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The case of Public In-

vestment in Portugal 

This policy brief evaluates how transparent is 

the reporting to citizens of the underspending in 

Public Investment relative to the budgeted 

amount. Actually, the Government does not pro-

vide any reasons in its public reports. Addition-

ally, the executive continuously increases the 

proposed amount year after year even though it is 

typically not spent. Thus, this brief also evaluates 

the underspending in Public Investment, its evo-

lution across time and sectors, and studies the 

motives behind it.  

Hospitals lack medical equipment and their in-

frastructures need maintenance, public transpor-

tation requests more trains to face demand, and 

ports in Tejo’s riverbanks for crossing close under 

adverse climacteric events.  Despite these pieces 

of evidence, Public Investment has been a tool to 

decrease expenditure and achieve deficit targets, 

especially since the financial crisis. The president 

of the Portuguese Republic said on November 13, 

2018, that the Government’s options of attaining 

overall budget targets in combination with 

measures to correct social asymmetries and push 

internal consumption led to the delay of structural 

Public Investment. The information is corrobo-

rated by the International Monetary Fund (IMF) 

and the Technical Budget Support Unit (UTAO).  

    The persistence of these effects after the most 

severe period of the crisis has led several institu-

tions and media to report those deviations. How-

ever, the only reasons are given implicitly by the 

data. This policy brief will address those. 

MAIN FINDINGS 

| The Government does not provide justifications for the deviations for the budgeted and executed 
amount of Public Investment in its public reports. 

| The process of executing a project is complex and takes a lot of time. On average, it takes 2 years to 
authorize a planned project.  

| The effects of the exodus of construction firms during the financial crisis persist. Nowadays, a firm 
that wins a public tender to execute a project may see its execution plan rejected, because it lacks 
quality and minimal requirements.  

| Public Investment deviations increased during the economic and financial assistance period. Since 
then, it is used as an adjustment variable.  

| In the last years, namely the period between 2014 and 2016, expenditure in Public Investment was 
below the budgeted amount in counterpart to over-expenditures in acquisition of goods and services 
and expenditures with personal.  

| The official division of investment into sectors changes between and within the same mandate, mak-
ing it harder to analyze data and take inferences.  

| Infrastructures, “Science, Technology and Superior Education” and Health have been the most af-
fected sectors by underspending. 
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Background 

According to IMF, Portugal has the lowest level 

of Public Investment among the advanced econo-

mies. Moreover, it is no longer enough to compen-

sate for the depreciation of the investment 

already made, as presented in the Fiscal Monitor 

2018 report. The last years, the year-end expendi-

ture in the item falls behind the amount stipulated 

in the Enacted Budget.  This situation raises con-

cerns which are aggravated by the forecasted 

maintenance of low levels for Public Investment. 

Before the crisis of 2008, the execution of Pub-

lic Investment was, on average, closer to the 

budgeted amount. Nevertheless, it is hard to as-

sess when underspending began. Investment in 

the Central Administration has always fallen short 

of the budgeted amounts for example, but one can 

be sure the problem was exacerbated since the 

economic and financial assistance period that Por-

tugal faced between 2011 and 2014. 

The present policy brief thus focuses on the 

deviations between the amount of Public Invest-

ment in the Enacted Budget and the values of 

the year-end reports.   

Despite the fact that the Government does not 

provide answers to these deviations in official 

documents, this brief identifies through data anal-

ysis and interviews possible reasons, such as: A) 

the heterogeneity of the institutions; B) the in-

vestment alongside with European Funds are 

more likely to be delayed due to an increased 

number of requisites; C) the construction sector 

in Portugal is still severely affected and part of the 

municipalities are not able to find firms willing to 

execute their projects; D) investment is a variable 

of adjustment, a target easier to manage/modify 

than other expenditures, such as salaries or more 

politically damaging cuts in other areas, since it is 

politically harmless compared with other ex-

penditure cuts.  We will return to each of these 

arguments in the following section. 

Concerning deviations, figure 1 below presents 

the evolution from 2011 until 2018. 

Figure 1 – Public Investment of the Central Admin-

istration: budgeted and executed amounts between 

2011 and 2018, in millions of euros. 

 

Every single year, the Enacted Budget pro-

poses an increase in the category compared to the 

previous year, even though the year-end expendi-

ture reports may show a decreasing trend. Hence-

forth, the suggested values are not a good 

indicator of the actual expenditure. No warn-

ing is due to the prediction in the Enacted 

Budget, which hurts even further the credibil-

ity of the value presented. 

Government’s justifica-

tions to deviations 

No explanations are given in the official docu-

ments. The documents analyzed while searching 

for such information were: the Enacted Budget 

Reports, its analysis by the Portuguese Public Fi-

nance Council, the year-end executive implemen-

tation reports “Conta Geral do Estado” and its 

analysis by the UTAO.  

The successive announced increases in the En-

acted Budget recognize the importance of Public 

Expenditure to future growth. However, the un-

derspending in the execution and the lack of jus-

tifications indicate a low level of transparency in 

the actual commitment to attain the goal. 
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Reasons behind the devi-

ations: results from the 

interviews 

There are no explanations in official docu-

ments. Henceforth, several interviews were con-

ducted to identify reasons to justify the 

deviations, namely with representatives of the 

Ministry of Finance and state-owned firms such as 

Infraestruturas de Portugal (who requested ano-

nymity), and from opposition parties. 

Starting with the heterogeneity of institutions 

that conduct the expenditure on investment, one 

first distinction is between central and local ad-

ministration. As figure 2 shows, since 2014 the 

share of investment in national accounts was 

50%, approximately, for each side. The relation-

ship between the government and state-owned 

enterprises also creates inefficiencies by requir-

ing, for example, individual approval of the differ-

ent contracts of a project on top of the acceptance 

of the same project. This bureaucratic control by 

the government to the other institutions that man-

age part of the Public Investment delays invest-

ment. 

Figure 2 – Regional and Local Administration share of 

Public Investment  

Source: “Uma estratégia orçamental sustentável para Portu-

gal” (2018). 

Additionally, even if a funding program is ap-

proved, each project in it must be approved sepa-

rately afterward. On average, a project takes two 

years to be authorized. Also, the budget accounts 

for the maximum possible price the government 

is willing to accept for a firm to execute the pro-

ject. In the public tender to assign the project to a 

firm, the winning firm tends to win with a price 

corresponding to 80% of the maximum willing-

ness to pay by the government. Thus, this might 

justify in part the execution below 100%. 

Regarding European Funds, it is not clear if it 

constitutes a reason for deviations. 2015 was a 

year of uniquely low deviations in the period un-

der consideration. This year was the end of a cycle 

of European Funds, after which the planned pro-

jects would not be executed (only under a new 

program). It is expected a rush to implement 

them. Usually, part of the projects’ burden is 

carried by the central or local administration, 

meaning it impacted the expenditure of Public 

Investment. 

Data shows this argument is ambiguous in ex-

plaining the high execution level in 2015. On one 

hand, the growth rate of execution of European 

funds is almost constant throughout the years in 

the last program, thus no rush of execution seems 

to exist during the last year. On the other hand, it 

is also true that between 2014 and 2015 the dif-

ference between the expected and executed pro-

jects halved and became minimal. This last fact 

may indicate that until the last year there was an 

overestimation of the projects that would be done 

in each year. It is more plausible that almost all 

projects are budgeted at the beginning of the cy-

cle despite the fact that the funding comes at a 

constant pace throughout the years making the 

initial years low at execution levels and giving to 

the final ones an outstanding performance.   

There is no information on the execution of pre-

vious program cycles by years, so the justification 

fails to be robust.   

The third argument lies in the construction 

sector. In August 2018, the president of the Por-

tuguese association of construction firms said that 

some public infrastructures projects had no firm 

competing in the tenders. He argued that the 

maximum price was fixed too low. Also, those 

firms face now problems of scarcity of materials 

and workers what might affect especially invest-

ments in the most disadvantageous municipalities 

to work, namely in the interior of the country. 

Nevertheless, this proposition lacks empirical con-

firmation on its significance. However, state-

  2014 2015 2016 2017e 2018 (EB) 

Gross Formation of 
Fixed Capital at Re-

gional and Local 
Administration 

46% 38% 50% 51% 48% 
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owned firms do report that, even after the tender, 

the winning construction firm presents an imple-

mentation plan that does not fulfill the minimal 

requirements or poorly manages the execution. 

The state-owned enterprise thus rejects and re-

quests a new proposal. 

Deviations’ arguments 

backed by data 

From the documents, one inference can be 

made. In order to attain the reduction of the def-

icit, the highest priority after the crisis, reducing 

the amount executed of Public Investment is a less 

salient cut than the decrease of the workforce in 

the public sector or the delay of legislative prom-

ises, such as finishing the freeze in the careers of 

the public administration.  Thus, Public Invest-

ment is used as an adjustment variable to meet 

deficit targets, in the sense that its execution is set 

below budgeted to face other expenditures not 

planned during the mandate.  

Additionally, UTAO suggests in its analysis of 

the year-end executive implementation reports 

that low execution levels of Public Investment are 

accompanied by overspending in the acquisition 

of goods and services and expenditures with per-

sonal (whether total expenditure falls behind or 

is above the Enacted Budget). It highlights how 

short-run spending is awarded a higher priority 

than investments with long-run benefits. 

There is some redistribution to overspend 

in some areas and underspend in others. The 

lack of official justification of deviations follows 

doubts on why the predicted investment was not 

fulfilled. The data supports underinvestment as a 

tool to meet deficit targets.  

Decomposing the Public Investment into sec-

tors gives rise to one obstacle: the official sectoral 

division suffers changes regularly. These inter-

temporal changes make it harder to analyze data 

and conclude on the evolution of the variable. Ac-

cordingly, transparency is reduced, and compara-

bility is hindered. 

Notwithstanding, figure 3 displays the top 6 

sectors that had the highest average deviation be-

tween 2013 and 2017. Some adjustments were 

needed to make values comparable, but one can 

see clearly that the most determinant areas are 1) 

Infrastructures, 2) Science, Technology and Supe-

rior Education and 3) Health. Primary and Sec-

ondary Education follows right behind with a 

value similar to 2) and 3). 

The Portuguese national company for long-dis-

tance trains, Comboios de Portugal, is continu-

ously demanding more investment in 

Infrastructures and trains. Nowadays the demand 

is so big compared to the supply that people travel 

hours in packed trains in some lines. Also, the 

Bridge 25 de Abril, the privileged connection be-

tween Lisbon and Almada, has been in the media 

for delayed funds for maintenance. In October 

2018, the Ministry of Health at the time admitted 

the infrastructures in the sector were 10 years be-

hind the level they should. The news corroborates 

the data. Except for the Defense sector, all other 

deviations are approximately proportional to the 

values they prelude. This sector is the only one 

where investments seem to fall outside the non-

priority list. All the others are cut without a speci-

fic rule.  

What is observed is that, for a matter of fiscal 

consolidation, some expenditures have positive 

deviations, while investment has overall negative 

differences. However, one thing is sure: the target 

of the deficit is the priority. Alongside, the Gov-

ernment is reluctant of approving investments 

where there is no available data on the existing 

capital. 

The reporting of deviations to citizens has a 

lot of information regarding the values of budg-

eted and executed Public Investment. Nonethe-

less, no justification is due to the difference 

between those numbers preventing citizens to 

understand the causes and effects of under-

spending fully. 

At least it is known that low investment com-

promises economic growth and the most affected 

sectors are directly related to future generations. 

The deterioration of those sectors may exacerbate 
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the effects of underinvestment in attaining eco-

nomic prosperity.

Figure 3 – Deviations in the top 6 sectors 

 

Source: “Contas Gerais do Estad o” Reports, from 2013 to 2017.  
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