


 OECD, 2000.

 Software: 1987-1996, Acrobat is a trademark of ADOBE.

All rights reserved. OECD grants you the right to use one copy of this Program for your personal use only. Unauthorised reproduction,
lending, hiring, transmission or distribution of any data or software is prohibited. You must treat the Program and associated materials and any
elements thereof like any other copyrighted material.

All requests should be made to:

Head of Publications Service,
OECD Publications Service,
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Introduction

Portugal entered the European Community with the severe economic and social burden of
poor infrastructure, a high rate of illiteracy, a disproportionately large and inefficient agricultural
sector, an unwieldy and relatively ineffective public sector, a low level of technology, shortcomings in
business methods and organisation which depressed productivity, and living standards below the
community average.

The demands of convergence raised a number of issues: how to improve human resource
skills and introduce a new competitive spirit, new education and training systems, new organisational
patterns, new workforce management methods, a new industrial relations system, new collective
bargaining practices and new productive factor mobility within the context of the single market. The
prospects for convergence were clearly conditioned by two sets of factors: institutional policies at the
domestic and community level (accommodation arrangements) and domestic production structures.

What impact has Portugal’s entry to the European Community had on foreign direct
investment (FDI), migration and employment? What has been the end-result of the community’s
efforts to promote economic and social cohesion in Portugal and encourage convergence between its
economy and those of the other member states?

Section 1 of the paper looks at the effects of fund transfers and productive factor mobility.
Section 2 considers FDI and the way it has developed since Portugal’s entry into the EU. Section 3
shows that Portugal is a both an emigration and immigration country and explains how regional
economic integration has affected the flow of migrants to Portugal. Section 4 deals with changes in the
labour market following entry into the EU. Finally, Section 5 looks at the challenges posed by
economic and monetary union in the context of converging European economies.

1. The effects of fund transfers and productive factor mobility

Structural funds will certainly be the principal vehicle for sustaining the necessary
readjustment process to build Europe and encourage productivity in the least developed economies so
as to close the gap with the most competitive EU economies as quickly as possible.

Portugal has had the benefit of a “Community Support Framework”, involving the allocation
of considerable sums which have served to bring about a real measure of convergence, for example, in
transport and telecommunications infrastructure, in agricultural and industrial activity, in the area of
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innovation and in education and vocational training. EU transfers have helped to improve Portuguese
infrastructure and raise the skill level of its human resources. Since 1988, the annual gross amount of
funds has amounted to over 2.5% of GDP. Net inputs from the EU in 1996 came to 3.1% of
Portuguese GDP, as against 0.6% in 1986.1 They derive mainly from various European structural
funds aimed at reducing regional imbalances, such as ERDF (European Regional Development Fund),
ESF (European Social Fund), EAGGF (European Agricultural Guidance and Guarantee Fund), PEDIP
(Special industrial development programme for Portugal) and the Cohesion Fund for member states
with a per capita GDP of less than 75% of the EU average. For 1994-99, the amount of EU (the
Europe of Twelve) structural funds targeting regions lagging in development made up three-quarters
of all EU funds. Some of them have gone to Portugal.

Under the first Community Support Framework (1989-93), EU structural funds provided
resources amounting to some 5% of Portuguese GDP (see Table 1). The second Community
Framework (1994-99) made a provision for spending on education and training, including national co-
financing, of up to 6% of 1993 GDP (OECD, 1996). This Framework is devoting 835 billion escudos
to measures for “improving the knowledge base and innovation capacity”2 and for strengthening
“vocational training and employment”.3 In 1996, investment funded by the EU made up 10% of total
investment, the majority of structural funds going to projects to improve infrastructure and human
capital (OECD, 1998).

The European integration inaugurated a faster pace of structural reform as far as institutions,
regulations and economic machinery were concerned. It was between 1985 and 1991, in particular,
that Portugal showed a considerable capacity for swift and stable acceptance of reform and radical
change aimed at ensuring convergence with Europe, improving competitiveness and promoting
employment.

On the threshold of the birth of a single currency and the gradual introduction of an optimal
monetary zone,4 the closer economic structures are to each other, the lower the relevant adjustment
costs will be. Structural funding is the preferred system for achieving convergence and redistribution.
The adjustment costs may also be offset by labour market flexibility (labour mobility and wage
flexibility) (Erkel-Rousse, 1997).

The degree of productive factor mobility will have an impact on the real rate of convergence.
High labour mobility will speed up convergence of per capita income. FDI in less developed regions
will accelerate convergence in three ways: by increasing production capacity through injection of
capital, by transfer of technology and by imparting new skills in spheres such as management.

1. Net flows of 26 000 million escudos in 1986 and some 500 000 million in 1995 and 1996 (OECD,
1996).

2. The “education” sub-programme aims to increase the school enrolment rate at all levels; the “science
and technology” sub-programme seeks to improve the scientific system in Portugal with a view to
raising spending on R&D to 12-15% of GDP in 1999.

3. This programme is concerned with initial qualifications and the transition from school to work,
improvement of the level and quality of employment, support for human resource training and
management and training for the public service.

4. According to Mundell’s theory (1968), an optimal monetary zone is distinguished by perfect labour
mobility, which means that a shock in any part of the zone can be overcome by workers moving from
areas in crisis to more prosperous areas; the lack of the adjustment provided by unemployment is
made up for by labour mobility. Monetary union without labour mobility would require specific
national policies to be put in place to cope with shocks.
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Despite all the talk of mobility and measures to promote free movement of workers, labour
mobility is still very low in Europe. Factors such as labour cost differentials and different employment
conditions, however, promote greater international sub-contracting and temporary mobility of
Portuguese nationals (Ramos, 1990, 1995, 1997). Since the introduction of the single market, some
types of migration have been found to be on the increase in the EU, such as professionals with
advanced technical and linguistic skills (senior staff), young workers who are highly mobile, and
cross-frontier workers. On the whole, such migration is temporary rather than permanent.

2. The magnitude of FDI in Portugal following entry to the European community

The tradition in Portugal has been to achieve international adjustment by exporting labour
(Ramos, 1990) rather than by importing capital. Joining the EEC, however, has led to a radical change
in capital flow. FDI has increased considerably since 1986, rising to 3.8% of GDP in 1990, the highest
rate in any OECD Member country. While total investment in 1986 was US$166 million, it shot up
subsequently to thirteen times that figure.

After entry, Portugal also realised that its FDI was procured mainly (some 80%) from its EC
partners. Investment was principally directed to the tertiary sector, mainly financial services, property
and business services, followed by the manufacturing industry (transport equipment, machinery,
electrical equipment, chemicals, and so forth). In industry, FDI was primarily aimed at the more
capital-intensive sectors, although recently some labour-intensive sectors have begun to take a larger
share of such funds. There has been strong growth in traditional exporting sectors (textiles, clothing
and footwear) and in industries associated with natural resources. The industrial jobs created by
foreign capital in 1990-92 were concentrated in the metal product, machinery and transport equipment
industries (40% of all jobs in industry are attributable to injection of foreign capital),5 the textile,
clothing and footwear industries (25%),6 the chemical and oil industries (12%) and the agri-food
industry (8%) (Gonçalves and Guimarães, 1997).

Foreign investors take advantage of tax benefits and a continuing favourable level of labour
costs to set up local export bases or to enjoy high profit levels, particularly in the non-tradable goods
area (to some extent as a result of lack of competition). The impetus for foreign investment in Portugal
has come from low labour costs, available natural resources and the existence of a protected local
market. The growth in the motor vehicle, machinery, electrical equipment and electronic equipment
industries, however, has been largely due to the flow of FDI in recent years, which has helped to
diversify manufacturing industry. Foreign investment and its associated technology have helped in the
restructuring of industry, and in giving impetus to Portuguese exports and making them more
diversified.7 Such investment – encouraged by the liberalisation of financial markets and attendant
privatisation – has promoted the spread of cutting-edge technology and a change in traditional
attitudes to training.8 Contact with multinational companies has given greater insight into modern

5. Transport equipment industries represent some 80% of the employment created with the help of
foreign capital in this sub-sector.

6. The clothing industry has the highest proportion.

7. Foreign investment has helped to change the structure of external trade. There has been an increase in
exports of manufactures, such as machinery and transport equipment, products that made up 27.6% of
the whole in 1995 as against 15.6% in 1985. Another development has been the considerable rise in
imports of machinery and transport equipment (34.3% of the whole in 1995) (INE, 1998b).

8. Thus, in the case of AutoEuropa – a joint venture by Ford and Volkswagen – the importance of
personnel skills has led to considerable efforts being devoted to training workers.
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production processes and allowed an “international mindset” to develop that has encouraged
Portuguese entrepreneurs to invest abroad.9

External trade within the community has greatly increased and the share of trade with EU
partners has grown substantially, particularly in the case of trade with Spain (see Table 2).10 The
principal exports are from labour-intensive industries (textiles, clothing and leather), which made up
32% of the total in 1995, but the growing importance of exports of machinery and transport equipment
should also be noted.

There was tremendous growth in FDI in Portugal between 1987 and 1991 (see Table 3). This
trend was due to the opportunities offered to foreign investors following Portugal’s entry to the EEC
as well as to the stable political, economic and social conditions prevailing in the country. Other
noteworthy factors include the liberalisation of procedures relating to FDI, the increasing number of
foreign investors after 1989, notably in the financial sector as a result of the liberalisation of the
economy and privatisation,11 improved infrastructure, in particular with respect to transport and
telecommunications as a result of community funding, and the proximity of the principal European
markets. A further inducement was the nature of the labour market, which had an attractive wages to
productivity ratio, few strikes or social demands, considerable real wage flexibility and many market
opportunities for profit.

What has been the effect of this large foreign investment? To start with, it has increased the
number of businesses with majority foreign capital in almost all sectors of the economy. Between
1989 and 1982, the number of businesses involved (among the 500 largest companies based in
Portugal) has risen from 108 to 148 (see Table 4). During this three-year period, the proportion of the
workforce employed by them rose from 15 to 21% (Saraiva, 1993).

Next, since the mid-1980s, foreign capital has been decisive in the progress of the
manufacturing industry. Of the 500 largest companies in this sector, the proportion of employees in
businesses with a majority of foreign capital rose from 24% to some 36% (Saraiva, 1993). The largest
industrial projects were promoted by multinationals (such as the Ford-Volkswagen project in the
motor industry). Such projects allowed Portuguese products to play a greater part in international
production and distribution networks, and were the major factor in the rapid growth of Portuguese
exports of manufactured goods since 1986. The export share of businesses with a majority of foreign
capital was 47% in 1989 (as compared to 37% in 1973) (Lopes, 1996). That share is particularly large
in clothing and footwear, minerals (copper), petrochemicals, electrical goods and the products of the
motor vehicle industry.

It was the financial sector (banking and insurance), property and trade, however, that
attracted most foreign investment in Portugal between 1986 and 1992. The importance of the trading,
catering, hotel and property sectors, to some extent, reflects the importance of tourism in Portugal.

9. There has been a substantial increase in direct investment from Portugal to other countries since it
joined the EC (halted only by the 1993 economic recession), in particular as a result of adjustments
following the liberalisation of financial markets. In 1996, for the first time in many years, direct
investment abroad was greater than FDI in Portugal.

10. On the basis of the share of GDP represented by external trade, Portugal’s opening up was, even in
1980, comparable to that of the major European countries. It is explained by its membership to EFTA
and a long tradition of trade with its African colonies and with Brazil. Upon entry to the EEC, tariff
barriers were already low. Import licences and quotas, however, were still in force.

11. Portugal is one of the OECD countries most active in privatisation. Some forty public enterprises were
privatised in 1990-96 for a sum amounting to some 14% of GDP. Further progress was made in 1997
with the partial sale of major state enterprises in the energy sector.
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Foreign capital is largely concentrated in the five most densely industrialised areas of the
country (Lisbon, Porto, Setúbal, Aveiro and Braga), where 86% of the jobs in companies benefiting
from the injection of foreign capital, in 1990-92, are found. The areas around Lisbon and Porto hold
53% of these jobs. It should be noted that FDI has not worsened regional imbalances in the
distribution of industry dependent exclusively on domestic capital.

FDI comes principally from the EU (from two-thirds to three-quarters of the whole). Spain
has significantly increased its share in recent years. The large share by the United Kingdom derives
from the fact that a considerable part of multinational investment by the United States is channelled
through its British subsidiaries. This factor also applies in the case of investment from Spain, although
most Spanish investment has arisen from the expansion of major Spanish businesses, in particular
banks, to the Portuguese market.

In 1986, Portugal and Spain established the institutional framework for a gradual
strengthening of bilateral economic relations. The gradual dismantling of measures to protect their
domestic markets led to a rapid increase in the movement of goods and capital within the peninsula.
Spain has become Portugal’s major partner with regard to movement (both inward and outward) of
FDI. Following the entry of Portugal and Spain into the European Community, integration of the
Iberian market has become a key factor in the economic advancement of the two countries. The
peninsula has begun to be perceived as a sub-regional market within the internal European market. As
the dismantling of the systems formerly in place in both markets began to take place, multinational
companies started to regard the region as a single area for investment and the pursuit of bilateral trade.

As an intermediary in trade and financial proceedings, Spain was perceived as a useful
interface between Portugal and other EU countries. This was also due to the great improvements it had
made in its access infrastructure (land, sea and air) and because it could offer major facilities in
support of international goods traffic. Other features that make co-ordination of activities on the
Iberian peninsula attractive are clearly in Spain’s favour, such as the greater size of its market, the
higher skill level of its human resources and its scientific and technological capabilities.

Corado and Leite (1991), after considering the changing pattern of FDI in Portugal and Spain
during the period, came to the conclusion that both countries have attracted considerable external
resources, noting however, “that Spain appears to attract relatively more FDI than Portugal and also
attracts businesses that have a greater potential for technology transfer since they specialise in high
quality products. Portugal, on the other hand, seems to attract smaller businesses in traditional sectors
with much less opportunity for transfer of innovative technology”.

3. Portugal, a country of emigration and immigration in the European Area

Emigration was very high in Portugal between 1965 and 1973 (Ramos, 1990). It began to
slow down in 1974 as a result of restrictive policies adopted by the countries of destination, the end of
colonial wars and the political and social changes taking place in Portugal. In the 1980s and 1990s,
migratory movement to countries such as Switzerland and Luxembourg replaced traditional
destinations (France and Germany). Although the rate of permanent emigration has slowed down,12

temporary emigration has increased.

12. Persons leaving the country with the intention of living abroad for a period exceeding one year
(INE, 1998c). In 1990, 18 000 permanent departures were recorded in contrast to a mere 9 500 in
1988. For the period 1980-88, the figures come from statistics for an administrative procedure, the
issue of an emigrant passport. Since 1992, data have been obtained from a sample survey of family
housing carried out by the INE (Inquérito aos movimentos migratórios de saída).
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Since the mid-1970s, Portuguese have emigrated mainly on a temporary or seasonal basis,
but with a large number becoming “permanent” residents in the host country, notably in France and
Switzerland (see Table 5). They have benefited from measures to regularise their situation (in France
and Spain) and from the principle of free movement. In France in 1981-82, Portuguese made up 13%
of those regularising their positions. In Spain in 1985-86, they made up 9% of all applicants (Ramos,
1991). Before the implementation of community regulations on free movement in 1992, Portuguese
accounted for a large share of the clandestine labour force in the Ile de France region especially.

The economic sectors in which migrants work in Europe are mainly construction,
agriculture and the hotel trade, where demand for labour is subject to marked fluctuations for seasonal
and economic reasons. Portugal, traditionally a country of emigration, has in recent years also become
a country of immigration.

Portugal has been recording immigration from EU countries in the form of highly skilled
personnel (executives, scientists and technologists engaged in the modernisation of business and
industry). On the other hand, it supplies via emigration a contingent of relatively unskilled workers to
the most developed European countries. Portugal also receives unskilled workers from developing
countries, notably from its former African colonies (a flow of economic immigrants, which has
significantly increased since the 1980s, filters into the construction industry and the major public
works launched by entry into the community). It in turn sends senior personnel and skilled
professionals (equivalent to those it is receiving from the EU) to these Portuguese-speaking African
countries (PALOP).

The initial influx of immigrants dates from the 1960s, with the recruitment of Cape Verde
nationals to work in the construction sector, which had been badly hit by a decline of the working age
male population (as a result of emigration and colonial wars). The process of de-colonisation in
1974-75, the social and political changes taking place in the former seat of colonial power, and the
restrictions placed on immigration by other European countries, have together turned Portugal into a
country with a certain attraction for immigrants, especially those from PALOP countries (Cape Verde,
Angola, Mozambique, Guinea-Bissau and Sao Tome and Principe) (Ramos, 1990, 1995). Portuguese-
speaking Africans, most of them unskilled, have similar characteristics to Portuguese immigrants in
Europe in the 1960s and 1970s.

The gradual increase in the average skill level of the Portuguese population in the past
twenty years, the demand in Portugal for labour for major public works and the continuation of
seasonal Portuguese emigration and sub-contracting in Europe has led to a shortage of labour in some
parts of the Portuguese labour market, where a low-skills level is required (construction, domestic
service). The employment, sometimes illegally, of immigrants, and particularly Africans, in the above-
mentioned sectors, still continues today, despite tighter immigration controls provided by the
1993 Act. Portugal is currently the EU country with the highest relative proportion of African
immigrants (47% of all foreigners in 1997, as against 28% from Europe and 15% from South
America).

In addition to the two operations aiming to regularise the situation of illegal immigrants in
1993 and 1996 (Table 6), a High Commissioner for Immigration and Ethnic Minorities has been
established. Immigration has thus become a significant factor for employment and for migration,
education and development policies (Ramos, 1995).

The number of foreigners doubled between 1986 and 1997 (rising from 87 000 to 175 000,
according to the Department of Foreign Nationals and Frontiers, Portugal). Foreign nationals currently
make up 1.8% of the total population. A large proportion of new foreign residents in Portugal in recent
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years have come from EU countries, mainly the United Kingdom, Spain and Germany.13 Such
immigration is associated with the increase in foreign investment, with the entry of multinational
companies and with an influx of retirees.14 European workers are mainly found in scientific
occupations and in the service sector; many are self-employed. The entry of highly skilled personnel
from other community countries with high rates of unemployment is likely to continue. At present,
there is a fairly large influx of Spanish doctors, notably in the north of Portugal. In 1997, of the
European citizens seeking a residence permit in Portugal for the first time, two-thirds had no family in
Portugal. The number of young people of Portuguese origin graduating from Portuguese universities,
or, if educated in France, seeking temporary or permanent residence in Portugal, is tending to rise.

a) Portuguese workers in the European Economic Area (EEA)

The impact of Portugal’s entry to the EEC on migration is difficult to assess. In view of the
country’s low unemployment rate, compared to the European average and to social, cultural and
linguistic barriers, the flow of migrants is fairly limited. The impetus to emigrate is very low, except in
some occupations, such as workers in the building industry.

Portuguese immigrants welcomed the country’s entry to the EU. Portuguese nationals
constitute one of the largest contingents of EU nationals living outside their country of origin (see
Table 7), numbering about a million, or a sixth of all EU citizens living outside their own countries
(Eurostat, 1997b15). In France, they represent the largest foreign national group, while very few French
nationals live in Portugal.

b) Migration and European integration

Has Portugal become a country of immigration? Admittedly, unlike long periods of its
history, the flow of entries and departures seems fairly balanced. In the future, migration movements
will be an indicator of Portugal’s new status in the international arena.

The effect of regional economic integration on international migration may be viewed,
theoretically, from the dual standpoint of international economic relations and the place where
economic activity is carried out. In the first case, one must consider the effect of trade patterns on
factors influencing the decision to emigrate and, in the second, the transfer of labour brought about by
the relocation of activity – the reference point being international trade theory. The creation of a single
market, characterised by the free movement of goods and services, capital and persons, is bound to
have an impact on migration. On the one hand, the lifting of legal obstacles to mobility encourages
migration while, on the other, the tendency to level out the remuneration of productive factors, labour
in particular, ought to reduce the incentive to migrate between EU countries.

13. Of the initial requests (3 644) from foreign nationals for residence permits in 1996, 55.3% came from
EU citizens. Of the EU residents in the foreign workforce in Portugal in 1997, the largest contingents
were British (5 842), Spanish (5 269), German (4 572) and French (3 250) (Department of Foreign
Nationals and Frontiers, Portugal).

14. The European contingent includes an unusually high number of retirees, mainly settled in the south of
the country (Algarve).

15. 29.5% of all Portuguese residing abroad in 1997 live in Europe and 25.9% in the EU (data from
embassies and consulates abroad, DGACCP, Ministry of Foreign Affairs). In trying to assess the size
of foreign communities in various EU countries, the only data available are composite data made up
of information supplied by the OECD (SOPEMI) and by the Statistical Office of the European
Communities (Eurostat, 1997b).
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The question for Portugal is whether the establishment of a common market has brought
living standards closer to a common level and reduced the incentive to emigrate. EU entry led to a
substantial increase in trade with community members and to foreign investment, in particular
between 1986 and 1991. Incentives for Portuguese to emigrate declined, because economic
convergence helped increased employment and diminished wage differentials. Portugal is now also a
receiving country.

The rate of migration to the EU is relatively low. In 1995, less than 0.5% of the working age
population migrated (Eurostat, 1997b). The number of entries to member countries has fallen
considerably since the early 1990s. As far as immigrants are concerned, only half come from countries
outside the European Union. Trade liberalisation and the establishment of a single market has to some
extent been able to balance differences in national living standards and thus reduce migration within
the community. Converging population trends – in particular, the birth rate decline in Southern
countries, such as Portugal – have deterred incentives to migrate. Portugal and Ireland are the only two
EU countries to have recorded net emigration in recent years.16 Clear disparities in unemployment and
living standards, however, still remain between countries.

The increasing integration of European economies within the framework of the Economic
and Monetary Union (EMU) should give labour mobility an important part to play in absorbing
regional stresses. In practice, there has been little change in labour mobility within the EU, and it is
seldom used as a mechanism for restoring regional balance. Capital, on the other hand, has become
more mobile. Specific factors tend to influence the choice of location for economic activity.
Differences in wage levels within the EU are buttressed by a build-up of specialisation that leads to
asymmetries.

Trade, investment and sub-contracting flows generate a mix of labour opportunities that
strengthen links between national labour markets. In recent years, in Portugal, but also in other
countries of southern Europe, illegal forms of labour have been on the rise. They include clandestine
labour, unlawful employment of foreigners, child labour, fraudulent international sub-contracting and
labour trafficking. Mobility and clandestine practices in the EU appear to stem from distortions of
competition, relocation and wage bargaining associated with social dumping and the spread of the
underground economy (Ramos, 1991, 1995, 1997). Playing on differences in living standards and
disparities in social legislation and labour, some business have developed extremely flexible
approaches to labour management that, even if they cannot always be legally defined as clandestine,
are very close to it.

The Treaty of Rome (1957), in affirming the principle of the free movement of goods and
persons, prepared the way for the establishment of a common migration area. The Schengen
Agreement and the Dublin Convention signal the “Europeanisation” of the debate on immigration.
While some northern European countries have taken steps to review their legislation, southern
European countries – which have a tradition of emigration (Portugal, Spain, Italy and Greece) – must
deal with the recent creation of new immigration countries and the imperative for at least some
harmonisation of standards and procedures. The March 1993 decrees, regarding the entry and
residence of foreign nationals in Portugal, decrees such as that of May 1998, regulating work by
nationals of EEA member countries, and the procedures provided in the Schengen Agreement17 (which
Portugal signed on 25 June 1991) all advocate a more common regulating policy rather than a social

16. In 1986-94, Ireland alone had a net negative migration flow (except in 1991); the same was true for
Portugal in 1986-92 (Eurostat, 1997b).

17. This agreement, signed in 1985, but not brought into force until 1995, provides for the complete
abolition of border controls between the signatory states. It marked an important step towards
harmonising migration policies with respect to third-party countries.
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policy. European immigration policy should not be limited to controlling migratory movements. The
EU should also seek a common plan to integrate population groups of immigrant origin.

4. Changes in the labour market in Portugal following entry to the community

In addition to measures aimed at liberalising the Portuguese economy, since 1986 policy
priority has been to restore macroeconomic equilibrium by controlling inflation and reducing the wide
gap between real per capita income in Portugal and in other countries of the EU. A structural
adjustment programme for the external deficit and unemployment (PCEDED) was set up in 1987 to
reduce major imbalances affecting the Portuguese economy (public sector deficit, current account
deficit and unemployment). A medium-term adjustment plan, the QUANTUM, was drawn up in
July 1990 to smooth the way for entry of the escudo into the exchange-rate mechanism of the
European Monetary System. It was amended in 1991 to allow Portugal to become part of the EMU.

Between 1986 and the early 1990s, under the impetus of growing domestic demand and as a
result of new export capacities, Portugal’s gross domestic product increased more rapidly than that of
its EC partners.18 Job creation was likewise more rapid. During this period, Portugal profited from
comparative advantages deriving from its low wage levels in order to increase its exports (footwear,
textiles, and clothing), while a substantial rise in wages fuelled strong growth in domestic demand.
Thus, while its partners were facing persistent unemployment, Portugal was heading for full
employment. Between 1986 and 1991, the unemployment rate dropped from 8.2 to 4.1%.

Between 1993 and 1995, however, progress towards the convergence of real incomes was
halted, recession then giving way to a fairly slow recovery in 1995. Unemployment rose to a higher
level than in the EU as a whole. Despite the worsening of unemployment, contractual wages rose in
1995, as they had the previous year, with somewhat larger increases in minimum wages and average
earnings. This development was accompanied by a marked improvement in labour productivity.
Labour market policies led to a rise in the overall productivity of economic factors, reaching an annual
level of 3% between 1985 and 1994, thus strengthening GDP growth (OECD, 1995). In 1996, hourly
productivity (real GDP/No. of hours worked) rose faster than it had in 1995 and unit labour costs
halted their downward slide, which began in 1991 (see Table 8).

The economic improvement following Portugal’s entry to the EEC occurred against a
backdrop of remarkable structural change. Reform of the labour market sought to ease restrictions on
employment but was above all targeted at improving the educational and training system. The wider
opening of the economy might have caused frictional unemployment by altering the way jobs were
distributed among the different economic sectors. There were wide swings in the employment share of
each sector, with a steep rise in the numbers working in the service sector after 1986 and a fall in
employment in the agricultural sector, from 24% in 1985 to 12.2% in 1996.19 But this was still more
than double the average for the EU (5% according to Eurostat, 1997a). There was a steep increase in
agricultural employment in 1997 (+13.7%), which made up 13.6% of total employment, followed by
industry (+2.6%), which made up 31.6% of the same total. The service sector showed a drop during
the year (-1%) and accounted for 54.8% of employment (INE, 1998a). In 1997, sectoral factors
continued to have an important effect on the labour market. Although employment rose steeply in
agriculture and construction, the latter sector having benefited from investment in major infrastructure

18. However, disparities still exist. In 1994, Portuguese per capita GDP at market prices was 11 432 as
against 16 641 on average for the 15 EU member countries, at current prices and purchasing power
(Eurostat, 1997a).

19. Employment in 1996 in Portugal was divided between industry, 31.4% and services, 56.4%
(INE, 1998a).
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and housing projects, employment continued to decline in the textile and clothing industries, the
sectors most affected by competition from non-EU member countries.

In 1993, the decline in paid employment affected all major economic sectors, leaving only a
few sub-sectors unaffected (machinery and machine tools, textiles, electricity, education and health).
Redundancies, more frequent in industry, where workers were generally male, led to a greater decline
in male employment. Unemployment needs to be addressed through a redeployment of part of the
workforce of traditional labour-intensive industries, which are now less competitive.

Employment shrank by 0.6% in 1995, the decline being more salient in agriculture and
industry, whereas employment increased in the tertiary sector. These cuts, which came as losses in
permanent contract work, affected wage earners. They were compensated, in part, by offers of fixed-
term contracts.20 In 1996, economic recovery was strengthened, with a 0.6% increase in overall
employment over the previous year, but a 0.4% decline in paid employment. In 1997, employment
rose as the economy picked up further, with overall employment up 1.9% and paid employment up
1.4%. Self-employment and fixed-term contracts increased.

Although economic factors affected employment trends, the shedding of jobs was
attributable, in part, to the structural adjustment of Portuguese businesses to new technologies and the
strengthening of foreign competition, particularly from countries with low wage levels.21 The
relationship between employment and production points to a structural change at the expense of
traditional labour-intensive industries. It is difficult to determine the relative influence of economic
cycle factors and structural factors, but the simultaneous increase in unfilled job vacancies and
unemployment gives evidence of skill incompatibilities and labour adjustment difficulties. The
Strategic Social Pact22 (CES, 1996) reaffirms the aim to raise the level of teaching and acquired skills
in Portugal to the European average via the pursuit of active training and education policies: career
guidance inside and outside schools and provision of training.

EU funding has played a key role in the expansion and modernisation of training structures.
Thus vocational training programmes were greatly expanded in Portugal during the 1990s, with an
annual workforce participation rate of 8% in 1993 as against 4.7% in 1990, and public spending of
0.67% in 1993 (OECD, 1995). Some positive, albeit modest, results were made, such as an
improvement in career prospects for those following continuing training programmes and for young
people on initial training courses. In both cases, unemployment has fallen, despite a downturn in the
labour market.

Average attendance at education and training courses for wage earners has been much lower
in Portugal than in EU countries. Priority given to adult retraining courses is visible in its share of
general education in Portugal, where it accounts for over 40% of all training provided (as against the

20. Fixed-term contracts as a percentage of all wage earners (INE, 1998a): 1985, 14.2%; 1994, 10.7%;
1996, 12.4%; 1997, 14.2%.

21. According to a survey of the labour market in the EU carried out in 1994, the proportion of industrial
enterprises giving “rationalisation” and “adoption of new technologies” as the main reason for
anticipated workforce reductions was much higher in Portugal than in other EU countries (OECD,
1996).

22. Signed in December 1996 by the Prime Minister, the General Workers’ Union (UGT), the Portuguese
Farmworkers’ Confederation (CAP), the Portuguese Confederation of Trade and Services (CEP) and
the Confederation of Portuguese Industry (CIP). It was the first time such a pact had been concluded
between the government and the social partners. However, the main trade union group, the CGTP-IN,
did not sign it.
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European average of 7.3%). A high level of attendance by better-educated worker is reflected in the
greater proportion of advanced skill courses (OECD, 1995).

5. Progress of convergence23 in Portugal and the EMU challenge

Portugal’s economic progress since 1986 has been remarkable, with growing participation in
the world economy, reform of the public sector, expansion of the social and economic infrastructure, a
high rate of job creation, better economic efficiency, structural reform that has strongly stimulated
investment and expansion of financial networks.

Although the performance of the education and training system improved during the first
half of the 1990s, it still remains below that of most other EU countries. Providing for adult education,
including vocational training, is still insufficient and businesses invest very little in this field. The
economic crisis of the 1990s did not disrupt the Portuguese labour market as much as other European
economies. There has nevertheless been a rise in unemployment among young people and growth of
long-term unemployment, as well as a steep rise in insecure forms of employment.

As far as the social sector is concerned, it is particularly interesting to note the readjustment
of salary scales and the high proportion of low wages in total income. This especially affects women
and young people and encourages both emigration and immigration. Other essential factors include the
modest increase in real wages, the part played by co-operation between the social partners and the
existence of large pockets of poverty.24

Reviewing the main components of the economic growth that followed entry to the EEC
shows that the Portuguese economy, despite a growth rate above those of other EU countries, is taking
some time to converge towards average European levels of productivity, wages and living standards.
What entry to the EEC did bring were guarantees of stability and means of access to the major
European markets likely to attract foreign investment.

Some structural imbalances persist in the Portuguese economy. Fears exist that the economic
growth triggered by EU entry might accentuate the two-tier structure of Portuguese society.25 It is
essential for economic growth to fuel income distribution if social cohesion is to be strengthened.
Questions are currently being asked about the effects of Portugal joining the single European currency.
Barbosa’s study (1998) anticipates positive effects on the whole. With regard to Portugal’s capacity
for cushioning external shocks, the study shows the importance of adjusting the labour market via
variations in real wages. Real wage flexibility gives the Portuguese economy additional capacity for

23. Real convergence is assessed in terms of the removal of economic disparities and the financial and
budgetary measures assisting that process (structural funds). Indicators: per capita GDP and
comparison with the European average; degree of openness of economies; structure of employment;
share of the various economic sectors; vigour of investment; levels of education and vocational
training; levelling out of growth rates, unemployment rates, real remuneration rates, productivity, and
so forth. Nominal convergence refers to changes in cost and price variables and their underlying
determinants (public funding ratios, long-term interest rates)

24. The inadequacy of social welfare is still a major cause of the persistence of poverty. Portugal voted in
June 1996 to establish a national minimum income. In July 1997, the guaranteed minimum income
system was introduced nation-wide after a one-year pilot period.

25. This is quite visible in the coastal region/interior region dualism. Expenditure on R&D, the supply of
training and investment are concentrated in the most developed industrial coastal regions of the
country (districts of Lisbon, Porto, Setúbal, Aveiro and Brag), reinforcing regional productive
specialisations as far as distribution and economic activity is concerned.
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adjustment to counter potential shocks. Real wage flexibility is a substitute for international labour
mobility and is an essential element in cushioning crises, according to a study by Gaspar and Luz
(1997), based on data for the period 1983-96.

In the current EU context, one cannot expect inequalities in job availability in the different
zones to be compensated via worker migration; national barriers are still important. The adjustment
can take place at the labour level, that is, at the level of real wages, provided that wages are flexible in
their response to variations in the demand for labour. This has proven to be the case in Portugal.
Policies for change and budgetary policy have not played a major role in this area in the past; the
adjustment of real wages remains the principal instrument of adaptation.

According to the scenarios envisaged by Barbosa (1998), if Portugal did not adhere to the
euro-founding group but maintained budgetary discipline, after 10 years an accumulated difference of
1% of per capita GDP would be obtained comparatively to the situation resulting from Portugal’s
participation in the euro-zone. However, if Portugal were not to enter the European Monetary Union
and abandoned budgetary discipline, the accumulated difference of per capita GDP would increase
rapidly, reaching 7% in cases of great instability. Adoption of the euro would not seem to generate any
significant job creation. According to the above study, there could even be a slight increase in
unemployment in the short-term, although in the medium-term, employment should rise thanks to
opportunities for growth offered by the single currency. The euro’s effects on employment will thus be
indirect. It is possible, however, that the public accounting discipline required by the euro will limit
the funds available to promote employment and create jobs. It may, for example, oblige the Portuguese
government to change its policies with regard to the public service. The same study, however,
considered that integration, comparability and “transparency” of labour markets might well reduce the
margin for manoeuvre in collective bargaining, which could result in a wage freeze or at least a
slowdown in rate of wage growth. The fact that harmonisation of wage discipline takes place much
more rapidly than harmonisation of real wages will help to keep wages in Portugal low in comparison
with the European average.

The euro will therefore not affect income and wage levels and will have even less impact on
social inequalities. There has been no shrinkage of social inequalities in recent years despite economic
growth. The euro’s contribution to economic growth, however, could help to raise middle-level
incomes, although increased competition could promote greater real wage flexibility. Budgetary
constraints could affect social policies, while trans-national or intra-community collective bargaining,
especially in terms of wage policy, is difficult to achieve.

Conclusion: some useful pointers

Entry to the EEC has undoubtedly given Portugal a unique opportunity to solve some of its
structural problems and thus to improve its long-term macroeconomic performance. The country has
benefited from financial resources from European structural funds. Entry has led to the establishment
of an institutional and legislative framework that is more favourable to growth. It has given the players
in the economic sphere a strong incentive towards development, and the structural reforms
implemented have led to vigorous growth in foreign investment in Portugal and an increase in trade
with the rest of the community.

Although progress in terms of nominal convergence is unquestionable, innovation in the
areas of real convergence is still important in the context of furthering economic and monetary union.
Conditions will have to be created to allow Portugal to strengthen its capacity to participate in the
construction of Europe. Macroeconomic developments have favoured growth and employment despite
disparities in productivity and incomes between Portugal and the EU. Although mobility of capital and
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trade has increased, labour mobility within the EU and free movement of labour has not yielded the
results expected. On the social front, much remains to be done, such as improving the quality of
employment and social welfare, enhancing the collective bargaining process,26 reducing inequalities
and poverty, increasing real wages and reducing working hours. Surely something should be done to
ease the criteria for budgetary convergence in the interests of achieving social convergence.

Since 1995, Portugal has been pursuing active employment policies. New programmes have
been introduced to promote the inclusion of the long-term unemployed and the poor into the social
welfare system and the job market.27 The 1996 Strategic Social Pact points to the need to rework active
employment policies in order to support structural adjustment and strengthen social cohesion. The pact
also advocates social welfare reform.

In the future, Portugal must create conditions favourable to the emergence of further
comparative advantages, not only by maintaining competitiveness in existing sectors but also by
developing other productive sectors. In this respect, much remains to be done in the education and
training field to ensure that existing skills are enhanced and to increase comparative labour costs and
skill level advantages. This, in turn, will stimulate investment and employment. The difficulty in
attaining such real convergence lies in the capacity to ensure virtuous interaction between enhancing
competitiveness and promoting human resources.

26. The Permanent Social Consultation Council was only set up in Portugal in 1984. The first real social
consultation pact was signed on 29 July 1986 (see the review by Rodrigues, 1996).

27. According to the Statistics Department of the Ministry of Employment and Qualifications, 18.3% of
the Portuguese (continental) population was below the poverty line in 1997 (persistent and severe
shortage of essential needs such as food, housing, consumption, social welfare, health care, and so
forth).
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Table 1. Spending under the Community Support Framework (CSF), 1989-1999

Per cent of GDP

1989-1993 1994-1999

Infrastructure 0.74 0.90
Human resources 0.91 0.81
R&D 0.07 0.08
Productive sector 0.99 1.08
Total EU funding 2.70 2.86

Infrastructure 0.64 0.55
Human resources 0.39 0.26
R&D 0.03 0.03
Productive sector 0.47 0.41
Total public funding 1.53 1.25

Infrastructure 0.02 0.02
Human resources 0.02 0.02
R&D - -
Productive sector 0.98 1.29
Total private funding 1.11 1.43

Total CSF funding 4.98 5.76
Source: OECD (1998).

Table 2. Changes in the geographical distribution of external trade in Portugal,
1986 and 1996

1986 1996

Exports
(billion escudos) 1 082.3 3 795.9

Percentage of total
EU 68.0 80.6
Spain 6.6 14.6

Imports
(billion escudos) 1 442.5 5 427.1

Percentage of total

EU 52.8 76.3
Spain 10.9 22.7

Source: INE (1998b).
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Table 3. Changing FDI in Portugal, 1986-1997

Year FDI
(billion

escudos)

FDI (net)
(billion

escudos)
FDI/GFCF

(%)
FDI/GDP

(%)

1986 38.0 35.9 3.1 0.7
1987 72.9 65.5 4.6 1.2
1988 139.1 133.1 7.1 2.0
1989 286.6 273.3 12.8 3.5
1990 421.1 371.2 16.1 4.4
1991 490.2 354.9 17.3 4.4
1992 427.9 265.8 14.1 3.4
1993 475.5 249.2 15.9 3.6
1994 344.5 208.2 10.4 2.4
1995 648.9 104.2 18.1 4.3
1996 717.6 109.1 18.6 4.5
1997 1 330.6 302.9 30.0 7.4

Sources: Mendonça (1997) and Banco de Portugal (1996 and 1997).

Table 4. Businesses with foreign and domestic capital
among the 500 largest companies, 1989 and 1992

Number of companies Number of employees
(thousands)

1989 1992 1989 1992

Businesses with foreign capital
Manufacturing industry 66 82 42.6 53.3

Chemicals 26 32 10.0 10.8
Machinery and transport equipment 20 21 18.8 24.6

Trade and hotels 33 54 9.0 13.4
Other sectors 9 12 5.5 7.9
Total 108 148 57.1 74.6

Businesses with domestic capital
Total 391 352 324.6 273.2

Source: Saraiva (1993).
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Table 5. Portugal: Temporary Emigration (TE), 1976-1988 and 1992-1996

Year
TE

% of total
emigration

TE to
France

% of
emigration
to France

TE to
Switzerland

% of
emigration to
Switzerland

1976 1 976 10.1 858 32.5 .. ..
1977 2 317 11.9 1 059 42.5 .. ..
1978 3 453 15.6 2 091 56.6 .. ..
1979 5 744 21.8 3 401 61.2 .. ..
1980 7 136 28.3 3 905 67.7 .. ..
1981 6 634 28.7 3 386 68.4 3 087 98.4
1982 6 859 40.0 3 734 86.4 2 910 98.4
1983 6 584 48.1 3 708 84.8 1 888 97.7
1984 7 407 53.0 3 649 84.5 2 062 98.5
1985 7 795 52.2 3 386 74.2 2 980 99.1
1986 7 437 54.3 3 762 80.3 2 749 98.0
1987 8 120 50.0 3 812 95.8 3 076 97.1
1988 8 762 47.9 4 516 92.4 2 848 96.2
1992-96 88 724 57.9 21 193 57.6 19 103 58.9
Note: In 1989-91, by virtue of Legislative Decree 438/88, which abolished mandatory possession of a
passport by emigrants, it was not possible to obtain statistics on emigration. INE data do not coincide
with those of the Secretary of State to the Portuguese Communities and are much lower than those
provided by host countries.

Source: INE, Inquérito aos Movimentos Migratórios de Saída.

Table 6. Foreigners undergoing special regularisation measures in Portugal,
by country of origin

1993 19961

Angola 12 525 9 155
Brazil 5 346 2 330
Cape Verde 6 778 6 872
China 1 352 1 608
Guinea-Bissau 6 877 5 328
Pakistan - 1 754
Sao Tome and Principe 1 408 1 363
Senegal 1 397 -
Other 3 483 6 702
Total 39 166 35 082

1. Figures from 11/6/96 to 11/12/96.

Source: Serviço de Estrangeiro e Fronteiras, Ministry of the Interior.
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Table 7. EEA (European Economic Area) citizens living in an EEA country
that is not their own, 1 January 1994

Thousands

Host country Citizens of EU 15 Of which:
Portuguese

Belgium 548.5 21.9
Denmark 42.4 0.4
Germany 1 750.2 105.6
Greece 42.9 0.3
Spain 200.5 32.3
France1 1 321.5 649.7

Ireland
2 70.4 -

Italy 120.1 10.1
Luxembourg 115.6 47.1
Netherlands 193.9 9.6
Portugal 38.8 -
Finland 12.5 0.1
Sweden 182.6 1.4
United Kingdom3 827.0 30.0
Total EU 15 5 546.3 908.6

Iceland 2.4 -
Liechtenstein 5.0 0.3
Norway 58.9 0.5
European Economic Area 5 612.6 909.3

Switzerland 828.5 122.1
1. 1990 census results, metropolitan France.
2. Provisional data, Labour Force Survey (Spring 1994).
3. Labour Force Survey (Spring 1994), figures rounded to the nearest thousand.

Source: Eurostat (1997b).

Table 8. Productivity and labour costs, 1975-1996

Variation in %, annual mean

1975-85 1985-90 1990-94 1994-95 1995-96

Portugal
GDP/number employed 2.3 3.3 1.6 2.6 2.3
GDP/number of hours worked - 3.9 2.3 1.8 2.5
Mean real labour costs 0.5 2.9 3.9 - 0.5 3.1
Real unit labour costs - 5.7 - 0.9 2.1 - 3.3 0.7

EU
GDP/number employed 2.1 1.8 1.9 1.7 1.3
GDP/number of hours worked - 2.1 2.3 1.9 1.5
Mean real labour costs 1.2 1.3 1.0 0.3 0.9
Real unit labour costs - 1.0 - 0.6 - 0.8 - 1.5 - 0.6

Source: European Commission (1997).


