest – 17.8 %. These results
are coherent with the results of previous indicators since the latter indicator is a summary
of the ones previously mentioned.

4. Portugal in comparison with Europe
For a comparison of inequality across the European Union, the ratio S80/S20, that states
how many times the average income of the richest 20% of the population is bigger than the
average income of the poorest 20%, is used. In 2018, the average S80/S20 ratio for the 28
European Union member states was 5,12 and for the 19 countries in the Euro area was
5,07. The S80/S20 ratio in Portugal was just above the European average, 5,22 and
Portugal was the 9th more unequal country in the EU. The more unequal member states
were Bulgaria (7,66) and Romania (7,21). In the other extreme, the less unequal states
were Slovakia (3,03) and Czech Republic (3,32). Therefore, in European Union, the high
levels of inequality are a result of significant income differences between the lower and
upper parts of the income distribution.
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After analysing the inequality across Europe with the help of the S80/S20 ratio, the Gini
index could also be used. In 2018, the European Union average Gini index was 30,4%.
Portugal was above the European average with a value of 31,9%. The highest income
disparities were in Bulgaria (39,6%) and Lithuania (36.9%). Income was more evenly
distributed in Slovakia (20,9%) and Slovenia (23,4%). Income inequality measured by the
Gini index varied by 18,7 percentage points across the EU. The ranking of inequality levels,
both measured by the S80/S20 ratio and by the Gini index, was identical.
To look at income inequalities across European Union member states, another indicator
that can be analysed is the median equivalised disposable income. In 2018, the EU average
median equivalised disposable income was PPS 16 839. It ranged from PPS 32 158 in
Luxembourg and PPS 23 204 in Austria to PPS 7 218 in Bulgaria and PPS 6 278 in Romania.
In Portugal, the median income was PPS 9 346, which positions Portugal below the EU
average by a considerable distance. The countries with the higher median income were
located in Western and Nordic Europe, while the ones with the lower median income were
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This disparity in income is reflected in the at-risk of poverty threshold, below which one is
considered to be poor. As stated previously, this threshold is set at 60% of the median
equivalised disposable income. The different at-risk of poverty thresholds across Europe
(Graph 13) reflect that poverty is associated with the time and place where one lives.
In 2018, the European Union average at-risk of poverty rate was 17,1%. Portugal was just
above this value, with a rate of 17,2%. The at-risk of poverty rate ranged from 23,5% in
Romania and 23,3% in Latvia to 12% in Finland and 9,6 in Czech Republic (Graph 14). As
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seen before, in Graph 11, the countries with higher income inequalities are also the ones

12.2

12.0

DENMARK

SLOVAKIA

FINLAND

9.6

12.7

HUNGARY

CZECHIA

13.3

12.8

SLOVENIA

13.4

13.3

AUSTRIA

FRANCE

14.3

POLAND

NETHERLANDS

14.9

14.8

IRELAND

16.0

15.4
CYPRUS

16.4
SWEDEN

GERMANY

16.8

16.4

MALTA

BELGIUM

17.1

17.0
EURO AREA

17.3
PORTUGAL

EUROPEAN UNION

18.5

18.3

GREECE

LUXEMBOURG

19.3

18.6

ITALY

CROATIA

20.3

SPAIN

UNITED KINGDOM

21.9

21.5

ESTONIA

22.9

22.0
BULGARIA

LATVIA

AT-RISK OF POVERTY RATES (2018)

LITHUANIA

23.5

23.3

ROMANIA

that present a higher at-risk of poverty rate.

Graph 14: At-risk of poverty rates, European Union, 2018
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Therefore, it is possible to conclude that Portugal presents poverty and inequality
indicators above the European Union averages. In 2018, in the European Union, there are
still large discrepancies between Member States, regarding living and monetary
conditions, which means that the process of economic convergence within the EU is far
from being complete. In that sense, the poor and more unequal countries, including
Portugal, should look at the wealthier countries, learn with their past experience and
implement more effective and efficient policies, in order to reduce those asymmetries.
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5. Redistributive Policies in Portugal
5.1. The effects of social transfers and pensions in alleviating poverty
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Graph 15: At-risk of poverty rates by transfers
Source: Pordata

The most appropriate way to analyze the efficacy of social transfers, in reducing poverty,
is to make use of three different indicators: the at-risk of poverty rate after social
transfers; the at-risk of poverty rate after transfers only related to pensions; and the atrisk of poverty rate before any type of social transfers. The first one is the official at-risk of
poverty rate and the other two rates are calculated changing the composition of the
disposable income but keeping the poverty threshold. Restricting our analysis to the
period after the adjustment process, it is possible to verify that the different indicators are
decreasing since 2013, with the at-risk of poverty rate before social transfers going for
47,8% in 2013 to 43,4% in 2018, a decrease of 4.4 percentage points. This decrease is
reflected in the decline of the other two rates (Graph 15). Some explanations for this
significant decline in the at-risk of poverty rate before social transfers are the economic
recovery of the country after the adjustment period, the growth of the economy (an
average GDP growth of 2,1% between 2014 and 2018) and the decrease of unemployment
(from a peak of 16,18% in 2013 to 6,86% in 2018).

Table 3: Effects of Pensions and Social Transfers, 2003-2018
Source: Pordata
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As an example, the year of 2018 is taken as reference (Table 3). The official at-risk of
poverty rate was 17,2% but when taking out, from the disposable income of households,
the social transfers related to unemployment, social inclusion, family and incapacity, this
rate would increase to 22,7%. This means that the social transfers, except pensions, allow
a reduction of the poverty incidence of 5,5 percentage points (a reduction of 24,2%).
Additionally, taking out pensions from the disposable income, the at-risk of poverty rate
would increase to 43,4%. Meaning that pensions allow a reduction of poverty incidence of
20,7 percentage points (a reduction of 47,7%). Therefore, pensions have a higher impact
on taking people out of poverty than social transfers. This result may be a consequence of
the ageing of the population, since after retirement the main income source of retiree is
pensions. Assessing the evolution of the effects of both pensions and social transfers in
reducing poverty, it is possible to verify that pensions are increasing in their importance in
tackling poverty and social transfers have been decreasing in their importance since 2009,
with a small recovery in 2018.

5.2. The effects of social transfers and direct taxes in reducing inequality
Income decomposition allows to identify the efficacy of three redistributive instruments:
pensions; other social transfers and social security contributions and income taxes.
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Graph 17: Efficacy of Redistributive Instruments
Source: “Desigualdade do Rendimento e da Pobreza em Portugal”, FFMS

Graphs 16 and 17 show the evolution of the Gini coefficient by levels of income between
2006 and 2014 and the efficacy of the various redistributive instruments in reducing
inequality, measured by the Gini Index. Despite the small variations in inequality when
considering the disposable income, there were large increases in the Gini index for the
other levels of income, until 2013.
Taking as reference the last year of data, 2014, the three instruments allowed a reduction
of the Gini index by 10,4 percentage points. Taxes and social security contributions
allowed a reduction of 6,5 percentage points (p.p.), the remaining social transfers reduced
the Gini index by 2,1 p.p. and pensions, the remaining 1,8 p.p. Direct taxes on income are,
therefore, the most effective instrument in reducing inequality. The overall effect on
reducing inequality of the government policies has increased over time. However, there
were changes in the efficacy of each instrument. Direct taxes on income increased their
efficacy in tackling inequality, due to the reform of the personal income tax system in 2013.
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Source: Pordata
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Pensions’ efficacy was diminished and the remaining social transfers, also, had their
efficacy being reduced, as a result of the cut of social transfers dedicated to tackle poverty
and social exclusion during the adjustment period.
It is possible to verify, in Graph 18, that social transfers more associated with tackling
poverty and social exclusion, such as family benefits (abono de família) and the Guaranteed
Minimum Income (Rendimento Social de Inserção), decreased substantially between 2010
and 2015. Since 2015, they have been increasing slightly, yet still far from the levels
registered before the financial crisis. This cut, until 2015, is one of the main reasons for the
decline in the efficacy of social transfers in reducing inequality. With the increase of these
social transfers in the last years, an increase of their efficacy is expected. To preserve the
capacity of the few automatic existing stabilizers is one of the best ways to respond to
social crises and poverty, which did not happen during the troika period.

Graph 19: Distribution of social transfers by quintile of income, 2014
Source: “Desigualdade do Rendimento e da Pobreza em Portugal”, FFMS

In 2014, the contributive pensions (black, in Graph 19) had a regressive character, since
the fifth quintile received almost 45% of the total pensions distributed, against 7% of the
first quintile. This might explain the lower efficacy of pensions in reducing inequality. The
unemployment benefits (blue) also presented a regressive nature, with the higher quintiles
receiving a higher proportion. The remaining social transfers (grey), in particular the ones
related with family benefits and social exclusions (Guaranteed Minimum Income and
Solidary Supplement for the Elderly), were progressively distributed, with the first quintile
receiving 40% of the total remaining social transfers.
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Graph 21: Number of Households with PIT paid and the relative amount of PIT paid, 2017
Source: Autoridade Tributária

In 2017, by examining data of the Portuguese tax authority, it is possible to observe that
in the group of households with personal income tax (PIT) paid, households in the last two
tax brackets, with a gross income higher than €40.000, paid 61,45% of the total amount of
the personal income tax collected by the government. In addition, only 53.98% of
households paid any amount of PIT. This shows the high progressivity of the Portuguese
income tax system and it might explain its high efficacy in reducing inequality.

5.3. Efficiency of social transfers and direct taxes
After analyzing the efficacy of social transfers, including pensions, and direct taxes in
reducing inequality and their distribution across quintiles of income, it is important to
evaluate their efficiency. The efficacy of an instrument is shown by the difference of the
Gini index before and after its implementation. On the other hand, the efficiency of a
specific instrument is the ratio between its efficacy and its weight in the households’
income. Since each instrument has a different weight in the aggregate income, it is
necessary to correct for those differences. Therefore, efficiency is the reduction of the
inequality level that each euro received/given of each instrument allows. The efficiency
evaluates the competence of the instrument in fulfilling its goals, since its inversely
proportional to its cost.
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Table 5: Efficacy and Efficiency of Social Transfers and Direct taxes, 2006, 2009, 2014
Source: “Desigualdade do Rendimento e da Pobreza em Portugal”, FFMS

Considering the year of 2014, the share of taxes expenditures in aggregate income is much
higher than the share of pensions and other social transfers. It is 7 times as high as that of
non-pensions benefits. So, it is natural that they achieve different levels of redistribution.
Therefore, this should be corrected by examining the reduction in equality achieved by
each instrument for a marginal spending increase – the efficiency of the instrument.
From Table 5, it is possible to observe that social transfers, excluding pensions, are the
most efficient redistributive instrument, despite the decrease in 2014, when compared to
2009. This means that for a given amount of resources, non-pensions benefits allow the
greatest reduction in inequality. The tax system is the second more efficient instrument,
even though significantly less than social transfers, excluding pensions. Lastly, pensions
are the least efficient instrument of redistribution, with its efficiency being even more
reduced in 2014. This conclusion is somewhat expected since pensions have a contributive
nature, meaning that there is a link between contributions paid during working age and
pension received in retirement.

5.4. Redistributive Impact of RSI, CSI, Consumption Taxes and Labour Market
Policies
In this section, the redistributive impact of some specific instruments will be studied. The
Guaranteed Minimum Income (Rendimento Social de Inserção, in Portuguese) and the
Solidary Supplement for the Elderly (Complemento Solidário para Idosos) are two social
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transfers with the main goal of tackling poverty and social exclusion. The Value Added Tax
(VAT) and other indirect taxes, such as excise taxes, together with the PIT and SS
contributions, make the largest share of the total amount of taxes collected by
government. Finally, labor market policies, including the minimum wage, and their impacts
on in-work poverty would be studied.

5.4.1. Guaranteed Minimum Income
In Portugal, the Guaranteed Minimum Income takes the form of a social integration
income, known as Rendimento Social de Inserção (RSI). It is an income support for the
extreme poor individuals and households, composed by a social integration program and a
non-contributory monthly cash transfer to secure the basic needs. The RSI is a meanstested transfer, meaning that it is needed to ensure that all beneficiaries are in fact poor.
This transfer enables the recipient’s monthly income to reach a reference minimum
income threshold. In 2020, for the first adult, this threshold is 189,66€, then for each
additional adult this value is increased by 132,76€ (70% of the initial value) and for each
additional child, it increases by 94,83€ (50%).
The RSI is an interesting instrument to study, in particular, due to the potential positive
effects in reducing poverty intensity of children. The poverty rate among children, in
Portugal, is concerning, with a value of 18,5% in 2018. Since around 35% of the
beneficiaries of RSI are children (Rodrigues 2009), it can be a powerful tool to tackle
children deprivations.
This Guaranteed Minimum Income was created in 1997 and several reforms were
undertaken throughout the years, to address the problems of fraud and to create
incentives to participate in the labor market. However, reforms in 2010 and 2012 modified
the applied equivalence scale and the way that household income per person was
calculated to determine the amount of transfers received. These modifications, combined
with a nominal reduction in the monthly threshold level, led to a strong decrease in the
number of beneficiaries and in the level of total transfers. From 2010 until 2015, the total
number of beneficiaries was almost reduced by half, from 527 382 to 295 664
beneficiaries, and the level of total transfers was reduced by 40% (Graph 22). The
threshold level of income guaranteed by the RSI, for a household with two adults and two
children, was reduced from 62% of the poverty line in 2009 to 46% in 2013. (Rodrigues,
2015).
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Source: Pordata

Firstly, it is important to understand and reflect on the efficacy of the RSI in tackling
poverty and inequality. So, Rodrigues (2009) is used, in which the author performs some
micro-simulations assuming full take-up, to get a detailed view of the effects of the RSI, at
the time of the study, and then analyze the changes caused by the reforms in 2010 and
2012.
In 2007, around 4,5% of the population was eligible to the program. However, the take-up
rate was only around 35%. Single parent households and large families with three or more
children were the groups with a higher RSI participation rate. The effects of the RSI are
almost restricted to the first decile, since 93% of the beneficiaries had incomes that
included them in that decile. 43% of households in the first decile participated in the
program. The RSI would allow an increase of 20% in the mean equivalent income for
households in the first decile.
The efficacy of the RSI in reducing the poverty rate is very limited since the maximum
threshold of the program is below the poverty line. In 2018, the RSI maximum threshold
for a one-person household was 37% of the at-risk of poverty threshold. So, no one should
get out of poverty by receiving the RSI. There are some residual effects due to differences
in the household income that is considered for RSI purposes and the total household
income. The most interesting and successful effects of RSI are in reducing intensity and
severity of poverty. Poverty intensity is measured by the poverty gap, the ratio by which
the mean income of the poor falls below the poverty line (OECD). Poverty severity
measures the income distribution among the poor. The RSI, assuming full take-up, could
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reduce intensity of poverty by 26% and severity by 47%, in 2007. This allows an
extraordinary improvement in the living conditions of the poorest households. For families
with three or more children, the RSI would allow a reduction of poverty intensity of 60%
and for families with poor children, a reduction of 46%. Regarding inequality, in 2007, it
would allow a decrease of inequality, measured by the Gini index, of 2% and a decrease of
the ratio S80/S20 and S90/S10 of 7,5% and 16,4%, respectively. These significant
decreases in the value of the considered deciles ratios are a result of the increase in income
of households in the first deciles. The vertical efficiency of the RSI was 100%, which means
that all transfers are given to households initially below the poverty line and the poverty
reduction efficiency was 95,5%, meaning that 95,5% of the transfers effectively reduced
the poverty gap.
It is, then, worthy to analyze the effects on the efficacy of the RSI of the reforms of 2010
and 2012. According to Rodrigues (2015), the reforms increased the intensity of poverty
meaning that the poor became poorer. So, it is important to question if these reforms, that
allowed total savings of about 230 million euros but caused a deterioration of living
conditions by the poorest, were the best option.
In 2015 and 2017, there was a reversal of some of the reforms previously implemented,
with the increase of the weight given to each additional adult and child when calculating
the maximum threshold. Also, there was the reversal in 25% of the cut in the RSI value.
These changes were visible by the increase in the total transfers and a not so intense
decrease in the number of beneficiaries. Therefore, it is expected that these decisions
increased the efficacy of the RSI to levels similar to the ones pre-2010.
In Arnold and Rodrigues (2015), some suggestions are made concerning the RSI. Reference
thresholds should be raised, leading to higher benefits and more beneficiaries. Moreover,
children must be given a higher weight when calculating the level of benefits. Control and
anti-fraud mechanisms should be put in practice more intensively and the effectiveness of
social inclusion programs should be increased, in order to integrate beneficiaries in the
labor market and reduce the dependence of those benefits.
5.4.2. Solidary Supplement for the Elderly
In Portugal, in addition to contributory pensions, there is a solidary supplement for the
elderly (Complemento Solidário para Idosos - CSI). It was introduced gradually in 2006 with
the goal of reducing the incidence of poverty among the elderly. The number of
beneficiaries increased from its introduction until 2011, reaching a peak of 248 751
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beneficiaries, and it has been decreasing since then, with 176 272 pensioners receiving it,
in 2019.
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Graph 23: Total number of beneficiaries of the CSI, 2006-2019
Source: Segurança Social

The amount of benefit received is the difference between the recipient’s income and a
maximum threshold defined every year. In its conception, this value was supposed to be
defined at the level of the poverty line. However, since this value has to be defined before
January of each year and the poverty line is only known 2 or 3 years later, the values always
differ. In 2018, the maximum threshold was €5175,82 per year, while the poverty line was
€5607. In 2020, the value of the threshold to access the CSI benefits was €5258,63. The
consequence of this gap is that not all the beneficiaries get out of poverty and the poverty
rate is not reduced as expected, despite the improvement of the living conditions of the
elderly.
This supplement can accumulate with invalidity and social pensions. In addition, the CSI
also provides health benefits and social tariffs in natural gas and electricity. The income of
the beneficiaries’ partner, and, in some cases, the income of the her/his children is
considered when assessing the beneficiaries’ income. For example, if the child is in a tax
bracket beyond the third one, the elder loses the benefits.
For the analysis of the efficacy of the CSI, Rodrigues (2009) is used. The results of the
simulations performed for the CSI should be interpreted carefully because the analysis
was made in an early stage of the program (in 2007) and some features of the program
itself make the simulations less precise. On the contrary of the RSI, the CSI affects
individuals in the first 8 deciles of the income distribution. The mean income of the
individuals in the first decile is increased by 6,6% and in the second decile by 3,6%. In 2007,
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households composed only be elderly people had a participation rate of 25%. Regarding
inequality, the CSI program had the potential, assuming full take-up, to reduce the Gini
index by 1,2% and the ratio S80/S20 and S90/S10 by 4,5% and 6,2%, respectively. The
most important effects of the program regard the poverty rate among the elderly. The full
take up of the CSI would imply, in 2007, a reduction of 11% in the poverty incidence of the
overall population and the poverty rate of the elderly people would be reduced by 10
percentage points (a reduction of 41%). However, the change in the poverty rate of elderly
people living alone would be null due to the already mentioned gap between the maximum
threshold and the poverty line. However, for those same people, the CSI would allow a
reduction of poverty intensity by 61%. Regarding efficiency, the vertical efficiency of the
CSI was about 75% meaning that some potential beneficiaries are not poor before the
program. And the poverty reduction efficiency was 60%, which means that only 60% of the
total transfers allowed a reduction of the poverty gap.
In a recent OECD report (2009), about pensions in Portugal, some suggestions were made
regarding the CSI. The organization supports that the non-contributive transfers should
be simplified, in order to encourage people to apply for them, to avoid the multiplication of
instruments with similar goals and to reduce costs. In that sense, they advocate that the
social pensions, the extraordinary solidarity compensation and the CSI should be
combined in one single instrument. In addition, the authors consider that the children’s
income should not be considered in the calculation of the beneficiaries’ income. In 2018,
18% of the beneficiaries had their transfers reduced due to that specification. The
inclusion of children’s income contributes to the perpetuation of low income through
generations and increases the complexation and costs of the system. Finally, they state
that CSI fails to reach some potential beneficiaries in need.
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5.4.3. Consumption taxes
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Graph 24: Consumption taxes revenues, 2005-2018
Source: Pordata

Consumption taxes are usually divided into two categories: value-added taxes (VAT) and
taxes on specific goods and services. Since 2012, the revenues from total indirect taxes,
including value added taxes, have been increasing, as a result of some changes in the taxes
rates, of the economic recovery and of an increase in private consumption. In 2018, the
total indirect taxes revenues were about 24 578 million euros, 68% of them were collected
from value-added taxes. Revenues from value-added taxes and taxes on specific goods and
services represented, in 2017, 25% and 15%, of total tax revenues, respectively. After
analyzing the efficacy of direct taxes on inequality, it is worthy to examine the
redistributive effects of indirect taxes, due to their strong burden in the household
budgets.
In Portugal, there are three VAT rates: 23% (standard), 13% (intermediate) and 6%
(reduced). The Autonomous Regions of the Azores and Madeira have lower taxes,
respectively, 18% and 22% (standard), 9% and 12% (intermediate) and 4% and 5%
(reduced). The reduced rate is applied to basic food, water supply, books, hotels or
pharmaceutical products. Some goods and services are exempt from VAT such as health
and education expenditures. Excise taxes are levied on commodities such as alcoholic
drinks, beer, tobacco, oil and gas.
Before analyzing the redistributive effects of indirect taxation, it is useful to understand
some concepts. “An indirect tax is progressive, proportional or regressive relative to
income if the respective average rate increases, remains constant or declines along the
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distribution of income” (Braz and Cunha, 2009). According to O'donoghue (2004), at the
time of the study, Portugal had the most regressive indirect taxation and VAT, meaning
that the poor were proportionally taxed more than the rich. Also, when considering final
income (disposable income after indirect taxes subtracted), VAT increased the Gini index
by 2,9 p.p., the second highest increase, after France. The goods with the largest negative
redistributive effects were transport, household goods, food and clothing. Also, according
to OECD (2014), excise taxes are regressive. Although, excise taxes are less regressive
than value-added taxes (Araujo, 2019).
In addition, according to Braz and Cunha (2009), the relationship between the share of
expenditure and the level of income is negative for food and positive for services such as
hotels, culture and restaurants. Moreover, this relation is positive for services exempt or
taxed at reduced rates, such as education, meaning that it is not due to distributional
purposes that some goods and services have rates different from the standard but possibly
due to goals of promoting their consumption. They find that VAT is slightly progressive
relative to expenditure, except in the first and second income deciles, in which it is
proportional and relative to income, VAT is regressive. This means that value-added taxes
affect low-income earners more heavily than high-income earners. Araujo (2019) finds
that reduced VAT rates reduce the regressivity of the indirect tax system, presenting a
positive redistributive effect. This occurs because bottom income deciles have higher
shares of expenditure on goods taxed at reduced rates.
However, for Braz and Cunha (2009), a VAT system with different rates causes efficiency
losses and does not contribute significantly to redistribution. They state that a single-rate
tax on consumption, associated with strong redistributive direct taxes, allows efficiency
and equity gains. In addition, in Arnold and Rodrigues (2015), the authors claim that VAT
reforms, in 2012, that increased the VAT applied to restaurants meals to the standard rate
made the system more progressive, since these services are consumed in a higher
proportion by wealthy households. By the same reasoning, it is possible to question if the
reversal of this reform in 2016, with the VAT rate of restaurants fixed at 13%, was
reasonable in redistributive terms. In the same paper, the authors praise the anti-tax
evasion measures and compliance incentives.

5.4.4. Labour Market Policies
In 2018, the proportion of employed population in poverty was 10,8%. It is concerning that
so many individuals working still cannot get out of poverty. In-work poverty (IWP) affects
mainly older and low-educated workers and those living in low work intensity households.
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In addition, part-timers, workers with temporary contracts and the self-employed are the
most vulnerable groups. For example, in 2017, the IPW among employees was 7,8%, while
among the self-employed was 32.1%, meaning that nearly 1 out of 3 self-employed was in
IPW. The IPW among part-time workers was 31.5% and among temporary workers was
11.4%, compared with 6.4% among workers with permanent contracts. (Perista, 2019)
Regarding labor market policies influencing in-work poverty, it is important to remember
that there are no in-work benefits in Portugal, such as a tax credit that would increase the
income of low-wage households, despite goals announced in that sense in the program of
the last government.
The most obvious relation between in-work poverty and labor market policies is the
minimum wage. Theoretically, the minimum wage can have two different impacts on
poverty: on the one hand, it increases earnings at the bottom of the distribution and on the
other hand, it increases cost of low-skilled workers and may increase unemployment, itself
a major cause of poverty. However, several frictions may make minimum wages have
unexpected effects since it may be that increased minimum wages foster managerial
investment, that increases productivity, and if firms have monopsony power, they hire an
under-optimal amount of labor at the competitive equilibrium.
In Portugal, the statutory minimum wage was frozen between 2011 and 2014, on €485 per
month. In 2015, it increased to €505, then in 2016 to €530, reaching a value of €600 in
2019 and €635 in 2020. In absolute terms, the minimum wage is low when compared with
other EU countries. However, according to the OECD, Portugal has the second highest
minimum wage when compared with the median wage – 61% in 2017. This is due to the
fact that there is a high percentage of workers with low wages and not due to the value of
the minimum wage itself. When compared with the average wages, the result is similar to
other European countries – 43%. The number of employees receiving the minimum wage
has been increasing, from 13.2% in April 2014 to 22.9% in March 2018
According to a report from the Portuguese Ministry of Labor (2019), despite the fact that
poverty is related mainly to participation in the labor market and the household
composition, the proximity of the poverty threshold and the minimum salary is an
important point for the argument that an increase in the minimum wage is a strong
mechanism to tackle poverty and social exclusion. The authors also advocate that the
reduction in the wage asymmetry was in large scale due to the increases in the minimum
wage, since the wage increases were stronger in the low-income segment of the wage
distribution.
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However, there are some researchers and activists suggesting that the minimum wage is
not sufficient to reduce in-work poverty and to allow workers to live under decent
standards. Hence, they propose the concept of living wage, which is a standard either with
respect to government’s employees or a condition imposed upon firms which contract
with the government. According to Pereirinha (2017), the level of income that would allow
someone to live with dignity, in Portugal, is €783 per month for an adult living alone and
€1800 for a couple with a dependent child.
A European Commission report for Portugal alerts for the labor market segmentation,
since the proportion of workers on temporary contract is high and as previously stated,
IPW among temporary workers is high compared with permanent contract workers. In
2019, 20.8% of the workers had temporary contracts, despite decreases since 2016, when
the value was 22.3%. In 2019, some legislation with the goals of tackling precariousness
and promoting collective bargaining was approved. There were changes regarding labor
code, the unemployment benefit scheme, active labor market policies, the duration and
protection of temporary contracts and contributory schemes. In 2019, there were also
changes for self-employed workers, that are one of the groups that most suffer from inwork poverty. The most important one was the reduction of the social security
contribution rate from 29,6% to 21,4%.
In Perista (2019), the author claims that, despite important measures such as the increase
of the minimum wage, energy costs assistance and tariff reduction on public transport,
Portugal still lacks a comprehensive approach to the problem of in-work poverty. He
leaves four points to tackle IPW, with the most important being the implementation of
specific policies such as the increase of the progressivity of the tax system and a tax credit
for low-wage earners.

6. Conclusion
Using some of the most important databases and reviewing the literature about inequality
and poverty in Portugal, some insights about the historical evolution and the current
status of inequality and poverty are provided and the impact of public policies in reducing
these phenomena is studied.
Analyzing historical records on the subject, it is possible to argue that, in Portugal,
inequality did not follow quite the same trajectory as in most Western countries.
Inequality did not decline during the first half of the 20th century, as it did in those
countries, staying very high until the 1970s, when it fell sharply, as democracy was
36

restored. It was then, after the country opened itself to the world, that it started to follow
the global trend of mounting inequality since the 1980s, finally slowing down in the 2000s.
Thomas Piketty was the one who found this U-shaped path of inequality across the West,
explaining it with the difference between the return on capital and the growth rate of the
economy. Portugal did not display the exact same behavior of most Western countries
regarding inequality, but the events that most significantly altered those variables in
Portugal were probably not the same ones that affected those other countries, so Piketty’s
explanation might still make sense.
In 2018, the Gini index in Portugal was 31,9%, with the Autonomous Regions of Azores
and Madeira being the most unequal regions. In addition, the average income of the
wealthiest 10% was 8,6 times greater than the average income of the 10% poorest.
Relative poverty, as a concept related to inequality, is also studied. In 2018, the at-risk of
poverty rate was 17,2%, representing the lowest value since there are reliable statistics.
As before, the A.R. of Azores and Madeira were the poorest regions in Portugal. The fact
that the insular regions present the worst indicators is a sign of the fragilities of their
economies, being necessary a specific strategy to tackle those problems. The age cohorts
more affected by poverty were the children and the elderly and regarding occupational
status, the unemployed represented the group with a higher poverty rate. In addition,
single-parent families and families with more than two children were the more susceptible
to in poverty. Portugal shows a material deprivation rate of 15,1%, with 18,9% of the
population not being able to keep their homes warm. 2.2 million citizens were in a situation
of poverty or social exclusion. Moreover, there are still large discrepancies across the
European Union. Portugal consistently presents worst inequality and poverty indicators
than the EU average.
The final analysis is concerning the efficacy and efficiency of government policies and
redistributive instruments. In 2018, pensions allowed a 48% reduction in poverty
incidence and social transfers a reduction of 24%. The importance of pensions has been
increasing in the last years, as a result of the ageing of the Portuguese population. In
addition, taxes and social security contributions are the most effective instrument in
reducing inequality and social transfers, excluding pensions, are the most efficient
instrument.
Lastly, the potential impacts of some specific instrument are analyzed. The Guaranteed
Minimum Income, assuming full take-up, may have extremely successful effects in
reducing intensity and severity of poverty, in particular for large families. Some
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recommendations are proposed, including control and anti-fraud mechanisms, increase of
the reference thresholds and a higher weight given to children. The Solidary Supplement
for the Elderly has the potential to reduce by 41% the poverty incidence for the elderly and
a reduction of 61% for elderly living alone. To reduce the complexity of the pensions
system and not to consider the children’s income when calculating benefits are some
recommendations by the OECD.
Consumptions taxes are defined as regressive and so causing negative redistributive
effects. However, the reduced rates of some goods and services, including restaurants, are
questioned due to efficiency losses. Finally, in-work poverty and labor market policies are
studied. The increases of the minimum wages in the last years allowed a reduction of
inequality. However, these increases also created some adverse effects, with an increasing
proportion of workers earning the minimum wage and one of the highest minimum wage
in Europe when compared to the median wage. Labor market segmentation, with an
increasing proportion of temporary contracts and precariousness, is also a concerning
phenomenon. Despite some important changes, there are still some possible measures to
implement, such as a tax credit allowing an increase of income of low-wage earners.
Besides the ones already mentioned, some other recommendations are proposed in the
literature, such as: reform in unemployment benefits turning them less dependent of age,
reduce overlap between different benefits and better targeting leading to an increase in
take-up. A reduction of drop-out rates from secondary education and more teaching
support
to children with more learning difficulties are also of extreme importance, to turn
education into the main driver of social mobility. Finally, a progressive wealth tax at the
European level could have positive effects in reducing wealth inequality, as wealth is even
more unequally distributed than income.
Therefore, and concluding, there should be a clear recognition of poverty and inequality as
a persistent and concerning phenomenon in Portugal and a definition and implementation
of a national strategy to tackle those same problems. This strategy gains an additional
importance and urgency in these days, when an economic crisis is arising, and the increase
of social inequalities is already visible.
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