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The European credit rating agency reports an improvement in the 
growth forecasts of the Portuguese economy to 6.6% this year 2022, 
according to the European Commission. 

 

Once again, the report highlights the favorable development of the 
Portuguese labor market, whose unemployment rate has fallen to 5.8% 
in the first three quarters of the year, almost one percentage point 
below the figure recorded at the end of the 2021 fiscal year. 

 

On the downside, the rating is constrained by the high volume of 
public debt—127.4% of GDP in 2021—which despite the reduction 
expected during the years 2022 and 2023, will be at levels above 110%. 
Moreover, the uncertainty associated with rising energy costs, 
inflationary pressures, and rising interest rates represent a potential 
risk for the Portuguese economy. 
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 Unsolicited rating of the Republic of Portugal  
In its November review, EthiFinance Ratings maintains the unsolicited 
credit rating of the Republic of Portugal at BBB with a change of outlook 
from stable to positive. The European rating agency also reports an 
improvement in the growth forecasts of the Portuguese economy for this 
year to 6.6%, according to the European Commission. This progress is based 
on the “remarkable” economic recovery and the “prompt” correction of 
some of the imbalances in public accounts. The emphasis is also on the 
favorable development of the Portuguese labor market, which has reduced 
its unemployment rate to 5.8% of the labor force so far this year, almost 
one percentage point less than at the end of 2021. However, the rating is 

limited by the elevated level of public debt, which will stand at 
114.7% at the end of this year and 111.2% next year 2023. Added to 
this are the uncertainties arising from the rise in energy costs, 
inflationary pressures, and rising interest rates.  

  

Madrid, November 25, 2022 

In its November review, EthiFinance Ratings maintains Portugal's unsolicited credit rating 
at BBB with a change of outlook from stable to positive “due to the good performance 
of both the socio-economic and fiscal situation” as well as the “stability in the 
Portuguese government” headed by Antonio Costa, who reached an absolute majority 
in the early elections of January 30. 

According to the European Commission’s forecasts, the European rating agency also 
reports an improvement in the growth projections of the Portuguese economy to 6.6% 
this fiscal year, up from the 5.8% forecast in last June’s review. As highlighted by the 
European credit rating agency, the gradual recovery of domestic demand, the structure 
of the Portuguese electricity market —which has dampened inflationary pressures—, the 
important weight of the services sector —with tourism as the main driver of economic 
growth— and less direct dependence on Russia and Ukraine have been decisive for this 
progress.  

The report warns of uncertainty in the global macroeconomic environment, where 
inflationary pressure stands out. It is estimated that the Portuguese CPI will reach 8% by 
the end of this year and will not fall below 5.8% in 2023. In addition to the price 
escalation in prices, the ECB has implemented monetary policy measures, with an 
increase in interest rates to 1.5% last October, which will undoubtedly have an impact 
on the real economy and the business network, “being another growth-limiting factor.”  
Thus, for the next fiscal year, EthiFinance Ratings includes the reduction to 0.7% of 
Portugal's growth forecast predicted by the European Commission. 

With regard to the foreign sector, the European credit rating agency expects a worsening 
of the current account balance due to the effects of the conflict between Russia and 
Ukraine, although at a lower level than in their previous report, given the reliable 
performance of services exports. Moreover, Portugal’s net international investment 
position will have fallen from -104% of GDP in 2020 to -91.5% of GDP in the first half of 
this fiscal year. 

 

Continued decline in the unemployment rate 
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The credit rating of BBB with a positive outlook once again assesses the strength of the 
Portuguese labor market which, after closing 2021 with an unemployment rate of 6.6%, 
has continued on the path of reduction, closing the first three quarters of 2022 with 
5.8% unemployment among the working population.  

However, EthiFinance Ratings continues to warn of the duality of the Portuguese labor 
market as the main weakness "especially among qualified and unqualified people,” as 
well as of the high temporary employment rates. Both factors imply "a reduction in the 
potential for future growth while encouraging the exodus of workers, mainly younger 
workers, to other European markets. This fact exacerbates the demographic problem".  

Indeed, the demographics of Portugal, with negative natural growth in recent years, is 
one of the factors that constrain the rating. In addition, the country has a "high" rate of 
dependency of 64.6% of the population between 20 and 64 years of age, with a tendency 
to worsen in the coming decades because of the declining birth rate and the increase in 
life expectancy to 81 years. “It is a challenge for the growth potential of the Portuguese 
economy, both because of the decreased propensity to consume of people considered 
dependent, and because of the pressure that healthcare spending will exert on public 
finances". 

 

Public debt above 110% 

The rating given to the Republic of Portugal reflects the “significant improvement” of 
the country’s public finances, which, in 2021, managed to correct the public deficit 
down to -2.8% of GDP. According to the Budget Proposal for 2023, which is expected to 
be approved in the coming weeks, this adjustment path is expected to continue this year 
2022 and the next 2023, lowering this level to -1.9% and -1.4%, respectively. 

EthiFinance Rating explains that this progressive reduction in deficit levels "is due to the 
good performance of the tax collection driven both by the quick recovery of the 
Portuguese economy and by the effect of rising prices".  

On the contrary, the report warns of elevated levels of public debt. Despite the 
reduction expected for this year and the next, the percentage of GDP will exceed 110%. 
Thus, from 127.4% in 2021, this year it will contract to 114.7% and 111.1%. In addition, 
“rising interest rates are positioned as a potential risk to the Portuguese debt profile 
through the cost of debt,” the report states.  

 

Institutional framework and ESG 

 

Portugal registers the best governance rankings in the European Union and shows an 
adequate institutional framework which is recognized by its top position in the World 
Bank's transparency and monitoring and control rankings. 

In addition, the rating has positively assessed the absolute majority obtained by Antonio 
Costa in the elections of January 30, which practically guarantees the approval of the 
Budget proposal for 2023. 

EthiFinance Ratings rating methodology also incorporates the Environmental, Social, and 
Governance (ESG) principles. Despite an improvement in recent years, Portugal remains 
below the European average in most social respects and has not yet issued any sovereign 
green bonds.  

In environmental terms, the report notes Portugal’s “high exposure to the physical risks 
of climate change,” ranking 37th in Germanwatch’s Global Climate Risk Index 2021. This 
could impact in diverse ways on public finances—through increased spending—and the 
economy—mainly through labor and land productivity. Thus, “adaptation to climate 
change in Portugal is a key issue in the medium term.” Moreover, although the country 
has a high energy dependence (65% is imported), its production of renewable energy is 
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higher than the European average.  

On the social side, the main constraint is the elevated level of inequality, with a GDP 
per capita of only 65.2% of the European average with a GINI index of 0.32 points 
compared to 0.30 of the European average. However, EthiFinance highlights the 
significant reduction in the number of people at risk of poverty with an AROPE rate of 
16.2% in 2020 (four tenths below the EU) and the drop-out rate reduced to 8.9%. 

 

 

  Key figures 

 

 


