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Good morning,

The Commission today took important decisions in the framework of the excessive
deficit procedure for Portugal. In our Opinion to the Coucil we conclude that an
excessive deficit exists in Portugal.

The general government deficit in 2001 amounted to 4.1% of GDP, thereby clearly
exceeding the reference value of 3% of GDP. Moreover, government debt, rose in
2001 to 55.5% of GDP, albeit still below the 60% reference value. These figures
were confirmed in Portugal’s submission by 1 September under the semi-annual
reporting of government deficits and debt levels. 

As I commented last July, the revision of the Portuguese government accounts
revealed that there are VLJQLILFDQW� GHILFLHQFLHV� LQ� WKH� 3RUWXJXHVH� VWDWLVWLFDO
VHUYLFHV��ZKLFK�,�XUJH�WKH�3RUWXJXHVH�JRYHUQPHQW�WR�DGGUHVV with resolve and
urgency.

From 1999 to 2001, according to the revised data, the government deficit increased
from 2.4% to 4.1% of GDP. While economic growth slowed markedly during that
period, WKH�LQFUHDVH�LQ�WKH�GHILFLW�PDLQO\�UHIOHFWV�D�ZHDNHQLQJ�LQ�WKH�XQGHUO\LQJ
EXGJHWDU\�SRVLWLRQ. The cyclically-adjusted deficit has widened nearly as much as
the actual deficit. Obviously, the rectifying budget adopted by the Portuguese
government in June 2001, involving cuts in expenditure to the amount of 0.6% of
GDP, was not enough tp keep the deficit under control.

It can therefore be concluded that the deficit in 2001 did not result from an unusual
event outside the control of Portugal, nor did it result from a severe economic
downturn.

We also analysed developments in 2002. The new government adopted
supplementary budget consolidation measures late last spring with a view to bring
the budget deficit to 2.8% of GDP in 2002. They are also ready to adopt additional
saving measures this year, if needed,  in order to honor this target.

This is a very positive development and I do hope that the expected results are
reached. In our opinion, LQ�WKH�DEVHQFH�RI�WKH�UHFWLI\LQJ�EXGJHW��WKH������GHILFLW
FRXOG�KDYH�EHHQ�DERYH��ò��RI�*'3�

However, DW� WKLV� VWDJH, while it is clear that the deficit would be substantially
reduced, LW�LV�QRW�\HW�SRVVLEOH�WR�DVVHVV�ZKHWKHU�WKH�GHILFLW�ZRXOG�VWD\�EHORZ
WKH����RI�*'3�UHIHUHQFH�YDOXH�LQ�����.

On the basis of Article 104.6 of the Stability and Growth Pact we recommend
therefore to the Council to decide that an excessive deficit exists in Portugal.

Finally, the Commission recommends to the Council to issue a recommendation to
Portugal in the sense of Article 104.7 of the Treaty. In the Commission’s view,
Ecofin should recommend to the Portuguese government to put an end to the
present excessive deficit situation as rapidly as possible and by 2003 at the latest.
The government debt ratio should also be kept below the 60% of GDP reference
value.  The Portuguese authorities should implement with resolve all saving
measures announced. My first impression is that WKH� 3RUWXJXHVH� JRYHUQPHQW
����� EXGJHW� SURSRVDO� LV� DOVR� D� VWHS� LQ� WKH� ULJKW� GLUHFWLRQ� DQG� VKRXOG� EH
LPSOHPHQWHG�ZLWK�YLJRXU� But off course what counts for the Commission are the
final results.
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The Portuguese authorities shall therefore present before the end of the year an
updated stability programme covering 2003 and the years EH\RQG� LQFOXGLQJ
DPELWLRXV� EXGJHWDU\� WDUJHWV� IRU� WKH� DFKLHYHPHQW� RI� WKH� PHGLXP� WHUP
EXGJHWDU\�SRVLWLRQ�RI�FORVH�WR�EDODQFH�RU� LQ�VXUSOXV� They should also secure
that the debt ratio is brought back to a declining path.

Finally, given that Portugal took already prompt action in May to reduce the
excessive deficit WKH�&RPPLVVLRQ�WRGD\�GLG�QRW�UHFRPPHQG�WKH�VXVSHQVLRQ�RI
WKH�FRKHVLRQ�IXQG�WR�3RUWXJDO.

Although today’s Commission decision only concerns Portugal, I would like to place
it in the broader picture regarding the budgetary situation of the euro area. Besides
Portugal, the budgetary situation is crucial in France, Germany and Italy. Deficits in
these countries are dangerously close if not above the 3.0% threshold. The
adjustment required by these countries in order to reach the close to balance
position is substantial. And I know it is painful. But our history teaches as that DQ\
DOWHUQDWLYH� LV�GDQJHURXV�IRU� WKH�VWDELOLW\�RI�RXU�HFRQRPLHV�DQG�RXU�FXUUHQF\
WKH�HXUR.

I also know that growth is slower than expected and substantial risks remain on the
horizon. Against this background, the Commission presented at the end of
September a pragamatic strategy on how to deal with the budgetary consolidation
challenge. 

The 3.0% of GDP deficit threshold is and should remain a binding constraint. $Q\
EUHDFKLQJ� RI� WKLV� WKUHVKROG� UHTXLUHV� VZLIW� DQG� FRUUHFWLYH� DFWLRQ� E\� WKH
PHPEHU�VWDWHV�FRQFHUQHG�

On the other hand, in the monitoring of the path to the close to balance position ZH
VKRXOG�SD\�LQFUHDVLQJ�DWWHQWLRQ�WR�WKH�F\FOLFDOO\�DGMXVWHG�EXGJHWDU\�SRVLWLRQV,
i.e. the underlying budget deficit position excluding the effects of the economic
cycle. We have now a common methodology in the Union on how to calculate
cyclically adjusted budget deficits and we should put it to good use.  I very satisfied
that Eurogroup Ministers last week in Luxembourg took a similar view and agreed
with our proposal that countries still in deficit should achieve as a minimum a 0.5%
of GDP per annum reduction in their underlying budgetary position until they reach
a close to balance position.

All countries with deficit positions have accepeted this approach and – with the
exception of France – are striving to implement it as of 2003. Off course the
Commission will have to analyse in detail the 2003 budgets and new stability
programmes. We will have to DQDO\VH� ERWK� WKH� SDFH� DQG� WKH� TXDOLW\ of the
budgetary adjustment adjustment effort. We will also have WR� HQVXUH� WKDW� VXFK
HIIRUWV�DUH�FRQVLVWHQW�ZLWK�WKH�JURZWK�VWLPXODWLQJ�VWUXFWXUDO�UHIRUPV�WKDW�DUH
QHFHVVDU\�IRU�WKH�(XURSHDQ�HFRQRP\.

I believe that we have critical months ahead of us but it would only be possible to
solve current problems if we work within the letter and the spirit of our EMU
framework. Budgetary policies are national but subject to a necessary degree of
coordination. This approach is essential to ensure an appropriate polciy mix for the
euro area.



4

Let me finally add that WKH�SURFHGXUHV�IRU�SUHYHQWLQJ�DQG�FRUUHFWLQJ�H[FHVVLYH
GHILFLWV�PXVW�EH� LPSOHPHQWHG� LQ�D�VWULFW� DQG� WLPHO\�PDQQHU� This is what the
Commission has done today for Portugal and what we will do if necessary in the
case of other member states. It is important for preserving sound public finances in
the EU and the credibility of the fiscal policy coordination framework. This is the
Commission’s clear position and ,�DP�KDSS\�WKDW�(XURJURXS�PLQLVWHUV�FDPH�WR
WKH�VDPH�FRQFOXVLRQ�LQ�/X[HPERXUJ�ODVW�ZHHN.


