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The Portuguese Economy at a Glance
By June 2021, economic forecasts for European 
Union member states were starting to recover 
from the COVID-19 pandemic and its effects, 
with the Portuguese economy being expected to 
grow by 5.1% in 2022. With the launch of the war 
in Ukraine in early 2022, those expectations have 
changed and while the global consequences of 
that event are still being assessed, the future is 
less bright than initially anticipated. Nonethe-
less, the Portuguese Public Finance Council 
and Central Bank projections indicate that the 
Portuguese economy will grow by 6.7% in 2022 
and continue to benefit from the recovery in tour-
ism and private consumption. The Portuguese 
economy was marked by an early recovery from 
the pre-pandemic level, which occurred in the 
first quarter of 2022, and by a subsequent decel-
eration reflected in a relative stabilisation of GDP 
in the second quarter of that year.

However, the war has had several effects that 
are hitting the EU economy both directly and 
indirectly, causing lower economic growth than 
previous estimates indicated and contributing to 
climbing inflation. Energy and food commodity 
prices have been rapidly increasing and this has 
reduced the purchasing power of households 
and triggered the need for a faster monetary 
policy response. On the European level, the ECB 
has consecutively raised interest rates bench-
marks, which have risen by two full percentage 
points in just three months – a distance that took 
18 months to cover during its last extended hike 
in 2005–07. In its latest forecast, the Portuguese 

Central Bank estimates that inflation will rise to 
7.8% in 2022, largely as a reflection of exter-
nal price pressures. This context of rising inter-
est rates to contain the highest inflation seen 
in decades heaps new pressures and demands 
on project finance. According to the Portuguese 
Central Bank, the financial environment has 
been deteriorating through increases in inflation 
and interest rates, which have adverse effects 
on real disposable income. These effects have 
been mitigated in 2022 by the good performance 
of the labour market. This is reflected in the 
dynamism of employment and nominal wages, 
as well as in the increase in the activity rate to 
historically high levels. The resilience of private 
consumption also stems from the channelling 
into spending of part of the savings accumu-
lated by households during the pandemic crisis, 
as well as from support measures. In contrast, 
investment is growing only slightly, stemming 
from greater uncertainty, supply constraints and 
rising financing costs. Exports, led by the ser-
vices sector, maintained a significant recovery, 
but decelerated quarter after quarter.

Governments have been taking measures to 
accommodate the effects of inflation. Specifi-
cally, the Portuguese government announced 
measures aimed at households, retirees, and 
pensioners, as well as businesses. The business 
measures include:

•	the approval of a EUR600 million credit line 
to mitigate increases in energy prices and 
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accommodate the rise in other costs, such as 
raw materials;

•	an increase to the support programme for 
natural gas intensive industries;

•	a line of approximately EUR290 million to 
accelerate energy transition and efficiency;

•	an increase of around 20% of the electricity 
and natural gas expenses to be considered in 
corporate income tax;

•	the extension of the extraordinary revision 
of prices in public contracts until June 2023; 
and

•	the suspension until the end of the year of the 
tax on petroleum and energy products and 
the carbon tax on natural gas used in electric-
ity generation and cogeneration.

Portugal’s significant public and private debt 
continues to be one of the main macroeconomic 
risks to be monitored and tackled. A delay in 
the economy’s recovery may increase the risk of 
insolvencies in the business sector, and this, in 
turn, may lead to an increase in unemployment 
and a decrease in household income. Added to 
their historically high indebtedness, this increas-
es the risk of non-performing loans, in particular, 
after the end of the loan moratorium granted in 
the first half of 2020. The high level of indebted-
ness of companies, households and government 
may affect the current favourable financing con-
ditions of the Portuguese economy.

Nevertheless, the resilience of the business sec-
tor should be highlighted. Portuguese compa-
nies were restructured in the aftermath of the 
sovereign debt crisis and they are now less 
indebted and better prepared to face an eco-
nomic cycle that is expected to present chal-
lenges.

The Portuguese Project Finance Ecosystem
In Portugal, project finance is typically put in 
place for the long-term financing of the con-
struction and operation, either public (public-pri-
vate partnership–PPP) or private (private finance 
initiatives–PFI), of capital-intensive projects.

The projects usually covered by this type of 
arrangements are in the areas of:

•	infrastructures and transportation, such as 
motorways, railways, ports and airports;

•	energy, including renewables;
•	social, such as health and universities;
•	water distribution and sanitation at the local 

level; and
•	technology, such as data centres, 5G and 

surveillance.

There are no specific rules, other than the gen-
eral rule of law, that govern the private finance 
initiatives. Nonetheless, public-private partner-
ships, apart from any regulatory framework that 
needs to be complied with, are governed by 
Decree-Law 111/2012 of 23 May. This Decree-
Law sets out the rules applicable to structuring, 
launching, tendering, renegotiation, amendment 
and supervision of PPPs.

The Portuguese PPP Unit (Unidade Técnica de 
Acompanhamento de Projetos – UTAP) is the 
public body responsible for monitoring Portu-
guese PPPs and major projects.

According to UTAP, the road sector – that is, 
motorway infrastructure and concessions – con-
tinues to stand out in the Portuguese public-pri-
vate partnership space as the one with:

•	the most partnerships (21 out of 39); and
•	the highest net payments, which, in 2021, 

represented 83% of the overall value of net 
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payments with public-private partnerships in 
the State budget.

This demonstrates the previous political appetite 
for the PPP model to leverage the expansion of 
the National Road Network (RRN), particularly 
of the National Highway Network (RNA) in the 
1990s and 2000s (no new motorway PPPs have 
been launched since 2009).

Most motorway concession and sub-concession 
contracts awarded are entered into for a long 
term (about 30 years), expected to end between 
2028 and 2040, are now in full operational phase 
and are currently recovering from the significant 
hit suffered during the general lockdowns dic-
tated by COVID-19 pandemics.

Apart from the road sector, the last 20 years have 
seen an increase in new foreign private finance 
initiatives, particularly in the renewable energy 
sector. These include solar and wind projects, 
initially in the greenfield stage and now through 
refinancing deals of renewables portfolios. The 
promotion of energy transition by supporting 
renewable energy has been a strategic goal of 
Portugal, particularly in electricity. Currently, 
Portugal is the EU country with the fifth high-
est level of incorporation of renewables in elec-
tricity. The absence of a feed-in tariff in most 
recent wind and solar projects has made it more 
demanding to put project financing in place. On 
the other side, the refinancing of several large 
older portfolios has been a trend in recent times.

In addition, the Portuguese project finance eco-
system has also been witnessing:

•	the launching of several refinancing trans-
actions, especially through the issuance of 
project bonds, of projects that had initially 

been financed with a standard project finance 
scheme;

•	M&A transactions regarding some projects, 
with sponsors selling their stakes in project 
companies that own fully operational facili-
ties, mainly, in the renewable energy sector, 
but also a growing trend in the motorway 
concession sector; and

•	a shift of the original lenders’ positions, 
with banks reducing their exposure to these 
projects and investment funds taking over 
ongoing projects, especially if they are non-
performing.

Project Finance Prospects
The Portuguese government announced the 
launch of three concessions – which are likely to 
have a PPP framework – for the building, financ-
ing and maintenance (DBFM) of a high-speed 
railway line that will link Porto to Lisbon. The first 
phase of this project is scheduled to be complet-
ed by 2028 and involves the construction of the 
stretch between Porto and Soure. The second 
section, between Soure and Carregado, will be 
completed by 2030. The third phase, between 
Carregado and Lisbon, will be constructed lat-
er, but the contracting model has not yet been 
announced.

The design, building, operating and mainte-
nance of a second airport in the Lisbon area is 
also a highly anticipated infrastructure project. 
This is because it is essential to increase airport 
capacity in the region which, in 2017, exceeded 
demand estimates and indicators. The gov-
ernment recently approved the creation of an 
independent technical committee to carry out 
the strategic environmental assessment of the 
future Lisbon airport, with high-level discussions 
underway to determine its location and the solu-
tion to be adopted among several possibilities.
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It is also expected that renegotiations of public-
private partnerships and arbitration proceed-
ings will follow requests for financial rebalanc-
ing, which were submitted by concessionaires in 
various sectors on the grounds of the COVID-19 
pandemic and the curfew and lockdown meas-
ures adopted.

On another level, the European Union has already 
identified the need to put in place suitable plan-
ning to address infrastructure bottlenecks in the 
coming years. In Portugal, the investment focus 
would be on:

•	port services and port connections to the 
interior by rail and inland waterways;

•	rail corridors and rail freight transport;
•	a new airport being built nearby Lisbon; and
•	sustainable mobility investment.

Additionally, the digital transition leveraged by 
the COVID-19 pandemic and the greater aware-
ness of investors in relation to ESG (environmen-
tal, social and governance) matters will open up 
new opportunities not only in the technology 
sector, but also in the energy sector (solar, wind, 
hydro and hydrogen) and public transportation.

Considering that Portugal has made a commit-
ment to becoming carbon neutral by 2050, the 
RRP also highlighted the need for energy transi-
tion by supporting renewable energy sources, in 
particular, hydrogen and other renewable gases 
with investments amounting to EUR185 million.

An investment of up to EUR3.5 billion is being 
made to create one of the largest data process-
ing centres in Europe, with a useable capacity 
of 450 MW. The capacity to generate renew-
able energy at competitive costs in Portugal, 
and specifically in Sines, was a decisive factor 
in the choice of the site by the sponsors of the 
project, as 100% sustainable energy supply is 
an absolute requirement for success in this type 
of project.

Moreover, the market for green bonds has been 
consistently growing in Portugal, with several 
companies looking to diversify their financing 
sources by issuing bonds aimed at financing or 
refinancing new and existing renewable energy 
projects and energy efficiency projects (includ-
ing biomass, wind, solar, decentralised genera-
tion and storage), M&A transactions within the 
renewable energy sector, and other related and 
supporting expenditures. As an example, Green-
volt recently issued EUR100 million in green 
bonds to be distributed not only to institutional 
investors but also small investors.

Lastly, there are great expectations in respect 
of the several hydrogen projects that have been 
announced or are expected to start being devel-
oped in the next few years.

In summary, even though project finance in Por-
tugal may have been facing some challenges, 
the outlook is becoming more favourable as 
different activities that may be developed or 
implemented through such financing schemes 
are identified. 
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PLMJ is a law firm based in Portugal that com-
bines a full service with bespoke legal crafts-
manship. For more than 50 years, the firm has 
taken an innovative and creative approach to 
producing tailor-made solutions to effectively 
defend clients’ interests. The firm supports its 
clients in all areas of the law, often with mul-
tidisciplinary teams, and always acting as a 
business partner in the most strategic decision-
making processes. With the aim of being close 
to its clients, the firm created PLMJ Colab, its 

collaborative network of law firms spread across 
Portugal and other countries with which it has 
cultural and strategic ties. PLMJ Colab makes 
the best use of resources and provides a con-
certed response to the international challenges 
of its clients, wherever they are. International 
collaboration is ensured through firms special-
ising in the legal systems and local cultures of 
Angola, China/Macau, Guinea-Bissau, Mozam-
bique, São Tome and Príncipe and Timor-Leste.
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