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Abstract 

In this article, we argue that the Costa I Socialist government (2015-2019) pursued 

some kind of ‘austerity by stealth’, which we define as less visible fiscal contraction that 

is not displayed by the government in its public discourse. This allowed the Costa I 

government to fulfil its electoral pledges and maintain the support of the radical left, 

whilst also reducing the country’s deficit and consequently the costs of interest-debt 

repayments.  

Note: this research inserts itself in a larger one, together with Elisabetta de Giorgi, and 

will be published in an indexed journal soon.  
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1. Introduction 

Costa I not only stayed in power for the four full years, but he also managed to 

successfully conjugate two things: anti-austerity rhetoric (and policies) and pro-EU 

stances. Indeed, the government managed to reverse a number of public spending cuts, 

halve the unemployment rate, bring the budget deficit to its lowest level in 45 years (Wise 

2019) and regain credibility in the markets and at EU level. What is more, the government 

maintained the external support of the three radical left parties throughout the whole 

legislature. 

According to some observers,1 Costa’s triple success was made possible thanks to the 

boost to demand and production and the fall in unemployment associated with the 

reversals of the austerity policies. In this article, we argue that this narrative is not entirely 

accurate and present a two-fold argument. First, we argue that deficit reduction and 

spending increase within budgetary limits were made possible because the government 

continued austerity, albeit more discreetly (what we call ‘austerity by stealth’). Second, 

these measures enabled the Portuguese government to reduce the country’s deficit in line 

with the European Monetary Union (EMU) ceilings and, by the same token, to gain 

credibility with investors. Such an outcome further decreased the cost of interest-debt 

repayments - which were already lower thanks to the European Central Bank (ECB)2 - 

and also gave enough fiscal space to relax the austerity by stealth in the second part of 

the legislature.  

To support our arguments, we rely on a combination of different methods: an analysis 

of the data related to the government spending in its four years in office; and an in-depth 

examination of the status of the Health Sector. The paper is thus divided into three 

sections: the first establishes the theoretical basis of our argument; the second analyses 

the evolution in the government’s revenue and spending - with a subsection on the specific 

case of the National Health System (NHS). A third and final section concludes.  

 

 

 
1 See for example Les échos, 18.07.2017: Portugal's Economic Miracle Makes A Case Against Austerity; the New York Times, 
22.07.2018: Portugal Dared to Cast Aside Austerity. It's Having a Major Revival; the Financial Times, 10.05.2019: Portugal: 
a European path out of austerity?. 
2 The ECB started buying assets from commercial banks in March 2015 as part of its non-standard monetary policy 
measures. These asset purchases are also known as quantitative easing or QE. 

https://www.worldcrunch.com/business-finance/portugal39s-economic-miracle-makes-a-case-against-austerity
https://www.ft.com/content/66fccb1a-515c-11e9-b401-8d9ef1626294
https://www.ft.com/content/66fccb1a-515c-11e9-b401-8d9ef1626294
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2. Theoretical Framework: The Government´s 

Instruments to Square the Circle 

2.1. Austerity by Stealth  

After a period of austerity, political parties that campaigned for change find themselves 

in a tricky situation if they are elected. They have two, somehow contradictory, interests. 

On the one hand, they need to satisfy their voters by implementing such a platform. On 

the other, they have strong incentives to appear credible to investors and respect their 

international commitments (Moury & Afonso 2019); achieving such goals allows more 

influence to be gained internationally and/or money to be saved on high interest rates 

and, in the Eurozone, pecuniary sanctions to be avoided. In Peter Mair’s eloquent words, 

governing parties need to be both “responsive and responsible” (Mair 2009).  

Whereas Peter Mair claimed that these were increasingly incompatible goals, we argue 

that governing parties have a strategy available to them that is both responsive and 

responsible. This strategy consists of visibly reverting some austerity measures (and 

claiming credit for this), while at the same time keeping or even extending less visible 

cuts and taxes (but not displaying it in public discourse). We call this strategy ‘austerity 

by stealth’.  

This argument locates itself in a solid body of research that contends governments 

have incentives to claim credit for popular policies while concealing the implications of 

less popular choices from voters. For example, welfare state scholars have long shown 

that programmes susceptible to non-transparent reforms are more likely to be cut than 

other programmes (Pierson 1996; Lindbom 2007). In a similar vein, Mesa-Lago & Muller 

(2002) show that policymakers in several Latin American countries concealed the harmful 

changes associated with pension reforms, drawing public attention to the more visible 

benefits (see also Carolo 2014 for pensions reforms in Portugal). Exworthy, Macfarlane 

& Willmott (2009) also demonstrate how the British government obfuscated the reforms 

of the National Health System.  

This strategy has also been studied by economists, in particular in the fiscal sphere. 

For example, scholars have observed a governmental strategy of ‘fiscal illusion’ or ‘fiscal 

obfuscation’, which means hiding how much citizens pay for the state (for a review see 

Dollery & Worthington 1996). The main finding of these studies is that a complex tax 
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system helps the government increase public expenditure without taxpayers being fully 

aware of what is happening (Dell’Anno & Mourao 2011; Sanandaji & Wallace 2010). 

A third strand of the literature of relevance to our argument concerns public 

investments, a category of spending that is often less visible than others in the short term. 

Statistical analyses show that when fiscal consolidation is required, investment goes down 

more than other spending categories (see amongst others Breunig & Busemeyer 2012). 

This is not only true for countries that must respect EMU ceilings, but also for those 

outside the Eurozone (see for example Stancík & Valila 2012). The reason invoked to 

justify such findings is that public investments are less visible than other expenditure, and 

hence easier to cut back or postpone (Oxley & Martin 1991, p. 161). Another explanation 

is that, for some investments, it is companies and not voters that are most affected by the 

cuts in the short term and parties are more sensitive to the latter when an issue is salient. 

Studies by Kraft (2017) and Jacques (2019) tested this argument by distinguishing 

between types of investment, arguing that investments with visible short-term benefits 

for citizens are more resilient than others. Using different methods, both scholars 

demonstrate that fiscal pressure makes incumbents cut back on the infrastructures and 

innovation that most affect companies and universities, rather than on spending related 

to human capital that brings immediate benefits to the broader group of families and 

teachers.  

Finally, scholars interested in the consequences of a bailout for public policy also 

present interesting findings for our argument. The idea is that spending reversals have 

costs (lack of budgetary revenues, damaged credibility or EC sanctions) and governments 

are more likely to reverse policies when this brings an electoral payoff (Moury and Afonso 

2019). In that line, Rickard & Caraway (2019) demonstrate that public sector wage cuts 

made under IMF conditionality do not persist in the longer term because governments 

are keen to appease powerful domestic constituents. Moury, Cardoso & Gago (2019) 

show that two thirds of the spending cuts introduced in Spain and Portugal during the 

crisis have been reversed, and these reversals were mainly to policies with concentrated 

benefits and diffuse costs. Finally, Afonso & Bulfone (2019) show how political parties’ 

proposals for reversals are linked to the interests of their core constituencies. All these 

studies converge into finding that when governments are forced to make budgetary 

choices, they will maintain (or increase) visible spending and make cuts in less visible 

areas. 
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2.1. The Positive Loop  

Practising ‘austerity by stealth’ is not without risk for incumbents, however. First, the 

opposition and interest groups, who are more informed than ordinary voters, can benefit 

from alerting citizens about the hidden cuts, especially if they had not been involved in 

introducing the policy (Elmelund-Præstekær, Klitgaard & Schumacher 2015). Another 

problem is that under-investment or cuts in less costly areas cannot be kept invisible 

forever. Firstly, users may notice the degradation of the infrastructures (hospital 

buildings, classrooms, public transports etc.) or the deteriorating access to/quality of 

public services. Also, under-investment reduces growth: for example, Abiad, Furceri & 

Topalova (2015) used a sample of 17 OECD economies since 1985 to show that a lack of 

investment decreases growth, restricts private investment and reduces employment.3  

Additionally, a lack of investment in public services is visible to the specific constituencies 

that would have benefited from it (Kraft 2017; Jacques 2019).  

The last point of our argument, however, brings a more positive outlook. We argue 

that ‘austerity by stealth’ ultimately creates a positive loop that enables a partial relaxation 

of this austerity. This is because some degree of hidden austerity allows for a reduction 

in the deficit that helps boost credibility among investors (and, in the Eurozone, avoid EU 

sanctions at). Governments issue bonds to borrow money for short-term or long-term 

loans at varying rates of interest (yields). The more investors fear the government will 

default on its debt repayment, the lower the demand for these bonds will be and the 

higher the yields. Given the substantial size of most government debt burdens, a decrease 

in bond prices entails significant real savings for the government, which might then be 

used to (partially) compensate for those hidden austerity measures.  

Many other factors impact investors’ trust in sovereign bonds, such as elections and 

the ideology of the incumbents (Ferrara & Stalter 2018), fiscal policies (Tavares 2004), 

government budgetary plans (McMenamin, Breen & Muñoz-Portillo 2015), concentration 

of power within the political system (McMenamin & Breen 2013), appointment of 

technocrats (Alexiadou, Gunaydin & Spaniel 2018), membership of international 

organisations (Gray 2013), delegation to supranational actors (McMenamin & Breen 

2013), and the EU declarations and actions of the ECB (Demertzis & Wolff 2016).  

 
3 Similar findings were found by Dreger & Reimers (2016) and Fournier (2016), among others. 
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This literature generally converges in affirming that (variation in) fiscal deficits,4 debt 

and inflation (in economics, the ‘fundamentals’) are the most important determinants of 

the government bond yields. To put it simply, the lower the deficit, debt and inflation, 

the greater the demand for sovereign bonds will be and the lower the yields (see amongst 

others McMenamin & Breen 2013). In the first years of the EMU, investors in the EMU 

did not scrutinise these fundamentals closely, and yields were low for all countries. 

However, investors lost confidence in the ability of some countries to repay their debts 

when the manipulation of Greece’s public account data in 2009 was revealed, and 

variation in deficit and debt has since become an important determinant of the yields of 

sovereign bonds yet again(Wollmershäuser & Klepsch 2011; Poghosyan 2014).  

Based on these findings, we thus argue that the reduction in the deficit obtained thanks 

to austerity by stealth allows a given country to regain credibility vis-a-vis investors and 

that the associated decrease in borrowing costs might have allowed a (partial) relaxation 

of this type of austerity nearer to the elections. This partial improvement increases 

(slightly) the satisfaction of the users of public services and of organised interests; and 

makes it more difficult for opposition parties to criticise the government for continued 

austerity measures.  

2.3. A Quantitative Analysis of Government Spending and Revenue  

In this section, we show how the choices above were translated into macro-economic 

outcomes. We show that although the government reverted several austerity policies, 

there was no inversion of the fiscal contraction in effect since the crisis. Additionally, we 

look at the consequences of this trend in terms of public services offered to citizens in the 

health sector. 

2.3.1. Public Debt  

In Figure 1, we show the results of those trends in terms of public debt and deficit (as 

a percentage of Gross Domestic Product, GDP). We can see that the Government deficit 

was in constant decline from 2011 (the first year of the bailout), reaching 1.9 per cent in 

2019. Public debt stabilised after 2013 but decreased after 2017. This shows that the 

Costa I government was indeed responsible for its EU commitments. The ratio of public 

 
4 Together with inflation, which is no longer the responsibility of national governments within the EMU.  
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debt to GDP fell in the last years of the Costa I government as a result of GDP growth 

being larger than nominal debt increases. The decline in the public debt interest rate 

contributed significantly to this evolution, due to both international market conditions 

and the steady improvement in the Portuguese Government reputation.   

2.3.2. Revenues  

Fiscal consolidation can be achieved by an increase in taxes and/or a decrease in 

spending. Starting with the former, Figure 2 depicts the amount of direct and indirect 

revenues of the Portuguese government from 2007 to 2019, together with the total 

revenues and the evolution of GDP.  We present absolute values at constant prices (the 

reference year is 2016). Although these figures are traditionally presented as a percentage 

of GDP, we prefer to present absolute numbers given the marked variation in growth rate 

during the period under study. However, we add the total GDP to the graph to show how 

this variation compares with growth in revenues. Both the numerator and the 

denominator in the usual ratio changed during this period.  

In this figure, we can see that GDP started to grow from 2014 onwards, following 7 

years of small or even negative (during the bailout years) growth. Looking at total state 

revenues, we see that after decreasing from 2008 to 2012 they rose gradually until the 

end of 2019 (to higher than the pre-crisis level). In other words, there is no indication of 

a relaxation of fiscal consolidation on the revenue side during the first mandate of the PS, 

despite an increase in GDP.  

A closer examination of the sub-categories of revenues shows an even more interesting 

picture. On the one hand, we observe that the revenues from income tax, which had risen 

remarkably in 2013, tended to decrease slightly after the elections (despite the growth in 

employment and as a result of an increase in the number of tax brackets, which made 

taxation lower and more progressive as described above). Corporate tax revenues 

remained stable after the bailout due to the contrasting effect of both a change in the tax 

rate (which was lowered from 25 per cent to 23 per cent in 2014 and to 21 per cent in 

2015) and the increase in economic growth.  

On the other hand, revenues from indirect taxes grew more than GDP during the Costa 

I government as taxes on petrol, sugary drinks, and net worth were raised, while VAT 

rates that had gone up during the crisis were maintained (except for the taxation on 

restaurants). Taken together, these results provide support for our austerity by stealth 

argument: in addition to the relative weight of taxation not going down during the 
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Socialist government, there was a clear shift from visible (income) to less visible (indirect) 

taxation.  

2.3.3. Expenditure 

In Figure 3, we turn to Government expenditure. We present the evolution of the most 

important categories of government spending (in constant prices) since 2007. To 

understand this evolution, it must be noted that there was no privatisation of public 

utilities in these sectors contrary to what happened to public spending in transportation, 

energy and communication, for example.  

In the figure, we observe an abrupt increase in expenditure on interest rate payment 

in 2010-12. After Draghi declared his intention to buy national bonds on the secondary 

market in 2012, the spending on interest rates stabilised for three years. The expenditure 

on interest rates then went down slightly after 2015 when the BCE started its quantitative 

easing programme, but this decline became more marked after 2016 when the 

Government deficit started to decrease. Even though it is very difficult to disentangle the 

effects of the BCE interventions and reduction in Government deficit, the sharper decrease 

in interest payments in 2017, 2018 and 2019 supports our second argument, namely, that 

the reduction in Portugal’s deficit reassured investors and allowed for considerable 

savings in interest payments. In the case of social security, there had been a counter-

cyclical increase during the 2010-12 period (as a result of unemployment), and again a 

stable pattern from 2013.  

The same figure also shows the sharp decrease in total state expenditure and the total 

spending on education, investment and health in 2010-2012/3, before becoming more or 

less stable. In other words, we do not observe any increase in spending in absolute terms 

(or welfare state expansion) relative to post bail out. If we look at the evolution of GDP, 

we then can see that the evolution of spending has not accompanied the increase in GDP 

that started in 2014. In other words, public expenditure as a percentage of GDP declined 

during the Costa I government.  

The most striking feature is the decrease in spending on investment in real terms (and 

thus the even greater decline as a percentage of GDP since 2014),: there had been a 

dramatic fall in the period 2010 to 2012, which subsequently continued. This is a 

worrying trend as economists generally agree that public investment tends to foster long 

term growth, to such an extent that it ‘pays for itself’ and more (see for example Abiad, 

Furceri & Topalova 2015). This trend has been observed for both ‘hard’ (infrastructure) 
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and ‘soft’ (education, R&D, family support, and active labour market policy) public 

investment (Streeck & Mertens 2011) in other countries, especially those most affected 

by the crisis (Hickey, Lozej & Smyth 2018; Hauptman 2018). Moreover, this decline 

cannot be explained by a closing of public-private partnerships, which are long-term 

contracts between government and a private-sector company to finance, build, and 

implement projects (Direção-Geral do Tesouro e Finanças 2012). 

However, in line with our positive loop hypothesis, it must be noted that we observe a 

slight increase in absolute spending the year(s) before the election in two sectors: 

investment and health. The symmetrical (but larger) fall in interest-rate payments 

therefore allowed for both this increase and the reduction of the deficit that we observed 

in Figure 1. 

To conclude, we find no evidence of the reversal of austerity on either the revenue or 

expenditure side. On the contrary, we observe an increase in government revenues and a 

stabilisation of expenditure at the post bail out level (that implies that the expenditure in 

percentage of GDP fell). As expected, despite the government’s public statements (see 

below), its strategy has been to shift from more visible to less visible austerity - namely 

with relatively more indirect taxation and a significant decrease in investment. 

3. Austerity by Stealth in the Health Sector 

The absolute figures for spending and expenditure do not tell us the whole story. 

Indeed, these numbers do not account for the fluctuation in population, wages, prices and 

costs that occurred during and after the bailout. To address this limitation, we now turn 

to a more fine-grained analysis of one key sector of the state, the provision of health 

services. This area was chosen as it represents the state’s major area of spending but also 

of great importance to the Portuguese.5  It is also very important to the Portuguese: in a 

poll conducted just before the 2019 election, a quarter of the respondents considered 

health the most important issue facing the country.6   

Since 2007, there have been dramatic changes in expenses in the health sector. On the 

one hand, the immediate impact of the bailout was a drop of circa 14.5 per cent in public 

health care expenditure in 2012 (the lowest point) vis a vis 2010 (the highest point). 

Several measures were taken to cut nominal public health care expenditure (Barros 

 
5 Considering only public social spending, the expenditure in Health is higher than Social Security (in terms of government 
budget transfers), because the contributory system of social security is funded by their own revenues. We thank the 
anonymous reviewer for raising this point. 
6 https://sondagens-ics-ul.iscte-iul.pt/ 
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2012). After a first set of measures directed towards civil servants, including wage cuts 

and an increase in working hours, pharmaceutical spending was the next target; the 

regulated margins of pharmacies in prescription-only drugs  were revised down, a new 

less costly system of international reference pricing for drugs was introduced as well as 

health technology assessment methodologies for new pharmaceutical products. Finally, a 

more diverse bundle of measures sought to increase the efficiency (and lower the costs) 

of health care delivery (including centralised procurement initiatives, imposition of price 

reductions on service and product providers, better management of human resources, 

etc.).  

With the end of the bailout period and the change in government, the first set of 

measures affecting the wages and working hours of NHS workers was gradually reversed. 

Also, new pharmaceutical products, introduced mainly in the hospital market, have 

considerably higher prices than the products in the same therapeutic class that had 

previously been introduced. There is now less pressure to contain the new prices.  

We examine the effects of these changes from four different angles. We first present a 

statistical analysis of the trends in different categories of expenditure, before making a 

detailed analysis of the evolution of the hospital debts, the waiting list for various 

procedures and the citizens’ perception of whether their needs are met.  

In the statistical analysis of the trends in expenditure in different indicators of health 

services, we distinguish three distinct time periods: before the bailout (2000-2011), 

during the bailout (2011-2014) and after the bailout (post-2014). We use a simple 

regression model to compute mean effects: 

 

 

 

where t represents a time trend variable, D_1 takes value 1 during years 2011-2014, 

value 0 otherwise and D_2 takes value 1 during years 2015-2017 (or later) and value 0 

before 2015. a1 and a2 coefficients represent the change in a given indicator during the 

bailout period and afterwards, respectively. Hence, coefficients should be interpreted as 

deviations from the previous time trend evolution. The small number of years implies that 

this exercise should be seen primarily as a useful description of the main features of this 

period. 

If neither coefficient is different from zero, there has been no change in trend since the 

initial period. Negative/positive coefficients imply that austerity/fiscal expansion is at 



13 

Policy paper 15 

play in a given period. When both coefficients are negative, if a1 is inferior (more 

negative) / superior to a2, it could be said that austerity was attenuated / aggravated 

(respectively) in the later period.7   

To put it simply, the analysis is based on the idea of deviations to a trend. The growth 

of spending in a given category during the troika period (2012-2014) and after (2015-

2017) is measured against the trend of growth before the troika (2000-2011). The next 

table summarises the main results of the regression analysis as described by the equation 

above.8  In Table 1, we observe that austerity in the health sector took place during the 

bailout years, but subsequently continue: if we consider the total public health 

expenditure,9  we can see that a1and a2 are negative and statistically significant - which 

means there was a downward trend in expenditure as compared to the previous period.  

Cuts in public expenditure can result from cutting services, costs and prices and 

shifting payment from the public sector to households. We therefore identify the trends 

in a range of different expenditures. We look at all the sub-types of expenditure for 

hospital care and we observe fiscal contraction during the bailout, but also for inpatient 

and outpatient care in the post bailout; on the other hand, neither the bailout nor its 

termination had a significant impact on the expenditure trend for daycare. Similarly, 

there was a negative shift in the trend in spending on pharmaceutical goods for both the 

bailout and post bailout periods.   

We can assess whether households had to cover an increasing part of the bill by looking 

at the evolution of out-of-pocket payments, i.e. the sum paid by citizens and not 

reimbursed by the NHS, including the user charges in hospitals, cost-sharing for drugs, 

etc. To recall, the increase in user charges for some public services was a landmark 

decision under the international financial assistance programme (although coupled with 

an increase in exemptions from these charges), and these were later reduced by the new 

government in early 2016. To account for the effect of these changes, the same statistical 

 
7 The interpretation is as follows: (a1-a2) > 0 - increase in x during the troika was larger than after the troika; a1=a2 it is 
the same; a1 - a2 < 0 - increase in x during the troika was smaller, impact of troika was larger => thus a1 <a2 < 0 (a1 
inferior to a2) means lower impact during period 2 (after troika) than during period 1 (troika). 
8 The number of observations is 18, with 14 degrees of freedom. 
9 Including both the National Health Service and the Regional Health Services of Azores and Madeira autonomous regions. 
The analysis is performed in nominal terms (during this period, inflation was generally low, and evolution of out-of-pocket 
payments was driven by both price and volume effects). A revision in the statistical 9 Including both the National Health 
Service and the Regional Health Services of Azores and Madeira autonomous regions. The analysis is performed in nominal 
terms (during this period, inflation was generally low, and evolution of out-of-pocket payments was driven by both price 
and volume effects). A revision in the statistical series of the National Health Accounts was made, and the values for 2016-
2017 were reviewed upwards relative to the previous series. We do not have further backward compatibility. The main 
computations above used the old series.  
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analysis is performed using out-of-pocket payments (last row of Table 1). We can see a 

downward trend in the amount of out-of-pocket payments both during and after the 

bailout. More precisely, Table 1 shows that while out-of-pocket payments by households 

during the troika years did not increase, this out-of-pocket expenditure does then increase 

but the pace of growth is nearly identical to the trend before the troika years.  

In Table 1, we can therefore infer that there has been no reversal in austerity, as 

measured by the evolution in health expenditure. After the bailout, there was still fiscal 

consolidation in expenditure for care in hospitals (excluding day care) and for 

pharmaceuticals. Hence, the emerging picture is one of austerity falling upon providers 

of care within the scope of the NHS, with public hospitals and pharmaceuticals being 

particularly affected. There is not, however, evidence of the government shifting its public 

expenditure to households during this period. 

Another important indicator of financial constraints faced by public hospitals is the 

amount of debt they create. This debt creation, and the subsequent immediate growth in 

arrears, has always represented one of the escape doors from budget limitations in the 

management of hospitals. Consequently, the total amount of arrears (payments due that 

exceed delays of 180 days) could be taken as a summary indicator of the insufficiency of 

hospital funds to meet their medical assistance needs. This indicator is available with 

monthly periodicity and is presented in Figure 4 (a sudden drop usually suggests that 

extra funds were made available).  

At the start of the bailout, the existing hidden debts were brought into the accounting 

system. The drop observed in July 2012 is explained by the extra funds made available to 

regularise hospital debt. Subsequently, arrears had a monthly absolute growth of circa 

30.8 million euro. From June 2014 to August 2019, and again excluding the effect of debt 

regularisation transfers, there was a monthly growth in arrears of 30.7 million euro. If we 

consider only the Costa I government, the mean absolute growth in arrears was 39.2 

million euro per month. Therefore, the end of the international financial assistance 

programme did not stop the financial pressure on hospitals; quite the contrary. This 

finding again provides support for the argument that the socialist government pursued 

austerity by stealth. Another escape door for hospitals facing contraction is that of 

delaying the provision of services, with waiting times being used to avoid more health 

expenditure.10  Figure 5 reports information on median waiting times for the most 

 
10 Another option for hospitals is the reduction in investment and maintenance of equipment, but unfortunately no detailed 
analysis of ageing equipment and maintenance and replacement delays is publicly available. However, this possibility is 
very plausible if we look at the overall trend in investment. 
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important types of surgeries and their recent evolution as an illustration of the general 

movement. It shows that the austerity years were associated with an increase in waiting 

times; however, the effect has not disappeared in more recent years and, in some cases, 

it is quite the opposite. This information again corroborates the austerity by stealth 

argument. 

A final piece of information about service quality comes from the unmet medical needs 

indicator from the EU-SILC (European Union Statistics on Income and Living Conditions) 

survey. Figure 6 shows the percentage of citizens that had an unmet health care need due 

to costs, distance or waiting lists in the past year.11  We can observe an increase in unmet 

needs during the austerity years (2011-2014), with a reversal afterwards – a similar 

evolution pattern is found in the EU. Hence, the austerity by stealth situation did not deter 

the patients’ first contact with the NHS (or the health system, more generally), and the 

containment of public health expenditure occurred therefore through increased waiting 

times, and with increases in debt and arrears. 

What emerges is that the cut in costs in both the bailout and post bailout periods 

caused a deterioration in the quality of public services and delayed services (together with 

a reduction in the profit of the pharmaceutical industry and pharmacies) but it did not 

leave people unattended on a large scale. Overall, we find important evidence in support 

of our argument that unrecognised austerity, i.e. austerity by stealth, has been pursued 

by the Socialist government to square the circle. 

 
11 Although this indicator has been criticised for being subjective and not related to actual received care (for a discussion 
of this measure see Allin & Masseria 2009), it still provides useful information. 
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4. Conclusions  

In this article, we bring some nuance to the narrative that suggests the Portuguese 

recovery - and the subsequent reduction of the debt and deficit - was made possible thanks 

to the ending of austerity, which gave rise to more growth and revenue. We argue and 

demonstrate that in addition to the more visible reversals of austerity policies, the 

government also pursued some ‘austerity by stealth’.  

We show that these measures enabled the Portuguese government to reduce the 

country’s deficit in line with the EMU ceilings and, by the same token, to gain credibility 

with investors and lower the cost of interest-debt repayments.  

We further look at the evolution of government spending and revenues and observe a 

shift from direct to indirect taxation revenue, and – in the first three years of the mandate 

- the continuity of low spending on health, education and investment. Given the increase 

in GDP, this continuity means that the relative weight of that spending had decreased. 

We also observe that from 2018-19 onwards the decline in spending on interest rates 

payments allowed the government to (partially) increase investments and health 

spending - without reaching the level of the pre-troika years however.   

To glean a deeper understanding of what this decrease means, we take a closer look 

at one specific field: the health sector. There, we find evidence of a prolongation of 

austerity despite the rise in health workers’ wages and the cut in their working hours. 

However, the burden of this austerity was carried by hospitals and the pharmaceutical 

stakeholders rather than directly by households.  

Finally, it should be noted that this strategy was electorally successful for the PS. Even 

though citizens were increasingly aware of the deterioration in public services, notably in 

health and transportation (a central issue in the 2019 campaign), the incumbent PS 

gained seats and votes in the election. On the left, the BE more or less replicated its (very 

positive) 2015 outcome, while the CDU - i.e. the PCP and the Greens, which had claimed 

the credit for visible spending during the legislature but blamed the PS for the cuts - 

suffered significant losses. This is a puzzling fact that warrants further research, but that 

may be explained, at least in part, by the fact that voters in a country that had just been 

bailed out now value the state’s capacity to keep accounts in order.  

A comparative analysis would help verify whether our findings can be applied in other 

countries that were equally hit by the economic crisis. Since the anti-austerity rhetoric 

was quite common in all Southern European countries in the post-crisis period, notably 
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among the left or challenger parties, the present study on the relationship between 

responsiveness and responsibility and the strategy adopted by the governing parties to 

fulfil both should be replicated in further cases, and notably in those in which anti-

austerity parties formed governments. The alarming decrease in public investment 

observed everywhere but especially in Southern Europe indicates that austerity by stealth 

is probably a widespread phenomenon. 
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6. Appendix 

6.1. List of interviews  

1. Junior Minister, PS Government, 7th May 2018.  

2. Junior Minister, PS Government, 18th May 2018.  

3. Junior Minister, PS Government, 20th June 2018 

4. Minister, PS Government, 23rd May 2018 

5. Negotiator, BE, 07th November 2019.  
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6.2. Tables and figures 

Figure 1: Evolution of Public Deficit and Debt in % of GDP  

Source: DGO/MF, BP, INE, collected by Pordata.pt and consulted on 27th August 2020.  
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Figure 2: States Revenue, per given category, in Millions of Euros (constant price12) 

Source: Own elaboration from DGO / MF (‘report on General State Account’) and INE (‘Annual Accounts’), collected by 

Pordata.pt and consulted on 27th August 2020.  

 

 

 

 

 

 

 

 

 
12  References prices are those of 2016. GDP is presented in tens of millions. 
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Figure 3: State Spending, per given category, in Millions of Euros (constant price13) 

 

Source: Own elaboration from DGO / MF (‘report on General State Account’) and INE (‘Annual Accounts’), collected by 

Pordata.pt and consulted on 27th August 2020.  

 

 

 

 

 

 

 

 

 
13 References prices are those of 2016. GDP is presented in Tens of Millions. 
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Table 1: Main result of the regression analysis of the trends in expenditure for different categories  

Dependent variable (a1) 

2011-2014 

(a2) 

2015-2017 

Test a1=a2 

 F (1,14)) 

Interpretation 

Public health expenditure -144* -166* Does not 

reject 

Austerity by 

stealth 

Public inpatient expenditure -27* -28* Does not 

reject 

Austerity by 

stealth 

Public hospital day care 

expenditure 

2,8 2,7 Does not 

reject 

No austerity 

impact 

Public outpatient expenditure -46* -60* Does not 

reject 

Austerity by 

stealth 

Public expenditure with 

pharmaceuticals 

-43* -47* Does not 

reject 

Austerity by 

stealth 

Out-of-pocket payments by 

households (total) 

-48* -58* Does not 

reject 

Health system 

improvement 

Note: * means statistically significant at the 5% level; a negative sign for coefficients means a lower growth compared with 

the trend in 2000-2010.  Source: own computation, based on INE – Health National Accounts. 
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Figure 4: Average monthly growth in arrears per trend period 

 

Note: equal values over consecutive months means the same average trend value applies.  

Source: own computations, based on the values of monthly arrears by Direcção-Geral do Orçamento. 
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Figure 5: Median waiting times (surgery) in number of days 

 

Source: Own elaboration from OECD Health Data 2019 
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Figure 6: Percentage of citizens that report an unmet need (due to services being too expensive) in the 

past year 

 

Source: Own elaboration from Eurostat 
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