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The Portuguese Public Finance Council is an independent body, set up under article 

3 of Law no. 22/2011 of 20 May which was the 5th amendment to the Budget 

Framework Law (Law no. 22/2001 of 20 August, republished by Law no. 37/2013 of 

14 June).  

The decision to set up the Council was taken following the publishing of the final 

report of the Taskforce to the European Council on economic governance in Europe, 

and became a reality in October 2010 after agreement was reached between the 

Socialist Party (PS), in Government, and the Social Democratic Party (PSD). The final 

version of its Statutes was approved by Law no. 54/2011 of 19 October. 

The Council began its work in February 2012 and its mission is to conduct an 

independent assessment of the consistency, compliance with the stated objectives 

and the sustainability of public finances, while promoting fiscal transparency, so as to 

contribute to the quality of democracy and of political economic decisions and so 

strengthen the State’s financial credibility. 
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1. Introduction 

The Budgetary Framework Law (BFL) contained in this Bill1 is not a chirurgical change to 

certain details of the budget process and it clearly differs from the amendments made to the 

existing law (Law no. 91/2001 of 20 August). It lays down a new legal framework that should provide 

Portuguese fiscal policy with a basis for prioritising public expenditures in line with the 

government’s policy choices, leading to a better use of taxpayer resources within a context of fiscal 

discipline that protects the country from the adverse consequences of a relentless budget deficit 

build-up. Generally speaking this Bill reflects a set of principles prescribed in international good 

practice, the adoption of which is also recommended by national experience. The CFP has 

consistently called attention to such issues and has set them out in papers published in 2014.2 

As such this Bill represents an enormous challenge, not only in institutional and technical 

terms but also politically. In Portugal, until now, the budgetary framework has traditionally been 

built around a “command and control” system that makes the Ministry of Finance responsible for 

controlling public expenditure, at a very detailed level, though in practice restricted to an annual, 

cash basis, only partially covering State liabilities. As the experience of recent decades has shown, 

such discipline did not stop fiscal policy from following a path of accumulated deficits – both in 

economic growth phases and in periods of recession – which gave rise to economic instability, 

financial vulnerability and lack of confidence in the economy and its growth potential.  

The inclusion of a long list of principles and strict rules in the successive versions of the BFL 

did not prevent the occurrence of developments that those principles and rules were 

designed to preclude. Therefore those budgetary aspects that led to this contradiction and to the 

wiping out of the country’s fiscal space must be corrected. The Bill now under review is an 

important step in this direction and this Opinion analyses it from that standpoint. The next section 

examines the timeliness of the Bill, the options taken, the conditions required to ensure its success, 

as well as some general matters relating to how the proposed solutions could be improved. In the 

final section the Opinion analyses more detailed issues at the wording level. 

 

 

 

  

                                                      
1 Proposta de Lei 329/XII. 
2 Cardoso (2014), Baleiras (2014). 

 
 

http://www.parlamento.pt/ActividadeParlamentar/Paginas/DetalheIniciativa.aspx?BID=39433
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2. Overview 

a) Timeliness of the Bill 

Three points must be stressed in regard to the timeliness of this Bill. First, a thorough 

reformulation of the fiscal framework was hardly advisable under an international assistance 

programme. The very nature of the emergency situation required the programme to focus on 

bringing it to an end within a suitable time frame. Therefore, whilst the revising of the BFL was 

always among the measures included in the programme, its achievement as provided for in the Bill 

would have required preparatory work and an implementation period inconsistent with the series 

of measures the emergency situation required.  

Secondly, the European economic governance model has itself been going through a major 

review phase, which led to specific amendments to the BFL in order to incorporate new 

procedures, but its full development was also useful as a backdrop to a major overhaul of the BFL.  

Lastly, and most importantly, an in-depth revision of the Portuguese budgetary framework 

should stem from a national initiative that takes into account the country’s political and 

institutional traits, as well as the technical and financial resources available to implement it. 

For all these reasons it makes sense for the Bill to be presented after the end of the international 

assistance programme, benefitting from the experience and technical support it provided. It should 

also be stressed that its submission at the end of a parliamentary term opens up the possibility of 

establishing new budget decision-making principles and methods, consistent with different policy 

options and ensuring that decisions take into account their foreseeable impacts in subsequent 

parliamentary terms. 

The nature of this reform means that its adoption cannot be the result of a simple party 

stance. Both the design and effective use of the tools required to implement the law involve time 

horizons that go well beyond one parliamentary term, and call for a full-blown discussion of the 

principles contained therein. To that end the Bill would have benefitted from being submitted 

earlier. However, it is important that that handicap does not prevent discussing the fundamental 

issues that any future Government will have to face. 

b) Options set out in the Bill 

Three choices deserve special mention: 

i) The integration of economic and fiscal policy. This assumes a new role for the Major 

Options Law. In future this must be presented along with the Stability Program, which must 

therefore be submitted for parliamentary approval, including the multiyear public 

expenditure framework (MPEF). This sets the limit on overall spending that is consistent 

with the objectives set out in the Stability Program, as well as the spending ceilings for each 

organic unit. This is a key change that should finally provide the Major Options Law with 

the meaning that it has always lacked by ignoring the funding requirements of the policies 

it stated. By disregarding financial restrictions, the law avoided the need to evaluate the 
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opportunity cost of the retained choices and became a simple wish list rather than abiding 

by its name of “Major Options”.  

ii) The establishing of the medium-term as the time horizon for defining fiscal policy. 

This choice is closely linked to the previous one and assumes that the Major Options Law 

is clearly defined as an economic policy programme for a parliamentary term, with its 

annual reviews becoming mere, duly justified, updates. This point applies, in particular, to 

the multiyear public expenditure framework, and the law should clarify what are the 

consequences of a breach of its ceilings, along with the emergency conditions that may 

lead to an amendment.     

iii) The adoption of a programme-based budget model that lays down the outcomes to be 

achieved, along with their total cost, sources of finance and management body. By nature 

most programmes are multiyear. The ability to manage them and to assess their 

effectiveness depends upon knowledge of the financial restrictions they face and implies 

sufficient flexibility to manage them within that time frame. These are also preconditions 

for the evaluation of the quality of their management. The combined effect of these aspects 

requires the full integration of the annual budget and the multiyear spending framework. 

All the above matters relate to concepts and topics that have long been present in Portuguese 

legislation. However, their treatment in this Bill goes substantially farther towards improving their 

effectiveness, but requires them to be understood as true, essential conditions to the framing of 

an economic and fiscal policy able to ensure growth and efficient use of the country’s resources. 

The next paragraphs mention the points from the Bill that justify this expectation.  

First, the law now provides a clearer definition of the concepts used and sets out a series of 

principles along with the creation or re-definition of the tools essential to complying with 

them. In this context the law provides for a transition period and sets out a series of actions to be 

undertaken in stages over that period, thereby recognising the complexity of the process and 

setting targets that allow their implementation to be monitored, while at the same time setting up 

an entity specifically responsible for ensuring implementation.  

The Bill also deals with supplementary matters that are indispensable to its success. These 

include the broad definition of the general government sector, the identification of the State 

Accounting Body and the single cash management principle. The establishing of an accounting 

system that comprises budgetary accounting, financial accounting and management accounting is 

equally fundamental and has the advantage of being based on work already underway that, besides 

the international progress made in this field, benefits from the experience gained from the Official 

Public Plan of Accounts. This advises the setting up of an operational methodology that facilitates 

the centralisation and consolidation of accounts and provides for the constantly updated 

knowledge of the situation, both at the programme level and the overall budget level, from the 

standpoint of cash, commitments and consolidated financial position. That system should also give 

rise to the ability to monitor and assess programme costs, as well as make the respective managers 
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accountable, which is a foundation stone of decentralised management and of the ability to meet 

the microeconomic challenges which programme management inevitably faces.  

c) Conditions for successful implementation of the Bill  

Achieving the results that this Bill seeks to accomplish does not depend solely on its 

approval, nor on the approval of a series of complementary legislative measures listed 

therein. The wide international experience concerning medium-term budgetary framework 

systems and programme-based models illustrates the need for a series of additional conditions 

that Portugal’s own experience bears out. 

The first of these conditions relates to the degree of political commitment to the new 

framework, which must go far beyond legislative approval and requires a new way of looking 

at the budget. If the new methodology were to be seen as an exercise that is run alongside the 

“normal” drawing up of the annual budget, it would use scarce technical resources and not produce 

visible results. This is an important risk for the Bill, given the need to retain the current system 

during the transition period required to implement it.  

Therefore, the political commitment stemming from an understanding of the new system’s 

advantages is an essential condition of its success and is indispensable to guarantee that its 

implementation does not jeopardise the effectiveness of the proposed solution. For such 

understanding to materialise we shall have to recognise that policies geared to the short-term that 

do not take into account the implications for the State’s financial sustainability (as well as the 

efficient use of resources) end up worsening the constraints and frustrating the goals they set out 

to achieve. The Parliament has a key role to play in this matter by demanding quality information 

and its proper treatment, and by establishing a de facto decision horizon that is consistent with 

the accepted policy priorities. It is equally crucial to ensure effective co-accountability for public 

finance predictability and sustainability of the Government member charged with finance and the 

Government members charged with sectoral policies. 

In the same context, a second essential condition relates to the integration of the medium-

term framework in the budget process, in particular as regards the drawing up of the annual 

budget. Portuguese experience both in the realm of Stability Programmes and, more recently, in 

regard to the adoption of a multiyear expenditure framework has been truly disappointing. The 

normal practice consisted of focusing on formal matters and exclusively on annual objectives. The 

Bill takes care of this point but, even during the transition period, there is room to improve past 

practices considerably. This involves, for instance, reinforcing the measures already taken to turn 

the Stability Program presented in April into the first step in the budget process, which culminates 

in the approval of the annual budget in November, which is immediately followed by the updating 

of the Major Options Law, the Stability Program and the multiyear expenditure framework for the 

following years. Respect for the objectives defined over the medium-term, which initially 

corresponds to the parliamentary term and thereafter advances one year annually, is essential to 

the process and must be enshrined not only in law but also in practice. 
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A third condition relates to the need for a broad concept of expenditure. One of the main 

advantages of the new methodology consists of requiring the definition of spending priorities 

subject to a medium-term top down approach. A proper definition of programme expenditures 

should make spending decisions consistent with the policy strategy defined for the parliamentary 

term, respecting the inevitable constraint on resources, given the multiple goals to be met, 

especially in a context of reduced fiscal space.  

Budgeting based on medium-term programmes supposes a major change in the role of the 

various participants. The drawing up of sectoral strategies and programmes, as well as their 

management and assessment, should be the responsibility of the respective ministers. The 

responsibility of the Ministry of Finance is reinforced in the definition and monitoring of the macro-

fiscal objectives, in the definition of the rules which the programmes must follow, in the 

coordination and preparation of the multiyear expenditure framework and in the management of 

the aggregate budget. Its focus on the definition and management of the macro-fiscal strategy is 

enhanced, while being assigned a lesser role in the control of detailed expenditure items.  

Greater predictability as regards resources available in future years will reinforce the accountability 

of line ministries with respect to compliance with expenditure ceilings, while at the same time 

favouring program effectiveness and the search for better management and efficiency gains. For 

this purpose, the line ministries will have to hone their skills in the preparation and management 

of their programmes, the definition of physical outcomes, the assessment of costs and the 

monitoring and reporting of their execution. As a consequence, the demand for suitably skilled 

personnel will be significant, as most of these tasks cannot be outsourced.  

More generally, all public finance management must be reformed, as well as the quality of 

the information to be processed at the macro and microeconomic levels. Consistent and 

interconnected data processing is an essential condition to supply information in real time so as to 

provide the decision-making process with the complete and detailed coverage it requires. The 

handling of information must be efficient, eliminate redundancies and demands for multiple 

reports and superfluous data; otherwise it risks making the decision process and the assessment 

mechanisms unworkable. The efficiency with which information is supplied is a key aspect in the 

programme-based budgeting at all levels and one which international experience has shown to be 

critical to their successful implementation, while excessive detail and lack of consistency of the 

information requested or supplied is one of the more common factors of failure.  

For all these reasons, the three-year transition period laid down in the Bill will have to be 

put to good use, while the role of the Implementation Unit, its autonomy and technical 

expertise are equally essential, as well as good communication between all those participating 

in the process, overcoming disputes and rivalries in pursuit of a common purpose.  

d) Points that could be improved 

The Bill should do more to encourage medium-term budget programming. Particularly in 

regard to spending ceilings defined by the Multiyear public expenditure framework (MPEF), it 

should indicate the need to make them binding in the medium-term. We recognise the technical 
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difficulties surrounding the immediate introduction of this solution, including at the level of the 

total spending limit, but it would at least be desirable to institute the practice of providing grounds 

for any deviations that arise.  

The demand for a multiyear approach should be greater in the case of the programmes, from 

both the financial and real standpoints. In financial terms, that involves including expenditure 

covered by own revenue, a question the Bill takes into account. The carrying forward of balances 

at the year-end, which brings with it complex problems of consistency with annual spending limit 

management, should also be considered. The goal of giving greater autonomy to programme 

managers – and the corresponding responsibility – aims at reinforcing the multiyear approach, 

which, if not respected, would weaken the entire architecture of the law.  

The country will only gain from possessing a medium-term economic strategy and a medium-term 

budget strategy which are interconnected. The multiyear expenditure framework should be the 

outcome of this strategic integration. To that end its inclusion in the Major Options Law is a step 

in the right direction. According to the proposed wording, the Government will present its 

economic policy options every year, but the law does not require the Government to justify 

deviations in programmes or targets whenever the law is updated. On top of formal compliance, 

this should promote consistency between the diagnosis, the instruments, the targets and the 

economic and fiscal strategy governance. 

The definition of effective spending ceilings is a key point of the new setting introduced by 

this Bill. International experience illustrates their usefulness, but also shows the range of solutions 

available and the technical and information requirements. Currently there are still no conditions to 

define precisely the solutions Portugal should adopt, and additional work is required at both the 

macro and micro-economic levels, as well as in in relation to information requirements. This Bill 

opens the way to new solutions by making clear the need for them, especially as regards the 

connection between the multiyear framework and the annual budget, and the duties of the Ministry 

of Finance, the line ministries and the subnational governments.  

Also as regards the broad definition of the general government sector the proposed solution 

has shortcomings, which have been well illustrated by recent experience. Although adhering to 

the definitions adopted at any one time by Eurostat ensures compliance with European rules, that 

does not prevent budget programming from calling for a broader indicator of the indebtedness of 

companies, associations, foundations, cooperatives and other types of entities in which a 

government body holds a controlling position, the taxpayers being ultimately responsible for their 

respective liabilities. In this case the information is already supplied in the Bank of Portugal statistics 

and it would be important to make good use of it within the scope of medium-term programming 

and public finance sustainability. 

An especially delicate point in this field is how to include the subnational government 

budgets in the aggregate budget programming. The solution foreseen in the Bill, which keeps 

the practice in place since 2002, despite the changes in subnational authorities performance and 

subnational finance laws, has important shortcomings. The solidarity principle provided for in the 

State Budget law, which allows the suspension of the rules laid down in the regional and local 
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finance laws when national emergencies so justify, has meant that since 2002  in only one year was 

the suspension not in force in regard to local authorities. This is the result, first and foremost, of 

the inadequacies of budget programming at the national level, but it also has significant 

implications for regional and local management. It therefore points to the need for better 

coordination between the three levels of Government. 

One issue that the Bill handles inadequately relates to performance evaluation, which should  

be dealt with in a consistent and coordinated way at all levels, from programmes to services and 

to personnel, and should promote the accountability of all those who take part in programme 

definition and management. In this case further preparatory work will be necessary during the 

transition period provided to implement the law, but it is important to mention the point, as it is 

critical to achieve the desired results.  

Lastly, as regards the adoption of accrual accounting, it should be mentioned that the 

spending ceilings fixed in the multiyear expenditure framework are still defined on a cash 

basis, even once the transition period has ended. The requirement of better integration of the 

medium-term budget process and the annual budget should call for the latter to take into 

consideration the commitments made each year, in addition to the payments made. Thus, it is 

important to ensure the definition of the spending ceilings on an accrual basis once the technical 

conditions have been put in place after the end of the transition period. 
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3. Detailed analysis 

Please see the Portuguese text. 
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