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Abstract 

 

During the last two decades, the Portuguese economy was caught between the scissor of 

accrued international competition and an overvalued exchange rate. Moreover, increasingly 

more open international financial markets and a substantial contraction of Portugal’s risk, at 

the sovereign, firm and individual levels, led to large inflows of capital and the increase in 

public and private external debt. The euro and globalization are probably unstoppable and 

small countries such as Portugal cannot isolate from the rest of the world. Yet a better 

governance of the Eurozone and the world economy is clearly needed. The theoretical 

foundations for the necessary policy improvements are well known, partially because of the 

lessons from the past, from twentieth century Europe and elsewhere. It is important to analyse 

why policy changes have not been implemented, to discuss the possibility that they will be 

implemented and understand the inherent difficulties. This paper attempts at such exercises by 

looking at Portugal’s experience since the Maastricht treaty. 
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Introduction  

However we gauge globalization, it is unquestionable that its degree has increased in 

the last two decades, as the share of international flows of goods, services, capital and labour 

in the world economy has increased, and information and communications networks have also 

expanded considerably. This time, globalization has led to convergence of incomes per capita 

across the world, as growth was faster outside the more developed economies in Europe, 

North America and Asia, and Australia. Only sub-Saharan Africa did not converge, with the 

exception of South Africa. Global convergence is not necessarily associated with convergence 

within each large geographical unit. That was particularly true of the European Union and the 

Eurozone, as growth rates of the less developed economies of southern Europe declined even 

more that those of the more developed northern economies.
1
 

Economic divergence within the Eurozone comes as a surprise to many, most of all to 

economists that designed theories that supported the creation of the single currency. In fact, 

the creation of the euro was supposed to drive economic convergence as a consequence of 

higher levels of market integration, particularly in the financial markets. By eliminating the 

exchange rate risk and by integrating further financial markets, the single currency would 

have stimulated investment thus promoting growth across the whole continent, including its 

poorer peripheries. There was however a caveat. In fact, the desired outcome would have 

implied the national economies to be rendered institutionally more flexible, which called for 

institutional changes in the labour and product markets. Such changes were labelled as 

“structural reforms”, the term that stemmed directly from the Washington consensus’ setting 

of the late 1980s and early 1990s. It was supposedly the responsibility of governments to 

achieve that higher level of flexibility, and governments should stop interest groups that 

opposed the reforms. Yet history evolved in quite different directions to the predicted and we 

need to ask what happened. 

The understanding of the reasons behind European divergence, and the role that the 

increasing level of globalization, the single currency, and the action or lack of action of 

peripheral governments had in that process, is necessarily incomplete at this stage. In fact, we 

can only observe short and medium term effects, in the absence of the appropriate historical 

insight. One should recall that in the past there were evaluations of European integration that 

proved to be largely misleading. The European Union and its precedents were declared almost 

dead in the 1960s, during the De Gaulle “empty chair” crisis, and in the late 1970s, and yet 

                                                 
1
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3 

 

European integration not only survived but went into successive steps of enlargement and 

increased relevance.  

The best we can do at this stage is to provide a framework of analysis that may help 

limit the scope of reasonable answers. For that purpose, this paper discusses five related 

topics, namely: the change in European economic policy after 1992; the historical foundations 

of the creation of the euro; how the euro was viewed in Portugal; the emergence of the 

financial and economic crisis in Portugal and the political response to the crisis that it 

triggered. We depart from the hypothesis that such topics are related but we need to leave a 

firm conclusion for a later stage. In fact, we may presume that the euro was created in a 

context of deep changes in the stances of European economic and financial policies, a change 

that occurred also in Portugal, where the new currency was largely viewed as beneficial, that 

the emergence of the severe crisis in that country was associated to the existence of the euro, 

and that the political response was part of that process.  

 

Good old political economy 

Throughout the twentieth century, Portugal was the fastest growing economy in 

Western Europe, a trend that was punctuated by fluctuations but with only a few periods of 

stagnation or regression. Interestingly enough, the phases of development of the Portuguese 

economy did not coincide with main political cycles or even with periods of higher or lower 

degree of political instability. The first decades of the twentieth century were politically 

unstable, even before the outbreak of World War I, and were to be dominated by protectionist 

policies that curtailed international trade and capital flows, as happened then in many parts of 

Europe and the rest of the world. Yet from the mid-1920s down to the beginning of World 

War II, for the first time since there is available data, the Portuguese economy bridged part of 

the income per capita gap in regard to the European forerunners. After 1950, under Salazar’s 

dictatorship, the Portuguese economy opened up to the rest of Europe and the world, under 

Bretton Woods and the EFTA, and converged to the wealthier European countries at a faster 

pace. Following the 1974 military coup that restored democracy, the country joined the 

European Communities, in 1986, and economic growth and convergence resumed for a brief 

period. Yet the intensification of integration of the economy proceeded with the 1992 

Maastricht Treaty, the creation of the euro, in 1999, but this time the Portuguese economy 
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entered a period of slow growth, or virtual stagnation and absence of convergence that has 

lasted up to the present day.
2
 

Economists and economic historians have dealt with the study of these changes in 

trends and fluctuations with the usual tools provided by economic theory and historical 

analysis, in the appropriate comparative framework. Economic growth and decline can be 

understood by using production functions that relate output with inputs such as labour, 

physical and human capital, technology, and the growth of total factor productivity. By the 

same token, foreign trade is expected to increase opportunities for specialization and thus 

productivity; public investment in research and development or in physical infrastructures 

increases opportunities for private investment and thus growth; and higher growth rates are 

easier to achieve at lower levels of productivity, in the case of decreasing returns as the scale 

of investment and output increases.  

With this kind of theoretical framework, Portugal’s twentieth century growth record 

can be explained as a function of the low level of income per capita and factor productivity in 

the beginning of the period, which allowed for a catching-up effect; the interwar high growth 

rates can be seen as the outcome of short-term gains from heavy investments in 

manufacturing and agriculture which were fostered by the higher prices granted by 

protectionist policies; and the golden age of growth after 1950 is the outcome of imported 

growth from elsewhere in Western Europe, that brought along an expansion of the export 

markets and foreign investment; finally, the lower growth since 1973 may be seen as the 

outcome of the recession in the world economy starting that same year.  

Economic growth was accompanied by considerable changes in the structure of the 

economy, as the agricultural sector lost ground to the manufacturing and service sectors, as 

the economy became more open to the world, heavy industries gained weight, the state and 

the financial sector expanded, and the levels of literacy and health of the population increased. 

In the decades down to 1973 the Portuguese economy got closer than ever to the average 

structure of its European neighbours – a transformation that would proceed in the following 

decades, albeit at a slower pace. One major feature of such transformation was that it occurred 

in a context of increasing exposure to external influences, both at the economic, social and 

political levels. Ultimately, that external exposure put an end to the dictatorship that ruled the 

country for most of the period. In 1974, Portugal ceased to be one of the two odd cases of 

western European political regimes and recovered its traditional position in European politics. 

                                                 
2
 See Costa, Lains and Miranda (2016). 
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During the golden age of growth, from about 1950 to 1973, economic policy had a 

crucial role in the process of economic transformation. In Portugal, as elsewhere in Western 

Europe, economic growth went along with a higher degree of international integration of the 

economies but also with policies that provided protection to a number of sectors and 

prevented the occurrence of large external imbalances. These policies were developed in the 

context of international institutions that promoted the coordination between different national 

governments and Portugal, despite being a dictatorship, participated in some of the most 

relevant of such institutions. In fact, the country was a member of key international 

institutions such as the OECD, since its foundation, in 1948, the EFTA, also since its 

foundation, in 1959, and the IMF, since 1961, and eventually signed a preferential agreement 

treaty with the European Communities, in 1972. This was a period of “protected openness” all 

over Western Europe and Portugal was no exception.  

Since right after the signing of the Maastricht Treaty, in 1992, the Portuguese 

economy entered a period of slow growth in terms of output per capita and productivity and 

convergence towards the European forerunners stalled. This reversal of trends occurred in a 

period of increasing competition from abroad, as the European Union was enlarged to include 

countries that competed more closely with Portugal in the European market, and as exporters 

from other parts of Europe increased their shares in world trade. It certainly was not the first 

time that this happened. In fact, in the nineteenth century, as well as in the post-second World 

War period and after 1973, Portugal also had to face important changes in the international 

context. During the later phase, circumstances changed in an important way and that was so 

on two accounts. Firstly, the degree of intensification of globalization is probably 

unprecedented; secondly, the economic policy tools at the disposal of Portuguese and, for that 

matter, European governments, were severely curtailed with the creation of the single 

currency and the declining relevance of policies that compensate for the weaknesses of the 

peripheral economies, as was the case of the diminution of the structural funds transfers. We 

have to be careful with any hasty conclusions regarding this matter, as there is no 

straightforward evidence that a counterfactual of no euro or massive structural funds would 

not necessarily bring growth and convergence.
3
 The world simply got a harder place to 

compete for an economy such as the Portuguese. 

                                                 
3
 Two historical comparisons stand out as necessary here. The first is with what happened in 

the poor European periphery during the globalization period of the second half of the 

nineteenth century; the second is with what happened to Ireland where a widespread 



6 

 

From the EEC to the euro 

The creation of the European Economic Community was a landmark in line with the 

creation of the Bretton Woods institutions, and the OECE and the European Payments Union. 

Such institutions pushed for the recovery of the flows of international trade in goods, services 

and capital and thus for the recovery of the national economies, with open borders. The 

experience of things gone wrong during the Great Depression and the need to contain the 

Soviet Union and the Cold War were certainly among the main drivers of such policies. The 

economics of the period was based on theories relating the benefits of foreign trade and 

international capital for investment and economic growth, and the need for state intervention 

in order to help the recovery of domestic and international demand. Supply and demand 

economics, the staples of economic theory, led to state intervention and international market 

liberalization. These two vectors are only apparently contradictory, as state intervention was 

crucial for the development of the international markets which was then crucial for freeing the 

national domestic markets.  

The road since the creation of EEC in 1957 was far from smooth, due to diverging 

interests and disputes between the European powers, namely France and the United Kingdom, 

but European political and institutional integration EEC had a remarkable evolution. 

Economic theories and thinking that supported such evolution remained fundamentally 

balanced, focused on demand and supply factors and in the real (as opposed to the financial) 

side of the economy. Even after the end of the Bretton Woods system, in 1971, and the crisis 

provoked by the 1973 spike in oil prices, European integration proceeded, albeit less 

vigorously, as legislation across borders was further integrated, and supranational institutions 

such as the European Court of Justice and the European Parliament gained powers. In 1986, 

with the signing of the Single Act and the enlargement to Spain and Portugal, the 

Communities increased their level of political, economic and financial relevance. The political 

economy of this part of the history of European integration remained roughly balanced. But 

the times for European integration and the economic theory attached with were changing. In 

fact, the next steps for integration had to deal with an unfinished business with implications of 

a substantially sort, namely, monetary integration. It is necessary to understand the creation of 

the European single currency in the wider context of European integration.  

In fact, the creation of the European institutions was started with a few institutional 

developments left behind and the two more important were precisely the military and the 

                                                                                                                                                         

pessimism about the future of its economy in the 1980s was replaced by euphoria in the 1990s 

and early 2000s (to be reverted afterwards). 
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monetary ones. In 1952, the French Parliament refused to ratify the European Defence 

Community that the European governments had been negotiating for a while and the Six lived 

for many decades under the umbrella formed by the NATO, and the US, British and French 

nuclear power. This feature has survived virtually unchallenged right to the present time. In 

monetary terms, the Six and the rest of Western Europe also abstained to follow its own path 

and agreed to the terms of the Bretton Woods and the dollar standard system, of which the 

European Payments Union, created in 1950, was part, together with the OEEC and the 

Marshal Plan. The US monetary umbrella came to an end, first in 1971, when President Nixon 

ended the gold convertibility of the dollar, and finally in 1973, when a large number of 

Bretton Woods countries ceased to intervene in the monetary markets in order to defend each 

other currencies  as it was need under the agreements. The world changed considerably since 

then. The road to the euro was to a large extent the road to replace the Bretton Woods system, 

amidst a much troubled World economy. 

In 1969, after the departure of De Gaulle, a renewed optimism came to the European 

integration with the perspective of the first enlargement to the UK, Ireland and Denmark. In 

1970, Pierre Werner, the Luxembourg Prime Minister, was assigned the task to write a report 

on the creation of a single European currency, which led to the introducing of limits to 

exchange rate fluctuations and central bank intervention in the monetary markets, or the 

Snake, established in 1972. In 1979, the European Monetary System and the Exchange Rate 

Mechanism were put in place, reinforcing previous arrangements. It took some years for the 

following steps, as the early 1980s were rather troubled in general European politics, and 

finally, following the appeasement of Margaret Thatcher at Fontainebleau, the Single 

European Act, and the second and third enlargements, in 1988, the then President of the 

Commission, Jacques Delors, published a report stating the path to the Economic and 

Monetary Union, which ended in the creation of the euro 11 years after. But this is just the 

rosy picture. 

The path to the euro was not without troubles, even before the end of Bretton Woods 

and we may refer to a few instances. Following the May 1968 popular uprisings, the De 

Gaulle government went in a wage and public spending spree which ultimately led to the 

devaluation of the Frank which ended up affecting the levels of competitiveness of Frances 

trade partners, notably Germany. The Exchange Rate Mechanism, created in 1979, had many 

troubles, as countries continued to realign currencies according to their national interests (see 

Table 1). Things were rendered even more difficult as the end of capital controls, initialized 

by the US and UK governments and generalized across the Western World, during the period 
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from 1986 to 1993, was not fully compatible with monetary independence and exchange rate 

stability, as the monetary policy trilemma states (Obstfeld, Shambaugh and Taylor 2005). In 

1990 and 1991, the German unification led to a budget crisis, which was countered by a hike 

in interest rates by the Bundesbank and, consequently, imposed pressure on the other main 

European currencies, notably the British Sterling and the Frank. In order to avoid devaluation 

and the leaving of the ERM, which Britain had just joined in October 1990, the UK Treasury 

increased interest rates successively to 10, 12 and 15%, which eventually was not enough and 

led to the abandonment of the pound with losses counted in the billions. The action by the 

German government just provides the evidence that monetary behaviour that runs against 

European integration was not a specific of the Southern countries only. Ultimately, in 1991, 

fluctuations with in the Exchange Rate Mechanism were increased from +-2.5% to +-15%. 

But that was not enough, as the monetary policy trilemma still casted its shadow on the 

equilibrium of the European markets. As the Exchange Rate Mechanism was under different 

sorts of pressure and capital controls were largely reduced whilst the countries in the 

European Monetary System still kept their autonomous monetary policies with little or no 

international coordination, the steady state within Europe was far from accomplished. 

[Table 1] 

Thus change had to occur in one of the three sides of the trilemma, either allowing 

unstable exchange rates, limit international flows of capital, or end monetary policy 

autonomy. The path to follow in the early 1990s was by no means consensual. According to 

Higgins (1993: 37), “perhaps the least attractive of [the three] alternatives in the near future is 

for ERM members to adopt a single monetary policy – either by returning to narrow bands 

around fixed parities or by a rapid move to monetary union. Reducing unemployment is likely 

to remain the overriding goal in most European countries other than Germany for the next few 

years.” Higgins (1993) prediction that reducing unemployment would be the focus of 

European governments proved to be wrong and despite fears regarding its feasibility, the end 

of monetary policy autonomy and the need for a single currency gained supporters among 

European governments and politicians at large. This was particularly so in countries such as 

France, Italy and ultimately Portugal and Spain.  

Economists would soon provide the theoretical underpins for the monetary union, 

which basically stated that monetary integration could be supported by a certain package of 

policies and would push for further economic integration. Thus, national economies should be 

rendered more flexible, in the product and labour markets, which could be accomplished 

through the implementation of what was then called “structural reforms”. Structural reforms 
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soon became a buzz word in the political and economic debate across Europe. To a certain 

extent, the new wording replaced the concept of “solidarity” and “structural funds”, which 

had been popularized during the period that led to the 1986 Act and southern enlargements of 

the Communities. This parallel is all the more relevant, as we recall that the two opposing 

concepts have the same goal, namely, a higher degree of integration.  However, integration 

fostered by public policies co-financed by Brussels was now being replaced by integration 

simply led by the work of market forces. The political economy of European integration was 

to change in quite a dramatic way in the following years.  

The Portuguese public and electorate embraced with vigour the cause for monetary 

union, as it is shown by opinion polls and the manifestos of the two largest political parties, 

the social-democrats and the socialists. That popularity was grounded on probably too hasty 

comparisons between the effectiveness of national and European Union’s institutions which 

played in favour of the latter and thus any transfer of powers from Lisbon to Brussels was 

taken as move in the right direction. The popularity of European integration was transferred to 

the monetary union which was considered as a necessary step towards the deepening of 

integration. But the popularity of the idea among the electorate of the two main political 

parties can only be part of the explanation of the fact that the dangers of the road to the euro 

were mostly ignored, as ideas need to be turned into actions.  

Soon after the 1974 coup d’état, the Bank of Portugal gained an increasing role in 

Portuguese politics, as the government and the foreign deficits increased and had to be 

financed by printing money and by raising foreign loans for which it became increasingly 

more important to have the support of European governments and international institutions 

such as the IMF.
4
 The rise of the power of the central bank was also due to the fact that a 

succession of unstable governments after the coup benefitted by hiding behind an institution 

that served as a screen for unpopular measures. The ascension of the Bank of Portugal 

brought along with it a new generation of economists with strong monetarist views. There 

were of course differences of thought within that new generation, as some followed a bit more 

closely the path set by the previous generation where Keynesianism ruled, and the differences 

were felt in several instances of economic policy decisions. Yet monetarists came to dominate 

in the first decade of accession to the European Union, which coincided with the crucial years 

of the construction of the euro. Since 1985, finance ministers were either academics or close 

associates connected to the idea that monetary union was the best option to overcome 

                                                 
4
 Lains, História do Banco de Portugal, 1974-2000 (ongoing research project). 
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instability in the EU, that it was necessary and that it would bring a growth impetus to the 

economy, provided that institutions were transformed and governments acted accordingly. 

The call for such “structural reforms” was hand in hand with the desire that some political 

forces had to change the post-1974 Revolution status quo.  

Miguel Beleza, one of the most influential economists at the time, and an academic, 

was a finance minister between January 1990 and October 1991, and set the value of the 

Escudo in the Exchange Rate Mechanism, arguably too high. He was followed by Braga de 

Macedo, who was finance minister until December 1993, abolished capital controls right 

before leaving the government, arguably too soon, before the new economic policy tools were 

replaced. Sousa Franco, a Socialist Finance Minister from October 1995 to October 1999, 

followed his predecessors’ policies. The coalition of interests of the two parties can be 

explained to a large extent by the fact that in the 1990s and early 2000s, unemployment was 

kept relatively low and thus there was no need for any fiscal stimulus. However, the current 

account deficit increased in a dangerous way, since mid-1990s and particularly in the 2000s 

(sees Figure 1). 

[Figure 1] 

Few economists cared about Portugal’s growing external deficit. In 1999, a book 

commissioned by the Ministry of Finance on the impact of the single currency on the 

Portuguese economy, with contributions from some of the most influent Portuguese 

economist, did not have any mention to the perils of the external deficit. The themes in the 

book are all about institutions or the “new economic regime”, the external shocks in the 

domestic markets, impacts on the fiscal policy, the labour market, the evolution of the 

financial markets, macroeconomic and sectorial analysis, and income distribution.
5
  

But the intellectual climate in Portugal was of course not different from the climate 

elsewhere in Europe and particularly amongst major policy makers. In 2004, the head of the 

European Central Bank, Jean-Claude Trichet had this to say about external imbalances:  

[…] we Europeans have been very bold in creating a single currency in the absence of 

a political federation, a federal government and a federal budget at the euro area level. 

Some [argued] that without a federal budget of some significance the policy mix 

would be very erratic (…) [and that] it would be impossible to weather (…) 

asymmetric shocks hitting one particular member economy. In this respect, the very 

existence of the Stability and Growth Pact actually allows us to refute these two 

arguments: first, the Maastricht Treaty and the Pact provide a mutual surveillance by 

the “peers”- i.e. the Ministers of Finance - of national fiscal policies; second, by 

calling upon Member States to maintain their budget close to balance or in surplus 

                                                 
5
 See Barbosa et all. (1999). 
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over the medium term, the Pact allows the automatic stabilisers to play in full in 

countries facing an economic downturn, without breaching the 3 % ceiling for the 

deficit.”
6
 

 

As the situation worsened in Portugal and in other peripheral countries, Olivier 

Blanchard (2007), who authored a number of influential papers on the Portuguese economy 

and would serve as Chief Economist and Director of the Research Department of the IMF, did 

not see the need for any direct government intervention either. According to him, national 

governments should not take any kind of direct action to correct current account deficits, but 

only indirect action in the labour and product markets, in order to promote automatic 

“adjustments”. In other words, governments should promote “structural reforms” to render the 

markets and the economies “flexible”, to allow them to adjust and correct automatically the 

external imbalances.  

 

Portugal in crisis and the response 

In 2008, in the context of loose economic policy advice, in which national and 

European authorities virtually paid no attention to the growing external accounts of the 

peripheral countries, the international financial crisis that had begun in the United Sates the 

year before, hit Europe and Portugal. The first reactions to the financial crisis were rather 

slow and still very optimistic. Thus, Brussels, to a certain extent seconded by Frankfurt, 

pushed European governments to increase expenditure in order to offset the short term effects 

of the financial crisis in domestic demand and the European Commission launched the 

ambitiously designated European Economic Recovery Plan, which “called for an immediate 

and co-ordinated effort to boost demand, suggesting a fiscal policy response equivalent to 

1.5% of EU GDP. This figure includes actions at the EU as well as the Member State level.”  

The road to increases in Government expenditure, both at the centre and the periphery of the 

European Union, was then opened under a title that made direct reference to the Marshall 

Plan. This policy plan was soon to be reverted and largely forgotten in future narratives of the 

crisis.  

Eventually, the international financial crisis spread to the sovereign debt and countries 

with weaker economies, larger external deficits and levels of government deficit and debt, 

were faced with an upsurge of their bond yields, leading to the need for external financial 

assistance and the scale of economic policy advice swung again to the other side. For different 

                                                 
6
 Jean-Claude Trichet, Dublin, 31 May 2004. 
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sorts of reasons, the ECB was not allowed to follow the steps of central banks elsewhere 

outside of the Eurozone, such as the United States, Japan, Britain or Sweden, and it was 

decided that the IMF should also intervene. This was of course a smart move for those who 

had been arguing for a decade or more that the euro’s problems were the problems of 

governments unable to reform. 

The idea of financial aid under strong conditionality found a fertile ground in Portugal 

for several reasons. On the one hand, the electorate and the public opinion were prone to 

receive any interpretation that associated the financial crisis to wrong-doing by national 

governments, whatever political colour. Many popular explanations to previous financial 

crisis are intimately associated with simple political interpretations and it was only necessary 

to revive such interpretations. On the other hand, the political forces that would benefit from 

an idea that would lead to the elections were quickly gaining power. The Socialist 

government did not have an absolute majority in Parliament and faced the opposition of the 

President of the Republic who was of the same party as the main opposition party, the Social 

Democrats. The call for an intervention from the European Commission, the ECB and the 

IMF were seen with little worries and to a large part of the population and the electorate, their 

intervention was considered as globally positive. The road to the acceptation of external 

financial help with a Memorandum of conditionality was set with some ease. There are many 

episodes about the pressure from the media. One relevant episode consists of interviews on a 

major TV channel of the presidents of the four larger banks operating in Portugal, in four 

successive days from 4 to 7 April 2011, asking for the intervention under conditionality. This 

took place about a month before the Memorandum of Understanding on Specific Economic 

Policy Conditionality was signed on 17 May 2011.
7
  

The Social Democrats as the main opposition party and its future allies, the Christian 

Democrats called for elections and the government fell in Parliament. The Social-Democrats 

won the polls held in June 2011, albeit only with a relative majority and a coalition 

Government with the Christian-Democrats was formed. The new Government immediately 

promised to overhaul the Portuguese State, the economy and the structural bottlenecks that, 

according to many, were at the roots of slow growth and large public deficits and external 

debt. The key actor for the string of policies that unfolded was the Finance Minister, Vítor 

                                                 
7
 The interviews of Carlos Santos Ferreira (BCP), Ricardo Salgado (BES), Fernando Ulrich 

(BPI) and Nuno Amado (Santander-Totta) were conducted by Judite de Sousa at TVI. All but 

one of the banks had eventually to be rescued by the Portuguese government. Ricardo 

Salgado is currently under investigation for fraud. 
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Gaspar, who is an economist from the Bank of Portugal, and a former ECB and European 

Commission official. Gaspar unknown to the public, as he did not engage in the debate about 

the bailout, as many of other economists who, according to press speculations, were invited 

but refused to accept what was probably one of the hardest jobs of the time and since then. 

Gaspar headed the Bureau of European Policy Advisors when it advised the European 

Commission to push the 1,5% fiscal policy adjustment, back in 2008, but in Government he 

pushed instead for austerity, roughly doubling, in fact, the size of the degree of austerity 

imposed by the Troika Memorandum. Gaspar was of course not alone, as he had full support 

within the Government and was backed by many economists. In what became famous 

statements, the Prime Minister stated that the Government wanted to go beyond what the 

Troika imposed in terms austerity levels. This simply did not work with the expected 

exception of redressing the external balance of the country (see Figure 2).
8
 

[Figure 2] 

The Memorandum was written mostly not by the troika representatives that visited 

Portugal, due to the complexity of the proposed changes in the legislation, which they 

certainly could not control. In this respect, an article by the Financial Times Lisbon 

correspondent about the role of Nova Economics Faculty in the making of the Memorandum 

is revealing. He wrote: “Sometimes this influence is highly tangible. The Easter breakfast 

with the troika delegation, held in a former palace on the Nova campus, has only just come to 

light. But the memorandum of understanding that sets out the terms of Portugal’s three-year 

rescue package bears what Prof Ferreira Machado calls “the intellectual mark of our school” 

in at least two critical areas.” The areas were the “labour market reforms included in the 

rescue package”, which were designed by an economist working at the Bank of Portugal, and 

the “a plan to cut employers’ social security contributions as a means of lowering labour costs 

and increasing the competitiveness of exports”, which was authored, according to Wise, by an 

economist from Nova University. The journalist may somehow exaggerate the role of that 

school, as the document also had contributions from the Bank of Portugal, in representation of 

the ECB, the Portuguese government and the European Commission. The conclusion, 

however, is that it was largely made internally, and that should not come as a surprise, as 

Portugal is a developed economy.
9
  

                                                 
8
 For an evaluation of the impact of the austerity measures in Portugal and elsewhere in the 

European periphery, see…. For an historical account of the austerity in History see, among 

others, Persson (2010). 
9
 On this, see also Lains (2014: 38-40). 
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Nova professors also pointed out lot of criticism. It is interesting to note that more 

publicity was given to the contributions than to the criticism. It is a sign of the times, where 

politicians get from the academia what they want, and not the other way round. José Tavares, 

a member of the group that followed closely the writing of the Memorandum made the right 

piece of advice by stating that: “Much of the political economy of the agreements with the 

IMF implies the suspension of politics to redeem the economies. Avoid exaggerating the 

former to the point of harming the later.”
10

 

 

Concluding remarks 

Economic policy coordinated at the international level is certainly the single most 

distinctive mark of the development of the European economies since World War II, probably 

even more important than the cooperation between different economic and social forces 

within each country.
11

 That coordination explains the positive impact of a number of 

international organizations, of which the European Communities is certainly the most 

important. The relevance of economic policy came slowly to an end with the advent of the 

euro, and the increasing relevance of the European Central Bank and governments with a 

monetarist stance. These changes are probably unquestionable and they stemmed from a 

number of different facts which are difficult to grasp. They are the outcome of changes in the 

electorate, changes in the international context, or even the outcome of undefined atavistic 

forces. The rise of Reagan, Thatcher, their reelections, as well as the rise of the popularity of 

monetary policies cannot be simply explained. They need to be correlated to deep changes in 

the economy and the society across Europe and many parts of the World. 

Whatever the reason for such changes, the fact of the matter was that European 

integration was increasingly left to the work of market forces, particularly in the financial 

markets. This had an impact in the scope for growth and convergence in the European 

periphery, as the costs of economic openness ceased to be compensated in a meaningful way, 

whereas the benefits of openness have shown a hard time to develop satisfactorily. We have 

recalled here that the building of the single currency was a wise move in the context of 

European integration. Yet the euro was created without taking into account all the institutional 

setting that it would have implied, and Portugal and other peripheral countries joined in 

without due worries. In Portugal, the consensus about the positive effects of the euro spread 

between social-democrats and socialists, and the public in general. In the meantime, as policy 

                                                 
10

 See Memorandum… (2011). 
11

 See Milward (1992) and Eichengreen (2007). 
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makers looked elsewhere, major macroeconomic disequilibria were formed in the weaker 

European economies and when the 2007 international crisis reached their borders the tools to 

fight the ensuing crisis simply were not there.  

Paradoxically or not, the only tool that seemed to be readily available, that is, post-

Great Depression-like austerity measures that History has shown that simply do not work, 

gained wide support among large chunks of the electorate on the periphery. In Portugal, the 

policies that derived from the austerity rationale were largely developed locally, even 

surpassing what was designed in the lending institutions, such as the IMF. The outcome of the 

austerity policies was largely negative, whatever the perspective, as growth of factor 

productivity and structural change of the economy simply did not occur. But even with such a 

negative outcome, there still is the sense that the approach was valid but did not work yet this 

time so the perils that austerity will return are still there. So, in the end, the most affected 

countries are also culprits in this story about the end of good old economic policy in Europe. 

Why this is so is too large a question to be tackled in a simple fashion. 
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Table 1 – Realignments in the Exchange Rate Mechanism, 1979-1993 
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Figure 1 – Unemployment rate and current account deficit, 1995-2007 

 
 

Figure 2 – Current and capital account (as percentage of GDP), 1952-2012 

 

 


