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OVERVIEW 

This report is the latest in the series begun in March 2015 under the title ”Public Finance: 

Position and Constraints”. As stated at the time, these reports aim at characterising the state 

of Portuguese public finances and the constraints they face at the start of the annual cycle of 

updating the fiscal strategy, which begins with the presentation of the National Reform 

Programme (NRP) and the Stability Programme (SP) in April. This should in turn guide the 

options to be set out in the subsequent State Budgets with a view to ensuring that they take 

into account the achievement of the defined objectives, as well as all the financial 

commitments made and the medium-term implications of the measures taken. 

Normally, over the course of a parliament, the NRP and the SP should correspond to an 

updating of the initial programmes, which in turn should reflect and detail the Government’s 

programmes. In addition, at the beginning of a parliament, those documents should comprise 

the relevant changes of policy and set the new guidelines to be followed. This will be the case 

with the NRP and SP to be presented in 2016 which, for reasons of the electoral calendar, 

were preceded by approval of the State Budget for the current year, which itself included a 

range of policy measures that should now be incorporated into their medium-term context. 

A first essential step for this purpose is to develop a medium-term scenario based on a no-

policy change assumption, that is, taking into account the effects of measures already 

implemented or sufficiently specified, and setting the constraints which the strategy and the 

measures to be defined must face. Although the national fiscal framework does not require 

the specification of a scenario of this nature, the Portuguese Public Finance Council (CFP) 

considered it its duty to present it in compliance with the responsibilities laid on it by its 

statutes. Accordingly this Report presents the projections for the five-year period 2016-2020, 

prepared on the basis of the assumptions described in detail in the body of the Report and 

on an estimate as to the position at the end of 2015, the data for which were not available in 

time to be included in this projection. 

As regards these types of projections it is important to stress that, by definition, they exclude 

any attempt to forecast what will actually happen, as they aim only at projecting trends in the 

absence of any measures beyond those already implemented. Clearly, the scenarios 

underlying the Stability Programme and the subsequent State Budgets will be different; they 

should include the impact of the measures they propose, and update the base information, 

an aspect that must be taken into account in comparisons between projections, even if often 

ignored. 

The main starting points for this exercise were the continued slow growth of the world and 

European economies and the increasing uncertainty as regards the geostrategic risks and the 

prospects and effects of economic policies both at European level and in the major developed 

and emerging countries. 

In a medium-term scenario it is essential that projections, in particular those relating to net 

exports and price developments, are cautious with regard to the international environment. 
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This is required to ensure the ability of any economy to adapt to that mostly exogenous 

constraint, thereby ensuring sustainable growth. In a highly vulnerable economy like 

Portugal’s, given its small size and high degree of external indebtedness, prudence about 

forecasts for the external environment is a basic  prerequisite of national economic policies. 

That was therefore the option in the CFP scenario, leading to two important conclusions: the 

failure of net exports to take off, their contribution to growth remaining nil or slightly 

negative; and the very modest increase in prices, attributable mainly to prospects for the euro 

area and the international prices of raw materials, in particular oil. Where exports are 

concerned, it is important to note the relatively good performance at the beginning of the 

projection period as a result of the carry-over of price-competitiveness gains achieved in 

previous years and the very positive performance of tourism. However, for net exports to 

become a solid ground for sustained economic growth, their growth must rely on the increase 

in the productivity of the economy, the good use of all competitiveness factors and the ability 

to diversify production and markets. These factors in turn depend on the build-up of 

investment, particularly in innovation and in tradable sectors, developments that cannot be 

anticipated by the no-policy change scenario. 

The second point to emphasise in this scenario relates to the development of private 

consumption. In real terms, in the light of the information on policy measures provided in the 

Draft State Budget (DSB) and their significant impact on the amount and distribution of 

household disposable income, the scenario now presented by the CFP projects that in 2016 

it could slightly exceed the growth in the previous year (2.7% in 2016  against 2.6% in 2015), 

and also the projection retained in the scenario underlying the 2016 DSB (2.4%), whose initial 

version, contained in the Draft Budget Plan, was the subject of a CFP’s Opinion. However, as 

argued in that Opinion, the CFP expects a lower growth of the private consumption deflator 

(0.9% against an HICP of 1.2%), leading also to a lower growth of the GDP deflator (1.8% 

against 2.0%). 

However differences concerning 2016 are not the most important aspect of this scenario 

which, as already mentioned, projects the economy growth to 2020, assuming no-policy 

changes. This scenario shows that the strong stimulus to private consumption in the short-

term will not trigger the growth in investment and productivity needed to ensure the desired 

levels of employment and social welfare. On the contrary, the growth of all GDP items slows 

throughout the period, as does the creation of employment. 

In fiscal terms, these projections anticipate the closure of the Excessive Deficit Procedure 

(EDP) and the exit from the corrective arm of the Stability and Growth Pact (SGP), based on 

the 2016 figures. For the period 2017-2020, the budget balance is expected to improve by 

0.4 p.p. of GDP as a result of the reduction in expenditure (1 p.p. of GDP, mainly in social 

transfers and interest) and the fall in revenue (0.6 p.p. of GDP), due to the decline in revenue 

from taxes and social security contributions. However, taking into account the risks inherent 

in a medium-term projection – concerning in particular the perception of country risk arising 

from insufficient economic growth – the projected deficit decline, from 2.8% to 2.3% of GDP, 

does not appear to have a sufficient safety margin relative to the 3% limit established by the 
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Treaty on the Functioning of the European Union. Note that an assessment of a Member 

State’s ability to remain below that limit in the near future is one of the factors to be taken 

into account by the European authorities in the decision to close the EDP. 

If such closure is confirmed on the basis of the budget outturn in 2016, from 2017 onwards 

Portugal will be under the preventive arm of the Stability and Growth Pact (SGP). This requires 

a continued improvement in the structural deficit until it achieves the Medium-Term 

Objective (MTO), i.e. a structural deficit of 0.5% of GDP. Under SGP rules, the macro scenario 

of the CFP’s projection implies the need for a minimum annual structural adjustment 

exceeding 0.5% of GDP throughout the projection horizon. In the absence of additional 

measures, the CFP’s projection leads to the conclusion that this fiscal rule will not be met, 

since the projected improvement to the budget balance will only be the result of the 

improvement in the economic environment. Should the annual fiscal effort correspond to the 

minimum adjustment required by the rule, which does not happen in this scenario, the CFP’s 

projections indicate that the MTO could be reached in 2019, three years later than forecast 

in the SP/2015. 

The CFP’s projection in a no-policy change scenario points to the stabilisation of the debt 

ratio by the end of 2017, with a gradual reduction from 2018, to reach 125.6% in 2020. The 

effects of interest and of the growth of economic activity are particularly relevant to the 

projection of this ratio. This stresses the crucial importance of the credibility of fiscal policy 

and its stable link with economic growth.  

An additional aspect to consider with regard to the development of the debt ratio is the need 

to take into account contingent liabilities not included in the Maastricht debt concept. These 

liabilities, which include State guarantees, off-balance-sheet liabilities associated with PPPs, 

liabilities for non-reclassified public corporations’ transactions and non-performing loans 

granted by public entities, pose a high risk to public debt developments, in view of their scale 

and the risk of reclassification of part of these liabilities as public debt. 

  

 




