
 

 

 

 



 



 

 
 

 

1. The current economic policy based on a strategy of austerity will fail. Even if the 
country fulfills exactly what is demanded by the Troika for another 20 years, it will fail 
because the strategy cannot possibly work: never before has a country been able to pay 
an external debt of the size of Portugal’s through a policy of austerity.  

2. If the strategy of austerity were to continue beyond the Troika’s bailout, the country 
would consolidate its position as a protectorate (as has been argued by Adriano 
Moreira1) even further, with external powers defining Portugal’s economic policy (and 
probably much more). Indeed, with the bailout, the country has become increasingly 
dependent on foreign loans from the so-called official sector (multilateral institutions 
of the European Union and the IMF). In April 2014, the foreign loans of the official 
sector totaled approximately €155.4 billion, representing over 40% of Portugal’s gross 
external debt and about 94% of the country’s GDP2. Maintaining the austerity policy 
requires continuous and increasing dependence on foreign loans by the official sector. 
This external dependence perpetuates Portugal’s situation as a protectorate, which 
limits the country’s national sovereignty.  

3. This proposed debt restructuring program is designed to ensure that the country 
ceases to depend on foreign loans and becomes financially self-sufficient. With this 
proposal, Portugal can definitively abandon its condition as a protectorate and 
become a viable democratic State.  

4. This program does not request that debt should be "forgiven". Instead, it seeks to 
pave the way for a negotiation with creditors that will protect the interests of a State, 
which will thus regain its sovereignty.  

5. This program establishes the Portuguese Government’s economic policy as one that 
is designed to guarantee debt restructuring. The Portuguese government should be 
assisted by national and international experts in the different areas of the program, in 
order to validate the assumptions and update the data used in the development of this 
restructuring program for Portuguese debt. 

                                                           
1  Adriano Moreira, November 4, 2012, on RTP Notícias. Available at: 
http://www.rtp.pt/noticias/index.php?article=600564&tm=9&layout=122&visual=61. 
2  The financing of the official sector during the three years of the Troika’s intervention can be 
summarized as follows: the EU and the IMF lent about €77 billion under the bailout program; the 
ECB kept direct loans of around €20 billion, after buying government securities in the secondary 
market (even before the bailout) under its "Securities Markets Program"; and the debt of the Bank of 
Portugal to the Eurosystem’s TARGET 2 system increased to €58.4 billion. Overall, the official sector 
lent the country roughly €155.4 billion, until April 2014. 



 

 
 

6. Since, in a State governed by the rule of law, all people are individually equal before 
the law – as established by the Constitution of the Portuguese Republic – for reasons 
of fairness, for technical reasons, and because we do not wish to repeat the approach 
of the Troika in reverse, (which has placed the burden for paying almost all the costs 
of the crisis upon Portuguese citizens), it is neither possible nor desirable to restructure 
only part of the debt. Therefore, this program includes all the essential components of 
Portugal’s gross debt.  

7. With this in mind, we propose to act upon the two most important components: the 
restructuring of the General Government’s non-consolidated gross debt and a 
“systemic” bank resolution process, which will result in the debt reduction needed to 
ensure the (financial) self-sustainability of the country.  
8. A program of this nature can use several instruments to achieve the same goal: 
namely, it may impose a severe debt write-off in the stock of debt and a smaller 
reduction in interest rates, or a combination of the postponement of debt payments 
with a more substantial reduction in interest payments. This exercise focuses on the 
simulation of the second option. It should be noted that a reduction in interest 
payments and the lengthening of the maturities of the existing debt are crucial for 
ensuring that the country is able to finance itself independently.  

9. The main steps of this program are: (i) negotiations to reduce the present value of 
the debt (debt restructuring), by changing interest rates and rescheduling maturity 
dates; (ii) the restructuring of bank liabilities to ensure the banking system’s solvency 
and stability; and (iii) tax modernization in order to upgrade the State finances and 
make economic recovery and future economic growth sustainable, from a 
macroeconomic perspective.  

10. Through the reduction of interest rates, the extension of the capital repayments of 
the General Government debt and the restructuring of the liabilities of the banking 
sector, it would be possible to achieve an annual reduction of around €4.7 billion in the 
deficit of the income balance. This is equivalent to a reduction of the present value of 
this external net debt from 103%, at the end of 2013, to about 24% of GDP. In fact, 
given the country’s current external debt burden, a less ambitious debt restructuring 
risks jeopardizing the sustainability of the Portuguese external debt.  

11. The program proposes the following conditions for exchanging the General 
Government and State-owned Enterprise Sector’s non-consolidated gross debt for New 
Treasury Bonds (NTB) with the same face value: (1) these bonds will have a coupon of 
1% and (2) will amortize capital in 10 equal installments, between 2045 and 2054, 
with a grace period for the payment of interest in 2015. Under these conditions, the 
present value of the Maastricht debt would be 74% of GDP (63 % of GDP, net of 
deposits)3, after recapitalization of the Social Security funds and several other State 

                                                           
3 This estimation does not take into consideration the effect of the systemic bank resolution upon 
General Government bank deposits.  



 

 
 

funds. The present value of the General Government’s non-consolidated gross debt 
would amount to 82% of GDP (as compared to the current 173% of GDP). 

12. Therefore, a sufficient margin is created to boost investment and job creation, as 
well as to stimulate domestic demand, causing the automatic stabilizers to work and 
ensuring the protection of wages, pensions and social benefits against poverty.  

13. The sustainability of the Portuguese external debt would also require a special 
bank resolution process, which should protect the stability of the banking system, 
safeguarding its capital ratios and solvency, in accordance with international best 
practices (e.g. FDIC). This process would lead to a reduction in the bank debt of about 
24% of bank liabilities (excluding equity) at the end of 2013, resulting in a (direct) 
reduction in net external debt estimated at about 30% of GDP.  

14. The negotiation of the Portuguese debt restructuring should be conducted so as to 
ensure that the State Budget Law for 2015 includes all the legal instruments needed to 
guarantee the viability of these measures.  

15. The proposal requires negotiations and an agreement with the European Union 
and Portugal’s creditors. Nevertheless, its implementation could also take place 
without their agreement, with subsequent adaptations. 

16. The restructuring of the country’s gross debt proposed here is certainly not the only 
one possible. By disclosing the fundamentals and calculations on which they rely, the 
authors intend to contribute to a broad debate about solutions to the debt crisis that 
benefit from other suggestions and pave the way for a national decision about our 
collective responsibilities.  

17. This proposal also seeks to contribute to the formulation of a joint response by the 
so-called peripheral countries, allowing for a rebalance within the institutions ruling 
the European Union; to respond to the crisis; and to abandon the current strategy of 
austerity. 
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On completion of the Troika’s program, Portugal faces two certainties: without 
external debt restructuring, the country’s economic and social life will continue to 
be constrained; and the subsequent impoverishment will be the result of the 
austerity policy imposed by the country’s indebtedness.  
 
Time is running out for democratic choices that will make it possible to reverse the 
constraints imposed by external debt. Postponing the restructuring of this debt is 
detrimental to the country, as solutions will be increasingly difficult to implement.  
 
The institutional rejection of several recent proposals for the mutualization of 
European debt (e.g. Varoufakis and Holland, 2011; Paris and Wyplosz, 2014) and the 
inconclusive report about the public debt redemption fund4 show that, unless the 
renegotiation is initiated by Portugal, current constraints will persist. Debt 
restructuring, taken at the initiative of Portugal and based on more than 600 
international precedents between 1950 and 2010 (Das et al., 2012), is the response 
that today achieves greatest internal and external consensus and therefore ensures 
the most coherent and legitimate conditions for an alternative.  
 
As was recently shown by the Manifesto dos 74, there is a broad consensus in 
Portugal about the need for debt restructuring. However, the European institutions 
and the Portuguese government have expressed strong opposition to the discussion 
of this proposal. Moreover, it is expected that they will continue to oppose any 
modification of existing austerity policies and any discussion about debt 
renegotiation. Only public opinion can rescue the national decision-making.  
 
This report presents a concrete, detailed and quantified proposal for the 
restructuring of Portuguese debt. It aims to provide a contribution to the national 
debate about the country’s key problem. It is essential to enhance this debate about 
concrete proposals for Portuguese debt restructuring. This proposal is submitted to 
open scrutiny in the hope that it will encourage a broader discussion and lead to the 
emergence of alternative proposals. Ultimately, the aim is to choose the best 
alternative for the process of negotiation and debt restructuring. 
 
In addition to debt restructuring, the economic and social recovery of the country 
requires the reorganization of the banking sector in order to resume its normal 
functioning, i.e. financing the economy; and a change is needed in the tax structure 
in order to create the appropriate conditions for the modernization of the economy’s 
productive apparatus. This report presents concrete proposals that address the first 
two challenges. As to the tax system, the proposal merely establishes the reform’s 
goals. 
 
Finally, the authors argue that it is up to Portugal, as a member of the EU with full 

                                                           
4  Expert Group’s Final Report on Financial Redemption and Eurobills 
http://ec.europa.eu/economy_finance/articles/governance/pdf/20140331_report_en.pdf 



 

 
 

rights and entitlements, to contribute, without further ado, to the definition of a new 
strategy for European macroeconomic policy, one that is friendly towards growth, 
employment and the European social model and promotes a review of the European 
Treaty and other European intergovernmental treaties. An example of such a treaty 
is the Fiscal Compact, which defines the independence of the ECB and of the 
European System of Central Banks and its statutes, as well as of the European 
Union’s model of government, making it more democratic while increasing its public 
scrutiny.  
 
In section 2, the report shows why the politics of austerity are unfeasible. In section 
3, the objectives of the restructuring proposal are presented, while section 4 defines 
the model and the criteria adopted in the preparation of the proposal. In the 
following sections, we present the fundamentals of the three policy measures that 
are considered essential for unlocking the current situation of the country: a 
concrete proposal for public debt restructuring and the legal instrument with which 
to implement it (section 5); the proposal for a systemic bank resolution (section 6); 
and, in section 7, the guidelines for the reform and modernization of the tax system 
that are fundamental for the resolution of structural macroeconomic imbalances in 
the Portuguese economy and society. Section 8 concludes. 

 

 

 

 

 

 

 

 

 

 

 

 



 

 
 

 

 

This program of debt restructuring challenges the foundations of the austerity 

strategy. Events per se have uncovered the mistake of this strategy and its 

impracticability, which will be discussed in this section. The failure of "expansionary 

austerity" is summarized in the following two figures. 

 

Figures 1 and 2. The unsustainability of the austerity strategy 

With both an international and national 
crisis, the program has made matters 
worse than expected  
 

 
Source: Statistics Portugal, Eurostat and 
Reports of State Budgets. 
 
The base is 2004 = 100 and the two lines 
compare the reality of GDP growth from 
2004 (the bottom line), with what would 
have happened if the predictions of the 
various budgets had been fulfilled (the top 
line, dotted). From the 2008 international 
crisis and Portugal’s recession onwards (the 
vertical line), the curves separate, and at the 
end of the period under consideration, with 
the exception of the recovery period in 
2009, there is a difference of ten percentage 
points between reality and the budgetary 
fiction. 

 The result of the Troika: wasted 
sacrifices 
 

 
S: Statistics Portugal and Eurostat. 
 
The total amount of cuts compared with 
their results during the period of the 
Memorandum and the direct intervention of 
the Troika (2011-2014): austerity cuts were 
very large, the effect of correcting the deficit 
was negligible, the fall in GDP demonstrated 
the severity of the recession and the debt 
grew.  
The adjustment program was a failure and 
left the country’s productive structure 
weaker than in pre-recession years. 

 

The adjustment for austerity has insurmountable limits: impoverishment, 
bankruptcies and a high level of structural unemployment reduce productivity, 
undermine the productive structure and make social life more unequal.  
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The reduction in domestic demand generated by austerity has a corrective effect on 
the balance of goods and services, but also increases the ratio of debt to GDP, as can 
be seen in Figure 2, and therefore reduces the ability to solve any structural problem 
of the economy (Andini and Cabral, 2012).  
 

On the other hand, the privatization or sale of national assets, another austerity 
policy, reduces the gross external debt in the short term, but, in the future, will 
generate a higher deficit in the income balance (with the transfer of dividends 
abroad). This depressing effect is cumulative, making it difficult to reverse the 
process in the medium and long term. 

 

This report emphasizes the two main components of this national crisis: the one 
observed in flows (balance of payments) and the one seen in stocks (external debt).  
 
In the case of flows, the crisis manifested itself until 2010 in the form of 
systematically high deficits on the current and capital accounts.  
 
The European Union’s ruling institutions and the IMF’s response – the "austerity 
strategy" – sought to obtain huge adjustments on the trade balance and thus to 
improve the current and capital accounts. According to the Government's 5 plans, 
the current and capital accounts would improve by 14.3 percentage points of GDP 
between 2010 and 2015. This evolution would be brought about primarily by 
developments in one of its components – the trade balance –which is expected to 
improve by close on 12 percentage points of GDP.  
 
So, in the austerity strategy, the adjustment in terms of flows would be effected 
almost exclusively through the channel of the "real economy", with more exports 
and fewer imports, combining the domestic recession with a transfer of resources. 
This external adjustment allowed the current and capital accounts to register a 
surplus of 2.0% of GDP in 2013, mainly due to the trade balance, whose fragility we 
have already outlined.  
 
In the case of stocks, the crisis has manifested itself since 2010 through the greater 
difficulty in obtaining external financing. Access to international financial markets 
has been progressively interrupted for the State, the national bank, and the large 
national firms with high foreign debt. In short, the country has found itself unable to 
refinance its debt.  
 
The response by the European Union’s official institutions was based, on the one 
hand, on an increasing use of automatic mechanisms for financing the Eurosystem, 
which resulted in growing imbalances in the TARGET2 system and, on the other 
hand, on bailout programs with mutualized financing (by eurozone members and 
IMF member countries) and strict conditionality. This made it possible for the 

                                                           
5 Fiscal Strategy Document 2014-2018, Ministry of Finance and Public Administration, April 2014. 



 

 
 

Portuguese Government and national banks to refinance much of the debt due 
between 2010 and the present date, replacing the debt held by a fragmented 
international private sector with a debt held by a centralized official international 
sector. 

 

The facts do, however, demonstrate that the Troika’s current response to the crisis, 
based on a long process of adjustment with a productive structure in a state of 
continuing degradation, is not a plausible strategy.  
 
This option is based upon two impossibilities: expectations that the external sector 
will have a long-term performance that is higher than the historical average of 
Germany; and expectations that the State can generate surpluses of a level that has 
never been seen before. In March 2014, Cavaco Silva, President of the Portuguese 
Republic, pointed out the second difficulty in his preface to the book Roteiros VIII: 
"Assuming an annual growth rate of 4% in the nominal product and an implicit 
interest rate on the public debt of 4%, reaching, by 2035, the reference value of 60% 
for the debt to GDP ratio, would require that the Budget recorded, on average, an 
annual primary surplus of about 3% of GDP. In 2014, it is expected that the primary 
surplus will reach 0.3% of GDP "(Cavaco Silva, 2014)6.  
 
The following figure, which was presented by the Observatory on Crises and 
Alternatives, compares the fiscal reality and GDP in recent years with the conditions 
for debt sustainability presented by the Prime Minister and the President, as well as 
the conditions for the fulfillment of the Fiscal Compact. 

                                                           
6 The Prime Minister Passos Coelho also presented his projections at a conference organized by Jornal 
de Negócios on March 11: "If in the coming years we can show, on average, a primary surplus of 
around 1.8%, which does not seem very unrealistic, we are very close to reaching a goal of this nature. 
If we add a level of inflation of no more than 1% and an annual growth of between 1.5% and 2%, we 
have the possibility of displaying the result we want: the sustainability of the public debt, together 
with debt reduction." 
See http://www.jornaldenegocios.pt/economia/detalhe/personalidades_que_defendem_reestruturacao_  
da_divida_sao_os_mesmos_que_falavam_na_espiral_recessiva.html.  
 
 

http://www.jornaldenegocios.pt/economia/detalhe/personalidades_que_defendem_reestruturacao_


 

 
 

Figure 3. The conditions for debt sustainability and fulfillment of the Fiscal 

Compact according to the President’s interpretation 

 

Source: Observatory on Crises and Alternatives, Barometer 9, April 2014. The red line 
indicates the conditions for debt sustainability identified by the Prime Minister and the 
green line indicates the conditions for fulfillment of the Fiscal Compact according to 
the President’s interpretation. 
 
As shown in figure 3, debt sustainability (with debt reduction, assuming an interest 
rate of 4%) requires primary balances that are higher than 1.8% of GDP and growth 
rates above 2.6%, while the conditions for the fulfillment of the European ”Fiscal 
Compact” require average primary balances that are always above 2.5% of GDP by 
2035 (or higher than 3.2% according to the President’s interpretation) and, at the 
same time, growth rates of nominal GDP over 3.5% (4% according to the President’s 
interpretation).  
 
However, these conditions seem impossible in the current context. An interest rate 
of 4% can only be achieved with long-term stability of the euro area, which in recent 
years has shown itself to be highly unlikely. The real growth of 1.6% was achieved 
in only 5 out of the last 14 years, while the primary surplus underpinning this 
projection was only reached once, in 1991. Only once, in 2007, were the conditions 
for debt sustainability met, but never the ones required for fulfillment of the Fiscal 
Compact.  
 
According to Norberto Rosa (2014), with this interest rate Portugal will only be able 
to reduce the debt burden to 100% of GDP, over a period of 15 years, if the rate of 
real growth reaches 1.5% and primary balances are over 1.8%.  
 
None of these conditions are achievable in a context where the dynamics of the 
Portuguese economy and society are conditioned by a very high level of debt, as is 
highlighted by the next figure, which shows the repayment schedule for coming 

http://en.wikipedia.org/wiki/European_Fiscal_Compact
http://en.wikipedia.org/wiki/European_Fiscal_Compact
http://en.wikipedia.org/wiki/European_Fiscal_Compact
http://en.wikipedia.org/wiki/European_Fiscal_Compact


 

 
 

years considering the borrowing requirements arising from both current 
commitments and the implementation of the budget constraints.  
 
Until 2017, Portugal needs to pay up to €100 billion on maturing direct State debt, 
excluding the financing of the deficits incurred in the meantime and other financing 
needs, for example the capitalization of public companies. Both this strict 
commitment and this strategy are unviable. 
 
Figure 4. Financing needs in coming years to amortize the stock of direct State 
debt  

 

 

 

 

 

 

Source: IGCP - Portuguese Treasury and Debt Management Agency, in €billions. 

On the other hand, contrary to what has in fact happened, a sustained growth of 
exports requires strong investment, skilled labor with adequate wages and 
contracts, and a consistent policy of innovation: production has to be made better 
and different. However, in the last 238 years (between 1776 and 2013), Portugal 
only recorded a surplus on its trade balance in eight of those years, and the first time 
that this occurred since 1943 was in 2013 due to an improvement in the trade 
balance by 8.8 percentage points of GDP since 2010 and at the expense of a drop in 
domestic demand that outpaced the recovery in exports. Moreover, this recovery 
was based on fragile advantages, specifically on the accrual of the productive 
capacity of a single refinery.  
 
In other words, a structural correction is always required to revive the economy. 
Debt restructuring is inescapable. 
  



 

 
 

 

 

In the opinion of the authors, the financial and economic crisis that the country faces 
should be treated as a balance of payments and external debt crisis, mainly resulting 
of the shortcomings of the eurozone’s architecture, without ignoring other 
structural causes that distort the Portuguese economy and society 7 . The public 
finance crisis is more a result than a cause of those external imbalances.  
 
As a result of the eurozone’s shortcomings, the country has been accumulating 
significant external deficits since the mid-90s. These deficits were neither properly 
acknowledged, nor were they subjected to corrective measures either by the 
national institutions or by the European Union. 
 
Figure 5 - Main components of the Balance of Payments (1990-2013)

 

Source: Statistics Portugal. 

The international financial crisis (2007-2008) laid bare these imbalances and, as is 
known, the country lost access to external financing via international financial 

                                                           
7 For the authors, inaccurate domestic fiscal policies played an important, but secondary role in the 
country’s current economic and fiscal crisis. Other important aspects, such as the impact of the 
international financial crisis and the distortions of the productive structure, are not the subject of 
this report. 



 

 
 

markets, precipitating a balance of payments crisis and a budget crisis, and 
consequently a bailout by the governing bodies of the European Union and the IMF.  
 
The above-mentioned significant external deficits resulted from systematic deficits 
in the trade balance, but since the beginning of the millennium they have resulted 
increasingly from the deficit in the income balance.  
 
In particular, Portugal’s income balance gross debits (7.7% of GDP in 2013) have 
derived mainly from interest payments on gross external debt (4.7% of GDP) and 
dividend payments (2.8 % of GDP). The income balance deficit was smaller (3,6% of 
GDP) since residents derived income (credits) amounting to 4,1% of GDP from 
financial assets abroad. 
 
Table 1. Income balance debits  
 

 

Source: Eurostat. 

In fact, one of the most important causes of Portugal’s external imbalance originated 
from that external debt: between 1996 and 2013, cumulative interest payments 
(debits) on the country’s gross external debt represented €132.5 billion and 
explained 35.7% of the country’s gross external debt in 2013, and 77.6% of its net 
external debt.  
 
The deficit in the income balance represented, on average, 3.3% of GDP between 
1999 and 2013 (since the adoption of the euro). Without this deficit in the income 
balance, the economy would be capable of financing itself. 
  

2010 2011 2012 2013

Gross debits, income balance 19562 18546 14051 12674

      (in % of GDP) 11.3% 10.8% 8.5% 7.6%

       Interest outlays 8951 10168 8532 7719

       Dividends and assigned profits 7513 6487 4107 2930

       Labor income 382 451 383 371

       Reinvested and retained profits 2716 1440 1023 1650

Gross debits, income balance, excluding reinvested 

and retained profits 
16846 17106 13028 11024

M(€)



 

 
 

Figure 6 - Evolution of Portugal’s net external liabilities (International 

Investment Position), 1996 – Q12014 

 

Source: Bank of Portugal, end-of-quarter position. 

 At the end of 2013, the country’s net external debt represented 103% of GDP and 
the international investment position was -118.9% of GDP. As a result of this very 
negative financial balance (the external debt crisis or the stocks crisis), the deficit in 
the income balance8 has consistently been very high in recent years, despite the 
reduction in interest rates in the eurozone. The deficit in the income balance, in 
addition to the chronic deficit in the balance of goods, negatively impacts on the 
country’s net financing needs both at present and in the future. This deficit in the 
income balance increases the likelihood of recurrent balance of payments crises 
(crises of flows). 
 
In summary, this debt burden and the restrictions that it imposes make the 
Portuguese economy not viable. 
 

 

In addition to providing a debt restructuring plan, the "Sustainable Program for 
Restructuring the Portuguese Debt" which this paper proposes is intended, to make 
an important contribution to resolving the country’s economic and social crisis.  
 
It comprises three key economic policy measures:  

1. Public debt restructuring (section 5)  
2. Reorganization of the banking system (section 6)  

                                                           
8 The country’s net interest and dividends paid upon its high financial liability. 



 

 
 

3. Modernization of the tax structure9 (Section 7) 
 
And it seeks to:  

• Respond directly to both the balance of payments and the external debt 
crises, with economic policies based on an accurate diagnosis aimed at 
correcting their causes;  

• Ensure that the country becomes financially self-sustainable, a condition for 
the recovery of its national sovereignty;  

• Ensure the sustainability of public finances; and  
• Promote sound economic growth, based upon sustainable job creation and 

the reduction of inequalities.  
 
First objective: respond to the balance of payments crisis and to the external debt crisis.  
 

Regarding the balance of payments crisis, the program proposes to 
permanently (and therefore structurally) reduce the deficit in the income 
balance. Thus, the program seeks to improve external flows, by reducing the 
interest (coupon) paid on the existing (external and domestic) debt 10. This 
will make it easier to prevent recurrent balance of payments crises.  

 
As far as the balance of goods and services is concerned (and the balance of 
goods in particular), there is an urgent need for reforming the tax structure. 
By acting on both supply and demand, this reform will make it possible, on 
the one hand, to stimulate economic growth, and, on the other hand, to 
reduce the chronic imbalance in a sustainable manner. 

  
Moreover, the debt restructuring is designed to ensure that the country will 
not face a future crisis of “stocks”, as an external debt (stocks) crisis 
essentially means that the country is unable to refinance its external debt 
stock in international financial markets without outside help. We therefore 
propose an extension to the maturities of a significant part of the Portuguese 
gross debt, postponing and smoothing the outstanding debt amortization 
schedule, and thereby ensuring that the country will not face an external debt 
crisis when refinancing the maturing external debt stocks.  

 
Second objective: ensure that the country becomes financially self-sustainable, i.e., that 
the State, the banking system and other economic agents no longer need to resort to 
external borrowing in order to finance their economic activity, to pay interest on 
existing debt or to refinance maturing debt. 
 
Third and fourth objectives: restore the sustainability of public finances and promote 
economic development and employment growth.  

                                                           
9 In this report, the authors merely indicate the requirements that, in their opinion, should guide the 
reform of the tax structure, in turn fostering the country’s economic and social development and 
contributing to the correction of its main imbalances (internal and external).  
10 This will also have a clearly positive impact on the consolidation of public finances. 



 

 
 

A competent debt restructuring program, accompanied by the 
reorganization of the banking system and an appropriate tax structure, frees 
up resources for growth and employment. In particular, it allows the State to 
promote and support investment, and stimulate a sustainable growth of 
domestic demand that is consistent with the external and public accounts 
balance. 

  



 

 
 

 

 

The design of the program for the restructuring of Portuguese debt took into 
consideration the assessment of the country’s economic and financial crisis, seeking 
to achieve sustainable long-term targets for the following economic indicators:  

 Income Balance: permanent reduction in the annual deficit by 2.8% of GDP 
in 2013, equivalent to about €4.7 billion/ year11;  

• Balance of Payments (Current and Capital Accounts): surplus of over 5% of 
GDP in 2015 12 , which would slowly decrease with time to 1% of GDP, 
allowing the country to gradually reduce its external debt.  

• External Debt at end of 2015:  
o net external debt (present value): 24% of GDP;  
o gross external debt (present value): 145% of GDP;  

• Maastricht debt (present value) at the end of 2015: 74% of GDP;  
• Maastricht debt, net of deposits (present value) by the end of 2015: 63% of 

GDP;  
• Maastricht General Government budget balance, by the end of 2015  

o Primary: +1.6% of GDP13  
o Total: +0.1% of GDP  

 
The model underpinning this proposal is supported by the principles observed in 
the preparation of the Program, as presented in section 3.2: postponing repayments 
of the debt, while maintaining its nominal value, and simultaneously reducing the 
implicit interest rate. This model of debt restructuring determined the targets of the 
following instruments, seeking to secure the above-mentioned macroeconomic 
targets in a sustainable manner. 

• Extension of the debt’s maturity date: nominal (non-consolidated gross) 
public debt amortized over a 10-year period, in 10 equal installments, from 
2045 onwards;  

                                                           
11 With a discount rate of 4%, this permanent change of flows has an equivalent present value of 70% 
of GDP in 2013 (70% of 2013 GDP = 2.8% of 2013 GDP/4%). 
12  The surplus forecast is above 2.8% of GDP in the deficit of the income balance’s permanent 
reduction, because the starting position, in 2015, is a surplus of 3.2% of GDP (the IMF forecast, in its 
10th review of the bailout program for Portugal). 
13 In its 10th review, the IMF forecast a primary balance of +3.6% of GDP in 2015, assuming interest 
payments of 4.4% of GDP (€7.6 billion). It also forecast that nominal GDP would be €172.4 billion. 
The authors of this study assume that, in 2015, the debt restructuring program would be 
accompanied by macroeconomic stimulus measures that would result in a primary balance of 2 
percentage points lower than the one projected by the IMF, while adopting the same forecast for 
nominal GDP. The public interest payments after restructuring would amount to €2.6 billion, i.e. 
1.5% of GDP in 2015. 



 

 
 

• Interest rate (debt coupon): 1% per year on the nominal public debt;  
• Systemic bank resolution, reducing bank debt by €111.8 billion, equivalent to 

24.1% of the liabilities (excluding equity) of Other Financial Monetary 
Institutions resident in Portugal, in late 2013. 

 

 

The approach developed in this restructuring program differs from traditional 
perspectives. Indeed, the fundamental objective of past restructuring processes 
(Cline, 2003, p. 101) was to bring the public debt to GDP ratio down to a 
substantially lower level, in order to:  

• Secure a sustainable dynamic of public debt growth, avoiding successive 
rounds of debt restructuring; and  

• Secure the highest possible value for the creditors, in the post-restructuring 
period.  

 
The size of the restructuring was determined by estimating the post-restructuring 
primary balance budget, which would be enough to: ensure the servicing of senior 
debt (not subject to restructuring, i.e. debt whose servicing would be completely 
fulfilled), amortize the outstanding principal after restructuring and the servicing 
(interest payments) of post-restructuring debt. The public debt restructuring 
amounts to a simple reorganization of public finances. 
  
As already stated in section 3.1, the approach underpinning this proposal is based 
on the understanding that Portugal faces both a balance of payments crisis and an 
external debt crisis. The public finance crisis is more of a consequence than a cause 
of the country’s external macroeconomic imbalance.  
 
Therefore, the debt-restructuring program is designed, above all, to respond to 
crises in the balance of payments and external debt. The proposed restructuring of 
the gross external debt respects the following principles:  
 

• No discrimination against institutional creditors. In particular, ensure that 
non-resident creditors are not discriminated against, in order to avoid future 
litigation and ensure respect for the Portuguese Constitution.  

 
• Given the high level of gross external debt held by the official sector creditors 

(nearly 94% of GDP in April, 2014), it is not possible to protect such creditors 
from debt restructuring 14 . In fact, to achieve the proposed targets (see 
section 4.1), the protection of official creditors would impose losses of 97% 
on the remaining creditors, which would be unacceptable. The inclusion of 

                                                           
14 The Bank of Portugal’s debt to the ECB under the scope of the regular refinancing operations of the 
Eurosystem (TARGET2) is not affected by the restructuring as it does not fit into either general 
government debt or commercial banking debt. Note that its impact on the income balance deficit is 
minimal. 



 

 
 

the official sector in the process of debt restructuring makes it possible to 
minimize the losses for all creditors, ensuring a debt restructuring with 
losses, measured by the change in the present value, estimated at 55.2%, 
similar to the losses of private investors in the public debt restructuring of 
Greece in February 2012 (56%), although with a very different orientation 
and a different context. 
 

Table 2 presents information about the Portuguese Gross External Debt: 
 
Table 2. Portugal’s gross external debt  
 

 

Source: Bank of Portugal, SDDS statistics and Statistical Bulletin. General government debt in 4T2013, based 
on data from Table K.1.3 of general government debt, from the Statistical Bulletin of the Bank of Portugal. 

By the end of 2013, the country’s gross external debt was, fundamentally, general 
government debt (€141.9 billion)15  and commercial banking debt (€86.7 billion 
directly and indirectly € 59.6 billion in liquidity-providing operations with the 
Eurosystem, through the Bank of Portugal).  

 

Although it would be desirable to share the adjustment effort proposed for the 
income balance’s deficit by reducing interest or dividends payments, and to 
proportionally reduce interest payments to each debt holder identified in Table 1, 
this would be difficult. Indeed, within a market economy and a State governed by 
the rule of law – subject to the due process of legal principles – the timely 
operationalization of the legal framework required to restructure all of the country’s 
liabilities prevents the inclusion in the restructuring process of all agents with 
external liabilities (and related flows). 

 
In this context, the process of debt restructuring was designed to minimize the 
number of economic agents affected, while making sure that it covered the most 
significant component of the external debt, i.e. the debt that generated the largest 
external interest payments: General Government (and the State-owned enterprise 
Sector)16 and Commercial Banking.  
                                                           
15 Note that, at the end of 2009, the gross external debt of the Public Administration represented 
25.7% of the total, whereas, at the end of 2013, it represented 38.3% of the total, with the total gross 
external debt remaining approximately constant. In fact, Portugal’s bailout allowed for an 
amendment to the creditors and debtors profile listing. The State (Public Administration) took 
responsibility for a significant part of the domestic banking sector’s external debt. In turn, the 
international official sector (IMF, ECB and EFSF, in representation of the EU) took responsibility for 
the credits against Portugal in the international banking sector. 
16 The State-owned Enterprise Sector’s external debt (outside the General Government’s scope of 
consolidation) was €6.6 billion at the end of 2013. Consequently, the total gross external debt of the 

(millions of euros) % (millions of euros) %

Portugal's gross external debt 380711 100 370622 100

    General Government 97703 25.7 141854 38.3

    Monetary Financial Institutions 186561 49 86759 23.4

    Bank of Portugal 23440 6.2 59565 16.1

    Other Sectors 55064 14.5 57333 15.5

    Foreign direct investment 17943 4.7 25111 6.8

4T2009 4T2013



 

 
 

 
The external debt restructuring proposed here covers only the debt of the General 
Government and the State-owned Enterprise Sector and the Commercial Banking 
debt (61.7% of total gross external debt, at the end of 2013). Therefore, it minimizes 
the complexity of restructuring, while ensuring the effectiveness of the process from 
a macroeconomic perspective. This restructuring would lead to an:  
 

• Extension of the debt’s maturities with a face value of 173% of GDP, which 
would result in a reduction in the present value equivalent to 91% of GDP in 
2013, and  

• Reduction of the commercial banking debt’s face value, equivalent to 67.5% 
of GDP (see calculations in sections 4 and 5).  
 

This would result in a reduction in the present value of Portugal’s gross external 
debt from 224% of GDP at the end of 2013, to approximately 145% of GDP; and in 
the present value of the net external debt from 103% of GDP to around 24% of GDP.  
 
Table 3. Overall impact of the restructuring of the General Government debt 
and the systemic bank resolution process 

 

Source: Bank of Portugal, ECB and the authors' estimates (see Sections 5 and 6). 

As a result of the debt restructuring:  
 

• The State would no longer face a crisis of “stocks”  because it would only have 
to refinance the debt in the very long term;  

                                                           
General Government and the State-owned Enterprise Sector is estimated at €148.4 billion in late 
2013. 

(€bn) % of GDP (€bn) % of GDP

General Government and non-consolidating 

State Enterprise Sector

  Non-consolidated gross debt

     Face value 287 173% 287 173%

     Present value 285 173% 136 82%

  Gross external debt

     Face value 148 89% 148 89%

     Present value 148 89% 67 40%

Resident Monetary  financial institutions (MFI)

  Aggregate balance sheet 515 310% 427 258%

    Equity 51 31% 62 37%

    Aggregate gross debt, of which 464 280% 365 220%

        External gross debt 87 52% 37 22%

        Eurosystem loans 51 31% 51 31%

Portugal

    Gross external debt (Face value) 371 224% 320 193%

    Gross external debt (Present value) 371 224% 238 145%

    Net external debt (Present value) 171 103% 39 24%

Before After



 

 
 

• The banking sector would see the market value of its assets reduced by 
17.1% and the face value of its debt would fall by 24% (21.3% in net terms, 
see section 6). However, its flows would have a slightly unfavorable 
development: the interest income would fall by €2.5 billion and interest 
payments would fall by €2.2 billion, resulting in a deterioration of its 
intermediation margin by €300 million, yearly. The net external banking 
debt would fall by €50.3 billion (30% of GDP in 2013).  
 

The gross external debt of "Other sectors" and of "foreign direct investment" 
represented about 49% of GDP in 4T2013 (see Table 1). The refinancing of this gross 
external debt stock, which is the private sector’s responsibility, could still put 
pressure upon the country’s financial balance in the short and medium term,.  
 
However, the country’s residents have financial assets abroad that represent 120% 
of GDP, almost 2.5 times the stock of that debt. Furthermore, part of the gross 
external debt (15% of GDP) is owed to affiliated companies – foreign direct 
investment – and it is less likely that these foreign investors would not refinance 
their companies as soon as loans become due. Finally, the State has the legal means 
to control this situation, since it is responsible for monitoring the private sector’s 
external borrowing. 
 
The Bank of Portugal’s gross external debt would not be restructured because it is 
assumed that, in agreement with the ECB and the EU, it would be possible to 
continue to use the Eurosystem’s financing mechanisms, keeping the interest rate 
and the level of indebtedness close to current values.  
 
However, while the reduction of interest rates and the extension of the debt’s 
maturities preserves the face value of the outstanding principal, it also implies a 
reduction of the (external) debt’s present value.  
 
Assuming that an agreement with European Union creditors and partners is 
possible, the authors established the target of improving the income balance and, 
therefore, the current and capital accounts (flows) by 2.8% of GDP in 2013, 
representing approximately €4.7 billion yearly (see the calculations in section 5), as 
a permanent goal (see section 4.1). 
  



 

 
 

Table 4. The effect of interest payments on external debt 
 

 

Source: Bank of Portugal and the authors' estimates. Note that the authors' estimates of Portugal’s interest 

payments at the end of 2013 (€8.1 billion) are higher than those of Eurostat/Statistics Portugal (€7.7 billion, 

see Table 1). 

 
The proposed restructuring of both public debt and banking liabilities would be 
comparable to the reduction of the broadest measure of the country's external debt 
– the International Investment Position – from 118.9% of GDP to around 40% of 
GDP, at present values (i.e. by about 79 percentage points of GDP, or €130.9 billion 
at present values), while net external debt would decrease from 103% of GDP to 
24% of GDP17.  
 
In summary, the debt restructuring would ensure that the country's external debt 
would become sustainable (with the net external debt being well below the 
threshold of sustainability). In fact, according to the existing literature (Reinhart et 
al., 2003; Manasse and Roubini, 2009), the threshold of the gross external debt’s 
sustainability should be approximately 40% of GNP.  
 
Note that the methodology adopted in this program fully complies with the 
traditional debt restructuring principles (see the introductory paragraph to this 
section):  

                                                           
17 The (approximate) calculation of the amount of the reduction in the net external debt was obtained 
by subtracting from its market value the variation in the present value of the gross external debt. 

Gross 

external 

debt (Face 

value)

Gross implicit 

interest rate 

(Average)

(€Mn)  % (€Mn) (% GDP)

Portugal 370622 2.2% 8139.2 4.9%

    General Government 141854 3.7% 5291.2 3.2%

    Monetary Financial Institutions 86759 1.5% 1301.4 1.0%

    Bank of Portugal 59565 0.3% 148.9 0.1%

    Other Sectors 57333 2.0% 1146.7 0.7%

    Foreign direct investment 25111 1.0% 251.1 0.1%

Gross 

external 

debt (Face 

value)

Nominal 

interest rate 

(post-

restructuring)

Annual 

reduction of 

interest 

expenditure

(€Mn) (%) (€Mn) (% GDP) (€Mn)

Portugal 320318 1.0% 3446.3 2.1% 4692.9

    General Government 148400 1.0% 1484.0 0.9% 3807.2

    Monetary Financial Institutions 36509 1.5% 547.6 0.3% 753.8

    Bank of Portugal 59565 0.3% 148.9 0.1% 0.0

    Other Sectors 50733 2.0% 1014.7 0.6% 132.0

    Foreign direct investment 25111 1.0% 251.1 0.2% 0.0

Before (4T2013)

Annual Interest 

expenditure

After

Annual Interest 

expenditure



 

 
 

 
• A sustainable path for public debt would be guaranteed, avoiding a new 

round of debt restructuring a few years later, while, on the other hand, 
minimizing the losses of private creditors.  
 

 

The restructuring model will be negotiated with creditors, who will naturally 
propose a smaller reduction of the debt’s present value and a greater preservation 
of the outstanding principal. However, the size of the problem that the country faces 
does not leave much leeway 18 , because an undersized restructuring would be 
inadequate and doomed to failure, and could lead to a spiral of defaults. However, 
measures could be studied and negotiated that would provide more favorable 
conditions for creditors if the evolution of the economy and the country's external 
accounts were better than expected.  
 
By improving the income balance (in a structural and permanent way) by €4.7 
billion yearly from 201519 onwards, the current and capital accounts would register 
systematic and recurrent surpluses, which, at first, would exceed 5% of GDP (see 
Table 4)20.  
 
With balance of payments surpluses and the lengthening of maturity dates, Portugal 
would not depend on external funding and would be financially self-sustainable. 
Portugal would not need any external bailout, even if it experienced capital flight.  
 
Moreover, at these levels of external surpluses, the austerity program could finally 
be abandoned, while measures to stimulate domestic demand and production could 
be undertaken with high macroeconomic sustainability (correcting fundamental 
macroeconomic imbalances). 
 

 

 

 

 

                                                           
18 For instance, the amortization of the outstanding amount could be brought forward by a few years, 
resulting in a smaller reduction of the debt’s present value. This would mean, however, that the 
present value of the central government’s direct debt, after restructuring, would then exceed 60% of 
GDP (see section 5 of this report). 
19  In 2015, the improvement in the income balance would be €6.2 billion (interest moratorium 
proposed for 2015) and, thereafter, €4.7 billion yearly (see point 5). 
20 See footnote 11. 



 

 
 

 

 

The following data were used in order, on the one hand, to define the objectives and 
instruments of debt restructuring and, on the other hand, to produce the necessary 
estimation for the restructuring proposal: the income balance (Source: 
Eurostat/Statistics Portugal), the stock of the domestic debt (Source: Bank of 
Portugal and IGCP - Portuguese Treasury and Debt Management Agency), and the 
stock of the gross external debt (Source: Bank of Portugal, statistics SDDS).  
 
These estimates are based on data triangulation, maintaining a safety margin in 
order to prevent any errors or statistical discrepancies (as well as natural changes 
in data over time) from significantly impacting on the results of the restructuring 
process.  
 
At the time when this report was prepared, the available data related only to 2013.  
 
The calculations were made as if the debt levels and interest rates observed in late 
2013 remained constant in 2014, and assuming that the debt restructuring would 
take place by January 1, 2015, when the 2015 State Budget Law takes legal effect.  
 
As soon as it is decided to restructure the debt, the calculations will need to be 
updated, partly incorporating the latest available information about the stocks of 
the domestic and external debts, the changes to their composition, and the new 
forecasts for the interest rates and income balance.  
 
As mentioned above, the definition that has been provided for debt restructuring 
relies upon macroeconomic goals, namely the permanent improvement of the 
income balance’s deficit by approximately €4.7 billion yearly. This figure reflects the 
target of an annual reduction of €3.9 billion in the interest payments made to non-
residents by the General Government and the State-owned Enterprise Sector21 and 
of €750 million in the interest payments made to non-residents by the Monetary 
Financial Institutions (see Table 4). The proposal to reduce the interest rate to 1% 
and the systemic bank resolution serve to accomplish these objectives, as 
demonstrated in both this section and the following one. 

                                                           
21 According to the European System of Accounts 1995 (ESA95), the General Government Sector is 
divided into four sub-sectors: Central Government, State Government, Local Administration and 
Social Security Funds. 



 

 
 

 

This proposal is based on the broad statistics relating to the public debt 22  as 
compiled by the Bank of Portugal (BoP), i.e. the total non-consolidated gross debt of 
the General Government (GG) and the State-owned Enterprise Sector (SOE Sector), 
with the exceptions enumerated below and with some methodological differences 
introduced by the authors (in particular, the addition of the following items to the 
usual statistics for non-consolidated gross debt: the capitalization of saving 
certificates; the debt of the SOE Sector not included under the scope of consolidation, 
and a safety margin of about €10 billion to cover any unexpected debt).  
 
The proposal also covers the State’s contingent debt, which includes both personal 
and financial guarantees and certain types of contracts with the private sector 
covered by earmarked public funds spanning the coming years (e.g. PPPs).  
 
Table 5 shows the total amount of gross debt to be restructured with the State’s 
direct debt (a subsector of the central government debt).  
 
 
Table 5. General Government and State-owned Enterprise Sector gross debt 

 

Source: BoP, Statistical Bulletin Annex K, and the authors’ indirect estimates of items 4, 8, 9, 11 based on data 

available about the total non-consolidated gross debt, (€253.3 billion), the 2012 Parpública report and accounts, 

and other sources. Item 12 is a safety margin designed to cover unexpected liabilities that are not included here, 

representing 3.6% of the total non-consolidated gross debt. 

                                                           
22  Key indicators for measuring the General Government debt: the Maastricht (public) debt 
(according to excessive deficits procedures), as measured by Eurostat; the State’s direct debt 
managed and measured by the IGCP - Portuguese Treasury and Debt Management Agency; the 
General Government non-consolidated gross debt, which is measured by the Bank of Portugal. The 
methodology used to estimate these different measures of public debt and the perimeter of inclusion 
of the General Government and State-owned Enterprises differ accordingly. 

ID

Pre-restructuring: Face value of General Government and the State Enterprise Sector debt 

(gross, non-consolidated) (in millions of euros) 2013

1 Direct state debt (DSD) 204252

2 Difference value in DSD's instruments issued at discount 393

3 General Government Deposits with the Treasury 7500

4 Central Government (CG) debt, excl. Government State Enterprise Sector (CG) 1900

5 Direct and indirect debt of local and regional governments 12525

6 Debt of Central Government's State Enterprise Sector 26475

7 Debt to suppliers (central government) 55

8 Central Government debt to ParPública 100

9 Debt resulting from reclassified Public Private Partnerships 3000

10 Issued coins 600

11 Bank Factoring debt (Central Government) 400

12 Other (debt not accounted) 10000

13 Debt of non-consolidating State Enterprise Sector 19639

14 Total (Gross debt, non-consolidated, incl. savings certificates) 286839

15 Total in % of GDP 173%

16 Total gross debt subject to the restructuring process 271639

17 Total in % of GDP 164%



 

 
 

The General Government and State-owned Enterprise Sector’s non-consolidated 
gross debt is estimated at €286.8 billion. Part of this amount (€37.3 billion) relates 
to intra-sector debt (between and within the General Government and the State-
owned Enterprise Sector)23.  
 
The program also seeks to ensure the smooth functioning of the General 
Government during the process of debt restructuring. This means that the process 
of restructuring is designed to minimize the impact upon Public Administrations, 
particularly in terms of flows (e.g. income and expenditure), stocks (e.g. the deposits 
and debt held by these entities) and relations with economic agents and suppliers 
(trade credits). 
  
In keeping with the above-mentioned criteria, the debt restructuring process would 
exclude a total of €15.2 billion of debt from restructuring, specifically:  
 

o General Government deposits held by the Treasury (€7.5 billion)24 – 
through the IGCP - Portuguese Treasury and Debt Management 
Agency – and deposited with the commercial banking system or the 
Bank of Portugal;  

o The debt to General Government suppliers (estimated at €6.7 billion, 
and therefore substantially above official statistics), which, on the one 
hand, is insignificant within the context of the overall stock of public 
debt (€ 286.8 billion) and, on the other hand, would require the 
amendment of tens of thousands of contracts and could be legally 
(and successfully) challenged by thousands of General Government 
suppliers, creating legal uncertainty and disrupting the smooth 
functioning of public services;  

o The central government’s debt resulting from factoring (estimated at 
€400 million);  

o The debt corresponding to existing coins (€600 million).  
 

The debt of the State financial corporations (in particular the CGD) will be discussed 
in the section on bank resolution. 
  
Therefore, the gross debt of the General Government and the State-owned 
Enterprise Sector that is to be restructured amounts to €271.6 billion (163.8% of 
GDP in 2013), of which a small part is owed between public sector entities (General 
Government and the State-owned Enterprise Sector). 

                                                           
23 This debt includes €15.2 billion resulting from Treasury loans to General Government and the 
State-owned Enterprise Sector (SOE Sector); €14.4 billion of this debt consists of government 
securities held by the Civil Servants Pension Fund, the Public Debt Regularization Fund, and Social 
Security Funds; while €7.5 billion represents General Government deposits held by the Treasury.  
24 At the end of 2013, the General Government held around €17.3 billion in deposits, most of which 
was entrusted to the management of IGCP - Portuguese Treasury and Debt Management Agency (the 
Treasury, €15.3 billion), with the remainder being deposited directly at commercial banks. Among 
the funds held by the Treasury, roughly 40% (€6.5 billion) were deposited at the Bank of Portugal, 
while the remainder was deposited at commercial banks. Approximately €7.5 billion represented 
General Government deposits other than Central Government deposits held by the Treasury, which 
in turn deposits these funds at institutions in the banking system. Therefore, they are accounted for 
as intra-sector General Government debt. 



 

 
 

 

According to the Bank of Portugal, at the end of 2013, the Central Government had 
contingent liabilities (in the form of state guarantees) with a face value of €23.2 
billion25.  
 
In addition to these contingent liabilities, the obligations arising from multiple 
public-private partnerships (PPPs), with an impact over the next few decades, 
should also be considered. These are summarized in Table 6.  
 
Table 6. Contingent liabilities from Public Private Partnerships (PPPs), by 
Sector26 
 

 

Source: Annual State Budget Report 2014, p. 77. 

 
To the authors' knowledge, there are no other systematic information available on 
public contingent debt, but it is likely that the State has contingent liabilities that are 
higher than the amounts reported above.  
 
It is publicly acknowledged that Regional Governments and, most likely, the 
Municipalities have contingent liabilities in the form of personal and/or financial 
guarantees.  
 
For the purposes of restructuring the contingent debt, this paper identifies the 
above-mentioned contingent liabilities, estimating a total amount of €47 billion. 
This figure could be increased by Parliament if other contingent liabilities were to 
be included. 

 

A debt restructuring would be preceded by negotiations and agreements with the 

                                                           
25 https://www.bportugal.pt/pt-PT/Estatisticas/IndicadoresEstatisticosPadronizadosSDDS/ 
sddspaginas/Paginas/inf_esta.htm  
26 The present value of the contingent debt in PPPs is substantially lower than its face value because 
most of these liabilities will occur after 2020. 

Sectors 2015-2041 2015 2016 2017 2018 2019 2020-20292030-2041

Roads 11082 1097 1121 967 938 877 5029 1053

gross expenditure 20327 1338 1472 1334 1326 1284 10524 3049

revenues 9297 291 351 368 388 408 5494 1997

Railways 243 9 9 9 9 9 90 108

Health 2796 398 397 391 384 273 631 322

Security 268 51 49 47 46 31 44 0

Total gross liabilities 23634 1796 1927 1781 1765 1597 11289 3479

Accumulated values (in millions of euros)

https://www.bportugal.pt/pt-PT/Estatisticas/IndicadoresEstatisticosPadronizadosSDDS/%20sddspaginas/Paginas/inf_esta.htm
https://www.bportugal.pt/pt-PT/Estatisticas/IndicadoresEstatisticosPadronizadosSDDS/%20sddspaginas/Paginas/inf_esta.htm


 

 
 

European Union and the creditors’ representatives. Only after the conclusion of 
negotiations can the restructuring process begin.  
 
The General Government debt restructuring should be implemented through a 
restructuring law, which hopefully would be created under the 2015 Budget Law.  
 
The law would foresee the restructuring of the non-consolidated gross debt of the 
General Government, including the State-owned Enterprise Sector (estimated at 
€271.6 billion, see Table 3, line 16).  
 
The law for the restructuring of the Portuguese public debt should:  
 

1) Create a new Public Institute and its respective Statutes, the "Portuguese 
Public Debt Restructuring Fund" (PPDRF), to manage the entire process of 
public debt restructuring;  

2) List and describe each of the instruments of the gross General Government 
debt, including the amount, interest, maturity date, creditor, if known, and 
the debtor;  

3) Declare null and void all the (pre-restructuring) debt instruments listed 
above, with effect from January 1 2015, as well as the legal ban on any 
General Government entity making payments on those debt contracts;  

4) Include the legislative authorization, in accordance with the Constitution of 
the Portuguese Republic, to increase the debt limit for the issue of new 
Treasury bonds to an outstanding amount of €271.6 billion;  

5) Establish that each of the debt instruments canceled in 3) would be replaced 
by 10 new government bonds ("New Treasury Bonds") with a face value 
equal to 1/10 and rounded downwards, for the outstanding amount of the 
original instrument, with maturities between 2045 and 2054 and a coupon 
of 1%27.  

6) Regulate the issue of these New Treasury Bonds (“NTBs”) and their transfer 
to the “Portuguese Public Debt Restructuring Fund”;  

7) Declare that the public debt instruments that are rendered null and void 
under this law would be subject to a public exchange offer for NTBs, open for 
a period of three months, under the same conditions; 

8) In the case of the series issued under foreign law and jurisdiction, the 
exchange of old debt for NTBs would be coupled with the subscription of an 
amendment authorization to change some contractual clauses, specifically28:  

                                                           
27 The difference between the face value of the original debt instrument and the value of 10 new 
public debt bonds would be paid through the issue of new public debt bonds ("NTBs"), rounded 
upwards, with a 1% coupon and maturing in 2054. 
28  According to Schumacher et al. (2014), since 2000 the number of lawsuits brought against 
sovereign states by private creditors who reject the terms offered on debt restructuring transactions 
has increased substantially (as have the amounts under dispute). The case of Argentina is one of the 
most recent, but it is also the one with greatest visibility because of the amount involved (about 5% 
of the original debt) and for the fact that, in the first and second instance, the Court imposed the 
obligation for these creditors to be reimbursed by the debt’s nominal amount, allowing for the 
seizure of assets as compensation. In 75% of cases, what lies behind this trend are distressed debt 
funds, or vulture funds, i.e. funds specializing in the speculation of a sovereign state’s insolvency when 
its debt is acquired cheaply in order to recover the investment by its nominal value, and therefore 
offering astronomical profit margins.  



 

 
 

o Removing the listing of series of old public debt securities from the 
stock exchange or regulated market;  

o Removing specific contractual clauses (e.g. cross-default29 and cross-
series30 acceleration);  

o Amending and adapting to national law and jurisdiction those series 
of bonds issued under foreign law and jurisdiction;  

9) Establish that the NTBs owed to holdout creditors would be kept in an escrow 
account held by the “Portuguese Public Debt Restructuring Fund” ;  

10)  Prohibit the Portuguese State, in the future, from offering any other creditors 
better conditions under these same contracts (measured by the change in 
their present value9) than those offered during the course of the exchange 
offer specified above.  
 

This law would declare all the instruments of non-consolidated gross public debt 
null and void, amounting to €271.6 billion31, while the State would issue NTBs with 
an equivalent face value. 

 

Some of the authors of this report argue for the protection of holders of retail 
instruments such as Saving Certificates (SCs) and Treasury Certificates (TCs). These 
types of investors, who represent 6% of the direct debt, equivalent to around €12.2 
billion, are not as sophisticated as institutional investors: small savers neither 
diversify risks nor play on price volatility; nor do they create capital reserves to 
guard against any credit defaults. Thus, it is acceptable that the restructuring design 
should include an exception similar, for instance, to the one seeking to protect small 
depositors who enjoy guarantees on deposits below €100,000.  
 
The approach to the absence of an international debt restructuring mechanism 
followed by the Economic and Financial Committee of the EU (EFC) has strategically 
avoided the question of small savers without access to capital markets. As is known, 
in the absence of an international mechanism for debt restructuring, the 

                                                           
Portugal is less exposed to this type of situation than other sovereign states whose access to foreign 
investors is made only through the issue of debt under foreign law and jurisdiction (especially 
English and North American law), because the share of this type of debt in the Portuguese public 
debt’s portfolio is marginal. This should help to avoid any future situations that may jeopardize the 
entire restructuring process and lead to subsequent default situations.  
The three measures put forward here seek, on the one hand, to reduce the liquidity of the securities 
in the secondary market, and, on the other hand, to change the law and jurisdiction to avoid future 
litigation and limit the impact of an unfavorable individual decision upon the whole restructuring 
operation. While the decision to accelerate capital can be repealed by a simple majority, the 
cancellation of cross-default and the acceleration of the cross-series requires only the approval of 
representatives of 25% of the principal. Another thing to bear in mind is the need for public pension 
funds and Social Security to divest their foreign assets, which may be subject to seizure by court 
order. 
29 The default in the servicing of a series of debt securities is automatically extended to the rest of the 
debt. The issuer enters into default for the whole debt. 
30 The entire outstanding amount is immediately enforceable. 
31 See calculations in section 5.1.1.  



 

 
 

restructuring of any debt is the result of a combination of a moratorium on debt 
servicing, pressure on creditors, and an exchange offer. In this context, the 
widespread belief is that the introduction of Collective Action Clauses (CACs) is the 
most viable mechanism for a timely resolution for a debt restructuring and the 
prevention of future litigation.  
 
In this context, the EFC Sub-Committee on EU Sovereign Debt Markets drafted 
standard CACs (in the light of the wording proposed by the G10 report, 
26/09/2002), which are mandatory for all issues of direct sovereign debt placed in 
the capital markets after January 2013, with maturity superior to one year. 
According to the explanatory notes accompanying this pleading, the possibility of 
cross-series changes to the terms and conditions of public debt was considered in 
order to ensure undifferentiated treatment between institutional private creditors 
in the event of an extended debt restructuring operation. However, the scope of the 
instruments established in the CACs includes instruments placed in capital markets 
with maturity superior to one year, thus leaving out any short-term retail 
instruments with maturity up to one year that are not distributed through capital 
markets, recognizing in this way the exceptional need to protect small savers.  
 
A different view argues that the differential treatment given to small savers in SCs 
and TCs could jeopardize the process of debt restructuring, firstly because it 
requires the refinancing of about €12.2 billion between 3 and 6 years 32 , and, 
secondly, because it creates a negotiation precedent for creditors who require a 
preferential treatment, namely the official sector’s creditors. So, this is an issue that 
must be examined in greater detail. 
 
Anyway, the procedures that allow for the preferential treatment and protection of 
small savers in SCs and TCs are also specified. In this case, the savers of SCs and TCs 
would not be included in the process described in Section 5.2., and therefore they 
would not be subject to the exchange offer for New Treasury Bonds. Thus:  
 

• The existing Saving Certificates and Treasury Certificates would be declared 
null and void;  

• New Saving Certificates (NSCs) would be issued, with a 1% coupon and a 
maturity of 3 years (40% of the total face value of Saving Certificates and 
Treasury Certificates) and a maturity of 6 years (60% of the total face value 
of Saving Certificates and Treasury Certificates).  

• The possibility of changing to New Saving Certificates (NSC) would be offered 
to the holders of Saving Certificates and Treasury Certificates; 

• Small savers who decide to reinvest their NSCs with a 3-year maturity for a 
further 3-year period would be offered a reinvestment reward (a warranty) 
whenever the real GDP growth rate exceeded 1.5%, equivalent to the 

                                                           
32 After the debt restructuring, the State would be able to easily self-finance the restructured debt 
flows. However, it would not have enough savings to be able to, simultaneously, protect its treasury, 
against unforeseen contingencies and to amortize the debt stock of Saving Certificates and Treasury 
Certificates. So, it would be forced to resort to either seeking financing in the markets or amortizing 
the outstanding principal of the investors’ Saving Certificates and Treasury Certificates (€12.2 
billion). This is one of the reasons that leads some of the authors of this report to argue that the 
differential treatment of those creditors endangers the entire process of debt restructuring. 



 

 
 

difference between the growth rate of GDP and the minimum threshold, with 
a 2% cap. 

 

 

The debt of Local Administrations amounts to €12.5 billion, of which €884 million 
results from the debt owed by Local Administration-owned Enterprises. This debt 
would be restructured under the process described in section 5.2.3.  
 
The debt restructuring methodology proposed here would result in the State 
assuming responsibility for almost all of the Local Administration debt, which would 
then be turned into Direct State Debt (New Treasury Bonds).  
 
The "Portuguese Public Debt Restructuring Fund" would be responsible for 
exchanging the various instruments of the Local Administration debt into New 
Treasury Bonds.  
 
The official debt of Local Administrations would be reduced to the money owed to 
suppliers, i.e. it would fall from €12.5 billion to an estimated amount of €2.7 billion.  
 
The existing legislation, which limits the borrowing capacity of Local 
Administrations, would be strengthened with the 2015 State Budget Law in order 
to avoid further accrual of Local Administration indebtedness. 

 

The non-consolidated gross debt of Public Enterprises (both within and beyond the 
General Government’s scope of consolidation) amounted to €47.0 billion at the end 
of 201333.  
 
The authors estimate that €2 billion relates to "debt to suppliers", which would not 
be restructured.  
 
Notice that the debt owed by the Local Administration-owned Enterprise Sector 
amounted to € 884 million in the same period.  
 
The multiplicity of situations in the State-owned Enterprise Sector makes the 
operation to restructure debt more complex. Three key aspects need to be taken into 
consideration:  
 

- The capital of public companies may be publicly owned either in full or in 

                                                           
33 Source: Statistical Bulletin of the Bank of Portugal (Annex K). 



 

 
 

part  
- This public capital may be held by:  

The Treasury  
Other Central Government entities  
Local Administrations (Regional Authorities and Municipalities)  
The State-owned Enterprise Sector (e.g. Parpública, Caixa Geral de 

Depósitos)  
Any combination of the above  

- European Union competition rules forbid the State from providing aid to 
some of the State-owned Enterprises.  
 

In our proposal for debt restructuring, the State would assume, as direct State debt, 
a large portion of the debt owed by the State-owned Enterprise Sector. This 
operation would require a capital injection by the "Portuguese Public Debt 
Restructuring Fund", in the form of NTBs. For this purpose, some legal procedures 
(e.g. General Assemblies) would have to take place previously. The restructuring 
process should observe the following rules:  
 

1) The debt restructuring would cover only those companies with more 
than 50% of public capital, held either directly or indirectly, excluding 
the financial public sector (e.g. CGD);  

2) During negotiations between the Government of Portugal and the 
country’s creditors, the Government would request authorization, 
under EU competition law, to carry out debt restructuring at the 
various State-owned Enterprises, recapitalizing them whenever such 
authorization was required; 

3) Subsequently, General Assemblies would be convened to decide upon 
the capital infusion (with a face value identical to the debt owed by 
each company), provided by the "Portuguese Public Debt 
Restructuring Fund", and to authorize the exchange offer to be made 
under the public debt restructuring procedure;  

4) These companies would become almost entirely publicly owned 
(necessarily more than 50%, see paragraph 1) with this infusion of 
capital;  

5) Only the debt of companies that authorize the capital upgrade would 
be restructured and subsequently declared null and void (see 
paragraph 3);  

6) The “Portuguese Public Debt Restructuring Fund” would perform the 
injection of capital by transferring NTBs to each corporation of an 
amount equivalent to their financial debt;  

7) The “Portuguese Public Debt Restructuring Fund” would monitor the 
exchange offer that would transfer NTBs to each company capital for 
the benefit of creditors. 

 

A similar methodology would be adopted for the contingent debt identified in 



 

 
 

section 5.1.2, which would cover mainly State personal and financial guarantees 
under the scope of PPPs (see Table 4). No contract with a personal or financial 
guarantee granted by the State would be directly modified, except in the event of 
any negotiation process that may be necessary and distinct from what is proposed 
in this report.  
In the case of contingent debt, the "Debt Restructuring Law" to be included in the 
2015 State Budget Law should:  
 

1) Establish that any Central Government personal or financial guarantee, or 
any agreement with a similar purpose or effect, would be included in the 
provisions of this law, preserving the original contract or any personal or 
financial guarantee, but repealing the provisions on this matter (clauses) 
relating to the appropriate contract, personal or financial guarantee;  

2) Establish that, if the personal or financial guarantee is exercised by the 
holder, under the terms of the respective contract, personal or financial 
guarantee, the "Portuguese Public Debt Restructuring Fund" (PPDRF) would 
represent the Portuguese State 34 , fulfilling the subsequent financial 
obligation;  

3) Establish that the financial obligation of the underlying contract, personal or 
financial guarantee would be fulfilled in its entirety with the delivery, by the 
“Portuguese Public Debt Restructuring Fund”, of NTBs, with a 1% coupon 
and maturity between 2045 and 2054 (1/10 each year), with an overall face 
value identical to the face value of the contract, personal or financial 
guarantee35;  

4) Therefore include legislative authorization to issue, if required, up to €47 
billion of NTBs, and the subsequent transfer of these to the restructuring 
fund, to cover the Central Government’s contingent liabilities, in keeping 
with the Constitution of the Portuguese Republic.  
 

In this current study, the estimates of the present value of the public debt, after 
restructuring, do not take into consideration either the effects of the 
implementation of any State guarantees or the effects of PPPs upon contingent 
obligations, because these were similarly not included, before restructuring, in the 
multiple official public debt statistics. 

 

As mentioned in section 4.1, the proposal for the public debt restructuring has opted 
to postpone maturity dates and interest rate reductions, while maintaining the 
outstanding amount of the debt. 
 

                                                           
34 Responsibility for the intermediation process would be assumed by the Treasury, which is the 
Directorate-General that acts on behalf of the Portuguese State in the case of the Portuguese Public 
Debt Restructuring Fund. 
35 The capitalized interest of saving certificates would be considered part of the face value to be 
restructured. Likewise, the capitalized interest of Treasury Bills, would also be considered at face 
value because they are zero coupon bonds. 



 

 
 

The interest rate and the debt amortization plan were estimated using this model, 
in order to achieve sustainable macroeconomic key targets – income balance and 
the GDP ratios for the external debt, deficit and public debt:  
 

• Extending maturity dates: the amortization schedule will span a period of 10 
years, starting from 2045 onwards, in equal annual installments of the 
nominal (non-consolidated gross) public debt 36 . The total nominal debt 
would be paid in 10 equal installments (each corresponding to one tenth of 
the face value) between 2045 and 2054.  
 

• Interest rate (coupon of NTBs): 1% per year over the nominal debt. 

 

We begin by presenting the calculations for the direct State debt, followed by the 
remaining components of the General Government non-consolidated gross debt 
listed in Table 7.  
 
Table 7. Present value of direct State debt, before restructuring 
 

 

The calculation of the present value of the debt reduction is carried out using 
conventional methodology (e.g. Sturzenegger and Zettelmeyer, 2008) with a 
substantial difference. The conventional methodology uses a discount rate that is 
defined from the perspective of creditors. Sturzenegger and Zettelmeyer, for 
instance, use the discount rate observed in financial markets immediately after debt 
restructuring. However, such interest rate levels are usually very high (e.g. 
Sturzenegger and Zettelmeyer used a discount rate of 8.2%, in the case of 
Argentina’s debt restructuring, in 2005). Using an excessively high discount rate 
tends to result in a debt restructuring that is too small because distant future 
payments have only a negligible impact on the present value of debt, post-
restructuring.  
 

                                                           
36 This corresponds to the rescheduling of maturity dates, extending these between 30 and 39 years, 
from 2015 onwards. 

2015-2065 2015 2016 2017 2018 2019 2020-2029 2030-2044 2045-2054

Before debt restructuring

Cash-flows, stock of Direct State Debt (€ billions) 204.3 25.1 22.0 17.9 18.2 17.7 67.6 35.8 0.0

Gross implicit interest rate (% of face value) 3.5%

Cash flows, interest outlays, Direct State Debt (€ 

billions) 7.1 6.4 5.7 5.0 4.3 19.7 5.9 0.0

Total: Cash flows, Direct State Debt 32.2 28.4 23.6 23.2 22.0 87.3 41.7 0.0

Present Value, Direct State Debt  (€ billions)

(Discount rate: 4%) 204.6 32.2 27.3 21.8 20.6 18.8 63.9 19.9 0.0

Present value, Direct State Debt (% of 2013 GDP) 123.4%

S: Authors' estimates, based on data from IGCP and Bank of Portugal. Cash flows in a given year are not discounted.



 

 
 

In this proposal, we use a discount rate that is defined from the perspective of the 
debtor – the Portuguese State – which should represent the State's capacity to fully 
meet the Portuguese debt’s servicing needs, after restructuring. It therefore uses a 
discount rate of 4% because it is assumed that the Portuguese economy, with much 
lower interest payments after debt restructuring, and with economic policies geared 
towards the sustainable macroeconomic growth of domestic demand, and 
consequently of GDP, will be able to register average nominal growth rates of 4% 
per year. 
 
With a discount rate of 4%, the present value of the central government direct debt 
before restructuring – with the current debt maturities and related interest flows – 
amounts to €204.6 billion37, very close to its face value (€204.3 billion) and its 
current market value (Treasury Bonds are transacted in the secondary market with 
10 years implied discount rates that have varied, but which are currently (i.e. before 
restructuring) close to 4%).  
 
With the same discount rate (4%), the value of the central government’s direct debt 
after restructuring – with the proposed changes in its maturities and interest rates – 
would amount to €90.9 billion, as shown in Table 8. Indeed, with the proposed 
restructuring, the reduction of the present value of the central government’s direct 
debt would be 55.6%38. Immediately after the debt restructuring, the value of the 
central government’s direct debt stock would amount to 54.8% of GDP in 2013.  
 
If the debt restructuring proposal was widely accepted, the State’s ability to fully 
meet the debt servicing requirements would be far superior to the current capacity, 
and therefore the discount rate under market conditions would have to be lower 
than it currently is39.  
 
This would result in a reduction of the debt’s present value, after restructuring, that 
is lower than the one estimated in Table 8 (€ 113.7 billion).  
  

                                                           
37 It is possible to estimate a more accurate present value for some of the debt, namely Treasury 
Bonds and Troika loans, because it is possible to anticipate their stream of cash-flows. For the 
remaining portion of the central government’s direct debt (e.g. saving certificates, CEDICs, CEDIMs), 
the authors assumed a debt maturity profile – and the related cash-flows – in order to estimate the 
present value of that portion of debt. 
38 ((204,6 - 90,9)/204,6)*100 =55.6%. 
39 It should be pointed out, however, that other factors explain the recent evolution of discount rates 
in secondary markets.  Indeed, with the levels of Maastricht debt exceeding 130% of GDP, discount 
rates close to 4% in secondary markets can only be understood due to the unconventional and 
extremely accommodative monetary policy of the European Central Bank and because the Official 
Sector (EU, ECB, IMF) owns a significant part of the public debt. 



 

 
 

Table 8: Present value of the direct State debt, after restructuring 

 

 

The reduction of the present value of the non-consolidated gross debt of the General 
Government and the State-owned Enterprise Sector (i.e. the debt’s broadest 
measure) will be calculated with the same method used to calculate the reduction in 
the present value of the direct State debt.   
 
The face value of that debt is €286.8 billion (see Table 5, line 14). As mentioned 
before, part of this amount – deposits, debt to suppliers, currency issued, the Central 
Government debt resulting from factoring – amounting to €15.2 billion would not 
be restructured. Therefore, the gross debt to be restructured would be €271.6 
billion (see Table 5).  
 
The authors estimate that the gross interest payments associated with the non-
consolidated gross debt of the General Government and the State-owned enterprise 
sector is about €9.1 billion per year. Part of this amount, estimated at €5.4 billion 
per year, corresponds to transfers (payments) to non-residents40.  
  

                                                           
40 Around €5.3 billion resulting from the General Government, and about €130 million from the 
State-owned Enterprise Sector, do not fall under the scope of the consolidation of public accounts. 

2015-2065 2015 2016 2017 2018 2019 2020-2029 2030-2044 2045-2054

After debt restructuring

Cash-flows, stock, New Treasury Bonds, Direct State 

Debt (€ billions) 204.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 204.3

Cash flows, interest outlays, New Treasury Bonds, 

Direct State Debt (€ billions) 0.0 2.0 2.0 2.0 2.0 20.4 30.6 11.2

Total cash flows, New Treasury Bonds, Direct State 

Debt (€ billions) 0.0 2.0 2.0 2.0 2.0 20.4 30.6 215.5

Present value, New Treasury Bonds, Direct State Debt 

(€ billions) 90.9 0.0 2.0 1.9 1.8 1.7 14.2 13.1 56.2

Present value reduction, Direct State Debt (debt 

restructuring "haircut")

      In % of the present value of debt, pre-restructuring 55.6%

      In € billions 113.7

Present value, Direct State Debt (in % of 2014 GDP) 54.8%

F: Authors' estimates based on IGCP and BoP data. Cash flows in a given year are not discounted.



 

 
 

Table 9. Present value of the non-consolidated gross debt of the General 

government and the State-owned Enterprise Sector, before restructuring 

 

Table 9 shows the present value of the non-consolidated gross debt of the General 
Government and the State-owned Enterprise Sector, before restructuring, 
considering a discount rate of 4% – with the debt’s current maturities and related 
interest flows – which is estimated at €270.1 billion, in line with its face value 
(€271.6 billion).  
 
Table 10 estimates the changes that would occur with the implementation of the 
restructuring of maturities and interest rates proposed by this program.  
 
 
Table 10. Present value of the non-consolidated gross debt of the General 

Government and the State-owned Enterprise Sector, after restructuring 

 

The present value of the gross debt of the General Government and the State-owned 
Enterprise Sector, after restructuring – with the proposed changes in maturities and 

2015-2065 2015 2016 2017 2018 2019 2020-2029 2030-2044 2045-2054

Before debt restructuring

Cash-flows, stock of gross, non-consolidated General 

Government (GG) and State Enterprise Sector (SES) Debt (€ 

billions) 271.6 26.4 32.9 27.0 27.5 37.3 84.8 35.8 0.0

Gross implicit interest rate (% of face value) 3.35%

Cash flows, interest outlays, gross debt, GG and SES (€ 

billions) 9.0 8.1 7.1 6.1 5.1 20.3 5.9 0.0

Total cash-flows, gross debt, GG and SES (€ billions) 35.4 41.0 34.1 33.6 42.4 105.1 41.7 0.0

Present value, gross debt, GG and SES (€ billions) 270.1 35.4 39.4 31.5 29.9 36.2 77.7 19.9 0.0

Present value, gross debt, GG and SES (in % of 2013 GDP) 162.9%

S: Authors' estimates based on IGCP and BoP data. Cash flows in a given year are not discounted.

2015-2065 2015 2016 2017 2018 2019 2020-2029 2030-2044 2045-2054

After debt restructuring

Cash-flows, stocks, New Treasury Bonds, gross debt 

General Government (GG) and State-owned Enterprise 

Sector (SES) (€ billions) 271.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 271.6

Cash flows, interest outlays, gross debt, GG and SES (€ 

billions) 0.0 2.7 2.7 2.7 2.7 27.2 40.7 14.9

Total cash-flows, gross debt, GG and SES (€ billions) 0.0 2.7 2.7 2.7 2.7 27.2 40.7 286.6

Present value, gross debt, GG and SES (€ billions)

(Discount rate: 4%) 120.9 0.0 2.6 2.5 2.4 2.3 18.8 17.4 74.8

Present value reduction, gross debt GG and SES (debt 

restructuring "haircut")

      In % of the present value of debt, pre-restructuring 55.2%

      In € billions 149.2

Present value, Direct State Debt (in % of 2013 GDP) 72.9%

Dívida bruta não reestruturada (in % of GDP) 9.2%

Total GG and SES gross debt, post-restructuring (in % 

of GDP) 82.1%

S: Authors' estimates based on IGCP and BoP data. Cash flows in a given year are not discounted.



 

 
 

interest rates – would be €120.9 billion, assuming the same discount rate (4%), as 
shown in Table 9, i.e. 72.9% of GDP in 2013.  
 
The restructuring proposed here would result in a 55.2%41 reduction in the present 
value of the non-consolidated General Government and State-owned Enterprise 
Sector’s gross debt.  
 
After debt restructuring, the value of the General Government and the State-owned 
Enterprise Sector’s non-consolidated gross debt stock would immediately represent 
72.9% of GDP in 2013. Furthermore, €15.2 billion must be added to this figure, 
corresponding to the debt excluded from the restructuring process (deposits, debt 
to suppliers, metallic coins issued, factoring to Central Government), and equivalent 
to 9.2% of GDP in 2013.  
 
In summary, the non-consolidated gross debt of the General Government and State-
owned Enterprise Sector would have a present value of €136.1 billion (82% of GDP). 
It should be pointed out that part of that debt would continue to be held by 
government entities. Therefore, the value of the General Government and State-
owned Enterprise Sector’s consolidated debt (i.e. the Maastricht debt or the 
excessive deficit procedures debt) would be substantially lower – at approximately 
€123.0 billion42, including the deposits of the Central Government (74% of GDP). 
The Maastricht public debt, net of central government deposits, would represent 
63% of GDP. 

 

 

Immediately after the public debt restructuring, the face value of the direct State 
debt would remain at €271.6 billion.  
 
The face value of the General Government’s gross external debt, after restructuring, 
would be €148.4 billion (i.e. it would be kept constant, but would also include the 
State-owned Enterprise Sector’s debt, which was not previously included, before 
restructuring).  
 
In order to secure some safety margin in the very short term, the restructuring 
proposal has an implied grace period of one year in interest payments, in 2015. The 

                                                           
41 ((270,1- 120,9)/270,1)*100 =55.2%. 
42 The value, after restructuring, of Treasury loans and bonds held by the various central government 
funds (e.g. Social Security, CGA) are estimated at €13.1 billion. This value is subtracted from the 
above amount (€136.1 billion) in order to achieve the estimate for the General Government’s 
consolidated debt (the Maastricht debt in a simplified form) (123.0 = 136.1 - 13.1), According to this 
debt restructuring methodology, the State-owned Enterprise Sector’s debt (including the State-
owned Enterprise Sector beyond the scope of the General Government consolidation) would become 
direct State debt and would therefore count for the purposes of the Maastricht debt.  



 

 
 

government expenditure on interest would be zero in 2015 (the NTBs would not 
pay interest in arrears during that year, which is the year when they are issued).  
 
From 2016 onwards, the annual interest payments for the General Government and 
the State-owned Enterprise Sector would fall from €9.0 billion43 to €2.7 billion (an 
interest rate of 1%). The responsibility for interest payments would be fully 
assumed by the State, and nearly all former General Government and State-owned 
Enterprise Sector would become direct state debt.  
 
The annual interest payments of the General Government and State-owned 
Enterprise Sector transferred to non-residents, would fall from around €5.4 billion 
to about €1.5 billion, yearly.  
 
The State (Treasury) would hold NTBs with a face value of €15 billion as a result of 
the restructuring of Treasury loans to the General Government and the State-owned 
Enterprise Sector, which would result in an income from interest of €150 million, 
per year. 
 
In summary, post-restructuring, the net interest payments of the General 
Government and the State-owned Enterprise Sector would be approximately €2.6 
billion, yearly.  
 
According to the Summary of the Budget Execution of January 2014, the current 
consolidated General Government expenditure in 2013 was €7.9 billion 44 . This 
proposal for a public debt restructuring results in a reduction of current government 
expenditure of €5.3 billion, yearly, equivalent to 3.2% of GDP in 2013, being crucial 
for rebalancing the public accounts, one of the key goals of this program.  
 
Note that the reduction in the current expenditure of the General Government and 
the State-owned Enterprise Sector would be greater: €6.3 billion, yearly, equivalent 
to 3.8% of GDP in 2013. The expenditure incurred with the payment of interest by 
the General Government and by the State-owned Enterprise Sector debt would be 
borne, almost entirely, by the State. 

 

The methodology followed in the proposed debt restructuring results in the 
assumption by the State of all of the Local Administration debt, which is 
consequently takes the form of direct State debt (NTBs).  
 

                                                           
43 This estimate includes interest payments by the State-owned Sector that are currently outside the 
scope of the General Government consolidation. 
44 Between late 2012 and 2013, the General Government’s non-consolidated gross debt grew by €12 
billion, while the direct State debt increased by €9.8 billion. However, the debt’s average interest rate 
fell during this period, so it is assumed that the interest payments will remain constant in 2014 
compared to 2013. Notice that the 2014 State Budget forecasts interest payments of €7.2 billion. 



 

 
 

The debt of the Local Administrations would be reduced to a "debt to suppliers" 
(arrears owed to suppliers), falling from €12.5 billion to € 2.7 billion.  
 
According to the Summary of the Budget Execution published by the Directorate-
General for the Budget, in February 2014, the interest payments of Local 
Administrations in 2013 amounted to €238.7 million. Thus, the debt restructuring, 
would result in a reduction in the current expenditure of Local Administrations by 
€238.7 million, a year.  
 
Therefore, the methodology proposed for debt restructuring strengthens the budget 
of Local Administrations – particularly those Regional Authorities and 
municipalities with the highest levels of debt – by reducing current interest 
payments45. 

 

Like the Central and Local Governments, the State would assume responsibility for 
much of the debt of State-owned enterprises, which would see their interest 
payments reduced to zero.  
 
As mentioned in section 5.2.3, at the end of 2013, the State-owned Enterprise 
Sector’s gross debt amounted to €47 billion, with an estimated €2 billion of overdue 
debt to suppliers.  
 
The State would issue €45 billion of NTBs, for this purpose, which would be 
deposited in the Portuguese Public Debt Restructuring Fund. Not all of these bonds 
would necessarily be used in the recapitalization and debt restructuring process of 
public companies, since, as described in section 5.2.3., several public companies 
would be excluded from the debt restructuring process, for the reasons stated 
therein. 
 
This report assumes that the entire debt of the State-owned Enterprise Sector, 
excluding overdue debt to suppliers, would be restructured. There would therefore 
be an estimated reduction of €1.2 billion per year in the interest payments of the 
State-owned Enterprise Sector46, which would lead to a significant improvement 
(cash flows and income statement) on its financial position, particularly the public 
transport companies with their higher debt levels.  
 
The State Budget would devote a reduced level of transfers to the State-owned 
Enterprise Sector of €600 million, annually. This revenue shortfall would, however, 
be more than offset by lower interest payments (€1.2 billion per year).47  
                                                           
45 See section 5.2.2. 
46 Average interest rate of 2.7%. 
47 According to the Annual Report of the State-owned Enterprise Sector, prepared by the Directorate-
General for the Treasury (November 2013, p 49.): "The financial support provided by the State to NFPE 
(Non-Financial Public Enterprises) in 2012, through compensatory allowances, capital injections and 
loans, and the assumption of liabilities, excluding the execution of guarantees, amounted to €4.54 
billion". 



 

 
 

 
Moreover, the State Budget would include: an increase in transfers to Social Security 
and the Civil Servants Pension Fund of €350 million per year; and an increase in 
transfers to the Deposit Guarantee Fund of €250 million per year (see the 
explanation in section 5.4.5 and following). These transfers would offset the revenue 
losses or increased costs of these funds as a result of the restructuring process and 
the bank resolution process. 
 

 

At the end of 2013, the Civil Servants Pension Fund, the Public Debt Regularization 
Fund (Central Government) and Social Security Funds held €14.4 billion in public 
debt securities, which would be subject to debt restructuring.  
 
In this section, we evaluate the effects of debt restructuring on these funds, from a 
perspective of flows and stocks. Measures are proposed to respond to the 
imbalances in these institutions caused by debt restructuring.  
 
It is estimated that, before restructuring, these securities generated around €650 
million in revenue for these funds.  
 
After debt restructuring, the nominal debt stock would be the same, but the New 
Treasury Bonds would generate €144 million in annual revenues. This means that 
the income from these funds would be around €500 million less, thus jeopardizing 
their financial stability.  
 
The reduction in the present value of the Central Government and Social Security 
assets would amount to roughly €8 billion.  
 
A full readjustment of the present value of these assets would require the injection 
of €18 billion of New Treasury Bonds into these funds, with the present value of 
precisely €8 billion.  
 
As a solution, the State Budget should include the additional transfers to Social 
Security funds and the Civil Servants Pension Fund of an amount equivalent to €350 
million per year, for seven years, in order to compensate for the debt restructuring 
effect48. These transfers would have a present value of €2.2 billion.  
 
In addition, the Treasury would have to transfer €15 billion of New Treasury 
Bonds49, with a present value of €6.7 billion, to the Social Security funds, the Civil 

                                                           
48 It should be remembered that, in the post restructuring period, the transfers from the State Budget 
to the SOE Sector are reduced by €600 million per year (see 5.4.3). 
49 Received by the Treasury during the restructuring process as collateral for the loans to the General 
Government and State-owned Enterprise Sector, see section 5.4.1 



 

 
 

Servants Pension Fund and the Public Debt Regularization Fund50. 

 

The public debt restructuring would have a massive impact upon the aggregated 
balance sheet of Monetary Financial Institutions (MFIs) resident in Portugal, i.e. the 
domestic commercial banks.  
 
According to the ECB, the aggregated (i.e. non-consolidated) balance sheet of the 
Resident MFIs in Portugal amounted to €515 billion (≈ 311% of GDP) at the end of 
2013.  
 
According to the Statistical Bulletin of the Bank of Portugal (Annex K), the General 
Government and State-owned Enterprise Sector’s non-consolidated gross debt 
owned by the Financial Sector resident in Portugal was €73.4 billion at the end of 
2013 (Treasury Bills, Treasury Bonds and bank loans, with the latter being made 
mainly from the Local Administration to the State-owned Enterprise Sector).  
 
Assuming an implicit interest rate of 3.5%, it is estimated that the General 
Government and the State-owned Enterprise Sector will make interest payments to 
the financial sector of €2.57 billion, yearly. 
 
After public debt restructuring, the State would pay the financial sector €734 million 
per year, which would represent a reduction in banking revenue of €1.8 billion.  
 
On the other hand, after debt restructuring, the reduction in the value of the General 
Government and State-owned Enterprise Sector’s debt to banks would be €40.5 
billion (55.2%).  
 
However, it is likely that the reduction in the market value of such debt would 
actually exceed that amount. Indeed, for most of the public debt owed to the banking 
sector, accounting standards require that this debt should be recorded in the 
accounts at its market value. Therefore, the reduction in the market value51 of the 
banking sector’s assets would probably be higher than the reduction of 55.2% 
registered in its present value.  
 
As far as the calculation of the bank resolution, presented in Section 6, is concerned, 
it is assumed that the market value of the banking sector’s credits – to the General 
Government and the State-owned Enterprise Sector – would deteriorate by €55 
billion, i.e. there would be a reduction in the market value of these bonds of roughly 
75% of their original face value.  

                                                           
50 After restructuring, the Social Security funds and the Civil Servants Pension Fund would receive 
assets with a present value of €8.9 billion (= €2.2 billion + €6.7 billion), to cover losses (resulting 
from restructuring) with a present value of €8 billion. Such injections of assets assure equilibrium in 
terms of both flows (for 7 years) and stocks. 
51 Part of the Local Administration and State-owned Enterprise Sector’s debt results from loans or 
bonds without liquidity, so the banking system recorded this in the accounts at cost ("book value"). 



 

 
 

 
The effects of the public debt restructuring in the banking sector would be dealt with 
through a process of systemic bank resolution (see Section 6). This process would 
result in a reduction of bank liabilities and bank interest payments. Among other 
results, the proposed resolution process would enable banks to withstand the losses 
that would result from the public debt restructuring process. 

 

Debt restructuring would affect other national institutions, including insurance 
companies.  
 
The State would monitor the situation of these companies and, if required, ensure 
their financial viability through capital injections, becoming their shareholder.  
 
The capital infusion would take the form of other new Treasury Bonds, this time 
maturing between 2055 and 2064 (i.e. with longer maturities than those provided 
in the exchange offer) and keeping the coupon of 1%. Occasional injections of lower 
amounts could also be made in cash.  
 
A specific law, to be included in the 2015 State Budget Law, would define the 
recapitalization process of the national institutions affected by debt restructuring. 
The corresponding increase in the public debt limit would be subject to the prior 
approval of the Portuguese parliament. 
  



 

 
 

 

 

The permanent reduction of the income balance’s deficit requires more than the 
restructuring of the debt. Due to the extreme vulnerability of the Portuguese 
banking sector, the restructuring of banking liabilities (the second measure of the 
program) is also a necessity. This should take place through a process of systemic 
bank resolution that would prevent the financial system from collapsing.  
 
The banking sector only survives – and avoids a deep financial crisis – by using 
permanent and short-term Eurosystem loans, which have varied between 27% and 
37% of GDP in the last three years. The indebtedness level of this sector and the 
profile of its short-term debt make these institutions more vulnerable than the State, 
because they have no sovereign power.  
 
The response to the international financial crisis of 2007-2008 will help us to 
understand the urgent need for a systemic bank resolution. In this instance, the 
governments of the United States and Europe relied mainly on bank recapitalization, 
granting public guarantees and unconventional monetary policy measures. This 
type of intervention resulted in high costs to the public purse.  
 
In the United States, at the height of the crisis, in October 2008, the Federal 
Government intervened in the largest banks, which were forced to make an injection 
of public capital equivalent to $205 billion52, under a rescue package for the financial 
sector of over $785 billion. In addition, unconventional monetary policy measures 
were implemented by the Federal Reserve to support the banking sector.  
 
In the European Union, several countries (Germany, the United Kingdom, Belgium, 
France, Netherlands, Austria, Ireland, Portugal, Spain, Greece, Italy, and others) 
intervened in their national financial systems, making capital infusions and 
guaranteeing banking debt, to avoid the imminent collapse of several large banks. 
The ECB and the Bank of England have also adopted unconventional monetary 
policy measures to support banks. 
 
Given the size of the aggregated balance sheet   of the Portuguese resident banking 
system (Monetary Financial Institutions) – about €515 billion, i.e. 311% of GDP, at 
the end of 201353 – and the level of its (direct and indirect) external debt – estimated 

                                                           
52 Source: http://money.cnn.com/news/specials/storysupplement/bankbailout/. 
53 ECB statistics for the Aggregated Balance Sheet of Other Monetary Financial Institutions (MFIs) 
resident in Portugal were used. These statistics show that the Aggregate Balance of MFIs in Portugal 
was €515.1 billion in late 2013, with deposits totaling €308.5 billion. However, statistics from the 
Bank of Portugal (Statistical Bulletin, Chapter B.3.9.1), indicate that the Aggregate Balance was 



 

 
 

at around €137.9 billion – it is not viable for the Portuguese State to adopt the 
methodology based on bank recapitalizations used by the United States and 
European Union member countries in response to the international financial crisis.  
 
Firstly, the Portuguese State does not have the financial means to make such 
injections of capital without compromising its own financial stability. Secondly, in 
order to ensure the macroeconomic and financial stability of the banking sector and 
of the country, the level of the banking sector’s external indebtedness would have to 
be reduced, which would not happen if the Portuguese State assumed this debt (see 
the detailed explanation in the FAQs section in the Appendix).  
 
Therefore, in this report, in order to allow the Portuguese Government to restore 
the financial viability of the banking system, we propose a process of systemic bank 
resolution. 

 

Bank resolution processes 54  use mainly four types of methods: partial or total 
acquisition of assets and deposits by the private sector (typically another bank); 
creation of an interim bank that assumes responsibility for the better quality 
liabilities and assets of the intervened bank; (temporary) nationalization of the 
bank; payment of those deposits covered by a State guarantee, accompanied by the 
bank’s closure55.  
 
The existing bank resolution processes (especially those of the FDIC) place great 
emphasis on the calculation of the value of assets in the balance of the intervened 
bank and the sale of these assets. For example, in the case of the FDIC, this 
calculation is made by financial institution experts who analyze a fraction of the 
bank's assets using a probabilistic sampling procedure (or, when there is no time, 
by using historical averages). 
 
Based on this calculation of the value of assets, the banks total losses in terms of 
assets can be estimated. Such estimates take into account the fact that the need to 
quickly sell illiquid assets will result in additional losses. Given the accounting 
identity between total assets and liabilities, losses on assets must be reflected in 
bank liabilities. Consequently, it becomes necessary to allocate these losses to the 

                                                           
€461.8 billion in late 2013, with €300.1 billion in deposits and €51.1 billion in liabilities against the 
Eurosystem (which in the ECB statistics are included in the deposits category). Moreover, according 
to ECB statistics, the equity of Portuguese MFIs was €51.3 billion, while the statistics of the BoP 
suggest €31 billion. Such differences occur primarily because the BoP includes the subsidiaries of 
MFIs abroad, while the ECB does not. The authors chose to use ECB statistics, but identify the 
Eurosystem loans (€51.1 billion) and subordinated debt (€10.6 billion) in an individual item, using 
data from the BoP as a source. 
54  See, for example, Resolution Handbook, FDIC, http://www.fdic.gov/bank/historical/ 
reshandbook/ 
55 In the 1950s, a methodology was also used that was based on loans and other forms of support to 
ail banks, but this option was gradually abandoned due to the high costs that it involved for the public 
purse. 



 

 
 

bank’s creditors. This is done according to a simple rule of seniority, moving from 
the lowest to the highest: shareholders, subordinated creditors, unsecured creditors 
(such as suppliers and employees) and bank deposits.  
 
Thus, the losses that bank deposits would be subject to would be determined by a 
formula such as: 
 

Deposit losses (insured + uninsured) = assets losses – equity – subordinated debt 
– uninsured creditors’ losses56 

 
The bank resolution processes are designed to be implemented expeditiously. The 
FDIC, for example, identifies which of the bank's assets are in distress and tries to 
sell these within a period of between 90 to 100 days57. After this process, the FDIC 
publicly announces its intervention at the bank on a Friday, after its closure for the 
weekend. On the following Monday, the bank reopens, now with another owner (i.e. 
as a new bank). Depositors have access to their deposits. Soon after the reopening 
of the bank, companies can, request new banking credit. Thus, the bank continues to 
operate normally.  
 
However, although the asset valuation process – the sale of some assets and the sale 
of deposits – is quick, the process of closing the accounts of the bank in which the 
FDIC intervened, and the reimbursement of the bank’s remaining creditors (the final 
adjustments depend on the results of the sale of the bank’s remaining assets) may 
take between 6 and 12 months.  
 
Moreover, the FDIC often accepts agreements to share any future losses on the 
assets of the banks that it is selling, so that it may need to continue this process for 
several years.  
 
According to the usual bank resolution procedures, insured deposits (below 
€100,000 in the Portuguese case, below $250,000 in the case of the USA, in both 
cases with specific characteristics) would be fully protected. 
 
In accordance with current rules, the losses on those insured deposits would be 
borne proportionally by uninsured deposits and by the Deposit Guarantee Fund. 
This means that the State would be required to bear the costs of part of the losses 
incurred by insured deposits, while the remaining losses would be borne by 
shareholders, unsecured deposits and other creditors, thus minimizing the cost of a 
bank resolution process for the public purse. 

 

The bank resolution process proposed here as a complement to the "program for 
restructuring Portuguese debt" aims to: ensure the macroeconomic and financial 

                                                           
56  See “Exhibit 2-4”, pg. 14 of Chapter 2, Resolution Handbook, FDIC, available at: 
http://www.fdic.gov/bank/historical/reshandbook/. 
57 Source: pp 16-17 of Chapter 2, Ibid. 



 

 
 

stability of the national banking system; avoid any systemic bank run; and avoid the 
simultaneous collapse of the entire national banking system.  
 
In this context, most of the methods listed above no longer make sense, since they 
are used when one or some (a few) banks face difficulties58. Indeed, these methods 
are not operational if the crisis affects many banks, because there is neither enough 
time nor sufficient resources available to intervene at many banks simultaneously 
and, above all, because the costs become unaffordable59.  
 
The Sustainable Program for Restructuring Portuguese Debt proposes a process of 
systemic bank resolution, aiming for the banks to become financially self-sustainable, 
and keeping all banks in operation after the bank resolution. 
 
Therefore, the program does not propose: the sale of the banks’ assets; the creation 
of new banks; or the closure of existing banks. Instead, the systemic bank resolution 
process is simplified: no resources or extra time are needed to evaluate assets and 
to seek buyers for the bank's assets, thus allowing for simultaneous interventions at 
many banks. Under such conditions:  
 

- There is no need for an assessment of asset value ("due diligence") or, after 
the bank resolution, for a long process of closing the accounts of the bank that 
was intervened upon and reimbursing the bank’s remaining creditors, a 
process that can only be completed after the sale of all of the bank’s assets;  

- It is not necessary to sell the bank's assets – which would result in losses, 
since these sales would be conducted under time pressure and with 
imperfect information. Nor is it necessary to attempt to transfer the 
depositors to another bank. Similarly, it is not necessary to change the 
numbers of bank accounts or computer systems;  

- Bank employees continue to work for the same institutions and to receive 
their wages normally.  

- Bank suppliers continue their business relationships with banks, being paid 
in full for their services and supplies;  

- The existing bank continues to monitor the value of its assets (credits), to 
grant credit and serve its depositors, i.e. it continues to operate normally. 

 

                                                           
58 In fact, the Deposit Guarantee Fund itself, with assets representing 1.3% of deposits subject to 
safeguards, would not be sufficient to cover the expected losses that would result from a bank 
resolution process. Indeed, the case of the United States is paradigmatic. The deposit guarantee fund, 
which amounted to $52.4 billion at the end of 2007 (a deposit insurance of 1.22%), had been reduced 
to -$20.9 billion by late 2009, in spite of a particular contribution requested from the banks in the 
second quarter of 2009. Between 2007 and 2013, the FDIC intervened and supported 505 banks, 
taking losses that resulted from these interventions to the guarantee fund of U.S. deposits amounting 
to $83.4 billion (Source: FDIC). 
59  In fact, it would not make sense to calculate the value of the assets of all national banks 
simultaneously, because, if the State tried to sell all these assets, their price would fall substantially, 
thereby resulting in asset losses (i.e. costs) that would be unbearable for the national public purse. 
Moreover, it would be necessary to search for foreign buyers of the entire national banking system 
in a very short period, and this process would have systemic disadvantages that have not been 
analyzed here. Nor does it make sense to pay the depositors and shut down the entire national 
banking system, from one day to the next, or to create new intermediate banks to replace the existing 
ones. 



 

 
 

The process of systemic bank resolution that is proposed consists exclusively of a 
restructuring (reduction) of the financial liabilities of the banking system, which 
may be followed by a process of bank recapitalization. 
 
To determine the required value for the reduction of the banking liabilities under 
national supervision, we used historical data from the FDIC on the average asset loss 
– 34% – in 102 bank resolution processes between 2009 and 201060.  
 
This proposal for the reduction of bank liabilities is considered to be adequate to 
achieve the objectives defined for the macroeconomic indicators (see 6.4), which 
specify the contributions to be made by the banking sector in reducing the deficit of 
the income balance and the country’s external debt. According to the authors' 
estimates, a reduction of the banking debt (excluding the Eurosystem’s Deposit 
Guarantee Fund) would bring about a reduction of the banking sector’s net external 
debt amounting to 30% of GDP and a reduction of total interest payments (to 
resident and non-resident creditors) of €2.2 billion per year (of this amount, €750 
million per year would be owed to non-resident creditors). 
 

 

This section describes the different stages of the systemic bank resolution. Phase 0 
corresponds to the situation in late 2013, before the debt restructuring and before 
the beginning of the systemic bank resolution process. Phase 1 corresponds to the 
situation after the public debt restructuring, but before the beginning of the bank 
resolution process.  
 
The following steps correspond to the different stages of the systemic bank 
resolution process.  
 
Tables 11 to 17 show the impact upon the aggregated balance sheet of resident MFIs 
in each stage of the systemic bank resolution process.  
  

                                                           
60 When the FDIC does not have time to estimate the value of assets, it also uses historical averages. 
Because some assets are protected from bank debt restructuring, the reduction of bank liabilities 
(not including the losses of the initial shareholders’ own capital) is 24%. 



 

 
 

Table 11: Phase 0 - Aggregated balance sheet of Monetary Financial 
Institutions (MFIs) resident in Portugal, end 2013 
 

 

Source: ECB and authors' estimates based on data from the BoP (in €billion) 

Table 12: Phase 1 - Aggregated balance sheet of the monetary financial 
institutions in Portugal, after the restructuring of the public debt, but before 
the beginning of the systemic bank resolution process 

 

Source: ECB and the authors' estimates, based on data from the BoP (in €billion). Negative changes in 

assets/liabilities are marked in red. 

The process would begin with the application, as determined by law, of a special levy 
payable by Other Monetary Financial Institutions resident in Portugal (MFIs) (i.e. 
resident banks for statistical purposes) 61  to the Deposit Guarantee Fund, as 
happened in the United States in 2009, when the FDIC requested a special 
contribution to the banking system in order to replenish the reserves of the Deposit 
Guarantee Fund. This special charge would be levied on all deposits, not just on 
insured deposits62.  
 

                                                           
61 See the list of Resident MFIs in Portugal compiled by the BoP at https://www.bportugal.pt/pt-
PT/Estatisticas/MetodologiaseNomenclaturasEstatisticas/LEFE/Publicacoes/IFM_listas.pdf 
62 According to data from the ECB and the Bank of Portugal, the resident MFIs have deposits of €257.4 
billion (excluding Eurosystem loans). However, according to the Deposit Guarantee Fund, only 
€116.7 billion of deposits are currently covered by the Deposit Guarantee Fund, i.e. 38.4% of the 
total. 

Δ Assets Δ Liabilities

Loans to individuals and companies 237.3 116.6 Insured Deposits 

Loans to General Government 7.5 140.8 Non-insured Deposits 

Loans to other MFIs 39.3

Total Loans 284.1 257.4 Total Deposits
51.3 Capital and reserves

Portuguese sovereign debt securities 37.4

Other MFI debt securities 49.6 75.1 Senior debt securities

Other debt securities 46.4 10.6 Subordinate debt securities 

Total debt securities 133.4 85.7 Total debt securities
Short-term debt 0.0 2.3 Short-term debt

Equity holdings 27.6 51.1 Eurosystem loans

External assets (excl. Eurozone) 32 46.6 External liabilities

Other assets 38.1 20.6 Other Liabilities

Total assets 515 515 Total liabilities

LiabilitiesAssets

Δ Assets Δ Liabilities

Loans to individuals and companies 208.8 -28.5 116.6 Insured Deposits 

Loans to General Government 0.0 -7.5 140.8 Non-insured Deposits 
Loans to other MFIs 39.3

Total Loans 248.1 -36.0 257.4 Total Deposits
-54.9 -3.6 Capital and reserves

Portuguese sovereign debt securities 18.4 -19.0

Other MFI debt securities 44.6 -5.0 75.1 Senior debt securities
Other debt securities 46.4 -10.6 0.0 Subordinate debt securities 

Total debt securities 109.5 -24.0 -10.6 75.1 Total debt securities
Short-term debt 0.0 2.3 Short-term debt

Equity holdings 22.1 -5.5 51.1 Eurosystem loans
External assets (excl. Eurozone) 32.0 46.6 External liabilities

Other assets 38.1 20.6 Other Liabilities

Total assets 450 -65.5 -65.5 450 Total liabilities

Assets Liabilities

https://www.bportugal.pt/pt-PT/Estatisticas/
https://www.bportugal.pt/pt-PT/Estatisticas/


 

 
 

The special levy would represent 10% of deposits before the beginning of the bank 
resolution process (€25.7 billion, see Table 12).  
 
The banking system would pay for this contribution by deducting 10% from all 
existing deposits and transferring that amount to a new bank account, created at the 
same bank, but having the Deposit Insurance Fund as the third-party beneficiary of 
this bank deposit.  
 
Table 13: Phase 2 - Aggregated balance sheet, Resident MFIs in Portugal 

 

Source: ECB and the authors' estimates, based on data from the BoP (in €billion). The increases in 

assets/liabilities are marked in green. 

Each bank would also grant a 30-year loan to the Deposit Insurance Fund equivalent 
to 5% of the respective deposits (totaling €12.9 billion, see Table 13), guaranteed 
by the State, which would also be deposited, in the account created at the respective 
bank in favor of the Deposit Insurance Fund. The interest rate of this loan would be 
2%.  
 
Table 14: Phase 3 - Aggregated balance sheet, Resident MFIs in Portugal 

 

Source: ECB and the authors' estimates, based on data from the BoP (in €billion) 

After this process, the nominal value of the existing shares would be reduced to €0. 
The holders of subordinated debt would also have their credits canceled. Each bank 
would issue new shares with a nominal value of €1 each, for a total amount 
equivalent to 25% of the balance sheet of each bank in late 2013. This would 
represent, for the resident banking system, an issue of shares with a total nominal 

Δ Assets Δ Liabilities

Loans to individuals and companies 208.8 -11.7 104.9 Insured Deposits 

Loans to General Government 0.0 -14.1 126.7 Non-insured Deposits 
Loans to other MFIs 39.3 25.7 25.7 "Deposit Insurance Fund" Deposits

Total Loans 248.1 257.4 Total Deposits
-3.6 Capital and reserves

Portuguese sovereign debt securities 18.4

Other MFI debt securities 44.6 75.1 Senior debt securities
Other debt securities 46.4 0.0 Subordinate debt securities 

Total debt securities 109.5 75.1 Total debt securities
Short-term debt 0.0 2.3 Short-term debt

Equity holdings 22.1 51.1 Eurosystem loans
External assets (excl. Eurozone) 32.0 46.6 External liabilities

Other assets 38.1 20.6 Other Liabilities

Total assets 450 450 Total liabilities

Assets Liabilities

Δ Assets Δ Liabilities

Loans to individuals and companies 221.7 12.9 104.9 Insured Deposits 

Loans to General Government 0.0 126.7 Non-insured Deposits 

Loans to other MFIs 39.3 12.9 38.6 "Deposit Insurance Fund" Deposits

Total Loans 261.0 12.9 12.9 270.3 Total Deposits
-3.6 Capital and reserves

Portuguese sovereign debt securities 18.4

Other MFI debt securities 44.6 75.1 Senior debt securities

Other debt securities 46.4 0.0 Subordinate debt securities 

Total debt securities 109.5 75.1 Total debt securities
Short-term debt 0.0 2.3 Short-term debt

Equity holdings 22.1 51.1 Eurosystem loans

External assets (excl. Eurozone) 32.0 46.6 External liabilities

Other assets 38.1 20.6 Other Liabilities

Total assets 463 12.9 12.9 463 Total liabilities

Assets Liabilities



 

 
 

value of €128.8 billion63 (see footnote 63). 
 
All the remaining liabilities of the banking sector, except the deposit of the Deposit 
Insurance Fund, the Eurosystem debt, and the debt to suppliers and employees, 
would be redenominated by law, which would impose a reduction of 24% upon the 
nominal value of deposits and of 34% upon the nominal value of other liabilities (see 
Table 14).64  
 

Table 15: Phase 4 - Aggregated balance sheet, Resident MFIs in Portugal 

 

Source: ECB and the authors' estimates, based on data from the BoP (in €billion) 

Subsequently, the Deposit Insurance Fund would make transfers to each bank from 
its deposits, on behalf of the insured depositors, guaranteeing that the beneficiaries 
of the deposit insurance will have their deposits up to €100,000 fully restored.  
 

Table 16: Phase 5 - Aggregated balance sheet, Resident MFIs in Portugal 

 

Source: ECB and the authors' estimates, based on data from the BoP (in €billion)  

                                                           
63 This amount would exceed the estimated amount of the losses of non-subordinated creditors of 
Resident MFIs in Portugal: on average, such losses represent 19.7% of the aggregated balance sheet 
of resident MFIs, in a total nominal amount estimated at €101.2 billion. However, the level of losses 
would not be even across all banks, as the liabilities structure of each bank is different. For this 
reason, the capital would be increased more than is necessary for the entire banking system, in order 
to allow each bank to be able to compensate its creditors by delivering new shares with a face value 
identical to their losses. 
64 In the estimates presented here, non-insured deposits would be restructured by 31,6% (=(100%-
10%)*(100%-24%). This reduction is inferior to the 34% restructuring of the remainder of the 
banking sector senior debt.  

Δ Assets Δ Liabilities

Loans to individuals and companies 221.7 -25.2 79.8 Insured Deposits 

Loans to General Government 0.0 -30.4 96.3 Non-insured Deposits 
Loans to other MFIs 25.9 -13.4 38.6 "Deposit Insurance Fund" Deposits

Total Loans 247.6 -13.4 -55.6 214.7 Total Deposits
65.6 62.0 Capital and reserves

Portuguese sovereign debt securities 18.4

Other MFI debt securities 25.0 -19.6 -25.5 49.6 Senior debt securities
Other debt securities 46.4 0.0 Subordinate debt securities 

Total debt securities 89.8 -19.6 -25.5 49.6 Total debt securities
Short-term debt 0.0 -0.8 1.5 Short-term debt

Equity holdings 19.3 -2.8 51.1 Eurosystem loans
External assets (excl. Eurozone) 32.0 -15.8 30.8 External liabilities

Other assets 38.1 -3.5 17.1 Other Liabilities

Total assets 427 -35.8 -35.8 427 Total liabilities

Assets Liabilities

Δ Assets Δ Liabilities

Loans to individuals and companies 221.7 36.8 116.6 Insured Deposits 

Loans to General Government 0.0 96.3 Non-insured Deposits 
Loans to other MFIs 25.9 -36.8 1.8 "Deposit Insurance Fund" Deposits

Total Loans 247.6 214.7 Total Deposits
62.0 Capital and reserves

Portuguese sovereign debt securities 18.4

Other MFI debt securities 25.0 49.6 Senior debt securities
Other debt securities 46.4 0.0 Subordinate debt securities 

Total debt securities 89.8 49.6 Total debt securities
Short-term debt 0.0 1.5 Short-term debt

Equity holdings 19.3 51.1 Eurosystem loans
External assets (excl. Eurozone) 32.0 30.8 External liabilities

Other assets 38.1 17.1 Other Liabilities

Total assets 427 427 Total liabilities

LiabilitiesAssets



 

 
 

As a result of the systemic bank resolution, and in return for the debt reduction, each 
bank would issue to its creditors, including the Deposit Insurance Fund (which 
replaces insured depositors with deposits of up to €100,000), new shares with a 
nominal value that is equivalent to the haircut imposed upon the amount owed by 
the bank. 
 
The Deposit Insurance Fund, for example, would be entitled to receive shares 
equivalent to €36.8 billion65, becoming the MFIs’ largest single shareholder, with an 
adjusted share of 36.4%66 of the national banking system. These shares would be 
delivered to the State in return for the guarantee granted by the State Deposit 
Insurance Fund (see phase 3).  
 
Depositors (the holders of unsecured deposits, i.e. those with bank balances in 
excess of the €100,000 per depositor threshold) would receive shares from each 
bank. Overall, the nominal value of the OMFI depositors’ new shares would total 
€44.5 billion (44% of the issued and allotted capital).  
 
Likewise, the remaining bank creditors (excluding subordinated debt holders) 
would receive new shares with a nominal value of €19.9 billion (19.7%), for all the 
MFIs 67.  
 
Table 17: Systemic bank resolution process: final assessment and resulting 

global change in the aggregated balance sheet of resident MFIs, operating in 

Portugal 

 

Source: ECB and authors' estimates based on data from the BoP (in € billion) 

In summary, as a result of the bank resolution process proposed here:  
 

a) Shareholders would record losses equivalent to the book value of bank 
equity (losses in market value would be substantially lower); 

                                                           
65 Value equal to the amount transferred to the depositors with deposits of up to €100,000, who 
would not suffer any losses. 
66 36.4% = €36.8 billion/€101.2 billion of shares distributed to creditors not subject to compensation 
for bank debt restructuring. 
67 €128.8 billion (shares issued to the resident banking system) = €36.8 billion (shares transferred 
to the Deposit Guarantee Fund) + €44.5 billion (shares transferred to depositors proportional to the 
unsecured deposits) + €19.9 billion (shares transferred to other creditors) + €27.6 billion (shares 
issued, but not allotted, to address differences in the structure of the banking liabilities). 

Δ Assets Δ Liabilities

Loans to individuals and companies 221.7 -15.6 0.0 116.6 Insured Deposits 

Loans to General Government 0.0 -7.5 -44.5 96.3 Non-insured Deposits 
Loans to other MFIs 25.9 -13.4 1.8 1.8 "Deposit Insurance Fund" Deposits

Total Loans 247.6 -36.5 -42.7 214.7 Total Deposits
10.7 62.0 Capital and reserves

Portuguese sovereign debt securities 18.4 -19.0

Other MFI debt securities 25.0 -24.6 -25.5 49.6 Senior debt securities
Other debt securities 46.4 0.0 -10.6 0.0 Subordinate debt securities 

Total debt securities 89.8 -43.6 -36.1 49.6 Total debt securities
Short-term debt 0.0 0.0 -0.8 1.5 Short-term debt

Equity holdings 19.3 -8.3 0.0 51.1 Eurosystem loans
External assets (excl. Eurozone) 32.0 0.0 -15.8 30.8 External liabilities

Other assets 38.1 0.0 -3.5 17.1 Other Liabilities

Total assets 427 -88.4 -88.3 427 Total liabilities

LiabilitiesAssets



 

 
 

b) Holders of subordinated debt would record losses of 100%, in accordance 
with the best practices of international financial markets;  

c) Some creditors, namely the Eurosystem and depositors with deposits of less 
than € 100,000, would face no losses;  

d) The remaining creditors (the part of deposits above the €100,000 threshold 
and creditors of senior bank debt) and the Deposit Insurance Fund, which 
replaces the depositors with deposits below €100,000, would see their 
credits against the resident banking system reduced by 31,6% (non-insured 
deposits) or 34% (senior debt). However, in return, they would receive 
shares in the respective banks with a nominal value equivalent to the 
reduction of their banking system credits. In aggregate terms, this would be 
equivalent to 61.2% of the book value reduction68. Note that they would 
receive equity in banks with balance sheets that are much more robust than 
today, and that these shares would tend to appreciate. 

 

One of the most complex aspects of the bank resolution process relates to the 
treatment that is to be given to foreign assets and liabilities between monetary 
financial institutions ("cross-border banking"). This is a very relevant issue in the 
event of a systemic bank resolution process in Portugal, due to the international 
profile of the MFIs operating in Portugal69.  
 
In fact, the MFIs operating in Portugal not only hold foreign branches with 
significant assets and liabilities, but they are, in some cases, branches of non-
resident banks.  
 
According to table B.3.7.2 of the BoP’s Statistical Bulletin, in late 2013, about €70.1 
billion of deposits and deposit-like instruments of other domestic MFIs were 
liabilities owed to non-residents (27.3% of the total deposits of resident MFIs, but 
representing almost 50% of the uninsured deposits of resident MFIs). 
 
€34.4 billion of this amount were liabilities against the head office or branches of 
the monetary financial institution itself. About half corresponds to deposits and 
loans from the non-resident head office to the branch in Portugal, while the other 
half corresponds to loans from the branches of domestic banks abroad to the 
Portuguese head office.  
 
€19 billion out of €70.1 billion in deposits corresponds to deposits or loans from 
non-resident MFIs to resident MFIs. However, the majority of the deposits/loans 
refer to situations where a controlling relationship exists between the creditor and 

                                                           
68 61.2% = €62 billion equity/€101. 2 billion nominal value of the issued and allotted shares. This 
means that the asset reduction of the creditors’ book value against the bank would be 34% * (1-
61.2%) = 13.1%. 
69 See the list of MFIs referred to in footnote 61, which highlights the number of non-resident MFIs 
with branches in Portugal. 



 

 
 

the debtor, even if they are financially distinct institutions. 
  
 
In fact, €53.4 billion out of €70.1 billion of the non-resident deposits/loans at 
domestic MFIs relates to deposits/loans of non-resident MFIs at the domestic MFIs. 
Roughly 88% of these deposits are held by related financial institutions (branches, 
headquarters or a controlling relationship). These deposits are therefore not 
covered by the deposit insurance. 
 
The process of systemic bank resolution would result in a reduction of the nominal 
value of these deposits, estimated at 31.3% (€22 billion) because nearly all of these 
deposits would not be secured deposits as they exceed the €100,000 threshold.  
 
In order to minimize the impact of the systemic bank resolution process on the 
financial systems of other countries, the reduction of the non-resident bank’s 
liabilities should be negotiated with the non-resident monetary authorities.  
 
In this context, the resolution of the branches of non-resident banks would have to 
be negotiated with the parent company  

 

 

Figures 7 and 8, in the next page, show the effects of the different stages of the 
systemic banking resolution process on the assets and liabilities of Resident MFIs in 
Portugal.  
 
Figure 7: Systemic banking resolution – change in the aggregate liabilities of 
Resident MFIs in Portugal 

 



 

 
 

Figure 8: Systemic banking resolution - evolution of the aggregate assets of 

Resident MFIs in Portugal 

 

The systemic bank resolution reduces the debt of the Resident MFIs in Portugal by 
24% (€111.8 billion) in gross terms, and €98.9 billion in net terms 70 . 
Notwithstanding, it still results in an estimated reduction of the external debt of 
resident MFIs of € 50.3 billion (30% of GDP in 2013)71.  
 
As can be seen, the systemic bank resolution results in a deterioration of the 
aggregated balance sheet   of the Resident MFIs in Portugal from €515 billion to 
€427 billion (-17.1%). In summary, the systemic bank resolution process would 
improve the robustness of the financial system, resulting in a strengthening of 
equity, which would grow from €51.3 billion (about 10% of total assets) to €62 
billion (which would represent 14.5 % of the bank’s total assets, after the bank 
resolution). 

 

The interest income of resident MFIs would fall by €1.8 billion as a result of public 
debt restructuring (see section 5.4.5)72.  
 
The reduction of other banking assets (excluding the General Government and State-
owned Enterprise Sector’s credits) is estimated at €33.5 billion. Assuming an 

                                                           
70 The Deposit Guarantee Fund contracts a loan of €12.9 billion with the banking system, using €11.1 
billion of this loan to secure the insured deposits (up to €100,000). Consequently, the net debt of the 
banking system is reduced by €98.9 billion (= €111.8 billion - €12.9 billion), or, in aggregate terms, 
by 21.3% in the case of the resident MFIs in late 2013. 
71 €50.3 billion = €15.8 billion (the reduction in the rest of the world’s liabilities) + €12.5 billion (the 
reduction in the debt securities held by non-residents) + €22 billion (the reduction in the unsecured 
deposits held by non-residents). 
72 These estimates do not include revenue losses due to the restructuring of the State’s contingent 
liabilities related to PPPs or other State guarantees. 



 

 
 

average interest rate of 3%, this reduction in assets would result in a further 
decrease of approximately €1 billion per year in the interest income.  
 
However, the Deposit Insurance Fund would contract with the banks €12.9 billion 
in new loans at an interest rate of 2% (Phase 3 of the bank resolution), generating 
interest revenue for the banking system equivalent to €0.26 million, per year.  
 
In conclusion, after the public debt restructuring and the systemic bank resolution, 
the interest income of resident MFIs is estimated to fall in net terms, by around €2.5 
billion, per year. 
 
As mentioned before, after the bank resolution, the net debt of resident MFIs would 
fall by €98.9 billion. Assuming an average interest rate of 2.2% on this bank’s debt73, 
the interest payments received by resident MFIs would fall by €2.2 billion per year.  
 
In summary, the public debt restructuring and bank resolution would result in a 
deterioration of the resident MFIs’ net interest margin estimated at €300 million 
per year. The banking system would be able to offset this amount, after the bank 
resolution, through other measures and through the structural improvement of the 
aggregated balance sheet   of resident MFIs by tens of billions of euros (resulting 
from a reduction of the banking system debt (in particular its external debt) that is 
substantially above the decrease in the value of its assets). 

 

The bank resolution would have no direct implications on the General Government’s 
gross debt. However, it would have a direct impact on the Maastricht debt, net of 
deposits.  
 
The General Government, which has an estimated figure of €10.8 billion deposited 
in commercial banks, would record losses of €3.7 billion74. In turn, it would receive 
shares equivalent to this nominal value. 
 
Therefore, the present value of the Maastricht debt, net of deposits, would be 
estimated at 65% of GDP. The bank resolution process would imply a deterioration 
of 2 percentage points in that ratio.  
 
The Portuguese State is the sole shareholder of Caixa Geral de Depósitos (with an 
equity of €6.8 billion). During the domestic banks’ bailout, the Portuguese State had 
lent €5.5 billion in subordinated debt ("CoCos") by the end of 2013. The bank 
resolution would impose 100% losses upon the liabilities of those resident MFIs. As 
both a shareholder and a subordinated debt holder, it would hold losses of roughly 
€12 billion (= 6.8 billion +5.5 billion).  

                                                           
73 This debt includes €10.6 billion of subordinated debt, which includes "CoCos" acquired by the State 
with very high average interest rates. Therefore, the average rate of interest of the bank’s debt that 
is restructured is assumed to be 2.2%. 
74 34% of €10,8 billion. 



 

 
 

 
Overall losses on the liabilities of resident MFIs are estimated at €62 billion (€51.3 
billion in equity + €10.6 billion in subordinated debt).  
 
Yet, the State has guaranteed part of the banking system’s debt. Assuming that 50% 
of State guarantees (the total at the end of 2013 was €23.2 billion) are related to the 
banking system bailout and that 50% of these would be executed after the systemic 
banking resolution, the Portuguese State would be required to reimburse bank 
creditors by a nominal amount equivalent to €5.8 billion75. In order to accomplish 
this task, the Portuguese State would deliver New Treasury Bonds to these lenders, 
becoming, in turn, a creditor of the resident MFIs by an identical amount (see section 
5.2.4). After the systemic bank resolution, the Portuguese State would hold credits 
to the banking system equivalent to €3.8 billion. In return, the banking system 
would deliver €2 billion in new shares to the Portuguese State.  
 
The execution of State guarantees would represent an increase of 2 percentage 
points of GDP in terms of the present value of the non-consolidated gross public 
debt.  

 

This section described the procedures to be adopted for the restructuring of bank 
liabilities and the restructuring of the banking system, revealing not only its 
complexity, but also its feasibility.  
 
It should be pointed out that recent events have challenged the credibility of the 
published financial statements of some banking groups operating in Portugal.  
 
Moreover, the differences in the structures of the banks’ liabilities would result in 
differentiated levels of losses on a case-by-case calculation.  
 
Therefore, a careful examination by experts of these banks' balance sheets would be 
required before the implementation of the bank resolution, with the whole process 
to be conducted in close partnership with the monetary authorities. 
  

                                                           
75 0.5*0,5*€23.2 billion = €5.8 billion. The effect of the execution of guarantees on the estimates of 
public debt in this document is not taken into consideration. 



 

 
 

 

Changes in the tax structure are not addressed in detail in this report. The authors 
merely indicate that a reform in the tax policy is required in order to lead to a 
reduction in the fiscal costs of tradable sectors that are more prone to competition, 
while increasing the fiscal costs of monopolies and other sectors that are less 
exposed to competition. 
  
The purpose of the reform of the tax structure would be to improve the 
macroeconomic sustainability of the country, seeking in particular to ensure that the 
growth in domestic demand does not result in an unsustainable worsening of the 
trade balance and the current and capital accounts, a situation that, in the long term, 
would lead the economy into new crises in the balance of payments and external 
debt. 
 
  



 

 
 

 

This report began by recalling the fact that recessive policies make a country 
unfeasible and democratically diminished since it becomes a protectorate and is 
economically weakened by the worsening of austerity, the loss of investment, and 
the consequent loss of employment and production capacities. As we have shown, 
austerity is unworkable, and debt is unsustainable in this context.  
 
The European Union should have recognized the nature of the crisis and promoted 
a proper economic policy response to this crisis, which, as noted, has its roots in the 
shortcomings of the Economic and Monetary Union’s architecture, i.e. of the euro. 
Instead, the economic policies adopted by the government institutions of the 
European Union have, in most cases, been counterproductive and divisive, 
endangering the survival of the European integration project.  
 
According to Scharpf (2014), the responses to the political crisis brought about by 
the institutions of the European Union lack democratic and technical legitimacy 
("input-legitimacy"). Even if those policies were successful ("output-legitimacy") – 
which they are not, in the opinion of the authors of this report, as shown above – the 
ends never justify the means. 
 
Therefore, the country has been confronted not only with both the euro’s poor 
architecture and a counterproductive response to the crisis by the European Union’s 
leading institutions, but also with serious problems in the functioning of these 
European Union government institutions. Consequently, as long as these problems 
in the European Union’s governance persist, Portugal cannot rely on or expect an 
informed and reasoned European response to the crisis.  
 
For this reason, there is an urgent need to establish national economic policies that 
can respond to the crisis independently of the European Union government 
institutions, thereby influencing the process of EU decision-making in favor of better 
European policies.  
 
Without relinquishing the possibility of a European solution to the sovereign debt 
crisis and a European response to the long recession initiated by the international 
crash of 2007-2008, the authors propose a program for the restructuring of 
Portuguese debt that should serve as a guide for negotiations with creditors and 
with European institutions, assuming that the Portuguese State would initiate the 
restructuring process and take the appropriate subsequent steps. The urgent need 
for a strong response after six years of continued degradation of both national and 
international economic conditions calls for the formulation of the current program 
as a precise proposal for a roadmap that national authorities can follow. 
 
Multiple paths are possible. The authors express their full availability to consider 
other alternatives for the immediate reduction of the outstanding debt, with higher 
interest rates for creditors, or any other model.  
 



 

 
 

The program analyzes the impact of a first measure that requires the replacement 
of all of the General Government and the State-owned Enterprise Sector’s non-
consolidated gross debt with New Treasury Bonds, to be redeemed in full and in 
equal installments between 2045 and 2054 with a coupon of 1%.  
 
An immediate consequence of the program would be the reduction of the present 
value of that debt, net of deposits, to 63% of GDP, or, in the case of the Maastricht 
debt, to 74%, considering the required recapitalization of the Social Security and 
other State funds. Thus, public debt interest payments would be reduced by almost 
€5 billion, creating a significant margin for investment and economic recovery. 
 
The second measure consists of a systemic bank resolution process, restructuring 
32% of current bank liabilities and reducing bank debt by approximately 24%, in 
order to ensure the recovery, solvency and credibility of the banking system.  
 
These two measures, which should be supported by a profound change in the tax 
system, would generate a reduction of the Portuguese net external debt by 24% of 
GDP (or of the gross external debt to GDP ratio of 145%) and an improvement in the 
current and capital account surplus to more than 5% of GDP, in 2015, which would 
put Portugal back on a sustainable path, while recovering the country’s ability to 
engage in future self-financing and democratic self-determination. 
 
  



 

 
 

 

 

The debt restructuring proposed here has broad foundations in economic theory. As 
this is not the core subject of this report, we simply recall the contribution of two 
authors from quite distinct epochs, Adam Smith and John Maynard Keynes, as well 
as the example of the successful restructuring underpinning the emergence of the 
European Union.  
 
Adam Smith devoted the last chapter of his classic An Inquiry into the Nature and 
Causes of the Wealth of Nations to the issue of sovereign debt. Noticing, “the progress 
of the enormous debts which at present oppress, and will in the long-run probably 
ruin, all the great nations of Europe has been pretty uniform" (Smith 1776: 626), 
Smith distinguished between internal and external debt. At first, he wrote, "In the 
payment of the interest of the public debt, it has been said, it is the right hand which 
pays the left [if the whole debt were owing to the inhabitants of the country]. The 
money does not go out of the country. It is only a part of the revenue of one set of 
the inhabitants which is transferred to another, and the nation is not a farthing the 
poorer.” (ibid: 651). Although, he considered that, even in this case, the debt would 
be "pernicious", by raising future tax collection that would decrease the 
accumulation of capital, funding a detrimental transfer to the public debt’s creditors 
(simply because financial agents cannot be investment agents), this situation is 
always different from the case of external debt, which would push, beyond this risk, 
to the certain "impoverishment of the nation." 
 
To achieve debt relief, Adam Smith refers to cases where the reduction of interest 
rates made it possible to create sinking funds (ibid: 643, 646) or where the sovereign 
unilaterally imposed a change in the value of the national currency, devaluing the 
debt, or declaring bankruptcy. The author explicitly defended the first procedure, 
and not the second or the third. But the rationale underpinning the advocacy of debt 
relief is of utmost importance for our present day situation: Smith opposed the 
policy of using tax revenues and the reduction of domestic demand to repay external 
debt, because it led to impoverishment and would "ruin all the great nations.” 
 
At best, according to Adam Smith, the government could impose a moratorium and 
use its sinking fund, thus avoiding tax increases: "A momentary suspension of the 
payment of debt is not immediately felt by the people, and occasions neither 
murmur nor complaint. To borrow of the sinking fund is always an obvious and easy 
expedient for getting out of the present difficulty. The more the public debts may 
have been accumulated, the more necessary it may have become to study to reduce 
them, the more dangerous, the more ruinous it may be to misapply any part of the 
sinking fund; (…) When a nation is already overburdened with taxes, nothing but 
the necessities of a new war, (…) can induce the people to submit, with tolerable 
patience, to a new tax."(ibid.: 641-2). 
 



 

 
 

About one hundred and fifty years later, John Maynard Keynes returned to the 
subject of debt repayment in the book that made him famous, The Economic 
Consequences of the Peace. This had been written in the context of the Versailles 
Treaty, which had imposed the payment of war reparations by Germany. As is 
widely known, Keynes argued that the value imposed was excessive: it would impair 
the viability of the German economy and the impoverishment strategy would lead 
to a reaction of revenge, which proved to be a tragically correct prediction: "If we 
take the view that (…) Germany must be kept impoverished and her children starved 
and crippled, (…) If we aim deliberately at the impoverishment of Central Europe, 
vengeance, I dare predict, will not limp." (Keynes, 1919: 28).  
 
In this context, where the legally reasoned allegation of guilt was accepted by both 
parties, Keynes discussed the three ways to pay this debt: "The forms in which 
Germany can discharge the sum which she has engaged herself to pay are three in 
number: 1. Immediately transferable wealth in the form of gold, ships, and foreign 
securities; 2. The value of property in ceded territory, or surrendered under the 
Armistice; 3. Annual payments spread over a term of years, partly in cash and partly 
in materials such as coal products, potash, and dyes." (ibid: 69). 
 
The first two, the transfer of gold or other assets, and the transfer of land and 
property, would exacerbate the immediate difficulties of Germany and would be the 
cause for future discontent and hostility. In other words, only the third instrument 
was available: only an economy capable of producing trade surpluses could settle its 
debt. In this sense, Keynes rejected the reduction in living standards as a tool in 
order to achieve those trade balances (ibid: 75, 83). Calculating the present value of 
its potential future flows, he assumed that the production of goods and services 
would have to increase and if, by contrast, GDP was reduced, the export program 
was unfeasible (ibid: 80-1). Moreover, in addition to the recovery and growth of the 
German economy, massive investment and changes in the structure of capital and 
labor would be required in order to adapt the production system to this export 
model (ibid: 83).  
 
Concerned that the position of Germany would be unsustainable, Keynes explored 
various options to resolve the impasse in the negotiations between the winners and 
losers of the war. He suggested, for example, a limited issue of five-year debt 
securities, without interest or with 5% interest and a grace period of five years, 
guaranteed by both creditors and debtors, which would serve as collateral for the 
loans needed for postwar reconstruction. During the negotiations over the 
Versailles Treaty, Keynes, as an Adviser to the British Delegation, even submitted a 
plan that included the immediate reduction of German debt, the cancellation of 
intra-Allies debt, which particularly affected the United States, the creation of a 
European free trade area, and an international loan system to stabilize currencies 
(Skidelsky, 1983: 356; Moggridge, 1992: 333). 
 
The anti-recession strategy proposed by Keynes was directly opposed to the one 
adopted by the Versailles Treaty, which failed in the following years, giving rise to 
the whirlwind of revenge and destruction that followed. The argument was clear: it 
is not feasible to pay external debt with lower domestic demand through fiscal 
suppression or a reduction of public investment in times of recession; external debt 



 

 
 

can only be repaid by the revenue from exports, which requires a large increase in 
investment and employment. Moreover, Keynes advocated capital controls as the 
condition for a sovereign economic policy (letter to Harrod, 19 April 1942, Keynes, 
1971: 149).  
 
In 1953, after the end of World War II, the London Conference sought to avoid the 
mistakes of the Versailles Treaty accepting a debt restructuring that, in the 
immediate short term, supported the strengthening of the economy without 
jeopardizing the welfare of the population, and which, in the long term, supported 
the economic recovery. Therefore, the London Debt Agreement ensured that 
Germany would not be required to pay more than it could afford, which resulted in 
four guidelines. First, the amount owed was significantly reduced (between 50% 
and 63%). Second, a long payment span was granted (the last installment of 
principal and interest was to be paid 30 years later in 1983), with a five-year grace 
period. Third, the limit of debt service payable in each year would be proportional 
to the country’s economic and financial capacity to meet these payments. Interest 
rates were subsidized (between 0 and 5%), and interest in arrears was calculated at 
an interest rate of 1%. Debt service was indexed to foreign trade, requiring a surplus 
trade balance, and it could never represent more than 5% of the value of exports. 
Finally, the principle was accepted of future renegotiation of the terms and 
conditions if these proved to be more costly than anticipated. 
 
Without the success of this restructuring, it would not have been possible, a few 
years later, to create the European Economic Community, now the EU. Economic 
theory and the practical experience of Europe show that, when faced with a balance 
of payments crisis of a particularly serious dimension, restructuring the external 
debt is not only a necessity, but clearly also an obligation. 

 

 

A bank resolution process is an expedite process of banking reorganization, which 
was originally introduced in the United States, being administered in that country 
by the Federal Deposit Insurance Corporation (FDIC).  
 
The purpose of a bank resolution process is to restructure banking liabilities, using 
very simple rules that allow for the intervention, with short notice, of the supervisor 
in a bank with severe financial problems, while making sure that this intervention 
will not affect the bank’s normal functioning. For example, the FDIC’s interventions 
in banks with problems typically occur on a Friday at the end of the day. On Monday, 
the bank reopens normally, and depositors have immediate and full access to the 
funds that are secured by the Deposit Insurance Fund ($250,000 in the case of the 
United States, €100 000 in the case of the eurozone and Portugal).  
 



 

 
 

A bank resolution process is not a normal process of restructuring or of the 
bankruptcy of a company, which occurs in the course of a lawsuit under the 
supervision of an independent judge. In fact, due to the relevance and peculiarity of 
the banking system, which requires procedural celerity, the United States created a 
government agency to manage bank resolution processes outside the legal system 
(under the current Portuguese legislation, the management of both the 
administrative intervention and the bank resolution is the strict responsibility of the 
Bank of Portugal). 
 
This means that, in a bank resolution process, the legal framework recognizes that 
the public interest is primarily to defend general interests, as well as the interests of 
the majority of the bank's creditors. In fact, if there was a bank resolution process, 
all of the bank’s creditors, including its depositors, would no longer have access to 
their funds, while the restructuring process continued to be dealt with in court, a 
process that could take years. Such a delay in access to the funds entrusted to the 
bank would be unacceptable and could result in bank runs and banking crises.  
 
With a special bank resolution process, the legal framework establishes a clear 
pecking order for creditors while entrusting responsibility for the restructuring of 
the bank’s liabilities to a government agency, which should observe the creditors’ 
pecking order in the allocation of losses. Small depositors (in the Portuguese case, 
with deposits under the €100,000 threshold) would be protected and would not 
suffer any losses. 

 

The crisis that the country is experiencing is the result of the eurozone’s deficient 
financial architecture, which has very serious consequences for the financial system. 
This section seeks to explain, in simplified form, what has happened to the financial 
system since the adoption of the euro.  
 
Commercial banks create credit money (bank money) by lending money to 
individuals, companies, and Governments. However, since 1997, the domestic 
system of commercial banks has created proportionally much more money than the 
credit money created by the commercial banking system of central European 
countries, our lenders76.  
 
If the country had its own currency, the process of creating excess credit money 
would have led to the devaluation of the money created by the national commercial 
banking system (and, consequently, the national currency) against the foreign 
currencies of countries in which the banking system had raised less money. Thus, 
the money created by the national commercial banks should, on average, be worth 

                                                           
76 For instance, the aggregate balance of the Portuguese MFIs (banks) increased by 175.4% between 
September 1997 and March 2014, in spite of the significant deleveraging that began in February 
2012. In contrast, the aggregated balance sheet of the German financial institutions increased by only 
62.1% in the same period, while the aggregated balance sheet of Spanish financial institutions 
increased by 262% over the same period. 



 

 
 

less than the money created by the banking system of the countries of central 
Europe. However, as the country belongs to the Eurozone, such impairment may not 
occur because the architecture of the euro ensures that, whenever there is a 
tendency for this to occur, there is a quasi-automatic intervention by the European 
Central Bank (Eurosystem), which provides liquidity to ensure that the currency 
created by the national banking system holds its value in euros. This is exactly what 
has happened: in order to secure the convertibility of their deposits, domestic banks 
have been forced to borrow money from both the Eurosystem and the non-resident 
banking system. 
 
If the country had left the euro – something that is not part of this proposal – 
deposits and other bank liabilities would have been redenominated in the new 
currency (e.g. the "New Escudo"), which would have suffered a very substantial 
devaluation (various authors argue that the devaluation would have amounted to at 
least 30%).  
 
Therefore, the bank resolution is required to correct the imbalances accumulated 
since the creation of the euro. By restructuring bank liabilities, it seeks to ensure 
that, after restructuring, the value of the national commercial banks credit money is 
the same as the bank money of the creditor countries. After the systemic bank 
resolution, the domestic banking system would be able to ensure the convertibility 
of its deposits in euros, smoothly and without external funding or funding by the 
Eurosystem. The domestic banking system would be able to finance itself. 

 

There will be some who, afraid of the effects of the proposed bank resolution, argue 
that it would be less risky to continue to follow the austerity program of both the 
Troika and the present government of Portugal over the coming decades, believing 
that this will prevent the need for a systemic bank resolution.  
 
However, the Government’s austerity strategy not only does not prevent the need 
for the bank resolution, but actually makes it less effective and its effects more 
harmful. In fact, the European Council and the European Parliament recently 
reached an agreement on the single bank resolution mechanism. This mechanism 
will be managed by the European Central Bank, which is also the main creditor of 
the European banking system and, as such, faces enormous conflicts of interest. 
 
Moreover, the ECB, through Jörg Asmussen, one of the former members of the 
Executive Committee, was responsible for planning over the course of a year and 
then implementing the bank resolution process in Cyprus. In Cyprus, after a very 
turbulent process in which the ECB initially proposed that all deposits, including 
those below the €100 000 threshold, would suffer losses, the European authorities 
were obliged to impose very significant losses on the larger bank depositors of 
Cyprus’s two largest banks (Bank of Cyprus and Laiki Bank), a bank restructuring 
process known euphemistically as "bail-in". Many depositors lost access to most of 
their funds forever or became shareholders of the restructured bank.  



 

 
 

 
However, it is certain that the country will not be able to finance itself, given its high 
domestic and external debt. In the future, when (and not if) Portugal needs external 
financial help, it will have to ask for a second bailout – as suggested by the President 
of the Eurogroup – subject to much harsher conditions than those already 
implemented. Among these conditions is the "bail-in" of national banks, which will 
result in the Portuguese forfeiting their deposits. This bank resolution process, 
controlled by external creditors, is designed to protect the ECB's losses, which are 
very detrimental to the national interest.  
 
It is preferable that the Portuguese authorities should undertake the bank 
resolution process with national banks, and thereby protect depositors, than to 
entrust this process to external creditors. 

 

Since 2009, the ECB has played a key role in the eurozone crisis. At decisive 
moments, the ECB has forced governments from member countries – including 
Ireland, Portugal, Italy, Spain and Cyprus – to implement austerity policies, to 
require external bailouts, or even to amend the Constitution (in the case of Spain). 
The ECB has forced the governments of member countries to implement these 
policies by threatening to cut off the access of their domestic banking system to the 
Eurosystem, which would precipitate its collapse.  
 
The governments of member countries, even if they did not wish to apply such 
measures, were powerless to react, because it is assumed that it is not possible to 
ensure the functioning of the banking system without the support of a central bank. 
 
Such a premise is incorrect, however. In fact, commercial banks have existed since 
at least the Middle Ages. Moreover, during most of their existence, central banks 
never existed to support them with liquidity in a crisis situation. Indeed, it is only 
since the late 19th and early 20th century that central banks have assumed the role 
of the "lender-of-last resort" for commercial banking.  
 
In summary, a robust and healthy banking system neither requires nor should 
benefit from any liquidity support provided by a central bank (we are not referring 
here to the other reasons why a Central Bank is required, such as to issue currency 
and conduct monetary policy, or to regulate the financial system). They should 
operate using only their own resources. Therefore, a special bank resolution process 
that restores robustness to the national banking system would break the 
dependence between domestic banks and the Eurosystem. In conclusion, the 
country can restructure its national banking system, and that does not require that 
the ECB assist the Portuguese banking system, after the banking resolution. 
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