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

3 of Law no. 22/2011 of 20 May that introduced the 5th amendment to the 

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

no. 37/2013 of 14 June).  

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

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

Europe, and became a reality in October 2010 after agreement was reached 

between the Socialist Party (PS), in Government, and the Social Democratic Party 

(PSD). The final version of its Statutes was approved by Law no. 54/2011 of 19 

October.  

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

independent assessment of the consistency, compliance with the stated 

objectives and the sustainability of public finances, while promoting fiscal 

transparency, so as to contribute to the quality of democracy and of political 

economic decisions and so strengthen the State’s financial credibility. 

 

This Report uses the information available up to 24 February 2016.  

In the publications section at www.cfp.pt, a spreadsheet containing all the figures used to build the charts and tables in 

this Report is available for download.  

 

 

http://www.cfp.pt/
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OVERVIEW 

Due to the national election calendar, the 2016 Draft State Budget (DSB/2016) was submitted 

later than scheduled in the European Semester. However, the sequence defined in this cycle 

is particularly important when, as in this case, the intention is to introduce far-reaching 

changes not only to the fiscal policy stance but also to the economic policy framework of 

which it is a part. The evaluation of the DSB/2016, while recognising the express goal of 

inserting the State Budget in a new economic and financial strategy following the completion 

of the Economic and Financial Adjustment Programme (EFAP), cannot fail to emphasise the 

risks that arise from the fact that strategy is not fully defined.  

The EFAP was an emergency programme that was required due to the loss of normal access 

to the financial markets, as a result of the unsustainable macroeconomic imbalances that the 

country had built up, as a consequence of the inability to generate economic growth and 

employment over a decade of exceptionally expansionist financial policies, funded by 

external borrowing. As for fiscal consolidation, the programme’s initial approach, which gave 

priority to controlling public expenditure and achieving efficiency gains, was soon frustrated 

despite the empirical evidence pointing to the advantages of this type of strategy in terms of 

the nature and durability of the consolidation.  

The option actually accepted for across the board spending cuts and tax increases ended up 

stressing the programme’s transient nature. Although a return to the financial markets was 

successful, problems that require a thorough review of the budgetary process and public 

finance management remain unsolved. This review should be incorporated into a medium-

term economic policy framework and be consistent with the euro area policy coordination, a 

multilateral process as laid down in the European Semester.  

These steps have already been provided for in Portuguese legislation, in particular the new 

Budgetary Framework Law (Law no. 151/2015, 11 September), which should come into full 

force after a three-year transitional period. This lengthy transition is justified by the need to 

introduce substantive reforms, especially in the field of public finance management 

infrastructure. However, it is already possible and indeed essential to achieve a better 

integration of the State Budget in the medium-term economic policy framework, not only to 

fulfil commitments made at the European level, but also to allow the economy to break out 

of the stop-and-go vicious circle that cripples its ability to grow sustainably and to finance 

the obligations incurred by the social State.  

Such integration was largely thwarted by the timing the DSB/2016 had to obey, a matter that 

should be corrected when presenting the Stability Programme in April. This should define the 

medium-term macroeconomic framework surrounding future budgets and ensure these are 

consistent with a truly binding Multi-annual Budgetary Framework, no longer seen as a mere 

legal formality but becoming a fiscal responsibility instrument that supports the definition 

and implementation of multi-annual public policies, essential to their sustainability within the 

scope of enduring fiscal consolidation. These are basic prerequisites for eliminating important 

risks that are still a feature of the DSB/2016, from the macroeconomic scenario on which it is 

based to the revenue and expenditure projections. 
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In the case of the macroeconomic scenario, there are still significant risks relating to the 

matters raised by the CFP in its Opinion on the Draft Budgetary Plan for 2016 (DBP/2016) 

although these have been mitigated by the alterations introduced in the meantime. The risks 

relate to (i) the forecast growth in foreign demand within an international setting that 

continues to deteriorate; (ii) the forecast increases in the inflation rate, in the GDP deflator 

and in economic growth, which do not take into account the impact of the rising domestic 

prices on the competitiveness of national output compared to imported goods; (iii) the 

forecast increase in private investment at a time of increasing uncertainty and loss of cost 

competitiveness, in the absence of other structural measures that do not require public 

funding and which would improve the credibility of the forecast.  

As regards budgetary forecasts risks arise, in the first place, from the macroeconomic scenario 

itself, which is key to projecting tax revenue. In addition, in the case of indirect taxes it would 

appear that the likelihood of economic players reducing their demand for those goods that 

are subject to significant tax hikes, such as tobacco and vehicle taxes, has not been taken into 

account. Even though such behaviour, already witnessed in previous years in the case of 

tobacco, is in itself desirable (when it does not lead to the increase in parallel imports), it 

gives rise to an increase in revenue below what would result from simply applying the new 

rate to the quantity previously sold. Lastly it should be noted that revenue forecasts for 2016 

are still based on an estimate for 2015, and they may suffer the carry-over effect of the 

slowdown seen in the last quarter of that year.    

As for expenditure, the DSB/2016 estimates that the increase resulting from the curtailing of 

the salary cuts, the reversal of the nominal freeze on the lowest pensions, the phased 

abolition of the Extraordinary Solidarity Contribution and the restoring of cover and reference 

values for a number of social transfers will be offset by a decrease in capital expenditure. 

However, the DSB/2016 Report does not contain well defined measures to achieve that goal. 

These should be part of a multi-annual framework that provides for efficiency gains, turning 

away from the common assessment that improvements in services necessarily call for more 

resources rather than the more efficient use of existing resources. Also in regard to social 

transfers, the DSB/2016 foresees very slight increases compared to 2015 that do not appear 

to match the measures likely to explain this constraint.  

Despite the stated intention in the DSB/2016 Report of stepping up the use of Community 

funds under the new Community framework, public investment is expected to fall in 2016, 

and should only see increases in the regional and local government sectors. In that case, there 

are risks that are worthy of mention, in particular the intention to exempt from the 

subnational government debt rule loans taken out to finance Community funded projects, a 

measure that could increase the risk of the individual governments’ financial imbalance. The 

lack of coordination between the State Budget and the rules and procedures relating to the 

financing of subnational governments – as shown by the regular changes in the rules 

governing State transfers to those entities and indebtedness limits – is a problem that 

remains to be solved and involves management risks.     
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As a result of the DSB/2016 forecasts, even ignoring the stated risks, the improvement in the 

budgetary balance in 2016 (net of the impact of temporary measures) is mainly explained by 

the positive contribution of the economic cycle and, to a lesser extent, by the favourable 

change in interest expenditure estimated by the Ministry of Finance, while the structural 

contribution will be minimal. Thus, the extent of the budgetary imbalance correction and the 

deficit’s shift towards the Medium-Term Objective (MTO) remain insufficient to reinitiate the 

public finance consolidation process that was interrupted in 2015. As happened last year, the 

decrease in the budgetary imbalance in 2016 benefits more from the expected recovery in 

the economic cycle and the contribution of interest than from the net effect of structural 

measures. However  these are  required if fiscal policy is to get the leeway required to stabilise 

the economy in the advent of an unfavourable economic climate or a rise in interest rates, a 

risk that needs to be taken into account given the nation’s level of indebtedness.   

The DSB/2016 estimates that the upward trend in the public debt ratio was reversed in 2015, 

and should fall by 2.5 p.p. of GDP in two years, 1.4 p.p. in 2015 and 1.1 p.p. in 2016. According 

to the forecast the public debt ratio will go from 130.2 % of GDP in 2014 to 127.7 % of GDP 

at the end of 2016, although the largest contribution to this decrease comes from the forecast 

growth in nominal GDP, which is itself subject to non-negligible risks.  

In conclusion, the DSB/2016 contains some important risks. The disclosing of the Stability 

Programme 2016-2020 in April, must be accompanied by a coherent macro fiscal strategy 

with a clear definition of the nature and timing of the measures to be implemented, in order 

to manage and eventually reduce those risks. At the same time the commitment to timely 

implementation of the stages laid down in the new BFL is still key to bringing credibility to 

the budgetary process reform, the mainstay of any economic policy strategy capable of truly 

re-launching economic growth and ensuring its stable financing. 
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1 INTRODUCTION 

Pursuant to article 7 of the CFP’s statutes this report reviews the 2016 Draft State Budget   

(DSB/2016). This Report was preceded by the CFP’s Opinion on the macroeconomic forecasts 

underlying the 2016 Draft Budgetary Plan prepared under the terms of article 8 of the 

Budgetary Framework Law (Law no. 151/2015, of 11 September), of article 6 (a) of the 

Portuguese Public Finance Council’s Statues, as approved by Law no. 54/2011 of 19 October 

and amended by Law no. 82-B/2014 of 31 December, of article 4 (4) and article 6 (3) (f) of 

Regulation (EU) No. 473/2013 of the European Parliament and the Council of 21 May 2013. 

The Report is divided into five chapters. The first is an introduction which describes the 

document structure, and identifies the information provided by the various public entities. 

The second chapter analyses the revisions to the macroeconomic projections published in 

the 2016 Draft Budgetary Plan (DBP/2016), which was the subject of a Council Opinion and 

reassesses the risks underlying the new macroeconomic scenario. The third chapter evaluates 

whether the budget projections are consistent with the macroeconomic scenario and the 

proposed measures, while the fourth chapter assesses the fiscal adjustment, the fiscal policy 

stance and compliance with the budgetary rules applying to Portugal. The fifth and final 

chapter includes an analysis of the indebtedness forecast in the DSB/2016 and the expected 

change in public debt.  

In order to better assess the fiscal consolidation effort, general government budget 

aggregates have been adjusted for the impact of temporary and one-off measures and other 

special factors over the period in question. 

This Report benefitted from the information and explanations provided by Ministry of Finance 

(MF) agencies, in particular the Planning, Strategy and International Relations Office (GPEARI) 

and Directorate-General for Budget (DGO), and by the Ministry of Labour, Solidarity and 

Social Security, as well as by the state owned corporation Infraestruturas de Portugal (IP) and 

the Treasury and Debt Management Agency (IGCP).  
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2 MACROECONOMIC SCENARIO 

2.1 MACROECONOMIC SCENARIO REVIEW 

In accordance with the Portuguese and European legislation, on 21 January 2016 the 

CFP published its Opinion on the macroeconomic scenario underlying the DBP/2016.1 

This scenario foreseen an increase in real GDP growth from 1.5% in 2015 to 2.1% in 2016.  

Domestic demand was considered the main driver of growth in 2016, based on the continued 

rise in private consumption (2.6%) and in GFCF acceleration (4.9%). Net exports were to make 

a negative contribution (-0.3 p.p.), although smaller than in 2015. The GDP deflator was 

expected to increase to 2.0% in 2016 (1.9% in 2015), due to the changes in public and private 

consumption deflators. The estimated favourable price behaviour, combined with the change 

in volume, would drive nominal growth in GDP up to 4.1% in 2016 (versus 3.4% in 2015). 

2.1.1 MACROECONOMIC SCENARIO INCLUDED IN THE DSB/2016 

The forecasts included in the DSB/2016 also point to a moderate recovery in the 

Portuguese economy, with the main emphasis on domestic demand. According to MF 

forecasts, GDP growth will increase to 1.8% in 2016 (1.5% in 2015). On the one hand, domestic 

demand should again provide the largest contribution (2.2 p.p.), driven mainly by private 

consumption (2.4%), although at a slower rate than last year (2.6%), and by the increase in 

investment (from 4.3% to 4.9%). On the other hand, net exports will continue to make a 

negative contribution (-0.4 p.p.), although not as large as in 2015. This results both from a 

higher weight of imports than exports in GDP and a greater real growth of imports compared 

to exports (5.5% and 4.3%, respectively). 

The MF forecasts an increase in the GDP deflator, especially as regards to domestic 

prices. The GDP deflator is expected to increase slightly to 2.0% in 2016 (1.9% in 2015). Last 

year this change was due to the fall in the imports deflator, mainly as a result of the drop in 

oil prices (Chart 1, left hand panel). In 2016 around two-thirds of the change in the GDP 

deflator will come from consumption deflators (Chart 1, right hand panel). The rise in the 

public consumption deflator is essentially due to the restoring of salaries in the public sector. 

In the case of private consumption, the change in deflator and in the HICP is based on the 

hypothesis of a rise in domestic prices due to the increase in household disposable income. 

As a result the MF forecasts a nominal GDP growth of 3.9% in 2016 (3.4% in 2015). If 

confirmed such a change would have a favourable impact on fiscal performance, as it would 

result in increased tax revenue and would facilitate compliance with the targets defined as a 

percentage of GDP (fiscal deficit and public debt). 

                                                   
1 CFP (2016), Macroeconomic forecasts underlying the 2016 Draft Budgetary Plan. 

http://www.cfp.pt/wp-content/uploads/2016/01/Opinion-on-the-Macroeconomic-forecasts-underlying-the-2016-Draft-Budgetary-Plan.pdf
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Chart 1 – Contributions to changes in GDP deflator by component (p.p.) 

2015 2016 

  
Source: Ministry of Finance and CFP calculations.  

The scenario foresees an improvements in the most important dimensions of the labour 

market and the external accounts in 2016. Regarding the labour market, the MF forecast 

a fall in the unemployment rate (from 12.3% to 11.3%) coupled with a growth of 0.8% in 

employment, although at a slower pace than last year (1.1%). However, it is expected a loss 

in competitiveness due to a higher increase in average compensation per employee (2.0%) 

than in productivity (1.0%). In the external sector is estimated an improvement in the net 

lending of the economy by 0.2 p.p. compared to 2015, as a result of the balance of goods 

and services. Given the higher projected growth for imports than for exports (in volume), the 

positive change in this balance is dependent upon achieving the expected developments in 

the respective deflators. 

This scenario is based on favourable developments in all the external assumptions. The 

MF considers the increase in the foreign demand directed at the Portuguese economy (from 

3.9% to 4.3%). The short-term interest rate is expected to continue to fall (from 0.0% to -0.2%), 

at the same time as the euro depreciates against the dollar (from 1.11 EUR/USD to 1.09). 

Finally it is assumed that there will be a further drop in oil prices (from 53.6 to 42.0 

USD/barrel). If confirmed, these indicators will have a positive impact on the economy. 
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2.1.2 COMPARISON WITH FORECASTS INCLUDED IN THE DBP/2016 

Despite the estimate for GDP growth in 2015 remains at 1.5%, it has implicit a relevant 

change in its composition as compared to the DBP/2016. This was driven by a substantial 

revision in imports growth (-0.7 p.p.), partially offset by a similar change in exports (-0.8 p.p.), 

nevertheless without an explanation by the MF. Growth in public consumption has also been 

revised (-0.1 p.p.),2 probably as a result of the incorporation of the latest estimate for the 

General Government account, 

which may also have affected   

the change in the 

corresponding deflator (-

0.3 p.p.). 

The GDP forecast for 2016 

has been changed from 

2.1% to 1.8%, mainly due to 

the less favourable outlook 

for exports. The GDP growth 

was revised downwards by 

about 0.3 p.p., of which 

around -0.6 p.p. stems from 

exports performance (Chart 2, 

left hand panel). This is 

explained by the adoption of a 

more prudent assumption that 

now considers a maintenance 

of the international market 

share.3  To a lesser extent, the 

correction of the private 

consumption estimate also 

contributed, as a result of the   

adoption of additional fiscal 

consolidation measures versus 

the DBP/2016 scenario4 (for 

example, the impact of the 

increased tax burden on 

consumption). On the other 

hand, the downward revision 

in imports had a substantial 

positive effect on GDP. 

However, the scale of the 

                                                   
2 The estimate for 2015 differs from that shown in Table I.3.1 of the DSB/2016 Report due to information submitted later 

on by the MF, correcting public consumption growth from -0.7% to 0.1%. 
3 The change in a country’s market share may be calculated by the difference between the growth in exports and in foreign 

demand. The MF considers that both variables will grow 4.3% in 2016. 
4 MF (2016), Letter from the Minister of Finance sent to the European Commission on 5 February. 

Table 1 – DBP/2016 and DSB/2016 forecasts 

  

Source: MF – DBP/2016, Jan/2016 and DSB/2016, Feb/2016. | Note: due to 

rounding effects, the result from the differences column may not coincide with 

the subtraction of the values of the DSB column with the one from the DBP. 

2014

SB DBP DSB Diff. DBP DSB Diff.

Real GDP and components (change, %)     

GDP 0.9 1.5 1.5 0.0 2.1 1.8 -0.3

Private consumption 2.3 2.6 2.6 0.0 2.6 2.4 -0.2

Public consumption -0.5 0.2 0.1 -0.1 0.0 0.2 0.2

Investment (GFCF) 2.8 4.3 4.3 0.0 4.9 4.9 0.0

Exports 3.9 5.9 5.1 -0.8 4.9 4.3 -0.6

Imports 7.2 7.6 6.9 -0.7 5.9 5.5 -0.4

Contributions to real GDP growth (p.p.)   

Domestic demand 2.2 2.2 2.2 0.0 2.4 2.2 -0.2

Net exports -1.2 -0.7 -0.7 0.0 -0.3 -0.4 -0.1

Prices (change, %)      

GDP deflator 1.0 1.9 1.9 0.0 2.0 2.0 0.1

Private consumption deflator 0.6 0.6 0.7 0.1 1.4 1.2 -0.2

Public consumption deflator -0.6 0.1 -0.2 -0.3 2.1 2.8 0.7

GFCF deflator -0.2 0.4 0.4 0.1 0.9 0.2 -0.6

Exports deflator -0.7 -1.0 -0.8 0.1 1.4 1.0 -0.3

Imports deflator -2.1 -4.0 -4.1 -0.1 0.3 -0.6 -0.9

HPCI -0.2 0.6 0.5 -0.1 1.4 1.2 -0.2

Labour market (change, %)     

Unemployment rate (% active pop.) 13.9 12.3 12.3 0.0 11.2 11.3 0.0

Employment 1.4 1.1 1.1 0.0 1.0 0.8 -0.2

Compensation per employees 0.9 0.4 1.3 0.8 2.1 2.0 -0.1

Apparent labour productivity -0.5 0.4 0.4 0.0 1.1 1.0 -0.1

External sector (% GDP)      

Net lending 1.7 1.8 2.0 0.2 2.2 2.2 0.0

Current account 0.3 0.4 0.6 0.2 0.9 0.9 0.0

Balance of goods and services 0.4 0.9 1.0 0.1 1.0 1.2 0.2

Cyclical developments      

Potential GDP (change, %) -0.4 0.1 0.1 0.0 0.5 0.5 0.0

Output gap (% potential GDP) -3.8 -2.4 -2.4 0.1 -0.9 -1.1 -0.2

Assumptions      

Foreign demand (change, %) 3.3 3.9 3.9 0.0 4.3 4.3 0.0

Short-term interest rate (%) 0.2 0.0 0.0 0.0 -0.2 -0.2 0.0

EUR/USD exchange rate 1.3 1.1 1.11 0.0 1.1 1.09 0.0

Oil prices (Brent, USD) 99.5 55.1 53.6 -1.4 47.5 42.0 -5.5

2015 2016

http://www.dgo.pt/politicaorcamental/OrcamentodeEstado/2016/Proposta%20do%20Or%C3%A7amento/Documentos%20do%20OE/Rel-2016-Revisto.pdf
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change is not fully explained by the revised growth in private consumption and in exports, 

requiring additional clarification. 

Chart 2 – Contributions to the revision in nominal GDP from the DBP/2016 to the DSB/2016 

Real GDP and components (change, p.p.) Deflator (change, p.p.) 

  
Source: Ministry of Finance and CFP calculations.   

The composition of GDP deflator for 2016 has been changed mainly due to the imports 

deflator. The GDP deflator was revised slightly upwards (approximately 0.1 p.p.) as a result 

of the decrease in the imports deflator (Chart 2, right hand panel), which appears to be a 

consequence of the assumed additional fall in oil prices in 2016 (42.0 USD/barrel against the 

previous 47.5). The upward revision in the public consumption deflator also contributed to 

this change, although it is hardly justified by the policy changes announced in the meantime. 

On the other hand, mention must be made of the decrease in the private consumption 

deflator (along with the reduction in the HICP growth). This seems to be consistent with the 

introduction of additional fiscal consolidation measures that mitigate the inflationist effect of 

the rise in disposable income and with the assumption of a fall in oil prices. 

The developments in the remaining variables are qualitative similar. As a result of the 

aforementioned changes, the labour market indicators are now slightly more unfavourable, 

in particular the downward revision in the employment growth (-0.2 p.p.). The forecast in 

compensation of employees do not seem to take into account the negative impact of the 

MF’s correction to the compensation of employees (-300M€) disclosed in an explanatory 

note5 which was not accompanied by the updating of the macroeconomic scenario. 

Regarding the external balances, they underwent only minor changes. 

 

 

 

                                                   
5 MF (2016), Explanatory note on the 2016 Draft State Budget. 
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Box 1 – Official forecasts for the Portuguese economy 

The GDP growth estimate from the MF for 2015 (1.5%) is in line with the latest figures published by the major official 

institutions (IMF and EC) which involved a downward revision in the real growth of a number of GDP components, 

nevertheless still not reflected in last year’s forecasts (OECD and BoP). 

For 2016 the MF’s growth projection (1.8%) exceeds the forecasts from the other institutions (from 1.4% to 1.7%), in 

particular when taking into account the different assumptions as to the fiscal policy stance at the time of each 

publication. The OECD and the BoP projections did not consider the measures included in the DBP/2016. The IMF and 

the EC forecasts relate to the third post-programme monitoring mission which took into account the effects of the 

DBP/2016 fiscal scenario but not the additional consolidation measures announced to the European Commission on 5 

February (which were included in the DSB/2016 forecasts). Even so the two institutions already foresaw a lower GDP 

growth (1.4% and 1.6%), mainly due to the more unfavourable change in private consumption and in GFCF. These 

forecasts consider hardly plausible to expect a repeat of the phenomena that drove the increase in domestic demand 

in 2015: the improvement in the external environment, the consumption of durables goods delayed by the crisis (for 

example, cars), the fall of the savings rate to historic lows, among others. 

Mention must also be made to the difference between the MF forecast for the GDP deflator (2.0%) and both the IMF’s 

and the EC’s (1.5%). These institutions do not recognise the stimulus to domestic prices stemming from the assumption 

that the increase in household income will be spent on nationally produced goods. Consequently, they forecast a rise 

in the HICP (0.7%) substantially below the MF estimates (1.2%). Following the IMF and the EC unfavourable perspectives 

for the change in prices and in real GDP, they forecast a lower nominal GDP growth (2.9% and 3.1%) than the MF (3.9%), 

which has a negative impact on the fiscal projections of those institutions.  

Table 2 – Official forecasts for the Portuguese economy 

 
Sources: MF - State Budget 2016, Feb/2016; OECD - Economic Outlook No 98, Nov/2015; BoP - Economic Bulletin, Dec/2015; 

IMF – Third Post-Programme Monitoring discussions, Feb/2016; EC – European economic forecast - Winter, Feb/2016. 

Year 2014 2015 2016

Institution MF OECD BoP IMF EC MF OECD BoP IMF EC MF

Date Feb16 Nov15 Dec15 Feb16 Feb16 Feb16 Nov15 Dec15 Feb16 Feb16 Feb16

Real GDP and components (change, %)            

GDP 0.9 1.7 1.6 1.5 1.5 1.5 1.6 1.7 1.4 1.6 1.8

Private consumption 2.3 2.5 2.7 2.7 2.6 2.6 1.6 1.8 1.5 1.9 2.4

Public consumption -0.5 0.5 0.1 0.4 0.3 0.1 0.5 0.3 0.0 0.4 0.2

Investment (GFCF) 2.8 6.0 4.8 4.6 4.3 4.3 3.0 4.1 3.0 3.0 4.9

Exports 3.9 6.8 5.3 5.0 4.9 5.1 5.9 3.3 3.9 4.3 4.3

Imports 7.2 9.2 7.3 5.9 6.5 6.9 6.0 3.6 3.8 4.9 5.5

Contributions to real GDP growth (p.p.)           

Domestic demand 2.2 2.6 - 2.2 2.1 2.2 1.6 - 1.5 1.8 2.2

Net exports -1.2 -0.9 - -0.4 -0.6 -0.7 0.0 - 0.0 -0.2 -0.4

Prices (change, %)            

GDP deflator 1.0 1.4 - 1.8 1.7 1.9 0.5 - 1.5 1.5 2.0

Private consumption deflator 0.6 0.6 - - 0.4 0.7 0.4 - - 0.7 1.2

Public consumption deflator -0.6 0.1 - - 0.1 -0.2 1.5 - - 1.6 2.8

GFCF deflator -0.2 0.5 - - 0.1 0.4 0.9 - - 0.4 0.2

Exports deflator -0.7 -0.9 - - -0.5 -0.8 0.6 - - -0.4 1.0

Imports deflator -2.1 -2.9 - - -3.6 -4.1 1.1 - - -2.0 -0.6

HPCI -0.2 0.5 0.6 0.5 0.5 0.5 0.7 1.1 0.7 0.7 1.2

Labour market (change, %)            

Unemployment rate (% active pop.) 13.9 12.3 - 12.3 12.6 12.3 11.3 - 11.5 11.7 11.3

Employment 1.4 1.3 - 1.2 1.1 1.1 0.9 - 1.0 0.8 0.8

Compensation per employees 0.9 -0.8 - - 0.2 1.3 0.5 - - 1.6 2.0

Apparent labour productivity -0.5 0.1 - - 0.4 0.4 0.7 - - 0.8 1.0

External sector (% GDP)            

Net lending 1.7 - 2.4 - 2.1 2.0 - 2.5 - 2.4 2.2

Current account 0.3 0.6 - 1.0 0.7 0.6 0.5 - 2.1 1.1 0.9

Balance of goods and services 0.4 1.3 1.6 - 1.0 1.0 0.9 1.7 - 1.5 1.2

Cyclical developments            

Potential GDP (change, %) -0.4 1.6 - - -0.1 0.1 0.8 - - 0.3 0.5

Output gap (% potential GDP) -3.8 -5.8 - - -2.3 -2.4 -4.6 - - -1.1 -1.1

Assumptions            

Foreign demand (change, %) 3.3 3.8 3.9 - 4.6 3.9 4.2 4.3 - 4.8 4.3

Short-term interest rate (%) 0.2 0.0 0.0 - - 0.0 0.0 -0.2 - -0.2 -0.2

EUR/USD exchange rate 1.3 1.1 1.1 - 1.1 1.1 1.1 1.1 - 1.1 1.1

Oil prices (Brent, USD) 99.5 54.1 53.8 - 53.4 53.6 50.0 52.2 - 35.8 42.0
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2.2 REASSESSMENT OF THE RISKS UNDERLYING THE MACROECONOMIC SCENARIO 

Despite the downward revision of the macroeconomic scenario in the DSB/2016, the 

risks highlighted by the CFP in its Opinion on the DBP/2016 remain valid.6 That Opinion 

stated that “whilst not statistically implausible in the short-term, the forecasts relating to 

prices, investment and foreign trade in 2016 may be deemed far from prudent”. Although the 

CFP recognises a slight increase in prudence, the DSB/2016 forecasts for these variables have 

not changed significantly, therefore the previous conclusions remain qualitatively valid. 

Foreign demand is expected to increase in 2016 despite the recent signals that 

international environment is deteriorating. In January the IMF forecasts7 already revised 

global growth downward in 2016 (from 3.6% to 3.4%) and estimated a deceleration or a very 

moderate growth in Portugal’s main trading partners. Meanwhile in February additional 

unfavourable outlooks for the global economy were published by the European Commission8 

(from 3.5% to 3.3%) and the OECD9 (from 3.3% to 3.0%), also revising downward the 

projections for a number of export destinations. At the same time various negative signs have 

continued to accumulate in major economies, such as declines in stock exchange indexes, 

decrease in confidence indicators, signs of global geostrategic conflicts, among others. These 

developments suggest that, as the CFP stressed, “a downward revision in foreign demand 

growth in 2016 seems likely.“ Note that the MF adopted a more prudent assumption in regard 

to exports growth, and now considers that the international market share will remain the 

same. Nonetheless, given the current international developments, the forecast risks related 

to international trade remain, since the maintenance of that share within a scenario of imports 

deceleration among economic partners will penalise Portuguese exports. 

The rise in inflation (1.2%) was revised downwards, but it is still not fully consistent 

with the outlook for international prices and the high openness of the economy. As the 

CFP stated in its Opinion on the DBP/2016, Portugal’s main trading partners were already 

experiencing very low inflation. Meanwhile the European Commission has confirmed this 

trend, revising downward the inflation forecasts for 2016 for almost all countries, especially 

the euro area (from 1.0% to 0.5%), the United Kingdom (from 1.5% to 0.8%) and the USA 

(from 2.1% to 1.2%). If confirmed, a difference in the rise in domestic production costs 

compared to abroad would tend to increase the replacement of Portuguese products by 

imported goods, thus reducing domestic inflation. Therefore it remains the risk that the 

pressure on domestic demand stemming from the increased disposable income might not 

have the expected impact on inflation due to the openness of the Portuguese economy.  

The loss of competitiveness continues to put at risk the outlook for an increase in 

investment. The CFP warned that the “immediate impact of the rise in salaries that is not 

offset by productivity gains or other structural competitiveness factors”, which coupled with 

a rise in the price of tradable goods would result in a “loss of competitiveness [that] puts at 

risk the increase in investment foreseen in the scenario”. In the DSB/2016 forecasts the MF 

                                                   
6 CFP (2016), Macroeconomic forecasts included in the 2016 Draft Budgetary Plan. 

7 IMF (2016), World Economic Outlook Update – January 2016. 

8 European Commission (2016), European Economic Forecast – Winter 2016. 

9 OECD (2016), Interim Economic Outlook – February 2016. 

http://www.cfp.pt/wp-content/uploads/2016/01/Opinion-on-the-Macroeconomic-forecasts-underlying-the-2016-Draft-Budgetary-Plan.pdf
http://www.imf.org/external/pubs/ft/weo/2016/update/01/pdf/0116.pdf
http://ec.europa.eu/economy_finance/publications/eeip/pdf/ip020_en.pdf
http://www.oecd.org/eco/outlook/OECD-Interim-Economic-Outlook-February-2016.pdf
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continues to forecast a GFCF real growth of 4.9%. Nonetheless the fiscal forecasts now 

consider a sharper decrease in public investment. Therefore private investment would have 

to rise more than initially forecast (around 7% in nominal terms), which increases this 

forecasting risk. 

The latest economic indicators recommend additional prudence in regard to the 

economic outlook for 2016. The BoP’s monthly coincident indicator10 for economic activity 

shows a decline path since early 2015, in line with private consumption which has maintained 

the downward trend seen since the fourth quarter (Chart 3, left hand panel). As for the INE 

indicators11, economic activity has remained generally stable since mid-2015, while the 

economic environment seems not to have recovered yet from the decline recorded at the 

end of the year (Chart 3, right hand panel). The less stable path of these indicators is a sign 

of the current economic uncertainty. Note that this information highlights the various risks 

identified by the CFP and calls for additional prudence in regard to the forecasting exercise. 

Chart 3 – Short-term economic indicators 

Coincident indicators BoP (y-o-y change, %) Economic indicators INE (3mma, %) 

  
Source: Bank of Portugal and INE.  

 

 

                                                   
10 Bank of Portugal (2016), Coincident indicators – February 2016. 

11 INE (2016), Monthly Economic Survey – January 2016. 

-6.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

2010 2011 2012 2013 2014 2015 2016

Economic activity Private consumption

-6.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

2010 2011 2012 2013 2014 2015 2016

Economic activity Economic environment

http://www.bportugal.pt/en-US/EstudosEconomicos/Publicacoes/IndCoincidentes/Publications/IndCoinc_e.pdf
https://www.ine.pt/ngt_server/attachfileu.jsp?look_parentBoui=253251905&att_display=n&att_download=y
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3 CONSISTENCY OF BUDGET FORECASTS WITH THE 

MACROECONOMIC SCENARIO AND FISCAL POLICY 

MEASURES 

The analysis in this chapter focuses on the general government account in national accounts 

presented in the Explanatory note on the DBP/2016 which introduced changes to various 

budget aggregates. In this sequence and to ensure the consistency of the data under analysis 

the MF was asked to provide the account by subsectors compatible with that revision and it 

is that account that is analysed in this Report. However it should be noted that there may be 

inconsistencies in the macro-budgetary scenario resulting from that revision.12 The CFP’s 

analysis is sustained on adjusted figures net from the effect of the temporary and one-off 

measures identified in Box 2, the classification of which follows Council’s own criteria, which 

may differ from those adopted by other entities.13 

From the point of view of fiscal transparency and the clarity of the assumptions underlying 

the DSB/2016, the information provided in SB/2016 Report is not sufficient to properly assess 

the consistency of the budgetary projections in the light of both the macroeconomic scenario 

published in that report and the fiscal policy measures forecast for 2016. In particular the CFP 

has stressed the importance of presenting a no-policy-change scenario and the 

systematization of the effects of the policy measures that impact on the budget in 2016, 

clearly identifying: (i) whether their impact was calculated according to the previous year or 

the no-policy-change scenario, and (ii) which temporary and one-off measures were 

considered. Unlike previous years, the SB/2016 Report does not include a reconciliation 

between the balances forecast for 2015 and 2016, nor does it describe the macroeconomic 

impact of the new policy measures and the budgetary pressures on the fiscal balance.14 The 

identification of these items would help to demonstrate the conformity of the various factors 

that contribute to the change in the public finance situation. The measures underlying the 

DSB/2016 that are analysed by the CFP are systemized in Box 3 attached. 

3.1 ANALYSIS OF THE PUBLIC REVENUE FORECAST IN THE DSB/2016 

General government revenue is expected to decrease as a percentage of GDP, despite 

the projected significant rise in nominal terms. In adjusted terms, the relative weight of 

revenue in output should fall by 0.2 p.p., to stand at 43.7% of GDP in 2016. This development 

reflects the expectation of a nominal GDP growth (3.9%) higher than the revenue growth 

(3.3%). In effect general government revenue should increase by 2597 M€ compared to 2015, 

mainly due to tax revenue and social security contributions (+2101 M€). Falls in revenue are 

only estimated for direct taxes (-393 M€) and the sales (-29 M€). 

                                                   
12 As a result of the revisions made to the general government account in the Explanatory Note to DSB/2016, amendments 

to developments in salaries for example, were to be expected.  
13 On the criteria adopted by the CFP see for example Report no. 7/2013 of the Portuguese Public Finance Council.   

14 See for example Chart II.3.1. on page 45 of the DSB/2015 Report.  

http://www.dgo.pt/politicaorcamental/Paginas/OEpagina.aspx?Ano=2016&TipoOE=Proposta%20de%20Or%C3%A7amento%20do%20Estado&TipoDocumentos=Lei%20/%20Mapas%20Lei%20/%20Relat%C3%B3rio
http://www.cfp.pt/wp-content/uploads/2013/11/CFP-Rel-07-2013-PT.pdf
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Table 3 – Adjusted general government revenue and impact of measures  

 
Sources: INE (2014) and Ministry of Finance (2015 and 2016). CFP calculations. | Notes: the “Measures” column shows the 

budgetary impact of discretionary measures in 2016 as well as carry over effects on revenue. For more information on the 

measures covered see Box 3 attached; Figures are net of temporary and one-off measures, although in 2016 the impact 

of receipt of part of the pre-paid margin related to EFSF loans (264 M€) has been excluded.  

The DSB/2016 points to an increase in adjusted revenue much higher than in 2015 and 

the impact of the measures forecast for 2016. According to the DSB/2016 revenue 

increased by 1517 M€ in 2015 and should increase by 2597 M€ this year, in adjusted terms. 

This higher growth forecast is due to a more favourable change in most revenue items (with 

the exception of direct taxes and the sales) especially “other current revenue”, which should 

be up by 386 M€ in 2016, following a drop of 823 M€ the previous year.15   Note that the net 

impact of the forecast measures is only +378 M€. 

Chart 4 – Developments in adjusted general government revenue (in M€) 

 
Source: Ministry of Finance. CFP calculations. | Note: adjusted figures.  

According to the DSB/2016 the weight of indirect taxes in overall tax revenue shall 

increase significantly more than in the previous year. The weight of indirect taxes in tax 

revenue should increase by 2.1 p.p. in 2016, a change that compares with 0.5 p.p. the year 

before. This weight gain is mainly due to Tobacco Tax and Vehicle Tax. This means that the 

weight of direct taxes in overall tax revenue will fall more sharply than in 2015,16 mainly 

                                                   
15 “Other current revenue” includes current transfers from bodies that are not part of general government, such as the 

European Union, property income and other output subsidies. 
16 Note that although direct tax collection was up in 2015, their weight in overall tax revenue fell as a result of the higher 

indirect taxes growth rate and because the starting point for indirect taxation was higher. 

Measures

M€

2014 2015 2016 14/15 15/16 2014 2015 2016 14/15 15/16 2016

Total revenue 44.5 43.9 43.7 -0.6 -0.2 77 231 78 747 81 344 1 517 2 597 378

 Current revenue 43.7 43.2 42.9 -0.5 -0.3 75 786 77 521 79 980 1 735 2 459 126

Tax revenue 25.1 25.4 25.2 0.2 -0.2 43 566 45 498 46 962 1 932 1 465 -120

Indirect taxes 14.2 14.4 14.9 0.3 0.5 24 593 25 902 27 760 1 310 1 858 715

Direct taxes 10.9 10.9 10.3 0.0 -0.6 18 974 19 595 19 202 622 -393 -835

Social contributions 11.7 11.5 11.4 -0.2 -0.1 20 371 20 627 21 264 256 637 281

of which: actual soc. contr. received 9.0 9.0 9.1 0.0 0.1 15 544 16 158 16 929 614 771 192

 Sales & other current rev. 6.8 6.4 6.3 -0.5 0.0 11 849 11 397 11 754 -452 357 -35

Sales 3.8 3.8 3.7 0.1 -0.2 6 531 6 902 6 874 371 -29 -35

Other capital revenue 3.1 2.5 2.6 -0.6 0.1 5 318 4 495 4 881 -823 386 0
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because the weight of CIT revenue should fall in 2016, having increased considerably the 

previous year.   

Chart 5 – Developments in the relative weight of taxes in overall tax revenue  

(cash basis, in p.p.) 

Direct taxes Indirect taxes 

 

 

Source: Ministry of Finance. CFP calculations. | Notes: changes from the cash basis standpoint; the impact of the accounting 

reclassification introduced in 2016 (under which certain revenue items previously classified as duties are now recorded as 

taxes) has been excluded. This reclassification had no impact on the national accounts, but there is no information on the 

breakdown of taxes (nonetheless the changes must be similar bearing in mind that in national accounts indirect taxes’ 

relative weight in tax revenue increased in unadjusted terms by 0.6 p.p. and 2.1 p.p., respectively in 2015 and 2016). 

Adjusted tax revenue should decrease from 25.4% of GDP to 25.2% of GDP in 2016, as 

a result of a nominal growth rate lower than GDP. General government tax revenue should 

grow by 1465 M€ in adjusted terms to stand at 46 962 M€ in 2016. That amount is equal to 

25.2% of GDP and accounts for a decrease of 0.2 p.p. of GDP, as a result of forecast nominal 

growth in tax revenue (+3.2%) being lower than GDP (+3.9%).  

Chart 6 – Tax burden developments (as % of GDP) 

 
Source: INE (2014) and Ministry of Finance (DSB/2016). CFP calculations. | Notes: non-

adjusted figures; the weight of capital taxes is negligible throughout the period and so 

is not visible in the chart. 

The DSB/2016 has an underlying reduction in the tax burden of 0.1 p.p. of GDP 

compared to 2015, but it should still be higher than in 2014. The DSB/2016 includes a 

tax burden of 34.3% of GDP in 2016, which accounts for a slight decrease of 0.1 p.p. compared 
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to 2015.17 That decline should result entirely from the decrease in the relative weight of direct 

taxes (-0.6 p.p. of GDP), as an increase in the weight of indirect taxes and effective social 

security contributions is forecasted (0.4 p.p. of GDP and 0.1 p.p. of GDP, respectively). 

However, in the current year the tax burden will still be 0.2 p.p. of GDP higher than in 2014, 

mainly due to the higher weight of indirect taxes.  

The DSB/2016 implies a decline in adjusted revenue of direct tax considerably lower 

than the net effect of the measures announced. A reduction in direct taxes of only 393 M€ 

in adjusted terms is forecasted, which contrasts with the large negative impact of the 

measures announced (-835 M€). The latter figure stems from the cut in the personal income 

tax (PIT) surcharge (430 M€)18 and of the following carry-over effects in 2016: i) introduction 

of the family quotient and the wider range of tax deductions (-200 M€);19 ii) the cut in the 

corporate income tax (CIT) rate from 23% to 21% (-227 M€) and; iii) the abolition of 

investment fund taxation in 2015 (-250 M€). It also stems from the projected positive impacts 

on CIT and PIT – resulting respectively from the ending of transitory tax rules for holdings 

(+80 M€) and the restoring of civil servants’ salaries (+67 M€) – as well as from the 

introduction of an optional scheme for revaluing tangible fixed assets and investment 

properties (+125 M€). The difference between the decrease forecast for 2016 and the one 

that would result from the negative net effect of the planned measures appears to be 

consistent with the improvement in the economy forecast by the MF. A less favourable 

change in the economy would modify that conclusion. However it should be stressed that 

the figures for 2015 are still estimates, as is the impact of the measures implemented in 2015 

that have major carry-over effects that bring additional risks to the outturn of this account. 

The increase in indirect tax revenue underlying the DSB/2016 is greater than the impact 

of the measures announced a fact which poses risks. DSB/2015 points to very significant 

growth in indirect taxes (+1858 M€)20 but the impact of the measures affecting this account 

totals 715 M€.21 This impact will come from the increase in the contribution from banks 

(+50 M€) and the rise in consumption taxes, namely: i) petroleum tax (+360 M€); ii) tobacco 

tax (+245 M€)22; iii) stamp duty (+80 M€); iv) vehicle tax (+70 M€). In the opposite way, the 

MF estimates that the cut in VAT to 13% in the catering sector will have a negative impact of 

175 M€.23 However, it should be noted that the increase in those taxes may carry a possible 

retraction in the demand directed to those products. On the other hand, bearing in mind that 

                                                   
17 In adjusted terms, the tax burden also fell 0.1 p.p. of GDP in 2016, going from 34.4% of GDP to 34.3% of GDP. The tax 

burden was calculated on the basis of revenue from direct taxes, indirect taxes and taxes on capital, as well as effective 

social security contributions.  
18 Law no. 159-D/2015, of 30 December set forth the abolition of the PIT surcharge in 2017 and its reduction in 2016. 

19 Note that the projected negative effect in 2016 comes from the fact that the withholding tax rates in 2015 do not fully 

reflect the tax reforms introduced in 2015. Furthermore, under DSB/2016 the family quotient is repealed and is replaced 

by a proposed increase in tax deductions to 550€ per dependent child or spouse and to 525€ per dependent forebear. A 

higher fixed deduction is also proposed for disabled dependents. 
20 On the basis of the available breakdown by State subsector, all indirect taxes are expected to record an increase in 

revenue compared to the previous year. 
21 This will offset the negative impact of the measures announced in regard to direct taxes (-710 M€). 

22 Although Table II.3.6. of the DSB/2016 Report foresees an increase of 145 M€, the general government account for 2016 

takes into consideration an impact 100 M€ higher, according to additional information provided by the Ministry of Finance.  
23 The cut in VAT should take place in the second half of 2016, in a phased manner. 
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the forecast increase in indirect tax revenue is based on the expectation of an increase in 

domestic demand, the outturn risks are higher should that growth be lower than forecast.  

The DSB/2016 Report provides a breakdown by tax category for the State subsector, in public 

accounts, which shows that: 

 growth in VAT revenue is expected to decelerate from 7.4% to 3.1% in 2016.24 

However, if we exclude the impact of the VAT rate cut in the catering sector, the 

increase would be 4.3% in 2016, a figure higher than the MF forecast for private 

consumption (+3.6%). Note that the IMF and the European Commission foresee more 

modest growth in private consumption. Therefore, VAT revenue may be 

overestimated. 

 

 revenue from Petroleum Tax and Tobacco Tax should rise by 20.8% and 22%, 

respectively, reflecting the change in the consumption of these products and the 

increased tax burden proposed in these fields. 

The forecast growth in social contributions revenue (3.1%) is in line with the change in 

total compensation of employees for the economy (+3%).25 Contributions should record 

a rise of 637 M€ in 2016 based on Social Security contributions (see Box 4),26 benefitting from 

the improvement in the economy and the rise in employment forecast by the MF. In addition 

to the effect of the economic climate the MF estimates a positive impact of 281 M€ resulting 

from the restoring of civil servants’ pay (171 M€), the increase in the minimum monthly wage 

to 530€ (60 M€)27 and the introduction of the new monthly Social Security declaration (50 

M€). However, the breakdown of social contributions between actual and imputed 

contributions contains some inconsistencies: revenue from actual contributions should grow 

by 4.8%, higher than the projected growth in the wages, while revenue from imputed 

contributions should fall by 3% (- 134 M€), whereas general government wages and salaries 

are up by 500 M€.28  

In regard to non-tax and non-contributory revenue, note should be taken of the following: 

- The revenue forecast for the sales points to a decrease of 29 M€, which reflects the 

estimated decrease in the health service fees paid by some patients (-35 M€).29 Although no 

                                                   
24 According to the DSB/2016 Report, the increase forecast for 2016 should stem from the increase in voluntary tax 

collection and the greater efforts to reduce tax fraud and evasion, which should be mitigated by the increase in VAT 

refunds to exporters and by the intermediate rate (13%) applied to catering services. 
25 The calculation of the change in social contributions took into account the figure in the Explanatory note on the 

DBP/2016, which has corrected the statistical treatment of imputed social contributions, even if there is no impact on the 

budget balance.   
26 In national accounts, revenue from Social Security Funds contributions should grow 6.3% in 2016. 

27 The 60 M€ impact takes into account the 0.75 p.p. cut in the employer’s contribution which is designed to compensate 

for the increase in the minimum monthly wage. 
28 From 2014 to 2015 the MF estimate points to a decrease in imputed social contributions of 7.4%, which reflects the new 

way of recording Civil Servants Health System (ADSE) contributions which are now borne solely by the beneficiaries, as 

well as the estimated decrease in the wages and salaries of CGA members. That effect will not be repeated in 2016, so it 

does not explain the change highlighted in imputed contributions. 
29 Namely in the following situations: i) health care provided to blood, cell, tissue and organ donors and firefighters; ii) 

complementary diagnostic and therapeutic acts prescribed during day hospital sessions and in situations where the patient 



 

14 | Analysis of the Draft State Budget for 2016  Portuguese Public Finance Council 

measures are planned that impact on “other current revenue”, this account is expected to 

see growth of 8.6%,30 linked to the expected increase in subsidies to be received from the 

European Social Fund and, on a smaller scale, to the increase in the interest and dividends 

the State will receive.  

- The growth in capital revenue (11.2%) appears to be prudent, bearing in mind the expected 

impact of early receipt of Community funds for investment aid in the order amount of 

252 M€. 

In short, it appears that the revenue developments forecast for 2016 show a degree of 

optimism, as the DSB/2016 points to an increase in adjusted revenue that is greater than the 

net impact of the measures planned for this year and the effect of the forecast improvement 

in economic activity. That difference is more significant in the case of indirect taxes.31 That 

account will be critical to revenue outturn in 2016, since it represents over two-thirds of the 

forecast rise in adjusted revenue. 

3.2 ANALYSIS OF PUBLIC EXPENDITURE FORECAST IN THE DSB/2016 

In 2016 the MF predicts the ratio of public expenditure in GDP will maintain the 

downward trend started in 2014. If the MF’s forecast is confirmed, adjusted public 

expenditure should fall by 1.1 p.p. of GDP in 2015 and 1 p.p. of GDP in 2016. All expenditure 

accounts will contribute to the fall in the expenditure ratio except for intermediate 

consumption and capital expenditure.  

The development forecast by the MF is highly dependent upon the implementation of 

the proposed measures. The change in spending in 2016 reflects the elimination of a 

number of budget constraint measures on the expenditure side that were in force in recent 

years, including the abolition of salary cuts, the decrease in the Extraordinary Solidarity 

Contribution and the reversal of the nominal freeze to which most Social Security and Civil 

Servants Pension Agency (CGA) pensions were subject. In nominal terms, the elimination of 

these measures involves an increase in those expenditure items that should be offset, under 

the Government proposal, by a decrease in capital expenditure (see Table 4). To achieve that 

target measures that constrain and control spending must be timely defined and 

implemented. However, the DSB/2016 Report does not fully specify the measures that explain 

the variation between 2015 and 2016.  

                                                   
is referred by primary health care providers to a hospital specialist for the first time and; iii) all duly referred acts performed 

in ER departments. 
30 According to the general government account included in Explanatory note on the DSB/2016. 

31 In this regard note the European Commission’s winter forecasts for tax revenue aggregates, which, net of the measures 

disclosed by the MF after that date,  point to levels well below the MF forecast (as the result of a tax revenue forecast 

588 M€ lower than the figure in  DSB/2016).   

http://www.dgo.pt/politicaorcamental/OrcamentodeEstado/2016/Proposta%20do%20Or%C3%A7amento/Documentos%20do%20OE/_NotaExplicativa_UTAO-CFP.pdf
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Table 4 – Adjusted general government expenditure and impact of measures  

 
Source: Ministry of Finance. CFP calculations. | Notes: In the Measures column the planned saving in the intermediate 

consumption account is a decrease compared to the no-policy-change scenario (that is to say compared to a scenario in 

which policies remain the same) rather than compared to the previous year. Likewise the compensation of employees 

account includes a saving of 100 M€ compared to the no-policy-change scenario. For further information on the measures 

taken into consideration see Box 3. 

In nominal terms the forecasts underlying SB/2016 reflect an increase in adjusted 

expenditure of 1464 M€, much greater than the estimated increase in 2015 (+924 M€) 

and the impact of the planned measures (252 M€). This is explained by the increase in 

expenditure on intermediate consumption and employees (+912 M€ and 357 M€ 

respectively), as well as the reinforcement of spending on subsidies and other current 

expenditure (+230 M€ and 143 M€ respectively).32 In the opposite direction, the MF predicts 

a drop in capital expenditure (-293 M€), while interest payments should remain close to the 

projected level for 2015, which reflects an increase in public debt stock and a slight reduction 

in the implicit interest rate.  

In the DSB/2016 intermediate consumption records a sharp increase in 2016 (912 M€). 

According to the MF spending on PPP should rise by 436 M€ in 2016, which explains around 

half of the projected increase in intermediate consumption. The MF has explained that part 

of that increase is a result of the transfer of Community funds by Infraestruturas de Portugal 

to the Transmontana subconcession, which will only take place in 2016 despite the revenue 

having been received in 2015.33 The remainder is partially explained by the budget reserve 

net of retentions included in this account (196.6 M€).34 Excluding these effects the 

intermediate consumption projection for 2016 accounts for an increase of 279 M€, despite 

the expected savings under the Programa Aproximar, sectoral savings and administrative 

simplification processes (253 M€).  

                                                   
32  Note that in 2016 the “other current expenditure” account includes a safety margin corresponding to the provisional 

appropriation of 502 M€.  
33 This transfer involves an adjustment of 164 M€ (0.1% of GDP) to ensure Community funds have a neutral impact on the 

fiscal balance. 
34 According to Nota Explicativa sobre a Proposta de Orçamento de Estado de 2016, the intermediate consumption 

expenditure forecast takes into account a budget reserve of 454 M€; however, the MF explained at a later date that “for 

the purposes of the accounts published in the SB Report the saving attributable to the captive appropriations was taken into 

consideration, so the value of the reserve net of retentions is 196.6 M€”. 

Measures

M€

2014 2015 2016 14/15 15/16 2014 2015 2016 14/15 15/16 2016

Total expenditure 48,1 47,1 46,1 -1,1 -1,0 77 231 84 415 85 879 7 184 1 464 252

Primary expenditure 43,2 42,3 41,5 -0,9 -0,8 75 786 75 960 77 390 175 1 429 302

Current primary expenditur 40,8 39,5 39,0 -1,3 -0,5 70 785 70 945 72 667 160 1 722 -13

Intermediate consumption 5,8 5,9 6,2 0,1 0,3 10 079 10 613 11 525 534 912 -569

Compensation of employees 11,8 11,1 10,9 -0,7 -0,2 20 495 19 950 20 307 -544 357 473

Social transfers 19,7 19,2 18,6 -0,4 -0,7 34 106 34 527 34 608 421 81 181

other than in kind 17,7 17,4 16,8 -0,3 -0,6 30 722 31 276 31 317 554 41 181

in kind via market producers 2,0 1,8 1,8 -0,1 0,0 3 384 3 251 3 291 -133 40 0

Subsidies 0,7 0,5 0,6 -0,2 0,1 1 210 902 1 132 -307 230 0

Other current expenditure 2,8 2,8 2,7 -0,1 0,0 4 895 4 953 5 095 57 143 -98

Capital expenditure 2,4 2,8 2,5 0,4 -0,3 4 203 5 015 4 722 811 -293 315

GFCF 2,0 2,2 2,0 0,1 -0,1 3 525 3 878 3 758 353 -120 315

Other capital expenditure 0,4 0,6 0,5 0,2 -0,1 678 1 137 965 459 -172 0

Interest paid 4,9 4,7 4,6 -0,2 -0,2 8 502 8 455 8 489 -48 35 -50

Adjusted general government expenditure

% GDP M€

http://www.dgo.pt/politicaorcamental/Paginas/OEpagina.aspx?Ano=2016&TipoOE=Proposta%20de%20Or%C3%A7amento%20do%20Estado&TipoDocumentos=Lei%20/%20Mapas%20Lei%20/%20Relat%C3%B3rio
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In order to curb the increase in intermediate consumption expenditure and offset the 

effect of budget pressures, it is important to define, in good time, guidelines that seek 

to ensure compliance with set targets and avoid the release of captive appropriations 

caused by budget outturn pressures over the year. Excessive resorting to captive 

appropriations has become general practice, which reveals a lack of confidence in 

expenditure planning and outturn. Failure to meet this goal could put at risk the achieving of 

the fiscal balance target, if the MF estimate is exceeded. 

Chart 7 – Change in expenditure components (M€) 

 
Source: Ministry of Finance. CFP calculations. | Note: In 2016 intermediate consumption 

includes 196.6 M€ relating to the budget reserve and current expenditure includes the 

provisional allocation that totals 502 M€. 

In absolute terms compensation of employees should reverse the downward trend that 

began in 2013 and increase by 357 M€ in 2016. The expected turn around in 2016 is a 

consequence of the decision to restore the remainder of the salary cut (80%) all at once. In 

2015, the restoring of 20% of the salary cut (price effect) will have been offset by a drop in 

the average number of general government employees (volume effect).35 In 2016, although 

the MF estimates a saving of 100 M€ due to the lower number of employees,36 that effect 

should be insufficient to offset the impact of repealing the salary cut. In this context the MF 

predicts spending on wages and salaries will increase by 537 M€, which is higher than the 

cost of restoring the salary cut (447 M€). That increase will be partially offset by a drop in 

spending on actual social contributions (70 M€) and on imputed contributions (110 M€). The 

fact the latter does not follow the trend in wages and salaries which has been the case in the 

past seems to reveal a certain inconsistency in the change presented for these components 

(see Chart 8, left hand panel).37  

                                                   
35 At the end of 2014 the number of posts filled was 656,056 which corresponded to an annual average of 659,236 posts. 

In December 2015 the number of posts filled rose to 658,565, but the annual average fell to 654,829 (-0.7%).  
36 See the Minister of Finance’s letter to the European Commission on 5 February 2016.  

37 The compensation of employees forecast seems to have a certain lack of transparency. No measures are planned for 

2016 that will have a specific impact on imputed contributions. The restoring of the salary cut and the cut in the number 

of employees are measures that affect both wages and salaries and imputed social contributions. As mentioned above, it 
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Chart 8 – Annual change in compensation of employee and social transfers (M€) 

Compensation of employees Social benefits 

 

 

Source: INE and Ministry of Finance. CFP calculations.  

The change in the amount of social transfers of the general government forecast by the 

MF for 2016 is significantly below the budgetary expenditure increase in the Social 

Security subsector. Although the DSB/2016 estimates only a slight increase in CGA social 

transfers expenditure, Social Security spending should rise by 483 M€, which reflects the 

impact of updating pensions and a range of benefits, as well as the expected influx of new 

pensioners. Such increase is partially offset by the fall in spending on unemployment benefit 

and employment support (-152 M€). The MF projects an increase of just 41 M€ in social 

transfers other than in kind across general government, and the budget pressures identified 

in the Social Security subsector are offset by an unspecified fall of the same size in the central 

government account. Social transfers in kind shall record a similar increase, that is, just 40 M€. 

Note that SB/2016 Report does not identify sufficient measures to explain such low growth 

in social transfers compared to 2015, and this represents a non-negligible risk to budget 

outturn in 2016. 

According to the MF’s projections public investment should fall in 2016, following the 

light recovery in 2015. Although the SB/2016 Report states the intention of speeding up 

the application of Community funds under the new Community framework,38 that increase in 

adjusted terms is not visible in MF forecast for 2016, which reflects a drop of 120 M€ in 

general government GFCF compared to the previous year. That change is the result of a 

decrease in the central government subsector (-351 M€) and an increase of around 127 M€ 

in regional and local government.  

Interest developments are broadly in line with the assumptions for the cost of debt 

issuances, but deteriorating market conditions put pressure on the forecast. The   

interest rates on new debt issues and the use of central government deposits could 

significantly influence the public debt track in 2016 and afterwards. Interest rates have proved 

to be more volatile since the end of 2015 having a negative effect on the latest bond issues 

in 2016, and if the situation continues it could affect the assumptions on which the MF’s 

borrowing plan is based. Bearing in mind that the MF foresees an increase in the relative 

weight of TB in public debt at the end of 2016, any increase in the cost of offering that type 

                                                   
should be recalled that the change in imputed contributions from 2014 to 2015 is influenced by the way ADSE 

contributions paid and received are recorded in the accounts, but that is not the case when interpreting the change from 

2015 to 2016. 
38 Which has a budget impact of 315 M€. 



 

18 | Analysis of the Draft State Budget for 2016  Portuguese Public Finance Council 

of debt instrument could put at risk the interest estimate. According to the CFP simulations 

shown in the chart below every 0.5 p.p. rise in the average rate of new TB issues could lead 

to an increase of approximately 50 M€ in interest charges.  

Chart 9 – Sensitivity analysis of interest rate of new TB issues (M€) 

 
Source: INE, Ministry of Finance. CFP calculations. | Note: In 2016 the MF took into 

consideration an average yield of 2.9% on new gross TBD issues. The CFP simulation 

assumed an average yield of 3.4% or 3.9%. 

In short, CFP considers that the target set for public expenditure in the DSB/2016 is 

particularly demanding. Projected public expenditure for 2016 carries some risks that merit 

close monitoring over the course of the budget outturn. In the absence of further clarification 

from the MF the changes shown in some expenditure aggregates39 raise doubts as to their 

reasonableness. In this context attention is drawn to the forecasts for compensation of 

employees, intermediate consumption and social transfers.  

Box 2 – Temporary measures taken into consideration by the CFP in 2015 and 2016 

Identifying temporary measures and one-off measures is essential to calculate the structural balance. The code of 

conduct to be used in implementing the Stability and Growth Pact defines temporary and one-off measures as 

measures having a transitory budgetary effect that does not lead to a sustained change in the intertemporal budgetary 

position. Generally speaking this type of measure does not produce a permanent effect that provides for a decrease in 

the budget deficit. Therefore, in order to identify the fiscal consolidation effort the budget aggregates are adjusted in 

line with those effects.  

The table below shows the temporary and one-off measures that CFP took into consideration when examining the 

public accounts for 2015 and 2016, which underlie the DSB/2016. In 2015 on the revenue side temporary or one-off 

measures considered were the revenues received by the State as the banks’ contribution to the Single Resolution Fund 

(SRF). That revenue has an extraordinary nature because this contribution was not transferred to the Fund as a result 

of a deferral to 2024, following the Resolution of the Novo Banco and Banif banks. On the expenditure side the State 

financial aid to Banif, in the context of the resolution measure applied by the Bank of Portugal, is also an extraordinary 

transaction because it does not produce a permanent change in expenditure, but only in the year it takes place. 

                                                   
39 In the general government account underlying the Explanatory Note on DSB/2016. 
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Table 5 – Impact of temporary measures, one-off measures and special factors on fiscal balance 

  
Source: INE and Ministry of Finance. | Note: CFP calculations and classification. 

In 2016 on the revenue side the CFP took into account the sum relating to the repayment of part of the pre-paid 

margins on loans the State received from the European Financial Stabilisation Fund, since it is also an extraordinary 

revenue item that has no permanent effect on the public finance position.  

On the expenditure side the temporary and one-off measures taken into consideration were the sale of aircrafts to 

Romania, whose impact on the public accounts is a reduction in GFCF, and the adjustments in regard to European 

Union contributions since it is a transaction that does not depend on Government action, but increases expenditure in 

the year it takes place, without producing a permanent change in the level of spending. Finally, impacting also on 

spending, but this time accounting for a decrease in “other capital expenditure”, it was still considered the IP Telecom 

and SILOPOR concessions, whose total amount used in the general government account (130 M€). The additional 

adjustment taken into account by the CFP in regard to this last temporary measure compared to the MF’s position 

(20 M€) avoids benefitting the structural balance to the extent that the adjustment reflects the precise value included 

in the general government account.  

The European Commission guidelines on the classification of temporary measures recommend prudence especially as 

regards transactions that increase the deficit. Since the tax policy measures adopted annually are discretionary 

measures taken by the Government for economic policy reasons, the CFP believes their impact cannot be deemed 

temporary. The classification of tax measures that reduce revenue as one-offs would bring an artificial improvement to 

revenue in structural terms and introduce bias into the analysis. Therefore, contrary to the method used by the MF, the 

CFP did not consider as a temporary measure the effect of the change in CIT rules governing taxation of collective 

investment undertakings (commonly known as investment funds) that impact in opposite directions in 2015 and 2016, 

because the rules that came into force on 1 July (Decree-Law no. 7/2015 of 13 January) are not revoked in the DSB/2016. 

The CFP took exactly the same approach in 2014 as regards the classification of the investment tax credit granted that 

year. 

Also as regards 2016, and unlike the position taken by the European authorities, the measure relating to the revaluation 

of tangible fixed assets (where the MF estimates the impact to be 125 M€ or 0.1% of GDP) was not classified as a 

temporary or one-off measure by the CFP. This measure set out in the State Budget Bill as a legislative authorisation 

has an asymmetrical time effect and is not confined to one year. As well as being an optional rule, the positive impact 

on revenue covers three years which exceeds the reference period defined for temporary and one-off measures. In 

addition in intertemporal terms the positive impact of this specific tax rule on CIT is diluted over the remaining useful 

life of the revalued tangible assets as a result of the one-third discount, on the tax rate applicable to the revaluation 

reserve. 

The classification of temporary transactions used by the CFP may be revised in the light of additional information on 

the nature of the measures. 

 

2014 2015 2016 2014 2015 2016

Revenue 0 130 264 0,0 0,1 0,1

Contribution to the Single Resolution Board 130 0,1

Pre-Paid Margins 264 0,1

Expenditure 6 186 2 230 -146 3,6 1,2 -0,1

Proceeds from concessions -130 -0,1

Capital transfers (Banking sector) 4 994 2 230 2,9 1,2

One-off payments to the EU Budget 82 0,0

Debt assumptions  (Carris,  STCP ) 1 192 0,7

Sale of F-16 to Romania -98 0,1

Temporay measures, one-off measures  and special factors (balance impact) -6 186 -2 100 410 -3,6 -1,2 0,2

M€  % GDP
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4 ASSESSMENT OF THE FISCAL ADJUSTMENT, THE FISCAL 

POLICY STANCE AND COMPLIANCE WITH RULES 
 

For the purposes of this section, the structural balance calculation is based on the CFP’s 

classification criteria of temporary measures, one-off measures and special factors and the 

European Commission’s cyclical components. To measure compliance with the fiscal balance 

rule, nominal GDP was used as the denominator, as defined in the Budgetary Framework Law. 

 
4.1 FISCAL BALANCES 

Fiscal developments in 2015 will have undermined the correction of the excessive 

deficit situation, making it impossible for Portugal to leave the corrective arm of the 

Stability and Growth Pact (SGP). To be confirmed by the national statistical authority in the 

1st notice (March) under the Excessive Deficit Procedure (EDP), the MF’s latest budgetary 

estimate indicates that the deficit in 2015 will have been 4.3% of GDP (3.2% excluding 

temporary measures). That is a figure above the deficit forecast in DSB/2015 (2.7% of GDP), 

and is largely a result of the fiscal developments of the final quarter of 2015. A decisive factor 

in this deviation was the State financial support to the Banif bank (1.2% of GDP), that took 

place at the end of 2015. In addition there was the accounting for a correction relating to the 

Community funds time lag (0.1% of GDP), whose treatment in national accounts abides by 

the principle of fiscal neutrality.40 These developments suggest the excessive deficit 

correction was not achieved in 2015, as intended in the Council Recommendation, of 14 July 

2015.41 The EU Council will conduct its assessment of compliance with the recommendation 

in the spring of 2016. 

Only a small part of the forecast reduction in the headline deficit accounts for a 

permanent improvement in the fiscal balance in 2016. Excluding the impact of temporary 

measures (1.4 p.p. of GDP), whose fiscal effect does not lead to a sustained change in the 

fiscal position, the improvement in the adjusted fiscal balance in 2016 (0.7 p.p. of GDP) is 

almost totally explained by the contribution made by the improvement in the economic cycle 

(0.7 p.p. of GDP). On a smaller scale, the favourable change in interest charges forecast by 

the MF represents a positive contribution of 0.2 p.p. of GDP, which means there will be an 

improvement in the headline balance greater than in the primary balance.  

                                                   
40 According to the explanations provided by the Minister of Finance in the letter sent to the Vice-President of the 

European Commission on 5 February, that correction is related to the fact the Community funds received by Infraestruturas 

de Portugal were not spent as a transfer to the Transmontana subconcession. This requires an adjustment to ensure the 

fiscal neutrality of the Community funds amounting to 164 M€ (0.1% of GDP), i.e. that amount had to be removed from 

general government revenue and accordingly from the balance. For further clarification see Apontamento do CFP 

n.º1/2014  “From Public Accounts balance to National Accounts balance.    
41 For more details on the rules applying to the excessive deficit correction see Vade Mecum on the Stability and Growth 

Pact. 

http://ec.europa.eu/europe2020/pdf/csr2015/csr2015_council_portugal_pt.pdf
http://www.cfp.pt/wp-content/uploads/2014/01/CFP-APT-01-2014-PT.pdf
http://www.cfp.pt/wp-content/uploads/2014/01/CFP-APT-01-2014-PT.pdf
http://www.cfp.pt/wp-content/uploads/2014/01/CFP-APT-01-2014-PT.pdf
http://www.cfp.pt/wp-content/uploads/2014/01/CFP-APT-01-2014-PT.pdf
http://www.cfp.pt/wp-content/uploads/2014/01/CFP-APT-01-2014-PT.pdf
http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp151_en.pdf
http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp151_en.pdf
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Table 6 – Budget indicators 

 

Source: INE, MF. CFP calculations. Note: *as percentage of potential output. The cyclical 

components used correspond to the EC’s where the output gap was calculated based on the  

methodology agreed in the EC; the change do not necessarily match the differences between the 

percentage GDP figure due to rounding. 

The consolidation of the primary surplus forecast in the DSB/2016 is required to 

continue the correction of fiscal and financial imbalances in the public finances. Under 

the MF forecast the primary surplus should rise by 2 p.p. of GDP in 2016 to stand at 2.3% of 

GDP. Net of temporary measures (which recorded a change of 1.4 p.p. of GDP), the increase 

in the primary balance is equivalent to 0.6 p.p. of GDP, compared to the 0.3 p.p. of GDP 

estimated for 2015.This improvement is explained by the forecast change in primary 

expenditure in 2016, supported by about two-thirds on a decrease in current primary 

expenditure mainly in social transfers. If the MF forecasts are achieved it will be the third 

consecutive year of accumulation of primary surpluses in adjusted terms (see Table 17).  

4.2 FISCAL ADJUSTMENT AND FISCAL POLICY STANCE   

The fiscal imbalance correction and the deficit movement towards the Medium-Term 

Objective (MTO) are insufficient to restore the public finance consolidation process. 42 

The structural recovery compared to 2015 is not sufficient to consider that the public finance 

consolidation process recorded from 2012 to 2014 has continued. In effect the decrease in 

the fiscal imbalance in 2016 benefitted more from the economic cycle recovery and interest 

contribution than from the net impact of structural measures. 

Despite the expected improvement in the structural balance, there has been no clear 

modification in the fiscal policy stance in 2016. Compliance with the Stability and Growth 

Pact rules, especially the adjustment path needed to meet the MTO, requires a fiscal 

adjustment that is hardly consistent with an  expansionist fiscal policy stance in the context 

                                                   
42 Due to uncertainty when estimating the level of potential output it is normal practice to use the change in the output 

gap to describe an improvement or deterioration in the economic climate. 

2015 2016 2015 2016

Primary -2,3 0,4 2,3 -2,3 2,7 2,0

Actual (headline) -7,2 -4,3 -2,2 -2,3 2,8 2,1

Adjusted of temporary & one-off measures -3,6 -3,2 -2,4 1,6 0,5 0,7

Cyclically adjusted -5,2 -3,1 -1,7 -3,0 2,1 1,5

Structural -1,6 -2,0 -1,9 0,9 -0,3 0,1

Structural primary 3,3 2,8 2,7 1,0 -0,5 -0,1

memo items

temporary measures -3,6 -1,2 0,2 -3,9 2,4 1,4

output gap* -3,9 -2,4 -1,1 1,2 1,5 1,3

cyclical component -2,0 -1,2 -0,5 0,6 0,8 0,7

interest payments 4,9 4,7 4,6 0,1 -0,2 -0,2

2014
SB/2016

2014
SB/2016

% GDP Change (p.p.  GDP)

http://www.cfp.pt/publications/glossario-de-termos-das-financas-publicas/#.VVCO6JVFCUl
http://www.cfp.pt/publications/glossario-de-termos-das-financas-publicas/#.VVCO6JVFCUl
http://www.cfp.pt/publications/glossario-de-termos-das-financas-publicas/#.VVCO6JVFCUl


 

22 | Analysis of the Draft State Budget for 2016  Portuguese Public Finance Council 

of the economic improvement forecast for 2016.43 The structural primary balance 

developments underlying the DSB/2016 point to a slight deterioration compared to 2015, 

which is not sufficient to sustain the turnaround of the expansionist stance estimated for 2015 

(see Chart 10). 

Chart 10 – Fiscal stance and cyclical position [2012-2016] 

 
Source: INE and MF. CFP calculations. | Note: (i) The fiscal policy stance is assessed by 

the change in the structural primary balance net of special factors; (ii) the economic 

cycle is evaluated by the output gap, which expresses the difference between GDP and 

potential GDP growth rates. P – Forecast.  

In contrast with the structural effort made in 2014, 2015 and 2016 point to a slowdown, 

although mitigated by the favourable contribution of interest expenditure. Benefitting 

from the economic cycle evolution, in particular from 2015 onwards, the updated forecasts 

for the output gap suggest the cumulative change in the structural balance since 2013 will 

record a slowdown in 2015 and 2016, hindering compliance with the TFEU rules. In cumulative 

terms the expected improvement in the structural balance relies on external variables, such 

as interest favourable contribution, rather than on the impact of discretionary measures taken 

by the Government.  
 

  

                                                   
43 In addition the estimate given for the output gap corresponds to “normal times” according to the modulation proposed 

by the European Commission in Communication COM(2015) 12, for the annual structural adjustment under the Pact’s 

preventive arm, as recently endorsed by the ECOFIN Council on 12 February 2016 (see A Commonly Agreed Position on 

Flexibility within the Stability and Growth Pact). If Portugal were under the preventive arm it should present an annual 

structural balance improvement of over 0.5 p.p. of GDP, even when applying the “frozen” principle to the effort required 

on the basis of the data available in the Spring of 2015. 

http://data.consilium.europa.eu/doc/document/ST-14345-2015-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-14345-2015-INIT/en/pdf
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Chart 11 – Cumulative fiscal effort from 2013 to 2016 

 
Source: INE and MF. CFP calculations. 

The fiscal effort in 2016 towards the MTO is insufficient to ensure compliance with the 

Budgetary Framework Law (BFL) and the Council recommendation (July 2015).44 

Despite the nominal decrease in the deficit forecast in the DSB/2016, the structural balance 

should record an improvement of just 0.1 p.p. of GDP. It is a progress compared to the 0.3 

p.p. of GDP decline estimated for 2015, but it still falls short of the 0.5% of GDP laid down in 

the BFL as a general rule for the annual improvement in that indicator until the Medium-Term 

Objective is achieved. Therefore the DSB/2016 reflects a deviation from the MTO 

convergence path and the Council recommendation of a structural adjustment of 0.6% of 

GDP in 2016. 

The deviation from the MTO convergence path may increase if the macroeconomic risks 

and outturn risks related to the planned measures materialize. The assessment 

undertaken in chapter 3 of this Report identifies risks concerning to the feasibility of the 

balance target to be achieved (-2.2% of GDP). The materialization of these risks would 

deteriorate the expected evolution of the structural balance. 

The fiscal effort forecast in the DSB/2016 means achieving the MTO is still far off. Based 

on the MF’s forecast for the headline balance, the CFP estimates a structural balance of 

around 1.9% of GDP in 2016, an outcome that falls short of the MTO of 0.5% of GDP. Thus, 

even allowing for the elimination of the excessive deficit in 2016 and its long lasting 

correction in the projection for subsequent years, Portugal would, from 2017 onwards, be 

under the SGP preventive arm and the debt transition rule. From that year on the MTO 

convergence path would force Portugal to provide for minimal annual structural adjustments 

of never less than 0.5 p.p. of GDP. In the current scenario, even without taking into 

consideration the risk of significant deviations from the MTO convergence path, that 

objective would not be met before 2018.  

                                                   
44 The Council recommendation of 14 July 2015 lays down a structural effort of 0.6% of GDP in 2016, and this is the 

benchmark adopted by the European Authorities when assessing the Draft Budget Plan. 



 

24 | Analysis of the Draft State Budget for 2016  Portuguese Public Finance Council 

Chart 12 – Compliance with Balance Rule (% and p.p. of GDP) 

 
Source: INE and Ministry of Finance. CFP calculations. Note: The structural figures are net of 

the impact of the economic cycle and of temporary measures, one-off measures and special 

factors. (See Box 2) 

4.3 MULTI-ANNUAL BUDGETARY PLANNING FRAMEWORK (MBPF) 

The new expenditure limit for 2016 laid down in the MBPF is consistent with the deficit 

goal in national accounts (2.2% of GDP). The Top-Down exercise presented below shows 

the coherence between the two benchmarks (items no. 1 and no. 5 of Table 7). The maximum 

limit for expenditure financed by general revenue set for the central government (48 403 M€) 

is based on a number of budget assumptions. One of the most important is the forecast for 

the adjustments between the two accounting methods which determine the general 

government deficit in public accounts,45 and provide a link between the sectoral forecasting 

of the budget aggregates in national and public accounts. Once the restriction on the 

regional and local government and Social Security subsectors balance is defined, the central 

government balance is calculated. In the latter case the maximum value of actual expenditure 

is calculated according to the estimated tax revenue and non-tax revenue. The identification 

in this final aggregate of expenditure financed by own revenue will allow the maximum value 

of expenditure financed by general revenue (taxes and indebtedness) to be determined.  

For the next three years (2017-2019), the lack of a fiscal strategy makes it impossible 

to assess the consistency of the expenditure limits with the balance objectives in 

national accounts. The absence of a backdrop that allows the medium-term path of public 

finance to be assessed undermines the credibility and transparency of the process for 

defining multi-annual expenditure limits. In this light it is impossible to understand where  

the spending limits set out in the Bill PPL n.º 13/XIII are anchored, neither to gauge whether 

they  are consistent with the budget targets for those years. In this regard it must be stressed 

once again that the provisions of article 12-D (6) of the current BFL have again not been met. 

Those provisions require that, in addition to the multi-annual limits, the MBPF must contain 

                                                   
45   Note that in 2016, unlike the situation in the previous two years, the budget deficit in national accounts forecast by 

the MF is lower than the deficit in public accounts. 

http://app.parlamento.pt/webutils/docs/doc.pdf?path=6148523063446f764c3246795a5868774d546f334e7a67774c336470626d6c7561574e7059585270646d467a4c31684a53556b76644756346447397a4c3342776244457a4c56684a53556b755a47396a&fich=ppl13-XIII.doc&Inline=true
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projections for general revenue and own revenue of central government and Social Security 

bodies for the four following years. 

The use of the MBPF as a fiscal accountability tool that supports the devising and 

implementing of multi-annual and fiscally sustainable public policies is critically 

dependent upon respect for the expenditure ceilings that it establishes. Attempts to 

employ this tool in the past have not been effective. As successive CFP publications have 

shown, since the first version of MBPF in 2012 the ceilings set in the spring have been merely 

indicative and have not even constrained the drawing up of the Draft Budget presented in 

the autumn for the following year, since in the meantime they have been  legally amended. 

The beginning of a new parliament is the ideal time to introduce improvements to the budget 

process that past experience advises.  

Table 7 – From the balance in national accounts to the expenditure limit in the MBPF (M€) 

 
        Source: MF. CFP calculations. | Note: AC – Central government. 

The revision of the MBPF expenditure limit for 2016 compared to the figure included 

in SP/2015 is the result of a new accounting treatment applied to State general 

revenues and of the estimated impact of the planned policy measures.46 The 

classification as general revenue of funds previously recorded as own revenue in the 

beneficiary’s budget has led to a change in the MBPF expenditure limit of 964 M€. When 

adjusting the 2016 spending limit to the new recording method the upward revision is largely 

due to the additional expenditure relating to the full restoring of the civil servants’ salary cut. 

Compared to the figure in the April 2015 Stability Programme the adjusted expenditure limit 

is up by 335 M€. The limits assigned to the programmes in the “Economic” cluster are revised 

upwards (+473 M€), due to the Finances and General Government and the Public Debt 

                                                   
46 Approximately 90% of this change is explained by the reclassification as a tax of the revenue from the Road Service 

contribution assigned to Infraestruturas de Portugal (683 M€) and the audio-visual contribution assigned to Rádio e 

Televisão de Portugal (180 M€). On a smaller scale there is the impact of the policy measure relating to the full reversal of 

the salary cut in 2016, the effect of which will generate additional expenditure in the 2016 and 2017 limits.   

1. General Government budget balance (EDP) -4 125

2. Ajustments to the cash basis accounts balance 1 310

        Accrual (Commitments adjustments - Cash) -967

               Taxes and Social contributions -293

               Difference between interested paid and accrued 119

               Other accounts receivable (-) -597

               Other accounts payable (+) -196

        Differences due to General Government perimeter -87

        Other adjustments -256

3. General Government Balance (cash basis) [(1)+(2)] -5 435

a) Regional and Local Government Balance 761

b) Social Security Balance 1 117

4. Central Government Balance [(3)-(a)-(b)] -7 313

c) Revenue 57 357

          Tax revenue 41 522

          Other current revenue 14 280

          Capital transfers received 1 556

d) CG maximum Expenditure Limit [(c)-(4)] 64 670

e) Financed by own Revenues 16 267

5. CG limit for expenditure financed by general revenue (MBFP)  [d)-(e)]48 403
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Management programmes of which 266 M€ correspond to the additional spending on civil 

servants’ salaries referred to above. On the other hand, the “Sovereignty” and “Security” 

clusters record a downward revision of 147 M€.  

Compared to 2015 the sharp increase in the (adjusted) expenditure limit in 2016 is 

mainly explained by the full reversal of the salary cut, by the increase in interest and 

other direct State debt burdens. According to the MF estimate for 2015 (see table below), 

the increase in the adjusted expenditure limit for 2016 will have been 1542 M€, explained 

above all by the Economic programmes cluster. The Finance and General Government and 

the Public Debt Management programmes account for almost all of the increase. In the case 

of the former, the main items are the aforementioned full restoring of the civil servants’ 

salaries (+447 M€), the increase in the financial contribution to the CGA and the impact of 

the non-transfer in 2015 of the income from the Extraordinary Energy Sector Contribution to 

the Energy Sector Systemic Sustainability Fund. As for the latter, the increase in debt stock, 

in particular savings certificates, and the rise in syndicated Treasury Bill issues, which bring 

higher commissions, explain the 454 M€ increase in the Public Debt Management 

programme spending limit. 

Table 8 – MBPF: expenditure limits for 2016 (M€) 

Source: MF. | Note: For purposes of comparability with the methodology adopted in SP/2015 the total number of the 

programme clusters was adopted as a benchmark, notwithstanding the possible match with previous Government’s 

structural programmes where the lack of comparability (6 out of 18 programmes) is marked n.d. The new appropriations 

in 2016 match those published in SB/2016 Report, which in line with the new accounting rules for State general revenue 

method adopted in DSB/2016 the DSB/2016 are now classified as expenditure financed by general revenue, contrary to 

the position up to SP/2015, under which they were regarded as expenditure financed by own revenue. The “Adjusted” 

column refers to the limits set for the MBPF without taking into account the impact of the new accounting method.  

2015 Change

FSD 2015 2015/2016

(Apr/15) Proposal New Appr. Adjusted Adjusted Adjusted Non Adj.

1. SOVEREIGNTY 4 359 4 437 4 571 180 4 391 32 -46 134

P001 Sovereign Bodies 3 121 3 137 3 159 0 3 159 38 22 22

P002 Governance 96 n.d 110 180 -70 -166 n.d. n.d.

P003 Foreign Affairs 279 304 285 0 285 6 -19 -19

P008 Justice 772 753 742 0 742 -30 -11 -11

P009 Culture 91 n.d. 275 0 275 184 n.d. n.d.

2. SECURITY 3 251 3 436 3 335 0 3 335 84 -101 -101

P006 Defence 1 639 1 776 1 722 0 1 722 83 -54 -54

P007 Internal Security 1 612 1 661 1 613 0 1 613 1 -48 -48

3. SOCIAL 28 149 28 013 28 035 14 28 021 -128 8 22

P010 Science and Higher Education 1 395 1 413 1 397 0 1 397 2 -16 -16

P011 Basic and Secondary Educ. and School Adm. 5 265 5 100 5 081 0 5 081 -184 -19 -19

P012 Solidarity, Employm. and Social Security 13 589 13 516 13 586 0 13 586 -3 70 70

P013 Health 7 901 7 984 7 971 14 7 957 56 -27 -13

4. ECONOMIC 10 139 11 219 12 462 767 11 695 1 556 476 1 243

P004 Finance and Public Administration 2 507 3 248 3 541 38 3 503 996 255 293

P005 Public Debt Management 7 092 7 283 7 546 0 7 546 454 263 263

P014 Planning and infrastructure 33 n.d. 762 683 79 46 n.d. n.d.

P015 Economy 106 178 202 0 202 96 24 24

P016 Environment 72 n.d. 80 48 32 -40 n.d. n.d.

P017 Agriculture, Florests and Rural development 298 n.d. 295 0 295 -3 n.d. n.d.

P018 Sea 31 n.d. 36 0 36 5 n.d. n.d.

5. TOTAL (1+2+3+4) 45 897 47 105 48 403 964 47 439 1 542 334 1 298

Programa
2016 Dif SB/2016 to:

outturn
SB 2016 FSD 2015  | [2016]
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5 INDEBTEDNESS, GROSS BORROWING REQUIREMENTS AND 

PUBLIC DEBT DEVELOPMENTS 

5.1 STATE NET DIRECT GLOBAL INDEBTEDNESS    

The limit on State net direct indebtedness established in the DSB/2016 only covers 

87.1% of the net borrowing requirements in 2016. The net borrowing requirements 

resulting from the forecast State budget deficit for 2016 (6152 M€) and the net acquisition 

of financial assets (4072 M€) to be undertaken this year are 1314 M€ higher than the 

maximum indebtedness limit which is set at 8910 M€ in the SB/2016 Bill (article 83 (1)). The 

DSB/2016 Report points to a net borrowing requirement of 10 224 M€ and takes into account 

a 4066 M€ balance from previous budgets.  

Compared to 2015 a decrease of 15.1% is expected in authorised financial assets 

expenditure, due mainly to “shares and other equity” and to a lesser extent to “MLT 

loans granted”. In 2016 around three quarters of the decrease in authorised financial assets 

expenditure should come from “shares and other equity” and the remaining from “MLT loans 

granted”. The former situation results from the cut in capital injections for Reclassified Public 

Corporations (RPC). In the case of medium and long-term (MLT) loans granted the sharpest 

decrease is to be found in Regional and Local Government, which goes from 611 M€ in 2015 

to 33 M€ in 2016. The figures for 2016 include the sum of 853 M€ for a loan to the Single 

Resolution Fund. Excluding that sum, the projected decrease in financial assets expenditure 

will be around 30%.  

Chart 13 – Financial assets expenditure (M€) 

 
Source: MF. CFP calculations. Notes: RPC = Reclassified Public Corporation; RLG Regional and Local 

Government; QREN = National Strategic Reference Framework; SRF = Single Resolution Fund; FA = 

Financial Assets; Loans – st = Loans – short term. 

In 2016 the MF expects financial support to reclassified public corporations to fall by 

around 17.6%, thus making a positive contribution to the forecast decrease in State 

indebtedness. Compared to the estimate for 2015 there will be a decline in loans and in 

State capital injections to those corporations (732 M€), explained mainly by the financing of 

Parpública and REFER, where the decrease will be 402 M€, and by the capital injections to CP 

and Infraestruturas Portugal, where the decrease shall be 895 M€.  
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DSB/2016 retains the possibility of the indebtedness limit being raised to ensure 

liquidity in financial markets.47 As was the case in the SB/2015 Bill, the increase in the limit 

will be for transactions that enhance liquidity in the secondary market or for financial 

derivative transaction that are recommended by direct State debt management efficiency 

criteria, to be undertaken by the IGCP through public debt issues or by the FRDP for the 

purchase or sale of public debt securities. However, the amount of the limit increase in the 

DSB/2016 (1000 M€) is lower than in last year’s proposal and it accounts for two-thirds of the 

previous amount. 

5.2 GROSS BORROWING REQUIREMENTS (2016-2019) 

In 2016 State gross borrowing requirements (from the public accounts standpoint) 

should fall versus 2015. The cut in these requirements will be around 12,7 B€ (23%) 

compared to the 2015 estimate and it is explained mainly by the forecast fall in the volume 

of debt redemption, combined with a lower projection for financial asset acquisition. These 

effects are partially offset by a higher budget deficit forecast.  

Table 9 – State borrowing requirements (M€) 

 
Source: DGO and MF. CFP calculations. 

In 2016, the sum for government debt redemptions and cancellations is around 11.1 B€ 

lower than in 2015. However, the value of Treasury Bills (TB) redemption will not contribute 

to this decrease since it is expected to remain at the 2015 level and may even rise slightly. In 

2015 an issue of Treasury Bonds (TBD) was redeemed when it reached maturity (5,7 B€), while 

TBD that had not reached maturity were partially redeemed (around 6,8 B€). In 2016 the 

forecast corresponds to the value of two TBD issues that will reach maturity this year (6,5 B€). 

The decrease in redemption of MLT euro-denominated debt is due almost entirely to those 

TBD, while the decline in debt repayments in other currencies reflects a decrease in the level 

of early repayments to the IMF. 

Medium and long-term debt redemption should stand at 43,4 B€ over the four-year 

period 2016-2019. Repayment of medium and long-term debt should total 11,4 B€ in 2016, 

the peak of redemptions in the four-year period being reached in 2019 with an amount of 

14,9 B€, assuming that there will be no additional early repayments to the IMF except for that 

                                                   
47 Pursuant to article 89 (3) and (4) of the SB/2016 Bill. 

Amount
Contrib. 

(%)
Amount

Contrib. 

(%)
Amount

Contrib. 

(%)
Amount % Amount %

1. 14 338 26,0 11 806 21,4 10 224 24,0 -2 532 -17,7 -1 582 -13,4

a) Budget deficit 7 128 12,9 5 568 10,1 6 152 14,5 -1 560 -21,9 584 10,5

b)
Net acquisitions of financial assets (except 

privatisation)
7 594 13,8 6 238 11,3 4 072 9,6 -1 356 -17,9 -2 166 -34,7

c) Privatisation revenues 384 0,7 0 0,0 0 0,0 -384 -100,0 0 0,0

2. 40 808 74,0 43 455 78,6 32 343 76,0 2 647 6,5 -11 112 -25,6

d) SC + TC 736 1,3 746 1,3 660 1,6 10 1,4 -86 -11,5

e) Short-term euro-denominated debt 23 563 42,7 20 677 37,4 20 981 49,3 -2 886 -12,2 304 1,5

f) Medium and long-term euro-denominated debt 16 148 29,3 13 243 24,0 6 608 15,5 -2 905 -18,0 -6 635 -50,1

g) Non-euro-denominated debt 375 0,7 9 423 17,1 4 780 11,2 9 048 2 412,8 -4 643 -49,3

h) Swaps capital flows (net) -14 0,0 -634 -1,1 -687 -1,6 -620 4 428,6 -53 8,4

3. 55 147 100,0 55 261 100,0 42 567 100,0 114 0,2 -12 694 -23,0

Net borrowing requirements (a) + (b) - (c)

Redemptions and cancellations [funded debt]                  

(d) + (e) + (f) + (g) + (h)

Gross Borrowing requirements (1) + (2)

Borrowing requirements

2014 2015E 2016F Change 2015/14 Change 2016/15
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planned for 2016. The repayments to be made in 2016 are split: 56.9% in regard to TBD and 

40.4% in regard to loans under the EFAP (IMF). The IMF repayments to be made from 2016 

to 2019  account for around 42% of the debt Portugal still owes to IMF.48 

Chart 14 – Gross borrowing requirements 2017-2019 (B€) 

 
Source: IGCP and MF. CFP calculations. | Notes: TB + ODCP = Treasury Bills and other short-term 

debts; MLT Redemptions = medium and long-term debt redemptions; NBR= net borrowing 

requirements. The NBR figure takes into account the State subsector budget balance and other net 

acquisition of financial asset that appear in the IGCP’s “Note to Investors: State Budget 2016” dated 

23 February 2016. It has been assumed that the short-term debt is 15,7 B€ and this stock will be 

renewed annually. In MLT Redemptions the amount for IMF is the value scheduled for the period 

2017-2019 in the IGCP’s January bulletin, less the sum to be repaid early in 2016. 

5.3 DEBT DYNAMICS 

DSB/2016 estimates that the turnaround in the upward trend in the public debt ratio   

occurred in 2015 and should continue in 2016. The decrease in this indicator over the two 

years will total 2.5 p.p. of GDP, of which 1.4 p.p. of GDP corresponds to 2015 and 1.1 p.p. of 

GDP to 2016. Thus, the public debt ratio will go from 130.2% of GDP in 2014 to 127.7% of 

GDP at the end of 201649 The largest contribution to that drop will come from nominal GDP 

growth, and, on a lower scale, from the primary surplus. Stock-flow adjustments in 2015 have 

contributed to that decrease, however in 2016 they are expected to deteriorate the debt ratio. 

The MF calculates that the stock-flow adjustment will contribute 1.5 p.p. of GDP to the 

deterioration in the public debt ratio in 2016. The explanation for that contribution is 

provided by the time adjustments between the public accounts and the national accounts 

and, to a lower extent, by the credit line to the European Single Resolution Fund (853 M€), 

by an increase in central government deposits and by the net acquisition of other financial 

assets. These factors will contribute to the increase in the public debt ratio but they will be 

                                                   
48 As reported on 31 December 2015, according to the IGCP monthly bulletin of January 2016. 

49 However, in nominal terms, the public debt stock position (Maastricht definition) is expected to get worse in 2015 and 

2016 by around 12,2 B€. The public debt ratio net of central government deposits will have deteriorated in 2015, having 

gone from 120.0% of GDP to 121.4% of GDP, but an improvement is expected in 2016, when it should return close to 2014 

levels (120.4% of GDP). In nominal terms it is estimated that in 2015 the use of central government deposits was around 

4,2 B€. However, in 2016 a slight increase (600 M€) in these funds is expected. 
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partially offset by the purchase of debt instruments by the Social Security Funds (namely the 

FEFSS). 

Chart 15 – Contributions to Public Debt developments (% of GDP) 

 
Source: Ministry of Finance. CFP calculations. 

In 2016 the 1.1 p.p. of GDP fall in public debt stock will be a consequence of economic 

growth and, to a lesser extent, of a primary surplus.50 Interest and the stock-flow 

adjustment will have a negative impact on the decline in the ratio that will partially offset the 

effect of the primary surplus and the growth forecast for the nominal GDP. 

Interest charges should fall slightly for the second consecutive year, reaching 4.6% of 

GDP. However, in nominal terms, interest expenses should total 8489 M€, representing a 

marginal increase of 0.4% over 2015. In 2016, over two-thirds of the decrease in interest’s 

relative weight in GDP will stem from the price effect while the remaining will come from the 

effect of the average public debt stock. The drop in interest charges in the estimate for 2015 

is due exclusively to the price effect. 

Table 10 – Contributions to changes in interest 

 
Source: Ministry of Finance. CFP calculations. Formulas: Year=t and previous year =t-1; A=DP/PIB; B=[(At-At-

1)/2]; C=Interest / GDP; D=(C/B); E=[Dt-1*(Bt-Bt-1)]+[Bt-1*(Dt-Dt-1)]+[(Bt-Bt-1)*(Dt-Dt-1)]; F=[Dt-1*(Bt-Bt-1)]; G=[At-

1*(Dt-Dt-1)]; H=[(Bt-Bt-1)*( Dt-Dt-1)] 

In 2016 the “debt affordability” indicator should show an improvement for the second 

consecutive year. The projection for 2016 points to a favourable change compared to 2015 

and estimates an upward path for that indicator  as a result of a slight increase in total revenue 

                                                   
50 The MF was asked to clarify this point but at the time this report was completed no reply had been received. 

Stock 

effect

Price 

effect

Cross 

effect

(A) (B) (C) (D) (E) (F) (G) (H)

2012 126,2 118,8 4,9 4,1% 0,56 0,62 -0,06 -0,01

2013 129,0 127,6 4,9 3,8% -0,03 0,36 -0,39 -0,03

2014 130,2 129,6 4,9 3,8% 0,05 0,08 -0,02 0,00

2015E 128,8 129,5 4,7 3,6% -0,19 0,00 -0,19 0,00

2016F 127,7 128,3 4,6 3,6% -0,16 -0,04 -0,11 0,00

Interest 

change

Contributions to interest ∆ 

Year

Public Debt 

stock at the 

end of period              
(% do GDP)

Average 

Public Debt 

stock           
(% of GDP)

Interest           
(% of GDP)

Implicit 

interest 

rate

http://www.cfp.pt/wp-content/uploads/2015/04/Glossario-de-termos-das-Financas-Publicas.pdf
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and a fall in interest charges. As for 2015, that indicator is expected to return to a level similar 

to 2013, reflecting an improvement versus 2014 that arises from the increase in total revenue 

compared to the rise in interest charges. 

Chart 16 – Debt affordability 

 

Source: Ministry of Finance. CFP calculations. 
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ANNEXES 

 

Table 11 – Details of official forecasts for the Portuguese economy 

 

Sources: MF – 2016 Draft State Budget, February 2016; OECD - Economic Outlook No 98, November 2015; BoP - Economic 

Bulletin, December 2015; IMF – Third post-programme monitoring mission, February 2016; EC - Winter economic forecasts, 

February 2016 

 

 

 

 

 

Year 2014 2015 2016

Institution MF OECD BoP IMF EC MF OECD BoP IMF EC MF

Date Feb16 Nov15 Dec15 Feb16 Feb16 Feb16 Nov15 Dec15 Feb16 Feb16 Feb16

Real GDP and components (change, %)            

GDP 0,9 1,7 1,6 1,5 1,5 1,5 1,6 1,7 1,4 1,6 1,8

Private consumption 2,3 2,5 2,7 2,7 2,6 2,6 1,6 1,8 1,5 1,9 2,4

Public consumption -0,5 0,5 0,1 0,4 0,3 0,1 0,5 0,3 0,0 0,4 0,2

Investment (GFCF) 2,8 6,0 4,8 4,6 4,3 4,3 3,0 4,1 3,0 3,0 4,9

Exports 3,9 6,8 5,3 5,0 4,9 5,1 5,9 3,3 3,9 4,3 4,3

Imports 7,2 9,2 7,3 5,9 6,5 6,9 6,0 3,6 3,8 4,9 5,5

Contributions to real GDP growth (p.p.)           

Domestic demand 2,2 2,6 - 2,2 2,1 2,2 1,6 - 1,5 1,8 2,2

Net exports -1,2 -0,9 - -0,4 -0,6 -0,7 0,0 - 0,0 -0,2 -0,4

Prices (change, %)            

GDP deflator 1,0 1,4 - 1,8 1,7 1,9 0,5 - 1,5 1,5 2,0

Private consumption deflator 0,6 0,6 - - 0,4 0,7 0,4 - - 0,7 1,2

Public consumption deflator -0,6 0,1 - - 0,1 -0,2 1,5 - - 1,6 2,8

GFCF deflator -0,2 0,5 - - 0,1 0,4 0,9 - - 0,4 0,2

Exports deflator -0,7 -0,9 - - -0,5 -0,8 0,6 - - -0,4 1,0

Imports deflator -2,1 -2,9 - - -3,6 -4,1 1,1 - - -2,0 -0,6

HPCI -0,2 0,5 0,6 0,5 0,5 0,5 0,7 1,1 0,7 0,7 1,2

Labour market (change, %)            

Unemployment rate (% active pop.) 13,9 12,3 - 12,3 12,6 12,3 11,3 - 11,5 11,7 11,3

Employment 1,4 1,3 - 1,2 1,1 1,1 0,9 - 1,0 0,8 0,8

Compensation per employees 0,9 -0,8 - - 0,2 1,3 0,5 - - 1,6 2,0

Apparent labour productivity -0,5 0,1 - - 0,4 0,4 0,7 - - 0,8 1,0

External sector (% GDP)            

Net lending 1,7 - 2,4 - 2,1 2,0 - 2,5 - 2,4 2,2

Current account 0,3 0,6 - 1,0 0,7 0,6 0,5 - 2,1 1,1 0,9

Balance of goods and services 0,4 1,3 1,6 - 1,0 1,0 0,9 1,7 - 1,5 1,2

Cyclical developments            

Potential GDP (change, %) -0,4 1,6 - - -0,1 0,1 0,8 - - 0,3 0,5

Output gap (% potential GDP) -3,8 -5,8 - - -2,3 -2,4 -4,6 - - -1,1 -1,1

Assumptions            

Foreign demand (change, %) 3,3 3,8 3,9 - 4,6 3,9 4,2 4,3 - 4,8 4,3

Short-term interest rate (%) 0,2 0,0 0,0 - - 0,0 0,0 -0,2 - -0,2 -0,2

EUR/USD exchange rate 1,3 1,1 1,1 - 1,1 1,1 1,1 1,1 - 1,1 1,1

Oil prices (Brent, USD) 99,5 54,1 53,8 - 53,4 53,6 50,0 52,2 - 35,8 42,0
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Box 3 – Measures with Budgetary impact policy in 2016 

The DSB/2016 Bill (PPL nº 12-XIII), the accompanying Report and the Minister of Finance’s letter of 5 February 2016 to 

the European Commission identify a series of measures with impact on the 2016 budget. The package of measures 

planned should have a positive net impact of 126 M€ on the general government fiscal balance in 2016, due to the 

increase in revenue (+378 M€) being greater than in expenditure (+252 M€).  

The following table shows the main measures planned, some of which were adopted in previous years but have carry 

over effects in 2016. 

Table 12 – Measures with Budgetary  impact in 2016 (M€) 

 
Source: Ministry of Finance. CFP calculations. | Notes: (*) measures that weren't detailed by 

the Ministry of Finance but should impact mainly on intermediate consumption; the table 

does not include temporary measures, one-off measures and special factors. 

 

 

 

Component/measure M€

Total revenue 378

Indirect taxes 715

Reduction of VAT rate on catering to 13% -175

Increased taxation on consumption taxes (except VAT) 755

Addicional contribution by banks to the Resolution Fund 50

Reduction on fraud and tax evasion 35

Repeal of the local exemption for investment funds and pension funds 500

Direct taxes -835

Reduction of the PIT surcharge -430

Carry-over effects:

   - "Family Quotient" and extension of deductions to the collection of PIT -200

   - CIT Reform (tax reduction from 23% to 21%) -227

   - Repeal in 2015 of the tax regime for investment funds -250

Repeal of the transitional arrangement for the taxation of SGPS 80

Offsetting of salary cuts in general government 67

Corporate tax revenue related to assets and investment property revaluation 125

Social Contributions 281

Rise in the minimum w age (efectt in social security) 60

Offsetting of salary cuts in general government 171

Monthly report to Social Security on Compensation of employees 50

Other capital revenue 252

Antecipation of European funds 252

Sales -35

Reduction of health care fees -35

Total expenditure 252

Intermediate consumption -569

Threshold to Intermediate consumption (excluding PPP) -316

Sectoral savings and administrative simplif ication processes (*) -183

Spending reductions - Program "Aproximar" and others (*) -70

Compensation of employees 473

Total offset of salary cuts in general government (gross value) 553

New  civil servants rotation policy -100

Rise in the minimum w age 20

Social transfers 181

Pacote Rendimento (CSI, RSI e Abono de família e CES) 161

Rise in Pensions 63

Strengthening of the Incapacity Verif ication Service -60

Retirement complements to w orkers of transport companies 17

Interest paid -50

Savings related to early repayment of IMF loans -50

Other current expenditure -98

Social care -980

GFCF 315

Antecipation of European funds 3150
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REVENUE 

a) Direct taxes 

 Decrease in PIT surcharge: Under Law no. 159-D/2015 of 30/12 in 2016, the PIT surcharge will be abolished in the 

lowest earnings band and will be progressive in the following bands, remaining at 3.5% for households that earn 

over 80 m€. From 1 January 2017 the surcharge will be abolished. According to the MF the loss of revenue resulting 

from this measure will be 430 M€ in 2016. 

 Family quotient and the broader range of deductions in PIT tax: the introduction of the family quotient and the 

broadening of the range of PIT deductions (only partially reflected in the withholding tables in 2015), should lead 

to a loss of revenue of around 200 M€ in 2016.  

 CIT rate cut from 23% to 21%: the effects of the rate cut are concentrated in 2016 because the advance payments 

made in 2015 were calculated on the basis of tax paid in 2014 (at 23%) and final settlement of CIT relating to 2015 

will only be made in 2016, leading to an estimated loss of revenue of 227 M€ in the current year. 

 Repeal of Investment Funds tax regime in 2015: the repeal of rules that had been in force up to June 2015 make it 

possible to collect this year not only sums relating to 2014, but also to the 1st semester of 2015, which would 

normally be due in April 2016 (130 M€). On the other hand, the European Commission deemed the amount 

received in the 2nd semester of 2015 (120 M€) to be an anticipation of revenue due in 2016. Therefore, in 2016 the 

overall negative impact on direct taxes revenue will be 250 M€.  

 Repeal of transient tax regime for holdings: according to the MF, the impact of this repeal is 80 M€ (1/3 of the tax 

amount corresponds to around 1200 M€ of taxable profits currently protected under the transient rules). 

 Optional scheme for revaluing fixed assets and investment properties: article 125 of Bill PPL no. 12-XIII authorises 

the Government to set up an optional scheme for revaluing tangible fixed assets and investment properties. The 

MF expects adherence to this regime to increase corporate income tax revenue by around 125 M€ in 2016. This 

measure should have positive effects on revenue in 2017 and 2018, and a negative impact on the depreciation of 

assets, diluted over time. 

 Restoring of civil servants wages: the MF estimates that the impact of restoring wages will generate an additional 

tax revenue of 67 M€ in 2016. 

b) Indirect taxes 

 Reduction of VAT rate on catering to 13%: the VAT rate on catering services and goods generally referred to as 

cafeteria items will be cut to 13%, although alcoholic and soft beverages, fruit juices and soda waters will continue 

to be taxed at 23%. The MF estimates a negative impact of 175 M€. 

 Increase in special consumption taxes (SCT): article 140 of the SB/2016 Bill provides for a number of amendments 

to the SCT Code, namely: 

- Vehicle tax: rates are to be updated by 3% as regards engine capacity and by 10% to 20% as regards 

environmental factors (with a fall for less polluting vehicles). The MF estimates a positive impact of 70 M€. 

- Petroleum and energy products tax (PT): a 6 cent per litre increase in tax is forecast for unleaded petrol and diesel. 

A legislative authorisation to prepare a tax scheme that allows those economic players most affected by the rise in 

the price of diesel to be compensated (passenger transporters and haulers) is also planned (article 152 of Bill PPL 

no. 12-XIII). The fiscal impact totals 360 M€. 

- Stamp duty: an increase of 50% is proposed on consumer credit to be in force until 2018. The incidence of this 

duty is to be broadened so as to provide for more consistent taxation of commissions charged by the financial 

sector. The estimated total impact is 80 M€. 

- Tobacco tax: a 3% increase in the rate of the tax on cigarettes and an increase in the minimum tax on cigars (from 

60€ to 400€ per one thousand units). According to additional information provided by the MF the estimated impact 

in the national accounts is 245 M€. 

 Increase in the contribution from banks: article 167 of Bill PPL no.12-XIII amends the rules governing the 

contribution from banks. According to SB/2016 Report such increase   will generate additional revenue of 50 M€. 

 Repeal of investment and pension fund exemptions: according to additional information provided by the MF, IMI 

and IMT are expected to have a positive impact of 50 M€, as a result of  the end of the investment and pension 

fund exemptions under property tax rules (repealing of article 49 of the TBS) along with the following factors: i) 

broadening of the IMT tax base (inclusion of a range of transactions relating to investment funds); ii) updating of 

taxable value of commercial and industrial buildings; iii) option of revaluing by  location coefficient. 

 Increased efforts to combat tax fraud and evasion: these should increase revenue by 35 M€. 

c) Social contributions  

 Effect of increase in Minimum Monthly Wage (MMW): the rise in the MMW to 530€ was approved by Decree-Law 

no. 254-A/2015 of 31/12. To accommodate the impact on corporate expenses and employment, a decrease of 

0.75 p.p. in the employer’s contribution to Social Security shall apply whenever the employees earn the MMW. The 

State will finance this measure through a SB transfer to Social Security. In 2016 the estimated fiscal impact of the 

measure is a net increase in revenue from social contributions of 60 M€. 

 Introduction of a new monthly report to Social Security on compensation of employees: this measure is expected 

to generate additional revenue of 50 M€ in 2016. 

 Restoring of civil servants wages: the MF estimates that it will generate additional revenue contribution of 171 M€ 

in 2016. 
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d) Other capital revenue 

 Anticipation of Community funds: there is a planned speeding up of receipt of European funds under Portugal 

2020, which should have an impact on revenue of around 252 M€. 

e) Sale of current goods and services 

 Decrease in health care fees paid by some patients, in particular in the following cases: i) health care provided to 

blood, cell, tissue and organ donors and to firefighters; ii) complementary diagnostic and therapeutic acts 

prescribed during day hospital sessions and in situations where the patient is referred by primary health care 

providers to a hospital specialist for the first time and; iii) all duly referred acts performed in ER departments. The 

MF estimates a negative fiscal impact of 35 M€ flowing from this measure. 

EXPENDITURE 

a) Intermediate consumption 

 Limit on intermediate consumption: introduction of a limit on intermediate consumption (excluding PPP), a nominal 

freeze having been declared. Therefore, this expenditure aggregate (excluding PPP) reflects an efficiency gain of 

316 M€.  

 Sectoral savings and administrative simplification processes with a positive impact of 183 M€. 

 Decrease in spending – programme “Aproximar” and others: the MF estimates a saving of 70 M€. 

b)  Compensation of employees 

 Restoring of salaries: Law no. 159-A/2015 of 30/12 approved the phasing out of the remaining (80%) cut in civil 

servants’ compensation, as from 1 January 2016. According to additional information provided by the MF, the full 

reversal of the cut under Law no. 75/2014 of 12 September will have a gross negative fiscal impact of 533 M€. The 

restoring of pay will be undertaken at a quarterly basis throughout the year 2016. 

 Rotation policy: the letter of 5 February 2016 from the Minister of Finance to the European Commission refers to a 

saving of 100 M€ compared to the no-policy-change scenario due to the implementation of a hiring rule that 

provides for the hiring of one worker for every two that leaves general government.  

 Updating of MMW within general government: the MF estimates a negative fiscal impact on compensation of 

employees of around 20 M€ in 2016. 

c) Social transfers 

 Earnings package (EPSS 

 , SIE, family allowance and ESC): the MF estimates an overall impact of 161 M€ following approval of the following 

laws: 

- Decree-Law no. 254-B/2015 of 31/12, which restores the threshold for Elderly Persons Solidarity Supplement 

(EPSS) which was restored to 5022€/year; 

- Decree-Law no. 1/2016 of 6/1 which restores Social Inclusion Earnings cover (SIE), by altering the equivalence 

scale in 2016 and provides for a gradual increase in the threshold from 2016 to 2019, of its reference value;  

- Ministerial Order no. 11-A/2016 of 29/1 which updates family allowance by 3.5%, 2.5% and 2% in the 1st, 2nd and 

3rd earnings band, respectively; 

- Law no.159-B/2015 of 30/12, which provided for the phasing out of Extraordinary Solidarity Contribution (ESC), 

which in 2016 will be applied to the same pensions as in 2015 (pensions over 4,611.42€) but at rates 50% lower. 

The ESC will be abolished from 2017 onwards. 

 Updating of pensions: Decree-Law no. 254-B/2015 of 31/12 approved the annual updating of pensions provided 

by the Social Security and CGA systems. From 1 January 2016 there will be an increase of 0.4% in pensions of up 

to 628.82 € paid under the Social Security general scheme and the convergent social protection scheme. Thus, 

compliance with the provisions of article 6 of Law no. 53-B/2006 of 29 December is restored. The estimated overall 

impact of the revised pensions on the social transfers other than in kind is 63 M€. 

 Transport company employees’ retirement complements: The MF estimates that the restoring of this complement 

in the Public Corporation Sector will produce an increased in expenditure of 17 M€. 

 Increased monitoring by Disability Checking Service (DCS): the DSB/2016 Report refers to an increase in the number 

of people to be called before the DCS which will contribute to a decrease in expenditure of around 60 M€ in 2016. 

d) Interest paid 

 Early repayment of IMF loans: the early repayment of IMT loans under the EFAP is expected to continue and will 

have a favourable impact of 50 M€ in 2016. 

e) Other current expenditure 

 Social assistance: saving in social assistance expenditure in the amount of 98 M€. 

 

http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/dbp/2016/pt_2016-02-05_letter_en.pdf
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f) GFCF 

 Anticipation of Community Funds: there is a planned speeding up of application of European funds under Portugal 

2020 that will have an impact of around 315 M€ on expenditure, of which 63 M€ relates to the national 

contribution. The difference between the total (315 M€) and the national contribution (63 M€) should have a 

positive impact on capital revenue. 

Box 4 – General government account by subsector 

SB/2016 Report includes an estimate for the GG Account by sector for the year covered by the SB and the previous 

one, broken down into central government (CG), regional and local government (RLG) and Social Security Funds (SSF). 

The existence of flows between subsectors (e.g. transfers received and transfers paid) explains why the sum of some 

revenue and expenditure items exceeds the GG total, since the latter is net of those flows (i.e. we are referring to GG 

consolidated revenue and expenditure). 

When examining the contributions of the various subsectors to the GG balance, as a percentage of GDP (in adjusted 

terms), we find that since 2013 both RLG subsector and SSF have recorded surpluses, and according to the SB/2016 

Report these two subsectors are expected to make a positive contribution to the GG deficit goal, as was the case in 

2015 and 2014 (Chart 17). Bearing in mind the estimated annual change in nominal GDP in 2016 is 3.9%, it means that 

in absolute terms a higher surplus is estimated from the previous year, 834 1 M€ and € 1203 M, respectively, which 

represent increases of 174 M€ and 141 M€ (Table 13). For its part CG has recorded deficits; however they are still 

influenced by transfers from this subsector to both RLG and SSF. 

Chart 17 – Contribution from subsectors to adjusted accumulated balance (% of GDP) 

 
Source: INE and Ministry of Finance. CFP calculations. | Note: The total may not match the exact 

sum of the figures shown for each subsector due to rounding. 

In the case of the LG and SSF subsectors and in comparison with the estimate for 2015, a more positive contribution is 

to be expected, especially in regard to LG, and in the case of CG a reduced deficit is the expectation.  Only RG is likely 

to see a decrease in the 2016 surplus in comparison with the estimate for the previous year (Table 13).  

Note that in a similar exercise undertaken at the time DSB/2015 was published RLG as a whole was expected to have a 

balance of 924 M€. However, in line with the MF estimate for 2015 presented in the SB/2016 Report, the balance was 

revised to just 660 M€, a decrease of 265 M€ (-28.6%). In contrast the forecast 935 M€ surplus on SSF was exceeded 

by +127 M€, as the provisional figure for this subsector’s balance in 2015 is 1062 M€. 

Table 13 –Change in (adjusted) balance by subsector (M€) 

 
Source: Ministry of Finance. CFP calculations.  

Accordingly, as regards subsectors’ contribution to the decrease in the GG (adjusted) deficit of 0.7 p.p. of GDP, the 

largest contribution comes from CG (0.6 p.p.), while the expected improvement in the SSF and RLG balances in 2016 
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will contribute proportionally less (Chart 18), although their contributions will not be negligible due to the size of each 

subsector. 

Chart 18 – Contribution from Subsectors to reduce adjusted deficit (p.p. of GDP) 

 
Source: INE and Ministry of Finance. CFP calculations. | Note: The total may not match the exact 

sum of the figures shown for each subsector due to rounding. 

It should also be noted that expenditure and revenue structure differs across the subsectors. While this is not the right 

place to provide a comprehensive analysis of the matter, mention must be made of the weight of other GG subsector 

transfers (namely CG transfers) in LG revenue, especially because RG have significant  own tax revenues (in particular 

the VAT, CIT and PIT collected or allotted to these territories). As for SSF, the largest revenue item comes from social 

contributions, followed by CG transfers (a large portion of revenue comes from taxes). As for expenditure, social 

transfers make up around 86% of total SSF spending, while capital expenditure has greater weight in RLG than in the 

CG expenditure structure. According to the figures contained in the SB/2016 Report, this pattern has not seen any 

major changes in 2015 and 2016.2 

In regard to CG the increase in indirect taxes against the decrease in direct taxes is of special significance, while on the 

expenditure side it is the rise in intermediate consumption (influenced by the additional PPP costs), in compensation 

of employees and in other current expenditure that make the largest contribution to the negative change in the 

subsector balance, whereas capital expenditure witnesses a significant decrease.  

 

Analysis of Regional and Local Government Subsector 

Given that the subnational budgets of the Autonomous Regions and of the municipalities and boroughs, are 

independent, most of them have already been approved by the respective authorities.3 The estimate for 2015 and the 

forecast for 2016 analysed below result from the accounts produced by the DGO. 

As regards Regional Government, the adoption of an Economic and Financial Adjustment Programme in Madeira, 

formally concluded in 2015, has influenced regional finance developments. The MF foresees a decline in the balance in 

2016, compared to the surplus recorded last year (Table 13). The projected increase (10.6%) in the subsector’s total 

revenue, if the analysis ignores the aforementioned accounting reclassification, is based on an increase in Community 

funds revenue (+162 M€) and, to a lesser degree, to other current revenue (+110 M€), which includes current transfers 

from other GG subsectors, in particular from SSF. SB transfers under the Regional Finance Law (479 M€, Table XVIII 

attached to the DSB/2016) account for an increase of 12 M€, however we should not exclude the possibility that, as in 

previous years, these sums will be revised (upwards) due to the updating of variables (in particular as to national GDP 

and each region’s GDP). As for expenditure, the larger contributions come from capital expenditure (+212 M€), from 

compensation of employees (+32 M€) and from other current expenditure (+46 M€). Intermediate consumption is 

projected to fall (-18 M€), despite the expected increase in PPP and subconcession costs (+8 M€).  

As regards  Local Government, the forecast underlying the DSB/2016 is based, above all, on the increase in municipal 

tax revenue (+118 M€), as well as other current revenue (+115 M€), which is explained by the rise in other GG subsector 

transfers, in particular those resulting from measures to decentralise powers (+39 M€) and from SB transfers to 

municipalities and parishes, in respect of the local government participation in public resources (Tables XIX and XX 

attached to the DSB/2016).4 

On the expenditure side the changes are less significant than in revenue. Of note in the case of current expenditure is 

the increase in compensation of employees (+28 M€), which will be linked to the phasing out of the salary cuts 

prescribed for 2016 (with an impact of 12.9 M€ according to additional information provided by the MF) and the 

projected near stagnation in intermediate consumption. Thus the largest change, in both relative (+3.2%) and absolute 

terms (+56 M€), will be seen in capital expenditure, linked to the faster rate of execution of projects co-financed by 

Community funds. The interest charges forecast involve a significant risk which is linked to the exemption for loans 

taken out to finance projects with Community financing, which are no longer considered in terms of compliance with 

the local government debt rule. 
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DSB/2016 includes a discretionary measure providing for the repeal of the IMI and IMT tax benefit for properties held 

and purchased by investment and pension funds, which is expected to lead to a 50 M€ increase in municipal tax revenue 

in 2016.5 However, the introduction of the possibility of granting tax benefits in IMI headquarters and IMT by the 

municipalities to support the realization of investment in its territory, as well as the confirmation of investment related 

tax benefits in 2015 granted under the Investment Tax Code,6 may also have an impact on municipal tax revenue. 

Analysis of Social Security Funds Subsector 

The SSF subsector budget estimates an improvement of the fiscal balance of around 141 M€ in 2016, which is mainly 

explained by revenue growth (+871 M€) that should more than offset the expected rise in spending (+730 M€).  

Table 14 –Social Security Funds Subsector Account 

 
Source: Ministry of Finance. IGFSS. CFP calculations. 

On the revenue side the budget forecast for 2016 is based on the expected improvement in the economy, which should 

have a strong effect on the wage bill. According to the MF and the MLSSS social contributions revenue should grow 

by 6.3%, a goal that appears to be somewhat demanding given that nominal growth in salaries in 2016 is expected to 

be 3%, which already reflects a 0.8% rise in employment. Bearing in mind that compensation of employees of in the 

general government sector should increase by 1.8%, such a change in the wage bill will require private sector salaries 

to grow by around 3.4% in 2016.  

Also on the revenue side, note the 362 M€ increase in SB transfers in order to comply with the Social Security Framework 

Law (SSFL) which is intended to compensate for the loss of VAT revenue earmarked to the Social Emergency Programme 

and to the Extraordinary Social Support to Energy Consumers, as well as to finance the increase of payments of a non-

contributory nature.7  

The improvement in employment should lead to an equal drop in the unemployment rate which is expected to lead to 

a reduction in spending on unemployment benefits. In this context mention should be made to the sharper decrease 

on unemployment benefit expenditure recorded throughout 2015 compared to the drop in the unemployment rate.8 

That trend is expected to continue throughout 2016 generating a 185 M€ fall in expenditure. 

As a result of the expected change in social contributions revenue and in unemployment related expenditure, the SB 

transfer to make up for the Welfare System deficit should fall to 653 M€ in 2016, which accounts for a drop of 27%. 

Although that is a significant improvement, the Pay-as-you-go Previdential System remains imbalanced for the sixth 

consecutive year. Furthermore, this improvement involves an increase in spending on contributory social transfers of 

235 M€.  

2015 2016 M€ %

Total Revenue 24 065 24 936 871 3,6%

Current Revenue 24 064 24 933 870 3,6%

Indirect taxes 1 187 966 -221 -18,6%

Social contributions 14 098 14 980 882 6,3%

Sales & other current revenue 8 778 8 986 209 2,4%

of which:

State Budget transfers to comply with SSBL 6 219 6 582 362 5,8%

Extraordinary SB trf  to comply with SSS deficit 894 653 -241 -27,0%

Capital Revenue 2 3 1 69,4%

Total Expenditure 23 003 23 733 730 3,2%

Current Expenditure 22 977 23 696 720 3,1%

Compensation of employees 244 258 14 5,7%

Intermediate Consumption 199 180 -19 -9,5%

Social Benefits 19 855 20 341 486 2,4%

Other than in kind 19 762 20 246 483 2,4%

Pensions 15 753 16 232 478 3,0%

Unemployment benefits and employment support 1 760 1 608 -152 -8,6%

Sickness benefits 453 398 -55 -12,1%

Maternity and paternity benefits 432 469 37 8,5%

Social Insertion Income 287 355 68 23,6%

Solidarity Supplement for the Elderly 191 204 13 6,9%

Family bentss 629 682 53 8,5%

Other social benefits 257 298 41 16,0%

in kind 93 95 2 2,6%

Subsidies and other current expenditures 2 679 2 917 239 8,9%

Capital Expenditures 27 37 10 38,3%

Social Security Balance 1 062 1 203 141 13,3%

SOCIAL SECURITY FUNDS
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Adding expenditure in the remaining systems and subsystems SSF, social transfers expenditure should increase by 

486 M€, most of which will come from the rise in pensions (+478 M€). This change reflects a net increase in pensioners 

of around 41,000 and the restoring of the pension updating rule under Law no. 53-B/2006 of 29 December, which in 

2016 will cover pensions up to 1.5 times the Social Support Index with an additional cost of around 63 M€. In addition 

it takes into account the decrease in the Extraordinary Solidarity Contribution, which is estimated to have an impact of 

24 M€, a sum greater than the value collected in 2015 (14,6 M€).  

The projected increases in the other social transfers are offset by reductions in other transfers. Contributing to the 

increase in spending are the changes in the social insertion income equivalence scale and the reference value (from € 

178.15 to € 180.99) as well as the change in the threshold to levels prior to 2012 (5022€ per year) in the case of senior 

citizens pension supplement. Family allowance payments reflect the impact of the updating of their value and the 

increment for children belonging to single parent households, plus the updating of the attendance allowance. 

Expenditure on parenthood payments should increase as a result of the lengthening of compulsory leave for fathers 

under Law no. 120/2015 of 1 September, which goes from 10 to 15 working days. The increased expenditure totals 161 

M€.  

Some of the spending cuts on social transfers are based on more efficient and effective control over benefits awarded. 

The achieving of these savings raises doubts as to their impact and therefore it requires a timely action so as not to 

put budget outturn at risk. Sickness benefits are a case in point, and the DSB Report foresees that the increased 

monitoring of the Disability Checking Service will give rise to a saving of 60 M€. As for the forecast saving in social 

work, the Report does not indicate its source.  

Lastly, attention is drawn to the sharp increase in spending on subsidies and other current expenditure, explained, in 

essence, by the increase in national co-financing of the European Social Fund support to of the Most Deprived People 

Operational Programme where a faster execution is expected in 2016.  

__________________________________________ 

1 Approximately 800 M€ in LG while RG should record a decrease compared to the estimated surplus for 2015 from 58 M€ to 34 M€. 

2 An exception is the change in “other current revenue” and “other capital revenue ” in Regional Government which, in 2015, stems from 

SB transfers to the Autonomous Regions (AR) as solidarity sharing (351 M€) would have been classified as capital revenue, whereas in 

2016 such revenue is deemed current. 

3 In the cases of the Azores and Madeira under Decreto Legislativo Regional n.º 1/2016/A, de 8 de janeiro and Decreto Legislativo 

Regional nº 17/2015/M, de 30 de dezembro, respectively.  

4 In practice the wording of the Bill, presumably under the principle of reciprocal solidarity laid down in article 12 of the Budgetary 

Framework Law (Law no. 151/2015 11 September) and also referred to in the Local Finance Law (article 8 of Law no. 73/2013 of 3 

September), suspends the calculation of local authority funds pursuant to the subsector financing law. Therefore, the sums to be 

transferred to the municipalities and parishes were calculated on the basis of a rate of change compared to the total transfer of the 

previous year, per municipality (approximately 1.2%), ensuring in the case of the municipalities the updating of the variable share in PIT 

and the retaining of the Municipal Social Fund amounts (with the exception of Oeiras and Cascais because their share in PIT more than 

provides for the said rate of change, as has been the case with Lisbon). 

5 As per the information set out in the Minister of Finance’s letter of 05.02.2016 to the European Commission.  

6 Approved in an annex to Decree-Law no. 162/2014 of 31 October and added by the SB2016 Bill. These measures should have an effect 

on IMI and/or IMT revenue to be collected in 2016 and referring to the 2015 tax year (settlement). A different situation will arise with 

the reintroduction of an IMI safeguard clause covering urban buildings for own and permanent housing, or the extraordinary revision 

of 2.25%, on 31 December 2016 of the taxable values of urban buildings used by commerce, industry and services, revalued between 

2012 and 2015, the collection of which shall occur in 2017.  

7 In 2016 the SB transfer to the Solidarity Subsystem was increased by 114.5 M€, that to the Family Protection Subsystem by 19.7 M€ 

and that to the Social Work Subsystem was up 220.9 M€. 

8 The unemployment rate fell from 13.9% in 2014 to 12.3% in 2015 and is expected to fall to 11.3% in 2016 (an 11% decrease in the 

number of unemployed persons). Expenditure on unemployment transfers (unemployment benefit, unemployment social subsidy and 

unemployment supplementary benefits) fell by 386.7 M€ in 2015, that is to say 19.4%, while the number of beneficiaries fell on average 

by 18.2%. 

 

  

http://www.azores.gov.pt/NR/rdonlyres/2F9D8E3C-5105-4527-A428-DB4BE39127B3/0/2016_DLR__Aprovado.pdf
http://srpf.gov-madeira.pt/media/Conteudos/Ficheiros/Secretaria/DROC/Orcamentos/ORAM2016/DLR%2017_2015_M,%20DE%2030122015.pdf
http://srpf.gov-madeira.pt/media/Conteudos/Ficheiros/Secretaria/DROC/Orcamentos/ORAM2016/DLR%2017_2015_M,%20DE%2030122015.pdf
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Table 15 – General government account, headline figures (M€) 

 
Source: INE and MF. 

2015 2016

Total revenue 75 106 72 189 76 787 77 231 78 877 81 608

 Current revenue 73 167 69 218 74 840 75 786 77 651 79 980

Tax revenue 41 115 38 481 42 731 43 566 45 628 46 962

Indirect taxes 24 411 23 340 23 320 24 593 26 032 27 760

Direct taxes 16 703 15 141 19 411 18 974 19 595 19 202

Social contributions 21 201 19 142 20 449 20 371 20 627 21 264

 Sales & other current rev. 10 852 11 595 11 660 11 849 11 397 11 754

Capital transfers received 1 939 2 971 1 948 1 445 1 226 1 628

Total expenditure 88 112 81 719 85 032 89 677 86 645 85 733

Primary expenditure 80 508 73 504 76 774 81 175 78 190 77 244

Current primary expend. 72 796 67 994 71 380 70 785 70 945 72 750

Intermediate consumption 10 645 9 685 9 611 10 079 10 613 11 525

Compensation of employees 22 614 19 688 21 317 20 495 19 950 20 307

Social transfers 33 325 33 010 34 785 34 106 34 527 34 608

Subsidies 1 168 1 018 1 031 1 210 902 1 132

Other current expenditure 5 043 4 592 4 636 4 895 4 953 5 178

Capital expenditure 7 712 5 510 5 394 10 389 7 245 4 494

GFCF 6 139 4 158 3 701 3 525 3 878 3 660

Other 1 573 1 352 1 693 6 864 3 367 835

Interest paid 7 604 8 214 8 258 8 502 8 455 8 489

General government balance -13 006 -9 529 -8 245 -12 446 -7 768 -4 125

Primary balance -5 402 -1 315 13 -3 944 687 4 364

Tax burden 56 785 53 360 57 872 59 110 61 785 63 891

Current expenditure 80 400 76 208 79 638 79 288 79 400 81 239

Public debt 196 231 212 535 219 649 225 767 231 051 237 989

Nominal GDP 176 167 168 398 170 269 173 446 179 406 186 327

2011 2012 2013 2014
SB/2016
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Table 16 – Adjusted general government account (M€) 

 
Source: INE and MF. 

Table 17 – Adjusted general government account (in % of GDP) 

 
Source: INE and MF. 

2015 2016

Total revenue 74 266 71 746 75 508 77 231 78 747 81 344

 Current revenue 72 327 69 033 73 560 75 786 77 521 79 980

Tax revenue 40 275 38 296 41 686 43 566 45 498 46 962

Indirect taxes 24 411 23 340 22 964 24 593 25 902 27 760

Direct taxes 15 863 14 956 18 721 18 974 19 595 19 202

Social contributions 21 201 19 142 20 215 20 371 20 627 21 264

 Sales & other current rev. 10 852 11 595 11 660 11 849 11 397 11 754

Capital transfers received 1 939 2 713 1 948 1 445 1 226 1 364

Total expenditure 86 954 81 139 84 332 83 491 84 415 85 879

Primary expenditure 79 350 72 924 76 074 74 989 75 960 77 390

Current primary expend. 72 746 67 892 71 380 70 785 70 945 72 667

Intermediate consumption 10 633 9 685 9 611 10 079 10 613 11 525

Compensation of employees 22 614 19 688 21 317 20 495 19 950 20 307

Social transfers 33 325 33 010 34 785 34 106 34 527 34 608

Subsidies 1 131 1 018 1 031 1 210 902 1 132

Other current expenditure 5 043 4 490 4 636 4 895 4 953 5 095

Capital expenditure 6 603 5 032 4 694 4 203 5 015 4 722

GFCF 5 677 4 158 3 701 3 525 3 878 3 758

Other 927 874 993 678 1 137 965

Interest paid 7 604 8 214 8 258 8 502 8 455 8 489

General government balance -12 688 -9 393 -8 825 -6 260 -5 668 -4 535

Primary balance -5 083 -1 178 -566 2 242 2 787 3 954

Tax burden 55 945 52 917 56 592 59 110 61 655 63 891

Current expenditure 80 351 76 106 79 638 79 288 79 400 81 157

Public debt 196 231 212 535 219 649 225 767 231 051 237 989

Nominal GDP 176 167 168 398 170 269 173 446 179 406 186 327

2011 2012 2013 2014
SB/2016

2015 2016

Total revenue 42,2 42,6 44,3 44,5 43,9 43,7

 Current revenue 41,1 41,0 43,2 43,7 43,2 42,9

Tax revenue 22,9 22,7 24,5 25,1 25,4 25,2

Indirect taxes 13,9 13,9 13,5 14,2 14,4 14,9

Direct taxes 9,0 8,9 11,0 10,9 10,9 10,3

Social contributions 12,0 11,4 11,9 11,7 11,5 11,4

 Sales & other current rev. 6,2 6,9 6,8 6,8 6,4 6,3

Capital transfers received 1,1 1,6 1,1 0,8 0,7 0,7

Total expenditure 49,4 48,2 49,5 48,1 47,1 46,1

Primary expenditure 45,0 43,3 44,7 43,2 42,3 41,5

Current primary expend. 41,3 40,3 41,9 40,8 39,5 39,0

Intermediate consumption 6,0 5,8 5,6 5,8 5,9 6,2

Compensation of employees 12,8 11,7 12,5 11,8 11,1 10,9

Social transfers 18,9 19,6 20,4 19,7 19,2 18,6

Subsidies 0,6 0,6 0,6 0,7 0,5 0,6

Other current expenditure 2,9 2,7 2,7 2,8 2,8 2,7

Capital expenditure 3,7 3,0 2,8 2,4 2,8 2,5

GFCF 3,2 2,5 2,2 2,0 2,2 2,0

Other 0,5 0,5 0,6 0,4 0,6 0,5

Interest paid 4,3 4,9 4,9 4,9 4,7 4,6

General government balance -7,2 -5,6 -5,2 -3,6 -3,2 -2,4

Primary balance -2,9 -0,7 -0,3 1,3 1,6 2,1

Tax burden 31,8 31,4 33,2 34,1 34,4 34,3

Current expenditure 45,6 45,2 46,8 45,7 44,3 43,6

Public debt 111,4 126,2 129,0 130,2 128,8 127,7

2011 2012 2013 2014
SB/2016
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ABBREVIATIONS 

Abbreviations 
 

Description 

ADSE Civil Servants Health System 

Banif Banco Internacional do Funchal 

BdP Bank of Portugal 

BFL Budget Framework Law 

CFP Portuguese Public Finance Council 

CG Central Government 

CGA Civil Servants Pension Scheme  

CIT Corporate Income Tax 

CP CP – Comboios de Portugal, EPE 

DBP Draft Budgetary Plan 

DGO Direção-Geral do Orçamento (Directorate General for the Budget) 

DSB Draft State Budget 

EC European Commission 

EDP Excessive Deficit Procedure 

EFAP Economic and Financial Adjustment Programme 

EPSS Elderly Persons Solidarity Supplement 

ESC Extraordinary Solidarity Contribution 

ESF European Stabilisation Fund 

EU European Union 

EUR Euro 

FEFSS Social Security Stabilization Fund 

GDP Gross Domestic Demand 

GFCF Gross Fixed Capital Formation 

GG General Government 

GPEARI Planning, Strategy, Evaluation and International Relations Office  

HPCI Harmonized Price Consumer Index 

IGCP Agência de Gestão da Tesouraria e da Dívida Pública IGCP, E.P.E. 

IGFSS Instituto de Gestão Financeira da Segurança Social 

IMF International Monetary Fund 

IMI Municipal Property Tax 

IMT Transfer Municipal Tax 

INE National Statistics Office 

LG Local Government 

LRG Local and Regional Government 

M€ Millions of euros 

MBPF Multi-Annual Budgetary Planning Framework 

MF Ministry of Finance 

MLSSS Ministry of Labour, Solidarity and Social Security 

MLT Medium and Long Term 

MLTD Medium and Long Term Debt 

MMW Minimum Monthly Wage 

MTO Medium term Objective 

NBR Net borrowing requirements 

OECD Organization for Economic Co-operation and Development 

p.p. Percentage points 

Parpública PARPÚBLICA – Participações Públicas, SGPS, S.A. 

PD Public Debt 

PIT Personal Income Tax 

PPP Public Private Partnerships 

RF Resolution Fund 

RG Regional Government 

RPE Reclassified Public Entities 

SB State Budget 

SC Saving Certificates 

SCT Special Consumption Taxes 

SD Stamp duty 

SGP Stability and Growth Pact 

SP Stability Programme 

SRF Single Resolution Fund 

SS Social Security 

SSB Social Security Budget 

SSF Social Security Funds 

SSFL Social Security Framework Law 

SSI Social Support Income 

STB Statute of Tax Benefits 

TB Treasury Bills 

TBD Treasury Bonds  

USD Dollar 

VAT Value Added Tax 
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