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Death on the beach feared
• The European Commission, the ECB and the IMF concluded in 
2014 that macroeconomic adjustment following Portugal’s 2011 
bailout could continue unassisted but fears of another bailout did 
not subside. 
• In fact, I have been fearful of a new bailout, described by a 
popular expression in ocean culture to describe someone who 
survives a shipwreck and reaches the shore too exhausted to 
carry on. This is not an unfortunate accident on shore! 
• In making 7 health warning  & confidence building points, the 
slides draw on previous presentations (www.jbmacedo.com):

– Conference  “Can the Eurozone Be Saved?” held at the  LBJ School of 
Public Affairs Austin, TX on November 4-5, 2013; 

– XV Forum of the Portuguese American Postgraduate Society “Portugal: 
Greater than its borders”, SAIS, Washington, D.C. May 31, 2014; 

– Course on Strategic and Geoeconomic Analysis at the National Defense 
Institute, Lisbon 26 November 2015; 

– “Numbers of Money” (weekly program on RTP3 from September 2015). 



The Pyrrhic victory of the 2016 budget 
• Portugal’s adjustment was completed in June 2014 with the 

return of the state to market financing and eligibility for the 
program of Outright Monetary Transactions of the ECB. The 
2015 government budget survived the scrutiny of the 
Constitutional Court (CC) and was approved in parliament, with 
some caveats from the EU and the IMF. 

• While expected, the absence of a precautionary credit line 
represented a very unusual agreement between the leaders of 
the Social Democratic and Socialist parties (PSD and PS), 
respectively Pedro Passos Coelho and António José Seguro. 
Moreover, the victory of the PSD led coalition over PS (now led 
by António Costa, former Mayor of Lisbon) on 4 October 2015 
suggested that recovery and structural reforms would continue.

• Yet the Communist Party (PCP) and the Left Bloc (BE) 
accepted to back a PS minority government on the condition 
that it reverse most of those reforms taken, especially those 
involving public transport and tax hikes criticized by the CC. 

• In spite (or because) of strong warning signs from the European 
Union and the IMF, PCP and BE voted in favor of the 2016 
budget . Was this a Pyrrhic victory for the new Prime Minister? 



1. Background: 200+ years of ambiguity
• An ambiguous response to globalization remained after the 

1974 revolution. This was a distinguishing feature of Portugal in 
comparison to Greece or Spain though complementary 
European and Atlantic allegiances had preserved the Crown’s 
financial reputation until the Napoleonic invasions.

• The clash between political and financial freedom generated an 
opaque fiscal constitution which has survived several 
redistributive revolutions, lastly the “irreversible” 
nationalizations without due compensation enshrined in the 
1976 Constitution, designed to bring about a “classless society” 
through majority vote.

• The Council of the Revolution lasted until the 1982 
Constitutional amendment. The Council of State and the 
Constitutional Court inherited some of its competencies but a
gradual regime change towards currency stabilility and 
convertibility only began when the Constitution was amended to 
allow “reprivatizations”, after the fall of  the Berlin wall! 



Bankrupcies since independence 

Source: data from Reinhart and Rogoff (2009)

1300-812 1813-90 1891-008 Total
Spain 7 7 0 14
France 9 0 0 9
Brazil - 0 8 8
Germany

3 3 2 8
Austria 4 1 2 7

Portugal 1 6 0 7
Greece - 3 2 5
UK 2 0 0 2
Netherl 0 1 0 1



2. Background: 50+ years of European led growth
• The criterion for a government average is the same Prime 

Minister except when tenure < one year (1974-75, 2004-05).
• Convergence was driven by EFTA membership and migrants’ 

remittances in the 1960s.
• Then international recessions brought a  pattern of delayed 

recovery observed in 1974-75, 1983-84,1993-94 and in the “lost 
decade” since 2001.

• Excessive primary government expenditure and state-led wage 
inflation led to reform procrastination and the reversion of a 
purely demand-led boom: the initial “€ hold up” interrupted 
convergence of incomes towards the European average. 

• The taboo lasting since the 1983-84 IMF program was broken 
by Olivier  Blanchard in February 2006 (before IMF) where he 
suggested a cut in nominal wages because of: 
– Anemic productivity growth.
– Very low growth. 
– Large budget deficit.
– Very large current account deficit.



CONVERGENCE AND DIVERGENCE WITH EUROPEAN UNION 
(rate of growth and gvt average since 1961)

Source: Data from AMECO Apr 2014 (GDP at 2005 prices in Portugal vs UE15) Note: 
The criterion for a government average is the same Prime Minister 
except when tenure < one year (1974-75, 2004-05). Last average is 2012-15. 
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level 
2002 

% 
02-08

Italy 49 -0,6
Spain 45 -0,5
Greece 35 -2,0
Port 26 -0,1

Source: Golden Growth: Restoring the Lustre of the European 
Economic Model, World Bank report presented 08/12@CEIE.

Labour Productivity level and actual rate of 
growth in South EZ (4% expected by reference 
to North EZ and East EU)



3. Changing the fiscal constitution in bad times
•Portugal became a victim of the “€ hold up”:

– In contrast to Greece, Spain and Ireland, its breach of the Stability Pact
was accompanied by a growing external deficit and no growth;

– The economy remained closed for its size, discouraged outward and
inward foreign investment, delayed structural reforms;

– Expenditure voracity was accompanied by a shift in its composition
towards lower priced tradables, hurting export competitiveness in
manufactures and services.

•Expectations of convergence were disappointed by pro cyclical
budgetary policy (improving primary structural balance and
output gap instead of tightening in good times).

• In the absence of structural reforms in good times, industry did
not adapt much beyond the “pajama republic” of the 1970s

– the term is attributed to Silva Lopes (1932-2015) who, as central bank
governor, called in the MIT yellow pad brigade.

• 450 reforms took place during the adjustment program, opening
the economy, wages fell across the board and unemployment
began reversing in 2013 from > 16% to < 12%.



List of structural reforms 2011-14 
Policy areas Goals MeasuresPolicy areas Goals Measures
Financial regulation 5 39 Energy 4 44
Public finance mgt 4 43 Telecomms 3 10
Public-private prtnsp 2 6 Transport 4 16
State-owned entrepr 3 18 Product market reg 3 22
Privatization 3 10 Housing and rents 4 11
Tax admininstration 4 23 Justice 2 34
Public sector mgt 8 30 Competition 4 13
Health 5 53 Public procurement 1 10
Labor market 3 35 Licencing 2 20
Education 3 13 Total 67 450



Strategic Council for Open Economy (CEIE)

• The Agency for Portuguese Foreign Trade and 
Investment (AICEP) serves as secretariat to CEIE, 
chaired by the Prime Minister and including six 
Ministers and six business organizations. 

• CEIE approved four reports according to the Doing 
Business (DB) indicators of the World Bank: 
– (i) improve financing of the economy (DB get credit), 
– (ii) simplify administrative procedures (DB obtain licence)
– (iii) simplify tax administration (DB pay taxes)
– (iv) develop a coordinated and effective external economic 

policy (DB trade across borders).
• The reports with their 55 recommendations are 

available on the Prime Minister’s web site and their 
implementation is monitored by the group of 
alternates.
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4. CFP Power over the government budget?
• The government has been unable to reign in public 

expenditure: around 2000 a survey was carried out in the EU, 
according to which the Minister of Finance’s power over the 
budget has the lowest score in Portugal. This budgetary 
“fragmentation” is behind a “stop and go” pattern of 
convergence followed by lasting divergence with the EU 
average. From the absence of a numerical rule, the score 
improved marginally in 2002. 

• The creation in late 2011 of a Council for Public Finance (CFP) 
independent of the government jointly supported by the Bank of 
Portugal and the Court of Auditors has greatly increased the 
scrutiny of public accounts. In part because of the experience of 
its two foreign members (Jurgen von Hagen and George 
Kopits), CFP also helped deal with the very high level of debt. 

• While the Fiscal Compact was one of the few structural 
measures accepted by PS, CFP was very critical of the draft 
budget for 2016 which was modified at the request of the 
European Commission after indirect taxes were increased to 
counter the reversion dictated by PCP and BE with respect to 
direct taxes. 
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5. Fall in household disposable income 
(HDI) compares well with Greece and Spain
• One of the consequences of judicial activism against austerity 

by the CC is the perception that the adjustment was socially 
unjust, but this is not apparent in household income-based 
measures expressed as a percentage of pre-austerity total 
disposable income simulated by the EUROMOD team. 

• The distribution across quintiles in Portugal has a pattern in 
inverted U, due to a combination of progressive effects from 
cuts in public wages and pensions and regressive effects from 
the reduction of the (real) value of means-tested social 
assistance. Beforehand, adjustment was regressive.

• The relative importance of public wages, public pensions, 
means tested benefits, worker social insurance contributions 
and income taxes differs across countries and it is too early to 
assess the full social effects of adjustment but Portugal 
compares well with Greece and Spain, let alone the Baltics. 



Portugal: % simulated change in HDI 
including VAT by quintile (€k)

Source: EM 2/13 (Figure  5 p. 18); EUROMOD reports on Portugal 2012, 2014. 
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6. Encompassing the globe, again?

• The logic of the 450 measures has been compliance with MoU 
but it also opens the road to future growth. The tradition of 
tripartite social dialogue has also generated reforms, 
especially in the labor market. The strategy of industrial 
development (presented to CEIE in May 2013) also involved 
issues of education and vocational training that were 
subsequently discussed with social partners.

• CEIE (which has not met since the elections), debated 
structural reforms that would open the economy in a strategic 
partnership between government and business associations, 
to include large export firms. 

• A special effort had been made to promote openness towards 
emerging markets, especially through the Community of 
Portuguese-speaking countries (CPLP). 

• The beach where the swimmer does not want to die 
encompasses the globe but its pillars are the EU and CPLP.



Maastricht and all that
• After decades of deepening and widening interdependence 

among the members of the OECD, the transatlantic partnership 
on trade and investment was impacted by the gradual rise of 
China and the almost simultaneous announcements of EU birth 
in Maastricht and USSR death in Minsk.

• Three features of the treaty made the EU deeper and wider 
than expected at the first summit with Ministers of Finance:
– three  phases of monetary union, completed at the turn of the century, 
– Intergovernmental  mechanisms for external and home affairs,
– a conditional cohesion fund, with national rather than regional scope.. 

• At the end of a decade of institutional soul-searching but more 
than one year before the entry into force of the Lisbon treaty, 
the 2008 financial crisis undermined those three features, 
threatening both EZ and Schengen through Grexit & Brexit: 
– South EZ performs worse than North EZ and East EU in productivity,
– the financial and refugee crises made the Anglo saxon and Nordic social 

model as unsustainable as the Continental and Mediterranean.
– Banking risk became EZ wide and threatens the EU internal market.



Opening the EU to the world
• North-South-South cooperation is common in agricultural 

research for development where countries like Brazil, China 
and India have scientific partnerships with OECD countries that 
have brought the “green revoltuion” to Africa and helped 
achieve the Millennium Development Goals (MDGs). 

• MDGs - now deepened and broadened as Sustainable 
Development Goals towards 2030 - involve political will and 
financial commitments but they also involve “mutual knowledge” 
as emphasized by the 2006 Bissau Declaration of CPLP which 
paved the way for an economic and business dimension 
sustaining the “mutual friendship” which led to the creation of 
CPLP in 1996.

• While not a member of because it is a special region of China, 
Macao is a member of the Union of Portuguese-speaking 
capital cities. There is a kind of North-South-South link in the 
Macao Forum for economic cooperation established in 2003. 



7. TropiKMan Ph.D. and California dreaming

• Perhaps because of its diversity, CPLP has such little 
recognition in member countries that it is often derided as 
CPLQ, which in Portuguese sounds as CPL what?.

• There is a semantic debate about lusophonia or 
“Portuguese-speakingness”. Global lusophonia is implicit in the 
Bissau Declaration and the economic platforms among CPLP 
and the regions around its nine members (ECCAS, ECOWAS, 
EU, MERCOSUR, SADC, ASEAN, SAR Macau). 

• In the hope that death on the beach can be avoided, two 
examples of global lusophonia closer to home: 
– A new Ph.D program in English on Tropical Knowledge and  

Management started this year at Nova SBE in cooperation with the 
University of Lisbon and African Universities  

– Nova SBE is moving to a new campus at São Julião da Barra, Cascais 
thus becoming a new haven of knowledge and management in a North 
California setting (water is colder than in LA)… 


