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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 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 8 March 2018. 

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 

In 2018 the output generated by the Portuguese economy should finally exceed the level 

recorded before the beginning of the international crisis in 2007. This benefitted from a highly 

expansionist monetary policy but, given the levels of indebtedness and the instability and 

near stagnation seen in the period prior to the crisis, it also required the implementation of 

strong fiscal and structural correction measures. This adjustment allowed the external sector 

to become the economy’s main driver once again, as exports encouraged investment and job 

creation, while at the same time lowering the external debt ratio despite the rise in imports.  

 

Source: Bank of Portugal 

The medium-term economic projections set out in this document point to a distinctly positive 

scenario, despite the slowdown in growth, which is associated with external demand, in a 

projection exercise that does not incorporate new policy measures. As we know an exercise 

of this type is not designed to predict the future but rather to act as a basis for assessing new 

policy measures. In this regard it is important to stress the confidence in the solvency of the 

economy, a foundation stone for growth in investment, which simply must go on and be 

aimed at the tradable sectors to sustain employment, consumer confidence and the ability 

to fund public expenditure.  

Given the level of State indebtedness, this ability implies that priority continues to be given 

to correcting the budget deficit and producing primary surpluses. These remain a decisive 

factor in what concerns confidence and continue to require an important adjustment effort 

in areas critical to economic, financial and social sustainability. Noteworthy examples in this 

field are civil service reform, corporate and public investment governance, and social 

spending.  
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Regarding the civil service, it is generally agreed that the freezes and thaws it has experienced 

for decades have been detrimental to careers and the ability to recruit and adapt to new State 

responsibilities. At present the sector benefits from a positive factor which, if properly 

exploited, offers an opportunity to overcome these problems. In fact, the high number of civil 

servants who will reach retirement age in the coming years makes it possible to renew staff 

while at the same time temporarily cutting personnel expenditure, by reducing the relative 

weight of staff at the end of their career. This means more efficient methods of civil service 

management can be introduced that, in turn, should favour the formation of a skilled 

workforce and the quality of public expenditure. 

The increasing number of pensioners partially offsets this advantage, although it should be 

noted that the reforms introduced in this area mitigate the problem. However, the 

unfavourable demographic changes which the country faces have important medium and 

long-term implications, in both social and fiscal terms, in the health, pensions and social 

assistance fields. This topic is not discussed here but it is worth noting that one of the 

problem-solving factors, i.e. increased productivity, does not arise spontaneously, rather it 

flows from structural policies linked to incentives to vocational training, innovation and 

competitiveness, which depend upon the quantity and quality of public and private 

investment. 
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1 INTRODUCTION  

This Report presents the macroeconomic projections prepared by the Portuguese Public 

Finance Council (CFP) for the period 2018 to 2022.  

The CFP, like other institutions that produce independent projections on economic variables, 

bases its analyses on the information available at the time, considering not only the observed 

developments but also the policy measures that have already been adopted or specified in 

sufficient detail to be included in the calculations. Therefore, the base scenario for the five-

year period is founded on the no-policy-change hypothesis, as described in detail in the 

Report. When preparing this scenario, the CFP used, in addition to its own models, the 

projections available at the macroeconomic level, namely those published by international 

institutions, the Ministry of Finance and the Bank of Portugal. The effects of measures deemed 

to be defined for the 2018 - 20222 period in the 2017-2021 Stability Programme (SP/2017) 

and for 2018 in the Draft State Budget Report (DSB/2018) were taken into account, as well as 

the expected impact in 2018 and subsequent years of measures implemented in previous 

years. 

It should be stressed that the developments presented are not a forecast for the 2018 - 2022 

period, but rather a projection of the medium-term trends in the absence of new fiscal policy 

measures or others which replace or complement the measures already adopted. 

This Report is divided into three chapters of which the first is the introduction. Chapter 2 sets 

out the medium-term macroeconomic projections for the Portuguese economy for the new 

five-year period (2018-2022), which assume that the policies and permanent measures 

already implemented regarding the period in question remain in effect. Chapter 3 looks at 

the general government account projection for the same period and is based on the 

macroeconomic scenario presented in the previous chapter.  

The CFP wishes to thank all the bodies it contacted for their support and explanations which 

were essential to the undertaking of our work. 
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2 MACROECONOMIC OUTLOOK 

2.1 THE INTERNATIONAL ECONOMY IN THE SHORT AND MEDIUM-TERM 

Global economy 

According to the World Economic Outlook Update (WEO) published in January 2018, the 

International Monetary Fund (IMF) estimates that the world economy grew by 3.7% in 2017, 

up 0.5 p.p. on the figure recorded in 2016. The soundness of the global economy growth is 

due to the economic expansion in the developed economies (from 1.7% in 2016 to 2.3% in 

2017) and in the emerging economies (from 4.4% in 2016 to 4.7% in 2017). This estimate for 

the growth in global GDP in 2017 accounts for +0.2 p.p. compared to the projections 

published in the July 2017 WEO (3.5%). The main factor that contributed to this upward 

revision was the expectation that advanced economies would see larger expansions over the 

course of the year. In effect the IMF has revised upwards the expected GDP growth rates in 

the Euro Area (EA) (from 1.9% in July to 2.4%), for Japanese GDP (from 1.3% in July to 1.8%) 

and for US GDP (from 2.1% in July to 2.3%). In 2018, the IMF foresees the global economy 

growing by 3.9%, a rise of 0.2 p.p. compared to 2017, an increase against the expectation of 

3.6% published in the July 2017 WEO. The increased growth in 2018 is expected to come 

from the performance of the emerging economies, with the rate of change in these nations’ 

output going from 4.7% in 2017 to 4.9% in 2018, as a result of the economic surge in Brazil 

(from 1.1% to 1.9%) and India (from 6.7% to 7.4%). Growth in the developed economies is 

expected to remain unchanged at 2.3% in 2018. For 2019 the IMF predicts the global 

economy will continue to grow by 3.9% as a slight slowdown in the developed economies 

(from 2.3% in 2018 to 2.2%) will be offset by a minor increase in the emerging economies 

growth rates (from 4.9% in 2018 to 5%). 

 

Chart 1 – GDP growth forecasts for the world economy (%) 

 
Source: IMF – World Economic Outlook Update, July 2017 and January 2018. 

According to the IMF developments in the world economy may be affected in the short term 

by two risk factors that tend to balance each other out: on the one hand, the recent 

strengthening of economic activities that is linked to favourable financial market conditions, 

which could contribute to greater expansion in the global economy than predicted, and on 

the other, a possible asset price correction, which could temper the outlook for growth. As 

for the medium-term, the Fund has identified the appearance of financial vulnerabilities 
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stemming from low interest rates (such as investments in assets with a lower financial rating 

and/or bearing greater risk) and uncertainty as to the renegotiation of trade deals (NAFTA 

and the UK’s withdrawal from the European Union) as risk factors that could put downward 

pressure on economies. Note that the OECD, in its November Economic Outlook, suggested 

that global GDP grew by 3.6% in 2017 and will rise to 3.7% in 2018 before recording a small 

dip of 0.1 p.p. in 2019. These estimates are slightly below the latest IMF forecasts, but due to 

their date of publication they incorporate less information. 

Euro Area 

Following GDP volume growth of 2.5% in 2017, up 0.7 p.p. on 2016,1 the European Central 

Bank (ECB), in the March ECB staff macroeconomic projections, expects the EA economy to 

grow 2.4% in 2018 (compared to 2.3% in the December projections). For 2019 and 2020 the 

ECB projects growth of 1.9% and 1.7%, respectively. The economic slowdown in the EA will 

reflect the dissipation of the impact on monetary policy, a slowdown in private consumption 

brought on by an increase in households’ precautionary savings, as well as a decrease in 

exports due to the appreciation the euro and the decline in the growth of external demand 

aimed at the EA. The Harmonised Consumer Price Index (HCPI), which in 2017 rose by 1.5%, 

against the 0.2% recorded in 2016 and the zero-growth seen in 2015, should grow by 1.4% 

in 2018 and 2019, reflecting the moderate change in prices of energy goods. However, in 

2020 the HCPI should increase by 1.7% due to the recovery in the labour market and the 

consequent rise in labour costs.  

Chart 2 – Forecasts for the Euro Area economy 

GDP growth (change, %) Inflation (change, %) Unemployment rate (% active pop.) 

   

Source: Eurosystem staff macroeconomic projections, March 2018. | Note: the shaded area represents the confidence 

intervals of the latest forecasts. 

In fact, the unemployment rate stood at 9.1% of the EA working population in 2017, a 

decrease of 0.9 p.p. compared to 2016, and it is expected to follow a downward path reaching 

8.3% of the working population in 2018 and 7.2% in 2020. 

                                                   

1 Based on seasonally and calendar data. 
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Chart 2 – Portugal’s main trading partners: GDP growth (y-o-y, %) and contributions (p.p.) 

Spain  Germany  France  

   

 
Source: Eurostat. Calculation based on seasonally and calendar data. 

As for Portugal’s main trading partners (Chart 3), in 2017 the Spanish economy grew by 3.1%, 

up on the 2.5% recorded in the EA, but a drop compared to the 3.3% seen in 2016. This 

growth stemmed from the positive contributions of both domestic demand and net exports. 

As for the German and French economies, their rates of growth rose in 2017. In fact, Germany 

GDP rose by 2.5% (1.9% in 2016), driven by all output items, while French GDP grew by 2.0% 

in 2017 (1.1% in 2016) the sole positive contribution coming from domestic demand.    

International trade and external demand for Portuguese goods and services 

In 2017 the nominal growth in Portuguese exports of goods to Spain, Germany and France 

was 7.2%, 7% and 9%, respectively. These figures account for an increase in the rate of growth 

of goods sold to the French (6.6% in 2016) and German (4.7% in 2016) markets, but a slight 

decline in goods sold to Spain (9.1% in 2016). This performance matched the economic 

developments in those countries throughout 2017.  

Chart 4 – Portuguese exports of goods and external demand 

Portuguese exports of goods, monthly cummulated 

values (y-o-y, %) 
Foreign Demand (y-o-y, %) 

  

Source: BoP, IMF - World Economic Outlook October de 2017 and CFP calculations. | Note to the external demand chart: 

average growth in imports for 61 trading partners of Portugal against the weight of the exports of goods and services 

for each partner in total exports. 

Following increased growth in external demand for Portuguese goods and services from 1.7% 

in 2016 to 4.5% in 2017, it is estimated that such growth will slow to 4% in 2018 owing to the 

lower growth rates forecast for external demand from both the EA (from 4.3% in 2017 to 4.1% 

in 2018) and from the rest of the world (from 4.7% in 2017 to 3.7% in 2018). 
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According to the CFP calculations, based on the data published by the IMF in the October 

2017 WEO, we can expect a slight decline in the rate of growth in external demand for 

Portuguese goods and services in the years 2019 to 2022. In fact, growth in external demand 

should fall from 3.7% in 2019 to 3.4% in 2022, under pressure from both expected decreases 

in growth in demand from the EA (from 4% in 2019 to 3.8% in 2022) and demand from the 

rest of the world (from 3.2% in 2019 to 2.8% in 2022). 

Financial and raw material markets 

Over the course of 2017 the average yield on 10-year sovereign bonds in the EA fell slightly 

with the rate standing at 0.91% in December. This reflects the decreased uncertainty at the 

political level (elections were held in two of the major countries in the monetary union), as 

well as the retaining of ECB monetary policy. The interest rate on 10-year Portuguese bonds 

recorded a sharper decline than the EA average yields, benefitting from the favourable 

economic and financial climate and the upward revision in the rating of Portuguese sovereign 

debt. In effect the yield on 10-year Portuguese treasury bonds fell from 3.74% to 1.83% 

between December 2016 and December 2017 (-1.9 p.p.), while the spread (compared to 

German bonds) fell 1.96 p.p. over the same period to stand at 1.53 p.p. at the end of 2017.  

Chart 5 – Sovereign bond market and short-term interest rate in the EA 

10-year government bond yields (%) Euribor 3-month (%) 

  
Source: ECB and Eurostat. 

Over the course of 2017, the 3-month Euribor stabilised at around -0.3%, slightly above the 

benchmark set by the ECB for the deposit facility (-0.4%). Mention is also made of 3-month 

Euribor futures, whose underlying rates at the cut-off date for the information used in this 

Report were positive and growing in the medium-term. As for the currency market, over the 

course of 2017, the Euro appreciated against the US dollar, with the exchange rate (EUR/USD) 

standing at 1.184 USD at the end of 2017 (1.054 USD in December 2016). Over the same 

period the value of the single European currency rose against the GB pound (4.5%), although 

such rise was not as pronounced as in the case of the US dollar (12.3%).  
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Chart 6 – Exchange rates and oil price 

Euro (vs pound sterling and US dollar) Oil price (Brent, EUR) 

  
Source: BoP. 

In 2017 the price of a barrel of oil went through two distinct phases: from January to June the 

price of Brent fell from 51.6 euros to 41.7 euros per barrel, while in the following six months 

it reached 54.2 euros per barrel at the end of the year (51.3 euros per barrel in December 

2016). Futures contracts for Brent oil signed at the cut-off date for the information used in 

this Report (8 March) foresee an increase in the price of a barrel of Brent in USD in the short-

term followed by a steady decrease in the medium-term. 

Technical assumptions for the external environment  

Taking into account the latest international developments and the outlook for the 

international economy described in this section the following technical assumptions were 

made (Table 1). 

Table 1 – Technical assumptions for external environment 

 
Sources: BoP, ECB and CFP estimates. | Notes: The technical assumption for the EUR-USD exchange rate assumes the 

average rates seen in the two weeks prior to the information cut-off date will continue over the course of the projection 

time horizon. The technical assumption for the price of oil is based on future contracts for Brent oil in USD. The change 

in the 3-month Euribor is based on ECB projections for 2018-2020 and the expectations implicit in futures contracts for 

2021-2022. 

 

  

2017 2018 2019 2020 2021 2022

Assumptions

Foreign demand (change, %) 4,5 4,0 3,7 3,4 3,5 3,4

Short-term interest rate (Euribor 3M, %) -0,3 -0,3 -0,1 0,4 0,8 1,2

EUR-USD Exchange rate 1,13 1,23 1,23 1,23 1,23 1,23

Oil prices (Brent, EUR) 48,2 52,2 49,2 47,1 45,9 45,5



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 13 

2.2 MEDIUM-TERM MACROECONOMIC NO-POLICY-CHANGE SCENARIO  

This CFP scenario projects the known position at the time it was drawn up and for the period 

2018 to 2022, and only considers economic and fiscal policy measures that have already been 

adopted. Therefore, it provides a series of projections and not forecasts, which would have 

to include assumptions as to changes in external variables and policy measures to be 

introduced. The medium-term macroeconomic scenario the CFP has drawn up is set out in 

Table 2.  

These projections point to a progressive slowdown in growth in the Portuguese economy 

over the projection time horizon. The lower growth in real GDP in year-on-year terms 

recorded in the second half of 2017 should continue in 2018, leading to an annual rate of 

change of 2.2%, with additional, although smaller, dips expected in 2019 and 2020. In the 

medium-run the economy is expected to grow by around 1.6%. From the standpoint of 

expenditure, domestic demand will continue to make a positive contribution to economic 

growth, while also showing a trend to slow down over the time period in question. Net 

exports are likely to make a negative contribution to growth of -0.2 p.p. of GDP up to 2020, 

and after that their contribution is projected to stabilise at around -0.1 p.p. 

This scenario was based on the CFP macroeconomic models and incorporates the latest 

quantitative and qualitative information from a range of sources. It includes the latest figures 

available from the INE2, such as the Quarterly National Accounts relating to the 4th quarter 

of 2017 and the Quarterly Sector Accounts relating to the 3rd quarter of 2017. Consideration 

has also been given to the latest forecasts and projections of other institutions regarding the 

global and Portuguese economies (Box 1). Incorporating such information and comparing 

scenarios should be undertaken cautiously, paying heed to the various techniques, concepts 

and timings.  

 

 

                                                   

2 Statistics Portugal (2017), Quarterly National Accounts – 4th Quarter 2017, February 2018, and Quarterly Sector 

Accounts – 3rd Quarter 2017, December 2017. 

https://www.ine.pt/xportal/xmain?xpid=INE&xpgid=ine_destaques&DESTAQUESdest_boui=281044664&DESTAQUEStema=55557&DESTAQUESmodo=2&xlang=en
https://www.ine.pt/xportal/xmain?xpid=INE&xpgid=ine_destaques&DESTAQUESdest_boui=281075674&DESTAQUEStema=55557&DESTAQUESmodo=2
https://www.ine.pt/xportal/xmain?xpid=INE&xpgid=ine_destaques&DESTAQUESdest_boui=281075674&DESTAQUEStema=55557&DESTAQUESmodo=2
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Table 2 – CFP macroeconomic scenario 

   
Source: INE and CFP projections (2018-2022). | Note: Cyclical developments are estimated pursuant to the EU 

common methodology, parametrised in the CONV programme, on the basis of the European Commission Forecast 

- Autumn 2017.  
(1) The annual change for 2017 uses Eurostat figures for earnings. 
(2) The annual change for 2017 uses CFP estimates for the 4th quarter of 2017. 

 

 

2017 2018 2019 2020 2021 2022

Real GDP and components (change, %)

GDP 2,7 2,2 1,9 1,7 1,7 1,6

Private consumption 2,2 2,1 1,8 1,7 1,5 1,5

Public consumption 0,1 -0,1 -0,1 0,4 0,4 0,5

Investment (GFCF) 9,0 6,8 5,7 4,0 3,2 2,8

Exports 7,9 6,1 4,3 3,5 3,4 3,4

Imports 7,9 6,2 4,4 3,6 3,3 3,3

Contributions to real GDP change (p.p.)

Domestic demand 2,9 2,4 2,1 1,9 1,8 1,7

Net exports -0,2 -0,2 -0,2 -0,2 -0,1 -0,1

Prices (change, %)

GDP deflator 1,4 2,0 1,7 1,4 1,6 1,6

Private consumption deflator 1,3 1,7 1,8 1,8 1,9 1,9

Public consumption deflator 2,1 1,9 1,7 0,3 0,4 0,3

Investment (GFCF) deflator 1,0 1,2 1,5 1,5 1,7 1,7

Exports deflator 3,6 1,4 1,5 1,6 1,7 1,7

Imports deflator 4,0 1,4 1,7 1,9 1,9 1,9

HCPI 1,6 1,7 1,7 1,8 1,8 1,8

Nominal GDP

Change (%) 4,1 4,2 3,7 3,2 3,3 3,2

Level ('000 M€) 193,1 201,3 208,7 215,4 222,5 229,7

Labour market (change, %)

Unemployment rate (% active pop.) 8,9 7,6 6,7 6,3 6,0 5,9

Employment 3,3 1,7 1,2 0,6 0,5 0,4

Compensation per employee (1) 1,4 2,0 2,0 1,9 1,8 1,8

Apparent labour productivity -0,6 0,5 0,7 1,1 1,1 1,2

External sector (% GDP)

Net lending (2) 1,3 1,4 1,2 1,2 1,2 1,1

Current account (2) 0,5 0,7 0,5 0,5 0,5 0,4

Balance of goods and services 1,0 1,0 0,8 0,7 0,6 0,6

Balance of primary income and transfers (2) -0,5 -0,3 -0,3 -0,2 -0,2 -0,2

Capital account (2) 0,8 0,7 0,7 0,7 0,7 0,7

Cyclical developments

Potential GDP (change, %) 1,4 1,7 2,0 1,8 1,7 1,7

Output gap (% potential GDP) 0,4 0,8 0,7 0,7 0,7 0,6
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Box 1 – Projections and forecasts for the Portuguese economy 

All the institutions considered in Table 3 project a slowdown in the rate of growth of Portuguese economy 

in 2018, with real GDP growth varying between the 2.2% estimated by the Ministry of Finance (MF), 

International Monetary Fund (IMF) and the European Commission (EC) and the 2.3% projected by the 

Bank of Portugal (BoP) and by the Organisation for Economic Cooperation and Development (OECD). As 

for the developments in domestic demand, attention is drawn to the decrease in the private consumption 

rate of growth, with projections varying between the 1.7% of the OECD and the 2.1% of the BoP, and the 

decline in gross fixed capital formation (GFCF) growth, with the projections oscillating between the 5.3% 

of the OECD and the 8.1% of the IMF. As regards external trade all the institutions foresee a slowdown in 

the growth of exports and imports in 2018. The expected rates of change in exports go from the 4.9% 

(OECD) and 6.6% (IMF), while the expected growth rates for imports vary between 4.3% (OECD) and 7% 

(IMF). Thus, net exports contribution in 2018 varies between the -0.4 p.p. projected by the IMF and the 0.3 

p.p. of the OECD. As for the prices developments, the Harmonised Consumer Price Index (HCPI) is 

expected to rise with the inflation rate oscillating between the 1.1% projected by the OECD and the 1.6% 

of the EC. According to the MF and OECD scenarios, the GDP deflator should grow 1.4% while the IMF 

projects growth of 1.5% in this indicator. In 2018, the unemployment rate should fall to a figure between 

7.8% as projected by the BoP and the IMF and 8.6% according to the MF. This decrease is supported by 

job creation between 0.9% (IMF forecasts) and 1.6% (BoP forecasts) and a rise in average earnings per 

employee of around the 2.2% of the OECD and the 2.3% of the MF. The Portuguese economy net 

borrowing capacity should remain positive in 2018, with the predictions varying between the 1% of GDP 

under the MF scenario and the 2.3% in the BoP projection. 
 

Three of the four entities in question project a new slowdown in the Portuguese economy in 2019, the 

only exception being the OECD, which expects the rate of growth to remain unchanged compared to 

2018. Thus, the projections for the next year vary between 1.8% (IMF) and 2.3% (OECD). The slowdown 

expected by the IMF is due in part to the smaller contribution from domestic demand (1.9 p.p. in 2019 vs. 

2.7 p.p. in 2018) which reflects the slowdown in all the components. The same scenario, in particular a 

slowdown in the three main components of domestic demand, is expected by the BoP. However, the OECD 

expects domestic demand contribution to rise from 2 p.p. in 2018 to 2.1 p.p. in 2019, driven by the increase 

in both private consumption (1.7% in 2018 to 2.1% in 2019) and GFCF (5.3% in 2018 to 5.6% in 2019). As 

regards external trade, both the IMF and the BoP and the OECD project new dips in export growth, with 

the estimates oscillating between the 4.5% of the IMF and the 5.5% of the BoP. Growth in imports should 

slow under the BoP and IMF scenarios to 5.5% and 4.5%, respectively, while under the OECD scenario 

imports should grow slightly to 4.4%. According to the four institutions in question, the increase in the 

HCPI should stabilize at around 1.5% in 2019. In that year both the OECD and the BoP and the IMF expect 

to see a new decline in the unemployment rate, which should vary between the 6.7% of the BoP and the 

7.4% of the OECD. Linked to this decrease in the unemployment rate is growth in employment varying 

between the 1.1% of the IMF and the 1.3% of the OECD and the BoP. Under the BoP scenario the net 

borrowing capacity remains positive in 2019 (2.2% of GDP) although it is slightly down on the figure 

recorded in 2018 (2.3%). 
 

For 2020, the BoP projects real GDP growth of 1.7%, a decrease compared to the 1.9% projected for 2019. 

The rates of growth in private consumption, public consumption and GFCF should drop to 1.7%, 0.2% and 

5.4%, respectively. Imports and exports should also prove to be less dynamic with annual growth rates of 

4.8% and 4.1%, respectively. The rate of inflation should rise by 0.2 p.p. to 1.6% and we can expect the 

unemployment rate to drop once again to 6.1%, linked to job creation of 0.9% in 2020. In 2020 the 

Portuguese economy net borrowing capacity should remain at 2.2% of output.  
 

Note that these projections were undertaken at different times, on the basis of the technical assumptions 

and the economic policy scenarios which differ between institutions. 
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Table 3 – Other macroeconomic projections and forecasts for the Portuguese economy 

 
Sources: 2017: INE. 2018-2020: MF - SB/2018, October 2017; OECD - Economic Outlook No 102, November 2017; BoP – Economic 

Bulletin, December 2017; CE - European Economic Forecast Winter 2018 (Interim), February 2018; IMF - Sixth Post-Program Monitoring 

Conclusion, February 2018. 

 

2.3 RECENT DEVELOPMENTS IN THE PORTUGUESE ECONOMY AND CFP PROJECTIONS 

Developments in GDP and its components 

2017 saw a consolidation of the recovery that began in 2014 as the Portuguese economy 

recorded a significant increase in the rate of real GDP growth to 2.7% (up +1.1 p.p. on 2016). 

Domestic demand contribution to GDP growth was 2.9 p.p., substantially higher than in 2016 

(+1.3 p.p.) due to the sharp rise in investment. On the other hand, net external demand made 

a negative contribution (-0.2 p.p.) to GDP growth, a less favourable performance than in 2016 

(zero contribution). 

In intra-annual terms economic growth slowed in the second half of 2017, as year-on-year 

real GDP growth slipped from 3.0% in the 1st half to 2.4% in the 2nd half (Chart 7). This drop 

was the direct result of the falling-off in net external demand, as this component year-on-

year change swung from a positive figure in the 1st half of the year (0.2 p.p.) to a negative 

one in the 2nd half (-0.6 p.p.). On the other hand, domestic demand contribution to the year-

on-year change in GDP remained relatively stable over the course of the year, standing at 2.8 

p.p. in the 1st half of the year and 2.9 p.p. in the 2nd half. 

Year 2017 2020

Institution MF OECD BoP EC IMF OECD BoP EC IMF BoP

Date of publication oct17 nov17 dec17 feb17 feb18 nov17 dec17 feb17 feb18 dec17

Real GDP and components (change, %)

GDP 2.7 2.2 2.3 2.3 2.2 2.2 2.3 1.9 1.9 1.8 1.7

Private consumption 2.2 1.9 1.7 2.1 - 2.0 2.1 1.8 - 1.6 1.7

Public consumption 0.1 -0.6 -0.6 0.6 - 0.2 -0.9 0.4 - -0.1 0.2

Investment (GFCF) 9.0 5.9 5.3 6.1 - 8.1 5.6 5.9 - 5.1 5.4

Exports 7.9 5.4 4.9 6.5 - 6.6 4.6 5.0 - 4.5 4.1

Imports 7.9 5.2 4.3 6.7 - 7.0 4.4 5.5 - 4.5 4.8

Contributions to real GDP growth (p.p.)

Domestic demand 2.9 2.2 2.0 - - 2.7 2.1 - - 1.9 -

Net exports -0.2 0.0 0.3 - - -0.4 0.1 - - -0.1 -

Prices (change, %)

GDP deflator 1.4 1.4 1.4 - - 1.5 1.4 - - 1.5 -

Private consumption deflator 1.3 1.4 1.2 - - - 1.4 - - - -

Public consumption deflator 2.1 1.2 1.5 - - - 1.7 - - - -

GFCF deflator 1.0 1.1 1.1 - - - 1.6 - - - -

Exports deflator 3.6 1.0 -0.1 - - - 0.8 - - - -

Imports deflator 4.0 1.0 -0.4 - - - 1.1 - - - -

HICP 1.6 1.4 1.1 1.5 1.6 1.5 1.4 1.4 1.5 1.6 1.6

Nominal GDP

Change (%) 4.1 3.6 3.7 - - 3.7 3.7 - - 3.3 -

Level ('000 M€) 193.1 199.4 199.4 - - 200.2 206.7 - - 206.8 -

Labour market (change, %)

Unemployment rate (% active pop.) 8.9 8.6 8.2 7.8 - 7.8 7.4 6.7 - 7.2 6.1

Employment 3.3 0.9 1.3 1.6 - 1.3 1.3 1.3 - 1.1 0.9

Compensation of employees - 3.2 3.5 - - - 4.1 - - - -

Compensation per employees - 2.3 2.2 - - - 2.8 - - - -

Apparent labour productivity -0.6 1.2 0.9 - - - 1.0 - - - -

External sector (% GDP)

Net lending - 1.0 - 2.3 - - - 2.2 - - 2.2

Current account - 0.1 -0.3 - - 0.2 -0.3 - - -0.1 -

Balance of goods and services 1.0 1.0 1.6 1.6 - - 1.7 1.6 - - 1.5

Balance of primary income and transfers - -0.8 -1.9 - - - -1.9 - - - -

Capital account - 0.9 - - - - - - - - -

Cyclical developments

Potential GDP (change, %) - 1.6 0.8 - - - 1.0 - - - -

Output gap (% potential GDP) - 1.0 -0.8 - - - 0.4 - - - -

2018 2019
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Chart 7 – Quarterly growth in GDP and contributions 

Year-on-year change rates Quarter-on-quarter change rates 

  
Source: INE. 

Private consumption grew by 2.2% in real terms in 2017, marginally up on the 2016 figure 

(2.1%), and this development was brought about by the contrasting performance of its 

components. The consumption of durable goods fell substantially compared to 2016 with its 

annual growth rate dropping from 11.7% to 6.0% in 2017, while non-durable goods 

consumption saw a slight rise with its annual growth rate going from 1.1% in 2016 to 1.8% in 

2017. The intra-annual performance of these items was relatively stable in 2017. The year-

on-year growth in private consumption saw a slight increase in the second half of the year. It 

went from 2.2% in the 1st half of the year to 2.3% in the 2nd half, due to the slightly more 

dynamic demand for durable goods whose year-on-year change rose from 5.7% in the 1st 

half of the year to 6.2% in the second half. While the growth in consumption of non-durable 

goods remained constant over the two halves of 2017 (1.8%). 

In 2017 public consumption grew by 0.1%, continuing the downward trend seen in 2016 

(growth of 0.6%, compared to 1.3% in 2015). This annual outcome is essentially the result of 

the contraction in year-on-year terms recorded in the first half of the year (-0.3%), since in 

the second half public consumption expanded by 0.4%, a figure close to that of 2016 as a 

whole. 

Chart 3 – Gross Fixed Capital Formation 

  

Source: INE. 

Investment was the GDP component that grew the most in 2017, as it recorded a change in 

volume of 8.4%, up +7.6 p.p. on 2016 (0.8%). The main contribution to this performance was 

the sharp rise in GFCF, where the growth rate climbed to 9.0% in 2017 (1.5% in 2016), 

although the change in stocks saw its negative contribution to investment growth fall 

marginally from -0.7 p.p. in 2016 to -0.5 p.p. in 2017. The expansion in GFCF reflects the 

strong increases in machinery and equipment (from 4.3% in 2016 to 13.0% in 2017), transport 

equipment (from 8.4% in 2016 to 14.1% in 2017) and construction (recovered from -0.3% in 
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2016 to 9.2% in 2017). Construction made the largest contribution to growth in GFCF in 2017 

(+4.4 p.p.), followed by machinery and equipment (+3.4 p.p.). Note that the sharp rise in GFCF 

recorded throughout 2017 was due not only to the 2016 base effect, but also to the fact it 

was recovering from record low levels. In the years following 2010, 2017 was the one when 

GFCF in volume terms returned to the level recorded in 1995 (Chart 8). 

However, if we look at the intra-annual performance of investment we find the strong growth 

observed in the year was due above all to the change seen in the first six months, since most 

investment components recorded a slowdown in year-on-year growth in the second half of 

the year. Total GFCF showed a year-on-year change of 10.5% in the 1st half of 2017 (6.7 p.p. 

higher than the 2nd half of 2016), which slowed to 7.6% in the 2nd half of 2017, reflecting the 

stabilisation witnessed in the final three quarters of the year. That change stemmed from the 

lower growth in most components in the second half of the year, as decreases were recorded 

in the year-on-year rates of change of -4.4 p.p. in machinery and equipment (to 10.9%), -17.3 

p.p. in transport equipment (to 5.7%) and -1.1 p.p. in construction (to 8.6%). The change in 

stocks performed just the opposite, as its contribution to investment growth went from -1.6 

p.p. in the 1st half of the year to 0.6 p.p. in the 2nd half. 

Chart 9 – Quarterly growth in the main GDP components 

Private consumption GFCF Exports 

   

 

Source: INE. 

Contribution of net exports to GDP growth in 2017 was negative (-0.2 p.p.), which is a slight 

deterioration compared to the zero contribution they made in 2016. This change resulted 

from the significant rises in both exports, where the rate of change rose from 4.4% in 2016 

to 7.9% in 2017, and imports, where the rate of change was 7.9% in 2017, compared to 4.2% 

in 2016. In both cases the rise reflected increases in goods as well as services. Exported goods 

grew from 4.5% in 2016 to 6.8% in 2017, while growth in imports rose from 4.5% to 8.0%. As 

for services the rates of growth were higher regarding both exports, where the change went 

from 4.3% in 2016 to 10.9% in 2017, and imports, where the change went from 2.3% in 2016 

to 7.5% in 2017. The external goods and services balance (measured in nominal terms) was 

equal to 1.0% of GDP, a marginal decrease compared to 2016 (1.1%).  

Both exports and imports recorded favourable changes over the year as a whole, rising from 

4.4% in 2016 to 7.9% in the case of exports and from 4.2% in 2016 to 7.9% for imports. 

However, if we look at the intra-annual performance of these items we find the increase in 

year-on-year growth stems essentially from the 1st half of 2017, since growth in both 

components slowed in the 2nd half of the year. Thus, the year-on-year change in exports went 

from 9.1% in the 1st half of 2017 to 6.7% in the 2nd half, while the year-on-year change in 
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imports shrank from 8.2% to 7.7% over the same period. Net external demand’s contribution 

to year-on-year growth in GDP followed this downward intra-annual path, going from a 

positive figure (0.2 p.p.) in the 1st half of the year to a negative figure (-0.6 p.p.) in the 2nd half.  

Table 1 – CFP macroeconomic scenario (September and March 2017) 

 
Source: INE (2017, in March 2018 scenario) and CFP projections. 

The use of information relating to the 2nd half of 2017 led to a slight upward revision 

in the CFP macroeconomic scenario, which is particularly noticeable in the performance of 

GFCF, exports and imports in the first two years of the projection time horizon (Table 4 and 

Chart 10). Nonetheless, the nature of the revision made does not generally change the GDP 

path the CFP projected in September 2017. The current scenario projects real GDP growth of 

2.2% for 2018 and foresees a gradual slowdown in the rate of growth in subsequent years to 

1.6% in the medium-term (Table 2). Under the current projection real GDP continues to be 

dominated by changes in domestic demand, whose contribution to output growth declines 

regularly over the entire period in question. In 2018 the contribution of domestic demand to 

real GDP should fall by 0.5 p.p. compared to 2017, followed by smaller decreases from 2019-

2022 (-0.3 p.p. in 2019 and -0.1 p.p. per year thereafter). The contribution of net exports to 

real GDP growth should remain unchanged up to 2020 at -0.2 p.p., and then improve slightly 

to -0.1 p.p. in the final two years of the projection’s time horizon.  

Chart 4 – Growth and contributions under CFP scenarios (volume) 

 

Sources: INE and CFP projections – March 2018 and September 2017. 

The projection for private consumption is one of a gradual slowdown over the time horizon, 

with annual changes of between 2.1% in 2018 and 1.5% in 2022, thus accompanying both 

the expected slowdown in growth in disposable income and the gradual decrease in the rate 

of household savings. Under the current scenario and in a no-policy-change setting, public 

2017 2018 2019 2020 2021 2022 2017 2018 2019 2020 2021

Real GDP and components (change, %)

GDP 2,7 2,2 1,9 1,7 1,7 1,6 2,7 2,1 1,9 1,7 1,7

Private consumption 2,2 2,1 1,8 1,7 1,5 1,5 2,2 2,1 1,8 1,7 1,5

Public consumption 0,1 -0,1 -0,1 0,4 0,4 0,5 0,7 0,0 -0,1 0,2 0,3

Investment (GFCF) 9,0 6,8 5,7 4,0 3,2 2,8 9,1 5,2 4,9 3,8 3,5

Exports 7,9 6,1 4,3 3,5 3,4 3,4 7,9 4,0 3,6 3,5 3,4

Imports 7,9 6,2 4,4 3,6 3,3 3,3 7,6 4,1 3,7 3,5 3,5

Contributions to real GDP change (p.p.)

Domestic demand 2,9 2,4 2,1 1,9 1,8 1,7 2,8 2,3 2,1 1,8 1,8

Net exports -0,2 -0,2 -0,2 -0,2 -0,1 -0,1 0,0 -0,1 -0,1 -0,1 -0,1

March 2018 September 2017
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consumption should see minor decreases in 2018 and 2019 (-0.1%), before recovering to 

growth rates of around 0.4% over the rest of the projection time horizon. 

A slowdown in GFCF is projected over the entire period in question, although growth rates 

will remain significant and contribute decisively to the projected change in real GDP. The 

largest decreases in GFCF growth occur in the period from 2018-2020. In 2018, growth in 

GFCF should be 6.8%, before converging gradually to 2.8% in the medium-run. 

The current scenario also projects slowdowns in the external trade components which are 

mainly concentrated in the period from 2018-2021. Following the 7.9% expansion in 2017, 

growth in exports should slow to 6.1% in 2018, and then slip to around 3.4% in the medium-

term. These changes reflect basically the expected slowdown in external demand directed 

towards the Portuguese economy (Table 1) and the retaining of market share in the medium-

term. Imports are expected to follow a similar pattern, with the 7.9% expansion in 2017 being 

followed by growth of 6.2% in 2018, before the rate of growth slips to 3.3% in the medium-

term. This change in imports therefore reflects the projected slowdowns in private 

consumption, GFCF and exports. 

Price developments 

In 2017 the GDP deflator recorded an annual change of 1.4%, thus remaining on the 

downward path that had began in 2016 (1.5%, compared to 2.0% in 2015). The private 

consumption and public consumption deflators recorded growth rates of 1.3% and 2.1%, 

respectively, which constitute an increase over 2016 in both cases (growth rates of 1.0% and 

1.8%, respectively). The GFCF deflator grew significantly to 1.0%, an increase of 0.8 p.p. 

compared to 2016. In intra-annual terms year-on-year growth in the GDP deflator rose to 

1.7% in the second half of the year (+0.6 p.p. more than in the 1st half of the year), while the 

growth rates of private consumption and GFCF deflators fell by 0.3 p.p. from the 1st to the 2nd 

half of the year (to 1.1% in the case of private consumption and to 0.9% in the case of GFCF). 

The year-on-year rate of change in the public consumption deflator remained the same from 

the 1st to the 2nd half of the year. 

As for external trade, in 2017 both the exports deflator and the imports deflator recorded 

strong recoveries compared to 2016, with the rate of change in the exports deflator 

increasing by 5.5 p.p. and the imports deflator by 7.0 p.p. This performance led to positive 

changes (3.6% and 4.0%, respectively) for the first time since 2012. The recovery took place 

mainly in the 1st half of 2017, since in the 2nd half the year-on-year change in both deflators 

slowed slightly (from 3.8% in the 1st half of the year to 3.6% in the 2nd half in the case of the 

exports deflator and from 5.2% to 2.9% in the case of the imports deflator). Thus in 2017 as 

a whole the change in the external trade deflators led to a slight deterioration in the terms 

of trade.  

In 2017 the HCPI recorded a change of 1.6%, an increase over the 0.6% growth seen in 2016. 

This performance reflects the increase in prices in terms of both services (a 2.5% change 

compared to 1.5% in 2016) and goods (a 0.9% change compared to zero change in 2016). In 

intra-annual terms the rise in the HCPI is due essentially to the significant increase in the 

year-on-year change to 1.6% in the 1st half of 2017, compared to the 0.8% change recorded 

in the 2nd half of 2016, while there was a slight slowdown in year-on-year growth in prices in 

the second half of the year (to 1.5%). This decrease resulted from the fall in the year-on-year 



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 21 

change in goods from 1.1% in the 1st half of the year to 0.6% in the 2nd half of the year, since 

services rose slightly from 2.2% to 2.8% over the same period. 

Chart 5 – Deflators (change, %) 

GDP deflator  Private consumption deflator 

 

 

Sources: INE and CFP projections – March 2018 and September 2017. 

The CFP scenario projects growth in the GDP deflator will increase in 2018 when compared 

to the previous year, from 1.4% to 2.0% (Chart 11), before decreasing by -0.3 p.p. per year 

until 2020. In the medium-term, growth in the GDP deflator is expected to stabilise at 1.6%.  

The increase in the GDP deflator in 2018 is brought about by both the imports deflator (a 2.6 

p.p. contraction) and the increase in other deflators: that of GFCF increasing slightly to 1.2% 

(+0.2 p.p.) and that of private consumption up to 1.7% (+0.4 p.p.). The latter deflator’s 

performance continues to reflect the expansion in the prices of imported contents and the 

growth in average earnings per employee. The joint performance of these deflators largely 

counters the slowdown in the exports deflator where the rate of change in 2018 is 1.4% 

(-2.2 p.p. compared to 2017) and in the public consumption deflator which slips to 1.9% 

(-0.2 p.p.). 

The projected downward trend in GDP deflator growth up to 2020 reflects, on the one hand, 

the expected increased growth in the imports deflator (+0.1 p.p. in 2019 and then stable from 

2020 onwards) and, on the other hand, the slowdown in the public consumption deflator 

(-0.2 p.p. each year). The performance of these deflators will not offset the expected increase 

in the private consumption deflator (+0.1 p.p. to 1.8% in 2020), the GFCF deflator (+0.3 p.p. 

to 1.5%) and the exports deflator (+0.5 p.p. to 1.9% in 2020). From 2021-2022 the 

development in the GDP deflator reflects the slight increase and the continued stabilisation 

of growth in its components’ deflators generally.  

The projection for HCPI follows the upward trend in the private consumption deflator 

throughout the time horizon, although the annual changes are slightly lower in the medium- 

term.  

As for nominal GDP, a slight increase in the annual change to 4.2% (+0.1 p.p. up on 2017) is 

projected for 2018, while over the rest of the projection time horizon a gradual decrease is 

expected, converging on 3.2% in the medium-term. 

Labour market 

The recovery in the labour market that began in 2014 continued into 2017, where there was 

a significant decline in the unemployment rate and a large increase in employment. The 

unemployment rate fell from 11.1% in 2016 to 8.9% in 2017 (-2.2 p.p.), a faster rate of 
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decrease that seen in the previous year (-1.4 p.p. from 2015 to 2016). The working population 

grew by 3.3% in 2017, which was an increase of 2.1 p.p. compared to 2016. In intra-annual 

terms the recovery in the labour market in 2017 was slightly less sharp in the 2nd half of the 

year, since the unemployment rate recorded in that period fell to 8.3% (-1.2 p.p.), higher than 

the 1.0 p.p. decrease seen in the first six months. As for job creation the figures do not show 

any intra-annual difference, and the half-yearly year-on-year change remained stable at 3.3% 

throughout 2017. The changes in the labour market witnessed in 2017 took place at a time 

when the working population ceased to dwindle, as had been the case since 2011, and rose 

by 0.8% compared to 2016, due essentially to an increase of 0.5 p.p. in the resident working 

population aged over 15, from an average of 58.5% in 2016 to 59% in 2017. 

Chart 6 – Labour market indicators 

Employment (change, %) Unemployment rate (% active pop.) 

  

Sources: INE and CFP projections – March 2018 and September 2017. 

According to the CFP projections the labour market indicators are expected to continue the 

recovery seen since 2014 throughout the entire time horizon (Chart 12). In 2018 the projected 

unemployment rate is 7.6% (down 1.3 p.p. on 2017) and it is expected to continue to fall in 

subsequent years at a lower rate until it reaches 5.9% in 2022. At the same time job creation 

is expected to slow over the same period. In 2018 employment should rise by 1.7%, -1.6 p.p. 

compared to the previous year, and in later years it is projected to decrease gradually until it 

records growth of 0.4% in the medium-term. According to the available figures, the projection 

for price-competitiveness of the labour factor shows a slight improvement (taking into 

account the dynamics of the HCPI), mainly as the result of an apparent labour productivity 

recovery to 0.5% in 2018 (a rise of 1.1 p.p. over the 2017 figure of -0.6%), along with a more 

constrained increase in average (nominal) earnings per employee (from 1.4% in 2017 to 2.0%). 

This improvement should deteriorate over the course of the projection time horizon and 

cancel out in the medium-term. 

External sector 

Based on the information provided by the INE and the estimates from the CFP 

macroeconomic models covering the 4th quarter of 2017, the Portuguese economy net 

borrowing should stand at 1.3% of GDP for 2017, a marginal improvement (+0.1 p.p.) on the 

2016 figure. The goods and services account balance should see a slight deterioration, 

slipping from 1.1% of GDP in 2016 to 1.0% of GDP in 2017, while also seeing a 0.1 p.p. 

decrease in the capital account balance which should stand at 0.8% of GDP in 2017. By 

contrast, in 2017 the primary incomes and transfers account balance should show a slight 

improvement, as its negative value falls to -0.5% of GDP (-0.8% in 2016). 
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Chart 7 – External sector (as % of GDP) 

Net lending Balance of goods and services 

  

Sources: INE and CFP projections – March 2018 and September 2017. 

Under the current projections the external surplus should increase by 0.1 p.p. to 1.4% of GDP 

in the first year of the projection time horizon, to be followed by a gradual decrease towards 

a surplus of 1.1% of GDP in the medium-term (Chart 13). This performance flows from a slight 

deterioration in the goods and services account, where the surplus slips from 1.0% of GDP in 

2017 to 0.6% at the end of the projection time horizon. For its part the primary incomes and 

transfers account shows a slight improvement in 2018, with its deficit falling to -0.3% of GDP 

(estimated at -0.5% in 2017), before stabilising at around -0.2% in the medium-term. Thus, a 

stabilisation of the capital account balance at 0.7% is projected across the period concerned. 

Potential GDP and output gap 

The figures published in this section were produced using the CFP projections in the potential 

output calculator provided by the European Commission. 

According to the current CFP scenario and using the EU commonly agreed methodology, 

potential output is projected to rise up to 2019 and in that year grow by 2.0% (Chart 14). Over 

the rest of the time horizon a gradual decline is expected towards annual growth of 1.7% in 

the medium-term.  

 

Chart 8 – Breakdown of growth in potential GDP 

 

Source: CFP calculations (2017-2022). Note: Cyclical developments are estimated in line with the commonly agreed EU 

methodology, parameterized in the CONV programme provided jointly with the European Economic Forecast – Autumn 

2017. 

The rise in potential GDP up to 2019 reflects the increase in the contribution from factor 

productivity, which goes from 0.4 p.p. in 2017 to 0.7 p.p. in 2019, and the favourable changes 

in the contributions of capital and labour, which in 2019 are, respectively, 0.2 p.p. and 0.1 p.p. 

http://ec.europa.eu/economy_finance/publications/economic_paper/2014/pdf/ecp535_en.pdf
http://ec.europa.eu/economy_finance/publications/economic_paper/2014/pdf/ecp535_en.pdf
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higher than in 2017. From 2019 onwards, a substantial decrease in the contribution of labour 

is to be expected, going from +1.1 p.p. in 2019 to +0.3 p.p. in 2022, which will only be partially 

offset by increases in the contributions of capital and factor productivity. These developments 

will give rise to a slowdown in potential GDP in the medium-term. 

Chart 9 – Potential GDP and output gap 

Potential GDP (change, %) Output gap (% Potential GDP) 

  

Source: European Commission – European Economic Forecast – Autumn 2017 – and CFP projections (2018-2022): March 

2018 and September 2017. 

The current projection points to a positive output gap over the projection entire time horizon, 

which will peak in 2018 (0.8% of Potential GDP). In the following years, up to 2021, the output 

gap should stabilise at 0.7%, with a slight decrease of 0.1 p.p. to the medium-term figure 

(0.6%) expected in the final year of the projection’s time horizon. 

2.4 RISKS AND UNCERTAINTY 

As in any prospective exercise this projection is subject to risks that are hard to quantify. In 

this section we publish the confidence intervals based on analysis of the model performance, 

as a way of showing the uncertainty inherent in the projections. The area around the 

projection for the macroeconomic variable shows the degree of uncertainty, which tends to 

be greater the further the projected period is. Chart 16 shows the uncertainty defined in this 

manner for real GDP. It should be noted that, according to the projection, in 2018 the 

Portuguese economy GDP in volume will exceed the level before the onset of the world 

financial crisis (2007) for the first time. 

Chart 10 – Change in real GDP 

Level (2007=100) Variation (%) 

  

Source: INE and CFP projections – March 2018. | Note: The shaded area represents the 68% confidence interval of the 

forecast, based on standard sampling error. The bands shown mean the CFP projections are unbiased, based on the 

assumption of forecasting errors normality. 

The retaining of a moderately positive outlook for the global economy in the short and 

medium-term creates a generally favourable environment for the Portuguese economy The 
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downside risks associated above all with investment and exports are moderate and essentially 

external. Therefore, it is important to highlight once again: 

i. the appreciation of the euro, which may carry some downside risks for GDP growth 

by weakening the competitiveness of Portuguese exports outside of the Euro Area, 

while at the same time making imports more competitive; 

ii. growth in average earnings per employee above the growth in the exports deflator 

implicit in this projection, which carries additional risks in the medium-term to the 

export sector’s competitiveness and profitability; 

iii. the possibility of more protectionist policies, particularly in the USA, with negative 

consequences for international trade, which increases the downside risks for 

Portuguese exports; 

iv. a less favourable external demand, which would weaken the growth prospects for 

both exports and investment; 

v. a possible reversal in the ECB stimuli policy, which could have an adverse effect on 

the economy’s borrowing terms and influence investment. 

This last point is stressed because both private sector debt and general government debt are 

still particularly high, making them a vulnerability if interest rates rise. It should also be 

stressed that credit granted to households has risen again, in particular housing credit, at a 

time when property prices incorporate the substantial increases seen in recent years, 

especially in Portugal’s main urban areas. Given the uncertainty as to future developments in 

these assets prices, this situation may put households’ financial stability at risk, and they may 

face a scenario in which property values fall at the same time as the cost of mortgages rise 

due to higher interest rates. 
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3 FISCAL OUTLOOK 

3.1 MEDIUM-TERM FISCAL NO-POLICY-CHANGE SCENARIO 

This chapter presents the scenario for Portuguese public finance developments in 2018-2022, 

which is consistent with the economic projections made in the previous chapter. According 

to the methodology employed by the CFP in previous exercises, the projected performance 

of budget variables is based on a no-policy-change scenario. A projection of this nature is 

not a forecast, but rather a neutral benchmark that reflects what would happen in the absence 

of new economic policy decisions. A comparison is given below between these changes and 

what would happen if the fiscal rules were followed and the objectives set out by the 

Government in SP/2017 were pursued. 

The public finance projection set out in this Report incorporates the latest information 

published by 8 March 2018 by the national statistical authority for the budget aggregates 

and public debt, as well as the CFP estimate for 2017. The INE is due to publish information 

on the four quarters of 2017 on 26 March, which is to say after this Report is published. 

Although the said estimate includes the impact of temporary and one-off measures (Table 

14), it does not consider in 2017 any impact of the recapitalisation of the Caixa Geral de 

Depósitos bank, which is still being appraised by the national and European statistical 

authorities.  

The starting point for the projection underlying the new medium-term fiscal scenario is the 

updated estimate for the general government account proposed by the CFP in the September 

2017 exercise. In addition to including the non-financial (INE) and financial (BoP) information 

relating to the first three quarters of the year, this update includes almost all the information 

on the fiscal developments in the final quarter obtained by the CFP in its powers and its 

monitoring of budget outturn.  

Ignoring any possible impact of the CGD recapitalisation and based in the information 

available the updated CFP estimate points to a budget deficit of 1.0% of GDP in 2017 and a 

public debt ratio of 125.6% of GDP. These estimates represent an improvement compared to 

the CFP projections published in September 2017 (a deficit of 1.4% and a public debt ratio of 

126.8%) and constitute a more favourable starting point for the medium-term public finance 

projection set out herein. Note that the MF estimate included in the DSB/2018 Report for the 

general government account in 2017 pointed to a budget deficit of around 1.4% of GDP 

(excluding the possible impact of the Caixa Geral de Depósitos bank recapitalisation) and 

public debt of 126.2%.  

In a no-policy-change setting, the devising of the medium-term scenario (2018-2022) is 

based on the assumption that the impact of permanent policy measures includes the effects 

of legislation in force from 2018 onwards. It is also assumed that any measures which are in 

force in 2018 and require legislation to ensure they are in force in later years but in the past 

required annual renewals, are in practice permanent measures. This medium-term scenario 

excludes policy measures not yet enacted, as well as those for which sufficient details have 

not been provided (Table 11). As for occasional measures (non-permanent), in 2018 there is 

the additional effect of new temporary measures that have a favourable impact on the 
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balance. The next point details the main assumptions made when conducting this projection 

exercise. 

3.1.1 Main assumptions 

In addition to the measures listed in the September Report, the updating of the budget 

aggregate projection for 2018-2022 takes into account the fiscal impact of the policy 

measures set out in SB/2018. In effect the budget introduced new measures and changes to 

the details, quantification and application over time of certain policy measures laid down in 

SP/2017. Of particular note is the overall impact of the unfreezing of civil service promotions, 

where the rescheduling to 2018 and 2019 altered the gradual implementation over four years 

set out in SP/2017 and called for a review of the timings in the new CFP projections.  

As for temporary and one-off measures (occasional measures), the favourable impact on the 

balance of the return of the EFSF pre-paid margin (990 M€ or 0.4% of GDP) forecast in 2021 

is retained (Table 14). The new projections for 2018 also include the effect on revenue of the 

recovery of the outstanding part of the Banco Privado Português guarantee (377 M€ or 0.2% 

of GDP) previously foreseen in 2017, since of the 450 M€ inflow expected in 2017 only 

72.6 M€ was forthcoming. Other measures deemed temporary by the CFP and impacting on 

2018 are the expenditure relating to Forest Fires and State financial support to the STCP and 

CARRIS bus companies relating to the completion of the taking on these companies’ debts 

that began in 2014.3 Given the CFP classification of temporary measures when analysing 

DSB/2018, there is also the extraordinary expenditure in 2018 on the conversion of deferred 

tax assets (DTA). The additional information provided by the MF relating to the time period 

and the one-off nature was the basis for the CFP reclassification.  

As in previous exercises the projections for budget aggregates over the 2018-2022 period do 

not consider, other than the DTA, the fiscal impact of any possible financial system support 

measures. The said projections are not net of the impact of one-offs. 

Policy measures  

In 2018, the fiscal impact of measures that result from policy decisions taken in previous 

years is determined above all by the carry-over effects of the measures relating to the 

complete elimination of the PIT surcharge and the extraordinary updating of pensions. The 

effect of these measures in the year they were implemented was only partial, taking into 

account the way they were applied. In the case of the former, the loss of revenue due to the 

gradual elimination of the PIT surcharge over 2017 took place through withholding, but its 

effect on the payment of this tax will only be calculated in 2018. In the latter case, the issue 

is the entering into effect of a measure which only produced effects from August 2017 

onwards, and so the impact of this measure was incomplete last year and extends to the 

coming year.  

                                                   

3 In 2014, because of the financial restructuring of the STCP and CARRIS bus companies the State took on these 

entities’ financial debts. In 2017, the new State financial support to these entities is aimed at bearing the costs 

incurred by way of swaps (calculated in the meantime) flowing from the funding that the State had already taken 

on in 2014.    
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Furthermore, as regards measures implemented in previous years, those measures which 

under the law are to be continued or supressed were identified. Such measures include the 

Special State Debt Reduction Settlement Scheme (PERES) approved in 2016 which provides 

for the settling of tax and social contributions debts by way of instalments over ten years, 

along with the revaluing of tangible fixed assets, also approved in 2016, but whose direct 

impact on tax revenue will be felt until 2018.4  As for the measure to optimise revenue, and 

unlike previous measures, the projections assume that in 2018 there will be an effect equal 

to that of the previous year since it is clear the efficiency gains will not be permanent but in 

fact very limited in subsequent years (Table 5). 

Table 2 – Measures with a budgetary impact adopted in previous years  

Component/measure 

REVENUE 

Indirect Taxes Direct Taxes 

• Maintenance of sectoral contributions from 2018 

onwards, according to the amounts foreseen in PE / 

2017 

• PERES | VAT Debt Settlement Scheme 2017-2028 

• PERES | Other Ind. Taxes Debt Settlement Scheme 

2017-2028 

• The complete reversal of the PIT surcharge in 

2018 

• PERES | CIT Debt Settlement Scheme 2017-

2028  
• PERES | PIT Debt Settlement Scheme 2017-

2028 

• Assets revaluation (CIT) 

Social Contributions Other Current Revenue 

• PERES | SS Contributions Debt Settlement Scheme 

2017-2028  

• Revenue Review 

• PERES | default and compensatory interest 

2017-2028 

EXPENDITURE 

Social Benefits  
 

Extraordinary pension update SS and CGA  

Account is also taken of measures that require additional legislation to remain in force, but 

which are of a permanent nature, given their successive renewal in previous years and the 

fact that they have been fully detailed. The continuation of the extraordinary tax on the 

banking sector is one example. This decision is based on the Ministry of Finance 

communication on the revising of the terms of the State loan to the Resolution Fund (only in 

Portuguese), as well as on information contained in the annex to the Resolution Fund Press 

Release issued on the same date which estimates ”that the total amount of contributions will 

stabilise at around €250 million euros per year, over the coming years “.    

As regards new policy measures, the CFP scenario retains, to a large extent, those 

considered in the previous exercise (September 2017). This was the case because the 

measures the CFP deems to be described in detail in SP/2017 for 2018 have been retained in 

the State Budget, where they are described in greater detail and better quantified. These 

measures include the low-income support set out in SP/2017, which in SB/2018 takes the 

form of changes to the PIT tax bands and the measures relating to the containing of public 

                                                   

4 The revaluation of fixed assets for CIT purposes implies that the companies concerned will have increased tax 

deductions. This will have a negative impact on CIT revenue during the remaining useful life of the revalued assets. 

The CFP asked the Ministry of Finance for an estimate of the loss in revenue but had not received that information 

by the time this report was completed.   

http://www.portugal.gov.pt/pt/ministerios/mf/comunicados/20170321-mf-fundo-resolucao.aspx
http://www.portugal.gov.pt/pt/ministerios/mf/comunicados/20170321-mf-fundo-resolucao.aspx
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employment and the unfreezing of civil servants’ career progressions, where the estimated 

cost was subject to changes due to the aforementioned rescheduling. In the latter two cases 

the CFP used the base figure considered by the MF for 2018 and its own projections for later 

years which reflect the price and volume effect assumptions explained in the “Other 

assumptions” section. The CFP also retained the impact of the measure relating to the new 

rules governing penalty-free early retirement for employees who paid social contributions 

for a long period.5 The level of Bank of Portugal dividends receivable in 2018 was also deemed 

permanent, although it is not a policy measure.  

Table 3 – New Budgetary Policy Measures Considered by CFP   

Component/measure 

REVENUE 

Indirect Taxes Direct Taxes 

• Change in excise duties 

 

• Change in PIT brackets  

• Unfreezing of civil servants' career 

progressions 2018-19 

• Containment of Public Employment  

 

Social Contributions Other Current Revenue 

• Unfreezing of civil servants' career progressions 

2018-19 

• Containment of Public Employment 

 

 

• Increase in BoP dividends 

EXPENDITURE 

Compensation of employees  Intermediate consumption 

• Unfreezing of civil servants' career progressions 

2018-19 

• Containment of public employment: Rule 2 by 3 (for 

every three exits of public employees, two new 

entries in 2018); Rule 4 by 5 (for every five exits of 

civil servants, four new entries in 2019); Rule 1 for 1, 

from 2020 onwards 

• Spending Review 

 

• Spending Review 

Social Benefits  Other Current expenditure 

• Pensions update for SS e da CGA 

• Social benefit for inclusion 

• Early retirement for workers with long contributory 

careers 

 

• Spending Review 

Therefore, compared to the September exercise, the most significant changes stem from 

incorporating the measure relating to alterations to excise duties set out in DSB/2018 (and 

already considered in SP/2017), and the new expenditure side measures relating to social 

benefit for inclusion and the spending review, both of which produce effects from 2018 

onwards.  

                                                   

5 Law approved by the Council of Ministers on 24 August 2017 which governs the first phase of the revsing of rules 

on early access to an old age pension. Decree-Law no. 126-B/2017 of 6 October, enacted by the Portuguese 

President on 29 September, came into effect on 1 October and covers private sector employees (who pay Social 

Security contributions) and civil servants (who pay CGA contributions), including those people who have made 

contributions to both systems. 
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Table 6 lists the aforementioned measures highlighting in bold the new measures included 

in DSB/2018 that are now part of the CFP projection scenario. Details of the annual 

distribution of their direct fiscal impact from 2018-2022 are given in Table 13.  

This projection does not include any measures that have not yet been detailed or which 

require specific legislation (see budgetary impact in Table 11). In practice this means: (i) the 

increased revenue to be obtained from “other indirect taxes”; (ii) the decreased expenditure 

from cuts to intermediate consumption, “other current expenditure” and investment; and (iii) 

the early use of structural funds. 

In short, the permanent measures taken into account in the CFP ‘s medium-term scenario will 

have a negative impact on the balance in 2018 and 2019, but zero impact from 2020 onwards. 

The table below summarises the scale of the annual impact considered by budget aggregate 

and component.  

Table 4 – Budgetary impact of policy measures (as % of GDP) 

 
Source: MF and CFP calculations. | Note: Table 13 specifies the policy measures underlying each budget component. The 

totals may not necessarily correspond to the sum of the instalments due to rounding.  

Other assumptions 

In the 2018 - 2022 period, the fiscal projections for the main revenue and expenditure 

aggregates are based on the developments in the main macroeconomic indicators, in 

particular nominal GDP, private consumption, inflation, earnings, employment and 

demographic indicators. The projection considers new policy measures and greater detail 

when specifying the economic bases underlying budget variables. In addition, the 

macroeconomic scenario revisions explain the remainder of the revision undertaken, in light 

of a more favourable economic climate up to 2019, later converging on the path published 

in September 2017. Table 7 summarises the technical assumptions made by the CFP which 

underlie the budget aggregates projections. 

Measures 

and effects 

from 

previous 

years

New policy 

measures

Measures 

and effects 

from 

previous 

years

New policy 

measures

Measures 

and effects 

from 

previous 

years

New policy 

measures

Measures 

and effects 

from 

previous 

years

New policy 

measures

Measures 

and effects 

from 

previous 

years

New policy 

measures

Total Revenue -0,2 0,2 -0,2 0,2 0,0 0,0 0,0 0,0 0,0 0,0

Current revenue -0,2 0,2 -0,2 0,2 0,0 0,0 0,0 0,0 0,0 0,0

Tax Revenue -0,2 0,1 -0,2 0,2 0,0 0,0 0,0 0,0 0,0 0,0

Indirect taxes -0,1 0,2 -0,1 0,2 0,0 0,0 0,0 0,0 0,0 0,0

direct taxes 0,0 -0,1 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Social Contributions 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Sales and other current revenue 0,0 0,1 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Capital Revenue 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Total Expenditure 0,1 0,1 0,0 0,1 0,0 0,0 0,0 0,0 0,0 0,0

Primary Expenditure 0,1 0,1 0,0 0,1 0,0 0,0 0,0 0,0 0,0 0,0

Current primary expenditure 0,1 0,1 0,0 0,1 0,0 0,0 0,0 0,0 0,0 0,0

Intermediate consumption 0,0 -0,1 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Compensation of employees 0,0 0,1 0,0 0,1 0,0 0,0 0,0 0,0 0,0 0,0

Social Benedits 0,1 0,1 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Subsidies and other current expenditure 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Capital expenditure 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Interest 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Impact on Budget Balance -0,3 0,2 -0,2 0,1 0,0 0,0 0,0 0,0 0,0 0,0

2018 2019 2020 2021 2022
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Table 5 – Main underlying assumptions 2018-2022 (%) 

 
Note: The changes seen in the Table may be influenced by policy measures and temporary effects, which would account 

for the difference compared to the change in the macroeconomic indicator underlying their projection. 

 

From 2018 to 2022 tax revenue developments are based on the stability of tax and social 

contributions policy. The main economic basis underlying the tax and social contributions 

revenue projection, which are largely responsible for revenue performance, are nominal GDP, 

private and public sector earnings, private consumption and inflation. As for the remaining 

revenue items, it is assumed that from 2018 they will progress in line with nominal GDP and 

record a slight decrease at the end of the projection time horizon. 

The performance of compensation of employees and social transfers other than in kind, 

broken down into volume and price effect, is the main factor when calculating primary 

expenditure. The projected path for compensation of employees, price effect, includes the 

Compensation of employees 2018 2019 2020 2021 2022

Wages and salaries

Price effect

Annual update according to CFP assumption 0,0% 1,7% 1,8% 1,8% 1,8%

Volume effect

Public employment -0,9% -0,4% 0,0% 0,0% 0,0%

Intermediate consumption 2018 2019 2020 2021 2022

Intermediate consumption excluding PPP 2,7% 3,7% 3,2% 3,3% 3,2%

PPP growth rate in national accounts -1,9% -4,9% 2,2% -1,4% -1,4%

Social benefits in kind 2018 2019 2020 2021 2022

Social benefits in kind excluding PPP 4,2% 3,7% 3,2% 3,3% 3,2%

Health PPP growth rate in national accounts 8,7% -25,7% -30,2% -21,8% -20,0%

Social benefits other than in kind 2018 2019 2020 2021 2022

Pensions

Price effect

Social Security pensions update 1,6% 2,3% 2,2% 1,8% 1,8%

Civil Servants pensions update 1,1% 1,7% 1,7% 1,3% 1,3%

Volume effect

Social Security 2,0% 1,0% 1,2% 1,3% 1,4%

Civil Servants Pension Scheme 0,1% 0,1% 0,2% 0,3% 0,5%

Unemployment

Volume effect

Number of unemployed -14,3% -11,7% -4,9% -4,2% -2,0%

Price effect

Compensation of employees  growth rate (total economy) 4,4% 3,8% 3,2% 3,0% 2,9%

Other expenditure 2018 2019 2020 2021 2022

Subsidies 4,0% 3,5% 3,0% 3,1% 3,1%

Other current expenditure 6,9% 7,9% 3,3% 4,0% 3,3%

Memo item: implicit interest rate 3,0% 2,8% 2,9% 2,9% 2,9%

Tax revenue 2018 2019 2020 2021 2022

Indirect taxes

Value added tax (VAT) 3,9% 3,7% 3,6% 3,5% 3,5%

Tax on oil and energy products (ISP) 3,9% 3,7% 3,6% 3,5% 3,5%

Tax on alcoholic beverages (IABA) 3,9% 3,7% 3,6% 3,5% 3,5%

Tax on tabacco 3,9% 3,7% 3,6% 3,5% 3,5%

Direct taxes

PIT - Compensation of employees  growth rate (total economy) 3,7% 3,3% 2,5% 2,3% 2,2%

CIT - nominal GDP growth rate 4,2% 3,7% 3,2% 3,3% 3,2%

Contributory revenue 2018 2019 2020 2021 2022

Social contributions 3,7% 3,1% 2,2% 1,8% 1,7%

Actual contributions 5,2% 4,0% 3,5% 3,1% 3,1%

Imputed contributions -2,1% -0,5% -3,2% -3,8% -4,9%



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 32 

impact of the gradual unfreezing of civil servants’ career promotions6 as set out in SB/2018 

in 2018 and 2019, and in later years the updating of General Government employees’ salaries 

in line with inflation, as well as the carry-over effects of the unfreezing. As regards the volume 

effect, for 2017 it was assumed that the change would match the figures published in the 

public employment statistical summary (SIEP, only in Portuguese), taking into account an 

average increase of 1% in the number of General Government employees. As in the previous 

exercise7, the projection incorporates compliance with the rules calling for the hiring of two 

people for every three that leave (3 for 2 rule) and the hiring of four new employees for every 

five that leave (5 for 4 rule) in 2018 and 2019, respectively. From 2020 onwards, it is assumed 

that there will be zero change in the number of general government employees. The 

projection considers the impact of assumptions described above on the projected path for 

compensation of employees, PIT revenue and social contributions. 

Social transfers expenditure reflects the spending on pensions and unemployment benefit, 

under the no-policy-change assumption. As for expenditure on pensions assumptions are 

made as to the change in the number of pensioners, where the breakdown effect varies 

according to the pension system concerned, Social Security or Civil Servants Pension Agency 

(CGA). The projection includes an increase in the number of new CGA pensioners from 2018 

onwards, compared to the previous exercise8. As for the value of pensions, namely the price 

effect, the following suppositions were made: (i) updating of Social Security pensions in line 

with articles 4 and 7 of Law no. 53-B/2006 of 29 December, using the CFP macroeconomic 

scenario indicators (real GDP and CPI net of housing), as well as the provisions of article 6 of 

Law no. 52/2007 of 31 August, relating to the convergent social protection scheme; (ii) the 

change in the first band covering pensions worth up to twice the value of the Social Support 

Index (SSI);9 (iii) the extraordinary 10€ per pensioner increase, regardless of the number of 

pensions, in force since August 2018 for pensions worth up to 1.5 SSI and which had not been 

updated from 2011 to 2015; (iv) the extraordinary 6€ per pensioner increase, regardless of 

the number of pensions, in force since August 2018 for pensions worth up to 1.5 SSI and 

which had not been updated from 2011 to 201510 and (v) the new rules exempting employees 

who have paid contributions for long periods from early retirement penalties, that is to say 

pensions exempt from the sustainability factor rule and early retirement penalisation. The 

methodology underlying the unemployment benefit expenditure calculation includes the 

expected performance of private sector earnings and the number of unemployed persons, 

                                                   

6 When calculating the cost of unfreezing civil servant’s career promotions in those two years, it was assumed there 

were 400,000 civil servants of which two-thirds make CGA contributions. For the remaining civil servants, it was 

assumed they would not be promoted over the projection time horizon. 
7 Despite the fact that in 2016 and 2017 the hiring rule published in the budget policy documents, State Budgets 

and Stability Programs was not complied with and the number of civil servants actually rose rather than fell, the 

CFP has retained the assumption that the rule will be complied with and has applied the said rule across the 

projection time horizon. 
8 This development is in line with the information in SB/2018 and in the 2017-2021 Stability Programme. 
9 In the past the first band included pensions up to 1.5 SSI. 
10 From 2011 to 2015 social pensions, rural pensions and minimum pensions for those who had made contributions 

for up to 15 years were updated. 

 

https://www.dgaep.gov.pt/index.cfm?OBJID=ECA5D4CB-42B8-4692-A96C-8AAD63010A54
https://www.dgaep.gov.pt/index.cfm?OBJID=ECA5D4CB-42B8-4692-A96C-8AAD63010A54
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implicit to the macroeconomic scenario. The projected path for the remaining social transfers 

is determined by the updating of the SSI pursuant to Law no. 53-B/2006 of 29 December. 

For the remaining expenditure items, in particular intermediate consumption and social 

transfers in kind, excluding the effect of Public-Private Partnerships (PPP), it is assumed they 

will accompany developments in nominal GDP. The projections for spending on PPP11 are 

based on Ministry of Finance figures (SB/2018 and SP/2017). It is assumed that “other current 

expenditure” retains its relative weight in GDP. When projecting capital expenditure it is 

assumed that the co-funding rates for European Union funds will remain the same, and they 

are set by the ratio between capital transfers received and gross fixed capital formation. 

As in previous exercises the projection for expenditure on interest is determined by the public 

debt stock path, the repayment and the issuing of financial instruments and the assumptions 

made as to changes in the interest rate by instrument type (see 3.1.4 Outlook for debt). 

3.1.2 Outlook for revenue and expenditure  

This projection for Portuguese public finance is based on a no-policy-change scenario and 

points to a decrease in the (unadjusted) budgetary balance of 1.4 p.p. of GDP (Table 9) from 

2018-2022. Compared to the September 2017 update, the convergence between the revenue 

and expenditure ratios is greater (Chart 16). The decline in the budget deficit shows a larger 

contribution from expenditure, down 2.4 p.p. of GDP, while total revenue falls by 1 p.p. of 

GDP. If we analyse the adjusted budgetary balance, we find there is a 1.5 p.p. of GDP 

improvement from 2018 to 2022.  

From 2018 to 2022 the relative weight of total GG expenditure in GDP is projected to fall by 

2.4 p.p., mainly as a result of the expected decrease in primary current expenditure (by 2.1 

p.p. of GDP) and the cut in expenditure on interest (by 0.5 p.p. of GDP). In the opposite 

direction there is likely to be an increase in the relative weight of capital expenditure (up 0.2 

p.p. of GDP) which is associated with greater use of Community funds (Table 8). Mention 

should also be made of the expenditure estimate for 2017, the base year for the projection, 

which is 0.4 p.p. of GDP lower than the figure in the September 2017 Report, and therefore 

is an important factor explaining the revising of the total general government expenditure 

path.  

                                                   

11 In the case of social transfers in kind, the PPP in question are linked to the health sector. 



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 34 

Table 6 – CFP fiscal scenario (as % of GDP) 

 
Source: INE and MF. CFP projections and calculations. | Note: the figures relating to 2017, 2018 and 2021 

are influenced by temporary and one-off measures as detailed in Table 14. The last two lines of the table 

show the balances net of these effects. Table 15 shows the scenario net of temporary and one-off 

measures. 

The decrease in primary current expenditure is explained in the main by the decrease in the 

weight of compensation of employees (down 1.3 p.p. of GDP) and social transfers (down 0.8 

p.p. of GDP). In 2018 and 2019, the expected decreases in compensation of employees (0.4 

p.p. and 0.3 p.p. of GDP, respectively) reflect nominal GDP growth which more than offsets 

the impact of the gradual unfreezing of civil servant’s promotions forecast in SB/2018, 

combined with the rule calling for the hiring of two new employees for every three that leave 

(3 for 2 rule) and the hiring of four new employees for every five that leave (5 for 4 rule). For 

the remainder of the projection time horizon the 0.4 p.p. of GDP decrease compared to 2019 

is retained. Thus, the relative weight of compensation of employees in GDP falls from 10.7% 

of GDP in 2018 to 9.4% of GDP in 2022. This change reflects the incorporation of the new civil 

servant hiring ratio12, the differential between the nominal GDP and CPI projections and the 

savings from wage drift (the difference between the salaries of those leaving employment at 

the top of their careers and the new recruits). This drift is of particular importance, since it 

recognises that a larger number of people will cease to contribute to the CGA compared to 

the previous year (as General Government employees retire) and the gradual unfreezing of 

promotions. The combination of these two effects implies a greater difference in the salaries 

of older and younger employees, that is to say a larger wage drift over the projection time 

horizon. The incorporation of this effect results in a sharper decrease in compensation of 

employees in comparison to the September 2017 Report. 

                                                   

12 From 2020 onwards, it is assumed that public employment will stabilise. 

2017 2018 2019 2020 2021 2022
Total revenue 43,3 43,0 42,6 42,4 42,6 41,9

Current revenue 42,8 42,4 42,2 42,0 41,8 41,5

Tax revenue 25,4 25,1 25,0 25,0 25,0 24,9

Indirect taxes 15,1 15,1 15,1 15,1 15,1 15,1

Direct taxes 10,2 10,0 9,9 9,9 9,8 9,8

Social contributions 11,8 11,7 11,6 11,5 11,3 11,2

Sales and other current revenue 5,7 5,6 5,6 5,5 5,5 5,4

Capital revenue 0,5 0,6 0,4 0,4 0,9 0,4

Total expenditure 44,3 43,7 42,8 42,4 41,8 41,3

Primary expenditure 40,4 40,1 39,5 39,0 38,6 38,2

Primary current expenditure 38,0 37,4 36,9 36,3 35,8 35,3

Intermediate consumption 5,5 5,4 5,4 5,4 5,3 5,3

Compensation of employees 11,0 10,7 10,4 10,1 9,7 9,4

Social benefits 18,5 18,3 18,0 17,8 17,6 17,5

Subsidies and other current expenditure 2,9 3,0 3,1 3,1 3,1 3,1

Capital expenditure 2,4 2,7 2,6 2,7 2,8 2,9

Interest 3,9 3,6 3,4 3,3 3,2 3,1

Budget balance -1,0 -0,7 -0,3 0,1 0,8 0,6

Temporary and one-off measures -0,1 0,1 0,0 0,0 0,4 0,0

Adjusted Budget balance -1,0 -0,8 -0,3 0,1 0,4 0,6

Memo item:

Primary balance 2,8 2,9 3,1 3,4 4,0 3,8

Adjusted primary balance 2,9 2,8 3,1 3,4 3,6 3,8

Public debt 125,6 123,0 119,4 116,4 109,9 106,0

CFP Projection
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The decrease in social transfers expenditure from 2018 to 2022 reflects the performance of 

social transfers other than in kind which shrink by 0.7 p.p. of GDP and, to a lesser extent, of 

social transfers in kind (-0.2 p.p. of GDP). Despite the decrease in GDP percentage terms social 

transfers other than in kind actually rise in absolute terms due to: (i) the restoring of the 

annual updating of Social Security and CGA pensions (of particular relevance given the 

increase in the number of pensioners), (ii) the extraordinary updating of pensions worth less 

than 1.5 SSI, (iii) the new rule that exempts employees who have paid contributions for long 

periods from early retirement penalties ((i), (ii) and (iii) make up the price effect) and (iv) the 

change in the number of pensioners (volume effect) in line with the latest demographic 

projections.13 It should be mentioned that it is the improvement in the labour market that 

has led to expenditure on unemployment benefit as a percentage of GDP contributing to the 

decrease in social transfers other than in kind.14 Decreases in other social transfers other than 

in kind and other transfers in kind can also be expected, which are mainly explained by the 

decrease in health PPP expenses. 

Intermediate consumption should remain relatively stable as regards its relative weight in 

GDP and from 2018 to 2020 it should stand at 5.4% of GDP while a 0.1 p.p. of GDP decrease 

is projected for the following years. Since 2017 the cost of PPP has decreased and this pattern 

is expected to continue into the remainder of the time horizon15, thus contributing to a fall 

in the intermediate consumption ratio. It should also be stressed that the CFP projection 

incorporates the public consumption savings forecast in SB/2018 for this year, although it 

does not take into consideration any additional savings from 2019 onwards. 

By contrast capital expenditure is expected to see its relative weight in GDP rise from 2.7% of 

GDP in 2018 to 2.9% of GDP in 2022, following a public investment recovery path which 

assumes full use of European structural funds. 

Expenditure on interest assumes more favourable market terms than previously, as well as 

the impact of early IMF loan repayments made in 2017, which generated additional savings 

in 2017 and 2018 compared to the September 2017 exercise16. The relative weight of 

expenditure on interest in GDP, determined by the projected public debt stock developments, 

by the assumptions made as to interest rates and by the impact of nominal GDP growth, 

should see a 0.5 p.p. of GDP decline over the period in question reaching 3.1% of GDP in 

2022 (see 3.1.4 Outlook for debt). 

                                                   

13 Europop 2015, Eurostat. 

14 Reflecting the decrease in the unemployment rate and the rise in employment (Employment Survey concept). 
15 According to the information supplied in the context of SB/2018 and SP/2017. 
16 The repayments included in the September2017 Report were based on the IGCP Presentation to Investors 

(Sept/2017) and on SP/2017. 

http://ec.europa.eu/eurostat/web/population-demography-migration-projections/population-projections-data
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Chart 11 – CFP revenue and expenditure projections (as % of GDP) 

 
Source: INE and MF. CFP projections. Note: in the projection period the figures include temporary and 

one-off measures. Account was taken of the measures set out in Table 14. 

Total General Government revenue performance over the five-year period points to a 

decrease of 1 p.p. of GDP, which is explained by the decreases in current revenue (-0.9 p.p. 

of GDP) and capital revenue (-0.2 p.p. of GDP).  

The slight decrease in the tax revenue ratio (-0.1 p.p. of GDP) was driven by the 0.2 p.p. 

decrease in direct taxes weight in GDP, which is explained by their growth being less than 

that of nominal GDP. As for indirect taxes, they are expected to retain their weight in GDP.  

The performance of direct taxes is determined by the expected paths of PIT and CIT. The 

change in PIT is explained by the combined effect of salaries, job creation and changes to PIT 

tax bands implemented this year, by the effect of delaying the elimination of the surcharge17 

and, to a lesser extent, by the PERES programme. The change in CIT accompanies the 

projected change in GDP, despite the impact of measures such as the revaluation of tangible 

fixed assets and the PERES programme. Taking into account the expected performance of the 

main macroeconomic variables underlying the projection, (salaries, employment and GDP, 

plus the measures specified for each tax), it is likely that direct taxes will see their percentage 

of GDP decline from 10% in 2018 to 9.8% in 2022.  

Indirect taxes are influenced by: (i) the updating of the macroeconomic scenario, especially 

private consumption, which gives rise to an improvement in 2017 and a more favourable 

outlook for growth in 2018 compared to the September 2017 projections; (ii) measures laid 

down in SB/2018 relating to an increase in excise duties, in particular the tax on alcohol and 

alcoholic beverages (IABA), the tax on tobacco (IT), vehicles tax (ISV), stamp duty (IS), road 

                                                   

17 In 2017, the estimated base year, account was taken of the gradual decrease in the surcharge and from 2018 

onwards it was deemed to have been eliminated. 
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tax (IUC) and the tax on oil and energy products (ISP);18 (iii), VAT carry-over effects relating to 

instalment plans under the PERES programme throughout the projection time horizon, as 

well as the impact in 2018 and 2019 of the extraordinary taxes on the energy and banking 

sectors and the tax on the pharmaceutical industry. Based on the previous assumptions the 

CFP projection reflects the retaining of indirect taxes weight in GDP which stands at 15.1% of 

GDP from 2018 to 2022.  

Regarding social contributions revenue, this exercise projects a 0.5 p.p. of GDP decrease by 

2022. The result in absolute terms differs from that as a percentage of GDP since actual social 

contributions are expected to rise in line with the projected combined growth in salaries and 

employment. The estimate for 2017 points to an increase in social contributions stemming 

from the combined impact of the salaries price effect and the employment volume effect, 

with the expected increase of 0.1 p.p. of GDP projected to be higher than the growth in 

nominal GDP. Nevertheless, we may expect a reversal in later years as GDP rises at a higher 

rate and results in an annual decrease of 0.1 p.p. of GDP from 2018 to 2020, increasing to -

0.2 p.p. of GDP in 2021 and 2022. In addition, the change in imputed social contributions also 

incorporates a gradual decrease in CGA contributions as a result of current contributors 

retiring, which in this projection has a greater impact than the one considered in September 

2017, as it includes a higher number of people retiring. 

Lastly, capital revenue is projected to account for 0.4% of GDP in 2022, and to fall by 0.2 p.p. 

of GDP over the period in question (0.6% in 2018). In 2017, the estimate points to capital 

revenue of 0.4% of GDP. This figure includes the partial recovery of the BPP guarantee given 

in 2010. In 2018, capital revenue is influenced by the remaining part of the temporary 

measures that is the recovery of that guarantee (377 M€, 0.2% of GDP). For the remainder of 

the projection time horizon, its performance is explained by the change in GDP and weighted 

by European Union co-funding of public investment. Note that in 2021 the value of capital 

revenue is influenced by the return of the pre-paid margin amounting to 990 M€19 (0.4% of 

GDP) on the loans granted by the European Financial Stability Facility (EFSF). Therefore, in 

2021 the budget balance, the primary balance and general government debt will be positively 

influenced by this capital revenue financial inflow. 

 

 

 

 

                                                   

18 In regard to the tax on alcohol and alcoholic beverages (IABA), the tax on tobacco (IT), the tax on oil and energy 

products (ISP) and vehicle tax (ISV) account was taken of the updates based on the forecast inflation, as published 

in SB/2018. As for stamp duty (IS) the projection includes the changes relating the payment of the tax and as for 

road tax (IUC) a 1.4% increase in the rates in line with the forecast in SB/2018. 
19 This figure may change considering the return on the financial investment of the amount paid paid in 2011.  
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Box 2 – Comparison with September 2017 CFP projection   

In comparison with the September 2017 projection this one takes into account a more favourable GG 

budget balance path, producing budget surpluses from 2020 (Chart 19).  
 

Chart 12 – Revision effects for 2017-2021 

Overall revision effect (% of total)  Revision effect by year (in GDP p.p.) 

 
 

The current revision is explained by different effects. The largest effect comes from interest, the 

updating of which accounts for around two-fifths of the overall revision. The more favourable 

development in interest charges considered in this projection reflects the decrease in the cost of 

borrowing due to the more favourable terms available in the financial markets and the early repayments 

of the IMF loans. The effect of revising the macroeconomic scenario (for example, earnings at current 

prices) explains around one-third of the revision, which is also the case with the incorporation of a more 

favourable CFP budget estimate for 2017, which means the projection for the rest of the period begins 

at a better starting point.  

The remainder of the revision flows from “other effects” and policy measure effects. The former includes 

the so-called secondary effects that stem from policy measures (these impact on macroeconomic 

variables which in turn interact with the budget aggregates), as well as other effects resulting from 

changes to projection assumptions. In the case of the latter, this projection takes into account the effects 

of measures detailed in the meantime in SB/2018. These measures include changes in PIT tax bands, 

changes to excise duties, the extraordinary updating of pensions and other social transfers as well as 

the impact of the gradual unfreezing of GG employees’ career promotions in 2018 and 2019), instead 

of the four years forecast in SP/2017. The CFP considered these measures as being permanent and in 

addition, the current projection revised a portion of the measures classified as temporary and 

considered their impact in 2018 (see 3.1.1).  

As a result of these effects there were changes in terms of budget aggregate and components effects. 

This projection revises total weight of GG revenue in GDP (Table 10). In comparison the weight of GG 

expenditure in GDP is revised downwards, and has the largest impact, in particular from 2019 onwards. 

These revisions dictate a more favourable path for the GG budgetary balance than in this previous 

projection, with budget surpluses from 2020 to the end of the time horizon (Chart 19). 

 

Table 7 – Budget aggregates revision (GDP p.p.)  
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CFP estimate Macro Ef. Policies Ef. Interest paid Other Ef. Global effect

2017 2018 2019 2020 2021
Total Revenue -0,1 0,1 0,0 0,1 0,2

Current revenue 0,0 -0,1 0,0 0,1 0,2

Tax Revenue 0,2 0,1 0,1 0,2 0,3

Indirect taxes 0,3 0,2 0,2 0,4 0,5

Direct taxes 0,0 -0,1 -0,1 -0,1 -0,1

Social Contributions 0,0 0,0 0,0 0,0 0,0

Sales and other current revenue -0,2 -0,1 -0,1 -0,1 -0,1

Capital Revenue -0,1 0,2 0,0 0,0 0,0

Total Expenditure -0,4 -0,4 -0,8 -0,7 -0,8

Primary Expenditure -0,4 -0,2 -0,3 -0,3 -0,4

Current primary expenditure -0,4 -0,4 -0,3 -0,3 -0,4

Intermediate consumption 0,0 0,0 -0,1 0,0 0,0

Compensation of employees 0,0 -0,1 0,0 -0,1 -0,2

Social benefits -0,1 -0,1 -0,2 -0,1 -0,1

Subsidies and other current expenditure -0,2 -0,2 -0,1 -0,1 0,0

Capital expenditure 0,0 0,2 -0,1 0,0 0,0

Interest -0,1 -0,2 -0,4 -0,4 -0,4

Budget Balance 0,3 0,5 0,7 0,9 1,0

march/18 vs september/17
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The two revenue projections gradually diverge at the end of the comparable period (2020 and 2021), 

although the difference is small (0.1 p.p. per year). As in the September 2017 projection, in this 

projection the relative weight of public revenue in GDP tends to fall from 2018, with the exception of 

2021 (the year in which the impact of the receipt of the prepaid margins on the European Financial 

Stability Facility (EFSF) loans taken out under the EFAP is felt). 

In the current projection, the revenue extra weight in GDP is based on the expectation of greater 

revenue from indirect taxes, following the changes made to excise duties. The recovery of the State 

guarantee to BPP over two years instead of the one initially forecast by the MF, with the larger portion 

now arising in 2018, explains the revised expectation as to capital revenue in those years. That change 

contributes to the difference in the average projected growth in revenue and GDP shrinking to 0.1 p.p. 

Whilst the September 2017 projection considered average revenue growth of 3.4%, that of March this 

year incorporates growth of 3.5%, while retaining the average growth in nominal GDP (3.7%) over the 

comparable period, albeit from a more favourable starting point (2017). 

As for GG expenditure, its relative weight in GDP is now expected to decrease by more than previously 

projected. In cumulative terms, from 2017 to 2021, expenditure weight in GDP is 0.7 p.p. of GDP lower 

than in the September 2017 projection. Therefore, the different expectation as to total GG expenditure 

in the March 2018 projection makes a more decisive contribution than revenue and so leads to a more 

favourable outlook for the budgetary balance (expenditure accounts for 3.1 p.p. of the 3.5 p.p. overall 

revision effect). 

The average growth in expenditure from 2017 to 2021 projected in September (2.6%) falls to 2.2%, 

down 1.5 p.p. on the projected growth in nominal GDP (compared with the 1.1 p.p. underlying the 

September projection). This change was mainly driven by the greater savings projected for the 

respective period, regarding expenditure on interest, social transfers, subsidies and other current 

expenditure (Table 10). 

3.1.3 Outlook for budgetary balances  

This update revises downwards the deficit estimate for 2017 (1.0% of GDP) in comparison 

with the September projection (1.4% of GDP). Accordingly, the CFP’s medium-term fiscal 

projection sets out from a significantly more favourable starting point. 

As a result of this revision the estimate for the general government deficit in the coming year 

should stand at 0.7% of GDP, an outcome below that forecast in SB/2018 (1.1% of GDP) and 

SP/2017 (1.0% of GDP), which means an improvement of approximately 0.3 p.p. of GDP 

regarding 2017 (Chart 19).20  

                                                   

20 Measures of a temporary nature contribute to these figures (Table 14). Among them the measure with the largest 

impact is the recovery of the State guarantee to BPP, where the outturn in 2017 (73 M€) was below the initial 

forecast (450 M€), with the difference (377 M€) being carried forward to 2018. 
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Chart 13 – Headline Budget Balance (in % of GDP) 

 

Source: INE. CFP projections and calculations. | Note: figures from 2010 to 2018 

and in 2021 are influenced by the effect of temporary and non-recurrent 

measures (see Table 14). 

From 2018 onwards, under a no-policy-change scenario, the current CFP projection points to 

a steady improvement in the GG budgetary balance up to 2021 and foresees a budget surplus 

from 2020 onwards. Under the assumptions made we can expect the balance to record 

improvements of 0.4 p.p. of GDP in 2019 and 2020, 0.7 p.p. of GDP in 2021 and a contraction 

of 0.2 p.p. of GDP in 2022.  

The improvement in 2021 stems from the revenue the MF expects to receive from the return 

of the prepaid margins (990 M€; 0.4 p.p. of GDP), a one-off measure, which also explains the 

projected change for the following year. The more favourable starting point of the 

macroeconomic framework also contributes to a sharper correction to the budget deficit 

compared to the September 2017 CFP projection (Box 2). 

As for the primary balance, the current CFP projection considers that surpluses will continue 

throughout the 2018-2022 period (Chart 20). In 2017 the primary balance is expected to be 

equal to 2.8% of GDP, up 0.3 p.p. on the September 2017 estimate. In 2018 the primary 

balance as a percentage of GDP is estimated to stabilise versus the previous year, and to 

steadily increase in the remaining years, reaching a maximum of 4.0% of GDP in 2021. In 

cumulative terms the projected improvement over the 2018-2022 period is equal to 0.9 p.p. 

of GDP, of which 0.5 p.p. arise from the favourable impact of temporary and one-off measures 

in 2018 and 2021 (Table 14). 
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Chart 14 – Primary Balance (in % of GDP) 

 

Source: INE. CFP projections and calculations. | Note: figures from 2010 to 2018 and 

in 2021 are influenced by the effect of temporary and non-recurrent measures (see 

Table 14). 

3.1.4 Outlook for debt 

Main assumptions 

Public debt developments stem from the projections for interest, the primary balance and 

the stock-flow adjustment. The projections relating to debt stock and interest payments are 

based on calculations that go into considerable detail as to the type of instrument over the 

next five years.  

Debt stock management reflects the strategy published in February by the Portuguese 

Treasury and Debt Management Agency (IGCP), in particular the early repayment of the IMF 

loans and the debt issued up to the publication date of this Report and forecast to the end 

of this year. The interest rates used were those at the close of the secondary Treasury Bond 

(TB) market on 8 March (which were lower than those in September 2017), and a 0.2 p.p./year 

increase was assumed from 2019 onwards. When projecting the stock-flow adjustments for 

2018-2021 account was taken of the figures in SB/2018 and SP/2017, as well as those in the 

IGCP Presentation to Investors (Feb/2018), and the past transfer of liabilities linked to pension 

funds was deemed to have an unfavourable effect. As the IGCP Presentation to Investors 

(Feb/2018) only covers the period up to 2021 the following technical assumptions were made 

in regard to 2022: i) Borrowing at a similar level to that forecast for 2021; ii) the retaining of 

the cash-buffer projected for the end of the previous year and; iii) a net purchase of financial 

assets equal to the forecast for 2021. 

Outlook for Maastricht debt 

Under a no-policy-change scenario, the CFP projects a downward path for the public debt 

ratio which should go from 125.6% of GDP at the end of 2017 to 106.0% of GDP in 2022 

(Chart 21). From the end of 2017 to 2022 the ratio is expected to fall by 19.6 p.p. of GDP, of 

which 10.4 p.p. will arise in the final two years of the projection’s time horizon. Compared to 

the projection the CFP made in September 2017, the current one starts from a lower debt 
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ratio in 2017 and reflects a sharper fall over the 2018-2021 period. This revision supposes 

higher primary surpluses and less weight in GDP for public debt interest. By contrast a slightly 

more unfavourable cumulative impact is projected for stock-flow adjustments. 

 

Chart 21 - Maastricht debt developments 2015-2022 (as a % of GDP)

 
Source: INE and Ministry of Finance. CFP projections. | Note: in SB/2018 the Ministry of 

Finance projected a public-debt ratio of 123.5% of GDP for 2018. 

The public debt ratio fell from 129.9% of GDP at the end of 2016 to 125.6% of GDP at the 

end of 2017, and so was below the forecast level in both SB/2017 (128.3% of GDP) and 

SP/2017 (127.9% of GDP). This more favourable outcome is due above all to higher growth 

in nominal GDP (4.1% instead of the 3.0% forecast in SB/2017) and increased IMF refunds 

(10,000 M€ instead of the 1,500 M€ foreseen in SB/2017).  

Compared to the forecast made in SP/2017, the decrease in the debt ratio projected by the 

CFP follows the same course, but is slightly steeper, except in 2021. In 2018 the ratio is 1.2 

p.p. of GDP lower against the SP/2017 forecast due to the higher nominal GDP projection 

and the repayment of the final tranche (831 M€) of the IMF loan with the highest interest 

rate. With this repayment the value of the debt fell below 187.5% of Portugal’s IMF quota 

which meant the spread falls to 100 base points (instead of 400 base points) and should bring 

savings over the rest of the projection time horizon. 

A slight slowdown in the decrease in the public debt ratio is projected for 2020, bearing in 

mind that the figures published in February by the IGCP suggest that that year the level of 

repayments (10,000 M€) will be similar to 2019, but there will be an increase in central 

government deposits of around 3,000 M€ (Chart 23). This build-up of deposits will help fund 

the greater volume of repayments forecast for 2021 and 2022: 19,000 M€ and 16,000 M€, 

respectively, mainly regarding TB but also to FRTB and the IMF loan.  
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Chart 22 - Schedule of debt repayments in the period 2018-2022 (billion €) 

 
Source: IGCP. Note: It does not include the amortisation of savings certificates and 

treasury certificates, nor of CEDIC and CEDIM. 

Thus, as shown in the chart below, in 2020 central government deposits are expected to be 

higher than gross borrowing requirements, also because in that year the budget balance 

should be a surplus. 

Chart 23 - Evolution of gross financing requirements and deposits in 2017-22 (billion €) 

 
Source: INE and Ministry of Finance. CFP projections. | Note: for the evolution of the Central Adm. deposits 

stock, the stock at the end of 2017 (reported by the BoP) was taken as baseline, and for 2018-2021 it was 

considered the use/accumulation foreseen in the  IGCP Presentation to Investors (Feb / 2018) and for 2022 

it was assumed the maintenance of the cash buffer at the end of 2021; for the evolution of the gross 

financing requirements, those included in the Presentation (which concern the State sub-sector) were 

considered, however, considering the projection of the CFP to the GG budget balance (except for 2017-

2018, where account of the State deficit considered by the IGCP). For the year 2022, the volume of 

amortizations provided by the IGCP (16 thousand M€) was taken into account and the net acquisition of 

financial assets was considered equal to that estimated by the IGCP for 2021. 

Over the five-year period 2013-2017 the public debt (Maastricht definition) rose by 9.1 p.p. 

of GDP, due above all to the strong impact of interest (Chart 4). The 19.6 p.p. of GDP decrease 
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projected from the end of 2017 to 2022 will depend above all on the accumulation of primary 

surpluses (17.2 p.p., far greater than the 2.9 p.p. accumulated over the previous five years). It 

is also estimated that there will be a favourable dynamic effect of 3.7 p.p. of GDP, since the 

growth effect (-20.4 p.p.) will more than offset the unfavourable impact of interest (16.7 p.p.). 

Over the period covered by the current projection the average weight of interest should be 

3.3% of GDP, a figure below the 4.5% of GDP recorded in the previous five-year period, 

reflecting the lower interest rate, the larger primary balances and the change in GDP. 

Chart 24 - Contributions to Maastricht debt developments, 2017-2022 (% of GDP) 

 
Source: INE. CFP projections and calculations Note: The sum of the interest effect and growth 

effect corresponds to the dynamic effect of debt, also known as snow ball effect. 

Analysis of debt dynamics  

This section looks at other possible scenarios for the public debt ratio path on the basis of 

the various assumptions for the changes in the following variables: (i) interest rate; (ii) nominal 

GDP growth rate and (iii) primary balance. The projection set out in the previous point 

constitutes the base scenario and is represented by a red line in Chart 25. The shaded areas 

represent variations in the public debt ratio given symmetric shocks of 1 p.p. in the given 

variables. 

Chart 25 - Sensitivity analysis of Maastricht debt trajectory (in % of GDP) 

Interest rate GDP growth rate Primary balance 

   

Source: INE. CFP projections and calculations. | Note: shadowed areas represent changes in debt ratio developments 

according to symmetric shocks of 1 p.p. in the indicated variables. 

The outlook for the underlying interest rate is linked to a large number of external factors, 

such as the financial rating, the financial markets’ perception of the economy and 

macroeconomic developments. Assuming interest rate shocks of -1 p.p. and +1 p.p. it is 
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estimated that by the end of the projection time horizon the debt ratio will be between 98.3% 

and 112.0% of GDP.  

If growth is assumed to be 1 p.p. higher every year than in the base scenario, the decrease in 

the debt ratio is sharper and stands at 98.4% in 2022. If economic growth were 1 p.p. lower 

than in the base scenario, then debt as a percentage of GDP would stand at 112.0% at the 

end of the projection time horizon. 

Lastly, primary surpluses 1 p.p. up on those projected in the base scenario would lead to a 

more pronounced decrease in the public debt path to 99.0% of GDP in 2022, while surplus 

1 p.p. of GDP smaller would give rise to a more gradual decline in the debt ratio to 110.9% 

of GDP in that year. 

3.1.5 Major risks to fiscal scenario 

The risks underlying the fiscal projections in a no-policy-change scenario stem, above all, 

from unforeseen developments in the economy and the revenue and expenditure aggregates 

that may arise.  

Less favourable growth than that projected resulting from risks generally related to 

uncertainty as to the macroeconomic outlook, which include the usual vulnerability to 

external development, would have important consequences for: (i) the performance of tax 

and social contributions (via private consumption, prices and earnings), (ii) social transfers 

expenditure in terms of pensions and unemployment benefit (via the CPI, earnings and the 

unemployment rate) and (iii) the remaining revenue and expenditure items, above all due tof 

the effect the projected growth in nominal GDP could have on these aggregates as a ratio of 

GDP. These factors constitute risks to the fiscal projection set out in this Report.  

There are also risks of a fiscal nature especially as regards the pressures on spending and the 

potential impact of financial sector support measures.  

In fact, the projections in this Report do not consider any new support to the financial system, 

which if it did take place would necessarily impact on public debt, and, depending on the 

type of transaction, on the budgetary balance itself. In this area mention should be made of 

the general government’s direct exposure, by way of the Resolution Fund, to its duties under 

the Novo Banco Contingent Capitalisation Agreement up to a maximum of 3,890 M€, 

whereby the State is obliged to make available if needed up to 850 M€/year.21 On top of that, 

there are the multi-annual liabilities the State took on in regard to the Grupo Espírito Santo 

“injured parties”, under the latest wording (only in Portuguese) of Ministerial Order no. 343-

A/2017 of 10 November, which exceed the 130 M€ taken into consideration in 2018. 

In terms of pressure on spending, the fiscal impact of the expansionist measures on the 

expenditure side set out in SP/2017 (and assumed in this projection) may be underestimated 

and this would have an unfavourable effect on the estimated decrease in the expenditure 

ratio. This is especially so in the case of the gradual unfreezing of civil servants’career 

promotions, the new rules for penalty-free pensions for people who have made social 

                                                   

21 See point 2.3 of the Framework Agreement between the Portuguese State and the Resolution Fund (only in 

Portuguese) entered into under the Council of Ministers Resolution  No. 151-A/2017, of 2 October (only in 

Portuguese).  

https://dre.pt/web/guest/legislacao-consolidada/-/lc/114448844/201803032145/diploma?did=114596489&_LegislacaoConsolidada_WAR_drefrontofficeportlet_rp=indice&q=portaria+n.%C2%BA%20343-A%2F2017
http://app.parlamento.pt/webutils/docs/doc.pdf?path=6148523063446f764c3246795a5868774d546f334e7a67774c336470626e4a6c635639775a584a6e6457353059584d7657456c4a535339796344557465476c706153307a59574d74595335775a47593d&fich=rp5-xiii-3ac-a.pdf&Inline=true
http://data.dre.pt/eli/resolconsmin/151-a/2017/10/02/p/dre/pt/html
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contributions for long periods, as well as the uncertainty surrounding compliance with the 

civil servant hiring rule (see 3.1.2 Outlook for revenue and expenditure), which was not 

complied with in 2016 and 2017. Note that no official estimate is available for the direct 

impact of unfreezing of promotions based on length of service, as is the case with teachers 

and security forces, and so the cost is not reflected in these projections.22 In addition we can 

expect a direct budget cost of unfreezing promotions post-2019 on top of that already 

included in the quantification of this measure in SB/2018. However, the CFP does not have 

sufficient information to estimate it.  

Similarly, the risks flowing from pressure on current primary expenditure (intermediate 

consumption and social transfers in kind) may prove to be greater than assumed in this 

projection. The pressure on these items stems essentially from health sector expenditure and 

spending at general government level. Note that a large part of the fiscal adjustment 

projected herein is mainly dependent upon an increase in current primary expenditure 

smaller than in projected growth in output, which leads to current primary expenditure 

representing a smaller percentage of GDP. The CFP implicitly assumes the ability to contain 

spending recorded in 2016 and 2017 will continue. In this regard the small scale of the savings 

attributable to the spending review constitutes a risk. 

The projected decrease in the public debt ratio is highly dependent on the achievement of 

the forecast economic growth and the ability to produce primary surpluses. Among the main 

factors that could contribute to a more favourable path for Portuguese public debt is the 

possibility that the recent improvement in the country’s rating by Standard & Poor’s and by 

Fitch could be followed by Moody’s, the third agency the ECB considers when setting the 

eligibility of assets as collateral and the public debt bond indices.  

However, the uncertainty as to developments on the financial markets, should the ECB 

withdraw stimuli, and as to the overall geopolitical situation are also risk factors to take into 

account. Despite early repayments that could be made in the meantime, the high level of 

medium and long-term debt to be repaid in 2021 and 2022 suggests the need to retain a 

strong liquidity position until that time. The materialisation of some of the contingent 

liabilities, valued by Eurostat at 77% of GDP at the end of 2016, could also have an 

unfavourable impact on debt. 

 

3.2 ADJUSTMENT REQUIRED TO COMPLY WITH FISCAL RULES 

The aim of this section is to present the adjustment required to comply with the Treaty on 

the Functioning of the European Union (TFEU) and compare the medium-term no-policy-

change scenario drawn up by the CFP with the medium-term objectives laid down in SP/2017. 

 

                                                   

22 Pursuant to article 19 of the SB/2018 law, Law no. 114/2017 of 29 December, «The pecuniary expression of length 

of service in careers, posts or categories included in special bodies, where promotion and changes in pecunairy 

position depend on the length of a certain, legally established, period of service, is deemed to be under negotiation 

in order to define the date and method of its achievement, taking into account sustainability and consistency with 

the available resources. » 
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Budgetary balance reduction rule 

Under a no-policy-change scenario the CFP medium-term projection still retains a budget 

deficit below the 3% of GDP limit laid down in article 126 of the TFEU and the respective 

protocol, over the entire projection period.  

The projection results, which do not take into account any fiscal impacts of measures 

supporting the financial system except for those already mentioned in regard to 2017 and 

2018 (DTA), point to the maintenance of the correction path and the elimination of the fiscal 

imbalance, with equilibrium being reached in 2020 and surpluses produced in the final two 

years of the projection (2021-2022). This path, whose starting point is a deficit of 1% of GDP 

in 2017, as estimated by the CFP, supports fiscal developments compatible with compliance 

with the nominal objectives for the budget balance called for under the preventative arm of 

the Stability and Growth Pact (SGP). 

Chart 15 – Comparison of budgetary projection CFP with the SP/2017 (% of GDP) 

Trajectory of budget balance (% of GDP) Trajectory of structural balance (% of GDP)  

  
Source: MF and CFP calculations | Note: The figures for 2016, 2017 and 2021 contained in the trajectory of budget balance 

CFP are influenced by the effect of one-off measures, as shown in Table 13 in the annex. 

The budgetary balance developments projected by the CFP suggest the fiscal imbalance will 

be eliminated a year earlier (2020) compared to the September exercise, and the projection 

now matches the MF forecast in SP/2017. This progress reflects above all a better starting 

point for the estimated deficit in 2017 combined with the positive carry-over effect of 

temporary measures (around 5/6th of the value of the BPP guarantee is now forecast to be 

recovered in 2018). In 2020 and 2021 the different scale of the budget surpluses projected in 

this exercise compared to those forecast in SP/2017 reflects, on the one hand, the fact that 

not all the effects of the policy measures forecast by the Government in that document were 

incorporated,23 namely those relating to the nominal freezing of intermediate consumption 

and “other current expenditure” and, on the other hand, a more favourable MF forecast for 

the macroeconomic scenario at the end of the projection time horizon.24  

Structural deficit reduction rule 

Accompanying the positive, gradual developments in the budgetary balance, the medium-

term projection points to an annual improvement in the structural balance converging on the 

                                                   

23 Which also include the measures not considered by the CFP, as per Table 12. 
24 In the final two years of the projection time horizon, the average growth in nominal GDP as per the MF forecast 

in SP/2017 is 3.8%, a figure comparable with the average growth of 3.3% underlying the CFP projection.   
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medium-term objective (MTO) which is expected to be reached in 2022. During this period 

Portugal will be subject to the structural adjustment rule that will allow it to achieve the 

medium-term objective (MTO, which corresponds to a structural surplus of 0.25% of GDP) so 

that this progress also ensures compliance with the debt reduction rule.  

Thus, on the basis of the CFP estimate, the structural deficit in 2017 should be equal to 1.2% 

of GDP. This would represent an improvement of 0.8 p.p. of GDP, an adjustment that would 

exceed the requirements of the preventive arm of the SGP (0.6% of GDP).25 The assessment 

of this fiscal progress, arising after the Spring 2018 forecasts, will however be conducted by 

the European Commission in the context of an overall assessment which is based on both the 

structural balance and compliance with the expenditure benchmark. 

Table 8 - Structural Balance Developments (as % of GDP) 

 
Source: Projections and calculations of the CFP and MF. | Note: From 2017, the year following the correction 

of the excessive deficit, Portugal will be subject to the preventive arm of the Stability and Growth Pact. In 

this context, the structural adjustment path should follow the general rule to achieve the MTO, which in the 

Portuguese case is at least 0.6% of GDP (see footnote 25). The MTO corresponds to a structural budget 

surplus of 0.25% of GDP.  

In the following years (2018-2022) and in the absence of new measures, the structural balance 

projection goes from a deficit of 1.2% of GDP in 2018 to a surplus of 0.4% in 2022. 

Nevertheless, during this period and except for 2019, the rate of adjustment proves to be too 

small to bring about the annual minimum structural adjustment laid down in the Budgetary 

Framework Law (BFL) and the requirement under the Stability and Growth Pact (SGP) (0.6 p.p. 

of GDP per year). In the last three years of the projection (2020 to 2022), although the 

improvement in the structural balance does not guarantee compliance with the SGP 

provisions, the risk of a deviation away from the MTO adjustment path suggests that it does 

not constitute a significant deviation risk.26 However, the overall assessment of a suitable 

adjustment path also implies that the progress seen in terms of an improvement in the 

structural balance is compatible with a sustainable expenditure path, gauged by the 

expenditure benchmark. 

                                                   

25 According the matrix published in Communication COM (2015) 12, of 13 January, in Portugal’s case, over the 

time period covered by SP/2017 the minmum adjustment must be greater than 0.5 p.p. of GDP, as the country’s 

public debt exceeds 60% of GDP and the output gap is between -1.5% and + 1.5% of GDP. The EC has stated that 

an adjustment of over 0.5 p.p. is a minimum adjustment of 0.6 p.p. of GDP. 
26 Pursuant to articles 6(3) and 10(3) of Regulation No. 1466/97 of the European Commission, when a Member-

State has not achieved the MTO, a deviation from the necessary adjustment path is deemed significant if the 

deviation was at least 0.5 p.p. of GDP in a single year or at least 0.25 p.p. of GDP on average per year in two 

consecutive years. 

2017 2018 2019 2020 2021 2022

1. Headline Budget Balance -1,0 -0,7 -0,3 0,1 0,8 0,6

1b. Temporary and non-recurrent measures -0,1 0,1 0,0 0,0 0,4 0,0

1b. Cyclical component 0,2 0,4 0,4 0,3 0,3 0,3

2. Structural Balance [(1) - (1a) - (1b)] -1,2 -1,2 -0,6 -0,3 0,0 0,4

3. Distance towards MTO -1,4 -1,5 -0,9 -0,5 -0,2 0,1

4. Change of Structural Primary Balance 0,8 -0,1 0,6 0,3 0,3 0,3

Memo

5. Structural balance of SP/2017 -1,7 -1,1 -0,5 0,0 0,3

http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/2015-01-13_communication_sgp_flexibility_guidelines_en.pdf
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That structural balance path under a no-policy-change scenario allows us to state that in 2017 

the safety margin in relation to the 3% of GDP limit for the nominal budget deficit will already 

have been guaranteed. This projection confirms the retention of that safety margin from 2018 

onwards, thus providing for a reaction to normal cyclical fluctuations without entering in an 

excessive deficit situation.  

The current CFP projection points to the MTO being achieved at the end of the projection 

time which compares with the commitment made by the MF in SP/2017 to achieve that 

objective a year earlier, that is to say in 2021. This difference in timing reflects a structural 

adjustment from 2017-2021 0.8 p.p. of GDP lower than the figure forecast by the MF in that 

budgetary planning document.  

Excessive debt correction rule 

Following the correction of the excessive debt situation in 2016,27 Portugal became subject 

to the transitional debt rule from 2017-2019. During this transitional three-year period which 

follows the closing of the Excessive Deficit Procedure, Portugal must make sufficient progress 

to ensure compliance with the benchmark for the decrease in debt by the end of the 

transition period.28  

The medium-term path for public debt projected by the CFP (base scenario described in 

Section 3.1.4) for 2018-2022 points to a change in this indicator that is consistent with 

compliance with the excessive debt correction rule — the minimum linear structural 

adjustment (MLSA) — which applies for the three-year transition.  

The downward revision in public debt as a ratio of GDP compared to the performance set out 

in the March report (relatório de março) combined with the projected progress in the 

structural adjustment (Table 11) indicates that at the end of the transition period (2019), 

Portugal will have a lower public debt ratio than that required in the final year of the transition 

period (the table in Chart 27). From 2020, after the completion of the transition period, the 

public debt objective will be determined by compliance with the general rule of an annual 

decrease of 1/20th per year of debt in excess of 60% of GDP. The public debt ratio projected 

under a no-policy-change scenario for 2020 to 2022 suggests that in those years the ratio 

will be lower, exceeding the debt reduction objective under that rule (Chart 27).29 

                                                   

27 Decision no. 10001/17 of 12 June 2017, the European Union Council sent Portugal - Council Decision abrogating 

Decision 2010/288/EU on the existence of an excessive deficit in Portugal. 

28 Progress will be assessed annually, both ex-ante and ex-post, in comparison with a minimum linear structural 

adjustment (MLSA). The minimum linear structural adjustment must take into account the economic cycle effect 

and the debt reduction benchmark. For further detail, see CFP report no. 3/2014. In 2020 Portugal will have to 

ensure compliance with the general rule (the one-twentieth decrease). 
29 The general rule of an annual decrease of 1/20th stems from the differnce between the debt ratio and the 

benchmark of 60% of GDP. That difference reflects the excess public debt compared to the public debt benchmark 

(60% of GDP).  

http://http/www.cfp.pt/wp-content/uploads/2017/05/CFP-REL-04-2017-PT.pdf
http://data.consilium.europa.eu/doc/document/ST-10001-2017-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-10001-2017-INIT/en/pdf
http://www.cfp.pt/wp-content/uploads/2014/05/CFP-REL-03-2014-EN.pdf
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Chart 16 – Compliance with the debt criterion (as % of GDP)  

 
Source: MF. CFP calculations.        



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 51 

ANNEXES 

Table 9 – Policy measures insufficiently specified in the SP/2017 and not considered in the PFC 

projection (as % of GDP)  

 

Source: MF. CFP calculations. | Note: Accumulated effect in% of GDP vis-à-vis the no policy change 

scenario. 

Table 10 – Specification of the policy measures considered by the CFP in the budget projection 

scenario 2018-2022 (% of GDP) 

 
Source: MF and CFP calculations. | Note: The totals may not necessarily correspond to the sum of the instalments due to 

rounding. 

Total Revenue 0,1 0,1 0,1

Indirect Taxes 0,0 0,0 0,0

Other taxes 0,0 0,0 0,0

Capital transfers received 0,1 0,1 0,0

Structural funds 0,1 0,1 0,0

Total Expenditure -0,2 -0,3 -0,4

Intermediate consumption -0,1 -0,2 -0,3

Nominal freeze of intermediate consumption w ithout PPP -0,1 -0,2 -0,3

Interest -0,1 0,0 0,0

Savings -0,1 0,0 0,0

Subsidies 0,0 0,0 0,0

Structural funds 0,0 0,0 0,0

Other current expenditure 0,0 -0,1 -0,1

Nominal Freeze 0,0 -0,1 -0,1

Gross Fixed Capital Formation 0,1 0,1 0,0

Structural funds 0,1 0,1 0,0

Other capital expenditure 0,0 0,0 0,0

Structural funds 0,0 0,0 0,0

Impact on balance 0,3 0,4 0,5

Component/measure 2019 2020 2021

Measures and 

effects of 

previous years

New Policy 

Measures

Measures and 

effects of 

previous years

New Policy 

Measures

Measures and 

effects of 

previous years

New Policy 

Measures

Measures and 

effects of 

previous years

New Policy 

Measures

Measures and 

effects of 

previous years

New Policy 

Measures

REVENUE -0,22 0,24 -0,17 0,20 0,03 0,00 0,02 0,00 0,02 0,00

Tax and Contribution Revenue -0,18 0,16 -0,17 0,20 0,03 0,00 0,02 0,00 0,02 0,00

Indirect taxes -0,15 0,23 -0,15 0,15 0,01 0,00 0,00 0,00 0,00 0,00

Extraordinary Contrib. on the Banking Sector -0,09 0,09 -0,09 0,09

Extraordinary Contrib. on the Energy Sector -0,04 0,04 -0,04 0,04

Additional Extraordinary Contrib. on the Pharmaceutical Industry -0,01 0,01 -0,01 0,01

Extraordinary Contrib. on the Pharmaceutical Industry -0,01 0,01 -0,01 0,01

Change in excise duties 0,07

PERES | VAT Debt Settlement Scheme 0,01 0,01 0,00 0,00 0,00

PERES | Other Ind. Taxes Debt Settlement Scheme 0,00 0,00 0,00 0,00 0,00

Direct taxes -0,04 -0,10 -0,03 0,01 0,02 0,00 0,01 0,00 0,01 0,00

Complete reverse of PIT surcharge -0,13

Change in PIT brackets -0,11

Unfreezing of career progression 2018-19 0,02 0,02

Public Employment  containment -0,01 -0,01

PERES | CIT Debt Settlement Scheme 2017-2028 0,03 0,02 0,01 0,01 0,01

PERES | PIT Debt Settlement Scheme 2017-2028 0,00 0,00 0,00 0,00 0,00

Asset revaluation 0,05 -0,05

Social Contributions 0,00 0,03 0,00 0,03 0,00 0,00 0,00 0,00 0,00 0,00

Unfreezing of career progression 2018-19 | Actual contributions 0,02 0,03

Unfreezing of career progression 2018-19 | Imputed contributions 0,03 0,04

PERES | SS Contributions  Debt Settlement Scheme 2017-2028 0,00 0,00 0,00 0,00 0,00

Public Employment containment -0,03 -0,04

Non tax and and non contributory revenue -0,04 0,07 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Increase in BdP dividends 0,07

PERES | default and compensatory interest  2017-2028 0,00 0,00 0,00 0,00 0,00

Revenue review -0,04

EXPENDITURE 0,08 0,08 0,00 0,13 0,00 0,00 0,00 0,00 0,00 0,00

Primary Expenditure 0,08 0,08 0,00 0,13 0,00 0,00 0,00 0,00 0,00 0,00

Primary Current Expenditure 0,08 0,08 0,00 0,13 0,00 0,00 0,00 0,00 0,00 0,00

Intermediate Consumption 0,00 -0,07 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Spending Review -0,07

Compensation of employees 0,00 0,11 0,00 0,13 0,00 0,00 0,00 0,00 0,00 0,00

Unfreezing of career progression 2018-19 | Wages and salaries 0,14 0,16

Unfreezing of career progression 2018-19 | Employers' actual social contributions 0,01 0,01

Unfreezing of career progression 2018-19 | Employers' imputed social contributions 0,03 0,04

Spending Review -0,03

Public Employment containment -0,04 -0,08

Social Benefits 0,08 0,08 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Extraordinary pension update  SS and CGA 0,08 0,02

Early retirement for workers with long contributory careers 0,02

Social benefit for inclusion 0,04

Other Current Expenditure 0,00 -0,04 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Spending Review -0,04

Capital Expenditure 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

GFCF 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Budget Balance -0,29 0,16 -0,17 0,06 0,03 0,00 0,02 0,00 0,02 0,00

Year 2018 Year 2019 Year 2020 Year 2021 Year 2022
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Table 11 – Temporary measures, one-off measures and special factors (% of GDP) 

 
Source: MF. CFP calculations. | Note: Totals may not match the sum of the individual figures as a percentage of GDP due 

to rounding. The share of revenue from the PERES programme deemed temporary and one-off in 2016 excludes full 

voluntary payments, as well as first instalments under instalment plans. It is a provisional classification that may be revised 

considering new information. 
 

Table 12 – CFP adjusted budget scenario (% of GDP) 

 
Source: INE and MF. CFP projections and calculations. | Note: the figures relating to 2017, 2018 and 2021 

are net of temporary and one-off measures (see Table 14). 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2021

Temporary measures, one-off measures  (impact on balance) -1,2 0,2 -0,1 0,3 -3,6 -1,3 0,4 -0,1 0,1 0,4

Revenue 0,0 0,5 0,3 0,8 0,0 0,1 0,4 0,0 0,2 0,4

Taxes on repatriation of capitals 0,0 0,2

Exceptional Scheme for Settling Tax and Social Security Debts - VAT 0,1

Exceptional Scheme for Settling Tax and Social Security Debts - Oth. IT. 0,1

Exceptional Scheme for Settling Tax and Social Security Debts - PIT ; CIT 0,4

Exceptional Scheme for Settling Tax and Social Security Debts - IMT; IMI 0,0

Exceptional Scheme for Settling Tax and Social Security Debts - social contributions 0,1

Surcharge on PIT for 2011 income 0,5 0,1

PERES Extraordinary debt settlement scheme VAT 2016 one-off 0,0

PERES Extraordinary debt settlement scheme other IT 2016 one-off 0,0

PERES Extraordinary debt settlement scheme PIT 2016 one-off 0,0

PERES Extraordinary debt settlement scheme CIT 2016 one-off 0,1

PERES Extraordinary debt settlement scheme SSC 2016 one-off 0,0

BPP guarantee recovery 0,0 0,2

Banking sector contribution for transfer to European Resolution Fund 0,1

Prepaid margin payment from EFSF 0,2 0,4

Expenditure 1,3 0,3 0,3 0,4 3,6 1,4 0,0 0,1 0,1 0,0

Proceeds from concessions -0,1 0,0 -0,2

Capital transfers (Banking sector) 1,3 0,3 0,5 0,4 2,9 1,4 0,1 0,1

One-off payments to the EU Budget 0,1 0,1 0,0

Debt assumptions of transportation sector 0,7 0,1

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

Forest fires 0,1

Special factors  (impact on balance) -1,4 -0,3 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Revenue 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Expenditure 1,4 0,3 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Delivery of submarines 0,5

Reclassification of PPP into general government 0,4 0,1

Recording of Madeira region debt 0,5

Madeira capital transactions (reclass. of Via Madeira) 0,2

Madeira region debts from programme contracts & football clubs 0,1

Temporary measures, one-off measures and special factors  (impact on balance) -2,6 -0,2 -0,1 0,3 -3,6 -1,3 0,4 -0,1 0,1 0,4

2017 2018 2019 2020 2021 2022
Total revenue 43,2 42,8 42,6 42,4 42,2 41,9

Current revenue 42,8 42,4 42,2 42,0 41,8 41,5

Tax revenue 25,4 25,1 25,0 25,0 25,0 24,9

Indirect taxes 15,1 15,1 15,1 15,1 15,1 15,1

Direct taxes 10,2 10,0 9,9 9,9 9,8 9,8

Social contributions 11,8 11,7 11,6 11,5 11,3 11,2

Sales and other current revenue 5,7 5,6 5,6 5,5 5,5 5,4

Capital revenue 0,4 0,4 0,4 0,4 0,4 0,4

Total expenditure 44,2 43,6 42,8 42,4 41,8 41,3

Primary expenditure 40,3 40,0 39,5 39,0 38,6 38,2

Primary current expenditure 38,0 37,4 36,9 36,3 35,8 35,3

Intermediate consumption 5,5 5,4 5,4 5,4 5,3 5,3

Compensation of employees 11,0 10,7 10,4 10,1 9,7 9,4

Social benefits 18,5 18,3 18,0 17,8 17,6 17,5

Subsidies and other current expenditure 2,9 3,0 3,1 3,1 3,1 3,1

Capital expenditure 2,3 2,6 2,6 2,7 2,8 2,9

Interest 3,9 3,6 3,4 3,3 3,2 3,1

Budget balance -1,0 -0,8 -0,3 0,1 0,4 0,6

Primary balance 2,9 2,8 3,1 3,4 3,6 3,8

Public debt 125,6 123,0 119,4 116,4 109,9 106,0

CFP Projection
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LIST OF ABBREVIATIONS 
 

Abbreviations Meaning 

ADSE Civil Servants Health System  

BoP Bank of Portugal 

CFP Portuguese Public Finance Council 

CGA Civil Servants Pension Agency 

CIT Corporate Income Tax 

CP Comboios de Portugal, E.P.E. 

CTT Correios de Portugal S. A 

DGO  Direção-Geral do Orçamento (Directorate-General for Budget) 

EC European Commission 

EDP Excessive Deficit Procedure 

EU European Union 

EUR Euro 

FSD Fiscal Strategy Document 

g Nominal GDP growth rate 

GDP Gross Domestic Product 

GFCF Gross Fixed Capital Formation 

GG General government 

HCPI Harmonised Consumer Price Index 

ICT Information and Communications Technology 

IMF International Monetary Fund 

IMI Municipal Property Tax 

IMT Municipal Property Transfer Tax 

INE Statistics Portugal (Portuguese Statistical Authority) 

ISP Tax on Oil and Energy Products 

IT Tax on Tobacco 

M€ Million euros 

MBPF Multi-annual Budgetary Planning Framework 

MF Ministry of Finance 

MLSA Minimum Linear Structural Adjustment 

MTO Medium-Term Objective 

NHS National Health Service 

OECD Organisation for Economic Co-operation and Development 

p.p. Percentage points 

s.p.b. Structural primary balance 

PB Primary Balance 

PIT Personal Income Tax 

PPP Public-Private Partnerships 

r Implicit interest rate 

SB State Budget 

SF Special factors 

SFA Stock-flow adjustment 

STCP Sociedade de Transportes Coletivos do Porto, SA 

Swaps Swap agreements 

TAAB Tax on Alcohol and Alcoholic Beverages 

USD US Dollar 

VAT Value Added Tax 

 



Portuguese Public Finance Council  Public Finance: Position and Constraints 2018-2022 | 2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Portuguese Public Finance Council 

Praça de Alvalade, n.º 6 – 10.º, 1700-036 Lisbon, Portugal 

TEL +351 211 024 400  |  FAX +351 211 021 870 

www.cfp.pt 

 


