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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 5" 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 financial
credibility.

This report was prepared based on the information available as at 7 September2023.

A spreadsheet containing the numerical data inherent to the charts and tables in this
report is available at www.cfp.pt in the publications area.
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"My problem has never been the annual deficit. My problem is the budget
framework. It's a war I've been fighting for 30 years, but it's no use
because I've been defeated. Nevertheless, I'm persistent. Our budget
framework is like that. The budget policy for each year, as per now, is
strictly annual and on a cash basis. It does not matter what you do not
spend. There is an assessment of the expenditure or the appropriation,
but never an assessment in terms of the results that are to be achieved,
let alone whether they have been achieved or not."

Teodora Cardoso, ECO interview, 27 January 2021

The projection that is now being presented is characterised by a slowdown in GDP
growth for the coming year, while still maintaining an outlook of economic
convergence, with GDP growing more in real terms compared to the EU or the euro
zone in both 2023 and 2024. Specifically, in the CFP's macroeconomic scenario, GDP
grows in real terms by 2.2 per centin 2023 and 1.6 per centin 2024.

Understanding these projections requires some explanation of the underlying
assumptions. In particular, it is important to consider the intra-annual pattern, whichis
particularly important in the current context. The growth of the Portuguese economy
in 2023 was remarkable, broadly speaking, throughout the first quarter, only to slow
down very noticeably in the rest of the year. The consequences of the increasingly
restrictive monetary policy, visible in accordance with the admittedly long and variable
lags, the bad times experienced in partner economies, with an emphasis on Germany,
and the immediate effects of the higher inflation rate on expectations, have all
contributed to this development, while the potential for recovery from the previous
major downturn resulting from the pandemic has faded.

The projection for 2024 is based on the assumption that external demand will recover,
while prudently considering that the gains in market share achieved in 2023 will not
progress at the same pace. While exports were the most dynamic component of
demandin 2023, investment is now expected to grow more than GDP.

Given the poor performance of investment in 2023 and the implementation of the
Recovery and Resilience Plan implicit in these projections, it's desirable and necessary
to have a more dynamic investment in 2024, also given the recognised lack of physical
capital, both private and public, of the Portuguese economy.

The CFP's projections, to emphasise once more, are based on an invariant policy
hypothesis; i.e., new policy measures are not taken into account, not even measures
that have already been announced but have not yet been legislated or quantified.
Under no-policy-change policies, the macroeconomic framework underpinning public
finances allows for the prospect of budget surpluses from this year onwards, which, in
conjunction with GDP growth, allow for a sharp reduction in public debt as a ratio of
GDP, with a figure of 89.4 per centin 2027 (104.7 per cent at the end of 2023).
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However, the pressures on public expenditure, as identified by the CFP and other
institutions and analyses, cannot be ignored. In order to respond to all these needs and
at the same time maintain a trajectory of debt sustainability, it is urgent that the
definition of public policies and the expenditure associated with them needs to be
guided by stringent choice criteria. In this area, the CFP emphasises again two
principles that have been less followed, honouring the persistence of Dr Teodora
Cardoso, well expressed in the quote at the top of this presentation:

- the principle of multi-annuality, so that annual budgets are an expression of policies
with medium- and long-term objectives and respective costs, which are well outlined,
discussed and understood in advance;

- the principle of reviewing expenditure, meaning the reasoned analysis of current
expenditure, its suitability for public policy objectives, with appropriate evaluation
methods, in order to allow for improvements in results and budgetary space for new
measures.
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Macroeconomic outlook

This projection exercise is being carried out at a time when there is a general
slowdown in the growth of Portugal's main trading partners, which is not yet fully
reflected in the assumptions regarding external demand in this financial year, given
that the forecasts of the international organisations used a source date from
June/July. In fact, the transmission of restrictive monetary policy decisions in Europe
and the US is subject to a time lag that varies according to the characteristics of the
economies, with significant differences in the fixed or variable interest rate scheme
for mortgages and refinancing for companies. In addition, the economic impact of the
ongoing war in Ukraine is being felt more intensely in Europe than in the US, including
greater exposure to the volatility still prevalent in the energy market. Thus, in the
short term, particularly for 2024, there is a risk that the external environment could
be worse than presumed. On the other hand, a stronger acceleration in the
implementation of the RRP and the PT2020 and PT2030 than presumed in the
exercise's hypotheses could have a positive impact on GFCF.

Thus, based on the available information, the CFP projects real gross domestic
product (GDP) growth of 2.2% for 2023 and a slowdown to 1.6% in 2024, followed by

a gradual recovery to 2.0% by the end of the projection time horizon.

Summary of CFP's macroeconomic scenario (change, %)

2022 2023 2024 2025 2026 2027

Produto Interno Bruto 6,7 2,2 1,6 1,8 1,9 2,0
Consumo privado 5,8 1,5 1,2 1,5 1,8 2,0
Consumo publico 1,7 1,2 1,1 1,1 1,0 1,0
Formacao Bruta de Capital Fixo 3,1 0,6 3,7 4,7 3,9 2,9
Exportagoes 16,6 54 2,5 2,9 2,8 2,7
Importagdes 111 2,8 2,9 3,4 3,2 2,8

Contributo da procura interna (p.p.) 4,7 1,1 1,8 2,0 2,1 2,1

Contributo das exportacoes liquidas (p.p.) 2,0 1,1 -0,2 -0,2 -0,2 -0,1

Taxa de desemprego (% pop. ativa) 6,0 6,4 6,3 6,2 6,1 6,0

Emprego 2,0 1,2 0,3 0,1 0,0 0,0

Cap. liq. de financiamento face ao exterior (% PIB) -0,6 4,2 3,7 3,2 2,9 2,4
Balanca de bens e servicos (% PIB) -2,6 1,0 0,9 0,7 0,5 0,5

Deflator implicito do PIB 4,4 71 2,7 2,2 2,1 2,0

Indice Harmonizado de Precos no Consumidor 8,1 52 2,8 2,2 2,0 2,0

Hiato do produto (% Produto potencial) 1,2 1,2 0,7 0,5 0,4 0,5

Sources: CFP (2023-2027) and Statistics Portugal (2022) projections.

Compared to the scenario underlying the Report of Economic and Budgetary Outlook
(PEQ) 2023-2027, of March 2023, the current growth projections for the Portuguese
economy in 2023 are more favourable (+1.0 p.p.). This revision is based above all on
the robust performance seen in private consumption and exports during the first half
of the year. For its part, the projection for 2024 is a downward revision of the figure
presented in the previous year, based on downward revisions to the growth rate of
exports and GFCF, as a result of the deterioration of economic outlook for Portugal's
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main trading partners and the uncertainty and worsening of the economy's financing
costs, respectively.

For the labour market, this scenario does an upward revision of the outlook for job
creationin 2023 by 1.0 p.p., estimating growth of 1.2%. The estimate for the
unemployment rate remains unchanged at 6.4% of the working population. The
following years are already conditioned by the unfavourable demographic outlook, so
the rate of job creation should approach zero, while the unemployment rate should
gradually fall to 6.0%.

Despite the persistence of significant inflationary pressures in 2023, the CFP did a
downward revision on its projection for the inflation rate, measured by the growth
rate of the Harmonised Consumer Price Index (HCPI), throughout the projection
horizon, with the most significant revisions in 2023 (-0.7 p.p. to 5.2%) and 2024 (-0.3
p.p. to 2.8%). This revision reflects the projected downward profile of food and
energy prices on international markets. In the medium term, the pace of HCPI growth
is expected to slow gradually to 2.0%.

Fiscal outlook

The budget projection based on the assumption of no change in policy measures
presented here, although favourable, is subject to the downside risks shown in the
macroeconomic projection. A stronger slowdown in the economy would
automatically translate into less revenue than projected, more cyclical expenditure
and the maintenance of the bulk of rigid expenditure, which would deteriorate the
projected balance. In the current climate of tight monetary policy, these effects,
usually referred to as automatic stabilisers, are compounded by an increase in interest
charges on public debt. If in the recent past, despite the relatively high debt, Portugal
has benefited from successively decreasing interest charges, which have greatly
contributed to reducing the budgetary imbalance; this will not be repeated over the
projection horizon. In fact, in 2014, at the end of the adjustment programme period,
the weight of interest on GDP was 4.9% of GDP, in 2019 it was 3% of GDP and in 2022
it was 2% of GDP. In this projection horizon (i.e., between 2023 and 2027), this
interest burden is projected to increase by 0.5 p.p. of GDP.

Thus, considering the likely evolution of the budgetary variables, assuming the
policies in force are maintained, the updated medium-term budgetary scenario points
to a budget surplus of 0.9% of GDP being achieved by 2023, more than two thirds of
which is explained by the favourable economic climate. This is an upward revision of
this year's projected budget balance by 1.4 p.p. of GDP, explained above all by the
contribution of tax and contributory revenue (1.2 p.p. of GDP).

Reflecting this evolution, it is expected that in 2023 the primary balance, which
excludes interest charges, will show a surplus position similar to that seen in the last
two pre-pandemic years (around 3% of GDP). The stabilisation of this indicator over
the projection horizon is important for sustaining the budget surplus trajectory until
2027, even though its gradual reduction reflects the lower contribution of the
economic climate (decrease in the cyclical component of the budget balance) and the
greater weight of interest charges.
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Summary of the CFP's fiscal scenario (% of GDP)

2022 Projecdo CFP
INE 2023 2024 2025 2026 2027
Receita total 44,4 44,2 44,5 44,4 43,8 42,6
Receita fiscal e contributiva 38,2 37,9 38,1 37,9 37,7 37,4
Receita fiscal 25,9 25,6 25,8 257 25,6 25,4
Contribui¢des sociais 12,4 12,4 12,4 12,2 12,1 12,0
Receita ndo fiscal e ndo contributiva 6,1 6,3 6,3 6,5 6,1 52
Despesa priméria 42,8 41,2 41,4 41,4 40,9 39,8
Despesa corrente priméria 38,8 37,3 37,3 371 36,8 36,4
Despesa de capital 4,0 39 4,1 4,3 4,2 3,4
Saldo primério 1,6 3,0 3,0 2,9 2,8 2,8
Juros 2,0 21 2,3 2,3 2,4 2,5
Despesa total 44,8 43,3 43,7 43,8 43,4 42,2
Saldo orgamental -0,4 0,9 0,8 0,6 0,4 0,3
Saldo ajustado de medidas one-off -0,3 1,1 0,8 0,6 0,4 0,3
Divida publica 113,9 104,7 100,3 96,5 93,1 89,4

Sources: Statistics Portugal, 1st notification of March 2023 of the Excessive Deficit Procedure,
CFP projections and calculations.

In the current projection, the debt ratio should fall by 24.6 p.p. over the next five
years, reaching 89.4% of GDP in 2027. This trajectory will be determined by primary
surpluses and a favourable dynamic effect. A sensitivity analysis that increases the
new financing costs by 50 basis points, in each year of this period, indicates an impact
of 0.4 p.p. of GDP on the public debt ratio at the end of the projection time horizon.
This impact is contained thanks to the relatively long maturity of the public debt
stock, which in July 2023 had an average residual maturity of 7.5 years.

Risks

As in the last few reports, the CFP's current macroeconomic scenario is characterised
by a highly uncertain environment, with the risks hanging mostly on the upside for
the evolution of prices and on the downside for economic activity. Thus, the rooting
of underlying inflation at high levels, the de-anchoring of medium-term inflation
expectations and the possible resurgence in the price of energy raw materials could
lead to a higher and more persistent inflation rate than the one currently projected
by the CFP. Consequently, maintaining or even intensifying the degree of monetary
policy restriction could penalise both domestic economic activity and external
demand.

For the budget scenario, the main risk is associated with this high level of uncertainty
in relation to macroeconomic projections. If these turn out to be less favourable, the
effect of the automatic stabilisers will lead to an unfavourable deviation from the
projected trajectory for the GG balance. In addition to this, the risks appear to be less
favourable than projected in the budget scenario: (i) the level of existing contingent
liabilities, including legal proceedings in progress; (ii) the budget pressures on social
benefits and public expenditure on health, in a context of structural ageing of the
Portuguese population; (iii) the impact of extreme weather events and the need for
measures to mitigate and adapt to climate change. In the opposite direction, i.e.
which may imply a more favourable trajectory than anticipated, are the following: (i) a
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greater elasticity of tax and contribution revenue; (ii) a more moderate increase in
social benefits and (iii) less nationally financed public investment.

As this is a projection exercise under the assumption of invariant policies, which can
under no circumstances be interpreted as a forecast, the risk of adopting new
economic policy measures or extending measures that have been announced as being
limited in time increases. If this happens, it will have implications for the evolution of
budgetary variables and possibly for the macroeconomic scenario itself.

ECONOMIC AND FISCAL OUTLOOK 2023-2027 (UPDATE)



As part of its mission, the Public Finance Council (CFP) prepares economic and
budgetary projections, and this Report presents an update of the macroeconomic and
budgetary projections for the 2023-2027 period, under a no policy change scenario.

Compared to the report published in March, the projections presented herein
incorporate the most up-to-date information on public finances and the Portuguese
economy compiled by the national statistics authorities.

The document is structured as follows: Chapter 2 highlights the macroeconomic
outlook for the Portuguese economy under no policy change (2023-2027), the
respective external framework, recent developments and identified risks; Chapter 3
develops the outlook for public finances in the period covered by this work, the
development of the different budgetary aggregates and public debt and the main
risks for the medium-term budgetary scenario. The 'Appendix - Main technical
assumptions for the evolution of budgetary aggregates’, published together with the
current report, shows the assumptions made in the projection of this scenario.

The CFP would like to thank all the entities contacted for the support and
clarifications required for the preparation of this work.

The projections presented herein were prepared based on information available as at
7 September 2023.
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The CFP's updated macroeconomic scenario, presented in this report, is still
conditioned in the short term by a highly uncertain external environment, associated
with the continuation of the military conflict between Russia and Ukraine, the
weakness of the economic outlook projected for the Portuguese economy's main
partners and a restrictive monetary policy as a result of the persistent inflationary
pressures. It should be noted that the external hypotheses of this exercise only
partially reflect these new constraints, since, at the time of closing the information
for the current report (7 September), the macroeconomic projections underlying the
calculation of external demand by the main international organisations published in
May/June do not reflect the recent intensification of the slowdown in the European
economy, which constitutes a downward risk for the growth of economic activity.

2.1 Portuguese economy under no policy change: 2023-2027

The CFP's macroeconomic scenario projects a slowdown in the growth rate of real
gross domestic product (GDP) to 2.2% in 2023 (6.7% in 2022), and a further
slowdown to 1.6% in 2024. This slowdown in economic activity is determined by the
expectation of a slowdown in private consumption, penalised by the increase in the
ECB's key interest rates and by inflation, as well as by the slowdown in exports, in line
with the expectation of a cooling of the main markets for Portuguese exports. On the
other hand, investment is expected to accelerate, driven by the expectation of
greater implementation of EU funds associated with the RRP and PT2030. In the
medium term, it is expected that the pace of real GDP growth will gradually recover
to around 2.0% (Chart 1 and Table 1).

Chart 1 - GDP growth and contributions in CFP scenarios (volume)
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Sources: Statistics Portugal and CFP projections - September/2023 and March/2023.
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Table 1 - CFP macroeconomic scenario

2022 2023 2024 2025 2026 2027
PIB real e componentes (variagdo, %)

PIB 6,7 2,2 1,6 1,8 1,9 2,0
Consumo privado 5,8 1,5 1,2 1,5 1,8 2,0
Consumo publico 1,7 1,2 1,1 1,1 1,0 1,0
Investimento (FBCF) 3,1 0,6 3,7 4,7 3,9 2,9
Exportacdes 16,6 54 2,5 2,9 2,8 2,7
Importacdes 11,1 2,8 2,9 3,4 3,2 2,8

Contributos para a variagdo real do PIB (p.p.)
Procura interna 4,7 1,1 1,8 2,0 2,1 2,1
Exportacoes liquidas 2,0 1,1 -0,2 -0,2 -0,2 -0,1
Pregos (variagdo, %)

Deflator do PIB 4,4 7.1 2,7 2,2 2,1 2,0
Deflator do consumo privado 6,3 4,7 2,7 2,1 2,0 2,0
Deflator do consumo publico 4.1 6,0 3,2 2,2 2,1 1,6
Deflator do investimento (FBCF) 8,1 2,7 2,5 2,3 2,1 2,0
Deflator das exportacoes 14,7 2,5 2,2 2,1 2,0 2,0
Deflator das importacoes 18,6 -2,2 2,1 2,1 2,0 2,0

IHPC 8,1 5,2 2,8 2,2 2,0 2,0

PIB nominal
Variagdo (%) 11,4 9,4 4,3 4,0 4,0 4,0
Nivel (mil M€) 239,2 261,8 2732 2842 2957 307,6
Mercado de trabalho (variagdo, %)

Taxa de desemprego (% pop. ativa) 6,0 6,4 6,3 6,2 6,1 6,0

Emprego 2,0 1,2 0,3 0,1 0,0 0,0

Remuneracdo média por trabalhador 7,4 8,5 4,7 3,9 4,0 4,0

Produtividade aparente do trabalho 4,6 1,0 1,3 1,7 1,9 2,0

Sector externo (% PIB)

Cap. lig. de financiamento face ao exterior -0,6 3,0 2,5 1,9 1,5 1,3

Balanca corrente -1,5 1,2 1,0 0,7 0,5 0,5
Balanca de bens e servicos -2,6 1,0 0,9 0,7 0,5 0,5
Balanca de rend. primérios e transferéncias 11 0,2 0,1 0,0 0,0 0,0

Balanca de capital 0,9 1,8 1,5 1,2 1,0 0,8

Desenvolvimentos ciclicos
Produto potencial (variacdo, %) 2,0 2,2 2,1 2,0 1,9 1,9
Hiato do produto (% produto potencial) 11 11 0,7 0,5 0,4 0,5

Source: CFP (2023-2027) and Statistics Portugal (2022) projections. | Note: Cyclical developments are
estimated in line with the common EU methodology parameterised in the EUCAM programme, based on the

European Commission's Spring 2023 forecast.

This exercise benefited from the incorporation of the Quarterly National Accounts for

the 2nd quarter of 2023 (see Box 1), the updating of the outlook for the external
environment and the assumptions regarding the absorption and implementation
profile of EU funds, especially the RRP, PT2020 and PT2030 .

Thus, compared to the scenario published in the Economic and Budgetary Outlook

2023-2027 of March, this Report does an upward revision by 1.0 p.p. to 2.2% the pace
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of real GDP growth in 2023 (Chart 1). The incorporation of the Quarterly National
Accounts released by Statistics Portugal for the 1st and 2nd quarters of 2023 justifies
this revision, since there was a better performance than anticipated in the growth of
private consumption and exports in real terms. Conversely, gross fixed capital
formation (GFCF) has been performing below projections in the March financial year,
penalised by worsening financing conditions, greater uncertainty regarding domestic
and external demand and a lower-than-expected implementation of the RRP.

Although there will still be significant inflationary pressures in 2023, there is a
reduction in the prices of raw materials, especially energy products, on the
international markets, which justifies the downward revision of the projection for the
growth rate of the harmonised consumer prices index (HCPI) throughout the
projection horizon. The most significant revisions are those for 2023 (-0.7 p.p. to
5.2%) and 2024 (-0.3 p.p. to 2.8%). By the end of the projection horizon, the pace of
HCPI growth is expected to slow gradually to 2.0%.

As a result of an upward revision of the working population growth assumption, the
current macroeconomic scenario favourably reviews labour market conditions. Thus,
employment is projected to increase by 1.2% in 2023, which is an upward revision of
1.0 p.p. compared to the previous year, and the unemployment rate is expected to
stand at 6.4% of the working population. The outlook for average compensations per
employee had also an upward revision by 2.2 p.p. to 8.5%, a figure higher than
apparent labour productivity and the inflation rate. In the following years, the rate of
job creation should converge to zero and the unemployment rate should fall to 6.0%,
reflecting the assumed demographic constraints.

Box 1 - Portuguese economic outlook for the 2nd quarter of 2023

In the 2nd quarter of 2023, the main risks of the international environment that had
conditioned the Portuguese economy in the previous year persisted or, in some cases,
worsened, contributing to the slowdown in economic activity in this period, after a more
robust 1st quarter. The high levels of uncertainty associated with the conflict between Russia
and Ukraine persist, as do inflationary pressures, which although already fading, particularly in
the case of energy goods, still hamper the role of central banks, leading to successive upward
revisions of benchmark interest rates and the subsequent deterioration of the economy's
financing conditions.

In the 2nd quarter of 2023, real GDP showed a zero quarter-on-quarter rate of change, a
decrease of 1.6 p.p. compared to the 1st quarter of the year. This downward trend was
essentially the result of the deterioration in the contribution of net exports to the GDP chain
rate of change to -0.4 p.p. (compared to 2.3 p.p. in the previous quarter), justified by a
slowdown in exports (-8.4 p.p. to -2.3%) that was more intense than that registered in imports
(-2.6 p.p. to -1.6%). This deterioration in the contribution from net external demand was
partially mitigated by an increase in the contribution from domestic demand to 0.4 p.p., a
recovery of 1.1 p.p. compared to the previous quarter (0.7 p.p.). This increase was mainly the
result of the acceleration seen in private consumption (+0.4 p.p. to 0.6%) and public
consumption (which recovered by 0.7 p.p. to 0.4%), since the year-on-year growth rate of GFCF
deteriorated by 1.1 p.p. to -1.6% in the same period.
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Chart 2 - Real GDP chain rate of change and contributions
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Source: Statistics Portugal - Quarterly National Accounts.

The acceleration in the growth rate of private consumption observed in the 2nd quarter
essentially reflects the 1.6 p.p. recovery to 0.7% in the growth rate of consumption of non-
durable goods, which was partially mitigated by the significant 8.0 p.p. slowdown to 0.0% in
the growth rate of the durable goods component.

In turn, the deterioration in the rate of GFCF growth recorded in the 2nd quarter is mainly the
result of a sharp contraction in the growth rate in the transport equipment category (-43.6 p.p.
to -20.4% compared to the 1st quarter), and a contraction in the other machinery and
equipmentitem (-4.6 p.p. to -3.0%). The main exception to this downward trend is
construction, whose growth rate recovered 8.7 p.p. to 3.3%.

Real public consumption grew by 0.4% quarter-on-quarter in the 2nd quarter, which
represents a recovery of 0.7 p.p. compared to the previous quarter (-0.3%).

In the 2nd quarter, exports of real goods and services fell by 8.4 p.p. to -2.3% quarter-on-
quarter. This dynamic resulted both from the sharp reduction in exports of services (-15.7 p.p.
to -5.4% compared to the previous quarter) and the contraction seen in exports of goods (-4.5
p.p. to-0.6% in the same period).

Imports of real goods and services contracted by 2.6 p.p. to -1.6% quarter-on-quarter in the
2nd quarter of 2023, mainly reflecting a reduction of 4.0 p.p. to -2.2% in imports of goods, as
the rate of quarter-on-quarter growth in imports of services recovered by 4.6 p.p. to 1.4% in
the same period.

As far as prices are concerned, Statistics Portugal data show a 1.7 p.p. slowdown in the chain
rate of change of the implicit GDP deflator to 1.3% (3.0% in the 1st quarter) for the 2nd
quarter of 2023. Both a less intense recovery in the terms of trade, the result of a recovery in
the export deflator that was less intense than that seen in the export deflator, and a slowdown
in the implicit domestic demand deflator to 0.3% (-0.9 p.p.), contributed to this development,
especially in the investment (-3.3 p.p. to -0.4%) and private consumption (-0.5 p.p. to 0.2%)
deflators. On the other hand, there was an acceleration of 2.7 p.p. in the HCPI chain growth
rate, to 2.6%, as a result of an acceleration in both the goods component (+1.4 p.p. to 1.4%)
and the services component (+4.7 p.p. to 5.6%) .

The Portuguese economy's external balance of goods and services increased in the 2nd
quarter to 2.2% of GDP (1.6% in the 1st quarter). This dynamic exclusively reflects the increase
in the economy's terms of trade, since there was a reduction in the volume of exports above
that seen in imports.

With regard to the labour market, the data show that employment grew by 1.1% in the 2nd
quarter, accelerating by 0.7 p.p. compared to the previous quarter (0.4%). At the same time,
there was zero growth in the labour force (1.1% in the 1st quarter), which resulted ina 1.1 p.p.
reduction in the unemployment rate, to 6.1% of the labour force in the 2nd quarter.
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2.2 External environment of the Portuguese economy

According to the macroeconomic projections known up to the closing date of this
report, global GDP growth is expected to slow down in 2023 as a result of the
slowdown caused by the rise in the benchmark interest rates of the world's main
central banks. Thus, both the International Monetary Fund (IMF) in the scenario
published with the July World Economic Outlook (Update), and the Organisation for
Economic Co-operation and Development (OECD) in its June Economic Outlook,
anticipate rates of change for world GDP of 3.0% and 2.7%, respectively (Chart 3). For
the next year, the pace of world product growth is expected to remain relatively
steady, with the scenarios published by the IMF and the OECD anticipating annual
rates of change of 3.0% and 2.9%, respectively. This stabilisation of the pace of global
growth at historically low levels is likely to mean that the key interest rates of the
main central banks will remain high for an extended period of time due to the
persistence of total and underlying inflation in the world's main economies.

In this context, and according to these projections, the rate of change in US real GDP
in 2023 should be between the 1.6% projected by the OECD and the 1.8% expected
by the IMF, slowing down to 1.0% in the scenarios of both institutions next year. The
British economy is expected to grow modestly in 2023, with the OECD and IMF
projecting real output growth rates of 0.3% and 0.4%, respectively. For 2024, both
institutions anticipate growth of 1.0% for the UK's real GDP, reflecting a slight
acceleration in economic activity compared to the previous year.

Chart 3 - Forecasts for real GDP growth worldwide and for Portugal's main trading partners (%)
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Sources: IMF - World Economic Outlook (Update) July 2023 and World Economic Outlook April 2023; OECD -
Economic Outlook June 2023 and Economic Outlook (Interim)March 2023. CFP calculations.

As far as the main destination for Portuguese exports is concerned, the Euro Area
(EA), the most recent projections point to a cooling of economic activity in 2023, with
the IMF, the OECD and the ECB, in their scenario known up to the closing date of this
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report?, projecting a growth in the EA's real product of 0.9%. Next year, the pace of
real GDP growth in the eurozone is expected to accelerate, with the annual rates of
change published by the OECD, the IMF and the ECB standing at 1.5%.

In the first half of 2023, and reflecting the cooling of economic growth in Portugal's
main trading partners, domestic exports of goods to Spain, Germany and France
slowed to 1.7%, 3.6% and 9.8%, respectively, year-on-year. These rates of change
compare with the 20.0%, 22.1% and 16.5% increases recorded for the whole of the
previous year.

Chart 4 - Portuguese exports of goods and foreign demand
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Source: Statistics Portugal, OECD, IMF and CFP calculations.

In this context, growth in external demand for Portugal is expected to slow down
considerably to 1.1% in 2023 (-8.6 p.p. compared to 2022). Demand from non-
eurozone countries is expected to grow by 0.4% (-8.1 p.p. compared to the previous
year), while the projected growth in demand from the countries of the single
European currency is expected to slow to 1.3% (-8.7 p.p. compared to 2022). Next
year, demand for goods and services to Portugal is expected to accelerate slightly,
reflecting the modest recovery in the outlook for global economic growth, according
to the information available at the time this report was finalised. In fact, the CFP's
calculations, based on the projections of the latest scenarios released by the IMF in
July and by the OECD in June (not including information on the 2nd quarter), predict

T ECB staff macroeconomic projections, June 2023. It should be noted that, after the closing date for
the information in this Report, the Eurosystem experts released their September 2023 projection
exercise, projecting a slowdown in economic growth in the EAto 0.7% in 2023 (-0.2 p.p. compared to
the June scenario) followed by a recovery to 1.0% in 2024 (-0.5 p.p. compared to the previous
scenario). The European Commission also presented its projections for economic activity in the EA
after the cut-off date of this report, currently forecasting a growth rate of 0.8% for 2023 and 1.0%
for 2024. Compared to the May financial year, this projection represents a downward revision of 0.3
p.p. for 2023 and 2024.
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that external demand for Portugal will grow by 2.3% (Chart 4), reflecting both the
acceleration in demand from Euro Area countries (2.6%) and from other countries
(1.6%). By 2025, the growth rate of external demand for the Portuguese economy
should accelerate again to 2.9%. From then on, this indicator is expected to stabilise,
and at the end of the projection horizon the growth rate of external demand is
expected to be at 2.7%, with the EA countries (3.0%) making a slightly higher
contribution than the rest of the world (2.0%).

Following the response to the current inflation context and the adoption of a tighter
monetary policy after the second half of 2022, the ECB has successively increased its
key interest rates. As a result, the 3-month Euribor rate began a steady upward trend,
rising from -0.24% in June 2022 to 3.78% in August this year (Chart 5), and interest
rates in the eurozone are expected to remain high until the inflation rate falls
consistently close to the policy target set by the ECB.

In the US, the US Federal Reserve began the process of raising interest rates earlier
than the ECB, adopting a faster pace of benchmark rate rises than in the Euro Area.
As a result, the US dollar appreciated significantly against the single European
currency, with the EUR/USD exchange rate reaching close to parity in
September/October 2022. In recent months, and as a result of the successive interest
rate rises by the ECB, there has been a slight recovery of the euro against the US
currency (Chart 5). As far as the Pound Sterling is concerned, its value against the
euro has remained relatively stable throughout the process of implementing a tighter
monetary policy by the central banks of the respective currency zones. In fact, the
average monthly EUR/GBP rate has hovered around 0.87 over the last year.

Chart 5 - 3-month Euribor rate, exchange rates and oil and natural gas prices
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Source: ECB, BdP and /nvesting. | Note: Average for the period. The price of natural gas corresponds to the value of
the Dutch TTF Natural Gas future contract for delivery in the following month.

After the invasion of Ukraine by the Russian Federation at the beginning of last year,
the price of a barrel of Brent peaked at EUR 120.6 in June 2022, and its value has
gradually fallen since then. It should be noted, however, that in the last two months
the price of this raw material has risen due to the announcement in June of the
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extension of the production cut by OPEC+2 (Chart 5). Natural gas evolved similarly,
with its average monthly price peaking at 239.9€/MWh in August 2022, due to the
military conflict in Ukraine and fears of an indefinite cut in the supply of Russian
natural gas to Europe. However, with the safeguarding of natural gas reserves and
the growing substitution of imports from Russia by other suppliers, there has been a
substantial drop in the price of this raw material over the last year, with its average
monthly value reaching 35.0€/MWh in August this year. In a scenario of relative
stabilisation of world economic growth and the gradual reduction of geopolitical
tensions, the value of the Brent barrel futures contracts traded on the cut-off date
for the information in this Report indicated that, after peaking at 98.5 euros per
barrelin 2022, its price would gradually reduce, reaching a value of approximately
67.5 euros per barrel at the end of the projection horizon (Table 2).

Considering the outlook for global economic activity mentioned above, as well as the
latest international developments, the following technical assumptions were made
for the current projection exercise:

Table 2 - Technical assumptions for the external economic environment

2022 2023 2024 2025 2026 2027

Pressupostos
Procura externa (variacdo, %) 9,6 1,1 2,3 2,9 2,8 2,7
Taxa de juro de curto prazo (Euribor 3M, %) 0,3 3,4 3,6 3,0 2,9 2,9
Taxa de cdmbio EUR-USD 11 1,1 1,1 11 11 11
Preco do petréleo (Brent, Eur) 98,5 77,7 78,8 74,0 70,4 67,5

Sources: BdP, OECD, IMF and CFP estimates. | Note: The technical hypothesis for the EUR-USD exchange
rate presumes that the average levels observed in the two weeks prior to the closing date of the
information (7 September) are maintained throughout the projection horizon. The technical assumption
for the price of oil is based on future contracts for Brent oil in USD. The change in the 3-month Euribor
rate is based on the expectations implicit in future contracts for 2023-2027.

Box 2 — Projections and forecasts for the Portuguese economy

The projections from other institutions for the Portuguese economy presented in this box
were presented during the first half of the year, so they do not benefit from the information
on economic activity for the second quarter of 2023, which has since been released by
Statistics Portugal. It should also be noted that the scenarios published by the institutions
considered here were drawn up at different points in time, based on different calculation
methods, assuming different technical hypotheses and incorporating different policy
measures, so their comparability is limited.

In 2023, a slowdown in the Portuguese economy is expected by all the institutions
considered in Table3. According to these projections, the real GDP growth rate will be
between the 1.8% published by the MF and the 2.7% projected by Banco de Portugal (BdP).
Regarding the outlook for inflation, the pace of price growth is expected to slow down this
year, with the figures for the HCPI growth rate oscillating between the 5.1% projected by

2 Organisation of Petroleum Exporting Countries plus 10 oil-producing countries that are not
members of the base organisation (13 countries).
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the MF and the EC and the 5.7% estimated by the OECD. As far as the labour market is
concerned, the unemployment rate is expected to be between the 6.5% of the EC and the
7.4% of the active population forecast by the OECD. The rate of employment growth is
expected to fall to between the 0.3% reported by the MF and the 0.7% published by the
IMF. As far as the external sector is concerned, the Portuguese economy's net lending is
projected to turn positive in 2023, with the EC and IMF forecasting a balance of 2.0% of
GDP, and BdP forecasting a balance of 3.8% of GDP. The balance of goods and services
should also evolve favourably, with its balance recovering to between the IMF's -1.2% of
GDP and the OECD's 2.5%.

For 2024, a further slowdown in the Portuguese economy is expected in most of the
macroeconomic scenarios presented by the institutions considered in Table3, with the
exception of the one released by the MF in April. As a result, the real GDP growth rate
should range from the 1.5% projected by the OECD and the 2.4% estimated by BdP. The
inflation rate should continue on its downward trajectory, with the figures in Table3 ranging
from the 2.7% published by the EC and the 3.3% indicated by the OECD and BdP. As far as
the labour market is concerned, the unemployment rate is expected to remain relatively
stable, with this indicator settling at between 6.3% for the EC and 7.5% for the OECD. In this
context, employment is expected to grow modestly, with the institutions considered
anticipating growth of between 0.4% for the OECD and 0.6% for the EC, BdP and the IMF.
With regard to the external sector, a slight deterioration in the economy's net lending is
expected, to between the 1.0% of GDP forecast by the MF and the 3.5% of GDP anticipated
by BdP. The balance of goods and services is expected to fluctuate between the -1.0% of
GDP projected by the IMF and the 2.7% put forward by BdP.

From 2025 onwards, and according to the projection exercises considered in the table
below, the pace of growth of the Portuguese economy is expected to remain at around 2%,
with the MF and the IMF projecting growth rates for real GDP at the end of the projection
horizon of 1.8% and 1.9%, respectively. The unemployment rate is expected to fall slightly
over this period, while the inflation rate, according to the MF and IMF scenarios, should
reach the 2% target by 2027.

Table3 - Other macroeconomic projections and forecasts for the Portuguese economy

Ano 2022 2023 2024 2025 2026 2027
Instituicdo e publicagdo MF CE OCDE BdP FMI MF CE OCDE BdP FMI MF BdP  FMI MF FMI MF FMI

Data de publicagdo  mai23  abr23 mai23 jun23 jun23 jun23  abr23 mai23 jun23 jun23 jun23 abr23 jun23 jun23 abr23 jun23  abr23 jun23

PIB real e componentes (variagao, %)

PIB 6,7 1.8 2,4 2,5 2,7 2,6 2,0 18 1.5 2,4 1.8 2,0 2,3 2.2 19 2,0 18 19
Consumo privado 58 0,6 0,5 0,6 16 1,0 13 1,5 1,0 17 1,2 14 17 18 1,5 19 1,6 19
Consumo pablico 17 2,6 2,7 2,6 1.5 30 1.2 13 12 1.4 2,2 10 09 2,0 1,0 1.8 0,7 1.6
Investimento (FBCF) 31 34 2,9 31 3,1 43 53 36 42 53 2,9 40 54 21 3,1 1,4 1,2 09
Exportacoes 16,6 43 54 8,0 78 44 40 32 26 42 36 43 40 2,0 41 2,0 4,0 2,0
Importacdes m1 37 33 35 4,0 28 41 36 3,0 4,2 B 41 Bl 1.5 38 1.5 i 15

Contributos para o crescimento real do PIB (p.p.)

Procurainterna 47 1,6 1,4 0,4 - 1,9 2,1 1,9 1,6 B 17 19 E 19 1,8 18 1,4 17

Exportagdes liquidas 2,0 0.2 1,0 2.2 = 0,7 -0,1 -0,2 -0,1 = 0,1 01 = 0,2 0,2 0,2 04 03
Pregos (variagio, %)

Deflator do PIB 44 57 58 8,0 - 4,0 30 23 34 B 27 24 E 22 23 21 21 19

IHPC 81 51 5 54 52 56 2,9 2,7 Bi] 33 BN 2,1 21 24 2,0 22 2,0 2,0
PIB nominal

Variacao (%) 1,4 75 84 108 - - 51 41 4,9 B - 45 E = 42 B 4,0 a

Nivel (mil M€) 239,2 - 2593 2651 = 2553 - 2700 2782 - 267,0 = - 2788 - 2902 - 3015
Mercado de trabalho (variagio, %)

Taxa de desemprego (% pop. ativa) 6,0 67 6,5 74 68 6,6 64 63 7,5 67 6,5 62 6,7 63 6,0 62 58 6.2

Emprego 2,0 03 0,5 04 0,6 0,7 0,5 0,6 0,4 0,6 0,6 03 0,5 0,4 0,2 0,4 01 0,2
Sector externo (% PIB)

Capacidade liquida de financiamento ~ -0,6 24 2,0 - 38 2,0 1,0 1,8 - 35 1,2 1,5 38 11 1,5 09 13 07

Balanca de bens e servicos -2,6 -0,7 0,1 25 1,7 =il -0,5 0,0 2,7 16 -1,0 -0,2 1.8 -0,5 0,0 -0,2 0,5 0,0

Sources: 2022: Statistics Portugal and BdP. 2023-2027: MF - Stability Programme 2023-2027, April 2023; EC -
Spring 2023 Economic Forecast, May 2023; OECD - Economic Outlook No 113, June 2023; BdP - Economic
Bulletin, June 2023; IMF - 2023 Article IV Consultation - Staff Report, June 2023.

2.3 Recent developments in the Portuguese economy and CFP projections

ECONOMIC AND FISCAL OUTLOOK 2023-2027 (UPDATE)

19



The CFP's current macroeconomic scenario projects a real GDP growth rate of 2.2% in
2023, a slowdown in the growth rate of economic activity of 4.5 p.p. compared to the
figure observed in 2022 (6.7%). This dynamic reflects the expectation of a reduction
in both the contribution of domestic demand to real GDP growth, from 4.7 p.p. in
2022 to 1.1 p.p.in 2023, and in the contribution of net exports, which should fall from
2.0 p.p. to 1.1 p.p. in the same period. The expected decrease in the contribution
from domestic demand stems above all from the expected slowdown in private
consumption and GFCF, while the reduction in the contribution from net exports is
based on the expectation of a strong slowdown in total exports. This evolution
should be conditioned above all by the weak economic outlook of the Portuguese
economy's main trading partners, which is greater than that estimated for total
imports, in line with the expected evolution of global demand.

It should be noted that this slowdown in economic activity, which has been
intensifying, is also conditioned by the geopolitical uncertainty generated by the
continuing war between Russia and Ukraine, and by the persistence, albeit to a lesser
degree, of inflationary pressures that have forced central banks (particularly the ECB)
to raise their benchmark interest rates successively, continuing to worsen the
economy's financing conditions and, consequently, heavily penalising private
consumption and investment.

For 2024, the CFP anticipates a further slowdown in the pace of real GDP growth to
1.6% (-0.6 p.p. compared to the figure estimated for 2022), which should essentially
result from the expected deterioration in the contribution of net exports to -0.2 p.p.
(-1.3 p.p. compared to the previous year's estimate), as the contribution from
domestic demand is expected to increase by 1.8 p.p. (+0.7 p.p. than the figure
projected for 2022). The projected increase in the contribution from domestic
demand is based on the expectation that GFCF will accelerate by 3.7% (+3.1 p.p.
compared to the 2023 estimate), as a result of the expected acceleration in the
implementation of European funds, particularly those associated with the RRP,
PT2020 and PT2030. Conversely, the other components of domestic demand are
expected to slow down next year, especially private consumption.

In 2025, the growth rate of the Portuguese economy's real GDP should accelerate to
1.8%, and in the medium term it should converge to around 2.0%, an estimate close
to its potential growth. This should result from the expected stabilisation of domestic
demand's contribution at 2.1 p.p. at the end of the projection horizon and the
maintenance of a marginally negative contribution from net exports, which should
converge to-0.1 p.p.in 2027 (Table 1).
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Table 4 - Contributions net of imports to real GDP growth (p.p.)

2022 2023 2024 2025 2026 2027

PIB real (variagdo, %) 6,7 2,2 1,6 1,8 1,9 2,0
Consumo privado 2,6 0,6 0,6 0,5 0,8 0,9
Consumo publico 0,2 0,2 0,1 0,1 0,1 0,1
Investimento 0,3 0,2 0,3 0,6 0,4 0,3
Exportacoes 3,6 1,2 0,6 0,6 0,6 0,7

Procura interna 3,1 1,0 1,0 1,2 1,3 1,3

Source: CFP projections and calculations. For more details on calculation of contributions net of import, see
the Box 'Contributions to real GDP growth net of imports', published on the CFP's website.

Based on the analysis of net import contributions, it can be concluded that the
projected slowdown in real GDP in 2023 is mainly the result of the anticipated
slowdown in exports and private consumption, and to a lesser extent in investment.
In the medium term, the GDP growth profile is determined above all by the dynamic
contribution of domestic demand, especially through private consumption and
investment, and also by the contribution of exports, which should converge to around
0.7 p.p. (Table 4).

According to the current scenario, private real consumption should be the most
dynamic component of domestic demand, with real growth of 1.5% expected in
2023, but slowing down by 4.3 p.p. compared to the annual rate of change seenin
2022 (Chart 6). This development largely reflects the effects of persistently high
inflation in this period, particularly in underlying inflation (albeit at lower levels than
in 2022), which continues to heavily penalise families, eroding their purchasing power
and confidence levels. This behaviour also reflects the subsequent rise in benchmark
interest rates due to the tightening of monetary policy, which continues to penalise
private consumption. The impact of this increase in interest rates, which according to
the chairman of the ECB should persist for a sufficiently long period of time, and
which is always felt with a lag, will affect the financial situation of families, given the
high proportion of variable rate loans in the Portuguese economy. Nominal
disposable income is expected to slow down in 2023, in a context of reduced job
creation, despite the expectation of growth in average compensations per worker,
which should translate into a reduction in the savings rate, which had already reached
historically low levels in 2022, marking the exhaustion of savings accumulated in the
post-pandemic recovery process.

This slowdown is expected to continue into 2024, with a further slowdown in the
growth rate of private consumption to 1.2% (-0.3 p.p. compared to the estimate for
2023), still due to a further expected rise in interest rates, which will continue to
severely restrict families' consumption decisions. From 2025 onwards, the growth
rate of private real consumption should recover to 1.8%, and then converge towards
2.0% at the end of the projection horizon, mainly reflecting the gradual recovery
projected for families' disposable income. This indicator should converge towards
growth in compensations, based on the expectation of moderating inflation and a
gradual reduction in financing costs.
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Chart 6 - Private consumption and GFCF (2022-2027)

Private consumption (change, %) GFCF (change, %)
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Sources: CFP and Statistics Portugal.

According to the CFP's current macroeconomic scenario, the growth rate of general
government real consumption should slow by 0.5 p.p. to 1.2% in 2023, followed by a
further slowdown to 1.1% in 2024. This slowdown is the result of the projected
change in the dynamics of public employment, social benefits in kind and
intermediate consumption. For subsequent years, the current financial year
anticipates a convergence in the growth rate of public consumption to around 1.0%
in the medium term.

In 2023, the real GFCF is expected to grow by 0.6%, which represents a slowdown
compared to the 3.1% growth rate seen in 2022 (Chart 6). This projection is based
above all on the expectation of a reduction in demand (both domestic and foreign)
and a significant increase in financing costs, due to the tightening of monetary policy,
which resulted in a weak performance of this component in the first half of the year.
These constraints, combined with a context of high uncertainty in the markets and
persistent high inflation, tend to aggravate production costs, deteriorate the level of
business confidence and the outlook for production, leading to the postponement of
investment decisions. However, this dynamic should be partially mitigated by the
expectation of an acceleration in the implementation of European funds, particularly
those associated with the RRP, mostly through its public component. This influx of
funds, although restricted by the expectation of lower-than-expected execution for
this period3, should be reflected in the acceleration of the growth rate of total GFCF
t0 3.7% in 2024, to 4.7% in 2025, and to 3.9% in 2026 - the last year of the RRP's
execution period. This investment trajectory also incorporates the expectation of the
gradual normalisation of external demand and the dissipation of uncertainty in global
markets. In the final year of the projection horizon, the GFCF growth rate is expected
to slow to 2.9%.

3 Based on the data verified during 2021 and 2022 and the execution of the RRP up to the end of
August 2023, which can be found in the Monitoring Reports available at the cut-off date of this
Report.
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Chart 7 - Exports and imports (2022-2027)
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Source: CFP and Statistics Portugal.

In the current scenario, exports of goods and services are expected to grow by 5.4%
in 2023, a significant slowdown of 11.2 p.p. compared to the 16.6% recorded in 2022
(Chart 7), but still higher than the projection for the growth of external demand
directed at the Portuguese economy, promoting the recovery of the market share of
domestic exports, albeit at a slower pace than in the previous year. Exports of goods
are expected to slow down, reflecting the weaker outlook for most economies where
domestic exports are destined. It is also expected that the growth rate of services
exports, particularly those linked to tourism, will slow down in 2023, reflecting the
weakness of the current outlook for the international environment, although the
sector still anticipates some dynamism and after this component has already
recoveredin 2022 to levels above the maximum values observed in the pre-pandemic
period. A further slowdown in the growth rate of total real exports to 2.5% is
expected for 2024, reflecting the convergence of this trajectory with the expected
evolution of external demand, but still remaining at a higher level than the latter,
allowing it to benefit from a slight gain in market share during this period. In the
medium term, the growth rate of goods and services exports should accelerate and
then gradually converge to 2.7% at the end of the projection horizon, in line with the
expected evolution of external demand, an evolution consistent with maintaining
market shares.

With regard to real imports of goods and services, the current exercise projects them
to grow by 2.8% in 2023, a significant slowdown of 8.3 p.p. compared to the figure
recorded in 2022 (Chart 7), following the expected dynamics for the various
components of final demand, especially those with a higher import content. It is
expected that by 2025 the growth rate of this component will accelerate to 3.4% and
gradually converge over the following years until stabilising at around 2.8% in 2027.
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As far as prices are concerned, the CFP's current scenario predicts that the implicit
GDP deflator will grow by 7.1% in 2023, which represents an acceleration of 2.7 p.p.
compared to the figure of the previous year (4.4%) (Chart 8). This dynamic will largely
be due to the expectation of a significant improvement in the Portuguese economy's
terms of trade in 2023, as a result of a sharp reduction in the annual rate of change in
the total imports deflator-(20.8 p.p. to-2.2%), which will more than offset the
estimated slowdown in the exports deflator- (-12.2 p.p. to 2.5%). This slowdown
should result from the gradual reduction of inflationary pressures on international
markets, particularly in energy prices, in line with the assumptions made in the
technical hypotheses. To a lesser extent, the implicit deflator for public consumption
is expected to accelerate (+1.9 p.p. to 6.0%). Conversely, the current scenario
anticipates a slowdown in the deflators of private consumption (- 1.6 p.p. to 4.7%)
and GFCF (-5.4 p.p. to 2.7%). The gradual reduction in inflationary pressures over the
course of 2023 should also lead to a reduction in the growth rate of the Harmonised
Consumer Prices Index (HCPI), which is estimated to grow by 5.2% (8.1% in 2022)
(Chart 8).

Chart 8 - Price indicators (2022-2027)
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Sources: CFP and Statistics Portugal.

For the following years, the current scenario forecasts a gradual dissipation of
inflationary pressures. As a result, the GDP deflator is expected to slow down more
sharply in 2024 (-4.4 p.p.), to 2.7%, and then gradually in subsequent years, until it
settles at 2.0% in 2027. The dynamics projected for 2024 reflect, on the one hand, the
expectation of a less intense gain in the terms of trade, as a result of a recovery in the
import deflator (+4.3 p.p. to 2.1%) and a slowdown, albeit slight, in the growth rate of
the export deflator (-0.3 p.p. to 2.2%). On the other hand, it projects the slowdown in
most domestic demand deflators, namely public consumption (-2.8 p.p. to 3.2%) and
private consumption(-2.0 p.p. to 2.7%). The slowdown in the GDP deflator projected
for the medium term stems both from the gradual slowdown in the growth rate of all
domestic demand deflators to around 2.0 % (except public consumption) and from
the expectation that the terms of trade will be maintained, as a result of the
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convergence of the growth rates of the export and import deflators to values also
around 2.0 %. With regard to inflation, the current scenario estimates a gradual
slowdown in the growth rate of the HCPI to 2.0% in 2026 and a stabilisation around
that value at the end of the projection horizon (Chart 8).

The combination of the volume and price effects of GDP should result in an increase
in nominal GDP of 9,4% in 2023 (which compares with growth of 11.4% in 2022),
followed by a slowdown to 4.3% in 2024 (--5,1 p.p.). For the following years, the
current scenario projects that the rate of nominal GDP growth will stabilise at around
4.0%.

For the labour market, the CFP's macroeconomic scenario points to a slowdown in the
rate of employment growth from 2.0% in 2022 to 1.2% in 2023 (Chart 9), in line with
the expected slowdown in economic activity. Over the same period, the
unemployment rate is expected to rise by 0.4 p.p. to 6.4% of the working population,
reflecting not only the estimated dynamics of employment, but also an increase in
the working population, combined with an increase in the participation rate
consistent with its most recent evolution. In 2024, the rate of employment growth is
expected to slow to 0.3% (-0.9 p.p.), slightly above that projected for the labour force.
This development will lead to a reduction, however slight, in the unemployment rate
to 6.3% (Chart 9).

Chart 9 - Labour market indicators (2022-2027)
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Sources: CFP and Statistics Portugal.

For the following years, employment growth is projected to converge to values close
to zero at the end of the projection horizon, reflecting the demographic dynamics
assumed for this period, while the unemployment rate is expected to maintain a
downward profile, reaching a value close to 6.0% in 2027 (Chart 9).
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With regard to apparent labour productivity, the current scenario estimates that this
indicator should slow down significantly in 2023, to 1.0% (4.6% in 2022), reflecting
the expectation of a slowdown in economic activity greater than that projected for
employment. In the following years, this indicator should gradually accelerate, to
1.3%in 2024 and up to 2.0% at the end of the projection horizon. Unit labour costs
(ULC) are expected to grow by 7.4% in 2023 and to slow down to 3.3% in 2024, as a
result of an expected increase in compensation per employee (8.5% and 4.7%
respectively), which is higher than that estimated for apparent labour productivity.
These figures should also be higher than the projected inflation rate, leading to an
increase in real ULC in these periods and which should compensate, albeit partially,
for the reduction observed in 2022. For the following years, the ULC is expected to
grow in line with inflation, stabilising at around 2.0% from 2026 onwards.

According to the CFP's macroeconomic model, the Portuguese economy's external
balance should improve significantly in 2023, from a balance equivalent to -0.6% of
GDPin 2022 to a positive balance of 3.0% in 2023 (Chart 10). This improvement is
largely due to the expected evolution of the balance of goods and services, whose
balance should turn positive, increasing by 3.6 p.p. to 1.0% of GDP, in line with the
expectation of a strong recovery in the terms of trade, as well as the expected
evolution of real exports and imports. Also for 2023, the capital account balance
should increase by 0.9 p.p. to 1.8% of GDP, as a result of the acceleration in the inflow
of EU funds associated with the RRP and PT2020 and PT2030.

Chart 10 - External sector (2022-2027)
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Sources: CFP and Statistics Portugal.

In 2024, the Portuguese economy's external balance is expected to fall by 0.5 p.p. to
2.5% of GDP, as a result of a reduction in both the current account-(0.2 p.p. to 1.0%)
and the capital account (-0.3 p.p. to 1.5%). The evolution of the current account in this

ECONOMIC AND FISCAL OUTLOOK 2023-2027 (UPDATE)

26



period is associated with both a reduction in the external balance of goods and
services (0.1 p.p. to 0.9% of GDP), mainly reflecting the projected slowdown in real
exports, as well as a reduction in the balance of primary income and transfers. In the
following years, the external balance of the Portuguese economy should show a
downward trend, and is expected to converge to a balance of around 1.3% of GDP at
the end of the projection horizon (Chart 10). During this period, the balance of goods
and services should gradually decrease to 0.5% of GDP, while the balance of capital
should converge to 0.8%, in line with the profile assumed for the absorption of EU
funds.

The estimates presented in this section have been calculated on the basis of the CFP's
projections and the commonly agreed-upon EU methodology, parameterised in the
EUCAM programme, provided by the European Commission jointly with its Spring
2023 forecasts.

According to the current macroeconomic scenario and the common methodology
agreed upon in the European Union, it is estimated thatin 2023 the growth rate of
potential output will accelerate by 0.2 p.p. to 2.2%. In the following years, the
potential output growth is expected to slow down, to 2.1% in 2024 and to 1.9% at
the end of the projection horizon (Chart 11).

Chart 11 - Potential output growth composition

2.2
] 2,1
2,0 2,0 19

2,0 —O— —O— o5
15
10
05
0,0 | e
0,5
2022 2023 2024 2025 2026 2027

BContrib. trabalho (p.p.) @Contrib. capital (p.p.) @Contrib. produtividade (p.p.) © Produto potencial (variacao, %)

Source: CFP calculations. | Note: Cyclical developments are estimated according to the
common methodology agreed upon in the EU, parameterised in the EUCAM programme,
provided by the European Commission jointly with its Spring 2023 forecasts. The
contribution of productivity refers to total factor productivity (TFP).

The acceleration estimated for 2023 is solely the result of a 0.2 p.p. increase in the
contribution of the labour factor, since it is estimated that there will be a slight
reduction in the contribution of total factor productivity and that the contribution of
capital accumulation will be maintained. The slowdown projected for the following
years should reflect a reduction in the contribution of the labour factor to values
close to zero (largely reflecting the expected evolution in the contribution of
potential employment), and a further reduction in the contribution of total factor
productivity, to 1.4 p.p.. Over the same period, the contribution of capital
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accumulation is estimated to increase by up to 0.4 p.p. at the end of the projection
horizon, anticipating the positive impact of the RRP, PT2020 and PT2030 on
investment (Chart 11).

Chart 12 - Output gap (% potential output)
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Source: CFP calculations. | Note: Cyclical developments are estimated according to the
common methodology agreed upon in the EU, parameterised in the EUCAM programme,
provided by the European Commission jointly with its Spring 2023 forecasts.

These projections imply that the output gap should remain unchanged in 2023, at
around 1.1% of potential output, and gradually narrow in the following two years, to
0.7% in 2024 and 0.5% in 2025. In the following years, the output gap is expected to
stabilise at around 0.5% (Chart 12).

2.4 Risks and uncertainty

The CFP's current macroeconomic projection exercise continues to be marked by a
highly uncertain environment, with most of the risks trending upwards over the
evolution of prices and downwards over economic activity.

With regard to the trajectory of the inflation rate, the gradual decline expected over
the entire projection horizon could be affected by the materialisation of the
following upside risks: i) rooting of underlying inflation at higher values than the
policy objective set by the main central banks; ii) de-anchoring of medium-term
inflation expectations; iii) rise in the price of energy raw materials, due to the
intensification of global geopolitical tensions, namely the escalation of the military
conflict in Ukraine, as well as the possibility of new production cuts decided by OPEC+
countries.

In a context where these risks to the inflation rate materialise, the central banks'
response could be to implement further increases in key interest rates. As a
consequence of this restrictive monetary policy process, downside risks could be
posed to Portuguese economic activity: i) direct, as the rise in interest rates to levels
higher than those currently anticipated will particularly affect an economy with a high
level of public and private indebtedness; and ii) indirect, as the economic activity of
Portugal's main trading partners, namely those belonging to the Euro Area and which
are already slowing down, could experience a greater cooling of economic activity
than is currently projected. This slowdown, along with the weak recovery of the
Chinese economy which has been conditioning world economic performance, will
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jeopardise Portuguese exports, particularly those from the tourism sector, one of the
most important for the current recovery of the domestic economy. It should also be
noted that new credit events, such as those that occurred with US regional banks and
Swiss banks in the first half of the year, could lead to a resurgence of tensions in the
international financial sector, with levels of credit granted and economic activity
being negatively influenced.

The possibility that the implementation of the RRP falls short of the value considered
by the CFP, with an impact on GFCF, is once again signalled as a downside risk for
domestic economic activity. In addition, in real terms, the real GFCF executed may be
lower than initially forecast as a result of inflation.

On the other hand, the upside risks for the scenario presented stand out: i) stronger
implementation of the RRP and the PT2020 and PT2030 than assumed in the
exercise's hypotheses, which could have a positive influence on GFCF; ii) a faster
downward trend in the inflation rate than currently projected; iii) a reduction in
geopolitical tensions, particularly in the war in Ukraine; and finally, iv) growth in the
Chinese economy at a faster rate than currently projected, which would have a
positive influence on the growth rate of world GDP.

This chapter presents an update of the no policy change scenario for the evolution of
Portuguese public finances for the period 2023-2027. This update incorporates the
most recent expectations for the evolution of the macroeconomic scenario, based on
the new known developments and the new policy measures presented by the
Government in the Stability Programme presented in April 2023. The CFP's budget
projection cannot be interpreted as a forecast, as it reflects the probable evolution of
the budgetary variables under the assumption of no change in economic policy
measures, i.e. considering only the policy measures that are currently in force (both
those listed in SB/2023 and SP/2023 or those adopted through one-off legislation).
This scenario does not take into account new policy measures, or measures already
announced that are not legislated or quantified. The technical assumptions on which
the projection is based are detailed in the “Appendix - Main technical assumptions for
the evolution of budgetary aggregates', published together with the current report..

3.1 CFP estimate for the General Government accountin 2023

The update of the medium-term budget scenario projection takes as its starting point
the CFP's own estimate for 2023. This estimate updates the account presented last
March, based on the preliminary general government account for 2022 and the first
quarter of 2023, published by Statistics Portugal on 24 March and 23 June,
respectively. For the purposes of this year's estimate, information was also used on
budgetary developments in the 2nd quarter and part of the 3rd quarter of 2023,
obtained by the CFP as part of its duties to monitor budget implementation.

In the absence of new policy measures, the CFP's estimate is that this year the budget

balance will reach a surplus of 0.9% of GDP, which translates into an upward revision
of 1.4 p.p. of GDP compared to what was projected in March. This update thus
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anticipates a better budget balance for 2023 than the government forecast both in
October last year's SB/2023 (a deficit of 0.9% of GDP) and in April this year's SP/2023
(a deficit of 0.4% of GDP).

The upward revision of the budget balance estimate for 2023 (+ 1.4 p.p. of GDP) is
determined by the combination of a number of factors with an opposite impact and

different magnitudes (Chart 13).

Chart 13 - Explanatory factors for updating the balance estimate for 2023 (in % and p.p. of

GDP)
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measures and mitigation of the geopolitical shock measures. CFP calculations, and annual estimate of the
account for 2023. | Note: * Contribution to revision in p.p. of GDP.

Revenue from taxes and social contributions explains the largest contribution to the
revision of the balance estimate (1.2 p.p. of GDP). Three quarters of this contribution
(0.9 p.p. of GDP) is accounted for by direct taxes, in particular the revenue collected
from the personalincome tax (0.6 p.p. of GDP), with the remaining quarter (0.3 p.p. of
GDP) coming from social contributions. Both reflect the resilience of the labour
market, which continues to be marked by a level of employment that has sustained
the growth of compensations and contributions above what was anticipated in the
government's budget programming documents.

The impact of 'other measures' (+0.4 p.p. of GDP) made a smaller contribution to the
revision of the budget balance, mainly as a result of lower costs due to the increase in
the prices of goods and services due to energy, but also lower operating costs for the
various organisations. Also making a positive but marginal contribution was the less
negative impact on the balance of the one-off measures (0.1 p.p. of GDP)* and the
positive statistical effect of 0.1 p.p. of GDP resulting from the estimate of the 2022
GG account calculated by the national statistical authorities being better than that
estimated by the CFP in March.

It is anticipated that the combined magnitude of these factors will be more than
enough to accommodate the negative impact on the balance resulting from the
upward revision of the impact of income support measures (0.2 p.p. of GDP) and

4 The MF does not foresee any charges for deferred tax assets for 2023.
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measures to respond to the geopolitical shock (0.1 p.p. of GDP). In the first case,
there is the interim increase in pensions and the exceptional supplement for
pensioners in the banking sector. In the second case, it's mainly the new package to
respond to rising prices and extraordinary support for families that includes new
policy measures relating to VAT on food, support for the most vulnerable families,
rent support and support for family housing loans (interest subsidies), totalling 0.7
p.p. of GDP. More than half (0.5 p.p. of GDP) of that effect is offset by the downward
revision of the estimate of subsidising the cost of natural gas to companies and
correcting the additional allocation of funds in the National Electricity System to
reduce the tariff. The latter was due to the fact that in the March projection, the CFP
admitted the impact of the additional allocation of these funds in 2023, given the
information available at the time. However, this expenditure was eventually
accounted forin the year 2022 on the basis of information subsequently obtained by
the national statistical authorities.

3.2 Expenditure and revenue development outlook

The evolution of some budgetary variables in 2023 and 2024 continues to be marked
by the current inflationary pressure. Consequently, revenue should continue to
benefit, albeit temporarily, from this phenomenon. On the other hand, the effects of
inflationary pressure on expenditure are permanent, especially in relation to social
benefits, personnel and intermediate consumption. Expenditure on social benefits, in
particular pensions, and on staff, constitute the so-called 'rigid expenditure’, which is
expected to reach 68% of primary expenditure by 2023.

Inflation also influences the growth of nominal GDP used to calculate budgetary
variables as a percentage of GDP in 2023 and to a lesser extent in 2024.

Chart 14 and Table 5 show the projected evolution for revenue and expenditure, with
the annexed Table 13 presenting the evolution adjusted for one-off measures. To
summarise, this update points to a reduction in both the weight of expenditure in
GDP (-2.5 p.p. of GDP) and revenue (-1.8 p.p. of GDP) in the 2022-2027 period. The
expenditure and revenue trajectories are projected to converge from 2025 onwards,
with the latter remaining slightly higher, resulting in a projected budget surplus over
the entire period.
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Chart 14 - Total revenue and expenditure developments
(in % of GDP)
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Source: Statistics Portugal. CFP calculations and projections.

In 2023 and 2024, the projection update takes into account the effects of the
dissipation of the budgetary impact of the measures implemented to combat the
pandemic and the measures to mitigate the geopolitical shock and inflation, whose
influence is materially relevant to the projected evolution of current primary
expenditure. Thus, combining the impact of the dissipation of measures, the new
measures resulting from SP/2023 and the projected macroeconomic framework, the
weight of public expenditure in GDP is expected to fall by 2.5 p.p. of GDP between
2022 and 2027, reaching 42.2% in 2027. This reduction reflects the evolution of
current primary expenditure (-2.4 p.p.) and capital expenditure (-0.6 p.p.), as interest
charges are expected to rise (+0.5 p.p. of GDP). Compared to the projection exercise
published in March, there has been a downward revision in accumulated expenditure.

The forecast trajectory for current primary expenditure points to a reduction in all the
items that make it up as a percentage of nominal GDP between 2022 and 2027 (Table
5). Particularly noteworthy is the decrease in social benefits (by 1.3 p.p. of GDP) and in
compensation of employees (by 0.5 p.p. of GDP).

The trajectory of expenditure on social benefits reflects the expected developments
for social benefits in cash and in kind, with reductions of 1 p.p. of GDP and 0.2 p.p. of
GDP between 2022 and 2027. The starting point for the projection, the year 2023,
also reflects the effects of the reversal of measures to combat the pandemic and
support families, including the extraordinary payment of half a pension to pensioners
in the amount of 1 bn€ (0.4% of GDP) made in October 2022. In addition, it should be
noted that in 2023, the updating of social benefits in cash is differentiated, as
described in the description of the main technical assumptions. For this year, the
pensions update published in the State Budget/2023 was taken into account, as well
as the measure approved by Decree-Law no. 28/2023, which determines an interim
increase in pensions of 3.57%, starting in July. For the following years, i.e. from 2024
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onwards, the rule resulting from the application of the Law was taken into account
for the purposes of updating pensions.>

The projection for personnel expenditure indicates a reduction from 10.6% of GDP in
2023 to 10.3% of GDP in 2027. This decrease stems from a projected GDP growth
rate higher than the effect of increases via updates, progressions® and other pay
changes (price effect), combined with an increase in public employment (volume
effect) in line with what was assumed.

Expenditure on subsidies and "other current expenditure” should reduce its weight in
GDP from 3.4% in 2023 to 3.2% in 2027. The estimated figure for 2023 is influenced
by the impact of the reversal of the support measures for families and companies
granted as part of the pandemic, with this effect being partially offset by the
measures adopted to mitigate the geopolitical shock and inflation. The latter have a
particular effect on subsidies, which include the reversal of the measure to reduce
the electricity grid access tariff (500 M€) and the subsidy to companies for the rise in
natural gas prices (with a downward revision done by the CFP in an estimate of 125
M#£, but with a maximum allocation of 1 bn€).

With regard to intermediate consumption expenditure, the projection indicates a
slight reduction in its weight in GDP by 0.1 p.p., from 5.7% of GDP in 2023 to 5.5% of
GDPin 2027 (Table 5). Its evolution reflects the underlying annual update, as well as:
(i) the reversal of measures adopted in previous years, as described above, whose
impact should be limited to 2023 and, to a lesser extent, 2024; (ii) the structural
increase in this expenditure (by 0.2% of GDP) from 2024 onwards, related to the
health sector and operating expenses, justified by the increase in the prices of goods
and services, particularly energy; (iii) the reduction of future charges for PPPs; and (iv)
the use of part of the funds from the RRP for intermediate consumption expenditure
(see the last part of this subsection).

Maintaining methodological consistency with previous reports, the evolution of
capital expenditure includes the incorporation of the RRP and the acceleration of
other investments as part of PT2020 and PT2030, which justifies the annual increase
in the value of gross fixed capital formation (GFCF). The investment profile of the RRP
justifies the upward trajectory of capital expenditure until 2025 to 4.3% of GDP -
decreasing to 4.2% of GDP in 2026. In 2027, no amount has been taken into account
for this programme, as its implementation period ends in 2026. Also noteworthy is
the impact of two one-off measures on capital expenditure totalling 0.2% of GDP in
2023: (i) the court ruling regarding a PPP (Algarve Litoral) (236 M£); and (ii) the court
ruling regarding EDP (218 M€). In the opposite direction, other capital expenditure in
2023, compared to the previous year, implies a reduction of 0.5% of GDP (1.393 bn¥€)
due to the cancellation of one-off measures that took place in 2022, in particular
support for TAP and SATA (1.187 bn€).

5 The annual update of pensions and other benefits granted by the Social Security System and the
Caixa Geral de Aposentacdes is based on the wording of Article 6 of Law no. 53-B/2006, of 29
December, and of Article 6 of Law no. 52/2007, of 31 August, respectively.

6 Resulting from the application of the Integrated System of Management and Performance
Assessment in Public Administration (SIADAP).
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Contrary to the items described above, interest charges should increase their weight
in GDP, from 2.1% in 2023 to 2.5% in 2027, reaching their highest weight in the latter
year. This trajectory reflects the current context of rising interest rates, resulting in
higher financing costs (see point 3.4).

Table 5 - CFP's budgetary scenario (in % of GDP)

2022 Projecao CFP
INE 2023 2024 2025 2026 2027
Receita total 44,4 44,2 44,5 44,4 43,8 42,6
Receita corrente 43,6 43,2 43,2 42,8 42,5 42,1
Receita fiscal 25,9 25,6 25,8 25,7 25,6 25,4
Impostos indiretos 151 14,5 14,8 14,7 14,7 14,7
Impostos diretos 10,7 11,0 11,0 10,9 10,9 10,8
Contribuigdes sociais 12,4 12,4 12,4 12,2 12,1 12,0
Vendas e out. receitas correntes 5,4 5,2 51 49 4.8 4.6
Receita de capital 0,8 1,0 1,3 1,5 1,3 0,5
Despesa primdria 42,8 41,2 41,4 41,4 40,9 39,8
Despesa corrente primaria 38,8 37,3 37,3 371 36,8 36,4
Consumo intermédio 57 57 5,8 57 5,6 5,5
Despesa com pessoal 10,8 10,6 10,5 10,5 10,4 10,3
Prestacdes sociais 18,7 17,6 17,7 17,6 17,5 17,4
Subsidios e out. despesas correntes 37 34 32 33 32 32
Despesa de capital 4,0 3,9 4,1 43 4,2 3,4
Saldo primério 1,6 3,0 3,0 2,9 2,8 2.8
Juros 2,0 2,1 2,3 2,3 2,4 2,5
Despesa total 44,8 43,3 43,7 43,8 43,4 42,2
Saldo orgamental -0,4 0,9 0,8 0,6 0,4 0,3
Saldo ajust. medidas temp. e n/recorrentes -0,3 11 0,8 0,6 0,4 0,3
Divida publica 113,9 104,7 100,3 96,5 93,1 89,4

Sources: Statistics Portugal, 1st notification of March 2023 of the Excessive Deficit Procedure and CFP
projections and calculations. Note: the figures for 2021, 2022 and 2023 are influenced by the effect of
one-off measures Table 12 in the annex. The adjusted budget and primary balances are net of these
effects. Table 13, in annex, presents this scenario adjusted for one-off measures. Due to rounding, the
totals may not necessarily correspond to the sum of the figures.

The upward revision of the 2023 estimate for budgetary variables on the revenue
reflects not only the improved performance of economic activity, but also the
dynamics of inflation in 2022. For the remaining years of the projection horizon, the
evolution of the macroeconomic bases underlying the calculation of revenue, in
particular tax and social contributions, is expected to be lower than the growth rate
forecast for nominal GDP. In addition, capital revenue should slightly reduce its
weight in GDP. Thus, the weight of total revenue in GDP is projected to fall between
2022 and 2027, from 44.2% of GDP to 42.6% of GDP in the final year (-1.8 p.p.) (Table
5). As already mentioned, it is important to bear in mind that the analysis of revenue
as a percentage of GDP differs from the analysis in absolute terms, for which an
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increase in revenue is projected over the entire time horizon.” The trajectory of total
revenue is also influenced by the intertemporal profile of the transfers received in
relation to the RRP, reflected above all in capital revenue.

The projected reduction in the total revenue ratio is determined by current revenue (-
1.5 p.p. of GDP between 2022 and 2027) and, to a lesser extent, capital revenue (-0.2
p.p. of GDP). With regard to current revenue, it is expected that the contributions of
tax revenue, social contributions and 'other current revenue' will be the most decisive
in reducing it. A breakdown of the items with the greatest preponderance in current
revenue: (i) the reduction in tax revenue is justified by the lower weight of indirect
taxes in GDP, since direct taxes are expected to stabilise and (i) for social
contributions, their share in GDP is projected to decrease from 12.4% of GDP in 2023
to 12% in 2027 (Table 5), in line with the projected growth rate of compensations,
which is forecast to be lower than that expected for GDP. It should also be noted that
indirect and direct taxes are influenced by the extension of some measures previously
adopted, as well as by the adoption of new IRS relief measures identified in Table 10,
in annex.

Lastly, capital revenue should increase its weight in GDP by 2025, reaching 1.5% of
GDP, decreasing in 2026 as a result of the approaching end of the application of the
funds relating to the RRP, with capital expenditure standing at 0.5% of GDP in 2027.
In addition to the RRP, this trajectory is affected by transfers from the European
Union under PT2020 and PT2030. As in previous reports, the CFP only considers the
amounts referring to RRP grants, which have a null impact on the budget balance,
since the application of these funds to capital expenditure (GFCF and other capital
expenditure) corresponds to the same amount considered under capital revenue. As
in previous reports, both the amount and the implementation profile of the annual
RRP funds considered by the CFP differ from the budget programming documents
presented by the Government, in particular the SP/2023, since it is still estimated that
the execution of these funds in 2023 will be lower than forecast in those documents.
The CFP considered approximately 86% of the total value of the grants, which
corresponds to 79% of the overall value of the RRP. 8

3.3 Budget balance, primary balance and structural balance
Budget and primary balance

After the budget balance came close to balance in 2022 (-0.4% of GDP), the updated
medium-term projection, in the absence of new policy measures, points towards a
trajectory of budget surpluses from 2023 until the end of 2027.

By 2023, the budget balance is expected to reach a surplus of 0.9% of GDP, more
than two thirds of which is explained by the favourable economic climate. This is an

" The projected trajectory for nominal GDP is higher than the change in macroeconomic bases (of
social contributions, direct and indirect taxes and sales), which contributes to the reduction of their
relative weight.

8 The current budget projection does not take into account the government's proposed
reprogramming of the RRP, which is awaiting approval by the Council of the European Union.
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upward revision of the budget balance for this year by 1.4 p.p. of GDP, mainly
explained by the contribution of tax and contributory revenue (1.2 p.p. of GDP)
compared to the balance of -0.6% of GDP in March (see item 3.1). The budget
imbalance is, therefore, expected to be eliminated in 2023, three years earlier than
forecast by the MF in SP/2023.

In the following years, and always under the assumption of invariant policies, the
budget surplus is projected to gradually decline. This is due to a smaller contribution
from the economic climate (a reduction in the cyclical component of the budget
balance) accompanied by an increase in interest charges. Between 2023 and 2027,
the surplus is expected to vary between 0.9% of GDP and 0.3% of GDP, respectively.
In 2024, the dissipation of the effect of measures to mitigate the geopolitical shock
and one-off measures will still contribute to a projected surplus of 0.8% of GDP, in a
year when the performance of tax and contributory revenue should reflect the
expected slowdown in the macroeconomic bases for nominal private consumption
and compensations. From 2025 onwards, a downward trajectory is projected for the
budget surplus.

Chart 15 - Budget balance and primary balance of general government
(in % of GDP)

Budget balance Primary balance

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
40 30 31 30 30 29 28 28
2,0
0,0

-2,0

-4,0
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Source: Statistics Portugal. CFP calculations and projections. | Note: The figures for the budget balance and primary
balance for the period from 2018 to 2023 are influenced by the effect of one-off measures, as detailed in Table 12
in the annex.

The primary balance, which excludes the interest burden, it is estimated that in 2023
this indicator will change by 1.1 p.p. of GDP, reaching a surplus of 3.0% of GDP, in line
with the last two pre-pandemic years. In the remaining years of the projection
horizon, the stabilisation of a primary balance that is more than 1 p.p. of GDP higher
thanin 2022 is decisive in counteracting the unfavourable impact of the increase
share of interest payments (0.5 p.p. of GDP) and sustaining the improvement in the
overall balance (by 0.7 p.p. of GDP).
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Structural balance

Removing the effect of the economic cycle, calculated on the basis of the Community
methodology for the cyclical component of the budget balance, and the effect of
one-off measures, it is projected that, in the absence of new policy measures, the
structural balance will reach a position above structural balance by 2023, standing at
0.4% of potential GDP. By 2027, maintaining a structural balance above that
equilibrium will ensure a safety margin capable of responding to normal cyclical
fluctuations without incurring an excessive deficit situation, as well as consolidating
the trajectory of reducing the public debt ratio. However, this projection points to a
progressive reduction in this structural surplus in the final years of the time horizon to
a position close to equilibrium (0.1% of GDP).

Table 6 - Projected developments of the structural balance between 2022 and 2027 (% of GDP)

2022 2023 2024 2025 2026 2027
1.Saldo orcamental -0,4 0,9 0,8 0,6 0,4 0,3
1a.Medidas Temporarias ndo recorrentes -0,1 -0,2 0,0 0,0 0,0 0,0
1b. Componente ciclica 0,6 0,6 0,4 0,2 0,2 0,3
2.Saldo Estrutural [(1) - (1a) - (1b)] -0,9 0,4 0,4 0,3 0,2 0,1
3.Variacdo anual projetada do Saldo Estrutural 0.1 1.5 0,1 0,0 -0,1 -0,1
Por meméria
Saldo Estrutural previsto no PE/2023 -0,9 -0,5 -0,4 -0,4 -0,2 -0,2

Source: CFP and MF projections and calculations. | Note: Structural balance as a percentage of potential GDP.
Cyclical developments are estimated according to the commonly agreed-upon EU methodology, parameterised in
the EUCAM programme, provided by the European Commission jointly with its Spring 2023 forecasts.

3.4  Public debt development outlook

The CFP's updated projection for the public debt ratio points towards a decrease of
25 p.p. of GDP between 2023 and 2027. The ratio is expected to approach 100% of
GDPin 2024, falling to 89.4% of GDP in the last projected year (Chart 16). Debt as a
percentage of GDP is expected to decline on average by 4.9 p.p. every year until 2027,
with this year standing out with a 9.2 p.p. decrease. Nominal GDP growth in 2023,
reflecting the current context of high inflation, is crucial to this development. The
trajectory resulting from this exercise shows a more favourable evolution compared
to the March projection, due to i) the upward revision of nominal GDP growth over
the horizon and ii) a more favourable expectation for the accumulated evolution of
the primary balance.
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Chart 16 - Public debt developments (% of GDP)
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Sources: MF, Statistics Portugal and BdP. CFP calculations and projections.

The change in debt over the next five years (-24.6 p.p. of GDP) is justified by primary
surpluses (-14.6 p.p.) and a favourable dynamic effect (-13.8 p.p. of GDP) (Table 7). As
far as the dynamic effect is concerned, the impact of nominal GDP growth stands out,
which still benefits from the inflationary phenomenon, particularly in 2023.

Table 7 - Contributions to Maastricht debt developments (% of GDP)

Projecdao CFP Variagdo acum.
2022 2023 2024 2025 2026 2027 2023-27

Divida Pdblica 113,9 1047 100,3 96,5 93,1 89,4 -24,6
Variacdo do récio da divida -11,6 -9,2 -4,4 -3,8 -3,4 -3,7 -24,6
Efeito saldo primério -1,6 -3,0 -3,0 -29 -2,8 -2,8 -14,6
Efeito dindmico (bola de neve) -11,0 -7,7 -2,1 -1,6 -1,3 -1,1 -13,8

- efeito juros 2,0 2,1 2,3 2,3 2,4 2,5 1,7

- efeito crescimento -13,0 -9.8 -4,3 -39 =37 -3,6 -25,4

ef. preco -51 -7,4 -2,7 -21 -1,9 -1,8 -159

ef. crescimento real -79 -2,5 -1,7 -1,8 -1,8 -1,9 -9,6

Ajust. défice-divida 1,0 1,5 0,7 0,7 0,7 0,3 3,8

por meméaria:

Taxade juro implicita (%) 1,7 2,1 23 24 26 28 1,0

Sources: MF, Statistics Portugal and BdP. CFP Calculations and projections. Note: the sum of the interest
effect and the growth effect corresponds to the dynamic debt effect, also known as the snowball effect.
For the breakdown of the nominal growth effect, the CFP followed equation 26 of the publication A
Practical Guide to Public Debt Dynamics, Fiscal Sustainability, and Cyclical Adjustment of Budgetary
Aggregates; by Julio Escolano; IMF Fiscal Affairs Department; IMF Technical Notes and Manuals TNM/10/02, 27
January 2010
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In 2023, the central banks continued to adopt measures aimed at reducing the
inflation rate, which remains above the medium-term objectives. In the US, the
Federal Reserve continued to reduce the amount of assets on its balance sheet and,
at the same time, raised the reference interest rate range again in July, putting it at
5.25to 5.5%, figures only seen in 2006. In the Euro Area, in the space of a year or so,
the European Central Bank raised the interest rate on the main refinancing
operations from 0% (until July 2022) to 4.25% (in August 2023), while the rate on the
deposit facility stood at 3.75%.° In addition, it ended net asset purchases under the
Asset Purchase Programme, and stopped reinvesting the amounts relating to
securities maturing after July 2023. In turn, securities purchased under the Pandemic
Emergency Purchase Programme, will be reinvested at least until the end of 2024.

Despite the measures adopted by the central banks, financing costs in the Euro Area
debt market have not risen significantly since the beginning of the year, and the
interest rates of several member states have even fallen in 2023 (Chart 17). In fact,
unlike 2022, when there was a widening of the yield curve following the measures
adopted by the central banks (with interest rates rising by 3.1 p.p. in Portugal on the
10-year maturity), in 2023 financing costs showed a stabilisation profile. Specifically,
in the 1st quarter of this year there was a downward trend compared to the end of
2022, which was only partially countered by a slight increase between the end of
March and the beginning of September. At the beginning of this month, 10-year
interest rates on the secondary market were still below the values recorded at the
end of 2022 in Portugal (-0.3 p.p.) and in other comparable member states (-0.5 p.p. in
ltaly and -0.1 p.p. in Spain).

9 It should be noted that, after the closing date for this report, the ECB announced a further 0.25 p.p.
rise in key rates, putting the interest rate on the Eurosystem's main refinancing operations at 4.5%,
and the interest rates on the marginal lending facility and the deposit facility at 4.75% and 4%
respectively. The ECB also said that it "considers that key interest rates have reached levels that - if
maintained for a sufficiently long period - will make a substantial contribution to the timely return of
inflation to the target".
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Chart 17 - Yield curves of selected Member States (in %)
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Sources: Bloomberg. CFP calculations. | Notes: End-of-month data, except for September, where the data
goes back to the 1st. The data labels shown in the chart correspond to interest rates for bonds with 10-
year maturities.

In terms of financing costs, the cost of the new Portuguese debt issued® rose from
1.7% in 2022 to 3.5% by the end of July 2023, according to IGCP. Even so, as
mentioned in the CFP's previous projection , the new debt issued in 2023'" was
placed at a lower cost than the Treasury Bonds (TB) scheduled for amortisation in
2023 and 2024, which have coupon rates of 4.95% and 5.65% and initial maturities of
15 and 11 years, respectively (Chart 18, right-hand panel). For 2025 and 2026, this
substitution effect is expected to become unfavourable, since the TB to be amortised
have coupon rates of 2.875%, with an initial maturity of 10 years, which is lower than
the current 10-year interest rate on the debt market (3.3%). The assumptions
adopted by the CFP presumed an increase in the 10-year yield to 4.3% in 2025, with a
fall starting in 2027. Thus, although financing continues to be at a historically low
cost, this year the implicit interest rate on the debt is expected to rise to 2.8% in 2027
(Chart 18, left-hand panel).

10 Average cost of Treasury Bills, Treasury Bonds, Variable Yield Treasury Bonds and Medium Term
Notes issued in the corresponding year, weighted by amount and maturity.

11 Of particular note is the new TB 18 June 2038, with a coupon rate of 3.5%.
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Chart 18 - Debt market conditions
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Source: Statistics Portugal, BdP and IGCP. CFP calculations and projections. | Note: TB = Treasury Bond.

3.5 Main risks to the budgetary scenario

For the budget scenario, the main risk remains the high uncertainty and risks
identified in relation to the macroeconomic projection (see item 2.4).

As this is an exercise under the assumption of invariant policies, which can under no
circumstances be interpreted as a forecast, the risk of adopting new economic policy
measures or extending measures that have been announced as being limited in time
increases.'? If this happens, it will have implications for the evolution of budgetary
variables and possibly for the macroeconomic scenario itself.

Added to any projection exercise is the risk of materialisation in public expenditure
associated with GG contingent liabilities, including requests for restoration of
financial balance (RFB) by concessionaires under public-private partnerships (PPP) and
standardised guarantees associated with credit lines with public guarantees.

As far as current primary expenditure is concerned, additional budgetary pressures
remain on expenditure on: (i) social benefits, namely pensions and other social
benefits, if new measures to support families are extended or adopted:; (ii) personnel
expenditure, as a result of the pressure to unfreeze and revalue GG careers and hire

12 |n this regard, reference should be made to the technical assumption that the direct budgetary
impacts of one-off and extraordinary measures legislated to be in force until the end of a given year
are cancelled out in the following year. This assumption alone leads to a direct and positive effect in
that year, thus implying less budgetary pressure.
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civil servants; (iii) public expenditure on education and health. The structural ageing
of the Portuguese population contributes to these pressures.'3

The public budget is also exposed to what can be termed 'climate risk' which, in
addition to the negative effects on GDP of extreme weather events, involves the risk
of: (i) additional public investment needs for climate change mitigation and
adaptation measures, putting pressure on GG capital expenditure; (ii) measures to
support populations and territories affected by extreme weather events (fires,
prolonged drought, etc.) with an unforeseen impact on current primary expenditure.

In the opposite direction, budgetary risks are identified that may lead to a more
favourable budget trajectory than the one projected by the CFP, namely: (i) greater
elasticity of tax revenue vis-a-vis the tax bases; (ii) growth in social contributions
higher than that of compensations (as continues to be the case in more recent
periods); (iii) less intense growth in social benefits, particularly, but not only, due to
better prospects for expenditure on unemployment benefits given the resilience of
the labour market; (iv) a lower execution of public investment supported by domestic
funding.

As far as public debt is concerned, the interest rate may differ from that assumed.
According to the CFP's calculations, a sensitivity analysis points to a 50 basis point
increase (improvement) in financing costs in 2023-2027, representing a maximum
(minimum) 10-year yield in the projection horizon of 4.8% (3.8%) in 2025-26, which
would lead to an increase (decrease) in the implicit interest rate to 2.9% (2.6%) at the
end of the projection horizon in 2027, compared to 2.8% in the base scenario. This
increase (decrease) in financing costs would result in a public debt ratio 0.4 p.p. of
GDP higher (lower) than that projected in the CFP's base scenario (89.4% of GDP).
This impact is contained thanks to the relatively long maturity of the public debt
stock, which in July 2023 had an average residual maturity of 7.5 years.

3.6 Main economic policy measures and technical hypotheses

This section analyses the impact that the main economic policy measures considered
by the CFP will have on the evolution of the GG budget balance in the 2023-2027
period, based on the assumptions detailed below. The CFP took into account its own
classification of economic policy measures, based on the measures identified by the
MF in SB/2023, SP/2023 and the Invariant Policy Framework drawn up by the MF as
part of the preparation of SBP/2024, sent to the CFP on 6 September.

The main differences with the CFP's March projection result precisely from
incorporating the impact of the policy measures identified in SP/2023, which was
published after the March projection. In this context, permanent measures stand out,
such as the IRS tax relief (which will entail a loss of revenue of 1.15 bn€ between 2024
and 2027) and the mid-term update of Social Security and CGA pensions of 3.57%

13 According to Statistics Portugal estimate of the resident population published in June 2023, in
2022 the ageing index, which compares the population aged 65 and over (elderly population) with
the population aged 0 to 14 (young population), reached 185.6 elderly people for every 100 young
people (181.3in 2021).In 2011, the ageing index was 125.9.
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from July (500 M£). It should also be noted that the extraordinary support for rent
measure will have an annual impact of 250 M€ over the projection horizon. One-off
measures provided for in SP/2023 were also incorporated, such as the new support
for the most vulnerable families (impact of 580 M€ this year)' and the VAT
exemption for a food basket of products considered essential. Following its approval
by the Council of Ministers on 7 September, the CFP considered the budgetary impact
of extending this exemption until 31 December 2023 (it was initially planned to run
until October). Extending this measure for another 2 months will mean an additional
loss of 140 M€, totalling a loss of VAT revenue of 550 M€ over 8 months.

Also as part of the measures to respond to inflation, the CFP did a downward revision
on the impact on the current year of financing the cost of natural gas to companies,
from 500 M€ in the March projection to 125 M€ in the current projection, based on
the most recent implementation data.

The current projection does not include the package of measures aimed at young
people (extension of the IRS Jovem, tuition fee refunds, free passes up to the age of
23, among others), announced in general terms by the Prime Minister on 6
September, because they have not been legislated or quantified, which should only
happen with the approval of the SB/2024.

The projection also does not include financial measures, such as credit lines
guaranteed by the state, as these have no direct impact from a budgetary standpoint.
However, they are contingent liabilities for the state, and there is a risk that they will
materialise in public expenditure if the debtor defaults.

The CFP projection reckons that in 2023 the impact of the main economic policy
measures will lead to an improvement in the GG budget balance of 616 M€ (0.5 p.p.
of GDP), despite the negative effect of one-off measures. Without that effect, the
improvement forecastis 1.07 bn€ (0.7 p.p. of GDP). This development is mostly due
to the almost complete dissipation of the impact of the COVID-19 measures, which
alone will benefit the balance by 1.529 bn€ (0.7 p.p. of GDP), more than offsetting the
434 M€ negative effect expected from the measures to mitigate the geopolitical
shock and inflation, as shown in the table below (and detailed in Table 10 and Table
11 in the annex).

14 A measure announced by the government in March 2023 to support households benefiting from
the social electricity tariff and minimum social benefits, in the face of rising costs due to inflation.
This is a monthly support of €30 per household and a €15 increase for all children and young people
receiving family allowance.
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Table 8 - Impact of the main economic policy measures
(year-on-year change in M€ and in p.p. of GDP)

Projecdo CFP | CFP projection

Variacdo em M€ Variacdo em p.p. do PIB
Change in M€ Change in p.p. of GDP
2023 2024 2025 2026 2027 2023 2024 2025 2026 2027
Receita total -2330 231 -145 -185 -200 -0,8 0,1 00 -0,1 -0,1
Receita corrente -2330 231 -145 -185 -200 -0,8 0,1 0,0 -0,1 -0,1
Receita fiscal -2245 231 -145 -185 -200 -0,8 0,1 0,0 -0,1 -0,1
Impostos indiretos -928 670 0 0 0 -0,3 0,3 0,0 0,0 0,0
Impostos diretos -1317 -439  -145  -185 -200 -0,5 -0,1 0,0 -0,1 -0,1
Contribuicdes sociais 0 0 0 0 0 0,0 0,0 0,0 0,0 0,0
Vendas e out. receitas correntes -85 0 0 0 0 0,0 0,0 0,0 0,0 0,0
Receita de capital 0 0 0 0 0 0,0 0,0 0,0 0,0 0,0
Despesa primaria -2946 -989 -101 0 0 -1,4 -0,4 0,0 0,0 0,0
Despesa corrente primdaria -2400 -910 24 0 0 -11 -0,4 0,0 0,0 0,0
Consumo intermédio -165 341 0 0 -0,1 0,1 0,0 0,0 0,0
Despesa com pessoal 0 0 0 0 0 0,0 0,0 0,0 0,0 0,0
Prestacgdes sociais -1381 -516 24 0 0 -0,6 -0,2 0,0 0,0 0,0
Subsidios e out. despesas correntes -854  -735 0 0 0 -04 -03 0,0 0,0 0,0
Despesa de capital -546 -79  -125 0 0 -0,3 0,0 0,0 0,0 0,0
Saldo primério 616 1220 -44 -185 -200 0,5 0,5 00 -0,1 -0,1
Juros 0 0 0 0 0 0,0 0,0 0,0 0,0 0,0
Despesa total -2946 -989 -101 0 0 -14 -04 0,0 0,0 0,0
Saldo or¢camental 616 1220 -44 -185 -200 0,5 0,5 0,0 -01 -0,1
Por memdria:
Impacto na variagdo do saldo decorrente de:
Medidas COVID- 19 1529 250 0 0 0 0,7 0,1 0,0 0,0 0,0
Medidas choque geopolitico e inflagcdo -434 1824 0 0 0 -0,1 0,7 0,0 0,0 0,0
Medidas one-off -454 454 0 0 0 -0,2 0,2 0,0 0,0 0,0
Outras medidas -25 -1308 -44  -185 -200 0,1 -0,5 00 -01 -0,1

Source: MF. CFP calculations. | Notes: the values reflect year-on-year change: for example, it is estimated that in
2023 the economic policy measures will imply a reduction in tax revenue of 2.245 bn€ compared to 2022 and a
decrease in expenditure on social transfers of 1.381 bn€; the identification of the main economic policy measures
considered in the CFP's projection is presented in Table 10 and in Table 11, in the annex.

In 2023, the economic policy measures considered by the CFP imply a reduction in
public revenue of 2.33 bn€ (0.8% p.p. of GDP). This variation is explained almost
exclusively by a decrease in tax revenue of 2.245 bn€, of which 1.317 bn€ in direct
taxes, mainly due to the impact of the following measures: (i) Update of personal
income tax brackets; (i) Reduction in IRS withholdings to support housing costs; (iii)
Cross-cutting reduction of personal income tax brackets; (iv) Reform of the
Subsistence Level and; (v) Tax incentive for recovery. Revenue from indirect taxes
should decrease by 928 M€ due to the impact of measures, particularly the reduction
in VAT on essential Foodstuffs and the reduction in ISP on petrol and diesel, which
imply an overall loss of 885 M€, as shown in Table 10, in the annex.

In terms of expenditure, the economic policy measures imply a 2.946 bn€ reduction
this year (1.4 p.p. of GDP), of which 1.583 bn<€ result from the dissipation of the
impact of almost all the COVID-19 measures, which will relieve primary current
expenditure by 1.464 bn€ (mainly social benefits and subsidies).

The measures to mitigate the geopolitical shock and inflation should justify a

decrease in current primary expenditure of 628 M€ compared to 2022 (Table 11, in
the annex), as a result of impacts with the opposite sign. On the one hand, the
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elimination of measures adopted in that context and which were in force until the
end of last year will reduce expenditure by 2.032 bn€, in particular the basic effects
resulting from exceptional support for workers (125€ per adult with a gross monthly
salary of up to 2,700€) and the additional allocation of funds in the SEN for tariff
reductions. On the other hand, the adoption of new measures to deal with rising
prices is expected to entail expenditure of 1.404 bn€ in 2023, in particular support for
the most vulnerable families and support for rent and housing loans.

The effect of 'other measures' - not related to the pandemic crisis, the geopolitical
shock and inflation, nor to one-offs - will imply a reduction in public expenditure of
1.189 bn€, of which 881 M€ in capital expenditure, most notably the base effect
arising from the financial support to TAP in 2022 totalling 990 M£. As far as current
primary expenditure is concerned, 'other measures' justify a reduction of 309 M€, 141
M£ of which comes from savings in intermediate consumption to be obtained from
the expenditure review exercise. For the expenditure on social benefits, the base
effect of 987 M€ resulting from the exceptional supplement to pensioners paid last
year (equivalent to 50 % of the monthly pension value) should be practically cancelled
out by the impact of new measures (913 M£), in particular the mid-term update of
Social Security and CGA pensions (500 M€).

Finally, it should be noted that this year the one-off measures are expected to have
animpact of 454 M€ on capital expenditure, following court rulings.

In 2024 it is estimated that the economic policy measures will lead to an
improvement in the GG budget balance of 1.22 bn€ (0.5 p.p. of GDP). The removal of
measures to mitigate the geopolitical shock and inflation will lead to an improvement
of 1.824 bn€ compared to 2023, of which 1.13 bn€ will be due to the elimination of
support for the most vulnerable families and the VAT exemption for certain food
products (the latter effect will contribute to a positive impact on tax revenue from
policy measures in 2024, contrary to what is forecast for the rest of the projection
horizon, as can be seen in Table 8).

Also in 2024, according to the MF, favourable impacts on the balance are expected as
a result of the dissipation of the effect of COVID-19 measures and one-off measures.
In the first case, this involves a reduction of 250 M€ in intermediate consumption
relating to personal protective equipment, medicines, workplace adaptation and
cleaning services.

On the other hand, the 'other measures' should lead to a deterioration in the balance
in 2024 of around 1.308 bn¥, particularly the increase in investment (+397 M€) and
intermediate consumption (+591 M€, due to GG commitments related to Health and
the operating costs of the various entities, including the expected increase in costs
due to the rise in the prices of goods and services). On the revenue side, the
estimated loss of 400 M€ following the PIT tax relief announced in SP/2023 is
noteworthy.

In the last three years of the projection horizon, the impact of policy measures will be
less significant. The effect of 'other measures' is therefore expected to worsen the
balance (by 44 M€ in 2025, 185 M€ in 2026 and 200 M€ in 2027), mainly due to the
loss of revenue resulting from the personal income tax relief, which over the three-
year period will mean a reduction in direct tax revenue of 250 M€/year.
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Assumptions on the evolution of budgetary aggregates

The update of the budget scenario presented for the 2023 to 2027 time horizon, as in
the March publication, reflects the updated outlook for the macroeconomic
framework and the economic policy measures mentioned above. The methodology
implicit in the projection can be found in the 'Appendix - Main technical assumptions
for the development of budgetary aggregates' published with this report, which
details the assumptions listed in the table below.

Table 9 - Key technical assumptions underlying the 2023-2027 budgetary aggregates

projection
2023 2024 2025 2026 2027
Receita Fiscal
Impostos Indiretos
IVA 6,2% 4,0% 3,6% 3,9% 4,0%
ISP 6.2% 4,0% 3,6% 3,9% 4,0%
IABA 6,2% 4,0% 3,6% 3,9% 4,0%
IT 6,2% 4,0% 3,6% 3,9% 4,0%
Impostos Diretos:
IRS - variagdo da massa salarial 9,5% 4,8% 3,9% 3,9% 4,0%
IRC - variacao do PIB nominal 9,4% 4,3% 4,0% 4,0% 4,0%
Contribui¢des sociais
Contribuigdes sociais 9,5% 4,8% 3,9% 3,9% 4,0%
Contribuigdes efetivas 10,2% 4,9% 3,9% 3,9% 4,3%
Contribuigoes imputadas 7,3% 4,3% 4,1% 4,0% 31%
Despesas com Pessoal
Ordenados e salérios
Efeito preco
Atualizacdo anual com base no pressuposto CFP 6,5% 3,3% 3,1% 3,0% 2,1%
Efeito volume
Emprego publico 0,8% 1,0% 1,0% 1,0% 1,0%
Consumo Intermédio
Consumo intermédio sem incluir PPP 9,4% 4,3% 4,0% 4,0% 4,0%
Taxa de crescimento das PPP em contab. nacional 0,2% -4,0% -10,8% -7,9% -8,1%
Prestacdes Sociais em dinheiro
Pensdes
Efeito preco
Fator de atualizacdo das pensdes na Seg. Social 4,7% 6,0% 2,8% 2,2% 2,0%
Fator de atualizagdo das pensdes na CGA 4,6% 5,9% 2,8% 2,2% 2,0%
Efeito volume
Seguranca Social 1,0% 1,2% 1,1% 1,8% 2,0%
Caixa Geral de Aposentagoes 0,4% 0,5% 0,8% 0,6% 0,6%
Desemprego
Efeito volume
Variacdo do nimero de desempregados 0,1% -1,0% -2,0% -1,3% -1,6%
Efeito preco
Variacdo das remuneragoes 9,5% 4,8% 3,9% 3,9% 4,0%
Prestagdes Sociais em Espécie
Prestagdes sociais em espécie excluido PPP 9,4% 4,3% 4,0% 4,0% 4,0%
Taxa de crescimento das PPP da salide em contab. nacional 8,5% 0,0% 0,0% 0,0% 0,0%
Qutras Despesas
Subsidios 9,4% 4,3% 4,0% 4,0% 4,0%
Outras despesas correntes 9,4% 4,3% 4,0% 4,0% 4,0%

Note: The variations observed in Table 9 may be influenced by policy measures and temporary effects,
justifying the difference from the variation in the macroeconomic indicator underlying its projection.
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4. ANNEXES

41 Tables

Table 10 - Revenue: economic policy measures with budgetary impact
(year-on-year change, by measure, in M€ and in p.p. of GDP)

Variagdo em M€ Variagdo em p.p. do PIB
Designagdo Change in M€ Change in p.p. of GDP
2023 2024 2025 2026 2027 2023 2024 2025 2026 2027
Mitigacdo do choque geopolitico e da inflagdo -1062 670 0 0 0 -0,4 0,3 0,0 0,0 0,0
Gasoleo e gas profissional para transporte publico de passageiros -25 0,0
Transi¢do para o mercado regulado do gds natural -60 0,0
Redugdo IVA dos bens alimentares essenciais -550 550 -0,2 0,2
Redugdo do ISP na gasolina e no gaséleo -335 -0,1
Apoio extraordindrio aos custos com combustiveis na agricultura -30 30 0,0 0,0
Fim gradual das isengdes prejudiciais de ISP 5 0,0
Redugdo do IVA da eletricidade para 6% -67 90 0,0 0,0
COVID-19 -54 0 0 0 0 00 00 00 00 0,0
Transferéncias da UE -54 0,0
Outras medidas -1214 -439 -145 -185 -200 -0,5 -0 0,0 -0 -0,1
Atualizacdo dos escaldes do IRS em 5,1% -300 -0,1
Atualizagdo escaldes do IRS | Corre¢do SMN Dependentes -50 0,0
IRS adicional (aumento de 1% da funcdo publica) 10 21 0,0 0,0
Aumento doi limiar de isengdo do subsidio de Refeicdo -42 0,0
Desagravamento fiscal do IRS -400 -250 -250 -250 -0,1 -0,1 -0,1 -0,1
Pacote + habitagdo -110 0,0
Reducdo de retencdes na fonte de IRS para apoiar encargos de habitacao -250 -0,1
IRS -Reforma do Minimo de Existéncia -200 -100 -0,1 0,0
Redugdo transversal das taxas de IRS -200 -0,1
Alargamento do IRS Jovem -15 0,0
IRS- dedugdo do 2.° filho -10 0,0
IRS - Complemento de abono de familia -30 0,0
IRS - Incentivo ao autocons. e venda de exced. de prod. de energ. renov. a rede -5 0,0
IRS - Compensacao pela limitacdo do aumento das rendas a 2% -45 45 0,0 0,0
IRS e IRC - Ganho de eficiéncia em beneficios fiscais 100 50 50 50 0,0 0,0 0,0 0,0
IRC - Majoracdo gastos c/energia, fertilizantes, racées, alimentacdo animal -60 0,0
Suspensdo agravamento de tributacdo autbnoma para empresas com prejuizos fiscais -10 -15 0,0 0,0
Incentivo fiscal a recuperagao -150 110 10 15 -0,1 0,0 0,0 0,0
Desagravamento das T ributacdes auténomas de IRC -5 0,0
Atualizagdo das taxas de IUC, ISV, IABA, IT, IMT em 4% 134 0,1
Eliminacao faseada das taxas moderadoras no SNS -31 0,0
Impacto total na variagdo da receita -2 330 231 -145 -185 -200 -0,8 0,1 00 -01 -0,1

Source: MF. CFP calculations. | Notes: the values correspond to year-on-year changes: For example, in 2023 it is
estimated that the VAT exemption on essential foodstuffs will reduce revenue by 550 M€ compared to 2022 and
that the end of this exemption in 2024 will increase revenue by the same amount next year; although the table
does not include revenue from the RRP (because it is not an economic policy measure), its impact has been
incorporated into the CFP's projection.
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Table 11 - Expenditure: economic policy measures with budgetary impact
(year-on-year change, by measure, in M€ and in p.p. of GDP)

Variagdo em M€

Variagdo em p.p. do PIB

Designag¢ado Change in M€ Change in p.p. of GDP
2023 2024 2025 2026 2027 2023 2024 2025 2026 2027
Mitigacdo do choque geopolitico e da inflagdo -628 -1 154 0 0 0 -0,3 -0,4 0,0 0,0 0,0
Apoio ao transporte de passageiros e mercadorias -49 0,0
Subsidio &s empresas pela subida dos custos do gas -59 0,0
Financiamento custo do gdas natural as empresas 125 -125 0,0 0,0
Apoio a produgdo agricola 183  -183 0,1 -0,1
Agricultura e pescas -45 0,0
Alocagdo adicional de verbas no SEN para reducdo da tarifa -500 -0,2
Apoio Extraordinario as familias mais vul nerdveis =241 -0,1
Apoio as familias mais vulneraveis 580 -580 0,2 -0,2
Apoio extraordinario a Instituicdes Particulares de Solidariedade Social (IPSS) -147 -0,1
Apoio a familias mais carenciadas -127 -0,1
Apoio aos refugiados -30 0,0
Apoio excecional a trabalhad.: 125€ por adulto ¢/salério bruto até 2700€ -611 -0,3
Manutengdo dos pregos dos passes e tarifas 66 -66 0,0 0,0
Apoio a Renda 250 0,1
Bonificagdo de juros | Apoio ao Crédito 3 habitagdo das familias 200 -200 0,1 -0,1
AUT OVaucher -85 0,0
Apoio excecional a criangas e jovens: 50€ por cada depend. até 24 anos -138 -0,1
COVID-19 -1583 -250 0 0 0 -0,7 -0,1 0,0 0,0 0,0
EPI, medicamentos, adaptacdo locais de trabalho, servicos limpeza 238  -250 0,1 -0,1
Vacinas COVID-19 -246 -0,1
Outras aquisi¢des de bens e servigos -17 0,0
Prestacodes sociais -518 -0,2
Testes COVID-19 -279 -0,1
Apoios 3s empresas e outros apoios -585 -0,2
Outras despesas correntes -58 0,0
Outros investimentos -73 0,0
Outros apoios -46 0,0
Medidas one-off 454 -454 0 0 0 02 -0,2 0,0 0,0 0,0
Indemizacdo judicial 3 EDP 218  -218 0,1 -0,1
Indemnizagdo judicial no ambito de PPP 236 -236 0,1 -0,1
Outras medidas -1189 869 -101 0 0 -0,5 0,3 0,0 0,0 0,0
Complemento excecional a pensionistas (50% do valor mensal da pensao) -987 -04
Atualizacdo intercalar de pensdes Seguranga Social e CGA 500 0,2
Pensdes dos Bancarios 50 -50 0,0 0,0
Atualizacdo do indexante dos apoios sociais 155 0,1
Gratuitidade progresiva das creches 40 110 24 0,0 0,0 0,0
Pacote Garantia para a infancia 49 70 0,0 0,0
Abono de Familia (alteracdo dos escaldes + elegibilidade) 13 0,0
Aumento de lugares na Rede Nacional de Cuidados Continuados Integrados 43 0,0
Reforg¢o complemento solidario para idosos 53 0,0
Apoio a estudantes do ensino superior deslocados 10 0,0
Aumento da despesa com consumos intermédios 591 0,2
Exercicio de Revisdo da Despesa -141 -0,1
Transferéncia para o Or¢amento da Unido Europeia -93 227 0,0 -0,1
Programa Escolas 55 0,0
Investimentos 457 397 0,2 0,1
Entrega de novo material militar (adicional) 172 172 0,1 -0,1
Entrega de uma fragata da Marinha + outros equipamentos militares 95 -95 0,0 0,0
Entrega 2 navios patrulha -53 0,0
Lei de Programacao Militar 20 0,0
Lei de Programacao de Infraestruturas da Administracdo Interna 64 0,0
Execucdo de garantias 70 -30 0,0 0,0
Pagamento de apoios ndo reembolsaveis -265 -0,1
Apoio do Estado a EFACEC -159 -0,1
Apoio financeiro a8 TAP -990 -0,4
Apoio financeiro a SATA -197 -0,1
Impacto total na variacdo da despesa -2946 -989 -101 0 (1] -1,4 -04 0,0 0,0 0,0

Source: MF. CFP calculations. | Notes: the figures correspond to variations compared to the previous year, for

example, it is estimated that the exceptional supplement granted to pensioners in 2022 will imply a reduction in
expenditure of 987 M€ in 2023; although the table does not include the impact of the expenditure to be made

under the RRP (because it is not an economic policy measure), nor of the unfreezing and revision of careers
(because this reflects the normal development of careers with promotions and progressions), these impacts have
nevertheless been incorporated into the CFP projection..
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Table 12 - One-off measures (% of GDP)

% do PIB
2018 2019 2020 2021 2022 2023

Medidas one-off (impacto no saldo) 05 06 -07 03 -01 -02
Receita 0,1 0,0 0,0 0,5

Devolugao de comissao do FEEF (prepaid margins) 0,5

Recuperacao de garantia do BPP 0,1 0,0 00 00
Despesa 0,5 0,6 0,7 0,2 0,1 0,2

Recapitalizacdo do Novo Banco (NB) 04 0,5 0,5 0,2

Ativos por impostos diferidos 0,0 0,1 0,0 0,1 0,0

Incéndios florestais 0,1

Decisoes judiciais desfavoraveis ao Municipio de Lisboa 0,0

Compensacao a concessionaria AEDL, S.A. 0,1

Transferéncia do FGCAM por devolugdo ao BdP 0,0

Decisdo judicial relativa a obrigacdo de pagamento de retroativos de

suplementos de férias ndo pagos a PSP e a GNR 0,1

Indemnizacao judicial PPP 0,1

Indemnizacdo judicial a EDP 0,1
Por memédria (impacto por agregado or¢amental)

Receitas de capital 0,1 00 00 05

Outra despesa corrente 0,0

Outras despesas de capital 0,5 06 07 0,2 0,1 0,2

Sources: Statistics Portugal and Ministry of Finance. | Notes: Calculation and classification under the responsibility
of the CFP. Due to rounding, the totals do not necessarily correspond to the sum of the figures. No one-off
measures were considered from 2022 to 2027. The figures may change if new information becomes available.

Table 13 - CFP's fiscal scenario adjusted for temporary and non-recurrent measures (% of GDP)

2022 Projecdo CFP
INE 2023 2024 2025 2026 2027
Receita total 44,4 44,2 44,5 444 43,8 42,6
Receita corrente 43,6 43,2 43,2 42,8 42,5 421
Receita fiscal 25,9 25,6 25,8 25,7 25,6 25,4
Impostos indiretos 15,1 14,5 14,8 14,7 14,7 14,7
Impostos diretos 10,7 11,0 11,0 10,9 10,9 10,8
Contribuicdes sociais 12,4 12,4 12,4 12,2 12,1 12,0
Vendas e out. receitas correntes 54 52 51 49 4.8 4,6
Receita de capital 0,8 1,0 1,3 1,5 1,3 0,5
Despesa priméria 42,7 41,0 41,4 41,4 40,9 39,8
Despesa corrente primdria 38,8 37,3 37,3 371 36,8 36,4
Consumo intermédio 57 5,7 58 57 5,6 5,5
Despesa com pessoal 10,8 10,6 10,5 10,5 10,4 10,3
Prestagoes sociais 18,7 17,6 17,7 17,6 17,5 17,4
Subsidios e out. despesas correntes 3,7 3,4 3,2 3,3 3,2 3,2
Despesa de capital 39 37 41 43 4,2 3,4
Saldo primario 1,7 3,2 3,0 2,9 2,8 2,8
Juros 2,0 2,1 2,3 2,3 2,4 2,5
Despesa total 44,7 43,2 43,7 43,8 43,4 42,2
Saldo orgamental -0,3 1,0 0,8 0,6 0,4 0,3

Sources: Statistics Portugal, 1st notification of March 2023 and CFP projections and calculations.
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