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Notes on the Stability Program for 2018-2022 

 On April 13th, the Government unveiled its proposal for the Stability Program for 2018-22, 

encompassing the medium-term macroeconomic scenario and budgetary plan for Portugal 

 The macro scenario points to a steady recovery of the economic activity over the time 

horizon, with GDP growing 2.3% in 2018 and then progressively slowing down up to 2.1% 

in 2022, on the back of strong, albeit decelerating, investment and exports growth 

 After a decade marked by a number of important external and internal shocks, the 

Portuguese economy has experienced structural transformations in several sectors, which 

paved the way to a more broad-based economic progress in the future 

 The budget deficit is expected to decline to 0.7% of GDP this year and to continue declining 

in future years, reaching a surplus of 0.7% of GDP in 2020 and 1.3% in 2022 

 Fiscal consolidation will be achieved through a slower growth of expenditure when compared 

with GDP, only partly offset by a deceleration of revenue growth 

 Public debt is expected to maintain a sustained declining trajectory, at a pace of about 4pp 

of GDP per year, on the back of consistent primary surpluses 

 

 

 

Steady macroeconomic recovery  

 

 

  

On April 13th, the Government unveiled its proposal for the Stability Program for 

the next 4 years, where it outlined the country's medium-term fiscal strategy.  

The document is based on the following macroeconomic scenario:  

 
Source: Ministry of Finance 

 

 

 

 

 

 

 

GDP is projected to grow 

2.3% in 2018 and to 

gradually soften to 2.1% 

in 2022 
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Structural transformations in the Portuguese Economy 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

After a 2.7% expansion in 2017, the GDP is projected to grow 2.3 % in 2018, 

mainly supported by a solid performance of investment and exports, which are 

predicted to grow at a stronger pace than GDP. Private consumption is expected 

to continue growing at around 2%, as the labor market keeps improving. 

The external sector is expected to preserve a healthy condition, which together 

with improved terms of trade, shall continue to sustain a surplus of the current 

and capital account, despite a growth in imports reflecting the import content of 

demand components. 

The unemployment rate is projected to extend its downward trajectory, reaching 

6.3% of the labor force in 2022. Inflation shall gradually increase, as the output 

gap becomes more positive. 

 

 

 

 

Robust exports growth 

and improved terms of 

trade sustain a surplus of 

the external accounts 

 

Inflation is expected to 

progressively increase to 

from 1.4% in 2017-20 to 

1.7% in 2021-22 

 

After a decade marked by a number of important external and internal shocks, 

namely the adoption of the euro, the accession of China to the World Trade 

Organization, the EU enlargement to Eastern countries and, more recently, the 

financial and sovereign debt crisis, which determined a profound recession in 

Portugal, the Portuguese economy has made structural transformations in 

several sectors, which paved the way to a broad based economic growth in the 

future. 

Source: Eurostat    Source: Statistics Portugal 

 

Source: Eurostat    Source: Banco de Portugal 

 

 

 

 

 

 

 

 

 

 

 

 

The sharp recovery from 

chronic external deficits 

to sustained surpluses 

(for more than 5 years) 

and the steady reduction 

of unemployment to pre-

crisis levels provide 

strong evidence in favor 

of the structural nature 

of the undergoing 

expansion cycle 
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Public Finances improving further in the next few years 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The transition to the current period of greater economic dynamism is anchored 

in a series of structural transformations that have occurred over the past 15 

years, spread across a wide range of areas, which have laid down solid 

foundations for current growth and sustainability in the future: 

 Human capital improvement – Portugal has improved considerably its 

educational outcomes in recent years (Figure 1). The qualification gap 

vis-à-vis the European partners remains large, but is falling at a fast 

pace, especially among the youth, and is largely related to the legacy of 

older generations, with worse educational attainments. 

 Correction of external imbalances – Between 2005 and 2017, the weight 

of exports on GDP increased by 16pp to 43%. This trend is based on a 

reorientation of the Portuguese economy to the tradable sectors, which 

fostered the path from chronic external deficits to sustained surpluses 

(Figure 2). 

 Labor market recovery – the structural reforms implemented in the labor 

market boosted its recovery to the pre-crisis level, reflecting a market 

more flexible and able to adapt to shocks (Figure 3). 

 Banking sector turnaround – thanks to the strengthening of capital 

structures, changes in shareholder’s structures and clearer and faster 

resolution procedures, Portuguese banks returned to positive levels of 

profitability. In 2017, the NPL ratio stood at 13.3%, decreasing 4.6pp 

from the peak of 17.9% in 2016Q2 (Figure 4). 

 

 

 

 

These structural changes 

are expected to translate 

in a stronger potential 

growth, by increasing 

productivity and creating 

better conditions for 

investment 

 

 

 

On the fiscal side, the Portuguese Government reiterated its commitment with 

the fiscal stabilization efforts, maintaining the path of deficit and public debt 

reduction, in order to achieve the MTO for the structural balance by 2020 

(+0.25% of GDP), one year earlier than foreseen in the previous Stability 

Program. After achieving a deficit of 0.9% of GDP in 2017,1 the Government 

expects to reach a budget deficit of 0.7% of GDP in 2018 (0.4pp down from the 

approved 2018 State Budget).  

 

 

Source: Statistics Portugal and Ministry of Finance 

Between 2010 and 2017 the GG deficit reduced by 10.3pp, from 11.2% of GDP 

in 2010 to 0.9% of GDP in 2017.1 This evolution reflected a reduction of the weight 

of expenditure on GDP by 8.0pp and an increase of the revenue contribution of 

2.3pp of GDP. Excluding interest costs, which increased by 0.9pp, mainly due to 

a higher debt stock, primary expenditure fell by 8.9pp (excluding the CGD 

operation in 2017). 

 

1 3.0% including the effect of the recapitalization of CGD (amounting to €3,944 million, or 2.0pp of GDP). 

 

 

 

 

 

 

Budget deficit is 

expected to reach 

0.7% of GDP in 2018 

and to turn into a 

surplus of 0.7% of 

GDP in 2020 
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From 2018 onwards, the budget balance is expected to improve gradually, 

reaching a surplus of 1.3% in 2022, on the back of a reduction of the 

expenditure weight on GDP of about 2.5pp of GDP between 2018 and 2022, 

which more than compensates a reduction in revenue weight of around 0.5pp 

of GDP (see detailed breakdown in Annex 1). 

The structural balance has already improved 8.0pp of GDP since 2010, 

reaching a balance of -1.0% of potential GDP in 2017 (adjustment of 9.0pp in 

the structural primary balance, for a surplus of +2.9%) and is expected to 

improve further to +0.9% by 2022. 

The decline in the expenditure weight on GDP is mainly explained by a 

reduction of the following components: 

 compensation of employees (-0.8pp of GDP between 2018 and 2022): 

reflecting the savings resulting from composition effect of Public 

Administration employment, which is expected to remain constant over 

the projection period; 

 social benefits (-0.7pp of GDP): reduction of expenditure with 

unemployment benefits, as a result of the further improvement foreseen 

for the labor market, along with a lower weight of pensions paid by CGA 

and social benefits in kind (partly reflecting the decrease in health PPP); 

 interest costs (-0.4pp of GDP): mainly reflecting the exit of Portugal from 

the Excessive Deficit Procedure and the recovery of the investment grade 

status by two of the main credit rating agencies, which generated more 

favorable market conditions for reducing interest costs and a smoother 

debt service in the coming years; 

 intermediate consumption expenditure (-0.3pp of GDP): resulting from the 

initiatives to rationalize and simplify public services, as well as from the 

implementation of measures to eliminate waste and increase efficiency 

under the expenditure review program; 

The decrease in revenues is broadly justified by the reduction of taxes on 

income and wealth (-0.4pp), mainly resulting from the ongoing restructuring of 

fiscal revenues, with a lower weight on direct taxation and a higher weight on 

indirect taxation, which increases households’ disposable income and promotes 

the utilization of productive factors. 

 

 

 

 

 

The structural balance 

is projected to improve 

on average by 0.4pp of 

GDP / year, reaching 

the MTO by 2020 (one 

year earlier than 

previously foreseen) 

 

 

 

 

 

Fiscal consolidation 

efforts to be maintained 

in coming years, driven 

by a reduction of the 

structural primary 

expenditure higher than 

the structural revenue 

reduction, as well as by 

interest savings  
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Public debt on a sustained declining trend 

 

 

 

 

 

 

 

 

 

  

In 2017 the Maastricht gross debt declined more than 4pp of GDP, reaching 

125.7%. This reduction was mainly justified by a historically high primary surplus 

of 3.0% of GDP,2 which was further supported by a favorable snowball effect of 

1.2pp of GDP, stemming from the acceleration of the nominal GDP growth and 

the sustained reduction of interest costs. Net of deposits, the public debt 

decreased 2.3pp of GDP to 115.5%. 

Maastricht debt 
(% GDP) 

 

        Source: Banco de Portugal and Ministry of Finance 

Moving forward, the public debt is expected to maintain a sustained downward 

trajectory, standing just above 122% of GDP by the end of 2018 and converging 

to close to 100% by the end of the time horizon in 2022 (a slight downward 

revision, when compared with the Stability Program for 2017-2021). 

The decomposition of debt dynamics shows that this trend is mainly explained 

by consistent primary surpluses in excess of 3% of GDP, but is also supported 

by a steady growth of nominal GDP and declining interest costs.  

 

Source: Statistics Portugal, Banco de Portugal and Ministry of Finance 

The mild reduction of interest costs, from the already historically low level 

observed in 2017, is based on prudent assumptions in what regards the evolution 

of secondary market interest rates. Nonetheless, the average implicit interest 

rate is still expected to decline up to 2020, given the relatively long average 

maturity and the high cost of the PGBs maturing in the coming years. 

2 Excluding the recapitalization of CGD. 

 

 

 

 

 

 

 

 

Public debt is projected 

to sustain a clear 

declining trend, on the 

back of solid primary 

surpluses 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

A favorable snowball 

effect is also expected to 

support the downward 

trajectory of public debt, 

as a steady growth of 

nominal GDP is more than 

sufficient to compensate 

interest costs (expected 

to maintain a declining 

trend) 
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Borrowing needs for 2018 are already covered 

 

 

 

 

 

 

  

The State’s gross borrowing requirements are projected to stand close to €19 bn 

in 2018, given MLT debt redemptions of €7.9 bn (including €0.8 bn early 

repayments of the IMF loan already executed in January). 

The financing needs will be covered by: 

 MLT debt market issuance amounting to €15 bn, of which €9.7 bn have 

already been raised; and 

 retail debt net issuance, including FRNs, amounting to €1.75 bn. 

 

State Treasury borrowing needs and sources (€ billion) 

 
* State sub-sector cash deficit in 2016-18. Projection for GG deficit (excl SS) in 2019-22 (Stability 

Program 2018-2022, Apr 2018).  

** Includes refinancing of other public entities (namely SOEs), as well as the redemption of CoCos and 

the direct capitalization of CGD in 2017, and credit lines to the Single Resolution Board and the National 

Resolution Fund in 2018-19. 

*** Includes centralization of funds of other public entities in the Single Treasury Account. 

**** Excluding cash-collateral. 

Source: IGCP 

 

IGCP expects to end 2018 with a cash position of more than €7.5 bn, covering 

almost 50% of 2019 borrowing needs, which are projected to stand close to 

€15 bn. 

With the repayment conducted in January, the Portuguese Republic made full use 

of the second waiver granted by the EU institutions in June 2017 and completed 

the redemption of the expensive portion of the IMF loan.  

The comfortable cash position may be used to conduct additional repurchases of 

the IMF loan, which remain contingent on market conditions and on an additional 

waiver of the EU institutions. 

 

 

 

 

 

 

 

 

 

Funding sources in 

excess of €19.5 bn (from 

deposits at end-2017 of 

9.8 bn and MLT debt 

issuance YTD of 9.7 bn) 

already cover the gross 

borrowing needs in 2018 

(estimated at €18.8 bn) 

… 

 

 

 

 

… Additional funding will 

be used to maintain a 

comfortable cash position 

and may also be used to 

smooth the redemption 

profile of the coming 

years 
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Annex 1: General Government Accounts 2010-2022 (ESA 2010) 

 

 

 

 

Source: Statistics Portugal and Ministry of Finance 

(% GDP) 2010 2011 2012 2013 2014 2015 2016 2017 2017 vs 2010

Total revenue 40.6% 42.6% 42.9% 45.1% 44.6% 43.8% 43.0% 42.9% 2.3pp

 Current revenue 39.4% 41.5% 41.1% 44.0% 43.6% 43.0% 42.5% 42.5% 3.2pp

   Current taxes on income and wealth 8.5% 9.5% 9.0% 11.4% 11.0% 10.9% 10.3% 10.2% 1.8pp

   Taxes on production and imports 13.2% 13.9% 13.9% 13.7% 14.2% 14.5% 14.7% 15.0% 1.8pp

   Social contributions 11.9% 12.0% 11.4% 12.0% 11.8% 11.6% 11.6% 11.8% -0.1pp

   Other revenue 5.8% 6.2% 6.9% 6.8% 6.6% 6.1% 5.9% 5.5% -0.3pp

Capital revenue 1.3% 1.1% 1.8% 1.1% 1.0% 0.8% 0.4% 0.4% -0.9pp

Total expenditure 51.8% 50.0% 48.5% 49.9% 51.8% 48.2% 44.9% 45.9% -5.9pp

 Current expenditure 44.6% 45.6% 45.3% 46.8% 45.6% 43.9% 43.0% 41.5% -3.1pp

   Social benefits 18.6% 18.9% 19.6% 20.4% 19.7% 19.3% 18.9% 18.4% -0.1pp

   Compensation of employees 13.7% 12.8% 11.7% 12.5% 11.9% 11.3% 11.3% 11.0% -2.7pp

   Interest (EDP) 2.9% 4.3% 4.9% 4.9% 4.9% 4.6% 4.2% 3.9% 0.9pp

   Intermediate consumption 5.9% 6.0% 5.8% 5.6% 5.7% 5.6% 5.6% 5.4% -0.5pp

   Subsidies 0.7% 0.7% 0.6% 0.6% 0.7% 0.6% 0.5% 0.4% -0.3pp

   Other current expenditure 2.8% 2.9% 2.7% 2.7% 2.7% 2.6% 2.5% 2.3% -0.5pp

 Capital expenditure 7.2% 4.4% 3.3% 3.2% 6.2% 4.3% 1.9% 4.3% -2.9pp

   Gross fixed capital formation 5.3% 3.5% 2.3% 2.3% 1.9% 2.4% 1.5% 1.8% -3.6pp

   Other capital expenditure 1.9% 0.9% 1.0% 0.9% 4.2% 1.9% 0.4% 2.6% 0.7pp

Overall balance -11.2% -7.4% -5.7% -4.8% -7.2% -4.4% -2.0% -3.0% 8.2pp

Memo items

Primary expenditure 48.9% 45.7% 43.6% 45.1% 46.9% 43.6% 40.8% 42.0% -6.9pp

Primary balance -8.2% -3.1% -0.8% 0.0% -2.3% 0.2% 2.2% 0.9% 9.2pp

Overall balance excl NB, Banif and CGD -11.2% -7.4% -5.7% -4.8% -4.3% -3.1% -2.0% -0.9% 10.3pp

Total expenditure excl NB, Banif and CGD 51.8% 50.0% 48.5% 49.9% 48.9% 46.9% 44.9% 43.8% -8.0pp

Primary balance excl NB, Banif and CGD -8.2% -3.1% -0.8% 0.0% 0.6% 1.4% 2.2% 3.0% 11.2pp

Primary expenditure excl NB, Banif and CGD 48.9% 45.7% 43.6% 45.1% 44.0% 42.4% 40.8% 40.0% -8.9pp

General Government Account (accrual basis)

(% GDP) 2017 2017 vs 2010 2018 P 2019 P 2020 P 2021 P 2022 P 2018 vs 2017 2022 vs 2018

Total revenue 42.9% 2.3pp 43.2% 42.9% 42.9% 43.2% 42.7% 0.3pp -0.5pp

 Current revenue 42.5% 3.2pp 42.4% 42.2% 42.1% 41.9% 41.9% -0.1pp -0.5pp

   Current taxes on income and wealth 10.2% 1.8pp 9.9% 9.7% 9.7% 9.5% 9.5% -0.3pp -0.4pp

   Taxes on production and imports 15.0% 1.8pp 15.2% 15.2% 15.2% 15.2% 15.2% 0.2pp 0.0pp

   Social contributions 11.8% -0.1pp 11.8% 11.8% 11.8% 11.9% 11.9% 0.0pp 0.1pp

   Other revenue 5.5% -0.3pp 5.6% 5.4% 5.4% 5.4% 5.4% 0.1pp -0.1pp

Capital revenue 0.4% -0.9pp 0.8% 0.7% 0.8% 1.3% 0.8% 0.4pp 0.0pp

Total expenditure 45.9% -5.9pp 43.9% 43.0% 42.2% 41.7% 41.4% -2.0pp -2.5pp

 Current expenditure 41.5% -3.1pp 40.9% 40.1% 39.3% 38.8% 38.4% -0.6pp -2.5pp

   Social benefits 18.4% -0.1pp 18.3% 18.2% 17.9% 17.8% 17.7% -0.1pp -0.7pp

   Compensation of employees 11.0% -2.7pp 10.8% 10.6% 10.4% 10.2% 10.0% -0.2pp -0.8pp

   Interest (EDP) 3.9% 0.9pp 3.5% 3.4% 3.2% 3.1% 3.1% -0.4pp -0.4pp

   Intermediate consumption 5.4% -0.5pp 5.3% 5.2% 5.1% 5.1% 5.0% -0.1pp -0.3pp

   Subsidies 0.4% -0.3pp 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.0%

   Other current expenditure 2.3% -0.5pp 2.4% 2.3% 2.3% 2.2% 2.2% 0.1pp -0.2pp

 Capital expenditure 4.3% -2.9pp 3.1% 2.9% 3.0% 3.0% 3.0% -1.2pp -0.1pp

   Gross fixed capital formation 1.8% -3.6pp 2.3% 2.4% 2.6% 2.6% 2.6% 0.5pp 0.3pp

   Other capital expenditure 2.6% 0.7pp 0.8% 0.5% 0.3% 0.3% 0.3% -1.8pp -0.5pp

Overall balance -3.0% 8.2pp -0.7% -0.2% 0.7% 1.4% 1.3% 2.3pp 2.0pp

Memo items

Primary expenditure 42.0% -6.9pp 40.4% 39.7% 39.0% 38.6% 38.3% -1.6pp -2.1pp

Primary balance 0.9% 9.2pp 2.8% 3.2% 3.9% 4.5% 4.4% 1.9pp 1.6pp

Overall balance excl NB, Banif and CGD -0.9% 10.3pp -0.7% -0.2% 0.7% 1.4% 1.3% 0.2pp 2.0pp

Total expenditure excl NB, Banif and CGD 43.8% -8.0pp 43.9% 43.0% 42.2% 41.7% 41.4% 0.1pp -2.5pp

Primary balance excl NB, Banif and CGD 3.0% 11.2pp 2.8% 3.2% 3.9% 4.5% 4.4% -0.2pp 1.6pp

Primary expenditure excl NB, Banif and CGD 40.0% -8.9pp 40.4% 39.7% 39.0% 38.6% 38.3% 0.4pp -2.1pp

General Government Account (accrual basis)
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Stability Program and National Reforms Plan (in Portuguese only): 

https://www.portugal.gov.pt/pt/gc21/comunicacao/documento?i=programa-de-estabilidade-2018-2022 

 

Further information on the Portuguese economy can be obtained from: 

 Ministry of Finance  http://www.portugal.gov.pt/pt/ministerios/mf.aspx  

 Banco de Portugal  www.bportugal.pt 

 Statistics Portugal  www.ine.pt 

 Public Finance Council www.cfp.pt 

 UTAO (only in PT)  Website 

 Portugal Economy Probe www.peprobe.com 

 

Disclaimer: 

The information and opinions contained in this document have been compiled or arrived at 

from sources believed to be reliable and in good faith, but no representation or warranty, 

express or implied, is made as to their accuracy, completeness or correctness. 

All opinions and estimates contained in this document are published for the assistance of 

recipients, but is not to be relied upon as authoritative or taken in substitution for the exercise 

of judgment by a recipient and, therefore, does not form the basis of any contract or 

commitment whatsoever. 

IGCP does not accept any liability whatsoever for any direct or consequential loss arising from 

any use of this document or its contents. 

 

Tel: +351 217923300      Web site: www.igcp.pt 

Fax: +351 217993795      Reuters pages: IGCP01 

E-mail: info@igcp.pt       Bloomberg pages: IGCP 

https://www.portugal.gov.pt/pt/gc21/comunicacao/documento?i=programa-de-estabilidade-2018-2022
http://www.bportugal.pt/
http://www.ine.pt/
http://www.parlamento.pt/OrcamentoEstado/Paginas/UTAO_UnidadeTecnicadeApoioOrcamental.aspx
http://www.peprobe.com/
http://www.igcp.pt/

