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The Portuguese Public Finance Council is an independent body, set up under article 3 of Law no. 22/2011 

of 20 May which was the 5th amendment to the Budget Framework Law (Law no. 22/2001 of 20 August, 

republished by Law no. 37/2013 of 14 June).  

 

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

to the European Council on economic governance in Europe, and became a reality in October 2010 after 

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

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

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

of the consistency, compliance with the stated objectives and the sustainability of public finances, while 

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

decisions and so strengthen the State’s financial credibility.  

 

This opinion was drawn up on the basis of the information available up to 20  January 2016. 
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1 INTRODUCTION 

The holding of national elections in early October and the following new parliamentary term1 led 

to specific adjustments to the Portuguese budgetary process for 2016. These adjustments cover, 

in particular, the deadline for submitting the State Budget Proposal which is normally 15 October, 

as well as its inclusion in the European Semester, according to which the Draft Budgetary Plan must 

also be submitted to the European Commission by 15 October. In addition, the budgetary process 

must be preceded by an economic policy coordination cycle within the EU that “ensures that 

Member States discuss their budgetary and economic plans with their EU partners at specific times 

throughout the year”.2 This should result in a joint analysis and assessment of all economic policies, 

including those related to macroeconomic balances and the financial sector, besides fiscal policies.3   

In parallel with the coordination of economic policies at the European level, this economic 

governance model requires increased coordination at the national level. Moreover, it demands the 

setting of a macroeconomic framework which includes not only the fiscal policy measures but also 

the general economic policy decisions contained in other documents. This framework must include 

the annual Budgetary Plan, an essential element of macroeconomic management that, despite its 

one-year time horizon and its specific application field, cannot ignore that decisions may have 

repercussions which go well beyond its time horizon and scope. The election calendar made full 

compliance with the sequence of steps defined in the European Semester impossible in 2016. 

Recovery should, however, be possible with the submission of the Stability Programme and the 

National Reform Programme in April, recovering the sequence initiated by the European 

Commission with the disclosing of the Annual Growth Survey 2016 in November 2015 . 

The constraints surrounding the presentation of DBP/2016 also had a bearing on the Opinion which 

the Portuguese Public Finance Council (CFP) is required to produce on the underlying 

macroeconomic forecasts. This led to the need for shorter and more flexible deadlines than those 

laid down in the Memorandum signed between the Ministry of Finance (MF) and the CFP in 

February 2015. Therefore the dates of the main phases of the process were as follows: 

 

 

 

 

 

                                                   
1 The current (13th) parliament took office on 24 October 2015. 
2 European Commission (2014), The EU's economic governance explained.  
3 These principles are laid down in the Treaty on Stability, Coordination and Governance in the Economic and Monetary 

Union and in a range of European Regulations and Directives included in the so-called “six pack” and “two pack”: see 

European Commission (2011), EU Economic governance "Six-Pack" enters into force; European Commission (2013), ‘Two-

Pack’ enters into force, completing budgetary surveillance cycle and further improving economic governance for the euro 

area. 

http://ec.europa.eu/europe2020/making-it-happen/annual-growth-surveys/index_en.htm
http://www.cfp.pt/about-us/protocolos/
http://europa.eu/rapid/press-release_MEMO-14-2180_en.htm
http://www.consilium.europa.eu/european-council/pdf/Treaty-on-Stability-Coordination-and-Governance-TSCG/
http://www.consilium.europa.eu/european-council/pdf/Treaty-on-Stability-Coordination-and-Governance-TSCG/
http://europa.eu/rapid/press-release_MEMO-11-898_en.htm
http://europa.eu/rapid/press-release_MEMO-13-457_en.htm
http://europa.eu/rapid/press-release_MEMO-13-457_en.htm
http://europa.eu/rapid/press-release_MEMO-13-457_en.htm
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Information submitted by the MF to 

the CFP  

Date 

Trend macroeconomic forecast (no-policy-
change scenario) 

30/12/2015 

First preliminary version of the 
programmatic scenario 

05/01/2016 

Notice of the DBP/2016 submission date to 
the European Commission 

12/01/2016 

Final version of macroeconomic scenario  18/01/2016 

 

The notice concerning the DBP/2016 submission date “to the European Commission and to the 

Eurogroup” (22 January) was given after the beginning of the procedures leading to the drawing 

up of the Opinion. Also the MF refers to the scenario reported to the CFP as “the version closest to 

the final version”. That version is published in Section 2.4   

Therefore, this Opinion reflects the conditions under which it was prepared and takes specifically 

into account the special nature of the DBP/2016, whose macroeconomic scenario is examined 

herein. This refers not only to its still partially preliminary nature but also to the short period it 

covers. Thus as regards the macroeconomic consequences of this DBP for the coming years, the 

Opinion merely highlights the risks of the exogenous assumptions made, as well as the implications 

of measures already implemented or likely to be implemented within a context of no additional 

measures. At the same time the Opinion stresses the need for the Stability Programme (to be 

published in April) to include the scenario for 2017-2020, based on the list of measures to be 

implemented and the assessment of their impact. This Programme should then form the basis for 

Draft Budgetary Plans in the coming years. 

 

                                                   
4 Late on 19 January, additional data on general government was received. Clarifications to the questions raised by the 

CFP were received until 20 January. 
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2 MINISTRY OF FINANCE FORECASTS 

The Macroeconomic Scenario included in the 2016 Draft Budgetary Plan 

The DBP/2016 predicts an increase in the rate of real economic growth, mainly based on the 

expansion of domestic demand. Following a 0.9% GDP growth in 2014, the MF expects an 

acceleration to 1.5% in 2015 and 2.1% in 2016 (Table 1). Domestic demand remains the main driver 

of growth, supported by a steady pace of private consumption growth (2.6%) and an acceleration 

in GFCF (4.9%). The contribution of net exports remains negative (-0.3 p.p.), although smaller than 

in 2015. The deceleration in exports (from 5.9% to 4.9%) is forecast to be more than offset by the 

deceleration in imports (from 7.6% to 5.9%), despite the increase in domestic demand. These 

developments imply a decrease in the import content of the various domestic demand components 

in 2016. 

The MF forecasts an increase in the GDP deflator based on the rise in domestic inflation 

resulting in a positive impact on public finance’s performance in the short-term. The GDP 

deflator is expected to increase to 2.0% in 2016 (1.9% in 2015), essentially due to the consumption 

deflators: 

 Public consumption: up by 2.0 p.p., as a result of the increase in public sector 

compensation of employees; 

 Private consumption: up by 0.8 p.p., in line with the forecast average change in prices as 

measured by the HICP. This change assumes that the increase in households’ disposable 

income, resulting from the fiscal measures and the rise in the minimum wage, will lead to 

increasing consumption of goods and services produced in Portugal and a slowdown in 

the imports of durable consumer goods. Since this increased demand is not expected to 

be met by an increased supply in the short run, internal prices will tend to rise. 

The favourable performance of prices coupled with the change in volume will drive up nominal 

GDP growth to 4.1% in 2016 (compared to 3.4% in 2015). If these developments are confirmed, 

they will benefit the budget outturn due to the positive impact on indirect tax revenue, and will 

help achieving fiscal goals expressed as a percentage of GDP (fiscal deficit and public debt). 

Employment and unemployment indicators are forecast to perform positively in 2016, 

although compensation of employees is expected to increase more than productivity. The 

MF estimates a continued decrease in the unemployment rate to 11.2% at the end of the year 

(12.3% in 2015). Employment should grow by 1.0%, a slight slowdown compared to previous years 

(1.1% in 2015). This performance can possibly be explained by an increase in compensation of 

employees (2.1%) greater than the rise in productivity (1.1%).  
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The macroeconomic scenario foresees 

an improvement in Portugal’s external 

balance. The net lending of the economy 

is expected to increase to 2.2% of GDP 

(1.8% in 2015). The main contribution will 

come from the balance of primary income 

and transfers, where the deficit will fall by 

0.4 p.p. The balance of goods and services 

will also be slightly up (0.1 p.p.), despite 

real growth in imports being greater than 

in exports. Therefore this positive change 

is dependent upon the achievement of the 

forecasts for exports and imports 

deflators.  

The DBP/2016 forecasts are based on a 

series of external assumptions 

favourable to the Portuguese economy. 

The DBP assumes that relevant foreign 

demand will accelerate (from 3.9% in 2015 

to 4.3% in 2016). Short-term interest rate 

is expected to see an additional reduction 

(from 0.0% to -0.2%). The euro is foreseen 

to record a slight depreciation against the 

dollar (from 1.11 to 1.09). Lastly, the price 

of crude in the international markets is 

assumed to continue to fall (from 55.1 to 

47.5 USD/barrel). 

 

 

Conciliation with previous forecasts 

This section of the Opinion compares the DBP/2016 scenario with previous MF forecasts, published 

in April 2014 in the 2014-2018 Fiscal Strategy Document (FSD/2014) and in April 2015 in the 2015-

2019 Stability Programme (SP/2015). 

Real GDP growth forecast (2.1%) is higher than in FSD/2014 (1.6%) and SP/2015 (2.0%). That 

change is mainly the result of the upward revision in the increase of private consumption (Chart 1) 

which is now expected to rise by 2.6% (in the earlier documents the projected rates were 0.8% and 

1.9%, respectively). Accordingly, import growth is now predicted to be higher than stated in those 

 

Table 1 – 2016 Draft Budgetary Plan Forecasts 

 

Source: MF – 2016 Draft Budgetary Plan, January 2016. 

2014 2015 2016

Real GDP and components (change, %)    

GDP 0.9 1.5 2.1

Private consumption 2.3 2.6 2.6

Public consumption -0.5 0.2 0.0

Investment (GFCF) 2.8 4.3 4.9

Exports 3.9 5.9 4.9

Imports 7.2 7.6 5.9

Contributions to real GDP growth (p.p.)  

Domestic demand 2.2 2.2 2.4

Net exports -1.2 -0.7 -0.3

Prices (change, %)    

GDP deflator 1.0 1.9 2.0

Private consumption deflator 0.6 0.6 1.4

Public consumption deflator -0.6 0.1 2.1

GFCF deflator -0.2 0.4 0.9

Exports deflator -0.7 -1.0 1.4

Imports deflator -2.1 -4.0 0.3

HICP -0.2 0.6 1.4

Labour market (change, %)    

Unemployment rate (% active pop.) 13.9 12.3 11.2

Employment 1.4 1.1 1.0

Compensation per employees -1.4 0.4 2.1

Apparent labour productivity -0.5 0.4 1.1

External sector (% GDP)    

Net lending 1.7 1.8 2.2

Current account 0.3 0.4 0.9

Balance of goods and services 0.4 0.9 1.0

Cyclical developments    

Potential GDP (change, %) -0.4 0.1 0.5

Output gap (% potential GDP) -3.8 -2.4 -0.9

Assumptions    

Foreign demand (change, %) 3.3 3.9 4.3

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

EUR/USD exchange rate 1.3 1.1 1.1

Oil prices (Brent, USD) 99.5 55.1 47.5

http://www.portugal.gov.pt/media/1405438/20140430%20DEO.pdf
http://www.portugal.gov.pt/media/8750838/20150429-programa-estabilidade-2015-2019.pdf
http://www.portugal.gov.pt/media/8750838/20150429-programa-estabilidade-2015-2019.pdf
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documents. This difference expresses a change in the economic strategy previously defined, which 

now relies more on domestic demand as the growth driver.  

The DBP/2016 scenario foresees a sharper rise in prices. 

 The scenario considers a stronger acceleration in inflation as measured by the HICP to 1.4%, 

when compared to the low levels recorded in 2014 and 2015 (-0.2% and 0.5%, respectively). 

Whilst this figure is in line with the previous strategy documents, it is more reliant on 

domestic inflation whereas in previous years its fall was mainly due to international price 

developments. 

 The GDP deflator projection, on the other hand, matches the rise in 2014/15, which was 

significantly higher than previous forecasts (estimate of 1.9% for 2015, compared to the 

1.3% forecast in SP/2015). However, while the increase in the deflator in 2015 was mostly 

due to the fall in import prices, the figure for 2016 is mainly based on a rise in domestic 

prices. 

  

Chart 1 – Comparison of the forecasts underlying the DBP/2016, SP/2015 and FSD/2014 (change, %) 

 

GDP Private consumption Public consumption 

   

Investment (GFCF) Exports Imports 

   

HICP GDP deflator Unemployment rate (% work. pop.) 

   
Source: MF – 2016 Draft Budgetary Plan; SP/2015 and FSD/2014. | Note: the FSD/2014 figures were calculated by the CFP 

according to the National Accounts standard ESA 2010 (methodology explained in the Report no. 6/2014). 
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Box 1 – Official forecasts for the Portuguese economy 

The MF estimate for GDP growth in 2015 (1.5%) is slightly below the major official institutions’ projections (1.6% to 

1.7%). This change is essentially due to a slower growth in domestic demand, particularly in public consumption and 

GFCF (Table 2). The rise in imports will have been higher than expected by most forecasters, but exports will have 

allowed external demand to make a contribution generally in line with expectations. In the case of prices, although the 

MF estimate for the HICP matches other forecasts, the GDP deflator projection is above the forecasters’ average, 

essentially due to the decline in the import deflator in 2015. Lastly, the net lending of the economy estimated by the 

MF is lower due to the less favourable performance of the balance of goods and services. Note that the official forecasts 

do not include the figures for the third quarter, unlike the MF estimate which was published at a time when most of 

the data relating to 2015 were already available. 

In regard to 2016, it should be recalled that the official forecasts (detailed in Table 3) were made before the policy 

measures included in the MF scenario were known. The MF growth forecast (2.1%) contrasts substantially from the 

remaining official forecasts (1.5% to 1.7%). That difference is mainly explained by the developments in private 

consumption and investment, since the MF predicts higher growth rates by around 1.0 p.p. Also in the case of prices 

the MF expects a GDP deflator (2.0%) higher than the other forecasters (from 0.5% to 1.3%). This expectation is based 

on higher projections for the deflators of private consumption (as for HICP), public consumption and exports. This 

discrepancy is explained by the different economic policy stance assumed by the MF compared to the baseline scenario 

envisaged by the other official institutions: the greater growth in compensation of employees and in disposable income 

would drive domestic demand aimed at goods and services produced in Portugal, leading to an increase in internal 

prices. Lastly, despite the increase in domestic demand predicted by the MF, the balance of goods and services forecast 

coincides with other forecasters, which could stem from the hypothesis of a decline in the import content of domestic 

demand and from the export and import deflators forecast. 

Table 2 – Official forecasts for the Portuguese economy 

 
Sources: MF – 2016 Draft Budgetary, January 2016; IMF - World Economic Outlook, October 2015; EC – Autumn Forecasts, 

November 2015; OECD – Economic Outlook No. 98, November 2015; BoP – Economic Bulletin, December 2015. 

Year 2014

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

Date Jan16 Oct15 Nov15 Nov15 Dec15 Jan16 Oct15 Nov15 Nov15 Dec15 Jan16

Real GDP and components (change, %)          

GDP 0.9 1.6 1.7 1.7 1.6 1.5 1.5 1.7 1.6 1.7 2.1

Private consumption 2.3 - 2.6 2.5 2.7 2.6 - 1.7 1.6 1.8 2.6

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

Investment (GFCF) 2.8 - 5.6 6.0 4.8 4.3 - 3.9 3.0 4.1 4.9

Exports 3.9 4.9 5.3 6.8 5.3 5.9 4.9 4.8 5.9 3.3 4.9

Imports 7.2 6.0 6.7 9.2 7.3 7.6 3.7 5.3 6.0 3.6 5.9

Contributions to real GDP growth (p.p.)          

Domestic demand 2.2 - 2.3 2.6 - 2.2 - 1.8 1.6 - 2.4

Net exports -1.2 - -0.5 -0.9 - -0.7 - -0.1 0.0 - -0.3

Prices (change, %)            

GDP deflator 1.0 1.0 1.3 1.4 - 1.9 1.3 1.4 0.5 - 2.0

HICP -0.2 0.6 0.5 0.5 0.6 0.6 1.3 1.1 0.7 1.1 1.4

Labour market (change, %)            

Unemployment rate (% active pop.) 13.9 12.3 12.6 12.3 - 12.3 11.3 11.7 11.3 - 11.2

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

Compensation per employees -1.4 - 0.4 -0.8 - 0.4 - 1.2 0.5 - 2.1

Apparent labour productivity -0.5 - 0.7 0.1 - 0.4 - 0.9 0.7 - 1.1

External sector (% GDP)            

Net lending 1.7 - 1.9 - 2.4 1.8 - 1.9 - 2.5 2.2

Current account 0.3 0.7 0.5 0.6 - 0.4 1.6 0.5 0.5 - 0.9

Balance of goods and services 0.4 - 0.8 1.3 1.6 0.9 - 0.9 0.9 1.7 1.0

Cyclical developments            

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

Output gap (% potential GDP) -3.8 -3.2 -2.3 -5.8 - -2.4 -1.8 -1.2 -4.6 - -0.9

Assumptions            

Foreign demand (change, %) 3.3 - 4.0 3.8 3.9 3.9 - 4.4 4.2 4.3 4.3

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

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

Oil prices (Brent, USD) 99.5 53.4 54.8 54.1 53.8 55.1 53.0 54.2 50.0 52.2 47.5

2015 2016
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3 ANALYSIS OF FORECASTS 

The DBP/2016 forecasts are crucially dependent on assumptions whose realisation is not 

guaranteed, especially those regarding foreign demand growth and price changes. Even in 

the short-term, recent developments in the major Portuguese export markets call for prudence 

when assuming growth in foreign demand. However, the more significant risks of the scenario 

relate to price changes and their immediate consequences on economic competitiveness. These 

could impact GDP growth and employment, if that impact is not corrected by further measures. 

Therefore the CFP’s analysis looks at two main issues: the foreign demand growth assumption; and 

the forecasts of price changes and their implicit impact on the external contribution to GDP growth.  

Nonetheless the CFP recognises that all forecast exercises are subject to errors and 

uncertainty. Many of the errors are exogenous to forecasters and are difficult to consider at the 

moment of the forecasting exercise, even when using the largest set of available information. In an 

attempt to identify the uncertainty inherent to point forecasts, Box 2 analyses the errors associated 

with the MF forecasts for some key variables. That analysis along with the consideration of the 

specific risks identified in this section and with the Portuguese economy’s high level of 

indebtedness recommend the adoption of a prudent macroeconomic scenario, the principle which 

governs the comments below. 

External demand 

The MF assumes a foreign demand acceleration in 2016, from 3.9% to 4.3%, which does not 

appear to consider the latest slowdown indications in Portugal’s main trading partners. 

According to the latest forecasts published by the IMF,5 the projection for global growth has been 

revised downwards mainly due to the emerging economies. World GDP should grow by 3.4% in 

2016, like in 2014, and just 0.3 p.p. above 2015 (Chart 2). Advanced economies are foreseen to 

continue the current moderate recovery, while emerging economies are expected to reverse the 

slowdown verified in 2015. As for Portugal’s main trading partners, prospects are very moderate. 

In Spain (that accounts for 20% of total exports) the economy is forecast to decelerate by 0.5 p.p. 

in 2016. Important markets such as France, Germany, the UK and the USA (around 35% of exports) 

should see a weak acceleration. Finally, Angola is likely to continue to suffer the adverse effects of 

the oil price drop on its exports, which could lead to a new downward revision in its economic 

forecasts.6 These external developments are difficult to reconcile with the assumption of the 

acceleration of foreign demand in 2016 considered by the MF. 

 

                                                   
5 IMF (2016) World Economic Outlook Update – January 2016. 
6 Note that the forecasts for Angola were published in October 2015. 

http://www.imf.org/external/pubs/ft/weo/2016/update/01/pdf/0116.pdf
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Chart 2 – Forecast GDP growth in the ten largest export markets (change, %) 

 

Source: BoP (exports of goods and services at current prices in 2014) and IMF (GDP) – World Economic Outlook Update, January 

2016. | Note: figures for Angola, Netherlands and Belgium refer to the October 2015 WEO forecasts. 

 

The successive downward revisions of forecast growth in the emerging economies in 2016 

and the negative signs in the international economic environment underline the risk of a 

slowdown in these markets. Should these risks become real in emerging markets, they will have 

consequences for Portugal, both direct, especially through Angola, Brazil and China, and indirect, 

due to the lower demand in European economies. In fact, a slowdown in the Chinese economy may 

impact Portugal’s main trading partners, since as regards exports of goods in 2014 China was 

ranked 5th place for Germany, 8th for France and 12th for Spain.7 Angola is also a very important 

economic partner for China, being its main supplier of crude oil. On the other hand mention must 

also be made of the recession in Brazil, which is proving to be worse than expected (a year ago the 

economy was expected to grow by 1.5% in 2016, whereas the latest projections point to a decrease 

of 3.5%). Given the list of Portugal’s main trading partners, a downward revision in foreign demand 

growth in 2016 seems likely. This is a downside risk that may have a significant impact on exports, 

hindering GDP growth. 

Prices: nominal and real effects 

The MF forecasts a rise in domestic inflation in 2016 (1.4%) which is difficult to reconcile 

with the openness of the economy and recent changes in national and international prices. 

Although the average change in the HICP in 2015 (0.5%)8 was higher than the MF forecasts in the 

SP/2015 (-0.2%), during the second half of the year monthly year-on-year changes slowed down 

in line with international prices (Chart 3, left hand panel). It must also be stressed that the core 

inflation (which excludes energy and food prices) only grew slightly over 0.5%, an insufficient trend 

to offset the fall in oil prices. On the other hand, Portugal’s main trading partners are still 

experiencing decreases in inflation (Chart 3, right hand panel). Note that in 2015 the average 

                                                   
7 CFP calculations based on IMF data - Direction of Trade Statistics. 
8 Unlike the figures presented by the MF for 2015 (0.6%), these figures published in January by the INE show an average 

change in the HICP of 0.5%. 
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change in the HICP was around 0% in the Euro area and -0.6% in Spain. In the case of tradable 

goods that change will tend to increase the price competitiveness of imports.  

Chart 3 – Change in prices (HICP) in Portugal and in its major trade partners 

Portugal (year-on-year and annual average change, %) Main partners (annual average change, %) 

  
Source: INE and Eurostat.  

The sharp acceleration of the private consumption deflator and HICP are the hardest 

variables to explain, considering the openness of the Portuguese economy. The change in the 

GDP deflator is mainly based on the public and private consumption deflators. The significant 

growth of the public consumption deflator is explained by the change in public sector wages. 

However, in the case of private consumption, despite the pressure coming from the expected 

increase in average compensation per employee (2.1%) being higher than the increase in 

productivity (1.1%), the openness of the economy should mean that an increase in national 

production prices will lead to an increase in imports of tradable goods, particularly from the Euro 

area, not affected by possible exchange rate changes. It can be argued that the real growth in 

imports may be tempered by the moderation in purchases of durable consumer goods (for 

example, cars), since the replacements that were postponed during the recession years would have 

taken place in 2014 and 2015. However, the difference in prices will tend to increase imports of 

current consumption goods thus reducing domestic inflation. 

To this price effect also correspond impacts on national production of tradable goods and 

in exports, which reinforce the negative expectations associated with the risk of a slowdown in 

foreign demand. On top of this, both imports and exports will experience the immediate impact of 

the rise in salaries that is not offset by productivity gains or other structural competitiveness factors. 

In addition to the direct impact of the domestic demand pressure on prices and on the 

external contribution, the effects on GFCF should also be considered. Decisions as to whether 

to increase production capacity are affected by expectations about domestic and foreign demand, 

as well as about profitability and returns on specific investments, and by confidence in the general 

direction of economic policy. Thus a loss of competitiveness puts at risk the increase in investment 

foreseen in the scenario. 

In conclusion: the forecast of a price increase due to domestic demand pressure resulting 

from the increase in disposable income is not sufficiently plausible and raises questions 

about the performance of both the economy and fiscal policy. The latter, in particular, is 

affected by the revenue forecast from indirect taxes, as well as by the importance of deflators to 

the targets calculated as a percentage of nominal GDP. As for economic performance, the rise in 
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domestic prices may have a quick and negative impact on foreign trade and investment prospects, 

while the measures aimed at increasing the structural competitiveness of the economy are not yet 

defined and will take time to implement and become effective. Given the high indebtedness of the 

Portuguese economy and its gross borrowing requirements, this impact should be taken into 

account when defining the macro-fiscal strategy for the coming years. 
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Box 2 – Errors associated with forecasting exercises 

The forecasts included in the DBP/2016 are subject to uncertainty, as is any forecasting exercise. Even when using the largest 

set of available information at the time of the forecast, it is difficult to account for unforeseen shocks (negative or positive) 

and/or potential changes in the behaviour of economic agents. One of the methods to illustrate this uncertainty is to set 

confidence intervals based on an analysis of the forecasting model’s performance.  

Taking as a starting point the State Budget reports published during 1995-2015, the CFP calculated the confidence intervals 

associated with the MF forecasts, on the basis of the respective forecasting errors (the difference between the forecast figures 

and those recorded the following year). The results are set out in Chart 4. The greater the uncertainty of a particular forecast, 

the wider the confidence region linked to that point (and the lighter the shading). The forecast intervals shown are considered 

symmetrical, which assumes an equal probability of a positive or negative deviation from the forecast. Note, however, that for 

the observed period (1995-2015), the MF forecasts included in the State Budgets tended to be optimistic, which could be the 

result of the systematic adoption of more favourable assumptions or of the performance of the forecasting model itself. 

Bearing in mind the past performance of the MF’s forecasting capability, additional prudence is recommended when analysing 

the 2016 forecasts for the following variables: (i) as regards GDP components, uncertainty is particularly high for Investment 

(GFCF), Exports and Imports; (ii) in terms of prices, the MF forecasts for the HICP reveal a significant risk, which gives rise to a 

wider confidence region. 

The great variability of uncertainty associated with the forecasts and the forecaster’s optimism bias suggest particular prudence 

when analysing these forecasts. Any considerable forecasting errors could have major implications for fiscal projections, 

especially on the revenue side, possibly jeopardising the budget outturn.   

 

Chart 4 – Forecast ranges for MF forecasts (change, %) 

 

GDP Private consumption Public consumption 

   

Investment (GFCF) Exports Imports 

   

HICP GDP deflator Unemployment rate (% work. pop.) 

   
Source: 2016 Draft Budgetary Plan; CFP – calculations based on the State Budget reports 1995-2015. 
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4 CONCLUSION: SHORT AND MEDIUM TERM FISCAL RISKS 

Despite the adjustments made during the Economic and Financial Assistance Programme (EFAP) in 

terms of fiscal matters, in external borrowing requirements and in a number of structural areas, 

Portugal still faces the need to define coherent economic and structural policies aiming at ensuring 

social stability and sustained economic growth, which implies a return to financial stability. This 

calls for the reallocation and more efficient use of economic resources, so as to correct the 

macroeconomic imbalances that still characterize the economy, as well as to promote confidence 

among savers and investors, which is vital for these goals to be achieved.   

As stated in the Introduction, this framework should include annual budgetary plans presented in 

line with the procedure defined in the European Semester, which in the case of DBP/2016 was 

jeopardised by the national election calendar. Under these circumstances it was necessary to 

present a Draft Budgetary Plan which is not guided by the strategy defined in the SP/2015, but still 

lacks its revision and that of the National Reform Programme for the next four-years (to be 

submitted in April). 

Thus, this Opinion faces the difficulty of having to evaluate the short term macroeconomic scenario 

underlying the DBP/2016 without knowledge of the economic policy strategy to be observed 

during this parliamentary term in order to justify and make viable the options set therein. One clear 

choice taken in regard to 2016 is to define domestic demand as the main driver of economic 

growth. That is a plausible outcome in the medium term, especially after the marked correction 

that occurred throughout the EFAP. However, its viability will depend crucially upon structural 

measures capable of offsetting the loss of competitiveness that characterized the Portuguese 

economy during the decade before the crisis. That loss gave rise to the near stagnation of economic 

growth and the drop in employment, despite fiscal and credit policies that at the time provided a 

strong stimulus to domestic demand, but finally led to the unsustainable increase in Portugal’s 

indebtedness.  

The immediate impact of the macroeconomic scenario underlying the DBP/2016 on general 

government net borrowing requirements in the current year may prove to be attainable given the 

effect of the foreseen increases in salaries and private consumption on public revenue. However, 

even in the short term, that impact may be mitigated by the risks mentioned in the previous section. 

These effects will be analysed more thoroughly in the CFP’s report on the 2016 State Budget 

Proposal. Nonetheless within the scope of this Opinion it is important to stress the need to define 

an economic policy strategy that takes into account the structural competitiveness of the economy, 

so as to ensure employment and productivity growth, the only stable bases for the desired 

economic and social welfare.    

Pursuant to article 8 of the Budgetary Framework Law (Law no. 151/2015 of 11 September), ”The 

projections underlying budgetary programming documents (…) shall be based on the most likely 

macroeconomic scenario or an a more prudent scenario.” The same guideline is also set out in 

European legislation, in particular in the Council Directive 2011/85/EU of 8 November 2011, which 

defines the requirements for budgetary frameworks of the Member States, and in the Stability and 

Growth Pact.  
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Within this legal context and as a result of the assessment of the macroeconomic forecasts 

underlying the 2016 Draft Budgetary Plan, considering the limitations explained, the Portuguese 

Public Finance Council concludes that: 

 

1. The macroeconomic forecasts underlying the 2016 Draft Budgetary Plan present 

significant risks, highlighted in this Opinion, which deserve special consideration 

when monitoring the economic situation and the State Budget outturn throughout 

2016. 

2. The current international climate should lead to greater prudence in regard to the 

assumptions concerning growth in external demand. Risks stemming from forecasts 

which prove to be optimistic are especially important at a time of great uncertainty 

as to developments in the global economy and given the Portuguese economy’s high 

level of indebtedness. 

3. Growth based on domestic demand, in particular private consumption, is a well-

documented past trend. Whilst not statistically implausible in the short-term, the 

forecasts relating to prices, investment and foreign trade in 2016 may be deemed far 

from prudent. 

4. Therefore these factors should be thoroughly taken into account when preparing the 

2016-2020 Stability Programme. 

 

The conclusions reached in this Opinion reflect the nature of the scenario under review. The 

forecasts contained in the scenario, whilst not absolutely implausible in the short term, do not 

reduce and actually increase the uncertainty relating to their medium term consequences, in 

particular as regards price changes, investment and contribution of foreign trade to GDP growth. 

Therefore, the Opinion stresses the need for the SP/2016 to fill in the remaining gaps relating to 

the sustainability of the projected changes.   
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ANNEX 

Table 3 – Details of the official forecasts for the Portuguese economy 

 

Sources: International Monetary Fund - World Economic Outlook, October 2015; European Commission – Autumn Economic 

Forecasts, November 2015; OECD – Economic Outlook  No 98, November 2015; Bank of Portugal – Economic Bulletin, December 

2015; Ministry of Finance – 2016 Draft Budgetary Plan, January 2016. 

 

Year

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

Date Jan16 Oct15 Nov15 Nov15 Dec15 Jan16 Oct15 Nov15 Nov15 Dec15 Jan16

Real GDP and components (change, %)            

GDP 0.9 1.6 1.7 1.7 1.6 1.5 1.5 1.7 1.6 1.7 2.1

Private consumption 2.3 - 2.6 2.5 2.7 2.6 - 1.7 1.6 1.8 2.6

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

Investment (GFCF) 2.8 - 5.6 6.0 4.8 4.3 - 3.9 3.0 4.1 4.9

Exports 3.9 4.9 5.3 6.8 5.3 5.9 4.9 4.8 5.9 3.3 4.9

Imports 7.2 6.0 6.7 9.2 7.3 7.6 3.7 5.3 6.0 3.6 5.9

Change in inventories and ALDV (% GDP) - - - - - - - - - - -

Contributions to real GDP growth (p.p.)            

Domestic demand 2.2 - 2.3 2.6 - 2.2 - 1.8 1.6 - 2.4

Net exports -1.2 - -0.5 -0.9 - -0.7 - -0.1 0.0 - -0.3

Prices (change, %)            

GDP deflator 1.0 1.0 1.3 1.4 - 1.9 1.3 1.4 0.5 - 2.0

Private consumption deflator 0.6 - 0.5 0.6 - 0.6 - 1.1 0.4 - 1.4

Public consumption deflator -0.6 - 0.4 0.1 - 0.1 - 1.4 1.5 - 2.1

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

Exports deflator -0.7 - 0.3 -0.9 - -1.0 - 0.6 0.6 - 1.4

Imports deflator -2.1 - -1.8 -2.9 - -4.0 - -0.2 1.1 - 0.3

HICP -0.2 0.6 0.5 0.5 0.6 0.6 1.3 1.1 0.7 1.1 1.4

Nominal GDP            

Change (%) 1.9 2.6 3.1 3.1 - 3.4 2.9 3.0 2.1 - 4.1

Level ('000 M€) 173.4 177.5 178.8 178.8 - 179.4 182.7 184.3 182.5 - 186.7

Labour market (change, %)            

Unemployment rate (% active pop.) 13.9 12.3 12.6 12.3 - 12.3 11.3 11.7 11.3 - 11.2

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

Compensation of employees 0.4 - 1.6 0.8 - 1.6 - 2.0 1.4 - 3.1

Compensation per employees -1.4 - 0.4 -0.8 - 0.4 - 1.2 0.5 - 2.1

Apparent labour productivity -0.5 - 0.7 0.1 - 0.4 - 0.9 0.7 - 1.1

External sector (% GDP)            

Net lending 1.7 - 1.9 - 2.4 1.8 - 1.9 - 2.5 2.2

Current account 0.3 0.7 0.5 0.6 - 0.4 1.6 0.5 0.5 - 0.9

Balance of goods and services 0.4 - 0.8 1.3 1.6 0.9 - 0.9 0.9 1.7 1.0

Balance of primary income and transfers-0.1 - -0.3 -0.7 - -0.5 - -0.4 -0.4 - -0.1

Capital account 1.4 - 1.4 - - 1.4 - 1.3 - - 1.3

Cyclical developments            

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

Output gap (% potential GDP) -3.8 -3.2 -2.3 -5.8 - -2.4 -1.8 -1.2 -4.6 - -0.9

Assumptions            

Foreign demand (change, %) 3.3 - 4.0 3.8 3.9 3.9 - 4.4 4.2 4.3 4.3

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

Long-term interest rate (%) - - 0.5 2.4 - - - 0.7 2.4 - -

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

Oil prices (Brent, Eur) 74.9 - 49.0 48.5 48.4 49.6 - 47.9 44.8 48.1 43.5

Oil prices (Brent, USD) 99.5 53.4 54.8 54.1 53.8 55.1 53.0 54.2 50.0 52.2 47.5

2014 2015 2016


