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Portugal’s Fiscal Strategy, 2012-2016 

A Report by the Portuguese Public Finance Council 

Lisbon, 21 May 2012 

 

1 Introduction 

In line with its legal mandate, the Portuguese Public Finance Council (CFP, according to 

the Portuguese acronym) presents in this first report an evaluation of some important 

aspects of the Portuguese government’s budgetary strategy as recently put forward. 

Specifically, according to article 7 of its statutes, “preceding debates in the Parliament, 

the Council must present reports on: a) The Stability and Growth Programme and 

other procedures within the European regulatory framework of the Stability and 

Growth Pact; b) The Multi-Annual Framework of Budgetary Planning.” Accordingly, the 

documents under review are: the Fiscal Strategy Document (Documento de Estratégia 

Orçamental, 30 April 2012), the Stability Programme (that includes the Fiscal Strategy 

Document as an annex), and the Government Bill no. 56/XII, approving the multi-annual 

budget framework, 2013-2016).  

Launched in February 2012, the CFP is still a nascent institution with tightly limited 

resources. In view of this, we confine our report to a few relatively broad aspects of 

the government’s budgetary strategy, which we think are of critical importance for a 

successful continuation of Portugal’s fiscal adjustment.  

While we think that the government has embarked on an appropriate course of 

adjustment and has performed adequately so far, we raise a number of issues which 

we recommend dealing with in order to ensure that the adjustment will turn into a 

lasting success. 

In section 2, we present a general assessment of the government’s adjustment 

strategy. This assessment leads us to emphasise the need for a reliable and sustained 

framework of public spending control in Portugal. In section 3, we review the key 

elements of such a framework: transparent and realistic macroeconomic and 

macrofiscal forecasts, comprehensiveness of the targets and transparency of public 

accounts, as well as a strong political commitment to spending limits at the central and 

general government levels. In section 4, we summarize our conclusions and 

recommendations. The implementation of the latter may entail amendments to the 

Portuguese budget process. 

http://www.portugal.gov.pt/media/579836/20120430_deo.pdf
http://www.portugal.gov.pt/media/579836/20120430_deo.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/20_scps/2012/01_programme/pt_2012-05-02_sp_tables_en.pdf
http://www.parlamento.pt/ActividadeParlamentar/Paginas/DetalheIniciativa.aspx?BID=36956


2 

 

2  Overall Quality of the Adjustment Strategy 

Successful fiscal adjustment depends critically on the strategy chosen to bring about 

the adjustment. This has been confirmed by extensive economic research on country 

experiences since the 1970s.1 In this context, “successful” means that the fiscal 

adjustment lasts and that successive governments are able to bring down the public 

debt relative to GDP, toward regaining the sustainability of public finances. 

Concomitantly, a more immediate goal is of restoring market access to meet the public 

sector financing requirement. 

A first point is that successful fiscal adjustments must be sufficiently large2. A fiscal 

strategy based on small steps quickly loses steam and ends without achieving much. A 

second point is that most of the fiscal adjustment should be on the spending side 

rather than the revenue side. Expenditures tend to be more rigid than tax revenue, so 

relying on revenue eventually leads to instability and a detrimental tax burden. When 

this point is reached, a robust rule based on international experience, is that at least 

two thirds of the adjustment should be on the spending side for a consolidation to be 

successful and last.3 Furthermore, the adjustment should rely on permanent measures 

addressing particularly rigid expenditures. This means that governments need to 

address politically sensitive issues and strengthen the public’s confidence in the 

sustainability of the adjustment.  

On balance, against the backdrop of the international experience as outlined above, 

Portugal scores remarkably well, notwithstanding a rather unfavourable external 

financial and economic environment. In the following, we present a diagnostic analysis 

of the Portuguese fiscal adjustment derived from the documents under review. 

Table 1 shows the actual and the planned future consolidation efforts of the 

Portuguese government.4 Between 2010 and 2012, the overall deficit is foreseen to 

decline by 4.2 percentage points of GDP, from 9.8 percent to 4.5 percent. The primary 

deficit should fall by a total of 6.0 p.p. of GDP in the same period. Thereafter, the 

consolidation effort is planned to slow down; the reduction in the primary deficit will 

                                                       

1 Alesina and Perotti (1995, 1997), Perotti, Strauch, von Hagen (1998), Hughes-Hallett, Strauch, von 
Hagen (2002a, b), Strauch and von Hagen (2001), Alesina and Ardagna (2010), and Molnar (2012). 

2 On the experience with large fiscal adjustments, see Tsibouris and others (2006). 

3 According to Perotti and others (1998), at least 70 percent of a successful adjustment is comprised of 
expenditure cuts. 

4 The analysis is based on data adjusted for temporary and one-off measures, as classified by the 
European Commission. Annex Table A2 presents the data used in the calculations, and Annex Table A3 
presents the unadjusted data. According to the European Commission (2012a), “One-off and temporary 
measures are measures having a transitory budgetary effect that does not lead to a sustained change in 
the intertemporal budgetary position”. 

http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/coc/code_of_conduct_en.pdf
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be smaller in the coming years, reaching 3.1 p.p. of GDP between 2012 and 2014 and 

1.2 p.p. of GDP from 2014 to 2016. If this strategy materializes, the largest effort has 

been made by the end of this year. In this sense, the government’s strategy was 

frontloaded, which is useful to achieve credibility. 

Perhaps even more important than the extent and speed of the fiscal consolidation, is 

the quality of the adjustment. A lasting adjustment that incorporates cuts in non-

productive outlays and increases in non-distortionary taxes has been found to help 

public debt sustainability, directly by improving the budget balance, and more 

important, indirectly by contributing to economic growth.5  

Table 1. General Government: fiscal effort adjusted for temporary 
and one-off measures 

 
Source: Own calculations based on Ministério das Finanças, Documento de Estratégia 
Orçamental, April 2012 and European Commision (2012b).  

Note: All entries are changes in percentage points of GDP. For example, total 
revenues increased by 0.9 p.p. of GDP and the overall balance improved by 1.7 p.p. of 
GDP between 2010 and 2011. Current primary expenditure values have been 
corrected from the editorial mistype detected in the version circulated between May 
21st and 24th. * excludes imputed social contributions. 

 

                                                       

5 Kneller, Bleany, and Gemmel (1999) provide such evidence on OECD countries in the context of an 
endogenous growth model. For a more detailed analysis of the composition of government expenditure, 
see Gemmell, Kneller, and Sanz (2009). 

Total revenue 0.9 3.0 0.0 -0.2 2.8

Current revenue 1.1 2.8 0.0 -0.2 2.6

Tax revenue 0.8 2.5 0.2 0.3 2.8

Capital transfers received -0.2 0.2 0.0 0.0 0.2

Total expenditure -0.8 -1.1 -3.1 -4.7 -5.8

Current expenditure 0.3 -0.5 -2.2 -3.6 -4.1

 Intermediate consumption 0.1 0.0 -0.4 -0.6 -0.6

 Compensation of employees -0.9 -2.1 -0.9 -1.3 -3.4

 Interest paid (EDP) 1.0 1.9 -0.1 -0.1 1.7

 Social transfers 0.2 -0.1 -0.6 -1.3 -1.4

Capital expenditure -1.1 -0.6 -0.9 -1.1 -1.7

General Government balance (EDP) 1.7 4.2 3.1 4.5 8.6

Primary balance (EDP) 2.7 6.0 3.1 4.3 10.4

Tax burden* 1.2 2.6 0.1 0.2 2.7

Current primary expend. -0.8 -2.4 -2.1 -3.5 -5.8

Primary expenditure -1.8 -3.0 -3.1 -4.6 -7.6

Gross Debt 14.4 19.8 0.3 -9.2 10.6

2012-

2016

2010-

2011

2010-

2012

2012-

2014

2010-

2016
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Empirical evidence implies, for example, that instead of cutting or compressing 

government wages across the board, governments should rationalize the public work 

force by cutting red-tape and training and reallocating civil servants to more 

productive employment.  

Table 2 shows how the adjustment effort is distributed between revenue increases and 

spending cuts. All changes in budget categories from Table 1 are expressed as 

percentages of the total reduction in the deficit. Thus, for example, in 2010-2011, 51.8 

percent of the fiscal adjustment occurred on the revenue side, while 48.2 percent 

occurred on the spending side. Compared to international experience, the adjustment 

may have relied too much on the revenue side in the first year, which is probably due 

to the fact that governments can react to fiscal crises faster by raising new revenues 

than by cutting expenditures.  The emphasis on the revenue side continues into 2012, 

with 72.8 percent of the total adjustment explained by the increase in revenue. The 

following years seem much more promising as a successful adjustment strategy as, 

from 2012 onward, most of the fiscal adjustment is planned to occur on the spending 

side. For the period beyond 2014, the government foresees a decline in tax revenues 

as a share of GDP, implying that the further reduction in spending must be larger than 

the remaining overall adjustment. Alleviating the tax burden on the Portuguese 

economy can be a useful part of a lasting consolidation strategy if it is implemented in 

ways that would promote growth. European experience suggests that, in order to 

achieve that, tax reductions should focus on factor incomes rather than consumption.6 

On the spending side of the budget, the government achieved the spending cuts 

between 2010 and 2011 mostly by cutting capital expenditures. In 2010-2012, cuts in 

capital expenditures are still larger than cuts in current outlays. In the years to come, 

capital spending is planned to contribute about one quarter of the adjustment on the 

spending side. In view of the fact that capital expenditures amount to a little more 

than six percent of primary spending in 2012, this share is more than proportionate. 

Again, this can be a critical issue, if too low a rate of capital spending undermines the 

potential growth rate of the Portuguese economy. As regards primary current 

expenditure, though not apparent in aggregate government statistics, there is ample 

evidence that so far savings have been achieved to a large extent through across-the-

board wage cuts, rather than through a systematic rationalization of the work force.  

                                                       

6 Von Hagen (2007). 
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Table 2. General Government: composition of fiscal adjustment 

 
Source: own calculations based on Table 1. 

Note: All entries are percentage shares of the change in the budget deficit of the 
corresponding period. In the case of expenditures, a negative (positive) sign implies an 
increase (decrease) in expenditure, meaning a negative (positive) contribution to the 
adjustment. Current primary expenditure values have been corrected from the editorial 
mistype detected in the version circulated between May 21st and 24th. * excludes 
imputed social contributions. 

A critical ingredient to a successful fiscal adjustment strategy, especially in countries 

that need to reverse a severe loss of confidence in financial markets, is the signalling of 

a paradigm shift by the government in terms of the restructuring of expenditure and 

tax policies, as well as in reforming the fiscal policy framework. Signalling policy 

commitment must, of course, be underpinned by high standards of transparency.7 

Indeed, there is widening difference among EU members between those that have 

learned quickly from crises in signalling resolve to make such a shift and others that 

have wasted valuable time in denial about the need to overhaul public finances.8 The 

recent track record shows that increasingly Portugal belongs to the former group of 

countries. The momentum, however, needs to be sustained in the period ahead.      

In particular, the government’s fiscal strategy will require a firm commitment to 

spending caps, especially in the area of primary current outlays, supported by 

structural reform in these expenditure categories. These steps require unswerving 

                                                       

7 See, for instance, Kopits (2004). 

8 For recent evidence, see Kopits (2012). 

Total revenue 51.8 72.8 1.0 -4.9 32.5

Current revenue 62.8 67.3 1.0 -4.9 29.9

Tax revenue 48.8 59.4 5.2 6.6 32.0

Capital transfers received -10.9 5.5 0.1 0.0 2.7

Total expenditure 48.2 27.2 99.0 104.9 67.5

Current expenditure -15.0 11.9 69.7 80.8 47.6

 Intermediate consumption -6.7 0.2 13.2 13.4 7.1

 Compensation of employees 52.9 50.5 28.8 29.5 39.6

 Interest paid (EDP) -60.3 -45.1 1.6 3.0 -20.1

 Social transfers -13.1 2.1 18.4 28.7 15.9

Capital expenditure 63.2 15.2 29.3 24.1 19.8

General Government balance (EDP) 100.0 100.0 100.0 100.0 100.0

Primary balance (EDP) 160.3 145.1 98.4 97.0 120.1

Tax burden* 69.2 62.4 4.5 3.4 31.8

Current primary expend. 45.3 57.0 68.1 77.7 67.8

Primary expenditure 108.5 72.2 97.3 101.9 87.6

2010-

2016

2010-

2011

2010-

2012

2012-

2014

2012-

2016
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political will to enforce them.9 In the next section we review performance in meeting 

spending ceilings.  

3 Application of the Budget Framework Law 

3.1 General considerations  

The documents under review in this Report, released by the Portuguese government 

on 30 April 2012, present the fiscal strategy to be followed by the country in the period 

2012 to 2016. This is a key instrument to understand the government’s stance towards 

fiscal consolidation. The most innovative part of this package is the definition of 

expenditure ceilings, in particular the draft law on the multiannual budget 

programming framework. The Council welcomes this first partial application of the 

medium-term fiscal reference principle inscribed in the budget framework law of May 

2011.  

The enforcement of expenditure limits throughout the programming time line is a 

necessary condition to implement a time-consistent fiscal consolidation policy. This is 

so for two reasons:  

 First, four-year expenditure ceilings render the inter-temporal dimension of the 

public budget constraint highly visible both to policymakers and to citizens at 

large. Exclusive reliance on annual budgets is largely responsible for the failure 

to recognize the dynamic trade-offs inherent to economic policy choices. In line 

with this reasoning, expenditure ceilings put forward in the spring of each year 

should be voted by the Parliament, to make them into binding constraints on 

the budget negotiations that take place during the summer and fall. Also, as a 

general rule, total expenditure ceilings for future years (t+1 to t+3) should bind 

the respective draft budgets, with only very exceptional circumstances 

justifying changes.  

 Second, by focusing on expenditure limits, this framework addresses the most 

critical source of fiscal instability for decades in Portugal, which has been the 

spending side of the budget. 

Apart from this important innovation, the DEO/2012 follows very closely the format of 

the annual updates of the Stability Programme, which always presented multi-annual 

fiscal targets. However, as an analysis of the past performance makes clear, such 

targets have never had a binding nature vis-à-vis the ensuing annual State budgets; 

even the first draft budget after the approval of the annual update to the Stability 

                                                       

9 The interaction of fiscal institutions and political will is discussed by Drazen (2004) and Schick (2004).  
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Programme10 always included some expansionary slippage compared to the targets 

initially set for that year, with slippages being higher, on average, on the spending side. 

In the Council’s view, adherence to a sound medium-term framework is necessary 

regardless of the state of the economy and the fiscal stance. It is a structural pillar and, 

as such, it should become a permanent feature of Portuguese public finance 

management. Hence, as the country is taking its first steps forward in this architecture, 

it is crucial to make sure the actual design of the medium-term fiscal framework 

provides the best possible environment to incubate sustainable fiscal performance. 

This is a major concern in this report. As we make clear below, the definition of multi-

annual deficit targets is not enough to ensure success. It is necessary to have a viable 

and effective medium-term budgetary framework, which demands: 

 Sound macroeconomic and macro-fiscal forecasts; 

 A proper design of fiscal rules; and 

 An enforceable medium-term expenditure framework. 

A sound medium-term fiscal framework should also include budget indicators other 

than expenditure ceilings and should apply to all subsectors of general government. 

The forthcoming revision of regional and local finance laws should provide the 

opportunity to extend medium-term fiscal framework principles to subnational 

governments. 

In agreement with the need for significant improvements in the scope and the binding 

nature of expenditure ceilings now enshrined in the law, the Council welcomes the 

authorities will to adopt a new budget framework law. The Council seeks to contribute 

to the public debate on this subject.  

 

3.2 Comprehensiveness and Transparency of the Expenditure 

Ceilings 

The delivery of a sound and lasting fiscal consolidation strategy requires transparency 

in terms of data provided and comprehensiveness of the targets upon which the 

strategy is based. To this end, it is essential that the government follows well-known, 

internationally accepted good practices.11 The multi-annual budget framework 

submitted by the Government as part of the implementation of its Fiscal Strategy 

Document12 is still far from complying with these requirements.  

                                                       

10 Typically, the draft State budget for year t was submitted by 15 October of year t-1 and the update to 
the Stability Programme immediately before was adopted in December t-2 (presently April t-1). 

11 In the aftermath of the Mexican crisis of 1995 (attributed to a large extent to the lack of transparency 
in the fiscal and monetary policy areas, the Interim Committee of the IMF Board of Governors requested 
a study on the transparency of government operations. The resulting set of good practices, in Kopits and 
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Concerning transparency, the Fiscal Strategy Document asserts that the expenditure 

ceilings are consistent with national accounts projections, but no information is 

provided that confirms such assertion. In relation to monitoring, figures on the 

outcome of aggregates subject to ceilings are not currently available to the public. 

Moreover, the time series necessary to evaluate the reliability of the projections 

underlying the ceilings are also not publicly available.  

Transparency matters inasmuch as it creates confidence and ultimately leads to the 

credibility of the government’s commitment to the announced strategy. Therefore, 

special care should be devoted throughout the implementation period to ensure that 

all information relevant to enable external assessment of fiscal performance is 

provided in a timely and accessible form. Respect for communication promises helps 

keeping stakeholders involved and engaged with delivering terms. Deviations from 

announced ex ante planning should be avoided and duly explained whenever they 

occur. 

In order to deal effectively with sustainability, the medium-term fiscal framework must 

comprehend the whole of public finances and all transactions that can affect them. 

Success with one fraction of the public finance universe does not guarantee 

sustainability if it is achieved at the expense of other parts.13 In this regard, several 

doubts remain on the comprehensiveness and coverage of the present framework. 

First, the expenditure aggregates referred to in Government Bill no. 56/XII seem to 

cover only part of the Central Government expenditures that article 12-D of the 

budget framework law requires to be covered.14  

Regional and Local Government fiscal indicators are absent from the budget 

framework law. To some extent, this is explained by the fact that the Ministry of 

Finance does not directly control large parts of the general government (e.g. social 

security, regional and local authorities). However, what this requires is the existence of 

proper ex ante coordination mechanisms between all layers of general government 

and the corresponding monitoring mechanisms, capable of ensuring that the desired 

overall objective is reached in a balanced, concerted way.  

                                                                                                                                                               

Craig (1998), encompassing institutional arrangements, accounting conventions and macro-fiscal 
forecasting, were endorsed by the IMF Executive Board.   

12 Draft law no. 56/XII, April, 30, 2012 (PPL 56/XII). 

13 For a clue on how much general government spending stands outside the expenditure caps now being 
proposed, note that the 2013 ceiling for (cash) outlays financed out of “general revenues” amounts to 
just 55% of total forecast general government expenditure (national accounts basis). 

14 The total expenditure financed by general revenues (presented in DEO/2012) for 2012 is EUR 
44 billion, which compares with 44 billion for the State subsector in the State Budget for 2012. Neither 
the Budget report nor its 1st amendment present an estimate for the central administration expenditure 
financed by general revenue. 
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Second, the current budget framework keeps a substantial amount of expenditure 

outside the ceilings it imposes. In fact, all outlays not financed out “general revenues” 

are excluded from these ceilings. Examples include own resources of public services 

(user charges, license fees, asset sales, etc.) and international transfers. Broadly 

speaking, general revenues correspond to current and future tax revenues. As such, a 

substantial share of expenditure falls outside the disciplinary influence of spending 

caps.  

In conclusion, the present arrangement is clearly unsatisfactory on two grounds. 

Firstly, it does not set an effective ceiling on total spending. On the contrary, it allows 

spending to increase so long as it is financed by revenues other than taxes. Secondly, 

the more binding the partial ceilings set by the current program are, the greater the 

incentive either to transfer outlays to areas not covered by the ceilings, or for 

ministries to raise revenue from existing own resources, or to create new, own-funding 

tools, allowing them a way out of the medium-term constraint. This would probably 

lead to increase the pressure to create alternative and more distortionary sources of 

revenue, under the pretext that they would not add to the tax burden. Because fees 

change relative prices more than general taxation, an increasing use of ear-marked and 

fee-like revenues would ultimately have a devastating effect on resource allocation 

and, therefore, on social welfare. To prevent these detrimental effects in 2013, the 

forthcoming State budget law should impose an upper limit on total expenditures for 

that year. For subsequent years, a new formulation assuring that expenditure ceilings 

relate to total expenditures must be found for the budget framework law.  

Finally, the proposed ceilings apply to public spending defined on a cash basis, while 

the fiscal commitments under the Stability and Growth Pact need to be met on an 

accrual basis. Again, this is not satisfactory. Overcoming remaining difficulties with the 

implementation of a full accrual accounting system by all general government units 

should become a priority so that expenditure ceilings and other fiscal indicators may 

be defined and monitored according to national accounts standards. 

 

3.3 Reliable Macro-fiscal Forecasting  

3.3.1 General considerations 

A fiscal strategy must be based on a forecast of the macro-fiscal developments over 

the relevant horizon. Government revenues depend on the inflow of taxes which is 

highly dependent on changes in GDP. Government expenditures for unemployment 

insurance and other social expenses depend on aggregate employment and, hence, 

the cyclical stance of the economy. How reliable a fiscal strategy is depends, therefore, 

on the quality of the macro-fiscal and the underlying macroeconomic forecast, and 



10 

 

how credible a fiscal strategy is depends critically on how well the forecasts are 

reasoned and explained. 

 

The macroeconomic assumptions underlying the Portuguese government’s budgetary 

projection and strategy seem to rest on overly optimistic premises. The optimism in 

the macroeconomic projection, of course, results in an optimistic budgetary outlook 

that has a cumulative effect on the medium-term trajectory of the public debt-to-GDP 

ratio. Moreover, the optimistic macroeconomic trend that underlies the budgetary 

outlook may be compounded by estimates of the effects of the tax and expenditure 

measures15 to be implemented during the 2012-16 period. In the documents under 

review, there is, however, a paucity of quantitative information on these 

macroeconomic effects and their feedback onto the budget. Finally, the list of risks of 

deviations from the budget projections is incomplete and without recognition of 

possible correlation. In all, uncertainty about errors in the projections—in the wake of 

the unsatisfactory track record, discussed below—, the estimates of contemplated 

measures, and about fiscal risks may raise questions about the soundness of the 

government’s adjustment strategy over the medium term. 

There are several ways to enhance the reliability of macro-fiscal projections, and thus, 

to strengthen the credibility of the fiscal strategy mapped out by the government. 

While most of these steps have been implemented in a number of EU member 

countries, others deserve careful consideration. We propose at four ways to enhance 

the reliability and usefulness of the medium-term projections: 

 

(1) Preferably, there should be two separate macro-fiscal projections. First, a 

synthetic unchanged-policy projection, based on the present fiscal system 

modified only with policy changes pursuant existing legislation with an 

effective future implementation date, which serves as the baseline. Second, 

against the backdrop of this baseline, a projection incorporating explicitly the 

effects of measures envisaged for adoption by the government, insofar as 

possible capturing second-order effects as well, over the projection horizon. 

 

(2) The projections should show explicitly the path of mandatory expenditures and 

tax revenues, possibly documenting the inputs and underlying methodology. 

This distinction can help track the trajectory of the fiscal space available over 

time for discretionary spending under a given predetermined expenditure 

                                                       

15 The magnitude and timing of certain measures—such as strengthening of efficiency in the delivery of 
public services and improvements in tax administration—cannot be gauged from the Fiscal Strategy 
Document. 
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ceiling. As the space narrows significantly, the projection implies a need for 

additional reform steps, to preserve sufficient space.  

 

(3) The projections should explain the major risks in the foreseeable future, and 

insofar as possible, estimates of their effect on the projections. There are 

several alternative techniques that seek to capture both the size and 

probability of various types of risks.16 An evaluation of these techniques for 

possible application to Portugal’s public finances would be a major step toward 

more realistic and credible macro-fiscal projections. 

 

(4) More generally, the poor quality of the official medium-term projections 

documented below suggests the difficulties the Finance Ministry encounters in 

overcoming the traditional optimistic bias in preparing them. Given the 

importance of realistic macro-fiscal projections as a basis for the correct 

definition of the fiscal policy stance, the Finance Ministry should entrust 

macroeconomic and macro-fiscal forecasting to an independent institution—

endowed with the necessary technical capacity—which would be free from 

such a bias.17  

 

3.3.2 Growth Forecasts: Past Performance  

In past years, typically, official projections proved to be excessively optimistic, with 

Stability Programs (SPs) slated to return to a real GDP growth rate close to 3% by the 

end of the period (Figure 1, averaging 2% a year. Instead, over the decade, growth 

performance remained relatively low and volatile: since 1999 the average growth rate 

was barely 0.7% a year (that is, about a third of the projection in the SPs), whereby real 

GDP exhibited a cumulative increase of 8.9% between 1999 and 2011.  

 

                                                       

16 A relatively common approach consists of incorporating explicitly the identified risks into a „fan 
chart“—much like for inflation forecasts in an inflation-targeting regime—applied to the budget balance 
and associated debt ratio over the medium term. Another approach is the application of value-at-risk 
analysis to the public sector balance sheet, developed by Barnhill and Kopits (2004).  

17 In the United Kingdom, for example, the task of preparing official macro-fiscal projections has been 
delegated by the Treasury to the recently established Office for Budget Responsibility. 
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Figure 1 – Successive Stability Programmes: growth forecasts 

Real GDP growth (%) 

 

 

3.3.3 Fiscal Forecasts: Past Performance 

As is now amply recognized, Portugal, much like the majority of Euro-area countries, 

had a poor track-record concerning the accuracy of the fiscal forecasts presented in 

the yearly updates of the Stability Programme (SP). 

The budget balances foreseen in the successive Portuguese Stability Programmes 

proved too optimistic, forecasting a substantial improvement in the outer years of the 

programme which never materialized. In general, the Stability programmes foresaw 

attaining a close to balance position in the last year of the projection period. For 

instance, the update of February 2000 forecasted a balanced budget in 2004; the 

December 2001 update foresaw a surplus of 0.4% of GDP in 2005; and, in December 

2007 a deficit of 0.2% of GDP was aimed at for 2011. The deviations of the actual 

budget outcome translated into large deviations in the foreseen debt path (Figure 2). 
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Figure 2 – Successive Stability Programmes: updates of overall deficit 

Budget Balance (%GDP) 

 

Figure 3 – Successive Stability Programmes: updates of public debt 

Public debt (%GDP) 
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3.3.4 Assessment of Forecast Errors  

As explained in Box 1 in the annex, this section examines the track-record of past fiscal 

projections presented in several updates to the Stability Programme since 2000 with 

the outcome obtained in real-time (2nd notification of the excessive deficit procedure 

in September t+1).  

Using this methodological approach, the CFP analysed the mean deviations (forecast 

errors) between the actual figures obtained in real time (in September of t+1), and the 

fiscal forecasts made in the several draft State Budget reports (for the years 2003 to 

2011), and in twelve updates to the Stability Programme (from 2000 to 2011).  

Figure 4 (Part 1/2) – Mean forecast errors assessed in real-time 

Deficit Total Revenue 

  

Primary expenditure Total expenditure 

  

Note: SB stands for State Budget. SP1y, SP2Y… stand for the update to the Stability Programme forecast 
for the 1st year, the second year, etc. See notes to table A1 in the annex for details. 

As shown in the graphs above, and in the table in the annex, even when assessed 

against real-time data, there are considerable forecast errors in the budget balance 

(and its components), which increase with the length of the forecast period. The real-

time deficit is on average 0.7 p.p. of GDP higher than forecasted in the corresponding 

draft State Budget (SB) reports. The forecast error becomes larger than 3 p.p. of GDP 

for the last two years of the SP projections. Such forecast errors are due to more 

spending and less revenue than forecasted. 

0,7 
0,9 

2,2 

3,4 

4,7 

-3

-2

-1

1

2

3

4

5

SB SP1y SP2y SP3y SP4y
-0,4 -1,0 -1,0 -1,1 -1,2 

SB SP1y SP2y SP3y SP4y

0,5 0,1 1,4 

2,4 

3,5 

SB SP1y SP2y SP3y SP4y

0,3 

-0,1 

1,2 

2,3 

3,5 

SB SP1y SP2y SP3y SP4y



15 

 

Total revenue projections presented in the updates to the Stability Programme proved 

too optimistic, giving rise to a revenue ratio which turned out lower than projected by 

more than 1 p.p. to GDP, denoting lack of prudence in the revenue projections. 

The bulk of the deficit forecast error is, however, due to expenditure overruns. The 

expenditure deviation found in the 3rd and 4th years of forecast is quite large: actual 

expenditure exceeds the objectives set in the updates to the Stability Programme by 

2.3 and 3.5 p.p. of GDP, respectively.  

Still regarding spending, it is interesting to note that for the first 3 years of forecast, 

the overspending in primary expenditure is larger than the overspending in total 

expenditure, which is explained by the budget forecasts overestimating interest 

payments. This can either be the result of prudent interest payment forecasts or of a 

desire to create a buffer to accommodate overruns in other spending areas. 

Figure 4 (Part 2/2) – Mean forecast errors assessed in real-time 

Public Debt 

 

Note: SB stands for State Budget. SP1y, SP2Y… 
stand for the update to the Stability Programme 
forecast for the 1st year, the second year, etc. 
See notes to table A1 in the annex for details. 

As a result of higher deficits than aimed for in the successive updates to the Stability 

Programme, and also due to non-negligible stock-flow adjustments, the debt ratio 

came out much higher than the objectives of the programme. Moreover, the forecast 

error increases with the length of the forecast horizon: the objectives presented in the 

updates to the Stability Programmes for the 2-years-ahead horizon were on average 

exceeded by 5.6 p.p. of GDP, while the objectives for the 4th year of forecast were 

overshot by 16.9 p.p. of GDP.18  

                                                       

18 Even excluding the period 2009-2011 (inclusive), which is very much affected by the effects of the 
financial and budgetary crises, the average forecast error is 10 p.p. of GDP in the 4th year of 
forecast/objective.  
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A clear policy implication of these results is that it is necessary to amend the budget 

framework in order to avoid expenditure overruns, and to use more prudent revenue 

projections. The inability of the successive updates to the Stability Programme to 

attain the goals of reducing/controlling the expenditure ratio shows that the 

Portuguese budget framework is ineffective. The evidence presented here clearly 

documents that the practice of successively updating the goals for expenditure and 

accommodating the repeated expenditure overruns needs to be corrected. This calls 

for the adoption of a binding multi-annual expenditure framework, anchored on solid 

forecasts and feasible, effectively monitored rules. The purpose of such a strategy is to 

ensure the sustainability of public finances by putting all major decisions into a 

medium term perspective, thereby guiding private sector expectations of fiscal policies 

over the medium run. This purpose, however, can only be achieved if the budgetary 

projections presented in the fiscal strategy are reliable and ensure that future policies 

follow the course outlined in today’s strategy, a requirement that past fiscal strategies 

in Portugal have not observed.  
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4 Conclusions 

In this first report, the Portuguese Public Finance Council has considered the fiscal 

strategy recently presented by the government in the Fiscal Strategy Document 

(Documento de Estratégia Orçamental, 30 April 2012), the Stability Programme (that 

includes the Fiscal Strategy Document as an annex), and the Government Bill no. 56/XII. 

Overall, we conclude that the government has embarked on an appropriate course of 

adjustment and has performed adequately so far. Now that the first steps for fiscal 

adjustment have been taken successfully, it is necessary to develop a macroeconomic 

strategy focusing on structural improvements, including labour market reform, putting 

Portugal on a path of strong and lasting economic growth as a prerequisite for further 

and lasting fiscal adjustment. 

Equally, it is important now to strengthen the government’s commitment to its 

strategy and the credibility of its determination to stay on course. The ability to firmly 

control general government spending is key to avoiding any backsliding into the fiscal 

laxities of the past. With this in mind, we present the following recommendations: 

 

1. The government should improve the quality of macroeconomic projections 

underlying the fiscal strategy and the annual budget targets. To achieve this, 

the macroeconomic projections should be entrusted to an appropriate 

independent institution. 

2. Macroeconomic projections should include assessments of the main policy and 

forecasting risks arising in the national and international environment. 

3. The expenditure ceilings should cover the entire general government sector 

and all sources of funding. Keeping expenditures below these ceilings will 

require appropriate coordination between the central government and the 

subsectors.  

4. The Government should create the conditions to allow expenditure ceilings to 

be defined on a national accounts basis. This would improve transparency, 

facilitate monitoring and enforcement of the ceilings and help ensure their 

consistency with macroeconomic policy objectives.  

 

Improving expenditure control and the commitment to expenditure ceilings will also 

require changes in the overall budget framework. We recommend that Parliament 

vote on the expenditure ceilings put forward in the spring of each year to make them 

into binding constraints on the budget negotiations that take place during the summer 

and fall. Also, as a general rule, total expenditure ceilings for future years (t+1 to t+3) 

should bind the respective draft budgets, and only very exceptional circumstances 

http://www.portugal.gov.pt/media/579836/20120430_deo.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/20_scps/2012/01_programme/pt_2012-05-02_sp_tables_en.pdf
http://www.parlamento.pt/ActividadeParlamentar/Paginas/DetalheIniciativa.aspx?BID=36956
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could justify changes in the cap. This practice would provide guidance to public 

departments and the private sector on the government’s policy intentions for the 

following years. Furthermore, changes in the fiscal framework of regional and local 

governments are required. To this effect, the CFP will present its views and proposals 

on subnational public finance reform and reform of the budget framework in the near 

future. 
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Annex 

 

Box 1 – Statistical revisions justify the use of real-time data 

Fiscal data is usually presented as a ratio to GDP. When assessing the accuracy of government 

forecasts in the short run it is necessary to have in mind that the deviations between the actual 

data and the forecast could be the result from a deviation in the underlying fiscal variables or from 

a deviation in the nominal GDP. However, when assessing the accuracy of fiscal forecasts for a 

longer time horizon it also necessary to take into account the impact of the statistical revisions 

which might occur. For the case of Portugal, the statistical revisions between the second 

notification of the Excessive Deficit Procedure (EDP), made in September of year t+1, and the most 

recent series is non-trivial. The revisions are in part the result of changes in the base-year of the 

ESA-95 national accounts (Figure B1). 19 A practical way to overcome this effect is to compare the 

fiscal forecasts for a given year with the first official estimate for such year (in this case the second 

EDP notification). 

In Portugal, the deficit figure has been generally revised upwards vis-à-vis the first official estimate 

made in real-time, being the largest revisions concentrated in the period 1997-2000 (the years of 

1998 and 2000 present revisions amounting to +1.6 and +1.8 p.p. of GDP, respectively). Such 

revisions  are the result of the the increase in the number of public entities included in general 

government, and of the appropriation of more complete information, as well as some limited 

changes in methodology. In contrast to the deficit, the debt ratio until 2003 benefited from the re-

evaluation of nominal GDP, which led to a decrease of the debt ratio vis-à-vis the 

contemporaneous estimate. 

Figure B1 – Revisions in series vis-à-vis the real-time estimate [2nd EDP notification] (%GDP) 

Deficit Debt 

  

 

                                                       

19 Nogueira Martins & Gordo Mora (2007) analysed the amount of revisions in deficit and debt data 
reported by national authorities to the European Commission, concluding that there is evidence 
suggesting that the size of deficits may have an impact on the way statistical offices revise data. 
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Hence, following an increasingly consensual practice in the literature,20 to assess the quality of 

fiscal projections CFP took as the actual values (outcomes) not the final revised series, but a ‘real-

time’ (second) estimate of the outcome, i.e. the real-time data on year t is the National Institute of 

Statistics’ (INE) estimate presented in September of year t+1 in the 2nd report of the Excessive 

Deficit Procedure. Given the focus on the budget process, this approach is the most suitable for 

testing for forecast accuracy because it might be too demanding for policy makers to predict what 

the first available estimates were unable to pick up. Moreover, this real-time data reduces the 

problem of methodological revisions occurring after the fiscal year possibly skewing results, and 

more importantly it is the data used in the monitoring of fiscal policy, by the European Commission 

and the national entities. As mentioned by (Artis & Marcellino, 2001) the use of first released data 

is the “most interesting from a policy perspective”. Moreover, the data released in the 2nd report of 

the Excessive Deficit Procedure is expected to incorporate all the information (half-finalized) on the 

accounts of the general government, but not all subsequent revisions in the government accounts, 

and on the nominal GDP estimates. 

As a result of this methodological approach, the CFP analysed the deviations (forecast errors) 

between the actual figures obtained in real time (in September of t+1), and the fiscal forecasts 

made in the several draft State Budget reports (for the years 2003 to 2011), and in twelve updates 

to the Stability Programme (from 2000 to 2011).21, 22  

                                                       

20 The trend started with this seminal paper by Orphanides (2001) for monetary policy. For fiscal policy 
see Forni & Momigliano (2004), and the references in Marinheiro (2011). A parallel discussion is on the 
accuracy of real-time estimates for the output gap, see for instance Orphanides & van Norden (2002) 
and Gruen, Robinson, & Stone (2005). 

21 It is interesting to note that a forecast for the General Government main aggregates on a national 
accounting basis only started to be presented in the report of the draft State Budget in 2002 (i.e., from 
the State Budget for 2003). Before only figures in cash accounting were presented, with at most an 
indication of the objective for the deficit in national accounts, without presenting any details. Even 
nowadays, the publicly available information on the conciliation between the two accounting 
methodologies is quite scarce. 

22 Although in 2011 no update to the Stability Programme has been submitted to the European Union, 
we have used the forecasts presented by newly elected government in the Budgetary Strategy 
Document of August 2011.  
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Table A1 – Deviations assessed in real time (% of GDP) 

 

Notes: 1) ME- mean error; MAE- mean absolute error; P-value for null mean error; RMSE - root mean 
square error. 2) For 2005, the Rectified State Budget for 2005 is used, due to a change in the policy 
decision on the use of extraordinary revenues to achieve a deficit below the 3% of GDP reference value; 

Saldo Rec. Total Desp. Total Desp. Prim. Juros Desp. Cap. FBCF Dívida

Balance T Revenue T Expend. Prim. Exp. Interest Capital exp. GFCF Debt

State Budget Orçamento do Estado

ME -0.70 -0.39 0.30 0.49 -0.19 0.07 -0.08 4.81

P-value 0.42 0.68 0.46 0.21 0.04 0.82 0.60 0.29

MAE 1.29 1.73 0.89 0.93 0.25 0.60 0.34 7.34

RMSE 2.44 2.61 1.15 1.13 0.29 0.82 0.41 10.23

Skewness -2.62 -1.37 0.66 0.10 0.73 1.39 0.35 1.04

No. Obs. 9 9 9 9 9 9 8 6

ME until 2009 0.19 0.22 0.02 0.20 -0.18 -0.38 -0.31 -1.81

SP 1st year of forecast 1.º ano de previsão do PE

ME -0.92 -1.04 -0.14 0.08 -0.21 : -0.17 0.89

P-value 0.14 0.13 0.49 0.72 0.00 : 0.18 0.45

MAE 1.50 1.93 1.00 1.13 0.21 : 0.32 2.95

RMSE 2.15 2.62 1.69 1.74 0.26 : 0.44 3.59

Skewness -1.05 -0.79 -2.59 -2.47 -0.62 : -0.22 0.12

No. Obs. 12 12 12 12 12 : 10 12

ME until 2009 -0.70 -1.10 -0.43 -0.28 -0.16 : -0.26 -0.36

SP 2nd year of forecast 2.º ano de previsão do PE

ME -2.19 -0.99 1.18 1.39 -0.21 : -0.14 5.57

P-value 0.04 0.18 0.02 0.01 0.01 : 0.43 0.05

MAE 2.81 2.24 1.91 1.99 0.22 : 0.42 6.79

RMSE 3.61 2.79 2.28 2.41 0.28 : 0.51 9.07

Skewness -0.52 -0.27 -0.56 -0.47 -0.32 : 0.54 0.52

No. Obs. 11 11 11 11 11 : 9 11

ME until 2009 -1.53 -1.01 0.50 0.73 -0.23 : -0.42 1.66

SP 3rd year of forecast 3.º ano de previsão do PE

ME -4.69 -1.20 3.51 3.48 0.03 : -0.46 16.92

P-value 0.00 0.12 0.01 0.01 0.89 : 0.20 0.01

MAE 4.69 1.78 3.66 3.61 0.27 : 0.68 16.92

RMSE 5.32 2.14 4.50 4.41 0.44 : 0.84 21.84

Skewness -0.58 0.21 0.52 0.69 2.61 : 0.04 2.24

No. Obs. 8 8 8 8 8 : 6 8

ME until 2009 -2.23 -1.11 1.11 1.30 -0.19 : -0.64 5.10

SP 4th year of forecast 4.º ano de previsão do PE

ME -4.69 -1.20 3.51 3.48 0.03 : -0.46 16.92

P-value 0.00 0.12 0.01 0.01 0.89 : 0.20 0.01

MAE 4.69 1.78 3.66 3.61 0.27 : 0.68 16.92

RMSE 5.32 2.14 4.50 4.41 0.44 : 0.84 21.84

Skewness -0.58 0.21 0.52 0.69 2.61 : 0.04 2.24

No. Obs. 8 8 8 8 8 : 6 8

ME until 2009 -3.36 -1.54 1.84 1.96 -0.12 : -0.97 10.02
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the newly elected government decided in 2005 to stop using them, which has led to a substantial 
upward revision in the 2005 deficit target. 2) 2010 figures were adjusted for the reclassification of 3 
large public transports companies into general government, since this enlargement of general 
government was not included in the June 2010 revision of the basis of national accounts, and hence 
could not have been forecasted for in the State Budget proposal. 3) SP stands for the update to the 
Stability Programme forecast for the 1st year, the second year, etc. In general, the forecast made in 
December of year t for year t+1 is considered the first forecast year. However, if the update to the 
Stability Programme was presented in the first quarter of the year, its forecast for the current year was 
classified as the first year of forecast of the SP (for example, the forecast for 2001 in the SP presented in 
January 2001 was considered to be a forecast for the first year).   
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Table A2: General Government Accounts adjusted for temporary and one-off measures (% of GDP) 

 

Source: Ministério das Finanças, Documento de Estratégia Orçamental, April 2012; European Commision, European Economic Forecast, Spring 2012. 
Note: Current primary expenditure values have been corrected from the editorial mistype detected in the version circulated between May 21st and 24th. 
* excludes imputed social contributions.  

 

2009 2010 2011 2012 2013 2014 2015 2016

Total revenue 39.8 39.7 40.6 42.8 42.9 42.8 42.7 42.5 0.9 3.0 0.0 -0.2 2.8

Current revenue 39.1 38.7 39.7 41.5 41.6 41.5 41.4 41.2 1.1 2.8 0.0 -0.2 2.6

Tax revenue 22.0 22.2 23.0 24.6 24.8 24.8 24.9 24.9 0.8 2.5 0.2 0.3 2.8

Capital transfers received 0.7 1.1 0.9 1.3 1.3 1.3 1.3 1.3 -0.2 0.2 0.0 0.0 0.2

Total expenditure 49.7 48.8 48.0 47.7 45.9 44.6 43.8 43.0 -0.8 -1.1 -3.1 -4.7 -5.8

Current expenditure 45.8 44.9 45.2 44.4 43.2 42.2 41.6 40.8 0.3 -0.5 -2.2 -3.6 -4.1

 Intermediate consumption 5.0 4.5 4.6 4.5 4.1 4.1 4.0 3.9 0.1 0.0 -0.4 -0.6 -0.6

 Compensation of employees 12.7 12.2 11.3 10.1 9.7 9.2 9.0 8.8 -0.9 -2.1 -0.9 -1.3 -3.4

 Interest paid (EDP) 2.8 2.9 3.9 4.7 4.6 4.7 4.8 4.6 1.0 1.9 -0.1 -0.1 1.7

 Social transfers 22.0 21.9 22.1 21.8 21.6 21.2 20.9 20.5 0.2 -0.1 -0.6 -1.3 -1.4

Capital expenditure 4.0 3.9 2.9 3.3 2.7 2.4 2.2 2.2 -1.1 -0.6 -0.9 -1.1 -1.7

General Government balance (EDP) -9.9 -9.1 -7.4 -4.9 -3.0 -1.8 -1.0 -0.5 1.7 4.2 3.1 4.5 8.6

Primary balance (EDP) -7.1 -6.2 -3.5 -0.2 1.6 2.9 3.7 4.1 2.7 6.0 3.1 4.3 10.4

Tax burden* 31.0 31.2 32.4 33.8 33.9 34.0 34.0 34.0 1.2 2.6 0.1 0.2 2.7

Current primary expend. 42.9 42.1 41.3 39.7 38.6 37.5 36.8 36.2 -0.8 -2.4 -2.1 -3.5 -5.8

Primary expenditure 46.9 46.0 44.1 43.0 41.3 39.9 39.0 38.4 -1.8 -3.0 -3.1 -4.6 -7.6

Gross Debt 83.1 93.3 107.8 113.1 115.7 113.4 109.5 103.9 14.4 19.8 0.3 -9.2 10.6

2012-

2016

INE; EC MF: DEO/2012 2010-

2011

2010-

2012

2012-

2014

2010-

2016
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Table A3: General Government Unadjusted Accounts (% of GDP) 

 

Source: Ministério das Finanças, Documento de Estratégia Orçamental, April 2012. 
Note: Current primary expenditure values have been corrected from the editorial mistype detected in the version circulated between May 21st and 24th.  
* excludes imputed social contributions. 

 

2008 2009 2010 2011 2012 2013 2014 2015 2016

Total revenue 41.1 39.6 41.4 44.7 42.9 42.9 42.8 42.7 42.5 3.2 1.5 -0.1 -0.4 1.1

Current revenue 40.4 38.8 38.7 40.3 41.6 41.6 41.5 41.4 41.2 1.5 2.9 -0.1 -0.3 2.5

Tax revenue 23.8 21.7 22.2 23.5 24.7 24.8 24.8 24.9 24.9 1.3 2.5 0.1 0.2 2.7

Capital transfers received 0.7 0.7 2.7 4.4 1.4 1.3 1.3 1.3 1.3 1.7 -1.3 -0.1 -0.1 -1.4

Total expenditure 44.7 49.7 51.2 48.9 47.5 45.9 44.6 43.8 43.0 -2.3 -3.8 -2.9 -4.5 -8.2

Current expenditure 41.7 45.8 45.6 45.2 44.4 43.2 42.2 41.6 40.8 -0.4 -1.2 -2.2 -3.6 -4.8

Intermediate consumption 4.4 5.0 5.1 4.6 4.5 4.1 4.1 4.0 3.9 -0.5 -0.6 -0.4 -0.6 -1.2

Compensation of employees 12.0 12.7 12.2 11.3 10.1 9.7 9.2 9.0 8.8 -0.9 -2.1 -0.9 -1.3 -3.4

Interest paid (EDP) 3.0 2.8 2.9 3.9 4.7 4.6 4.7 4.8 4.6 1.0 1.9 -0.1 -0.1 1.7

Social transfers 19.3 22.0 21.9 22.1 21.8 21.6 21.2 20.9 20.5 0.2 -0.1 -0.6 -1.3 -1.4

Capital expenditure 3.1 4.0 5.6 3.7 3.1 2.7 2.4 2.2 2.2 -1.9 -2.6 -0.7 -0.9 -3.4

   - Gross fixed capital formation 2.9 3.0 3.6 2.6 2.1 1.6 1.4 1.3 1.3 -1.0 -1.5 -0.7 -0.8 -2.3

   - Other capital expenditure 0.1 1.0 2.0 1.2 1.0 1.1 1.0 0.9 0.9 -0.9 -1.0 0.0 -0.1 -1.1

General Government balance (EDP) -3.6 -10.2 -9.8 -4.2 -4.5 -3.0 -1.8 -1.0 -0.5 5.6 5.3 2.7 4.1 9.4

Primary balance (EDP) -0.6 -7.3 -7.0 -0.4 0.2 1.6 2.9 3.7 4.1 6.6 7.1 2.7 3.9 11.1

Tax burden* 32.6 30.8 31.3 32.9 33.9 33.9 34.0 34.0 34.0 1.7 2.7 0.0 0.0 2.7

Current primary expend. 38.6 42.9 42.7 41.3 39.7 38.6 37.5 36.8 36.2 -1.4 -3.0 -2.1 -3.5 -6.5

Primary expenditure 41.7 46.9 48.4 45.0 42.7 41.3 39.9 39.0 38.4 -3.3 -5.6 -2.8 -4.3 -10.0

Gross Debt 71.6 83.1 93.3 107.8 113.1 115.7 113.4 109.5 103.9 14.4 19.8 0.3 -9.2 10.6

INE MF: DEO/2012 2010-

2011

2010-

2012

2012-

2014

2012-

2016

2010-

2016
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