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Rating Action 
 
Axesor Rating affirms the Republic of Portugal’s “BBB” unsolicited credit rating 
maintaining its Stable outlook. 
 

Executive Summary 
The unsolicited credit rating of the Republic of Portugal of BBB with a stable outlook is 
based on the sustained pace of economic recovery observed in 2021 -driven mainly by 
both the recovery in private consumption and the increase of public expenditure to face 
de COVID crisis-, the improvement of the GDP growth forecasted for 2022 and 2023 -
which we expect will not reach pre-Covid economic levels until the end of 2022- and the 
adequate evolution of inflation in comparison with its main European peers. Likewise, 
our rating highlights the reduction of the unemployment rate despite the impact of 
COVID crisis over tourism, the convergence with its Europeans peers in terms of GDP per 
inhabitant, the decreasing rate of non-performing loans in the banking sector, the path 
of consolidation of public finances and the improvement in the average life and the cost 
of its high volume of financial debt. 
 
However, our unsolicited credit rating continues constrained by the high level of public 
debt (which is not expected to recover to pre-crisis levels until 2025), the growing stock 
of external debt, the lower financial sector`s profitability (which will limit the internal 
capacity of capital generation and the uncertainties surrounding the general elections 
called for next January 30, in addition to the new limitations announced by the current 
Executive to face the epidemiological evolution of the new variants of Covid and that 
will come into force after Christmas. 

Fundamentals 

Strengths  

• The economic recovery observed in 2021 and the expected path for 2022 & 2023 in 
addition to favourable inflationary perspectives. 

• The projected primary surplus for 2022 will help the return to the path of reducing 
the high volume of public debt. 

• Maintenance of a decreasing path of unemployment and the convergence in terms 
of GDP per inhabitant with its European partners. 

• Its Eurozone membership has allowed it to benefit from the favourable 
environment drawn by the expansionary monetary policy, both in terms of control 
of the risk premium of the Portuguese public debt, as well as access to the liquidity 
mechanisms made available to the Portuguese financial system. In addition to it, 
we highlight the funds that Portugal will receive from the EU next Generation 

Weaknesses 

• High stock of public debt. After reaching the historical level of 135% of GDP in 
2020, we do not expect to see a great improvement in the next years increasing its 
financial vulnerability. 

• The new measures announced by the Government to deal with the Omicron variant 
could postpone part of the economic recovery to 2023. 

• High stock of external debt, with a foreseeable deterioration in the coming years 
as a consequence of the current account deficits projected until 2023. 

• The uncertainties surrounding the general elections called for next January 30 and 
the impact of the results over the process of fiscal consolidation and the adoption 
of the necessary structural measures. 
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Main financial figures 
 

 2019 2020 2021E 

Real GDP (% change) 2.2% -8.4% 4.7% 

GDP per inhabitant (current, €) 20,800 19,658 - 

CPI (annual change, %) 0.3% -0.1% 0.8% 

Unemployment rate (%labor force) 6.5% 6.9% 6.9% 

People-at-risk (%population) 21.6% - - 

Population (thousands)  10,295 10,287 - 

Dependence ratio (<19 and >65 yo/20-64 yo) 64.3% 64.6% - 

Private debt (% PIB) 150% 161% - 

NPLs  6.2% 4.9% 4.3% 

ROA (financial sector) 0.4% 0.0% 0.4% 

Current Account Balance (%GDP) 0.0% -1.1% -0.8% 

NIIP (%GDP) -100.8% -106.4%         -101.4% 

Fiscal Balance (%GDP) 0.1% -5.7% -4.5% 

Public Debt (%GDP) 117.7% 135.2% 128.1% 

 
 
 
 

   

Outlook 
 

Our “BBB” credit rating with a stable outlook is based on the potential growth path that 
we expect to see in the Portuguese economy thanks to a sustained recovery of internal 
demand and the positive effects of EU Next Generation funds. Despite the evolution of 
the epidemic and the uncertainties surrounding the formation of the new Government, 
we expect Portugal to recover its level of economic activity by the end of 2022 as well 
as to maintain the adequate pace of fiscal consolidation that we have observed in the 
last years. 

Sensitivity Analysis 

Drivers that could (individually or collectively) impact the rating: 

 Positive drivers (↑). 

Although it is not foreseeable that it will occur in the short term, higher than 
expected economic growth, greater fiscal consolidation and a notable 
improvement in the stock of public debt would favour an improvement in the 
rating. 

 Negative drivers (↓). 

The emergence of new waves of contagion that could force new activity 
limitations undermining the potential for economic recovery, a NPL rate above 
the registered in the last financial crisis, the worsening of the public deficit and/or 
a big increase in the level of public debt. 

Rating Committee 
 

The rating committee has agreed to maintain the “BBB” credit rating with stable 
outlook. The main aspects discussed has been the economic recovery, the evolution of 
the pandemic, the fiscal & indebtness situation and the government. 

 

 



 

REPUBLIC OF PORTUGAL 

SOVEREIGN RATING  

Sovereign Rating UNSOLICITED                          
FB0A8498-37C4-45C9-ACB2-EAF6366304F1/20000023                     3/9 

Socieconomic situation 
 

Starting with the macroeconomic pillar, and after a 2020 in which Portugal's GDP fell by 

8.4% (a greater fall than the 7.6% considered in our July 2021 report), it is expected that 

in 2021 the Portuguese economy will recover by a rate of 4.7% year-on-year (one 

percentage point higher than that estimated in our previous report  estimates), a rate 

that we expect will accelerate in 2022 to reach 5.8% (surpassing the 4.9% considered in 

our previous report), all this is thanks to the progressive recovery in domestic demand 

and the positive impact expected from the EU Next Generation funds.  

 

Although the Portuguese economy fell more than we previously expected, it presented a 

lower decrease than the Spanish GDP (-10.8%). Nevertheless, Portugal faced a lower covid 

incidence that allowed the country to cease the strictest measures earlier. At the 

beginning of May 2020, the Oxford Stringency Index fell from 87 to 69 in Portugal, while 

Spain did not reach the same level until the end of the same month. The higher incidence 

during the first wave of coronavirus in Spain was also reflected on consumption. In this 

sense, household consumption in Spain experienced a deeper drop (-24,5%) than the 

Portuguese (-17,6%), being one of the components more affected by the restrictions, but 

also due to a higher uncertainty – the Spanish consumer confidence index stood around 

95 while the Portuguese at 97 during the second and third quarter of 2020. 

 

In this sense, the data available for 2021 highlights that, after a first quarter negatively 

affected by the evolution of the pandemic, the recovery registered in the second and 

third quarters places Portugal’s GDP the level of activity in the first nine months of the 

year at a 4% lower than pre-pandemic levels, surpassing Spain and reducing the distance 

with the rest of European countries, thanks to both higher public spending and stronger 

household consumption that would be about to reach pre-pandemic levels (98.7% 

compared to 91.6% registered by Spain in the same period). 

 

However, we highlight the uncertainty on which the macroeconomic scenarios are built, 

strongly conditioned by the evolution of the pandemic. In this sense, daily infections 

reached a peak of 18,000 as a consequence of the evolution of the Omicron variant. For 

this reason, the Portuguese Government announced the implementation of a series of 

activity limitations that could condition the prospect of recovery for this new year 

(however, it should be noted that the Stringency Index continues below 50 points, far 

from the 90 points reached in the same period last year).  

 

With regard to the social pillar, our credit rating of BBB with a stable outlook reflects 

the positive evolution observed in the Portuguese labour market throughout these years,  

and although the effect of the pandemic on the Portuguese economy has been significant, 

we highlight its reduced impact on employment thanks to the containment measures 

implemented by the Portuguese Executive. 

 

In this sense, our unsolicited credit rating takes into account that Portugal closed 2020 

with an unemployment rate of 6.8% of the workforce, just 0.3 percentage points higher 

than the year-end 2019 data, with a forecast of worsening in 2021 to 6.9%, below our 

previous forecast of 7.7%, and a progressive recovery to 6.7% in 2022. Therefore, at 

Axesor Rating we keep this pillar in the middle ranges of the thresholds defined in our 

rating scale. 

 

However, we continue to warn about the persistence of the problem of duality in the 

labour market, mainly between qualified and low-qualified employees, and the higher 

incidence of temporary employment, since they imply a reduction in the potential for 

future growth while encouraging the exodus of workers -mainly of the youngest- to other 

European markets, aggravating the demographic problem. 

 

Finally, our unsolicited credit rating to be constrained by the negative demographic 

evolution -with forecasts of negative natural growth of -0.17% in 2021- and a high 

dependency ratio of 64.6% from the population between 20 and 64 years of age, a 

situation that will tend to worsen over the coming decades in view of the decreasing birth 

rate (1.38 children, below the EU average of 1.5 children and one of the lowest in the 

developed world) and the increase in life expectancy to 81 years, a challenge for the 

growth potential of the economy not only due to the lower propensity to consume of 

older people, but also because of the pressure that healthcare spending will exert on 

public finances. 
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External Sector 
 

As we indicated in our July 2021 report, the fall in tourist activity and its dependence of 

energy imports (over 70% of its necessities) has caused Portugal to close 2020 with a 

current account balance of -1.10% of GDP (2019: 0% GDP), a situation that has slightly 

recovered to -0.8% in 2021 due to the beginning of the tourism flows. However, we do 

not expect it to return to positive values before 2024 (-0.2% of GDP for 2022 & 2023 

respectively), which will worsen the external debt and accentuate its financial 

vulnerabilities. 

 

In this sense, Portugal maintains a high dependence on external financial flows (measured 

through the Net International Investment Position indicator), with an external debt that 

in 2020 increased to 106.4% of GDP, certainly below the levels recorded in 2015 but at a 

threshold that places this indicator at the lowest levels of our rating ranges.  

 

Financial Sector and Monetary Policy 
 

About monetary policy and the financial system, our rating takes into account its 

membership to the Eurozone due to the underlying benefits related to exchange rate 

stability, and the adequate position of international reserves, placing both parameters 

within of the upper-middle range of the rating scale as defined by our methodology. 

 

In addition, we highlight the adequate evolution of the price level, which closed 2020 at 

-0.1%, but with prospects for 2021 and 2022 of 0.8% and 1.6% that positively contrasts 

with the observed levels in the main European countries, where the average inflation 

rate for the European Union stands at 2.4%. The lower inflation in Portugal is mainly 

explained by how its electricity market is regulated, which has slowed the pace of 

increase of the electricity price (the main driver of inflation in the euro zone during 

2021), as well as its translation to the prices of other goods and services. 

 

This fact contrasts with the Spanish situation (3% inflation rate), especially since they 

share the same electricity market (the MIBEL), therefore, both countries face the same 

electricity prices, however, how is structured, and regulated is different. In Portugal, 

85% of the consumers are enrolled in the regulated market, where the price is set at the 

beginning of the year and revised if there is a major change, while only 63% of the Spanish 

consumers are enrolled. Additionally, Portugal accounts with an institution which 

regulates the electricity free market, and sets the prices quarterly, and so reducing the 

volatility and pace of the increase in prices.   

 

Finally, our BBB credit rating reflects the notable improvement observed in the 

Portuguese financial system, positioning it at a more favorable point to face the Covid 

crisis. In this sense, the Portuguese financial system closed second quarter of 2021 with 

an ROA of 0.4% (improving the 0% reached at the end of 2020).  

Fiscal balance, debt & liquidity 
 

 
Our “BBB” credit rating with a stable outlook takes into account  the impact of the COVID 

shock on Portuguese finances, which turned from a fiscal surplus in 2019 to a fiscal deficit 

of -5.7% of GDP, a situation that nevertheless was an improvement over the -7.3% figure 

that we forcasted a year ago. 

 

With all this, we estimate that the public deficit will be reduced to -4.5% in 2021 and to 

-3.4% and -2.8% in 2022 and 2023 respectively, on the way to convergence with the limits 

established by the Maastricht Treaty and which are currently in a situation of exemption 

due to the activation of the escape clause extended during the year 2022, a situation 

that is positively conditioned by the primary surplus that Portugal has reached on a 

recurring basis during the pre-covid years. 

 

However, it should be noted that public debt continues to be the main factor in our 

rating. In this sense, Portugal closed 2020 with a public debt of 135.2% of GDP (net debt 

of 125% of GDP), levels not observed since 2014. Although the situation has begun to 
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stabilize with a closing forecast for 2021 of 128 %, we do not expect Portugal's public 

debt to reach pre-crisis levels until 2025. 

 

Likewise, our credit rating reflects the improvement in the debt profile, with an 

improvement in the average life of the debt to 7.7 years and a reduction in the average 

cost of the debt to 2.2%. In fact, the average cost of new issues fell in 2021 to 0.6%. 

 

Finally, it should be noted that for another year, debt issues continued to be the main 

source of financing for the Portuguese Government (68% of total debt), mainly fixed-rate 

bonds (150 billion), as well as the fact that all this debt is denominated in euros (only 3 

billion correspond to other currencies). On the other hand, and after having paid in 

advance in previous years the tranche of the rescue package corresponding to the IMF, 

the outstanding debt corresponding to this financing remains at 98 billion euros. 

Institutional framework and Government. 
 

 

The credit rating takes into account the adequate institutional framework that configures 

the activity of the Portuguese Government, as well as the transparency measures and the 

supervision and control instruments shown by the Portuguese governance indicators 

published by the World Bank, at the head of the rankings in each of them, highlighting 

the efficiency of government and the control of corruption and violence in the country.  

 

In addition, we value favourably its membership of the European Union – which it will 

preside during the first semester of 2022 – with an economy that is favoured by the use 

of a single currency.  Furthermore, EU membership implies economic cooperation 

between the different member countries and access to aid under situations of imbalance 

that otherwise would have a deeper and more structural effect on the Portuguese 

economy.  An example of this is the aid received in 2011, in the face of the sovereign 

debt crisis, and that was used to clean up public finances, an objective that was being 

achieved in the short term and predictably long-term prior to Covid. 

 

Despite the uncertainty surrounding the elections called for next January 30, our rating 

considers the climate of understanding and coordination between the different parties in 

the face of the new economic recovery, and which is reflected in the approval of the 

Additional Budgets for 2020 and the budget plan for 2021 - barely three votes apart, 

lacking the support of the Left Bloc. 
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Annexes 
  

1.1 Scorecard 
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Regulatory information 
 

Sources of information 

  

The credit rating issued in this report is unsolicited. The credit rating is based exclusively on public information, being the main sources the following: 

 Public information from public access sources, mainly official statistics institutes, central banks, and other government sources, in addition to the 

OECD, Eurostat, World Bank, European Central Bank and International Monetary Fund, among others.    

 Own information of Axesor Rating. 

The information was thoroughly reviewed to ensure that it is valid and consistent, and is considered satisfactory. Nevertheless, Axesor Rating assumes no 

responsibility for the accuracy of the information and the conclusions drawn from it. 

Level of the rated entity participation in the rating process 

Unsolicited Credit Rating 

With Rated Entity or Related Third Party Participation NO 

With Access to Internal Documents NO 

With Access to Management NO 

  

 

Additional information 

        

 The rating was carried out in accordance with Regulation (EC) N°1060/2009 of the European Parliament and the Council of 16 September 2009, on 

credit rating agencies, and in accordance with the  Sovereign Rating Methodology and  Outlook Methodology that can be consulted on www.axesor-

rating.com/en-US/about-axesor/methodology and according to the Long-term Sovereign Rating scale available at www.axesor-rating.com/en-

US/about-axesor/rating-scale.    

 Axesor publishes data on the historical default rates of the rating categories, which are located in the central statistics repository CEREP, of the 

European Securities and Markets Authority (ESMA).    

 In accordance with Article 6 (2), in conjunction with Annex I, section B (4) of the Regulation (EC) No 1060/2009 of the European Parliament and of 

the Council of 16 September 2009, it is reported that during the last 12 months axesor has not provided ancillary services to the rated entity or its 

related third parties.       

 The issued credit rating has been notified to the rated entity, and has not been modified since. 
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Conditions of Use for this document and its content: 

For all types of Ratings that the AGENCY issues, the User may not, either by themselves or via third parties, transfer, sublease, sublicense, sell, extract, 

reuse, or dispose of in any other way the content of this Document to a third party, either for free or for consideration. Nor may they alter, transform or 

distort the information provided in any way. In addition, the User will also not be permitted to copy and/or duplicate the information, nor create files 

which contain the information of the Document, either in its entirety or partially. The Document and its source code, regardless of the type, will be 

considered as the elaboration, creation, or work of the AGENCY and subject to the protection of intellectual property right regulation. 

For those uses of this Document which are permitted, the User is obliged to not allow the removal of the copyright of the AGENCY, the date of the 

Document's issuance, the business name as established by the AGENCY, as well as the logo, brands and any other distinctive symbol which is representative 

of the AGENCY and its rights over the Document. 

The Document and its content may not be used for any illicit purpose or any purpose other than those authorised by the AGENCY. The User will inform the 

AGENCY about any unauthorised use of the Document and/or its content that may become apparent. 

The User will be answerable to the AGENCY for itself and its employees and/or any other third party which has been given or has had access to the 

Document and/or its content in the case of damages which arise from the breach of obligations which the User declared to have read, accepted and 

understood upon receiving the Document, without prejudice to any other legal actions that the AGENCY may exercise in defence of its lawful rights and 

interests. 

The Document is provided on the acceptance that the AGENCY is not responsible for the interpretation that the User may make of the information 

contained. Credit analyses included in the Document, as well as the ratings and statements, are to be deemed as opinions valid on the date of issuance 

of the reports and not as statements of fact or recommendations to purchase, hold or sell any securities or to make any investment decision. The credit 

ratings and credit rating prospects issued by the AGENCY are consider to be its own opinion, so it is recommended that the User take it as a limited basis 

for any purpose that it intends to use the information for. The analyses do not address the suitability of any value. The AGENCY does not act as a fiduciary 

or an investment advisor, so the content of the Document should not be used as a substitute for knowledge, criteria, judgement or experience of the 

User, its Management, employees, advisors and/or clients in order to make investment decisions. 

The AGENCY will devote every effort to ensure that the information delivered is both accurate and reliable. Nonetheless, as the information is elaborated 

based on data supplied by sources which may be beyond the control of the AGENCY, and whose verification and comparison is not always possible, the 

AGENCY, its subsidiaries, and its directors, shareholders, employees, analysts and agents will not bare any responsibility whatsoever (including, without 

any limitations, loss of revenue or income and opportunity costs, loss of business or reputational damage or any other costs) for any inaccuracies, mistakes, 

noncorresponding information, incompleteness or omission of data and information used in the elaboration of the Document or in relation to any use of 

its content even should it have been warned of potential damages. The AGENCY does not make audits nor assume the obligation of verifying independent 

sources of information upon which the ratings are elaborated. 

Information on natural persons that may appear in this document is solely and exclusively relevant to their business or business activities without reference 

to the sphere of their private life and should thus be considered. 

We would like to inform that the personal data that may appear in this document is treated in accordance with Regulation (EU) 679/2016, on the protection 

of natural persons with regard to the processing of personal data and the free movement of such data and other applicable legislation. Those interested 

parties who wish to exercise the rights that assist them can find more information in the link: https://www.axesor.com/es-ES/gdpr/ or contact our Data 

Protection Officer in the mail dpo@axesor.com. 

Therefore the User agrees that information provided by the AGENCY may be another element to consider when making business decisions, but decisions 

will not be made based solely on it; that being the case the AGENCY will not be held responsible for the lack of suitability. In addition, the use of the 

information before courts and/or tribunals, public administrations, or any other public body or private third party for any reason shall be solely the User's 

responsibility and the AGENCY shall not be held responsible for any liabilities on the grounds of inappropriateness of the information's contents. 

Copyright © 2022 AXESOR RISK MANAGEMENT S.L.U. All Rights Reserved. 

C/ Benjamín Franklin S/N, Edificio Camt, 2º D, 18100, Granada, España 

C/ Velázquez nº18, 3º derecha, 28001 - Madrid. 
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