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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. 91/2001 of 20 August, republished by Law no. 37/2013 of 

14 June). 

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

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

and became a reality in October 2010 after agreement was reached between the 

Socialist Party, in Government, and the Social Democratic Party. 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 Opinion uses the information available up to 10 October 2016.  
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1 INTRODUCTION 

This Opinion examines the macroeconomic forecasts underlying the Draft State Budget for 2017 

(DSB/2017), and is framed by “the Memorandum of Understanding between the Ministry of Finance 

and the Portuguese Public Finance Council on the preparation of an opinion on the macroeconomic 

forecasts underlying the Stability Programme and the Draft State Budget”, signed on 6 February 

2015.1 

According to this Memorandum of Understanding (MoU), the Government formally notified the 

Portuguese Public Finance Council (CFP) on 19 August that the DSB/2017 would be presented to 

the Portuguese Parliament on 14 October (“D” day for the purposes of the timeline included in 

section 5 of the MoU).  

On 16 September the CFP received a preliminary version of the macroeconomic forecasts under 

the no policy change scenario. On 1 October the Ministry of Finance (MF) sent the CFP a new 

version of the macroeconomic forecasts under the no policy change scenario and the Government 

programmatic scenario, that is, including policy measures foreseen by the Government. The 

identification and specification of the considered measures occurred on 4 October.  

On the 7 a meeting between the MF’s and CFP’s teams was held, in which the former presented a 

summary of both scenarios and the respective measures considered. 

On 10 October the MF sent the final version of the macroeconomic scenario and its implicit policy 

measures. This Opinion refers to the figures considered by the MF regarding the external and 

technical assumptions and the macroeconomic forecasts underlying that programmatic scenario. 

Table 1 presents the main indicators, which result from the most recent information given by the 

MF to the CFP until the cut-off date for this Opinion (10 October 2016). 

The methodology and analysis process used in this Opinion are described in the aforementioned 

MoU. To conduct the analysis on the macroeconomic forecasts underlying the DSB/2017 the CFP 

used the following sources of information: 

a) Analysis of the forecasts by CFP technical staff; 

b) Comparison with the forecasts produced by reference institutions: European Commission 

(EC), Organisation for Economic Cooperation and Development (OECD), International 

Monetary Fund (IMF), Bank of Portugal (BoP) and CFP; 

c) Comparison with the latest forecasts by other official and unofficial institutions; 

d) Coincident and leading indicators and the latest available statistics from the national 

statistical authorities — Statistics Portugal (INE) and BoP; 

e) Technical oral and written clarifications provided by the MF regarding the produced 

forecasts. 

 

                                                   
1 Available at the CFP website. 

http://www.cfp.pt/about-us/protocols/?lang=en
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2 MINISTRY OF FINANCE FORECASTS 

Macroeconomic scenario underlying the 2017 Draft State Budget 

The DSB/2017 anticipates a moderate economic growth for the national economy over the 

projection period, implying a downward revision of the previous forecasts. In the current 

framework the MF expects a deceleration of GDP growth in 2016, from a real change rate of 1.6% 

in 2015 to 1.2%. Domestic demand maintains a positive contribution in 2016, although significantly 

lower than observed in the previous year (going from 2.6 p.p. in 2015 to 1.3 p.p.). For such evolution 

contributes, on the one hand, the slowdown of private consumption (from 2.6% to 2.0%) and of 

public consumption (from 0.8% to 0.6%), as well as the decrease in investment (from 4.5% to -0.7%). 

On the other hand, it is expected a negative contribution from net exports (-0.1p.p.), after the 

sharper negative contribution observed in 2015 (-1.0 p.p.), with a deceleration in exports (from 

6.1% to 3.1%) of smaller magnitude than the one in imports (from 8.2% to 3.2%). 

The MF forecasts an acceleration of economic activity in 2017, estimating a real GDP growth 

of 1.5%. It is expected that domestic demand presents a positive contribution (1.3 p.p.) similar to 

the one forecasted for 2016, but with a different composition. The deceleration in private 

consumption (to 1.5%) and the strong decrease of public consumption (to -1.2%) are compensated 

by the recovery of GFCF, with an expected change rate of 3.1%. It is anticipated that the external 

demand presents a weak positive contribution (0.2 p.p.) to GDP variation in 2017, with exports 

presenting a more marked acceleration than imports, registering change rates of 4.2% and 3.6%, 

respectively. 

Regarding the prices, the MF expects a small deceleration of the GDP deflator in 2016 (from 

2.1% in 2015 to 2.0%), followed by a slowdown in 2017 (to 1.5%). This evolution results from 

the combination of several contributes. The public consumption deflator accelerates significantly 

in 2016 (going from 0.6% in 2015 to 2.1%) influenced by the effect of the reversion in wage cuts 

and the decrease of the hours worked in General Government and decelerates significantly in the 

year after (to 0.9%). The private consumption deflator should present an evolution coherent with 

the one expected for the Harmonised Index of Consumer Prices (HICP), accelerating progressively 

in the considered projection period and observing estimated growths of 1.0% in 2016 and 1.5% in 

2017. It is also foreseen by the MF that the imports deflator presents a sharp decrease in 2016 (-

3.8%, compared to -4.3% in 2015), accelerating in 2017 (0.3%), with significant impact in the 

estimate of the GDP deflator. 

The MF estimates that the GDP presents nominal change rates of 3.2% in 2016 and 3.0% in 

2017. In 2016, it anticipates that the deceleration of GDP in real terms (0.4 p.p.) goes along with a 

slight deceleration of the deflator (0.1 p.p.), resulting in a nominal change rate of -0.5 p.p.. 

Contrarily, for 2017 it is expected that real GDP observes an acceleration (0.3 p.p.) of relatively lower 

magnitude than the deceleration of the deflator (0.5 p.p.), resulting in the forecasted slowdown for 

the nominal GDP growth of 0.2 p.p.. 
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The DSB/2017 expects that the unemployment rate continues declining, reaching 11.2% and 

10.3% of the active population in 2016 and 2017, respectively. The MF foresees that 

employment will present growth rates of 0.8% in 2016 and 1.0% in 2017. The nominal 

compensation per employee should increase 1.5% in 2016 and 2017 (approximately 0.5% in 2016 

and 0.0% in 2017 in volume, considering the private consumption deflator), contrary to the 

declining trajectory observed in the previous years. It is expected that productivity continues to 

present moderate increments during the projection horizon (0.4% in 2016 and 0.5% in 2017). 

The macroeconomic framework 

presented by the MF foresees a 

trajectory of recovery for the 

external sector indicators. Net 

lending is expected to increase by 

0.8 p.p. in 2016 and 0.5 p.p. in 2017, 

to 1.7% and 2.2% of GDP, 

respectively. The current account will 

contribute to this positive evolution, 

as a result of the dynamics of the 

balance of goods and services, 

anticipating progressively larger 

surpluses (1.5% and 1.9% of GDP in 

2016 and 2017, respectively). On the 

opposite direction, the MF expects 

the balance of primary income and 

transfers to remain in deficit (of 1.0% 

of GDP in 2016 and 2017).  

The forecast presented at the 

DSB/2017 indicates that the 

output gap will remain negative 

throughout the projection period, 

at -1.7% and -1.4% of potential 

GDP in 2016 and 2017, 

respectively. The MF kept the 

potential GDP dynamics unchanged 

from the macroeconomic scenario 

underlying the Stability Programme 

for 2016 to 2020 (SP/2016-2020). 

 

 

Table 1 – Forecasts underlying the DSB/2017 

 

Source: MF – Information available on 10 October 2016. 

2015 2016 2017

Real GDP and components (change, %)    

GDP 1.6 1.2 1.5

Private consumption 2.6 2.0 1.5

Public consumption 0.8 0.6 -1.2

Investment (GFCF) 4.5 -0.7 3.1

Exports 6.1 3.1 4.2

Imports 8.2 3.2 3.6

Contributions to real GDP growth (p.p.)    

Domestic demand 2.6 1.3 1.3

Net exports -1.0 -0.1 0.2

Prices (change, %)    

GDP deflator 2.1 2.0 1.5

Private consumption deflator 0.7 1.0 1.5

Public consumption deflator 0.6 2.1 0.9

GFCF deflator 0.9 0.1 0.7

Exports deflator -1.1 -1.8 0.7

Imports deflator -4.3 -3.8 0.3

HICP 0.5 0.8 1.5

Labour market (change, %)    

Unemployment rate (% active pop.) 12.4 11.2 10.3

Employment 1.4 0.8 1.0

Compensation per employees -0.2 1.5 1.5

Apparent labour productivity 0.2 0.4 0.5

External sector (% GDP)    

Net lending 0.9 1.7 2.2

Current account -0.3 0.5 1.0

Balance of goods and services 0.7 1.5 1.9

Balance of primary income and transfers -1.0 -1.0 -1.0

Capital account 1.2 1.2 1.2

Cyclical developments    

Potential GDP (change, %) 0.0 0.6 1.1

Output gap (% potential GDP) -2.3 -1.7 -1.4

Assumptions    

Foreign demand (change, %) 3.6 2.4 4.2

Short-term interest rate (%) 0.0 -0.3 -0.4

EUR/USD exchange rate 1.1 1.1 1.1

Oil prices (Brent, USD) 53.6 44.4 51.3



 
 

4 

The external assumptions adopted for the Portuguese economy have a positive impact on 

the macroeconomic framework for 2017. The considered external demand decelerates 1.2 p.p. 

in 2016, to a growth of 2.4%, with an estimated acceleration of 1.8 p.p. for the following year (4.2%). 

It is assumed that the short-term interest rate (3 month Euribor) will remain negative in the 

reference period, at -0.3% in 2016 and -0.4% in 2017. The EUR/USD exchange rate is kept 

unchanged during the projection period. It is expected a decrease in oil price in international 

markets in 2016 (to 44.4 USD/barrel) and an increase in 2017 (to 51.3 USD/barrel). 

 

Conciliation with previous forecasts 

This section compares the scenario presented in the DSB/2017 with previous MF forecasts, namely 

the ones underlying the SP/2016-2020 and the SB/2016.  

For 2016, the MF anticipates a lower GDP growth (1.2%) than estimated in the scenario 

presented in the SP/2016-2020 and in the SB/2016 (in -0.6 p.p.) (Chart 1). This downward 

revision is largely due to the correction of the investment trajectory (GFCF), which goes from a 

variation of 4.9% in the two previous exercises to a decrease of 0.7% in the current estimate. The 

forecasted growth for private consumption (2.0%) and exports (3.1%) is also revised downwards in 

this scenario (respectively in -0.4 p.p. and -1.2 p.p. against the SP/2016-2020 and the SB/2016). 

These negative contributes are partially compensated by the downward revision of imports 

(-2.3 p.p. when compared to the two former exercises). Therefore, the current projection anticipates 

a positive contribution from domestic demand to a GDP growth that is less significant than 

forecasted before (1.3 p.p. against 2.4 p.p. in the SP/2016-2020 and 2.2 p.p. in the SB/2016), while 

it is estimated that net exports observe a less negative contribute (-0.1 p.p.) when compared to 

previous contributes (-0.6 p.p. in the SP/2016-2020 and -0.4 p.p. in the SB/2016). 

For 2017, it is forecasted an increase in real GDP (1.5%) which is lower than the estimated in 

the SP/2016-2020 (-0.3 p.p.). This downward revision is once again explained by the lower 

contribution from investment (GFCF), private consumption and exports, which decline by 1.7 p.p., 

0.3 p.p. and 0.7 p.p. when compared to the previous forecast, and also by the negative contribution 

of public consumption, with its growth rate revised downwards by 0.5 p.p. when compared to the 

SP/2016-2020 projection. These negative contributes are partially compensated by the downward 

revision of imports variation (-1.3 p.p.). The current scenario anticipates a less significant positive 

contribute from domestic demand to GDP variation than the SP/2016-2020 forecast (1.3 p.p. 

against 1.9 p.p.), estimating that net exports give a positive contribution (0.2 p.p.), when compared 

to the negative contribute in the preceding exercise (-0.1 p.p.). 
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Chart 1 – Comparison of forecasts included in SB/2016, SP/2016-2020 and DSB/2017 

(change, %) 

 

GDP Private consumption Public consumption 

   

Investment (GFCF) Exports Imports 

   

HICP GDP deflator Unemployment rate (% active pop.) 

   
Source: MF – SB/2016, SP/2016-2020 and DSB/2017.  

In comparison with the previous scenario, the MF anticipates a deceleration of the price 

levels of the same magnitude and a more significant decrease of the unemployment rate at 

the end of the projection horizon: 

 The current estimate for the GDP deflator does not differ substantially from the previous 

projections, with a slight downward revision of 0.1 p.p. in 2016 as well as in 2017 (going 

from an increase of 2.1% and 1.6% in the SP/2016-2020 to 2.0% and 1.5%, respectively). 

The HICP now presents an estimated trajectory of acceleration which is more significant 

than forecasted before (for 2016, there is a revision of -0.4 p.p. compared to the SB/2016 

and to the SP/2016-2020 and for 2017 of -0.1 p.p. compared to the SP/2016-2020); 

 

 The unemployment rate presents a sharper declining profile than the predicted in the 

SP/2016-2020, at 10.3% of the active population in 2017, compared to the preceding 

estimate of 10.9% (the current projection for 2016 is 0.1 p.p. lower comparing to the one 

presented in the SB/2016 and 0.2 p.p. lower comparing to the SP/2016-2020). 
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Box 1 – Official forecasts for the Portuguese economy 

The MF estimate for real GDP growth in 2016 is aligned with the average of the forecasts from the considered international 

institutions (1.2%).2 It is worth mentioning, however, that the MF estimate is lower only when compared to the EC estimate, 

published in May, and equal to the OECD estimate, from June. The remaining projections include more information on the 

current year, since these are more recent, more precisely from September and October, and point to a GDP growth between 

1.0% and 1.1% (Table 2). The MF’s macroeconomic scenario differs from the average official forecasts in the sense that it 

presents a slightly higher estimate for the increase in public consumption, and a slightly lower one for the change in GFCF.3 

Still, combined with a similar projection for the evolution of private consumption, the MF forecasts a larger contribute from 

domestic demand for GDP growth (1.3 p.p. against an average of 1.1 p.p. projected by the official institutions). As for the 

external demand, the variation of exports and imports is, in both cases, 0.2 p.p. lower than the remaining institutions average, 

with the MF expecting a contribute of -0.1 p.p. from net exports, against 0.1 p.p. on average. In what concerns the prices, the 

MF estimates for the growth of HICP (0.8%) and of GDP deflator (2.0%) are above the average of the other forecasts (0.6% and 

1.4%, respectively). In the labour market, the MF anticipates a 0.3 p.p. lower unemployment rate when compared to the 

remaining official institutions average, and an employment growth which is slightly higher (0.8%, against an average of 0.7%), 

while the increase of the compensation per employee is below the average. Net financing of the economy estimated by the 

MF is above the average of the remaining forecasters, due to a more favourable evolution of the current account. 

For 2017 the MF expects a GDP growth 0.1 p.p. above the remaining institutions average (1.4%), differing substantially in the 

expected evolution for public consumption and for the dynamics of net exports. For the former, the MF projects a negative 

growth (-1.2%), compared to an increase of 0.3% forecasted, on average, by the institutions. The MF anticipates that exports 

grow by 4.2% (3.9% expected on average by the forecasters), and foresees that imports increase 3.6% (4.1%, on average, in 

the remaining official scenarios), resulting in a positive contribution of net exports for GDP growth (0.2 p.p.), which compares 

with a negative contribution of -0.1 p.p., on average, expected by the remaining forecasters. 

The difference between the MF inflation forecast and the average of the remaining considered institutions becomes larger in 

2017 (at 0.5 p.p., compared to 0.2 p.p. in the former year), while the estimates for the GDP deflator become closer (with a 

decline of 0.6 p.p. to 0.2 p.p. in the differential) but still slightly more optimist. In the labour market, as in 2016, the MF presents 

a lower unemployment rate and a higher employment growth when compared to the official institutions average. The increase 

of the compensation per employee is slightly above the average. The differential of net lending estimated by the MF against 

the average of the remaining forecasters increases in 2017 (0.7 p.p., against 0.4 p.p. in 2016), due to the larger balance of 

goods and services growth anticipated by the MF. 

It should be noted that the MF’s scenario already contemplates definite data on Annual National Accounts for 2014 and the 

new preliminary data on Quarterly National Accounts for 2015 and considers policy measures for 2017 that are not embodied 

by the remaining institutions exercises, which some are computed under no policy change hypothesis.  

 

                                                   
2 The analysis performed in Error! Reference source not found. uses the simple arithmetic average of the variables 

published by several institutions for the years of 2016 and 2017, excluding the MF scenario (Error! Reference source not 

found.).  
3 It is worth mentioning the amplitude of the GFCF forecast interval in 2016, with a minimum of -1.8% (BoP) and a maximum 

of 1.6% (EC), placing the MF estimate 0.2 p.p. below the average. 
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Table 2 – Comparison of the average official forecasts for the Portuguese economy with the DSB/2017  

 

Sources: 2015: Statistics Portugal and BoP; 2016: EC – Spring Economic Forecast, May 2016; OECD – Economic Outlook No 99, June 2016; CFP – 

Public Finances Position and Constraints 2016-2020: Update, September 2016; IMF- World Economic Outlook, October 2016; BoP – Economic 

Bulletin, October 2016; MF – DSB/2017, October 2016. 

 

Year

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

Date May16 jun/16 Sep16 Oct16 Oct16 Oct16 May16 42522 Sep16 Oct16 out16

Real GDP and components (change, %)             

GDP 1.6 1.5 1.2 1.0 1.0 1.1 1.2 1.7 1.3 1.3 1.1 1.5

Private consumption 2.6 1.8 2.2 2.1 - 1.8 2.0 1.7 1.5 2.0 - 1.5

Public consumption 0.8 0.6 0.1 0.2 - 1.0 0.6 0.4 0.3 0.1 - -1.2

Investment (GFCF) 4.5 1.6 -1.5 -0.3 - -1.8 -0.7 4.9 1.2 2.9 - 3.1

Exports 6.1 4.1 2.8 3.7 2.9 3.0 3.1 5.1 3.8 3.8 2.8 4.2

Imports 8.2 4.3 2.8 3.8 3.0 3.0 3.2 5.6 3.6 4.0 3.3 3.6

Contributions to real GDP growth (p.p.)    

Domestic demand 2.6 1.5 1.2 1.2 - 0.5 1.3 1.9 1.2 1.5 - 1.3

Net exports -1.0 -0.1 0.0 -0.1 - 0.6 -0.1 -0.1 0.1 -0.2 - 0.2

Prices (change, %)     

GDP deflator 2.1 1.4 1.2 1.4 1.8 - 2.0 1.5 1.0 1.1 1.4 1.5

Private consumption deflator 0.7 0.7 0.4 0.8 - - 1.0 1.2 0.5 0.9 - 1.5

Public consumption deflator 0.6 1.8 2.1 2.1 - - 2.1 1.3 1.8 0.9 - 0.9

GFCF deflator 0.9 0.8 0.3 -0.4 - - 0.1 1.0 0.6 0.2 - 0.7

Exports deflator -1.1 -1.0 0.2 -1.8 - - -1.8 1.4 1.3 1.1 - 0.7

Imports deflator -4.3 -2.1 -1.2 -2.9 - - -3.8 0.5 0.6 0.7 - 0.3

HICP 0.5 0.7 0.3 0.8 0.7 0.7 0.8 1.2 0.8 1.0 1.1 1.5

Nominal GDP     

Change (%) 3.7 2.8 2.4 2.5 2.8 - 3.2 3.3 2.4 2.5 2.5 3.0

Level ('000 M€) 179.5 184.5 183.6 183.8 184.4 - 185.3 190.6 188.0 188.3 188.9 190.8

Labour market (change, %)    

Unemployment rate (% active pop.) 12.4 11.6 12.1 11.4 11.2 11.2 11.2 10.7 11.5 10.7 10.7 10.3

Employment 1.4 0.9 -0.3 1.2 0.9 1.0 0.8 0.7 0.7 0.9 0.5 1.0

Compensation of employees 2.4 2.5 1.9 2.6 - - 2.8 2.1 2.8 1.6 - 2.7

Compensation per employees - 1.7 2.3 1.4 - - 1.5 1.4 2.1 0.7 - 1.5

Apparent labour productivity - 0.6 1.5 -0.1 - - 0.4 1.1 0.6 0.4 - 0.5

External sector (% GDP)     

Net lending 0.9 1.5 - 1.2 - 1.3 1.7 1.7 - 1.3 - 2.2

Current account -0.3 0.3 0.2 0.2 0.0 - 0.5 0.5 0.3 0.3 -0.7 1.0

Balance of goods and services 0.7 1.1 2.1 1.1 - 2.1 1.5 1.3 2.5 1.3 - 1.9

Balance of primary income and transfers -1.0 -0.8 -1.9 -0.9 - - -1.0 -0.8 -2.2 -1.0 - -1.0

Capital account 1.2 1.2 - 1.0 - - 1.2 1.2 - 1.0 - 1.2

Cyclical developments      

Potential GDP (change, %) - 0.3 0.1 0.3 - - 0.6 0.6 0.0 0.7 - 1.1

Output gap (% potential GDP) - -1.1 -4.4 -1.3 -2.9 - -1.7 0.0 -3.2 -0.7 -2.0 -1.4

Assumptions     

Foreign demand (change, %) - 4.1 3.4 3.8 - 2.8 2.4 4.8 3.8 3.8 - 4.2

Short-term interest rate (%) 0.0 -0.2 0.0 -0.3 - -0.3 -0.3 -0.3 0.1 -0.4 - -0.4

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

Oil prices (Brent, USD) 52.4 41.1 41.8 - 44.5 42.8 44.4 45.9 45.0 - 52.6 51.3

Public finance (% GDP)    

Budget balance -4.4 -2.7 -2.9 -2.7 -3.0 - -2.4 -2.3 -2.6 -2.6 -3.0 -1.6

2015 2016 2017
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3 ANALYSIS OF THE FORECASTS 

The macroeconomic scenario underlying the DSB/2017 presents important changes on the 

expected trajectory for the Portuguese economy when compared to the SB/2016 or to the 

SP/2016-2020. On the one hand, it recognizes the economic slowdown observed since the second 

quarter of 2015. On the other hand, it should be noted the substitution of private consumption for 

exports and investment as the main economic drivers. In its Opinion on the macroeconomic 

forecasts underlying the SP/2016-2020, the CFP had stressed that “The composition of aggregate 

demand growth based on the dynamics of investment and exports from 2017 onwards, if observed, 

is more suitable for the Portuguese economy”. However, one must recognize that this path is more 

demanding in terms of the coherence (domestic and intertemporal) of the economic policies to be 

adopted.  

The forecasts included in the DSB/2017 are subject to exogenous risks, inherent to the 

external demand dynamics, which may jeopardise the estimated GDP growth 2017. The 

exports are the component which presents the largest contribute to GDP growth in volume in 2017, 

based on a strong external demand recovery (of 1.8 p.p., from 2.4% to 4.2%), which implies a large 

degree of uncertainty. The downward revisions or unchanged growth forecasts for main economic 

partners’ imports growth in 2016 and 2017 support the note on the downward risk associated to 

the assumptions adopted for the external demand.  

Chart 2 – Total imports growth in volume in main exports destinations (%) 

 

 

Sources: BoP (exports of goods and services at current prices) and IMF – World Economic Outlook, April and October 2016. 

Chart 2 presents the projections for imports growth in volume for the 10 main Portuguese exports 

destinations. To the upward revision in external demand in 2017 contribute economies such as 

Angola, Brazil, United States and Belgium. It should be noted, however, that in the two former 

cases, where there are more significant upward revisions, the volatility of the forecasts is high, 

implying a risk for the indicator and, hence, for the projection of Portuguese exports. 
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The forecasted growth for GFCF in 2017 reflects, according to the MF, the expected dynamics 

of public investment and the base effect resulting from the decline occurred in 2016. The 

3.1% growth of GFCF in 2017 matches the forecasters average (Box 1). The financing conditions 

and the uncertainty and expectations of economic agents over the Portuguese economy are 

important influences for the expected evolution of this variable. The CFP has systematically stressed 

that forecasts for investment evolution are highly associated with a vast combination of policies 

which are not restricted to the fiscal policy field. However, there is still no information available to 

the CFP which allows, in a sustained manner, to make an appreciation of policy measures, outside 

the fiscal subject, which may have influence over the investment dynamics expected by the MF. In 

matters of fiscal policy, the absence of fiscal stability recognisably prompts uncertainty which is not 

positive for investment. 

The imports dynamics foreseen by the MF contribute positively to the computed forecast for 

GDP growth. In the scenario under analysis, in 2016 imports have a faster decrease than the one 

projected for exports and grow slower than the latter in 2017. Bearing in mind the large imported 

component of Portuguese exports and of GFCF, the expected behaviour for this GDP component 

constitutes a descendent risk which cannot be left unnoticed.  

The MF presents a slightly more optimist perspective towards the evolution of prices in 2017, 

namely for HICP and private consumption deflator, in spite of the fact that the estimated 

acceleration matches most recent projections for the euro area. 

It is anticipated a decline of 1.2% for public consumption in volume in 2017, justified by the 

MF through the implementation of the rules for the reduction of civil servants (one admission for 

every two exits), through the spending reviews, the nominal budget freeze for certain expenditure 

components and also the effect of the decrease of 40 hour to 35 hour working week in the General 

Government (although for this latter there is no effect on the decrease of nominal public 

expenditure). 

The macroeconomic forecasts underlying the DSB/2017 embody a degree of uncertainty 

which is difficult to quantify, as in any forecasting exercise. Based on the State Budget reports 

from 1995 to 2016, the CFP computed the confidence intervals associated to the MF’s forecasts 

(Chart 3). For this purpose, asymmetric confidence intervals were used, which assume, for risk 

consideration in the projections, a distinct probability of materialization of positive and negative 

deviations from the forecast. From the analysed variables, the forecast for GDP and GFCF 

trajectories suggest higher caution when evidencing more significant negative deviations. 
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Chart 3 – Forecast intervals associated with MF forecasts (change, %) 

 

GDP GDP deflator 

  

Investment (GFCF) Exports 

  

Source: DSB/2017; CFP – calculations based on the SB 1995-2016 reports. 

The MF kept potential GDP growth according to the scenario presented in April in the 

SP/2016-2020. This option, which reflects a compromise with the objectives then defined, 

supposes, however, taking into account the evolution of the economy in 2016, policy adjustments, 

also at the fiscal level. In methodological terms, this option incorporates an inconsistency that is 

due to the fact that cyclical developments are computed based on two distinct scenarios, which 

results in a larger output gap than what would result from the macroeconomic scenario underlying 

the DSB/2017. 

The presentation of a macroeconomic scenario with a short projection horizon (estimate for 

the current year and projection for the year to which the State Budget refers) does not 

evidence the medium term effects of the new measures presented. Despite the strict 

compliance with the requirements in force, this increases the uncertainty in the evaluation of the 

effect of policies, which are not restricted to the year of its execution exclusively, making especially 

difficult the evaluation of the structural adjustment of fiscal policy. 
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4 CONCLUSION 

The conclusions set out below take into account the principles of article 8 of the Budgetary 

Framework Law (Law no. 151/2015, of 11 September): “The budget projections underlying the 

budgetary programming documents (…) shall be based on the most likely macroeconomic scenario 

or on a more prudent scenario”. The same guiding principle for the use of realistic forecasts when 

conducting fiscal policy is also contained in European legislation, particularly in the Stability and 

Growth Pact and Council Directive 2011/85/EU of 8 November 2011 on the requirements for 

budgetary frameworks of the Member States.  

As a result of the analysis conducted on the macroeconomic forecasts underlying the 2017 Draft 

State Budget, the Public Finance Council concludes that:  

1. Despite the existing considerable downside risks, the macroeconomic scenario 

underlying the DSB/2017 presents statistically plausible projections.  

 

2. The downside risks contemplated in the macroeconomic scenario are mainly 

related to the forecasts for the commercial balance and the gross fixed capital 

formation, highlighting that those are the key variables for the materialisation of 

the projected scenario.  

The CFP stresses, as a recommendation, the need for macroeconomic frameworks underlying 

different budgetary programming documents to be produced for the medium term. Only then it 

will be possible to evaluate the longer term effects of the adopted policies and their sustainability. 

 


	1 Introduction
	2 Ministry of Finance forecasts
	3 Analysis of the forecasts
	4 Conclusion

