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The Portuguese Public Finance Council is an independent body created by Article 3 of Law No.
22/2011, of 20 May 2011, which made the 5th amendment to the Budget Framework Law (Law no.
91/2001, of 20 August 2001, republished by Law no. 37/2013, of 14 June). The final version of the CFP
Statutes was approved by Law no. 54/2011, of 19 October.

The CFP began its activity in February 2012, with the mission of undertaking an independent
assessment of the consistency, compliance and sustainability of fiscal policy, while fostering its
transparency so as to contribute to the quality of democracy and economic policy decision-making, as
well as reinforcing the Republic's financialcredibility.

This Opinion was prepared based on the information available until October 8, 2024.
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INTRODUCTION

This Opinion focuses on the macroeconomic forecasts underlying the National
Medium-Term Fiscal-Structural Plan (NMT-FSP). This Plan stems from Regulation
(EU) 2024/1263. The central element of a medium-term plan is the commitment to
the growth rate of net expenditure. The NMT-FSP must follow the guidelines
published in the Official Journal of the Union.! The Ministry of Finance (MF) framed
the request for an opinion in the Protocol between the Ministry of Finance and the
Portuguese Public Finance Council, signed on February 6, 2015.

According to Article 11(2) of that Regulation, "A Member State may ask the relevant
independent fiscal institution to issue an opinion on the macroeconomic forecast and
the macroeconomic assumptions underpinning the net expenditure path, providing
sufficient time for the independent fiscal institution to prepare its opinion

The first notification regarding the MF's intention to request the Opinion on the
macroeconomic scenario of the NMT-FSP was made on July 5, and it was signaled
that, in due course, the date of delivery and the format of this document would be
communicated. On July 8, the Portuguese Public Finance Council (CFP) expressed
the need for clarification on the deadlines that would govern the request for an
Opinion and the content of the programmatic document, as well as the availability
of the reference trajectory and the methodology of the Debt Sustainability
Analysis (DSA) prepared by the European Commission (EC), and shared with the
authorities of the Member-States at the end of June. On 14 August, in accordance
with the provisions of the aforementioned Protocol, the Government formally
communicated to the CFP that the Draft State Budget for 2025 (DSB/2025) and
the NMT-FSP would be presented to the Assembly of the Republic on 10 October
(day "D" for the purposes of the calendar included in section 5 of the Protocol),
having jointly formalized the request for an Opinion on the macroeconomic
scenario underlying these documents.

Under the terms of the Protocol, the first macroeconomic scenario under no-policy
changes (trend macroeconomic forecasts) should have been submitted on 12
September, which did not happen. On September 26, the macroeconomic scenario
of the NMT-FSP should have been sent. However, on that date, the MF sent to the
CFP only the first version of the programmatic macroeconomic scenario underlying
the Draft State Budget for 2025, noting that, for the years 2024 and 2025, it would
be identical to that of the NMT-FSP. The first version of the macroeconomic
scenario underlying the NMT-FSP, with a projection horizon until 2028, was
received on October 2, six working days before the presentation of the document
—day "D-6". On the same day, a meeting was held between the MF and CFP teams,
in which the former made a summary presentation of the two scenarios (no-policy
change and programmatic), although the economic policy measures underlying the

T Notice C/2024/4209, Guidance for Member States on information requirements for medium-
term structural budgetary plans and annual progress reports.
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forecasts were not formally quantified. The final version of the macroeconomic
scenario was only communicated to the CFP on October 7.

The preparation of this Opinion is subject to the following constraints:

e The request for an Opinion is restricted to the elements of the
macroeconomic scenario received by the CFP, and does not cover the
assumptions necessary for the calculation of the trajectory of net
expenditure, therefore the CFP is not aware of the methodological
assumptions used by the Government in calculating the commitment of
this trajectory of net expenditure;

e The CFP did not have access to the reference trajectory transmitted by the
European Commission (EC) to the Government, which informed the
technical dialogue between the Portuguese authorities and the EC;

e The methodological support documents relating to this new Plan that
were requested to the MF in a timely manner have not been received;

e the policy measures underlying the MF's forecasts are unknown, as well as
their macroeconomic impact on the forecasts;

e The CFP has not had access to the NMT-FSP Tables foreseen in the
aforementioned Official Guidelines, in particular Table 7-A, which should
include the projections up to the year T+14/17 (2038/2040) for real GDP,
GDP deflator, potential GDP, structural primary balance, short-term and
long-term interest rates, which are essential to determine the consistency
of the estimate of potential GDP until 2028 with the other elements of the
forecast, as well as for the subsequent evaluation of the net expenditure
path;

e The time available for the preparation of an Opinion was limited.

This Opinion focuses on the values presented by the MF for the external and
technical assumptions, as well as for the macroeconomic forecasts presented in
Table 1. Taking into account the limitations set out above, the methodology and
analysis process followed by the CFP was identical to the one that, in the past, was
used in the macroeconomic forecasts underlying a Stability Programme, in
accordance with the provisions of Article 8 of the Budgetary Framework Law (Law
No. 151/2015, of 11 September, as amended). These are described in the above-
mentioned Protocol, and the CFP has resorted to the following means:

a) Technical analysis of forecasts by CFP analysts;

b) Comparison with the available forecasts and projections made by
reference institutions: Bank of Portugal (BdP), EC, CFP, International Monetary
Fund (IMF) and Organisation for Economic Co-operation and Development
(OECD);

c¢) More recent statistical information, produced by the national statistical
authorities — Statistics Portugal (INE) and BdP;

d) Verbal technical clarifications provided by the MF regarding the forecasts
presented.
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MACROECONOMIC SCENARIO UNDERLYING THE
NMT-FSP

The elaboration of the macroeconomic scenario underlying the NMT-FSP takes
place in a context marked by high uncertainty, particularly external.? In addition to
recent developments in the industrial sector, these risks may be reinforced, inter
alia, by relevant geopolitical tensions, linked to the fragmentation of world trade,
capital fFlows and technological diffusion, with an impact on productivity growth;
by armed conflicts, with the potential to introduce new disruptions in global value
chains, and to fuel the increase in the price of energy raw materials; weakening
confidence and investment; and the risk of volatility in the financial markets,
namely due to an evolution of inflation, and consequently of monetary policy,
different from that anticipated.

Given the information sent by the MF for the preparation of this Opinion, which
does not differin the variables it covers, nor for 2024 and 2025 from the
macroeconomic forecasts underlying the DSB/2025, Opinion No. 02/2024 issued to
that document contextualizes the main considerations to the macroeconomic
scenario for the years 2024 and 2025. The current Opinion thus focuses the
analysis on the horizon 2025-2028.

In the comparison between macroeconomic scenarios, it is worth noting a set of
factors that influence their comparability. These include its elaboration at different
moments in time, based on different methodologies and assuming different
technical assumptions. The incorporation of policy measures also differs between
institutions. It should be noted that the comparison with the 2024-2028 Stability
Programme (SP/2024), the last available budgetary programming scenario, should
be made with some caution, given the fact that it was prepared under a no-policy
change assumption. This adds to the uncertainty regarding the quantification of
these same measures and their reflection on the macroeconomic scenario. In
addition, on 23 September, Statistics Portugal published a new series of National
Accounts, with base year 2021, which replaces the previous 2016 base, with final
annual data for the year 2022 and preliminary data for 2023, as well as Quarterly
National Accounts by institutional sector until the 2nd quarter of 2024.3 The
update caused cross-sectional revisions in the National Accounts series.

2 Asan example of the deterioration of the external environment, consider the most recent
forecast for the German economy from the country's main economic institutes, which in the
publication "Joint Economic Forecast Autumn 2024" of September 26, anticipate a reduction in
GDP by 0.1% in 2024 and revise downwards the growth outlook to 0.8% in 2025 and 1.3% in
2026. In the spring, they anticipated growth of 0.1% in 2024 and 1.4% in 2025.

3 INE (2024). " Nova série de Contas Nacionais Portuguesas para 1995-2023 ". This change of base
year is part of the regular reviews, which are carried out every five years, within the framework of
the ESA Regulation and Eurostat's recommendations, with the aim of introducing methodological
developments, the incorporation of new information (e.g. 2021 Census, 2022 Household
Expenditure Survey, new Balance of Payments series), especially of a multiannual nature and
introducing conceptual and methodological recommendations emanating from Eurostat.
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Table 1 — Macroeconomic forecasts underlying the NMT-FSP

Real GDP and components (change, %)

GDP
Private consumption
Public consumption
Investment (GFCF)
Exports
Imports

Contributions to real GDP change (p.p.)
Domestic demand
Net exports

Prices (change, %)

GDP deflator
Private consumption deflator
Public consumption deflator
GFCF deflator
Exports deflator
Imports deflator

HICP

Nominal GDP
Change (%)

Labour market (change, %)
Unemployment rate (% labour force)
Employment
Compensation per employees
Apparent labour productivity

External sector (% GDP)

Net lending / net borrowing, total economy
Trade balance
Balance of primary income and transfers
Capital account

Cyclical developments
Potential GDP (change, %)

Output gap (% potential GDP)

Assumptions
Foreign demand (change, %)
Short-terminterest rate (annual average, %)
EUR-USD exchange rate (annual average)
Oil price (Brent, USD/barrel)

2023

2.5
2.0
0.6
3.6
35
1.7

1.7
0.8

6.9
4.4
5.0
34
1.3
-3.6
53

9.6

6.5
1.0
8.0
1.5

1.6
0.9
-0.7
1.4

2.4
1.1

-0.5

34
1.08
80.6

2024 2025 2026 2027

1.8 2.1 2.2 1.7
1.8 2.0 1.9 1.8
2.6 1.2 0.9 0.3
3.2 35 3.7 1.8
2.5 35 3.4 33
2.9 3.5 3.4 3.2

2.0 2.1 2.1 1.6
-0.2 0.0 0.0 0.1

3.1 2.6 2.0 2.0
2.4 2.0 1.8 1.9
4.2 4.3 2.2 2.1
2.4 2.5 2.4 2.1
0.5 1.5 1.6 1.5
-0.4 1.1 1.5 1.4
2.6 2.3 2.0 2.0

5.0 4.8 4.2 3.7

6.6 6.5 6.4 6.4
1.1 0.7 0.5 0.4
6.0 4.7 4.2 33
0.7 1.4 1.7 1.3

34 3.7 3.9 3.0
1.1 1.3 1.3 1.4
-0.2 -0.4 -0.3 -0.4
2.5 2.8 2.9 1.9

2.4 2.1 2.0 1.7
0.6 0.6 0.8 0.8

0.9 2.4 2.3 2.3
3.6 2.4 2.1 2.2
1.09 1.13 1.13 1.13
81.3 75.5 72.9 70.4

2028

1.8
1.8
0.5
2.7
2.8
2.9

1.8
0.0

2.0
1.9
2.0
2.1
1.6
1.5
2.0

3.7

6.3
0.3
34
1.4

341
1.4
-0.2
1.8

1.6
0.9

2.3
2.2
1.13
68.0

Source: MF — Information communicated on October 7, 2024.

Presentation of the scenario and reconciliation with previous forecasts

The MF expects the Portuguese economy to grow by 1.8% in 2028 (see Chart 1).
After a slowdown in 2024, an acceleration in the growth rate of economic activity

is expected in the following two years (to 2.2% on average). In 2027, the MF

expects this growing dynamism to be interrupted with a deceleration to 1.7%,
coinciding with the end of the implementation of European funds related to the

Recovery and Resilience Plan (RRP).
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The average growth of the Portuguese economy between 2025 and 2028 is
revised upwards compared to the SP/2024. Although the forecast for 2028
remains unchanged (1.8%), the macroeconomic scenario revises upwards the
growth outlook for previous years. Thus, compared to the estimates released in
the SP/2024, the current MF forecasts are, on average, 0.2 p.p. higher in the period
2025-2028.

The expected trajectory for private consumption is similar to that previously
presented. Even so, the growth rate is revised slightly upwards over almost the
entire projection horizon (+0.2 p.p., on average, in the period 2025-2028) when
compared to the forecasts presented in the SP/2024. This more favourable outlook
for private consumption is accompanied by an equally higher expectation of
growth in average earnings per employee, revised upwards by 0.4 p.p., on average,
over the same period. According to clarifications provided by the MF technical
teams, this change is influenced by the incorporation of the new agreement with
social partners,* in particular the both average and minimum wages. According to
CFP calculations based on MF projections, the ratio of compensation of employees
to GDP is expected to stand at 48.7% of GDP in 2028 (47.2% in 2023).

Investment (GFCF) presents the most significant differences compared to the
previous scenario. Although the projected trajectory is very similar to that
presented in the SP/2024, and that, in general, the forecasts presented are lower
in almost all years than those presented in April, it is important to highlight the
significant upward revision for the projection for the year 2027. Previously, the MF
forecast a contraction in investment of 0.5%, an expectation based on the impact
of the end of the investment expenditure of the General Government financed by
the RRP — either in the form of grants or loans, and which amounts to 1.5% of GDP
in 2026. According to the complementary information sent by the MF, the
projection for the annual financial execution profile of the RRP is unchanged from
that presented in the SP/2024. Thus, it is not possible to find a justification for the
significant upward revision of the investment growth forecast in 2027 (+2.3 p.p.),
including the effect of possible policy measures, which have not been reported.
According to CFP calculations based on MF projections, the investment rate,®
whichin 2023 stood at 20.1%, is expected to reach 21.1% in 2028, which, if
confirmed, would correspond to its highest level since 2010 (20.6%).

Despite the downward revision to export growth, the projected evolution results
in a profile of market share gains in the medium term. Between 2025 and 2028,
the MF anticipates an average growth in exports of goods and services of 3.3%,
below the 3.9% expected in April. This is a growth persistently higher than the
technical assumption for foreign demand (2.3% growth, on average). According to
CFP calculations, the macroeconomic scenario predicts an upward trend in the
weight of exports in GDP, reaching 47.7% in 2028 (47.3% in 2023).

In the medium term, the macroeconomic scenario underlying the NMT-FSP
projects a gradual deceleration of the implicit GDP deflator to around 2%. This
figure is slightly lower than the 2.2% projected in April. On average, between 2025

4 Acordo Tripartido Sobre Valorizacdo Salarial e Crescimento Econémico 2025-2028.
5 Calculated as the GFCF ratio of the total economy to nominal GDP.
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and 2028, the downward revision (around -0.2 p.p.) is common across domestic
demand deflators, except for investment. The downward trajectory of terms-of-
trade gains remains unchanged over the horizon. For the medium term, the MF's
outlook for gradual convergence of inflation — measured by the pace of HICP
growth —to around 2%, in line with the ECB's monetary policy aim, is broadly in line
with what is assumed in the scenario underlying the SP/2024.

The MF projects nominal GDP growth of 3.7% in 2028, lower than the 4%
presented in April. Combining the dynamics projected by the MF for GDP and its
deflator, the MF projects a slowdown in the pace of nominal GDP growth to 5% in
2024, with it expected to gradually decelerate to 3.7% in the medium term.
Between 2025 and 2028, the scenario now presented by the MF revises
downwards the previous estimates by 0.1 p.p., on average.

Regarding the labour market, there is a gradual reduction in the pace of
employment growth. Its evolution is constrained by demographic projections for
the working-age population. Compared to the SP/2024, the MF scenario revises
upwards the outlook for employmentin 2024 and 2025, keeping the medium-term
forecasts unchanged. Regarding the unemployment rate, there are more
significant and upward revisions in the last two years of the forecast horizon, with
it stabilizing at around 6.3% of the active population - compared to the 5.8%
forecast in April.

Growth in average labor productivity is projected at 1.4% between 2025 and 2028.
This expectation is unchanged compared to April, and represents a high level from
a historical perspective.® The Economic and Fiscal Outlook 2024-2028 (update)
points out some factors that may support this expectation.

According to the macroeconomic scenario underlying the NMT-FSP, the MF
expects the Portuguese economy to have a positive financing capacity vis-a-vis the
rest of the world. The forecast of a positive external balance of approximately
3.4% of GDP between 2025 and 2028 reflects the expectation of continued
surpluses in the balance of goods and services (1.4% of GDP, on average); in
negative average balances, albeit of limited size, of the balance of primary income
and transfers (-0.3%); and, more substantially, a capital account surplus (2.4%). The
new projections revise upwards the SP/2024 forecasts by 0.6 p.p. in relation to net
lending. The most significant improvement in the trade balance and the capital
account, on average, between 2025 and 2028, is partially mitigated by a
deterioration in the primary income and transfer balance in the same period. It
should be noted that the revisions are, in part, influenced by changes in the
composition of the external balances, because of the introduction of the new
Balance of Payments series with the publication of the National Accounts, with
2021 as a base year.

The projection for potential GDP is revised down slightly. The estimate is for an
average growth of 1.8%, lower than the 1.9% estimated in April. This may stem
from methodological choices that are not spelled out and appear to be
inconsistent with the macroeconomic scenario. This is apparent in the projection of

6 Higher than the average observed between 2000 and 2019 of 0.9%.
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significantly positive and growing output gaps over the projection horizon (0.9% in
2028). In the absence of detailed information on the contributions to potential
GDP growth, such as that of labour - including the NAWRU -, the capital stock and
the estimate for total factor productivity, it is not possible to validate the estimate
provided. However, the estimate for the output gap affects the assessment of
cyclically adjusted budget balances, which are essential in computing the baseline
path for the growth rate of net expenditure.

Chart 1 — Comparison of the forecasts included in the NMT-FSP and in the SP/2024
(change, %)
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Reconciliation with the forecasts of other institutions
In this section, the MF forecasts are compared with the projections of other

institutions. As mentioned in the introductory note, the comparability of the MF's
forecasts is limited by the fact that the macroeconomic scenario includes the direct

Macroeconomic forecasts underlying the National Medium-Term Fiscal-Structural Plan



q

and indirect impact of policy measures, while the scenarios presented by other
institutions do not incorporate the impact of policy measures that have not yet
been legislated at the time of their writing. Additionally, in this opinion, the
comparability of the scenarios is limited by the fact that the MF scenario
incorporates the National Accounts in the new 2021 base year, published by
Statistics Portugal on 23 September.

The MF's forecasts for the growth of the Portuguese economy in 2024 and 2025
are broadly aligned with those of other institutions. However, there are some
deviations in some of its components compared to the weighted average of the
projections of the other institutions, namely in the GDP deflatorin 2024 and in the
GFCF for 2025. For more details on the reconciliation of the MF's forecasts for
these years, see CFP Opinion No. 02/2024 .

For subsequent years, the MF's forecasts for the growth of economic activity are
also in line with those of other institutions. The MF's forecast of a 2.2% growth in
economic activity in 2026 is identical to that advanced by the BdP, and only slightly
higher than the values advanced by both the CFP and the IMF. The forecast for
2027, of a growth of 1.7%, is within the range of other projections, while for 2028,
the expected growth of 1.8% is only marginally lower than the CFP and IMF
projections, the only ones available in this horizon.

In terms of its composition, there are differences compared to the projections of
the other institutions in relation to the evolution of GFCF, public consumption and
exports. In the case of investment, the MF forecast (3.7%) in 2026, the last year of
implementation of the RRP, is lower than the values put forward by both the CFP
(5%) and the BdP (5.1%), and is set at the lower limit only by the IMF's projection
(2.1%), which is substantially lower than that of the other institutions, and may
constitute an outlier. The forecast for 2027 (1.8%), the year after the end of the
implementation of the RRP, is slightly above the projection put forth by the IMF
and contrasts with the expectation of a contraction by the CFP (-2.4%). In the case
of exports, they are at the limit (2026) or exceed the range of the forecasts of the
other institutions (2027 and 2028).

Regarding prices, the MF's forecasts for both the HICP and the GDP deflator in the
medium term are in line with those of other institutions. In the case of the forecast
for the GDP deflator, it is observed that the MF (2%) anticipates a faster
deceleration of this indicator in 2026, when compared to the CFP (2.5%), and this
difference results, above all, from the MF's expectation of a more intense
deceleration of the public consumption deflator. This deceleration is also stronger
than that projected by the BdP (2.7%). Still, when compared to the IMF, the MF's
forecast presents a similar profile. In the medium term, the anticipation that the
growth rate of the GDP deflator will stabilize at around 2% is shared among other
institutions. The same can be said in the case of the HICP for the MF's expectation
of inflation to converge to around 2% from 2026 onwards.

The MF's forecasts for employment growth are within the range of other

forecasts. The MF predicts, in the medium term, a gradual slowdown in the pace of
job creation, in line with demographic constraints, an expectation that is shared by
the other institutions. Even so, it should be noted that, at the end of the projection

Macroeconomic forecasts underlying the National Medium-Term Fiscal-Structural Plan

10


https://www.cfp.pt/en/publications/state-budget/macroeconomic-forecasts-underlying-the-2025-draft-state-budget

=

horizon, the MF forecast (0.3%) is at the upper end of the range of projections,
delimited by the IMF (0.3%) and CFP (0%).

Regarding the unemployment rate, the forecast for the MF scenario is slightly
above that included in the medium-term scenarios of other institutions in the.
More specifically, despite the expectation of a slight reduction in the
unemployment rate by 2028, the forecast put forward by the MF (6.3%) is slightly
above the projections put forward by both the CFP (6%) and the IMF (6.2%).

The forecast for the growth of apparent labor productivity in the medium term is
in line with the values projected by other institutions. Although the MF forecast is
high from an historical perspective, it is in line with the projections of the other
institutions considered in Table 2, and in 2028, it is even slightly lower than the
value advanced by the IMF and CFP.

The forecasts For the net lending of the Portuguese economy are at the upper end
of the range of the projections published for 2025 but are higher in 2027 and
2028. However, there are some differences in terms of its composition. Regarding
the current account balance, the forecasts put forth are generally below those
projected by the other institutions, linked, among others, to the expectation of a
lower balance of goods and services. The MF forecast for the capital account
balance , which converges to values around 1.8% of GDP in the medium term, is
relatively high when compared to the last decade, and is above the CFP projection.

Chart 2 — Framework of the NMT-FSP forecasts (change, %)
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3.0 3.0

28 2.8

2.6 2.6

24 2.4

22 22

2.0 i I 2.0 i I

8 $ 8 $
16 1.6

1.4 1.4

1.2 1.2

1.0 1.0

2024 2025 2026 2027 2028 2024 2025 2026 2027 2028
HICP GDP deflator

3.0 3.0

28 2.8

2.6 2.6

24 2.4

22 22

2.0 i I 2.0 i I

8 $ 8 $
16 1.6

1.4 1.4

1.2 1.2

1.0 1.0

2024 2025 2026 2027 2028 2024 2025 2026 2027 2028

® \Weighted average | Projections interval ~ @ NMT-FSP

Source: NMT-FSP and CFP calculations. | Note: The weighted average of the rates of change presented by other
institutions (BdP, EC, CFP, IMF and OECD) is calculated by weighting the respective indicator of each institution
(Table 2) with the percentage of information available at the time of each projection exercise. The percentage
represents the time elapsed between the date of publication of the projections of the institutions considered
and the publication of the forecast. To the indicator jof the institution j the weight (Pj,)) is obtained as follows:

P, = I_Di“'_/m, where Dj,iis the number of days (out of 360 days) between the date of submission of the forecast
J

and the publication of the institution's projections /. The range of projections is defined by the forecasts of the
institutions considered in the P, = %1, (1 — D;/360) (Table 2), excluding those of the MF. For each variable under

analysis, the comparison of the MF forecasts is only carried out when two or more alternative projections are
available.
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KEY CONSIDERATIONS

In this Opinion, the Portuguese Public Finance Council assesses the
macroeconomic estimates and forecasts in the medium-term macroeconomic
scenario presented by the MF. However, the preparation of this Opinion was
constrained by the facts listed in the Introduction. It should therefore be read in
context.

The main considerations for the macroeconomic scenario for the years 2024 and
2025 are set outin CFP Opinion No. 02/2024 on the macroeconomic forecasts
underlying the Draft State Budget for 2025.

The elaboration of the macroeconomic scenario underlying the NMT-FSP takes
place in a context of high uncertainty, particularly external, and which includes,
among others, geopolitical tensions, associated with the fragmentation of world
trade and armed conflicts, with the potential to introduce new disruptions in
global value chains and fuel the rise in the price of energy raw materials, weaken
confidence and investment. More recently, the difficulty experienced in the
European automotive industry may have repercussions on the Portuguese
economy that are not taken into account in the forecasts of the reference
institutions, and consequently also not reflected in the external assumptions of
this forecasting exercise.

From the evaluation carried out in this Opinion, it is concluded that:

e The macroeconomic scenario included in the NMT-FSP is broadly framed
with the most recent known forecasts and projections for the Portuguese
economy for the period 2024-2028 (Table 2 and Chart 2).

e Taking into account the most recent information available for the national
and international environment, the forecasts for 2024-2028 are within the
limit of probable forecasts.

e Over the entire projection horizon, the projected dynamics for investment
do not appear to incorporate the execution profile assumed for the RRP
funds. This is particularly evident in 2027, the year in which the significant
upward revision compared to that presented in the SP/2024 is not justified
by the framework assumptions, particularly the 1.5% drop in GDP in public
investment financed by the RRP, whose implementation deadline ends in
2026. In addition, the implementation of the RRP may still change, with a
relevant impact on the outlook for domestic demand and for the evolution
of the capital stock and, as well as, on the potential growth of the
Portuguese economy, due to a potentially lower execution than that
assumed by the MF.

e The estimate presented for the output gap shows an upward profile over
the projection horizon, and a significantly positive level in 2028. This does
not appear to be consistent with the macroeconomic scenario presented
in the NMT-FSP. It would be expected that at the end of the projection
horizon this gap would converge to values close to zero, which is not the
case. The non-availability of additional information for the calculation of
potential GDP using the EU Commonly Agreed Methodology (EUCAM), as

Macroeconomic forecasts underlying the National Medium-Term Fiscal-Structural Plan
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well as the non-availability of Table 7-A of the NMT-FSP does not allow the
recalculation of potential output, and consequently the output gap
compatible with the forecast for real GDP and other variables of the
macroeconomic scenario. It should be remembered that the estimate for
the output gap affects the calculation of the cyclically-adjusted budget
balances, which are essential in the computation of the net expenditure
path.

The preparation of this Opinion was restricted to the elements of the
macroeconomic scenario received by the CFP, not covering the
assumptions necessary for the calculation of the net expenditure path,
since the CFP was not provided with the methodological assumptions used
in the calculation of the reference trajectory of net expenditure that will
be included in the NMT-FSP. The CFP also did not have access to this
trajectory, nor to the reference trajectory. It also did not have access to the
identification and quantification of the impact of possible economic policy
measures incorporated into the macroeconomic scenario.

Macroeconomic forecasts underlying the National Medium-Term Fiscal-Structural Plan
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CONCLUSION

The conclusion of this analysis by the CFP takes into account the principles laid out
on Article 8 of the Budgetary Framework Law (Law No. 151/2015, of 11
September) which states: " The budgetary projections underlying the budget
programming documents should be based on the most likely macroeconomic scenario
or a more prudent scenario”. This same guiding principle of using realistic forecasts
for the conduct of fiscal policies is also reflected in European legislation, in
particular in the Stability and Growth Pact and in the Council Directive 2011/85/EU
of 8 November 2011 laying down requirements for the budgetary frameworks of
the Member States.

In accordance with Article 11(2) of Requlation 2024/1263 of the European
Parliament and of the Council of 29 April 2024, and taking into account the
constraints identified in the analysis of the macroeconomic forecasts underlying
the National Medium-Term Fiscal-Structural Plan, the Portuguese Public Finance
Council considers the estimates and forecasts for the evolution of real GDP and its
deflator as both probable and plausible. The estimates presented for the potential
GDP growth rate, as well as for the output gap, do not appear to be consistent
with the macroeconomic scenario underlying the NMT-FSP.

Macroeconomic forecasts underlying the National Medium-Term Fiscal-Structural Plan
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