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OVERVIEW AND CONCLUSIONS 

In the evaluation of the Portuguese Public Finance Council (CFP), summarized in Chapter 2 of 

this report and developed in its Report No. 2/2013, Analysis of the general government 

national accounts in 2012, the budget execution in 2012 made a significant contribution to 

the desired reduction of the structural budget deficit. Nevertheless, both the level of public 

debt and the great vulnerability of the Portuguese economy to fiscal consolidation measures 

continue to testify to the economy’s structural weaknesses, whose correction remains a 

priority. 

Hence the importance of the Fiscal Strategy Document (FSD/2013), which is analysed in 

chapters 3-5 of this report. This document was adopted by the Government in the end of 

April, and replaces the annual update to the Stability Programme for as long as the Economic 

and Financial Adjustment Programme, sponsored by the European Union, the European 

Central Bank and the IMF, is in place. The analysis of the proposals contained in the Stability 

Programme is part of the CFP remit. 

Debt sustainability at the forefront of fiscal priorities 

In its Introduction, the Fiscal Strategy Document (FSD) places debt sustainability at the 

forefront of fiscal policy priorities. Its analysis clearly documents that, whatever the chosen 

path, the return to sustainability requires a significant and durable effort, and that the effort 

required rises sharply with any attempt at postponing it. The CFP considers this approach 

appropriate in light of the growing debt burden weighing on the Portuguese economy. The 

CFP recognizes that the Portuguese economy must achieve a higher trend rate of economic 

growth. Higher trend growth, however, is not a matter of stimulating aggregate demand with 

traditional policies that, given the high level of debt, lack effectiveness and risk to end in 

increasingly severe and frequent debt crises that increase uncertainty and discourage 

investment. For this reason, we favour compliance with a structural budget balance target 

that supports stable growth and improves income distribution between generations. Policies 

directed at these objectives should aim at raising trend growth by protecting productive 

capital expenditures in government spending, reducing the tax burden on factor incomes, 

and implementing reforms that create an investment-friendly environment. 

These are relevant considerations given that, for a long time, public debt sustainability was 

not considered a priority in Portugal, 

and a fiscal framework that 

incorporated such concern was only 

recently adopted. Starting in the 

1970s from a low level of debt, low 

public expenditure and a young 

population, this seemed a distant 

concern. On joining the European 

Union and later the single currency, 

initially faster economic growth, the 

proceeds from privatisations, easier 

credit conditions and innovative 

financial tools (like Public-Private-

Chart 1 – Public Debt (% GDP) 

Source: European Commission, Database AMECO, May 2013. 
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Partnerships) allowed the country to maintain, until the beginning of the millennium, a debt 

ratio that appeared consistent with the European norm (introduced in 1992 in the Maastricht 

Treaty).  

In the meantime, however, population had aged and productivity virtually stagnated. This 

meant that the country’s economic potential became at risk at the same time as the burden 

of social expenditures – mainly on 

health care and pensions – began 

to surge. Until the international 

financial crisis erupted, efforts were 

made to bring the fiscal deficit 

under the Excessive Deficit 

Procedure limit of 3 percent of GDP. 

This result was virtually achieved in 

2007, but the combination of a less 

expansionary fiscal policy and loss 

of competitiveness had brought 

about a perceptible decline in 

growth and employment, as well as 

an increase in the debt ratio. In the 

unfavourable international environ-

ment that ensued, Portugal found 

itself without the fiscal space and the economic and institutional basis needed to accompany 

other developed countries’ effort in adopting a countercyclical economic policy while 

keeping the confidence of investors.  

The return to economic growth now depends on a set of conditions, starting with the return 

to a fiscal responsibility path. This remains a necessary step towards recovering market 

confidence, itself a condition for pursuing an independent economic policy, within an 

international environment to which a small open economy must adapt if it is to lessen its risks 

and benefit from its opportunities. It also requires a number of institutional and structural 

reforms whose implementation has started and whose results will be the faster the more 

consistent they are with a policy of fiscal responsibility. 

Omission of fiscal strategy to achieve the necessary primary surpluses 

The FSD recognizes these premises and argues that it will be necessary for the Portuguese 

government to achieve significant primary budget surpluses for a long period of time in order 

to regain sustainability. Apart from that, however, it falls short of spelling out the fiscal 

strategy that should serve to deliver those surpluses. A simple sustainability exercise of the 

type presented in the FSD document, further expanded in this CFP Report, shows the 

dimension of the problem and illustrates the need for a fiscal strategy that brings about a 

stable primary surplus. However, a sustainability exercise by itself is not a strategy and very 

little is said in the FSD about the projected development of government spending and 

revenues over time. This makes it difficult to evaluate the longer-term consequences of the 

government’s policies and to build a consensus around them. 

Chart 2 – Variations of GDP vs Unemployment rate and 

Domestic demand 

Source: International Monetary Fund, WEO Database, April 2013. 
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Moreover, the FSD does not integrate an analysis of the expected effect of major economic 

policy measures the Government envisages for the programming period, such as those 

contained in the Strategy for Growth, Jobs and Industrial Boosting 2013-2020, released by 

the Government on 23 April. Given the close link between the budget constraint and the 

economy’s prospects, as the FSD’s risk analysis clearly underlines, it would be useful to find 

in the FSD a first analytical attempt at combining fiscal consolidation measures with growth 

inducing measures in the medium run.  

Along the same lines, the medium-term macro-fiscal projections presented in the FSD are 

insufficiently documented to serve as a credible substitute for policy analysis. Numerical 

projections are always fallible and even more so in an uncertain environment. Their main use 

is to show what the government expects to achieve from well-defined policies and goals. If 

these are not spelled out, the forecasts become essentially mechanistic exercises that do not 

help in evaluating and monitoring policies. An important progress was made in this update 

of the FSD concerning the evaluation of the risks involved in the projections. A problem 

remains, however, with respect to how they were taken into account in the projection results. 

The FSD risk analysis seems to advise that a considerable degree of prudence should be 

incorporated in those results and the associated policy goals. It is not clear, however, that this 

has been the case. 

Prudent projections are particularly important when looking at the medium run in times of 

deep policy and structural change. Structural measures needed to bring about a higher trend 

growth rate often take time to produce results and can have a negative impact on real GDP 

in the short run. Ignoring this and concentrating on the short run for as long as debt proved 

financeable was part of the strategies that brought the country to the present crisis. But 

simply mentioning structural measures, mainly in the form of legal adjustments, without 

spelling out their economic foundations, the implementation schedule and the expected 

results, makes the strategy difficult to evaluate and detracts from its credibility. 

Further reforms to the budget process are required   

Several elements are needed to complement this exercise, starting with the creation of a fiscal 

framework that clearly identifies the aims and constraints of budgetary policy. A first step in 

this direction consisted in the transposition into national legislation of the principles set in 

the European architecture. This was accomplished by the Parliamentary approval of the 

Decree No. 139/XII containing the 7th amendment to the Budget Framework Law (BFL). As 

mentioned in the Opinion of the Portuguese Public Finance Council concerning the proposal 

for this amendment, “up to now and despite introducing the rules defined by the European 

architecture, the Budget Framework Law failed to incorporate into national principles, 

procedures and practices the provisions required to ensure compliance.” The Government’s 

Report on the State Budget for 2013 stated the intention to develop a project on “Creating an 

institutional basis for public finance sustainability” that should lead to an in-depth revision of 

the Portuguese fiscal framework and is expected to be completed by the end of 2013. This 

intention is reiterated in the FSD and, in the CFP’s opinion, remains an essential step towards 

making the efforts to regain sustainability effective. There are also important progresses to 

be made on finance laws of specific subsectors and the CFP has recently proposed how to 

http://www.portugal.gov.pt/media/981312/20130423_ECEFI.pdf
http://www.cfp.pt/wp-content/uploads/2013/03/CFP-PAR-01-2013-EN.pdf
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improve behavioural incentives with respect to fiscal sustainability at the local and regional 

levels.1 

But changing the laws is just a first step towards building an effective framework. In the 

opinion of the CFP, further improvement in expenditure management is also necessary. 

Regular spending reviews, together with end-year flexibility in spending, should be envisaged 

in order to provide those managing public services with the stability to plan their operations 

on a sensible time scale, while allowing the better prioritisation of expenditures, monitoring 

the compliance with a long-term and transparent regime for managing public spending and 

judging the success of policies by their outcomes rather than resource inputs. 

Need for further progress in fiscal transparency 

A parallel priority needs to be given to gathering, processing and making public in a 

transparent way the information necessary to support a new approach to policy-making and 

evaluation. The quality and timeliness of statistics improved enormously in Portugal, mainly 

as a result of adopting European standards. But much still remains to be done. In the area of 

public sector data collection and transparency, the need for a definition and effective 

implementation of accounting standards valid across all public sector levels and entities has 

been recognized for decades but is still far from completed, leading to a lack of appropriate 

and timely information. Lack of consistency in accounting and statistical criteria – concerning, 

for example, the use of cash-basis versus accrual data, or the inclusiveness of the public sector 

–, as well as the use of temporary measures as a stop gap method to comply with fiscal 

targets, aggravate the problem, even for the purpose of evaluating short-term objectives. 

When looking at the medium-term and even more when producing sustainability exercises, 

these problems gain acuity since changes to the starting point of the exercise, to the 

definition of the relevant variables or to the policy measures intended to bring about the 

desired results can make a significant difference with respect to what is achieved. Lack of 

accuracy and transparency of the data jeopardises the quality and credibility of policy 

decisions and detracts from the possibility to create the consensus necessary to the 

implementation of the strategy that the sustainability exercise advocates.  

In the case of the FSD, these problems are acutely felt. The choice of 2017 as the starting year 

of the exercise that illustrates the path of debt consolidation is a case in point. The 

macroeconomic scenario that leads to the results retained for 2017 is supported by the short-

term forecast for 2013-14 and a number of assumptions for the following years, when the 

economic recovery is expected to be consolidated. However, as explained in section 4.1 of 

the present Report, neither these assumptions nor the projections for 2013-14 provide a 

sufficiently solid basis for the expected recovery. 

Reinforcing the insufficient transparency of the scenario is the fact that, with respect to the 

measures required along the period 2013-2017 to bring about the desired outcomes, the 

FSD only mentions the size of the adjustment needed in order for Portugal to comply with 

the European rules. Even for 2013, there still remains a degree of uncertainty since a new set 

                                                   
1 Report No. 2/2012, “Principles for Revising Subnational Public Finance Laws”, and Report No. 1/2013, “Analysis of 

the Legal Proposals for New Subnational Finance Laws”. 

http://www.cfp.pt/wp-content/uploads/2012/11/1352799911.pdf
http://www.cfp.pt/wp-content/uploads/2013/04/CFP-Rel-01-2013-EN.pdf
http://www.cfp.pt/wp-content/uploads/2013/04/CFP-Rel-01-2013-EN.pdf
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of measures will be needed to replace those rejected by the Constitutional Court. Although 

a preliminary list has been made public, the final measures will be part of a revised budget, 

yet to be presented to Parliament. Beyond that, the FSD only mentions the correction to the 

budget balance needed in 2014 (1.7p.p. of GDP), 2015 (0.4 7p.p.) and 2016 (0.7 7p.p.) in order 

to open the way to comply with European commitments of a structural deficit improvement 

of at least 0.5 p.p. of GDP in 2016 and 2017). 

The document correctly stresses that most of the structural deficit adjustment required in the 

context of the Economic and Financial Assistance Program has already been achieved (namely 

a correction of 6.2 p.p. of GDP between 2010 and 2012, for a total of approximately 10 p.p. 

required in the EFAP and according to the criteria defined therein). However, this does not 

replace an explicit strategy, either for the medium-term envisaged in the FSD, or for the 

sustainability effort the need for which the FSD also stresses.  

Need for a sustainability oriented management of economic policy 

Given the shock to people’s expectations that was the consequence of the budget crisis and 

the need for an international assistance program, both the Portuguese and the international 

investors need reassurance concerning the fact that economic and public finance 

management entered a new course. The commitment to European rules, though necessary, 

is not sufficient if not rooted in a fiscal framework that is consistent with those rules and an 

economic policy framework that promotes growth of a small open economy in a rapidly 

changing and increasingly demanding international environment. In the near future the 

improvement made in these areas must be consolidated and further progress needs to be 

made. Policy transparency is a condition for progress to be understood as such.   
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