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• Why the euro was created. 

• How it was designed. 

• How it was viewed in Portugal. 

• Will it work? 
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• The path to the euro, 1944-1992 
– Bretton Woods (1944) 

– The Marshall Plan and the OECE (1947-48) 

– The European Payments Union (1950) 

– The Werner Report (1970) 

– The demise of Bretton Woods (1971) 

– The “snake” (1972) 

– The European Monetary System and the Exchange 
Rate Mechanism (1979) 

– The Delors Report (1988) 

– The Maastrich Treaty and the Economic  

   and Monetary Union (1992) 
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• European monetary troubles 
– May 1968, inflation and the French devaluation 

– The functioning of the Exchange Rate Mechanism 
(1979-87) 

– The time bomb: end of capital controls & fixed 
exchange rates (1986-92) 

– German unification and the German budget crisis 
(1990-91) 

– The “Black Wedenesday” (1992) 

– The widening of the ERM (1993) 

 

 
4 



 

5 



The monetary policy trilemma 



“Since the new ERM was inherently susceptible to shocks, 
fundamental changes may well be required (…). Problems (…) 
resulted because capital controls were eliminated before SEM 
countries were willing to surrender the autonomy of national 
monetary policies, as is required to maintain fixed exchange 
rates with full mobility of capital (…). Although there is no 
consensus (…) reform must entail either reducing capital 
mobility, accepting a single monetary policy for all ERM 
members, or allowing exchange rates to adjust to the divergent 
policies and performances among countries.  
Perhaps the least attractive of these 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: 37) 7 



 

• So, what happened?  

– Despite fears, monetary union gained supporters.  

– Economists provided the theoretical framework 
which basically stated that monetary integration 
would push for economic integration. 

– To achieve that, economies should be rendered 
more flexible, in the product and labor markets. 

– Call for “structural reforms”. 
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• Meanwhile, in Portugal… 

– Monetary union was largely seen by the public as 
part of European integration. 

– Finance ministers were all central bankers or close 
colleagues, well connected to the idea that 
monetary union was the best option to overcome 
instability in the EU. 

– The call for “structural reforms” was hand in hand 
with the desire that some political forces had to 
change the post-1974 Revolution status quo (see 
later). 
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Miguel Beleza, Social Democrat Finance Minister  
(Jan 90 – Oct 91): set the value of the Escudo within the ERM. 

Braga de Macedo, Social Democrat Finance Minister  
(Oct 91 – Dec 93): ended capital controls. 

10 



• Socialists followed the current because 
unemployment was not an issue in the 1990s. 
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Sousa Franco, Socialist  
Finance Minister (Oct 95 – Oct 99): 
Inaugurated the euro. 

Unemployment 
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Portugal: Net lending (+) or borrowing (-): total economy, 1986-2013 

Source: Ameco http://ec.europa.eu/economy_finance/ameco/user/serie/chartAmeco.cfm 

• But trouble was on the making and it got worst. 

http://ec.europa.eu/economy_finance/ameco/user/serie/chartAmeco.cfm
http://ec.europa.eu/economy_finance/ameco/user/serie/chartAmeco.cfm
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• The “literature” 

– O Impacto do Euro (1999), with contributions from some 
of the most influent Portuguese economist, including the 
current Finance Minister, which does not mention eventual 
current account troubles.  

– Blanchard (2007), presently IMF Chief Economist, and 
author of a few papers on Portugal, warned about current 
account deficits, to conclude that Governments should not 
take direct action, but only indirect action in the labour 
and product markets, to promote automatic 
“adjustments”.  
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• May 2011: The Memorandum of Understanding on 
Specific Economic Policy Conditionality. 

• June 2011: Parliamentary elections. 

 

• Conditionality meant a certain degree of austerity, 

• But the new government stated from the beginning 
that its policies would “go beyond the troika”. 

• Why? Ideology? Vested interests? 

• Meanwhile the economy entered in a dip recession. 
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The end of the line: José Sócrates, Socialist Prime Minister   
(Mar 05 – Jun 11) and Teixeira dos Santos, Finance Minister  
(Jul 05 – Jun 11) 

The happy few: Vítor Gaspar and Passos Coelho with Paulo Portas 



17 Which is not working, with one exception… 
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So, 
• The euro was a wise move in the context of European 

integration. 

• Yet Portugal joined in without due worries. 

• The consensus spread between social-democrats and 
socialists, and the public in general. 

• Major macroeconomic disequilibria was formed. 

• The international crisis hit and the adjustment costs 
are quite substantial. 

• Extreme austerity policies followed. 

• Why? - We need to take into account both European 
and domestic politics. 
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Fonte: http://www.economicshelp.org (2012) 
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Central Bank Purchases of Securities by the Federal Reserve, the Bank of England and the 

European Central Bank as a % of GDP 

Fonte: http://www.thegoldwatcher.com/  
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Thank you! 

25 


