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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 (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 uses the information available up to 11 October 2017. 
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1 INTRODUCTION 

This Opinion examines the macroeconomic forecasts underlying the Draft State Budget for 2018 

(DSB/2018) and is framed by the “Memorandum of Understanding (MoU)between the Ministry of 

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

macroeconomic forecasts underlying the Stability Program and the Draft State Budget”, signed on 6 

February 2015.1  

Pursuant to the terms of the said MoU, on 21 August the Government formally notified the 

Portuguese Public Finance Council (CFP) that DSB/2018 would be presented to Parliament on 13 

October (“D” day for the purposes of the calendar included in section 5 of the MoU).  

On 18 September the CFP received a working version of the macroeconomic forecasts used in the 

no-policy-change scenario. On 28 September the Ministry of Finance (MF) sent the CFP a new 

version of the macroeconomic forecasts used in the no-policy-change scenario and 

macroeconomic forecasts used in the planning scenario, that is to say, taking into account the 

policy measures forecast by the Government in the draft, as well as the respective table that 

identifies and provides a preliminary quantification of those measures. 

On 29 September a meeting was held between the Ministry of Finance (MF) and the CFP teams at 

which the former gave a brief summary of the two scenarios and the measures considered.  

On 11 October the MF sent the final version of the macroeconomic scenario without any new 

information on the policy measures included therein. This Opinion refers to the sums taken into 

account by the MF in its external and technical hypotheses and the macroeconomic forecasts 

underlying this planning scenario. Table 1 shows the main indicators in light of the latest 

information provided by the MF at the time this Opinion was completed (11 October 2017). 

The methods and the analysis used in this Opinion are described in the aforementioned MoU. CFP 

analysed the macroeconomic forecasts underlying DSB/2018 with the following means: 

a) CFP technical staff’s analysis of the forecasts; 

b) Comparison with the forecasts made by the benchmark institutions: European Commission 

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

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

c) The latest available statistics from the national statistical authorities — Statistics Portugal 

(INE) and BoP; 

d) Oral and written technical clarifications provided by the MF as concerns the forecasts made. 

 

 

                                                   
1 Available on the CFP website. 

http://www.cfp.pt/wp-content/uploads/2015/02/Protocolo-entre-MdF-e-CFP.pdf
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2 MINISTRY OF FINANCE FORECASTS 

Macroeconomic scenario underlying the Draft State Budget for 2018 

The macroeconomic scenario underlying DSB/2018 provides for strong domestic economic growth 

over the time horizon and revises upwards the forecasts underlying SP/2017-2021. Under the 

current scenario the MF predicts 2017 will see a significant rise in GDP growth, the real rate of 

change (2.6%) being 1.1 p.p. up on 2016. Domestic demand is the driving force behind this increase 

and its contribution is up by 1.1 p.p. compared to the figure for 2016 (1.6 p.p.). This development 

is mainly built on the sharp increase in Gross Fixed Capital Formation (GFCF), where the real rate 

of change goes from 1.6% in 2016 to 7.7% in 2017, although it also benefits from a slight increase 

in the growth in private consumption (from 2.1% to 2.2%). However, the MF expects real growth in 

public consumption which stood at 0.6% in 2016 to contract slightly (-0.2%) in 2017. Net exports 

will continue to make the negative contribution seen in 2016 (-0.1 p.p.), while exports and imports 

are expected to increase from 4.1% to 8.3% and from 4.1% to 8.0%, respectively. 

The MF forecasts that the economy will slow down in 2018 and predicts a real GDP growth of 2.2%. 

The behaviour of domestic demand is once again the key factor here, with the MF foreseeing a 

decrease of 0.5 p.p. in domestic demand’s contribution compared to 2017 (2.2 p.p. in 2018). This 

fall reflects the slowdown in GFCF and in private consumption, whose rates of change are 5.9% and 

1.9%, respectively, and the continued contraction in public consumption, where the rate of change 

will be -0.6% in 2018. Under the current scenario the contribution of external demand to the real 

change in GDP is zero in 2018, which constitutes an increase of 0.1 p.p. compared to 2017. As in 

the first year of the forecasting exercise, the MF expects similar developments in the real rate of 

change of exports and imports in 2018, and estimates that growth in exports will go from 8.3% to 

5.4% and growth in imports from 8.0% to 5.2%. 

As regards prices, the MF expects the GDP deflator to stabilise and record a growth rate close to 

2016’s (1.4%). In 2017, that performance is essentially the result of the combined effect of the 

increased growth in private consumption (from 1.0% to 1.3%), GFCF (from 0.2% to 1.2%) and 

exports (from -2.2% to 3.3%) deflators plus a substantial increase in the change in the imports 

deflator (from -3.1% to 3.9%). The 2018 performance of the GDP deflator reflects the balance 

between the impact of the forecast slowdowns in public consumption (from 1.6% to 1.2%) and 

exports (from 3.3% to 1.0%) deflators and the impact of the slowdown in the imports deflator (from 

3.9% to 1.0%). The private consumption deflator shows an overall development consistent with the 

forecast for the Harmonised Index of Consumer Prices (HICP), which accelerates in 2017 to 1.2%.  

The current MF scenario foresees nominal changes in GDP of 3.9% in 2017 and 3.6% in 2018. In 

2017, the higher nominal GDP growth (compared to 3.0% in 2016) results from the sharp increase 

in real GDP, given the marginally lower growth forecast for the deflator (down 0.1 p.p. on 2016). In 

2018, the slowdown in nominal GDP is also a consequence of the performance of real GDP (going 

from 2.6% to 2.2%), since the deflator records a small increase (up 0.1 p.p. on 2017). 
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DSB/2018 foresees a generally 

positive outlook for the labour 

market, and predicts a drop in the 

unemployment rate. Under the 

current scenario, the 

unemployment rate should fall by 

1.9 p.p. in 2017, to stand at 9.2%, 

and then drop to 8.6% in 2018. The 

employment behaviour is 

consistent with this change (the 

MF foresees growth in jobs of 2.7% 

in 2017, followed by a slowdown to 

0.9% in 2018). Average earnings 

per employee should increase by 

1.7% in nominal terms in 2017, less 

than in the previous year (when 

growth was 2.1%), thereby 

reducing the differential compared 

to the rate of change in apparent 

labour productivity, which once 

again should record a slightly 

negative figure (-0.1%). For 2018 

the current scenario predicts 

greater growth in average earnings 

per employee (2.3% in nominal 

terms), and a more expressive 

growth in productivity of 1.2%. 

The macroeconomic scenario 

published by the MF foresees 

stabilisation among the external 

sector indicators. In 2017 the net 

borrowing capacity of the 

economy shows a slight decrease 

to 0.8% of GDP, before returning in 

2018 to the level seen in 2016 

(1.0%). This development is 

brought about essentially by the current account balances, in particular the primary income and 

transfers balances, which should weaken slightly in 2017 (to -0.1% of GDP and -1.0% of GDP, 

respectively) and recover in 2018 to levels equal to those recorded in 2016. In 2017 the goods and 

services account remains unchanged compared to 2016 (at 0.9% of GDP), while it shows a slight 

increase to 1.0% in 2018. The capital account remains the same (i.e., 0.9% of GDP) over the 

forecasts’ time horizon. 

Table 1 – Macroeconomic forecasts underlying DSB/2018 

 
Source: MF – Information provided on 11 October 2017. 

2016 2017 2018

Real GDP and components (change, %)

GDP 1.5 2.6 2.2

Private consumption 2.1 2.2 1.9

Public consumption 0.6 -0.2 -0.6

Investment (GFCF) 1.6 7.7 5.9

Exports 4.1 8.3 5.4

Imports 4.1 8.0 5.2

Contributions to real GDP change (p.p.)

Domestic demand 1.6 2.7 2.2

Net exports -0.1 -0.1 0.0

Prices (change, %)

GDP deflator 1.4 1.3 1.4

Private consumption deflator 1.0 1.3 1.4

Public consumption deflator 1.8 1.6 1.2

GFCF deflator 0.2 1.2 1.1

Exports deflator -2.2 3.3 1.0

Imports deflator -3.1 3.9 1.0

HICP 0.6 1.2 1.4

Nominal GDP

Change (%) 3.0 3.9 3.6

Labour market (change, %)

Unemployment rate (% active pop.) 11.1 9.2 8.6

Employment 1.6 2.7 0.9

Compensation per employees 2.1 1.7 2.3

Apparent labour productivity -0.1 -0.1 1.2

External sector (% GDP)

Net lending 1.0 0.8 1.0

Current account 0.1 -0.1 0.1

Balance of goods and services 0.9 0.9 1.0

Balance of primary income and transfers -0.8 -1.0 -0.8

Capital account 0.9 0.9 0.9

Cyclical developments

Potential GDP (change, %) 0.7 1.3 1.6

Output gap (% potential GDP) -0.9 0.4 1.0

Assumptions

Foreign demand (change, %) 2.0 4.9 4.0

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

Exchange rate EUR-USD 1.11 1.13 1.18

Oil price (Brent, USD) 45.1 53.5 54.8
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The scenario underlying DSB/2018 points to continued growth in potential GDP and the MF 

estimates the rate of change in potential GDP will rise to 1.3% in 2017 and 1.6% in 2018. The output 

gap (-0.9% in 2016) also records a gradual increase, to reach positive figures of 0.4% of potential 

GDP in 2017 and 1.0% in 2018. 

The external hypotheses developed for the Portuguese economy have a positive overall impact on 

the macroeconomic scenario in question. The MF expects significant increase in external demand 

with growth of 4.9% in 2017 (+2.9 p.p. compared to 2016), which involves an improved economic 

climate for Portuguese exports, to be followed by a drop to 4.0% in 2018. As regards the short-

term interest rate (3-month Euribor) the current scenario foresees a negative figure (-0.3%) 

throughout the period under review. The forecast for the euro-US dollar exchange rate – up from 

1.11 in 2016 to 1.18 in 2018 – has a potentially adverse effect on Portuguese exports but offsets 

the negative impact of the forecast increase in the price of oil on the international markets; the MF 

estimates that the average price of a barrel of Brent will go from 53.5 dollars in 2017 to 54.8 dollars 

in 2018. 

Conciliation with previous MF forecasts 

This section compares the scenario published in DSB/2018 with previous MF forecasts, in particular 

those underlying SP/2017-2021 and SB/2017. 

 

The MF has revised upwards the expected growth in GDP volume for 2017 (2.6%) compared to the 

scenario published in SP/2017-2021 (+0.8 p.p.) and the SB/2017 scenario (+1.2 p.p.). As for private 

consumption, there is a change in the expected path in 2017 (growth of 2.2%), as the slowdown 

included in previous scenarios (from -0.7 p.p. to 1.6% in SP/2017-2021; and from -0.5 p.p. to 1.5% 

in SB/2017) is replaced by a rise of 0.1 p.p. The change in public consumption estimated for the 

year (-0.2%) is still negative but to a lesser degree (a +0.8 p.p. revision compared to SP/2017-2021 

and +1.0 p.p. compared to SB/2017). The expected increases in GFCF (7.7%) and exports (8.3%) 

record the largest upward revision compared to the previous scenarios, +2.9 p.p. and +3.7 p.p., 

respectively, compared to SP/2017-2021 and +4.6 p.p. and +4.0 p.p., respectively, compared to 

SB/2017. Thus, the current forecast estimates domestic demand will make a larger positive 

contribution (+2.7 p.p.) than previously forecast (+1.7 p.p. in SP/2017-2021 and +1.3 p.p. in 

SB/2017), while net exports will again make a negative contribution (-0.1 p.p.), which contrasts with 

the positive contribution previously predicted (+0.1 p.p. in SP/2017-2021 and +0.2 p.p. in SB/2017). 

 

For 2018 the MF forecasts a slowdown in real GDP (2.2%), although it is expected to grow faster 

than estimated in SP/2017-2021 (1.9%). This upward revision is once again a consequence of the 

greater contribution from exports (5.4%), private consumption (1.9%) and GFCF (5.9%), where 

growth rates are up by +0.9 p.p., +0.4 p.p. and +0.8 p.p., respectively, compared to the previous 

forecasts, as well as a result of the less negative contribution from public consumption (-0.6%) 

where the change has been revised upwards by +0.3 p.p. compared to the SP/2017-2021 

projection.  
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Chart 1 – Comparison of forecasts included in SB/2017, SP/2017-2021 and DSB/2018 (change, %) 

 

Real GDP Private consumption Public consumption 

   
GFCF Exports Imports 

   
HICP GDP deflator Unemployment rate (% active pop.) 

   
Source: MF – SB/2017, SP/2017-2021 and DSB/2018.  

In light of the previous scenario the MF expects a downward revision in the rate of price increases 

and a more significant drop in the unemployment rate in 2018: 

 The current estimated growth in the GDP deflator is revised slightly downwards by -0.1 p.p. 

compared to the figure published in SP/2017-2021, both in 2017 and 2018, to 1.3% and 

1.4%, respectively. The HICP continues to follow an upward path, however it is less steep 

than previously forecast (on average the figures are revised by -0.3 p.p. compared to 

SP/2017-2021 and SB/2017 both in 2017 and 2018).  

 The unemployment rate dips faster than foreseen in SP/2017-2021 and the figures have 

been revised by -0.7 p.p. in 2017 and 2018 to give 9.2% and 8.6% of the working population 

in each year, respectively (the current forecast for 2017 is down 1.1 p.p. on that disclosed 

in SB/2017). 
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Box 1 – Forecasts and projections for the Portuguese economy  

The MF forecast for real GDP growth in 2017 is 2.6%, a figure close to the latest projections set out in Table 2. That forecast is 

0.1 p.p. above the IMF (October) and BoP (October) projections, and 0.1 p.p. below the CFP projection (September). The MF 

forecast is slightly higher than the projections published by the EC (1.8%) and the OECD (2.1%), although it must be said that 

those projections were made some time before the others since they were published in May and June of this year and so 

contain less information on the economic framework and recent performance. The change in private consumption in 2017 

expected by the MF is the same as the CFP’s and is slightly higher than the OECD (2%), the BoP (1.9%) and the EC (1.9%) 

estimates. Unlike most institutions (with the exception of the OECD), the MF foresees a decrease in public consumption (-

0.2%). As for GFCF, the growth forecast by the MF (7.7%) is higher than that projected by the EC (5.4%) and by the OECD (6.5%) 

and below that expected by the CFP (9.1%) and by the BoP (8.0%). Thus, the MF estimates that domestic demand will contribute 

2.7 p.p. to GDP growth in 2017, a figure above the 2.1 p.p. and 1.9 p.p. of the EC and OECD, respectively, but below the CFP’s 

2.8 p.p. As regards the external sector, the MF forecasts exports growth of 8.3%, which is a more optimistic estimate than the 

projections of the other forecasters, who have indicated figures between t4.4% (EC) and 7.9% (CFP and IMF). However, it should 

be stressed that the MF scenario also contains greater growth in imports (8.0%), which leads to a negative contribution from 

net exports (-0.1 p.p.). That contribution is close to the one projected by the CFP (0 p.p.)  and lower than that foreseen by the 

OECD in June of this year (0.2 p.p.). In terms of prices, the MF predicts a 1.2% change in the HICP, which is below the 1.6% 

expected by most of the institutions concerned, and growth of 1.3% in the GDP deflator, a figure equal to the CFP estimate 

but below the 2.2% projected by the IMF. The MF forecast for the unemployment rate is 9.2%, equal to the CFP estimate, and 

which falls between the 9% expected by the BoP and the EC’s figure of 9.9%. In the labour market, the MF expects employment 

to grow by 2.7%, which is less than the levels estimated by the CFP (2.8%) and the BoP (3.1%) but higher than the figures 

predicted by the EC (1.4%), OECD (1.3%) and IMF (2.6%). The MF forecast for the economy’s net borrowing capacity (0.8% of 

GDP) is more conservative than those of all the institutions concerned and is penalised by the current account balance. 

For 2018 the MF foresees a real GDP growth rate of 2.2%, which represents slower growth compared to 2017. All the institutions 

concerned expect such a slowdown but the MF scenario is the most optimistic in regard to the economy’s rate of growth, since 

the other institutions estimate that real GDP will grow somewhere between the 1.6% projected by the EC and OECD and the 

2.1% projected by the CFP. According to the MF, private consumption should slow to 1.9%, public consumption to -0.6% and 

GFCF to 5.9%. Note that the CFP predicts slowdowns in all three components of domestic demand while for the EC and the 

OECD the only component that should see more growth in 2018 is public consumption. Thus, the MF expects domestic 

demand’s contribution to be 2.2 p.p., down 0.1 p.p. on the CFP projection, but 1.7 p.p. and 1.2 p.p. higher than the EC and 

OECD estimates, respectively. On the external level, and reflecting the expected slowdown in the growth rates of exports (5.4%) 

and imports (5.2%), the MF expects net exports to make a zero contribution in 2018. All the other institutions foresee less 

foreign trade, and estimate that export growth will be between 4% (CFP) and 5.2% (IMF) while imports vary between 3.9% 

(OECD) and 5.0% (IMF). Note that both the CFP and the EC expect net exports’ contribution to GDP growth to be -0.1 p.p. 

Under the MF scenario, the 2018 rate of change in the HICP should increase to 1.4%, a figure below the projections of the IMF 

(2%), the CFP (1.9%) and the EC (1.5%). As for the GDP deflator, the rate of change forecast by the MF (1.4%) is the lowest as 

compared to the other institutions. In the labour market the MF predicts the unemployment rate to drop to 8.6%, a figure that 

sits between the 8.5% projected by the CFP and the 9.2% estimated by the EC. In terms of the change in employment, the MF 

forecast (0.9%) is 0.2 p.p., up on the IMF estimate, but equal to the EC and OECD projections and slightly down on the CFP 

forecast (1.1%). For 2018, the MF scenario points to a net borrowing capacity of 1% of GDP, a sum below that foreseen by both 

the EC (1.5% of GDP) and the CFP (1.3% of GDP). As in 2017, the economy’s lower net borrowing capacity as forecast by the 

MF, when compared to that of the other institutions, stems from a more pessimistic forecast for the current account balance. 

Note that the MF scenario already includes the final figures for the 2015 Annual National Accounts and the new preliminary 

figures for the 2016 Quarterly National Accounts, which were not included in the other institutions’ projections. It also 

incorporates policy measures for 2018, while most of the other institutions’ scenarios were drawn up under the no-policy 

change hypothesis. 
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Table 2 – Projections and forecasts for the Portuguese economy  

 

Sources: 2016: INE and BoP. 2017-2018: EC - European Economic Forecast Spring 2017, May 2017; OECD - Economic Outlook No 101, June 

2017; CFP – Public Finance: Situation and Constraints 2017-2021 – Update, September 2017; BoP – Economic Bulletin, October 2017; IMF – 

World Economic Outlook, October 2017; MF - DSB/2018, October 2017 

Year 2016

Institution and publication CE OECD CFP BdP IMF MF CE OECD CFP IMF MF

Publication date may17 jun17 sep17 oct17 oct17 oct17 may17 jun17 sep17 oct17 oct17

Real GDP and components (change, %)

GDP 1.5 1.8 2.1 2.7 2.5 2.5 2.6 1.6 1.6 2.1 2.0 2.2

Private consumption 2.1 1.9 2.0 2.2 1.9 - 2.2 1.3 1.5 2.1 - 1.9

Public consumption 0.6 0.4 -1.0 0.7 0.3 - -0.2 0.5 -0.8 0.0 - -0.6

Investment (GFCF) 1.6 5.4 6.5 9.1 8.0 - 7.7 4.7 2.3 5.2 - 5.9

Exports 4.1 4.4 5.5 7.9 7.1 7.9 8.3 4.2 4.5 4.0 5.2 5.4

Imports 4.1 5.2 5.2 7.6 6.9 7.4 8.0 4.5 3.9 4.1 5.0 5.3

Contributions to real GDP growth (p.p.)

Domestic demand 1.6 2.1 1.9 2.8 - - 2.7 1.7 1.2 2.3 - 2.2

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

Prices (change, %)

GDP deflator 1.4 1.4 1.1 1.3 - 2.2 1.3 1.4 1.5 1.8 1.7 1.4

Private consumption deflator 1.0 1.5 1.3 1.3 - - 1.3 1.5 1.4 1.8 - 1.4

Public consumption deflator 1.8 1.3 1.7 1.1 - - 1.6 1.2 1.4 2.2 - 1.2

GFCF deflator 0.2 1.6 1.0 1.3 - - 1.2 1.2 0.9 1.4 - 1.1

Exports deflator -2.2 2.4 2.1 3.6 - - 3.3 1.4 1.0 1.5 - 1.0

Imports deflator -3.1 2.8 2.9 4.2 - - 3.9 1.4 0.8 1.9 - 1.0

HICP 0.6 1.4 1.6 1.6 1.6 1.6 1.2 1.5 1.4 1.9 2.0 1.4

Nominal GDP

Change (%) 3.0 3.2 3.3 4.0 - 4.8 3.9 3.0 3.1 3.9 3.8 3.6

Level ('000 M€) 185.2 190.9 190.9 192.7 - 193.8 192.5 196.6 196.8 200.2 201.1 199.4

Labour market (change, %)

Unemployment rate (% active pop.) 11.1 9.9 9.7 9.2 9.0 9.7 9.2 9.2 8.9 8.5 9.0 8.6

Employment 1.2 1.4 1.3 2.8 3.1 2.6 2.7 0.9 0.9 1.1 0.7 0.9

Compensation of employees 4.2 3.1 3.5 4.6 - - 4.5 2.6 3.2 3.5 - 3.0

Compensation per employee 2.9 1.5 2.0 1.8 - - 1.8 1.5 2.3 2.3 - 2.0

Apparent labour productivity 0.3 0.4 0.7 -0.1 - - -0.1 0.7 0.6 1.0 - 1.2

External sector (% GDP)

Net lending 1.0 1.4 - 1.3 1.8 - 0.8 1.5 - 1.3 - 1.0

Current account 0.1 0.5 0.4 0.3 - 0.4 -0.1 0.5 0.8 0.3 0.3 0.1

Balance of goods and services 0.9 0.8 1.2 0.9 1.7 - 0.9 0.7 1.6 0.7 - 1.0

Balance of primary income and transfers -0.8 -0.3 -0.8 -0.5 - - -1.0 -0.1 -0.8 -0.4 - -0.8

Capital account 0.9 1.0 - 1.0 - - 0.9 1.0 - 1.0 - 0.9

Cyclical developments

Potential GDP (change, %) - 0.8 0.1 1.4 - - 1.2 1.0 0.1 1.8 - 1.4

Output gap (% potential GDP) - 0.4 -1.0 0.3 - -0.6 0.6 1.0 0.3 0.6 0.6 1.4

Assumptions

Foreign demand (change, %) 1.3 3.8 4.4 4.7 4.5 - 4.3 4.2 3.9 3.8 - 4.6

Short-term interest rate (%) -0.3 -0.3 -0.3 -0.3 -0.3 - -0.3 -0.2 -0.3 -0.3 - -0.3

Exchange rate EUR-USD 1.1 1.1 1.1 1.1 1.1 - 1.1 1.1 1.1 1.2 - 1.2

Oil price (Brent, USD) 44.1 55.5 51.3 52.2 51.8 51.4 52.4 55.9 50.0 55.3 51.4 53.4

Public finance (% GDP)

Budget balance -2.0 -1.8 -1.5 -1.4 - -1.5 -1.4 -1.9 -1.0 -1.3 -1.4 -1.0

2017 2018
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3 ANALYSIS OF FORECASTS 

The macroeconomic scenario underlying DSB/2018 revises upwards the growth path for the 

Portuguese economy compared to the scenario published by the MF in SP/2017-2021. The more 

substantial change arises in 2017, when the MF now expects real GDP growth of 2.6% (that is to 

say 0.8 p.p. up on the figure included in SP/2017-2021). This is deemed a reasonable revision in 

light of the real GDP growth recorded in the first half of 2017 and the updated projections 

published by various official institutions (see Box 1). The revision for 2018 is of a smaller scale 

(+0.3 p.p.), and the MF expects growth of 2.2%. The continued upward trend over the 2017-2018 

period forecast in the SP/2017-2021 scenario is thus replaced by a path that provides for a 

slowdown in 2018. This seems to be a prudent revision given the sound economic growth forecast 

for 2017. 

In terms of domestic demand mention must be made of the forecast 0.2% and 0.6% decreases in 

the volume of public consumption in 2017 and 2018, respectively. The MF defends such on the 

basis of the spending reviews and the centralisation of General Government purchases, as well as 

the impact of retaining the rules for reducing General Government employees. The revising of the 

rate of change in the volume of public consumption in 2017 compared to the figure initially 

projected in SP/2017-2021 (-1.0%) exemplifies the risk inherent in such forecasts, as it cannot be 

ignored that if the decrease in the volume of public consumption in 2018 proves to be less than 

0.6%, there may even be an increase.  

The upward revisions in the rates of real change in GFCF and private consumption compared to 

the SP/2017-2021 scenario are deemed plausible, taking into account the figures already available 

on the Portuguese economy for the 1st half of 2017. 

The forecasts included in DSB/2018 are naturally subject to external risks, inherent in the dynamics 

of external demand, which should they arise could have a negative impact on the estimated growth 

in GDP. The external demand growth levels foreseen by the MF are now higher than in the SP/2017-

2021 scenario for 2017 and slightly down on that for 2018 (+1.0 p.p. and -0.1 p.p., respectively). 

The MF accompanies this path with an estimated slowdown in exports in 2018, which mitigates the 

risks inherent in that external hypothesis. 

The macroeconomic forecasts underlying DSB/2018 entail a degree of uncertainty that is difficult 

to calculate and is common to any forecasting exercise. As the CFP has stated in its Opinions, on 

the basis of the State Budget Reports from 1995 to 2017, confidence intervals for the MF forecasts 

have been calculated (Chart 2). To that end, asymmetric forecasting intervals, which assume the 

distinct probability of there being positive and negative deviations from the forecast. 

In general, the macroeconomic scenario underlying DSB/2018 presents an outlook for the 

dynamics of the Portuguese economy in line with the expectations of the main institutions, 

including the CFP (see Box 1 and Chart 2). 
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Chart 2 – Forecasting intervals for MF forecasts (change, %) 

 

Real GDP GDP deflator 

  

GFCF Exports 

  

Source: DSB/2018; CFP – calculation of the confidence bands on the basis of the 1995-2017 State Budget 

reports; The weighted average of the growth rates forecast by other institutions (EC, OECD, CFP, BoP and 

IMF) is calculated by weighing the respective indicator of each institution (Table 2) against the percentage 

of information available at the time of each projection exercise compared to the current month (date of MF 

forecast). This percentage is deemed to be proportional to the time in months between the beginning of the 

year and the projection date.  

Starting from this and taking into account the latest available information, the MF forecasts fit 

within a probable scenario. Chart 2 shows real GDP growth, the growth in its deflator and the 

variables that contribute most in the MF scenario to volume growth in 2018. For the variables 

concerned the weighted average of the projections made by the institutions included in Table 2 is 

within or close to the 30% confidence interval for the MF forecasts. Especially as regards the GDP 

deflator growth estimate and projection, the MF has taken a very conservative stance that has a 

direct impact on the projection for nominal GDP, the key variable when assessing fiscal policy ratios. 
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Chart 3 – DSB/2018 forecasts (change, %) 

 

2017 2018 

 
Source: DSB/2018; CFP calculations – the weighted average of the growth rates forecast by other institutions 

(EC, OECD, CFP, BoP and IMF) is calculated by weighing the respective indicator of each institution (Table 2) 

against the percentage of information available at the time of each projection exercise compared to the 

current month (date of MF forecast). This percentage is deemed to be proportional to the time in months 

between the beginning of the year and the projection date; other institutions’ projections (see Table 2).  

Chart 3 provides a complementary appraisal of the MF forecasts in comparison with the projection 

intervals for the various official institutions’ projections. For 2017 the MF forecasts are generally 

close to the weighted averages of the corresponding projections of the official institutions, except 

for the exports growth rate forecast, which, nonetheless, falls within the interval shown. For 2018 

there are material differences in regard to the growth rates for GFCF and exports, although in both 

cases the MF forecasts still also fall within the intervals shown. However, note that the differences 

relating to the exports performance over the respective time horizon are intertwined with the 

aforementioned risks relating to assumptions for the change in external demand, highlighting the 

fact that the external component is one of the main factors of uncertainty associated with the 

scenario underlying DSB/2018. 
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4 CONCLUSION 

The following conclusion takes 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 in the Council Directive 2011/85/EU of 8 November 2011 which sets the requirements for 

budgetary frameworks of the Member States. 

In accordance with Article 4 (4) of the Regulation No 473/2013 of the European Parliament and of 

the Council of 21 May 2013, as a result of the assessment carried out, the Portuguese Public 

Finance Council endorses the macroeconomic forecasts underlying the Draft Budgetary Plan 

for 2018. Based on the most recent information available for the national and international 

economic outlook, it is considered that these forecasts fit in a most likely scenario for the 

Portuguese economy. 

The CFP continues to stress the advantage for macroeconomic frameworks underlying different 

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

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

 

 


