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General Introduction 

Under Article 99 of the Treaty, all EU Member States – whether they fully participate in the 

Single Currency or not – are required to regard their economic policies as a matter of 

common concern, and to co-ordinate them within the Council. Co-ordination is carried out 

within the framework of recommended "broad guidelines" for the economic policies of 

Member States. 

In addition, under the pre-Single-Currency transitional provisions outlined in Treaty Article 

116, Member States wishing to join the € area were asked to adopt multi-annual programmes 

intended to ensure the lasting convergence necessary for the achievement of economic and 

monetary union. These formed the basis of the May 1998 decisions on € area membership. 

The requirement to submit such "convergence programmes" remains for those countries 

still outside the euro area. In the case of countries which have already adopted the €, the 

Stability and Growth Pact and Article 4 of the EU Council regulation 1466/97 on tighter 

surveillance of budgetary implementation calls for similar "stability programmes" to be 

submitted. These are three-year rolling programmes, and focus on progress in meeting the 

Pact’s two major objectives: 

• a budget deficit below 3% of GDP in any one year; and 

• an overall budgetary balance over the economic cycle. 

The credibility of the Stability and Growth Pact has come under strain during the current 

economic downturn as doubts have arisen concerning the commitment of some Member 

States. As a response, the Commission proposed slight modifications to the interpretation of 

the Pact
 1
. It emphasised that budgetary objectives should be set and outcomes analysed in 

structural terms, i.e. after adjusting the nominal position to the economic cycle. A softer 

interpretation of the balanced budget requirement would apply to Member States with a 

relatively low debt burden (less than 60% of GDP) and sustainable public finances.  

While adopting a common method of cyclical adjustment, the Council did not endorse this 

proposal but emphasised the need to assess the Programmes case by case, putting weight on 

the long-term sustainability of public finances and securing a sufficient safety margin, 

including an allowance for automatic stabilisers to operate fully, without breaching the 3% 

reference value. Further, the planned evolution and quality of public finances should be 

coherent with the close - to - balance requirement. Finally, a rule by which structural deficits 

should be reduced annually by 0.5% of GDP in Member States not having yet reached a 

structurally balanced position received backing from the Council. 

Each Stability/Convergence programme is the subject of a Commission assessment and a 

Council opinion, and forms part of the input to the broad guidelines (BEPGs), together with 

the overall annual implementation report published by the Commission in January. 

While the BEPGs indicate the medium-term orientation for the Member States' policies, the 

annual updates of the Stability/Convergence Programmes set out the measures decided by the 

national governments for the achievement of the medium-term goals. They should reflect the 

budget proposals for the following year. The annual updates should be submitted between 

mid-October and the beginning of December. 

The initial Convergence and Stability programmes were published in late 1998. They have 

been updated four times. The fourth updates became available towards the end of 2002. 

                                                 
1 "Communication on strengthening the co-ordination of budgetary policies", COM(2002) 668 final. 
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Background to the Portuguese Stability Programme 

The original Portuguese Stability Programme was submitted in December 1998 to the 

European Commission and the Council, covering the period 1999-2002. Four updates have 

been presented since the latest in December 2002 for the period of 2003-2006.  

The fourth update
2
 of the Programme was adopted by the government on 20 December 2002 

and presented to the Parliament, which discussed it and adopted a declaration of approval in 

January. The update was formally submitted to the Commission on 17 January 2003.  

The Commission assessed the update on 19 February 2003
3
. It considered that the economic 

and budgetary policies were broadly consistent with the Broad Economic Policy Guidelines. 

The growth projections appeared plausible overall. However, the growth rate might turn out 

to be lower than projected in 2003, which could make it difficult to achieve fiscal 

consolidation targets, the planned budgetary consolidation effort being markedly front-loaded 

to 2003. The Commission approved of the consolidation strategy, which is centred on 

expenditure constraint by means of a tight control of the public sector wage bill and a 

structural reform programme.  

The Council gave its opinion on the update on 7 March 2003
4
. The Council considered that 

the economic policies as reflected in the planned measures broadly complied with the 2002 

Broad Economic Policy Guidelines. The Council was satisfied that, according to preliminary 

figures, the general government deficit had been reduced below 3% of GDP in 2002, in spite 

of weaker-than-anticipated growth. The Council also acknowledged the firm resolve of the 

Portuguese government in pursuing budgetary consolidation. The Council further noted with 

satisfaction that the consolidation strategy adopted rested mainly on the restraint of 

government expenditure. The Council considered the growth projection for 2003 to be 

optimistic and feared that the deficit plans might turn out to be difficult to realise. The 

Council also suggested that expenditure ceilings would be useful, in particular in the context 

of the planned corporate tax reduction. 

With regard to the prerequisites for high growth, the Council pointed to the need for the 

Portuguese economy to regain external competitiveness that it had lost over the past few 

years as a result of relatively high inflation and strong real wage increases. To that end, 

securing wage moderation and sustained increases in productivity were key requirements.  

The Council welcomed the government's guideline to use the average inflation forecast for 

the euro-area as the benchmark for wage negotiations, as well as the freezing of most wages 

in the government sector in 2003. To avoid the risk of unsustainability in public finances 

related to ageing populations, reforms curbing the growth of age-related expenditure would 

be needed. 

Excessive deficit procedure 

The Portuguese Stability Programme update of December 2001 placed the deficit for the year 

of 2001 at 2.2% of GDP substantially higher than the forecasts presented in the previous 

update (1.1% of GDP). This correction made Portugal the first country in EMU (along with 

Germany) to have had the early warning procedure initiated against it by the Commission. 

                                                 
2 http://europa.eu.int/comm/economy_finance/about/activities/sgp/country/countryfiles/p/p20022003_en.pdf 

3 Commission assesses the updated stability programme of Portugal, Commission press release IP/03/254, 19 February 

2003. 

4 Council opinion on the updated stability programme of Portugal (2003–2006). Published in Official Journal of the 

European Union, C 64/2, 18 March 2003. 
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Put under pressure in the Council, the Commission dropped the procedure in February, only 

to discover a few months later that the situation was worse than it had expected. 

The Commission, under the obligations of Article 104(5) of the Treaty, adopted on 16 

October 2002 an opinion on the budgetary situation. It concluded that an excessive deficit 

existed in Portugal
5
. Then, on the basis of Article 104(6), it recommended that the Council 

adopt a similar decision. Finally, Commission recommended that the Council address a 

recommendation to Portugal, in the sense of Article 104(7).  

Council issued its decision on 5 November 2002.
6
 In its assessment, having regard to the 

observations made by Portugal, Council concluded that in the late 1990s, when Portugal 

enjoyed strong economic growth, progress in fiscal consolidation has been limited. It 

observed that part of the deficit increase in 2001 was due to the rectification of government 

accounts, the other part to deviations of budget execution from targets; while economic 

growth had slowed markedly, the fiscal slippage mainly reflected a weakening in the 

underlying budgetary position. Thus Council adopted a decision that an excessive deficit 

existed in Portugal, requesting the Portuguese government to adopt necessary measures by 5 

March 2003, at the latest.  

The Government took strong measures to correct the fiscal slippage which had led to the 

Commission launching the excessive deficit procedure. To reduce the deficit to less than 3% 

of GDP in 2002, both emergency measures, mainly spending freezes and a VAT rate 

increase, and deeper reforms to control and allocate public spending better were made. The 

measures combined with a tax amnesty and last minute one-off operations (bringing in 

additional revenues of about 1.5% of GDP) helped to cut the deficit to 2.7% of GDP in 2002. 

The emergency measures should be phased out progressively by 2004, when the effect of 

structural reforms would become increasingly apparent. However given weak activity and the 

need to compensate for the 2002 one-off measures
7
, the 2.4% budget target for 2003

8
 seems 

unlikely to be achieved. Many think that especially due to stagnant growth, it will be difficult 

for Portugal to keep the deficit below the 3% threshold in 2003. 

 

                                                 
5 http://europa.eu.int/rapid/start/cgi/guesten.ksh?p_action.gettxt=gt&doc=IP/02/1476|0|AGED&lg=EN&display= 

6 Council Decision of 5 November 2002 on the existence of an excessive deficit in Portugal - Application of Article 104(6) 

of the Treaty establishing the European Community, (2002/923/EC) Official Journal L 322/30, 27 November 2002. 

7 Official Journal of the European Union, C 64/2, 18 March 2003. 

8 Ministério das Finanças, Orçamento do Estado para 2003 – Relatório, Ministério das Finanças, October 2002 
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Results for 2001–2003 

In 2001 the Portuguese economy experienced a significant slowdown, with a GDP growth 

rate of 1.7%, 1.8 percentage points below the previous year. Causes for the slowdown could 

be found in the faltering of both internal as external demand, but mostly of the former: 

internal demand increased only by 1% in 2001, while it had been at 5.2% and 3.1% in 1999 

and 2000, respectively. Export demand growth was at 3.3%, while it had been at 3.4% and 

8.5% in 1999 and 2000, respectively.  

In 2002 economic growth stalled, as the economy began to adjust to large macroeconomic 

imbalances amid weak external demand. Real GDP growth was a mere 0.5%, falling below 

the euro-area average for the first time in almost a decade - among the weakest in EMU. In 

particular, activity contracted in the second half of the year, reflecting negative contributions 

from both domestic and external demand. 

The reduction in domestic demand growth in the last two years can be mostly attributed to a 

slowdown in private consumption growth, which had been an important contributor for the 

higher GDP growth rates seen in the previous years (in 2002 private consumption growth was 

at 0.6%; in 2001 at 0.8%; in 2000 at 2.8%; and in 1999 at 5.3%). Burdened with record levels 

of debt, Portuguese companies and households have been shoring up their financial positions 

in the face of deteriorating macroeconomic conditions, while consumer confidence has 

slumped to a 16-year low. Reflecting sluggish domestic demand and a slight improvement in 

the terms of trade, the current account deficit continued to narrow in 2002 to 7.5% of GDP 

(excluding capital transfers). 

Despite the reduction in output growth, the unemployment rate increased slightly in 2001 

after after having been on the decrease in previous years (4.1% in 2001: 4.0% in 2000; 4.4% 

in 1999; 5.0% in 1998). In 2002 employment started to decline in the fourth quarter of 2002 

and the unemployment rate rose to 6.2% at year-end, its highest level since end-1997.
9
 Ever 

since, the continuing rise in unemployment has remained a worrying trend. 

Gross investments grew in real terms by only 0.1% in 2001, as compared to the 2000 rate of 

growth of 4.7%. In 2002, there was a further decline a contraction of 5.1% implying a 

reduction in the stock of real capital during the past year. 

In 2001 exports grew by 3.3%, 5.2 percentage points less than in 2000. Services registered 

the most significant drop in growth, increasing by 3.3%, while in 2000 the rate had been  

10.3%. The reduction in service exports can be largely attributed to the tourism sector, which 

had grown 12% in 2000, but registered a growth of only 2.9% in 2001 - a consequence of 

reduced external demand. Growth in exports of goods fell from 7.9% in 2000 to 4% in 2001. 

In 2002 exports of goods and services grew by 2.1%. 

In 2001 imports grew by a mere 0.5%. In 2002 they contracted by 0.5%. The 1999 and 2000 

growth rates had been respectively 7.5% and 5.7%,. Again, the strongest fall in growth, for 

2001, was registered in services, with a negative growth of 8.3%. In goods growth was 

reduced by 3.9 percentage points, from 5.5% in 2000. 

The inflation rate in 2001 was 4.2%, while in 2000 it had been 2.9%. The 2001 inflation rate 

was well above the euro-zone average of 2.4%. Low unemployment and expectations of 

higher inflation led to wage increases. These were the main component in the increase in 

costs which, having not been compensated by higher productivity, led to an upward pressure 

                                                 
9 OECD, Economic Outlook: Portugal’s Policy update, June 2003.  
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on prices. In 2002, the annual average inflation rate was 3.7%, still well above the euro-

zone's 2.2%, and it was growing further.  

The rate of interest on long-term government bonds in 2000 had been of 5.3%. In 2001 a 

drop of 0.2 percentage points occurred. In 2001 there was also a reduction in the spread 

between Portuguese and German bonds, from 0.37 percentage points in the beginning of the 

year to 0.22 percentage points in the end of the year. 2002 saw a further decrease, the rate 

settling at 4.5%. 

In 2001 the stock market experienced a sharp fall in prices, influenced by both a national 

and an international economic slowdown. The reference index of the Portuguese stock 

market, PSI-20, fell by 24.5% between the 2
 
January and 28 December (NASDAQ fell by 

21% during the same period). In 2002 the downward trend in price levels was still significant, 

with a drop in PSI-20 of 21.9% in the first half of the year. 

Table 1: Main economic indicators for 2001–2003 

 Portugal  

2001 

EU 15 

2001 

Portugal 

2002 

EU 15  

2002 

Portugal  

2003* 

EU 15  

2003* 

Real GDP growth (%)  1.6 1.6 0.5 0.9 0.5 1.0 

Inflation rate - HICP (%) 4.4 2.2 3.7 2.2 3.2 2.1 

Unemployment rate (%) 4.1 7.4 5.1 8.3 6.5 8.8 

General government deficit (-) 

/ surplus (+) (% of GDP) 

-4.2 -1.6 -2.7 -2.2 -3.5 -2.5 

Public debt (% of GDP) 55.6 63 58.1 62.3 59.4 62.3 

Source: Eurostat and the Commission10; *forecasts11 

 

                                                 

10 Second notification of deficit and debt data for 2002 Euro-zone government deficit at 2.2% of GDP and 
public debt at 69.0% of GDP, STAT/03/106, 15 September 2003. 

11 Economic Forecasts, Spring 2003, European Economy No. 2 2003, European Commission 

(http://www.europa.eu.int/comm/economy_finance/publications/european_economy/forecasts_en.htm). 



PORTUGAL 

PE 285.092/rev.1 10

Analysis and future prospects 

The Portuguese Stability Programme for 2003–2004 recognises the overall negative situation 

of the Portuguese economy at the outset of the period, as well as the fragility of Portuguese 

public finances. With this in mind the Programme sets both a shorter term objective of 

continuously bringing down the deficit towards a position close to balance or in surplus, and 

two long term objectives, namely to accelerate real convergence with the EU average, and to 

prepare the economy as a whole and, public finances in particular, for the consequences of 

population ageing. 

The macroeconomic scenario assumed in the Programme is based on a more positive outlook 

for the world economy from the second semester of 2003 onwards. Exports, investment and 

private consumption are expected to pick up from 2004, moving GDP growth rates closer to 

potential. 

Fiscal policy will pursue the objective of consolidation of public finances, both by measures 

on the public expenditure side as by measures on the public revenue side. Structural reforms 

will be of fundamental importance, and focus on an increased flexibility of the economy and 

on increased investment, and, ultimately, on an increase in competitiveness. 

Economic growth 

The Portuguese economy grew, during the second half of the nineties, at a relatively strong 

pace. During this growth period the economy consistently grew above the EU average, in line 

with the objective of economic convergence. The reasons for the success of the Portuguese 

economy during this time can be found in strong export growth and high investment, 

following a decrease in interest rates at the beginning of the period. 

Chart 1: Gross Domestic Product 1993 – 2006 
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  Source: Eurostat, Stability Programme, "Portugal" 2003 and 2004: Commission Spring 2003 Forecast 

In 2000, while still growing at 3.7%, the Portuguese economy did not manage, for the first 

time since 1994, to surpass the pace of the EU-15 average. In the following years faltering 

domestic demand, not compensated by export growth, caused the Portuguese economy to 

decelerate significantly, signaling the end of the favorable situation in the business cycle. 

In 2002, the economy grew at 0.5%, a nine year low. In 2003, growth is estimated by the 

Economist Intelligence Unit to be negative, -0.3%. From 2004 onwards, however, production 

growth is expected to pick up once again, and to reach 3.5% in 2006. This scenario is based 
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on an expected significant acceleration of export growth. The Portuguese ministry of 

economy acknowledges that reforms are much harder to achieve when economy is 

contracting, but it knows that they cannot be delayed any longer. It believes that when the 

international recovery begins, its export sectors have gained the competitiveness they need to 

lead the country into a period of sustained growth above the European average.
12
 

External balance 

The Portuguese balance of trade and current account have, for the last ten years, shown 

increasing deficits. In 2001 and 2002, however, there has been an improvement on both 

accounts. The lower current account deficit can be attributed to an increase in exports and a 

decrease in imports of goods as well as an improvement in the tourism services revenue. 

Portugal's large external imbalance has been diminishing, driven mainly by the strong 

contraction in domestic demand, and the EIU expects the current account deficit to narrow 

further in euro terms, from € 9.4bn in 2002 to € 5.8bn in 2004. Although Portugal's deficit on 

investment income is not forecast to change much, the surplus on services should rise on the 

back of an increased surplus on the travel account, especially in 2004, when the European 

football championships will attract large numbers of foreign visitors and raise the country's 

profile as a tourist destination. Tourism is an industry in which the country has important 

competitive advantages and a great deal of untapped potential.
13
 

Chart 2: Portuguese balances of trade and current account 1993-2002 

(% of GDP) 
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  Source: Eurostat 

Inflation 

In 2000 and 2001 inflation rose, from 2.3% in 1999 to 2.9% and 4.2% respectively, after 

several years of decelerating price increases. In the EU-15 area price growth also increased in 

2000, suggesting what Portuguese inflation has followed the EU pattern. For 2001, however, 

more country-specific reasons explain the 1.3 percentage point increase in Portuguese 

inflation. High wage increases and high public spending drove up prices during 2001. 

In 2002 inflation rate declined to 3.6%, reflecting lower import prices and lower wage 

increases, even though the VAT rate was raised during this year from 17% to 19%. 

                                                 
12 The Financial Times, Interview with Carlos Tavares, Portugal's economy minister, Special report: Portugal, June 3 2003. 

13 Ib.i.dem. Austerity persists as recession bites. 
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Chart 3: Inflation 1990-2006 

(HICP, annual change, %) 
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Portugal's inflation rate is, still, largely above the EU average. Over the next few years an 

effort to bring down the rate of price increases is envisaged. The Portuguese government 

intends to reduce pressures from the demand side by reducing wage-led price increases 

through a containment of wage growth, and by a higher budgetary discipline. The inflation 

rate is thus expected to converge to EU levels, and to reach 2% by 2006, the end of the 

Programme period. Having reached a 19-month high of 4.2% in February 2003, inflation has 

been falling, albeit not as fast as it was expected in containment the light of weak domestic 

demand conditions.  

Chart 4: Annual inflation in 2002-2003 

(HICP, inflation in over12 months, %) 

Source: Eurostat 

Unemployment 

The Portuguese unemployment rate has been consistently lower than the EU average for 

more than one decade. After economic conditions started to pick up in 1995-1996, the 

unemployment rate was brought down year after year, to reach 4.1% in 2001.  
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Chart 5: Unemployment rate 1990-2002  
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In 2002, however, and for the first time in eight years, the unemployment rate rose (5.1%). 

The main reason for this rise can be found in the economic slowdown, already registered in 

2001, but aggravated in 2002. Indeed, the annual change in employment has also 

considerably lost its dynamism in 2002.  

The Commission forecasts the unemployment rate to still rise in 2003 and 2004, and the 

change in employment to almost stagnate in 2003, to then pick up again in 2004. The 

Portuguese government has stated as an important objective the improvement of the 

competitiveness of the economy, by introducing reforms in the labour market. Also, in 2003, 

public workers, a significant part of the employed, are seeing wage increases restrained. 

Since public sector wage increases normally serving as a reference value to the rest of wage 

claims, further wage moderation is expected in the private sector. The impact in employment 

is foreseen as positive. On the other hand, public sector hiring has been frozen, and the 

number of public servants is to be reduced through normal retirement and early retirement 

plans, while private sector hiring is expected to be sluggish due to lack of economic growth 

revival. 

Budget deficit 

The budget deficit condition is one of the main challenges to be faced in the short term, in 

accordance with the Stability and Growth Pact rules. The budget deficit in Portugal had been 

reduced, up to 1999, to a value of 2.4%. In 2000, however, it rose to 2.9%, dangerously 

approaching the SGP’s 3% reference value. In 2001, though, the situation worsened even 

further and excess public expenditure reached 4.2% of GDP. 

The Portuguese government formed after the legislative election of 2002 put forward as a 

main objective the containment of public expenses, to avoid a further breach of the reference 

value during that year, and a restructuring of public finances geared towards sustainability. 

The deficit in 2002 did, indeed, fulfil the Pact’s rules, settling at 2.7%. 
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Chart 6: General government balance 

(net borrowing - / net lending +, % of GDP) 
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  Source: Eurostat, Stability Programme, "Portugal" 2003 and 2004: Commission Spring 2003 Forecast 

Measures for the coming years are foreseen through several structural reforms in such sectors 

as social security, health and public administration. Restricting expenses is to be 

complemented by some measures on the revenue side, namely by widening the tax base and 

improving collection, as well as by a two percentage point increase in VAT already put in 

place in June 2002. These measures, and the beneficial effects of renewed economic growth 

on both public revenues and public expenditures, are expected to bring down the 

governmental deficit. The government has further committed itself to reducing structural 

deficit by 0.5% of GDP per year, as recommended by the Council. 

Public debt 

The general government debt was equal to 64.3% of Portugal’s GDP in 1995, a value slightly 

above the 60% Maastricht reference value. The Portuguese debt-to-GDP ratio fell below this 

value in 1997. These reductions, in tune with the more prosperous economic situation and 

healthier public finances observed at the time, were interrupted in 2001, when the ratio 

started to increase. This situation continued in 2002, bringing the. 

The government currently aims to bring down the debt ratio in the next few years. This 

reduction is expected to be of about 6 percentage points over the Programme period. 

Chart 7: General government consolidated gross debt 1993-2006 
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Structural reforms 

Structural policy aims at achieving the right conditions for balanced growth. In this sense its 

timeframe is long term. The Portuguese economy having known, after a period of prosperity, 

a decrease in dynamism called for a revision of government policy. The new government has 

issued a set of such reforms which aim, in essence, at a less burdensome role for the state, at 

increased economic flexibility, and, ultimately, at higher productivity and more competitive 

economy. 

The Labour Market 

The labour market in Portugal has registered relatively low unemployment levels in recent 

years, despite a significant drop in the growth rate. The most significant proposal by the 

Portuguese government in the field at the labour market is for a law code that brings together 

existing legislation on labour market issues and presents new rules envisaging an increase in 

flexibility in the market.  

The existing legislation has been considered to be, in several instances, misadjusted to the 

objective of creating a more productive and competitive national economy. Identified 

rigidities have been, for example, low labour mobility, high costs for worker dismissal and a 

low use of contracts with flexible working hours. The loss in competitiveness of the 

Portuguese economy can be noted by the relative increase in unit labour costs above the euro-

area average since 1999. The difference between the two has been 3.9 percentage points in 

2001, but was, however, only 1 percentage point in 2002. 

The reforms faced substantial opposition by labour unions fearing an increase in work 

insecurity. After negotiations with both labour unions' and employers' representatives, 

agreement was reached with all but one of the two major labour unions (CGTP – 

Confederação Geral dos Trabalhadores Portugueses) on a document to be presented for 

discussion by Parliament. Nevertheless, soaring unemployment has tempered the demands of 

the trade unions, which are beginning to acknowledge the need to keep business costs down. 

A virtual freeze of public-sector wages is also acting as a benchmark for the private sector. 

The new Labour Law is a central element for the new Portuguese business environment, 

granting more flexibility and competitive conditions to firms operating in the country. 

Complementary to measures aimed at the labour market per se are also those taken with 

regard to education. The Portuguese Stability Programme envisages improvements in the 

educational sector, geared towards a level closer to that of the EU, aiming at a better quality 

of education and a higher employability of the labour formed. According to a recent OECD 

report, Portugal lags far behind other Member States with regard to the basic educational 

attainment of its citizens even in younger age groups. Only slightly over 30% of the age-

group 25-34 years had an upper secondary level in Portugal, a figure almost as low as that of 

Turkey and only about half of the next-last Member State Spain
14
. 

Some progress was made in the labour market reforms, including the implementation of the 

new national lifelong learning strategy. Following discussions with the social partners, a draft 

law, which includes a two-year limit for the expiry of collective agreements and greater 

flexibility of working time, could be adopted in Parliament in 2003. 

                                                 
14 OECD - Education at Glance, OECD indicators, September 2003, p.37. 
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Taxation 

The Portuguese government defined two priorities in tax policy: a broadening of the tax base 

and measures to reduce tax evasion. The broadening of the tax base is aimed at direct taxes, 

both on personal income and on corporations, and has as objective increased revenue and the 

removal of some tax breaks deemed unjustified. Tax revenues from corporate taxes are, 

nonetheless, expected to decrease in 2003, as a result of economic slowdown. The 

government foresees a future reduction in corporate tax rates if the fiscal stance improves. 

In the field of indirect taxes, the main change took place in 2002, with the standard VAT rate 

being increased from 17% to 19%. This two percentage point change is expected to 

contribute to a net increase in VAT revenue of 8.6%, and to a one percentage point increase 

in the relative weight of VAT on total tax revenue, up to 36%. 

Addressing tax evasion, although not strictly a structural measure, is estimated to be of 

paramount importance. Current tax evasion is estimated to be as much as 7% of GDP, about 

16% of total tax revenue. Putting emphasis on applying correctly the current tax system is 

seen as being at least as important in moving towards fiscal stability as the introduction of 

new reforms. The cross-referencing of income information and cooperation between tax 

collection officials and investigative police forces are among such measures. Even though the 

Council reached political agreement on the 'tax package' of measures to combat harmful tax 

measures and reduce distortions in the internal market, Portugal was among the Member 

States granted exceptions i.e. deadline of December 2011 regarding Madeira's free economic 

zone. 

A new industrial licensing procedures, notary privatisation and especially a reduction of tax 

costs in processes of mergers and acquisitions are other measures that will also impact on 

businesses at the early stages of their lives and will benefit their growth. A reduction of the 

tax burden on businesses is another relevant decision. Until 2006, Portugal will have one of 

the lowest corporate tax rates of the EU. Meanwhile, there will be temporary and non-

discriminatory tax incentives to investment (tax credits for companies that reinvest 

earnings).
15
 

The pensions system 

In Portugal, as in the other Member States throughout the Community, the problem of an 

ageing population will be of crucial importance in the years to come. The long run 

sustainability of public finances is largely dependent on measures taken at present to address 

the situation. The Council, on its opinion on the Portuguese Stability Programme, noted the 

need for Portugal to conduct structural reforms in the sector. 

The pensions system in Portugal is divided in two major categories.  Social Security is the 

part of the pension system that provides private workers with public pensions, and Caixa 

Geral de Aposentações (CGA) does the same to public workers. As a percentage of GDP they 

represent, respectively, 6.1% and 3.6%. Expediture on the whole pensions system amount to 

12.9% of GDP, including these categories. This is expected to increase to 15.7% of GDP by 

2030 and to 16.1% of GDP by 2075. 

In 2002 a reform was introduced, which intended to address some of the financial 

repercussions of population ageing on the Social Security scheme. Changes introduced were 

based on lowering the reference wage used in the calculation of retirement compensatory 

                                                 
15 OECD Council at Ministerial Level, Agenda for growth: Economic reform in Portugal and the Lisbon Strategy, 

Franquelim Alves - Deputy Minister of Economy, 29 April 2003. 



PORTUGAL 

PE 285.092/rev.1 17

payments by considering an average of the whole contribution history, rather than only the 

last years. 

Public pensions are also being addressed by reducing public recruitment throughout time. 

The long-term effect of having more people retire than being hired will be to contain 

expenses in the long run. Meanwhile an increase in these expenses from 3.6% to 5% of GDP 

in 2075 is still expected to happen, under the assumption that for every four public workers 

that retire, only one will be hired. 

The health sector 

The health sector has been under special consideration in the structural reforms recently 

foreseen. The issues to be dealt with are a costly National Health Service (SNS - Serviço 

Nacional de Saúde) and an inefficient provision of health services. The Council’s opinion on 

the Stability Programme referred to the need of reform to the sector.  

Transfers to the public health sector were to €5.2bn, amounting to 15% of all expenses by the 

State, and to about 4% of GDP. The intention is now to reduce the rate at which expenses 

with the SNS are increasing, by transforming the public system of healthcare provision into a 

mixed public-private system and to reduce wastefulness with public financial support on 

prescribed medicine.  

The semi-privatisation of healthcare is expected to increase efficiency, and so bring a faster 

and better service to users, drawing attention to the costs of the system. The government 

intends to link public financial support to performance and actual services provided by each 

hospital. 

Concerning the reduction of medicine expenses, measures point at promoting generic-drug 

use and a system of medical prescription that allows for more clarity in public financial 

obligations.  
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The political background 

The Political System 

Portugal has been a democratic parliamentary republic, with a President as Chief of State. 

Since 25 April 1974, the year in which the so-called Carnation Revolution overthrew a 

corporative, authoritarian regime. The President of the Republic is directly elected by 

universal suffrage for a period of five years, renewable once. The President represents the 

nation and is the chief commander of the armed forces. The main duties of the President are 

the appointment of the Prime Minister, taking due account of the results of parliamentary 

elections, as well as the appointment of other members of government at the proposal of the 

Prime Minister, the setting of election dates, and the convening or dissolution of parliament. 

Jorge Sampaio currently holds office, after being reelected in January 2001. 

Legislative powers are vested in the parliament, the Assembly of the Republic. The Assembly 

is unicameral and its deputies are elected for a period of four years, under a system of 

proportional representation. The last parliamentary elections were held, after the resignation 

of António Guterres (PS, Socialist Party) as Prime Minister, in March 2002. 

Table 2: results of the March 2002 Parliamentary Elections 

Political Party Vote share (%) Number of seats 

PSD (moderate conservative ) 40.15 105 

PS (social-democratic) 37.84 96 

PP (conservative) 8.75 14 

CDU (communist+green coalition) 6.97 12 

BE (far-left coalition) 2.75 3 

Source: Electionworld.org 

The Prime Minister determines and guides governmental policy and is subject to the 

confidence of Parliament. The leader of center-right PSD (Social Democratic Party), José 

Manuel Durão Barroso, is currently Prime Minister in a coalition government with PP 

(Partido Popular). The coalition enjoys an absolute majority in parliament, having won 119 

out of 230 seats. 

Public Opinion 

The latest Eurobarometer survey, analysing public opinion on various issues related to the 

European Union, was published in July 2003.
16
 Even though Portugal remains one of the 

countries where citizens feel less informed about European issues, this does not prevent it 

from exhibiting strong support for European integration. 

According to the survey, 61% of the Portuguese regard EU membership as a “good thing” 

(compared to last year’s result, there is an increase of 5%), while it is regarded as a “bad 

thing” by 9% (3% less). In 2003 support for EU membership in Portugal is higher than the 

EU-15 average, where 54% of the respondents consider it to be a “good thing” and 11% a 

“bad thing”. The previous survey, published in October 2002, had as results on EU 

membership 55% and 10% respectively. Further, 68% of those questioned believed Portugal 

                                                 
16 Full report of the Eurobarometer survey is available at 

http://europa.eu.int/comm/public_opinion/archives/eb/eb59/EB59_Rapport_Final_FR.pdf 
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had benefited from EU membership, up from 64% in the previous survey. As much as 63% of 

Portuguese saw EU’s image as “very positive” or “positive enough” (compared to only 47% 

in the EU-15), 23% as “neutral” and merely 10% as “very negative” or “negative enough”. 

In Portugal, according to the results of the survey, support for the euro is widespread. 75% of 

those asked supported the single currency, a level equal to that attained by average of the 

euro-group countries. Since the previous survey, the support for the single currency has 

increased by 5 percentage points.  

Table 3: Opinion on the euro  

 For (%) Against (%) No opinion (%) 

 
2002 2003 2002 2003 2002 2003 

Portugal 70 75 22 20 8 5 

Euro area 71 75 24 19 6 6 

EU average 63 66 30 27 7 7 

   Source: Eurobarometer Survey 

When asked whether they feel attached to the single currency, 67% answered “yes”, 

putting Portugal at the forefront of the EMU (second only to Luxembourg). The Euro-12 as a 

whole, no more than 38% of responded, on the Euro-12 as a whole replied "yes", whole a 

staggering 58%  replied “no”. 

The question of whether the EU should have its own Constitution is very topical. Portugal is 

reportedly very enthusiastic – with 61% claiming “yes” and only 8% “no” – quite in line with 

the EU-15. 

60% of the Portuguese respondents are “for” enlargement and 22% are “against”, which is a 

significantly more positive attitude than in the EU-15 (46% and 35% respectively). 
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