
THE PORTUGUESE ECONOMY IN 1999

1. INTRODUCTION

Real output growth in 1999 is estimated to have
stood in the lower half of the forecast interval dis-
closed in the September Economic Bulletin (2¾ -
3¼), about 1 percentage point (p.p.) less than in
1998. Despite activity slowdown, total employ-
ment continued to exhibit a high growth — close
to 2 per cent — in the first three quarters of 1999.
As a result, the unemployment rate kept its down-
ward trend, reaching 4.2 per cent in the third quar-
ter.

The slowdown of activity from 1998 to 1999 re-
sulted from the lower growth of domestic demand
and exports. All domestic demand components —
private consumption, public consumption and in-
vestment — decelerated from the previous year.
Stress should be laid on the sharp slowdown of in-
vestment, from 9.8 per cent in 1998 to around half
this value in 1999. Private consumption, which
had grown 5.6 per cent in 1998, decelerated
around 1 p.p.; nevertheless, this item continued to
grow more than output, as in the previous year.

Exports slowed down by around 6 p.p. in 1999
(from a 9.1 per cent real growth in 1998). This slow-
down was particularly sharp as regards services ex-
ports. Therefore, despite the sharp reduction of the
growth rate exhibited by imports (8 p.p., from a 14.8
per cent growth in 1998), in line with the slowdown
of the overall demand components, 1999 saw a fur-
ther widening of the current plus capital account
deficit, by around 1½ p.p. of Gross Domestic Prod-
uct (GDP) (from 4.3 per cent of GDP in 1998).

The widening of the deficit, which reflects the
behaviour of the trade account, results basically
from the greater borrowing requirements of Portu-
guese households and corporations, due to the
widening of the gap between investment and sav-
ing of these institutional sectors.

As in 1998, the current plus capital account def-
icit continued to be financed by capital inflows —
corresponding to increases in the net foreign liabil-
ities of General Government and banks. Regarding
the latter, in the period January-October 1999 the
net foreign liabilities of resident Monetary Finan-
cial Institutions (MFI) in the form of loans and de-
posits increased 6,866.2 million euros, compared
with 7,177.2 million euros in the same period of
1998. Therefore, throughout 1999 MFI continued
to finance the resident private sector by raising ex-
ternal resources — although some maturity
recomposition took place in 1999. Despite the fact
that non-residents’ investments in loans and
short-term deposits continued to account for the
bulk of external resources raised by resident
banks, long-term operations rose significantly.

The fulfilment of households and non-financial
corporations borrowing requirements gave rise to
a particularly strong growth of bank credit
granted to these sectors. Over the course of 1999,
domestic bank credit granted to the non-monetary
resident sector excluding General Government re-
corded very high growth rates, peaking at 28.2 per
cent in July, and decreasing slightly afterwards, to
26.2 per cent in December.

As a result, indebtedness of the non-financial
private sector increased significantly again in 1999.
Households and corporations’ indebtedness, re-
spectively as a percentage of disposable income
and GDP, are estimated to have reached close to
80 and 77 per cent by the end of the year (66 and
65 per cent one year before). Despite the signifi-
cant increase in the indebtedness of households
due to the sharp fall in interest rates, the degree of
effort (defined as the ratio between the debt ser-
vice and disposable income) shall have risen only
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1.5 p.p. between 1996 and 1998. In 1999, in the con-
text of a smaller reduction of interest rates, house-
holds’ degree of effort shall have increased around
2 p.p.

In 1999, interest rates in both the money market
and the stock market reversed the sharp down-
ward trend that had been recorded in recent years
in Portugal. As regards long-term rates, this rever-
sal took place early in the 1999, spreading to
short-term rates from mid-1999 onwards. The be-
haviour of markets rates rebounded to banks’
lending and borrowing rates, which stopped de-
creasing from the third quarter on the year —
hence interrupting the reduction recorded since
the early 1990s. Despite this recent behaviour, in
December 1999 bank rates on new operations still
remained below the levels observed by the end
1998 levels (by 0.4, 0.7 and 0.9 p.p., respectively in
the case of time deposits between 181 days and
one year, loans to private individuals at more than
5 years, and loans to non-financial corporations
between 91 and 180 days).

GDP growth did not show a marked intra-
annual profile over the course of 1999. However,
its composition changed significantly throughout
the year. Domestic demand recorded a significant
slowdown in the second half of the year, especially
at the level of the consumption of durable goods.
On the other hand, merchandise exports recov-
ered, in line with activity acceleration in the euro
area. The change in the growth profile — namely
through exports replacing private consumption as
the leading engine of economic growth — pro-
vides a necessary condition to cut the borrowing
requirements of the private sector, in particular of
households.

Alongside the improvement of the external
background throughout 1999, some factors affect-
ing price developments evolved unfavourably —
stress being laid on the sharp rise in oil prices in
the international markets. In the euro area econo-
mies, this factor was enhanced by the exchange
rate depreciation seen in 1999. As a result, infla-
tion rose in the euro area. Measured by the
year-on-year change in the Harmonised Index of
Consumer Prices (HICP), inflation rose from 0.8
per cent in December 1998 to 1.7 per cent one year
later. In Portugal, much on the contrary, inflation
decreased. Still measured by the HICP, inflation in
Portugal was reduced from 2.8 per cent in Decem-

ber 1998 to 1.7 per cent in December 1999. As men-
tioned in previous issues of the Economic Bulletin,
the correction to some transitory factors affecting
price behaviour in 1998 — including the signifi-
cant increase in the prices of some products, espe-
cially food, the effects resulting from the deprecia-
tion of the escudo during the transition to the euro
and the effects of the Expo98 on the prices of some
services — contributed more or less expectedly to
reduce inflation throughout 1999.

The fact that in Portugal the process of price
fixing of fuel differed from the one followed in
most euro area countries contributed to widen the
inflation differential in 1998, yielding the reverse
effect in 1999. The dissipation of the temporary ef-
fects mentioned above and the disparate fuel con-
sumer price policies gave rise to a null inflation
differential between Portugal and the euro area by
the end of 1999, compared with 2.0 p.p. in Decem-
ber 1998.

2. INTERNATIONAL BACKGROUND OF THE
PORTUGUESE ECONOMY

The international background of the Portu-
guese economy continued to improve in the sec-
ond half of 1999, confirming the positive indica-
tions on the world economic situation that had ap-
peared during the first half. Economic recovery in
the euro area during the second half of the year
was confirmed, basically meeting expectations
(chart 2.1). The strengthening of activity in the
United Kingdom also became evident in this pe-
riod. The United States of America (USA) econ-
omy continued to show strong buoyancy, exceed-
ing forecasts dated from one year before. Eco-
nomic activity recovery in the emerging markets
has also become evident, especially at the level of
Asian markets. In Japan, despite some recent signs
towards improvement, growth perspectives for
the near future remain uncertain.

In the euro area, activity acceleration is basi-
cally linked to the recovery of exports of goods
and services, as a result of the clear improvement
of the external background of the area. As regards
foreign trade flows, imports also grew slightly
faster than in the first half-year. In fact, the recov-
ery of trade flows over the course of 1999, follow-
ing to the slowdown seen in the previous year, has
become evident in a wide range of economies.
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As for price developments, although the major-
ity of the larger economies continued to record
moderate inflation rates in 1999, the strong in-
crease of oil prices in the international markets
throughout the year (Brent prices in US dollars
grew about 40 per cent in annual average terms)
reflected in general to an acceleration of consumer
prices (chart 2.1). In the euro area, this develop-
ment was enhanced by the unfavourable exchange
rate developments. The evidence of some worsen-
ing of the medium-term inflation perspectives in a
context of economic activity recovery — along
with a tightening in the labour markets in some
countries — led to reactions by monetary authori-
ties (chart 2.2). In the USA and in the United King-
dom, central banks carried out gradual increases
to intervention rates over the course of the second
half of 1999 and in early 2000. In the euro area, the
European Central Bank (ECB) Council rose its offi-
cial rates in early November. In the meantime,
these considerations were reflected into increases
in long-term interest rates throughout 1999, which
reached 1.7 p.p. in the USA, 0.8 p.p. in the United
Kingdom and 1.4 p.p. in the euro area (chart 2.2).

Economic activity in the USA continued to
grow strongly in the second half of 1999, continu-
ing the trend recorded in previous years (chart
2.1). In the third quarter, GDP grew 4.3 per cent
year-on-year, following to 3.8 per cent in the first
half-year. The available data point towards the
maintenance of a strong buoyancy in late 1999. Ac-
cording to most estimates, growth in the year as a
whole shall stand around 4 per cent (4.3 per cent
in 1998)(1).

In the third quarter, the dynamism of economic
activity was again determined by strong domestic
demand. More specifically, private consumption
grew again about 5 per cent from the same period
of the previous year, translating into a further re-
duction of households’ saving rate. Among the
most sensitive sectors vis-à-vis interest rate
changes, residential building showed signs of
slowing down. Gross fixed capital formation ex-
cluding housing accelerated in this quarter. The
notable recovery of exports (6.2 per cent growth in
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Chart 2.1
GROSS DOMESTIC PRODUCT
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(1) For 2000, forecasts continue to point towards some slowdown
of economic activity, though a less sharp one than expected
some months ago (the OECD forecast disclosed in November
points to a 3.1 per cent growth).



year-on-year terms in the third quarter, compared
with 1.9 per cent in the first half of 1999) largely
reflected the improvement of external demand,
and was accompanied by a further expansion of
imports (13.2 per cent growth in the third quarter,
against 10.5 per cent in the first half-year). The dif-
ference persisting between the dynamism of do-
mestic demand in the USA and in the rest of the
world continued to yield a widening of the current
account deficit, which is estimated to reach 3.7 per
cent of GDP in 1999 (2.5 per cent in 1998). The pro-
gressive worsening of external accounts and
households’ saving continue to provide the major
weaknesses of the USA economy.

As regards inflation in the USA, consumer
prices (CPI) but especially producer prices acceler-
ated throughout 1999. The year-on-year rate of
change of the CPI reached 2.7 per cent in Decem-
ber, around 1 p.p. more than in late 1998/early
1999. In the meantime, producer prices accelerated
from 0.8 per cent in early 1999 to 3.0 per cent in
December. This behaviour is largely due to the rise
in oil prices in the international markets, since ex-
cluding food and energy prices, consumer prices
would have grown 1.9 per cent year-on-year in
December 1999, against 2.4 per cent one year be-
fore. In the labour market, labour costs continued
to show no signs of accelerating up to the third
quarter of 1999, despite the low level exhibited by
the unemployment rate (4.1 per cent in the three
last months of 1999) and continued employment
growth (by 2.2 and 2.1 per cent year-on-year, re-
spectively in the third and fourth quarters). On 16
November, the Federal Reserve increased again
the intervention rates, since it considered that risks
towards a sustained, non-inflationary, economic
expansion persisted. Both the federal funds refer-
ence rate and the discount rate were risen 0.25
p.p., respectively to 5.5 and 5.0 per cent — i.e., to
their Summer 1998 levels, before the propagation
of the Asian crisis to other markets (chart 2.2).

In Japan, GDP recorded a 1.0 per cent
year-on-year growth rate in the third quarter of
1999, following to -0.4 and 0.7 per cent changes in
the previous two quarters (chart 2.1). However,
the growth recorded in the first half of the year al-
ready bears a downward revision from the prelim-
inary official estimates, as well as a change in the
intra-anual growth profile. Therefore, the latest
projections for 1999 were in general adjusted

downwards from those disclosed in Autumn and
point towards a growth slightly below 1 per cent
— which nonetheless accounts for a recovery from
the 2.5 per cent fall seen in 1998.

In the third quarter of 1999, domestic demand
(excluding stocks) in both the private and the pub-
lic sectors grew slightly less than in the previous
quarter. Exports accelerated (3.5 per cent growth
year-on-year, against falls in the previous two
quarters), chiefly reflecting the increased demand
from other Asian countries and despite the sharp
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Chart 2.2
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appreciation of the yen. Though remaining nega-
tive, the contribution of net external demand to
growth was more favourable in the third quarter.
However, the capacity of the Japanese economy to
keep a sustained growth path remains somewhat
uncertain. Despite the less pessimistic appraisal by
industrials and some employment stabilisation (af-
ter successive falls), adjustments to the capacity of
the economy proceed and some structural prob-
lems persist. Moreover, the yen appreciation car-
ried on, and in the very short run the reduction in
public sector’s demand shall inevitably affect the
Japanese economy. This situation is expected to be
reversed only over the course of 2000, with the im-
plementation of the measures foreseen in the
programme announced in November 1999
(amounting to around 3.5 per cent of GDP). The
successive expansionary measures adopted by the
Government have given rise to public deficit and
debt increases; according to the OECD, deficit and
debt are estimated to reach respectively 7.6 and
105.4 per cent of GDP in 1999, providing an addi-
tional factor of risk.

In the United Kingdom, the second half of 1999
was characterised by a quick strengthening of eco-
nomic activity. In the third quarter, GDP acceler-
ated to 1.9 per cent year-on-year, following to 1.4
and 1.6 per cent growths respectively in the first
and the second quarters (chart 2.1). The latest data
suggest that recovery proceeded in the fourth
quarter. Estimates for 1999 as a whole point to-
wards growth between 1.7 and 1.8 per cent, com-
pared with 2.2 per cent in 1998.

Domestic demand, which grew strongly up to
early 1999, exhibited some slowdown in the sec-
ond and third quarters, despite the strong dyna-
mism of private consumption. Contrary to what
occurred over the course of 1998 and early 1999,
net exports rendered a less negative contribution
to the year-on-year growth of GDP. The strength-
ening of world activity allowed exports to recover
notably (year-on-year change of 6.1 per cent in the
third quarter, against -0.1 per cent in the first half
of the year). This development was also accompa-
nies by a stronger growth of imports of goods and
services in the third quarter (7.6 per cent, com-
pared with 6.1 per cent in the first half-year). This
new expansionary stage of activity has taken place
in a context of some tensions in the labour market.
The unemployment rate (claimant count) contin-

ued to decrease, reaching 4.0 per cent in December
(4.5 per cent one year before). Meanwhile, in the
quarter to November, nominal earnings rose 4.9
per cent in year-on-year terms (4.7 per cent in the
third quarter). Inflation measured by consumer
prices excluding mortgage interest has remained
below the 2.5 per cent threshold (chart 2.1). None-
theless, on 13 January 2000, the Bank of England
decided to carry out a further increase of the repo
rate, by 0.25 p.p. (to 5.75 per cent) (chart 2.2). Un-
derlying this decision was the appraisal that me-
dium-term inflation perspectives were less benign,
due to the development of pressures in the labour
market and on the productive capacity of the econ-
omy.

The information available for the second half of
1999 confirm the recovery of economic activity in
the euro area, which had started in the second
quarter of the year. GDP accelerated significantly
in the third quarter, 2.3 per cent year-on-year
change, compared with 1.7 and 1.8 per cent in the
previous quarters (chart 2.1). Recent indicators are
consistent with a continuation of the strengthening
of activity later in the year. In general, this devel-
opment does not differ greatly from the projec-
tions available in the autumn of 1999, which
pointed to a 2.1 per cent growth in 1999 (2.7 per
cent in 1998).

The greater buoyancy of activity in the third
quarter was accompanied by a change in the struc-
ture of growth (chart 2.3). Domestic demand
showed some deceleration from the previous
quarter — especially at the level of stock accumu-
lation — while exports of goods and services re-
covered notably (4.2 per cent growth in year-
on-year terms, compared with 0.5 per cent in the
first half-year)(2). The improvement of exports re-
flects the strengthening of external demand. How-
ever, exporters shall have incurred in a loss of
market share in 1999 as a whole (see box “The Re-
cent Performance of the Exporting Sector”), despite
the real effective depreciation of the euro (5.5 per
cent in 1999, following to a 1.9 per cent apprecia-
tion in 1998). The recovery of exports gave rise to
an equally stronger growth of imports, from 3.5
per cent in the first half of the year to 4.2 per cent
in the third quarter. In net terms, the contribution
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of external demand to GDP growth became posi-
tive, in contrast with previous behaviour.

The qualitative data available for the last quar-
ter of the year suggests that economic activity con-
tinued to strengthen in late 1999. Consumers’ con-
fidence, after having stabilised during the third
quarter, resumed its high levels, close to those
reached earlier in the year. This improvement was
sustained by more favourable overall perspectives
and by the labour market situation. The unem-
ployment rate decreased gradually over the course
of the year, from 10.5 per cent at the end of 1998 to
9.8 per cent in November, while employment con-
tinued to expand up to the third quarter. Employ-
ment in industry has shown some signs of im-
provement. Confidence in industry has shown an
upward trend since the second quarter of 1999;
stress should be laid on the more favourable ap-
preciation of production expectations and order
books, most notably of export orders.

The acceleration of activity recorded in the euro
area as a whole in the third quarter of 1999 was
widespread to the four leading economies of the
area. In any of these countries, this acceleration re-
sulted from a more favourable contribution of the
external sector to growth. This reflected above all
the strong recovery of exports — in line with the
improvement already recorded in the second
quarter — that was also accompanied by a stron-
ger growth of imports than in the first half of the
year (only in the case of Spain imports slowed
down, though continuing to grow strongly around
12 per cent in year-on-year terms). Germany and
Italy continued to exhibit a less significant output
growth, 1.2 per cent in year-on-year terms, which
compares with 0.9 and 0.8 per cent in the previous
quarter, respectively. In France, GDP growth in-
creased from 2.4 to 3.0 per cent in the third quar-
ter. The Spanish economy continued to grow at a
high pace (3.7 per cent in the third quarter, against
3.5 per cent in the previous three months).

Inflation in the euro area, measured by the
year-on-year rate of change of the HICP, kept up
to December the upward path shown since
mid-1999 (chart 2.1). The year-on-year change was
1.7 per cent in December (0.8 per cent in January).
To this increase contributed basically the accelera-
tion of the prices of energy goods over the course
of 1999, which was partly compensated by the
moderation of prices of the remaining goods and

services. As for the annual average rate of change,
inflation in the euro area reached 1.1 per cent in
December, the same level recorded one year be-
fore.

On 4 November, the ECB Council decided to
raise the intervention rates by 0.5 p.p. The rate on
the main refinancing operations rose to 3.0 per
cent (chart 2.2). In December, the ECB Council de-
cided to confirm the reference value for monetary
growth, that is to say, an annual growth rate of 4.5
per cent for monetary aggregate M3.

In line with what occurred in the USA, long-
term interest rates exhibited an upward movement
over the course of 1999 (chart 2.2). In the euro area,
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Chart 2.3
EURO AREA
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this trend was briefly discontinued in the months
when changes to the intervention rates of the
Eurosystem were recorded. In December, the yield
on 10-year public debt bonds was at 5.30 per cent,
against 3.95 per cent at the end of 1998. The mone-
tary market interest rates decreased until April,
the month when the Eurosystem intervention rates
decreased. Afterwards, their upward behaviour
was strongly influenced by expectations of raises
to intervention rates, as well as by a risk premium
associated to eventual software problems related
with Y2K. In 1999, the euro exchange rate depreci-
ated on average 5.7 per cent in nominal effective
terms. In end of period terms, the depreciation of
the nominal effective exchange rate of the euro
reached 12.9 per cent.

3. DEMAND AND OUTPUT

The latest indicators confirm that in 1999 Gross
Domestic Product (GDP) slowed down from the
previous year. The deceleration of the Portuguese
economy, foreseen in previous issues of the Eco-
nomic Bulletin (EB), results from a lower growth of
domestic demand and of exports of goods and ser-
vices (table 3.1). The slowdown of domestic de-
mand shall have been extensive to all components.

GDP growth shall have stood in the lower half
of the forecast interval presented in the September
EB (2¾ - 3¼ per cent). Compared with the esti-
mates therein presented, the available information
points towards more moderate growths of domes-
tic demand and exports, partly offset by the lower
growth of imports. In intra-annual terms, GDP
growth did not show a particularly marked pat-
tern over the course of 1999. In the first half-year,
the pattern of growth was characterised by a slow-
down of domestic demand and of exports of
goods and services. This translates a significant ac-
tivity slowdown from late 1998. In the second half
of the year, domestic demand exhibited a further
slowdown, greatly reflecting a less buoyant pri-
vate consumption. In the same period, exports of
goods and services shall have recovered, inter-
rupting the slowdown recorded since the second
half of 1998. The available information suggest
that this recovery of exports shall have virtually
compensated for the slowdown of domestic de-
mand recorded in this period. As a result, the
slowdown of overall demand shifted over the

course of 1999, which however did not translate
into a marked intra-annual growth pattern.

Short-term indicators point towards a slow-
down of private consumption in the second half of
1999. In the third quarter of 1999, the coincident
indicator of private consumption slowed down
from the previous quarter (chart 3.1). According to
the Monthly Trade Survey, in the second half of
the year, the average level of the balance of re-
spondents regarding turnover in retail trade stood
below the levels recorded in the first half of the
year (chart 3.2)(3). This slowdown shall have been
sharper than expected. As a result, the growth of
this aggregate in 1999 as a whole shall stand close
to the lower limit of the forecast interval presented
in the September EB (4¾ - 5¼ per cent, against 5.6
per cent in 1998).

Despite the slowdown, private consumption
continued to exhibit a high growth rate, to which
contributed the maintenance of consumers’ confi-
dence at high levels (chart 3.1). These confidence
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(3) According to the Monthly Manufacturing Industry Survey, in
the second half of the year, the appraisal of domestic demand
directed towards the consumer goods industry exhibited levels
close to the ones of the first half. This suggests that the slow-
down of private consumption shall not have affected Portu-
guese producers, which may be explained by the greater
concentration the Portuguese Industry shows in current con-
sumption goods.

Table 3.1

MAIN ECONOMIC INDICATORS

Rates of change (percentage)

1998 1999

Private consumption. . . . . . . . . . . . . . . . 5.6 4¾ - 5¼

Public consumption . . . . . . . . . . . . . . . . 3.0 2.4

GFCF . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.8 4¼ - 5¼

Domestic demand . . . . . . . . . . . . . . . . . . 6.4 4¼ - 4¾

Exports . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.1 3¼ - 4¼

Overall demand. . . . . . . . . . . . . . . . . . . . 7.0 4 - 4½

Imports . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.8 7 - 8

GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.8 2¾ -3¼

Current plus capital account deficit
(as a % of GDP). . . . . . . . . . . . . . . . . .

4.3 5¼ ; 6¼

Note. These figures were disclosed in the September 1999 Eco-
nomic Bulletin.



levels continued to reflect employment gains and
the increase in real wages. Nevertheless, the dis-
posable income of private individuals shall have
slowed down in relation to 1998, namely due to
the sharp fall in net interest received by house-
holds.

The slowdown of private consumption in the
second half of the year reflected above all the behav-
iour of expenditure in durable goods. The reduction
of the balance of respondents regarding turnover
was particularly sharp at the level of retail trade of
this kind of goods (chart 3.3). The survey to con-

sumers of the European Commission also points to-
wards a sharp reduction in households’ intention to
carry out large purchases. Also worth noting is the
2.0 per cent reduction sales of light passenger vehi-
cles including 4X4 recorded in the second half; this
development compares with a 24.7 per cent increase
in the first half of the year(4),(5).

The lower buoyancy of private consumption in
the second half of 1999 is also related with some
slowdown of households’ expenditure in hotels,
restaurants and transport services. Nights spent by
residents in national hotels and similar establish-
ments increased 1.4 per cent in the third quarter of
1999 (4.0 per cent in the first half and 6.6 per cent
in 1998)(6).

In the second half of 1999, investment shall
have grown slightly less than in the first half of
the year. In the second half of 1999, GFCF in con-
struction recovered, while GFCF in equipment
recorded again a lower dynamism. This behav-
iour of GFCF in equipment in the second half of
the year was not fully expected, hence total
GFCF might have grown below the average of
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Chart 3.1
PRIVATE CONSUMPTION: CONSUMERS’

CONFIDENCE INDICATOR
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Chart 3.2
PRIVATE CONSUMPTION: QUALITATIVE

INDICATORS
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Chart 3.3
TURNOVER
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(4) Except where otherwise stated, all rates of change mentioned
in the text are year-on-year rates of change.

(5) Sales of light passenger vehicles (including 4x4) dropped
sharply in the last quarter of 1999, which may be partly due to
the delay in the car tax (IA) actualization.

(6) Rates of change were obtained: in 1998, comparing revised data
for 1998 and 1997; in 1999, comparing first version data and re-
vised data for 1999 with first version data and revised data for
1998.

Source: INE, “Monthly Trade Survey”.



the forecast interval considered in the September
EB (4¼ - 5¼ per cent, which compares with 9.8 per
cent in 1998).

The available indicators point towards some ac-
celeration of GFCF in construction in the second
half of 1999, slightly greater than the one consid-
ered in the September EB. In the second half-year,
cement sales grew 4.0 per cent, which compares
with 2.1 per cent in the first half of the year. Ac-
cording to the Construction and Public Works
Monthly Survey, the order book appraisal in the
sector improved from the first half of the year,
which resulted from the behaviour of the public
works subsector (chart 3.4). On the contrary, the
balance of respondents concerning the order book
assessment in the residential building subsector
stood below the level of the first half of 1999.
Mortgage lending to private individuals recorded
some slowdown (table 3.2). The data from the
Direcção-Geral do Tesouro regarding new mortgage
lending contracts also indicate a reduction in the
number and the value of these contracts, which
was particularly sharp in the subsidised credit re-
gimes in the third quarter of the year (7). This sug-
gests that the effects of changes in the mortgage
subsidy scheme for housing purchase or construc-
tion are transmitting to households(8).

The available indicators suggest that in the sec-
ond half of the year GFCF in machinery continued
to grow clearly less than in 1998, in line with the
previous forecast. The balance of respondents re-
garding the turnover of the wholesalers of ma-
chines and materials continued to decrease in the
second half of the year. In the meantime, indus-
trials of equipment goods excluding transport ma-
terial became slightly less optimistic as regards do-
mestic demand directed to their production (chart
3.5). Furthermore, according to the foreign trade
data disclosed by the INE, nominal imports of this
category of goods recorded a 10.6 per cent change
in the period January-September 1999, which com-

pares with 9.3 per cent in the first half and 18.9 per
cent in 1998 as a whole (9).
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Chart 3.4
ORDER BOOK APPRAISAL IN THE

CONSTRUCTION AND PUBLIC
WORKS SECTOR
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Chart 3.5
INVESTMENT IN MACHINERY: QUALITATIVE

INDICATORS
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(7) According to the Direcção-Geral do Tesouro, the number and the
value of new loans granted decreased respectively by 21.6 and
13.9 per cent, in the third quarter of 1999 (35.4 and 44.0 per cent
increases in the first half of the year). Considering only loans
granted under the subsidised regime, the reduction reached
51.8 per cent in the number of contracts and 48.0 per cent in the
overall amount lent (24.1 and 33.1 per cent increases, respec-
tively, in the first half of the year).

(8) Regarding the changes introduced, see the June 1999 Economic
Bulletin, Page 17.

(9) The acceleration of nominal imports from the first half-year to
the period January-September should be partly due to the be-
haviour of the deflator. Over the course of 1999, foreign trade
deflators are estimated to have followed an upward path. Ac-
cording to data from the Direcção-Geral das Relações Económicas
Internacionais, the rate of change of the prices in escudos of
equipment good imports excluding transport material was -4.0
per cent in the first quarter and -2.3 per cent in the first
half-year.



Table 3.2

DEMAND INDICATORS

Year-on-year rates of change

1997 1998 1999(a) Last
month

1997 1998 1999 1997 1998 1999

1st
half

2nd
half

1st
half

2nd
half

1st
half

2nd
half

1stQ 2ndQ 3rdQ 4thQ 1stQ 2ndQ 3rdQ 4thQ 1stQ 2ndQ 3rdQ 4thQ

Private consumption
Retail Trade Turnover index. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.1 11.1 6.0 Sep 4.5 5.7 12.3 10.2 5.8 4.5 4.5 4.9 6.3 11.3 13.1 9.5 10.7 7.5 4.3 6.3
Sales of light passenger cars incl. 4x4 . . . . . . . . . . . . . . . . . . . . . . . . . -0.6 17.9 11.4 Dec -2.8 1.9 13.7 22.4 24.7 -2.0 -3.4 -2.2 -0.9 4.6 5.5 21.9 23.1 21.9 34.9 16.0 12.0 -14.6
Bank credit to individuals for purposes other than housing . . . . . . 22.9 23.1 23.2 Nov 22.4 22.9 18.0 23.1 29.6 22.4 22.4 20.9 22.9 17.9 18.0 19.0 23.1 18.3 29.6 27.5

Investment
Cement sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.9 4.7 3.1 Dec 19.5 5.3 4.6 4.7 2.1 4.0 22.6 16.8 9.4 0.9 10.0 -0.2 0.2 9.9 -0.6 4.8 5.6 2.3
Contracted construction works . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.1 -27.1 -7.6 Nov 66.9 -4.8 -26.2 -28.2 -28.2 73.1 61.5 -10.7 1.2 -14.8 -36.9 -14.5 -40.5 -26.4 -30.5 12.7
Mortgage lending to individuals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.4 34.8 30.2 Nov 25.7 27.4 31.4 34.8 36.9 25.8 25.7 28.0 27.4 29.5 31.4 32.6 34.8 36.5 36.9 32.5
IPI of equipment goods excl. car manufacturing. . . . . . . . . . . . . . . . -0.1 8.8 -1.7 Oct -1.4 1.3 9.6 8.0 -1.6 -0.4 -2.4 1.0 1.6 8.6 10.5 8.3 7.6 0.6 -3.7 -3.0
Imports of equipment goods excl. transport material (b) . . . . . . . . . 14.7 22.3 10.6 Sep
Exports of equipment goods excl. transport material (b). . . . . . . . . . 22.2 20.3 21.1 Sep
Sales of commercial vehicles under 3.5 ton. . . . . . . . . . . . . . . . . . . . . 20.9 12.0 1.2 Dec 26.8 15.8 8.9 14.8 5.1 -2.4 28.2 25.4 19.5 13.1 14.7 2.9 6.9 21.0 -0.6 11.7 12.6 -12.6
Sales of commercial vehicles over 3.5 ton. . . . . . . . . . . . . . . . . . . . . . 32.0 15.8 19.2 Dec 28.3 35.4 31.3 2.4 21.7 16.5 14.7 41.0 44.5 28.8 67.4 3.8 0.9 3.6 10.8 35.1 34.0 2.6
Registrations of commercial vehicles over 3.5 ton. . . . . . . . . . . . . . . 35.6 22.4 17.5 Dec 38.2 33.2 32.2 13.2 17.9 17.0 21.5 56.9 36.5 29.7 48.5 18.1 0.9 26.9 13.2 23.1 25.8 9.2

Foreign trade (b)

Total exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.5 6.3 0.7 Sep 6.1 15.1 11.0 1.9 0.1 2.7 9.5 12.7 17.4 12.5 9.5 5.6 -1.3 1.3 -1.1 2.3
Consumer goods exports. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.9 4.1 0.0 Sep
Equipment goods exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.6 14.0 6.6 Sep
Intermediate goods exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.8 5.1 -4.0 Sep
Fuel exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.7 -27.9 10.3 Sep

Total imports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.1 12.6 6.4 Sep 10.8 15.4 16.3 9.1 4.5 9.0 12.6 16.0 14.9 16.0 16.6 11.3 7.3 4.6 4.4 10.9
Consumer goods imports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.3 17.8 9.2 Sep
Equipment goods imports. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.2 21.9 14.4 Sep
Intermediate goods imports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.8 8.0 -5.1 Sep
Fuel imports. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.2 -23.3 18.7 Sep

Source: INE, Direcção-Geral de Viação, ACAP, Cimpor, Secil and ANEOP.
Notes:
(a) Accumulated values up to the last month available.
(b) The rates of change of exports and imports result from comparing definitive versions, in 1997 and in 1998, and preliminary declared values for the period January-September, in 1999.



In the second half of 1999, GFCF in transport
material recorded a much greater slowdown than
previously expected in the September EB. In this
period, sales of commercial vehicles up to 3.5 ton
fell 2.4 per cent, which compares with a 5.1 per
cent increase in the first half of the year(10). In turn,
investment in commercial vehicles over 3.5 ton
continued to grow significantly, according to the
behaviour of the respective car plates (table 3.2).

Net external demand continued to render a
negative contribution to output growth in the sec-
ond half of 1999, though smaller in absolute value
than in the first half-year. This development is
broadly in agreement with the estimates presented
in September. It should be noted that foreign trade
data have continued to be significantly revised,
which blurs data interpretation(11).

In 1999 exports of goods and services shall
grow less in real terms than in the previous year.
According to the available data, this growth may
stand close to the lower limit of the forecast inter-
val presented in the September EB (3¼ - 4¼ per
cent, which compares with 9.1 per cent in 1998). In
the second half of 1996, exports of goods and ser-
vices shall have recovered slightly, basically re-
flecting the stronger buoyancy of merchandise
sales abroad, which had slowed down since
mid-1998. In the meantime, exports of services
shall have recorded some slowdown in the period,
greatly resulting from the lower growth of tourism
revenue. However, it should be noted that 1998
was an exceptional year from the point of view of
tourism, with the Expo98 taking place (see section
6 — Balance of payments and international invest-
ment position).

According to the preliminary data available, in
the third quarter of 1999, nominal merchandise ex-
ports grew 2.3 per cent, compared with 0.1 per
cent in the first half of the year(12). However, the
nominal acceleration effectively recorded is proba-
bly greater than that conveyed by the presently
available information, since the rates of change for

the latest months shall undergo greater revi-
sions(13). The behaviour of prices shall also provide
an explanation for the nominal recovery of mer-
chandise exports(14). Nevertheless, this period shall
have recorded some acceleration of exported vol-
umes, in tune with the indications of an accelera-
tion of external demand directed towards Portu-
guese producers, resulting from the effective accel-
eration of economic activity in the euro area. The
behaviour of the external order book directed to-
wards manufacturing industry suggests that re-
covery shall have proceeded in the last quarter of
1999 (chart 3.6). In annual terms, however, 1999
shall have seen a market share loss of Portuguese
merchandise exports, between 0.5 and 1.0 per cent,
which follows to a greater loss in the previous
year (see Box “The Recent Performance of the Ex-
porting Sector”).

In 1999, imports of goods and services exhib-
ited a lower dynamism than in 1998. As in the case
of exports, the available data suggest that the
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(10)See footnote 5.
(11)The monthly rates of change of merchandise exports and im-

ports in 1999 continue to be subject to revisions (see the June
and September 1999 Economic Bulletins). The pattern of revi-
sion of these rates has been irregular both as regards sign and
size.

(12)According to the January to September 1999 version of the for-
eign trade data.

(13)See footnote 11. In the case of merchandise exports, revisions
continue to be mostly to the upward, though by different sizes.

(14)According to the data disclosed by the Direcção-Geral das
Relações Económicas Internacionais, the price in escudos of mer-
chandise exports recorded a less negative change in the second
quarter of 1999 when compared with the first quarter (-3.3 per
cent in the first quarter, comparing with -2.0 per cent in the first
half of the year). This trend shall have continued over the
course of 1999.

Chart 3.6
APPRAISAL OF EXTERNAL

DEMAND DIRECTED TOWARDS
MANUFACTURING INDUSTRY
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growth of this aggregate will stand closer to the
lower limit of the forecast interval presented in the
September EB (7 - 8 per cent, which compares
with 14.8 per cent in 1998).

According to preliminary data of the INE, nom-
inal merchandise imports grew 6.4 per cent in the
three first quarters of 1999 (4.5 per cent in the first
half of the year)(15),(16). This nominal recovery is es-
timated to reflect to a great extent the behaviour of
prices, and shall be associated with a slowdown of
imported volumes(17). A slowdown of real mer-
chandise imports is expected for the last quarter of
the year, in tune with the behaviour of the domes-
tic demand for durable consumer goods and in-
vestment in transport material. Imports of services
are expected to have recorded less negative
year-on-year changes than those recorded in the
first half of the year.

An analysis of the behaviour of economic activ-
ity broken-down by activity sectors reveals that
some recovery in activity shall have been recorded
by the industrial sector and by the construction
sector — especially in the public works sub-sector
— in the second half of 1999, following to the
slowdown recorded in the previous half-years
(chart 3.4). Services kept being the most dynamic
sector in the second half of the year — translated
into strong net job creation (see the following sec-
tion, on the Labour Market) — although some de-
celeration was recorded in relation to the first half
of the year. All in all, these sectoral developments
resulted in a smooth intra-annual profile for the
economy as a whole.

In what concerns the industrial sector, the in-
formation available for the second half of the year
points towards a recovery of production in rela-
tion to the first half of 1999. In the period running
from July to October 1999, production in manufac-
turing industry measured by the Industrial Pro-
duction Index recorded a 1.2 per cent change

(which compares with a virtually null growth in
the first half of the year; (table 3.3). The Monthly
Manufacturing Industry Survey indicates that the
balance of respondents regarding the behaviour of
current production (chart 3.7) continued to im-
prove in late 1999, which resulted above all from
the improvement of the external order book.

As for services, worth noting is the lower buoy-
ancy trade exhibited in the second half of the year,
according to the balance of respondents on the
turnover in wholesale and retail trade (charts 3.2
and 3.8). The slowdown of the turnover in retail
trade shall be linked to the behaviour of the pri-
vate consumption of goods in this period. At the
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(15)According to the January to September 1999 version of the for-
eign trade data.

(16)See footnote 11. In the case of merchandise imports, the pattern
of revision of growth rates has been irregular both as regards
sign and size.

(17)According to the data from the Direcção-Geral das Relações
Económicas Internacionais, the price in escudos of merchandise
imports recorded a less negative change in the second quarter
of 1999 than in the first quarter (-6.3 per cent in the first quar-
ter, compared with -4.4 per cent in the first half of the year), the
trend shall have proceeded throughout 1999.

Chart 3.7
CURRENT PRODUCTION
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Source: INE, “Monthly Manufacturing Industry Survey”.

Chart 3.8
TURNOVER IN WHOLESALE TRADE
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Table 3.3

SUPPLY INDICATORS

1997 1998 1999(a) Last
month

1997 1998 1999 1997 1998 1999

1st
half

2nd
half

1st
half

2nd
half

1st
half

1st Q 2nd Q 3rd Q 4th Q 1st Q 2nd Q 3rd Q 4th Q 1st Q 2nd Q 3rd Q

Industry
Industrial production indices (1995 = 100) . . . . . . . . . . .
Manufacturing industry. . . . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 2.9 3.7 0.5 Oct 3.2 2.6 4.2 3.3 0.0 3.7 2.7 1.5 3.6 4.4 3.9 4.1 2.6 0.8 -0.8 1.1
Consumer goods industry . . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr -0.6 5.6 -1.6 Oct 0.7 -2.0 5.2 6.0 -2.5 2.0 -0.5 -2.0 -1.9 4.1 6.2 6.9 5.0 -1.2 -3.8 -0.5
Investment goods industry . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 0.7 5.5 -4.5 Oct -4.2 6.5 8.0 2.8 -2.3 -5.2 -3.3 -1.7 13.9 8.1 7.9 10.2 -2.9 2.5 -6.7 -7.4
Intermediate goods industry . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 4.4 5.9 6.4 Oct 3.5 5.4 6.0 5.9 6.7 3.9 3.2 2.8 7.9 6.0 5.9 6.4 5.4 5.6 7.7 6.5

Turnover index (1995 = 100)
Manufacturing industry. . . . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 5.9 6.2 -1.2 Oct 4.0 7.7 8.9 3.6 -1.4 1.2 6.7 7.2 8.2 11.1 6.9 5.4 1.8 -1.3 -1.5 -0.5
Consumer goods industry . . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 2.8 6.0 -1.3 Oct 1.0 4.5 8.5 3.6 -1.3 -1.5 3.6 3.9 5.2 10.6 6.6 5.7 1.5 -1.8 -0.9 -1.1
Investment goods industry . . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 8.1 12.2 -3.9 Oct 1.3 15.1 17.7 7.2 -1.2 -2.3 4.6 9.1 20.3 19.4 16.3 16.6 -0.1 5.2 -6.8 -7.6
Intermediate goods industry . . . . . . . . . . . . . . . . . . . . . . . yr-n-yr 6.6 4.8 1.1 Oct 6.7 6.5 6.5 3.2 0.4 3.2 10.2 6.6 6.5 8.9 4.4 3.0 3.3 -0.7 1.4 2.9

Rate of productive capacity utilisation
Manufacturing industry. . . . . . . . . . . . . . . . . . . . . . . . . . . % 81 82 80 3rd Q 80 81 82 81 80 80 80 82 81 83 81 81 82 80 81 81
Consumer goods industry . . . . . . . . . . . . . . . . . . . . . . . . . % 79 79 79 3rd Q 78 79 79 80 78 77 79 81 78 80 78 80 80 79 78 80
Investment goods industry, excl. car manufacturing . . % 84 87 88 3rd Q 83 86 87 87 87 84 82 86 85 85 90 89 85 85 89 90
Intermediate goods industry . . . . . . . . . . . . . . . . . . . . . . . % 81 83 81 3rd Q 80 82 83 82 81 80 81 83 82 84 83 82 83 80 82 81

Construction
Rate of productive capacity utilisation . . . . . . . . . . . . . . % 79 79 75 3rd Q 80 79 81 77 75 77 82 81 77 82 79 77 76 73 76 77

Source: INE.

Yr-n-yr: year-on-year rate of change.

Note:

(a) Accumulated values up to the last month available.



level of wholesale trade, the lower dynamism sales
showed reflects the behaviour of the trade of dura-
ble consumer goods and of investment goods. Ac-
tivity in the hotels, restaurants and transport sec-
tors shall also have slowed in the second half of
the year. It should be noted that in 1998 these sec-
tors had seen a particularly significant growth
linked to the Expo98. The total number of nights
spent at national hotels and similar establishments
decreased 3.7 per cent in the third quarter of 1999

(which compares with a 2.9 per cent increase in
the first half of the year and 9.6 per cent in 1998),
especially reflecting the reduction in the bed
nights spent by non-residents (18), (19).
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THE RECENT PERFORMANCE OF THE EXPORTING SECTOR

In 1998, the market share of Portuguese mer-
chandise exports recorded a loss of around 2.5 per
cent. According to very preliminary estimates based
on the latest information available, 1999 shall have
recorded a further market share loss, though a
smaller one (between 0.5 and 1.0 per cent). The
change in the market share is obtained by comparing
the real rate of growth of Portuguese exports with
the average rate of growth of external demand di-
rected towards the Portuguese economy(1). The latter
indicator is calculated as the average of the rates of
growth in volume terms of the manufactured im-
ports of destination countries(2), weighted according
to the relative importance of these countries in the
geographical structure of Portuguese exports.

Chart 1 presents the behaviour of the market
share of Portuguese exports over the course of the
1990s, according to two slightly different indicators
in what concerns the set of trade partners taken into
account(3). One may observe that the recent share
loss contrasts with the behaviour recorded in previ-
ous years, which were characterised by market share
gains (except for 1991) some years having exhibited quite significant share increases.

In the context of the European Union (EU), most economies also recorded a loss in the share of their ex-
ports in 1998 and 1999. This market share loss was particularly sharp in Italy, the United Kingdom, Greece
and Denmark (table 1)(4). Among the EU countries, only Germany, the Netherlands, Sweden and most notably
Ireland recorded market share gains in both years as a whole. Ireland is clearly distinguished from the remain-

(18)See footnote 6.
(19)The number of nights spent by non-residents in national hotels

and similar establishments fell 5.7 per cent in the third quarter
of 1999, against a 2.4 per cent increase in the first half of the
year and 10.8 per cent in 1998.
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Note:
(a) Real growth of merchandise exports versus real

growth of external demand. An increase denotes a
market share gain of Portuguese exporters.

(1) More precisely, we have: rate change share = (1+real rate change exports)/(1+ rate change external demand)-1.
(2) Using OECD as a source.
(3) In one of the indicators, the comparison between exports and external demand is restricted to the 17 leading destination countries for Portu-

guese exports (Germany, Spain, France, United Kingdom, Netherlands, United States, Belgium, Luxembourg, Italy, Sweden, Denmark, Ja-
pan, Ireland, Switzerland, Austria, Norway, Finland and Canada), while in the other indicator — the only one that is possible to estimate for
1999 — compares total merchandise exports with the external demand of all trade partners.
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ing countries, having reached market share gains
only comparable to those achieved by some Eastern
European countries and by South Korea.

The financial crisis that affected several emerg-
ing markets from the second half of 1997 — firstly
those of South-east Asia, following to Russia and
Brazil — leading in some cases to deep recessions, led to a reduction of external demand directed towards the
EU economies, by different amounts according to countries(5). However, the major factor behind the fall of the
export shares of most European countries was the strong devaluation of the currencies of most emerging econ-
omies that were affected by the crisis. This development helped these countries achieve significant improve-

Chart 2A
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Chart 2B
NOMINAL EXCHANGE RATE

Rates vis-à-vis the escudo – weekly values

0

20

40

60

80

100

120

140

Jan97 Jul97 Jan98 Aug98 Feb99 Sep99

In
d

e
x

1
J
a

n
1

9
9

7
=

1
0

0

Russia Brazil Indonesia

(4) The figures reported in table 1 are those published in the December 1999 OECD Economic Outlook. For Portugal, the figures in table 1 differ
slightly from those mentioned in the text and used to build chart 1, which are estimated by the Banco de Portugal. Differences are greatly due
to the fact that the Banco de Portugal uses more recent data meanwhile disclosed, and in the case of 1999, also due to different forecasting sce-
narios.

(5) It should be noted that the pace of growth of exports of the EU countries as a whole to the countries outside the European Union decreased sig-
nificantly, from 15.3 per cent in 1997 to 1.5 per cent in 1998. Stress should be laid on the 18.3 per cent reduction exports to the Asian coun-
tries (excluding middle Eastern and Eastern countries) recorded in 1998 (against a 9.6 per cent growth in 1997) and the lower growth of the
value of exports to the Latin American countries (7.9 per cent in 1998, which compares with 27.0 per cent in 1997). In line with the other EU
countries, the value of Portuguese exports to most Asian countries and to Russia recorded even sharper falls than in 1997. Most notably, ex-
ported values decreased 13.4 per cent to Japan, 36.5 per cent to Singapore, 63.4 per cent to South Korea and 42.3 per cent to Russia.

Table 1

MARKET SHARE OF PORTUGUESE EXPORTS

Rate of change

1996 1997 1998 1999

European Union. . . n.a. n.a. -1.2 -1.6
Ireland . . . . . . . . . . . 7.3 5.2 16.3 7.6
Netherlands . . . . . . 0.3 0.2 2.2 1.5
Germany . . . . . . . . . -0.6 -1.4 0.8 0.7
Sweden . . . . . . . . . . -1.3 0.2 0.5 3.7

France . . . . . . . . . . . -0.5 3.5 -0.2 -0.7
Austria. . . . . . . . . . . -1.8 3.7 -0.3 -3.6
Finland . . . . . . . . . . -0.7 2.2 -1.4 -3.0
Spain . . . . . . . . . . . . 5.2 2.3 -1.8 1.7
Portugal. . . . . . . . . . 6.7 0.7 -3.0 0.0
Belgium . . . . . . . . . . -3.3 -1.6 -3.3 -3.3
Italy . . . . . . . . . . . . . -1.9 -5.3 -5.5 -6.5
United Kingdom . . 3.5 -1.6 -5.6 -8.5
Denmark . . . . . . . . . -3.4 -3.2 -7.6 -1.5
Greece . . . . . . . . . . . 23.1 1.7 -14.5 -2.5

Hungary . . . . . . . . . 27.0 24.4 17.0 12.6
Czech Republic. . . . -4.5 8.2 6.2 5.9
Poland . . . . . . . . . . . 5.9 9.5 1.2 -6.0
South Korea . . . . . . 12.0 14.5 11.3 6.7
Dynamic Asian

Economies (a) . . . n.a. n.a. 0.4 -1.7
Other Asian

Economies. . . . . . n.a. n.a. 1.5 -2.0

Source: OECD, Economic Outlook, December 1999.
Note:
(a) Taiwan, Hong-Kong, Indonesia, Malaysia, Philippines,

Singapore, Thailand.

Source: Datastream.
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ments in their competitive position (charts 2A and 2B). The strong growth of EU imports from Asian coun-
tries in 1998 is particularly illustrative of the competitiveness gain recorded by the exports of some countries
in this geographical area. EU imports from Thailand, Malaysia, Singapore, South Korea, Taiwan and Hong
Kong grew 23.8 per cent in real terms in 1998 (8.1 per cent in 1997)(6).

Therefore, part of the phenomenon of the market share loss in many European countries — Portugal in-
cluded — is due to the loss of competitiveness of their exports vis-à-vis those of certain emerging markets,
most notably some Southern Asian countries. The fact that European countries show quite different structures
of exports by products helps explaining why market shares did not exhibit a more homogenous behaviour in
the EU. Countries more specialised in exporting commodities and consumer goods — i.e., products exhibiting
low differentiation where price competition is the most important — were particularly affected. It should be
noted that more than half of the value of Portuguese exports corresponds to consumer goods (half of which, in
turn, are clothing, footwear and textiles).

Though clearly influenced by the competitiveness gain of the South Eastern Asian countries that carried
out strong currency devaluations, this may not account for the full reduction Portuguese exports’ market
share recorded recently. Among the other factors, stress should be laid on the particularly strong growth of do-
mestic demand in a situation close to full employment. This factor — whose impact is difficult to measure em-
pirically — may be leading to some detour to the domestic market of production which under different circum-

Chart 3
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Note:
(a) Unit labour cost in manufacturing industry (ULC) and

intermediate goods import deflator, aggregated ac-
cording to the wage and import content of exports of
goods and services, of the 1994 input-output matrix.

(6) This development was accompanied by a reduction of the imports deflator of these countries, by 7.2 per cent in 1998 (6.1 per cent increase in
1997).
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stances would be directed to the external market. Another factor is the reduction in recent years of the unit
profit margins of exporting companies (chart 3).

The unit profit margin indicator results from comparing the unit price of merchandise exports with a cost
measure which considers unit labour costs in manufacturing industry and the import prices of intermediate
goods(7). In this sense, if unit profit margin reductions are persistent, they may convey a deterioration of the
competitiveness conditions of the exporting sector. In 1998 and 1999, the reduction recorded resulted chiefly
from the increase in unit labour costs (i.e., labour costs adjusted for productivity growth).

In addition to the competitiveness factors of a short-term nature referred above, the recent behaviour of the
market share of Portuguese exports may also reflect factors of a more structural nature, related with an appar-
ent fading out of Foreign Direct Investment (FDI) plants in Portugal. These plants basically generate produc-
tion oriented towards the external market. A significant part of the market share gain of Portuguese exports in
the mid-1990s (chart 1) was related with the increase in the exporting capacity due to the beginning of activ-
ity of new industrial production plants, installed in the wake of FDI projects. In the last two years, FDI flows
exhibited some reversal, contrasting with the developments in economies like Ireland and some Eastern Euro-
pean countries (chart 4) — whose exports have been recording expressive market share gains (table 1).

The overall amount of FDI in the Portuguese economy is relatively low when compared with the cases of
Ireland and some countries of Eastern Europe; furthermore, conversely to these countries, FDI in Portugal has
not been destined mostly to export-oriented projects. Indeed, in recent years, FDI in the Portuguese economy
has been greatly channelled to non-tradable sectors and not to activities oriented towards exports or to import

Table 2

FOREIGN DIRECT INVESTMENT IN PORTUGAL

Balance PTE billion Weight on the total
percentage

1996 1997 1998 1999
Jan-Oct

1996 1997 1998 1999
Jan-Oct

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210.5 447.0 316.9 86.9 100.0 100.0 100.0 100.0

By economic activity of the resident sector:

Agriculture, hunting forestry and fishing. . . . . . . . . . . . . 1.9 0.6 1.0 0.8 0.9 0.1 0.3 0.9
Mining and quarrying . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -1.6 -2.1 -2.1 -1.6 -0.8 -0.5 -0.7 -1.8
Manufacturing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.9 14.4 -5.4 15.4 6.6 3.2 -1.7 17.7
Electricity, gas and water . . . . . . . . . . . . . . . . . . . . . . . . . . -12.4 -17.0 53.5 -10.2 -5.9 -3.8 16.9 -11.7
Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.8 3.4 6.2 5.2 3.2 0.8 1.9 6.0
Wholesale and retail trade, repairs, hotels and

restaurants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.7 148.1 44.4 21.3 30.7 33.1 14.0 24.5
Transports, storage and communications. . . . . . . . . . . . . 13.9 108.2 13.0 31.7 6.6 24.2 4.1 36.5
Financial intermediation . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.8 103.9 39.2 -153.9 11.3 23.2 12.4 -177.1
Real estate, rentals and other business activities (a) . . . . . 74.9 72.3 146.7 150.5 35.6 16.2 46.3 173.2
Other activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.7 15.2 20.5 27.7 11.7 3.4 6.5 31.8

Note:

(a) Direct investment operations carried out by holding corporations are included in “other business activities” according to NACE
rev. 2.

(7) Aggregated according to the wage and import content of exports of goods and services in the 1994 input-output matrix.



4. LABOUR MARKET

In 1999, the main labour market indicators con-
tinued to indicate a strong sensitivity to the cycli-
cal changes in economic activity. The unemploy-
ment rate decreased again, while total employ-
ment and wage-earners grew strongly; the partici-
pation rate increased, and long-term unemploy-
ment decreased.

According to the Employment Survey of the
INE, the unemployment rate recorded a further re-
duction in the third quarter of 1999, to 4.2 per cent
(4.7 per cent in the same period of the previous
year). In the first half of 1999, the unemployment
rate had already decreased 0.6 percentage points
from one year before. In the first three quarters of
the year, the unemployment rate decreased 0.5
p.p. in relation to the same period of 1998, while

total employment grew 1.9 per cent. The behav-
iour of these indicators proved slightly more fa-
vourable than that anticipated according to an
Okun law(20) for the Portuguese economy. Indeed,
the latest information indicates that the unemploy-
ment rate shall stand slightly below the level pro-
jected in the September EB (4.6 per cent), and that
total employment shall grow more than the dis-
closed forecast (1.5 per cent)(21). A possible expla-
nation for the latter outcome has to do with the re-
cent structure of economic growth. The sectors
that exhibited a greater buoyancy were those more
labour-intensive — services, and to a lesser extent,
construction — which translated into greater net
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substitution (table 2) — even when taking into account that part of investments in industry are classified, ac-
cording to the Balance of Payments Statistics, under investment in services supplied to companies(8). This fea-
ture is particularly important, since in the past FDI associated with export-oriented industrial plants shall
have contributed to technological improvement and to the diversification of the national productive fabric —
allowing for the broadening of the exports basis(9) and for the reduction of Portuguese exports’ concentration in
traditional sectors.

We have seen that many factors may account for the recent loss of market share experienced by Portuguese
exports. Some of these are of a short-term nature, while others are structural. Among the first, mention was
made of the devaluation of the currencies of some South-Eastern Asian economies, the eventual detour to the
domestic market (as an outcome of the buoyancy shown by domestic demand) of production that under other
circumstances would be directed to exports, and the deterioration in the last two years of the unit profit mar-
gin in the exporting sector indicator, due to the rise in unit labour costs. As regards factors of a more struc-
tural nature, stress was laid on the apparently diminishing capacity of attracting foreign direct investment
projects oriented to the exporting activity — in a context where the European Union deepens its economic re-
lations with Central and Eastern European countries, namely through levering trade constraints with these
countries, and where trade liberalisation has intensified world wide. The only factors that are bound to be in-
fluenced in the short run are the pace of growth of domestic demand and the profitability of exporting firms.
Therefore, it is crucial to promote fiscal consolidation — in the sense of moderating domestic demand growth
— and the tighter contention of unit labour cost increases. If these efforts are not made, in the medium-term
the growth of the Portuguese economy may become constrained, with consequences at the level of the unem-
ployment level and the real convergence process.

(8) FDI operations in holding companies are classified by the Balance of Payments Statistics under “Other Services Supplied to Companies”, ac-
cording to NACE rev.1, regardless of the activity controlled by those holding companies.

(9) There is empirical evidence that foreign equity companies are in general more directed towards export markets than domestic companies. See S.
Cabral (1996), “Comparative Export Behaviour of Foreign and Domestic Firms in Portugal,” Banco de Portugal, WP 8-96.

(20)Okun’s law relates the unemployment rate with the deviation
of GDP from its linear trend.

(21)Estimated according to an Okun relationship.



job creation. Meanwhile, in the first three quarters
of 1999 the Employment Volume Index(22) grew 0.7
per cent in year-on-year terms, thus less than the
growth of total employment, measured by the
number of effectively employed individuals.

The labour market situation continued to be
characterised by some tension. According to the
Monthly Survey conducted by the INE, some diffi-
culties in hiring workers persisted, especially in
some sectors. Stress should be laid on the con-
struction sector, where the share of companies re-
ferring difficulties in hiring skilled staff as the
leading obstacle to activity rose to 52 per cent in
the last quarter of 1999, from 37 per cent one year
before. In the industrial sector, this difficulty was
indicated as the major obstacle by around 13 per
cent of industrials in the third quarter of 1999 (14
per cent in the same period of the previous year).
In the trade sector, difficulties in hiring skilled
staff were pointed out as one of the leading factors
limiting activity by around 8 per cent of compa-
nies in the third quarter — a less significant per-
centage, which nonetheless accounts for an in-
crease from the same period in the previous year
(6 per cent of the total).

In the third quarter of 1999, the number of un-
employed individuals decreased 8.4 per cent from
the same period in 1998 (10.3 per cent reduction in
the first half of 1999). A reduction was recorded
both by the number of first-job searchers (7.3 per
cent) as by new-job seekers (13.6 per cent). In the
third quarter of 1999, long-term unemployment
decreased again as a proportion of total unem-
ployment, reaching 37.0 per cent (38.2 per cent in
the first half of the year). The information of the
Instituto do Emprego e Formação Profissional suggests
that the reduction of unemployment shall have
proceeded in the last quarter of the year. In this
period, the number of registered unemployed
workers decreased 12.0 per cent (12.1 per cent re-
duction in the third quarter of the year). It should
also be noted that consumers’ expectations regard-
ing unemployment in the following twelve
months continued to exhibit a downward trend in
the second half of the year, according to the
Monthly Surveys of the European Commission
(chart 4.1).

The rise in employment had as a result the re-
duction of the unemployment population but also
an increase in the participation rate. This increase
was particularly strong in the third quarter. Con-
sidering only individuals aged between 15 and 64
years old, the activity rate amounted to 70.6 per
cent, increasing 0.7 p.p. from the same period of
the previous year. This development suggests that
labour market conditions are inducing the partici-
pation of individuals that under normal circum-
stances were probably out from this market.

In the third quarter of 1999, total employment
grew 2.0 per cent in year-on-year terms (1.8 per
cent in the first half of 1999), which exceeded the
growth implicit in the forecast presented in the
September EB. As referred, labour market partici-
pation increased significantly in this quarter.

The increase in total employment measured by
the number of employed individuals is greater
than the change in the Employment Volume In-
dex(23), which only increased 0.7 per cent in the
first three quarters of 1999 (table 4.1). This behav-
iour reflects a reduction of the average duration of
the working schedule, which is most probably re-
lated to the legislation that established the reduc-
tion of working weeks greater than 40 hours. As
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Chart 4.1
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(22)The Employment Volume Index is an indicator of the behav-
iour of employment transformed into the equivalent in full
time, translated in the standard usual duration. This index is
determined taking into account the number of workers effec-
tively employed normalised to this standard usual duration for
the respective activity sector. (23)See this previous footnote.



recorded in the previous two years, the proportion
of employees whose usual working week exceeds
41 hours fell sharply in the first three quarters in
1999.

For the increase employment recorded in the
third quarter of 1999 contributed again the growth
in the number of wage-earners; by 3.4 per cent (3.6
per cent in the first half of the year). Conversely,
self-employment decreased again, by 1.4 per cent
(2.4 per cent reduction in the first half-year), due
to the reduction in the number of self-employed
workers with no employees.

The breakdown of the change in the number of
wage-earners by kind of contract shows that the
number of permanently-contracted workers in-
creased 1.4 per cent in the third quarter of 1999
(1.8 per cent in the first half of the year). In the
same period, the number of fixed-term contracted
workers increased 12.1 per cent (10.7 per cent in
the first half-year). Workers classified as suppliers
of services (“green receipts”) and seasonally or oc-
casionally contracted workers also continued to
grow significantly, respectively by 16.3 and 12.8
per cent (22.9 and 15.8 per cent in the first
half-year).

The sectoral breakdown of employment reveals
that, in the third quarter of 1999, the strong pace of
net job creation in the services and the construc-
tion sectors proceeded (5.1 and 3.9 per cent, re-
spectively), alongside the employment reduction
in the agriculture, forestry and fisheries sector and
in manufacturing industry (reductions of 4.1 and

1.6 per cent respectively). In this period, worth
noting is the contribution given by the services
sector to the change in total employment, espe-
cially by the wholesale and retail trade sector
(chart 4.2).

The strong sensitivity of real wages to the un-
employment level — a distinctive characteristic of
the Portuguese labour market — explains that the
increase of nominal wages effectively paid to the
private sector in 1999 exceeded, as in 1998, wage
remunerations implicit in collective agreements.
According to collective agreements registered in
1999, average contracted wages implicit in collec-
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Table 4.1

TOTAL EMPLOYMENT ACCORDING TO ACTIVITY SECTOR

Year-on-year rate of change

Thousands Employment Volume Index (a)

1999 1999

1st Q 2nd Q 3rd Q Accumu-
lated

1st Q 2nd Q 3rd Q Accumu-
lated

Agriculture, forestry and fisheries . . . . . . . . . . . . . -4.3 -6.4 -4.4 -5.0 -6.1 -10.1 -9.3 -8.5
Industry, construction, energy and water. . . . . . . 1.8 -0.9 0.1 0.3 0.7 -0.3 -0.3 0.0
Services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4 5.0 5.2 4.8 3.3 3.2 4.1 3.6
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 1.3 2.0 1.9 1.2 0.2 0.7 0.7

Note:

(a) The Employment Volume Index is an indicator of the behaviour of employment transformed into the equivalent in full time, translated
in the standard usual duration. This index is determined taking into account the number of workers effectively employed normalised to
this standard usual duration for the respective activity sector.

Chart 4.2
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tive agreements for the private sector covering
1,236.7 thousand workers (1,348.7 thousand in
1998) recorded a 3.4 per cent nominal increase,
thus accounting for an acceleration in relation to
the previous year (3.1 per cent). The estimates of
the Banco de Portugal disclosed in the September
1999 EB point towards a growth of compensation
per employee in the private sector surpassing that
of contracted wages by about 2 p.p., accounting
for a 5.4 per cent growth (5.1 per cent in 1998).

5. INFLATION

The rate of inflation in Portugal remained sta-
ble in the last quarter of 1999, after having de-
creased sharply in the previous two quarters. The
reduction of the inflation rate in 1999 is chiefly ex-
plained by the adjustment to the excessive price
increases recorded in 1998 — which had been
linked to transitory factors — since there were no
significant changes in the main inflation determi-
nants in the current year. In 1999, domestic eco-
nomic conditions continued to be characterised by
some tension in the labour market and by a high
pace of growth of domestic demand; meanwhile,
the contribution of the imports deflator to infla-
tion, in annual average terms, must not have been
significantly different from the one recorded in the
previous year.

Three factors had contributed significantly to
the rise in inflation in 1998: the effects of the de-
preciation of the escudo exchange rate, associated
with its convergence towards the central parities
over the period of transition to the euro, the exces-
sive price increase in some foodstuff goods and
the effects of the Expo98 over the prices of some
services. Therefore, the fading out of these effects
allowed a reduction of the rate of inflation in 1999
to be foreseen. This projection was confirmed in
the second and third quarters of 1999.

In the last quarter of 1999, the year-on-year rate
of change of the Harmonised Index of Consumer
Prices (HICP) stood at 1.8 per cent, after the values
of 2.7, 2.3 and 1.9 per cent recorded in the first
three quarters of the year. Given the acceleration
path prices over the course of 1998, the reduction
of the average inflation rate was less significant
(chart 5.1). Indeed, in 1999 the average rate of in-
flation stood at 2.2 per cent, which compares with
2.4 per cent (24) in 1998.

The behaviour of the trend inflation indicator,
trimmed mean at 10 per cent, confirms that a sig-
nificant part of the reduction of inflation recorded
in 1999 is explained by the correction of the anom-
alous behaviour of prices in 1998 (chart 5.2). In-
deed, while the Consumer Price Index (CPI)
slowed down 0.5 percentage points (from 2.8 per
cent in 1998 to 2.3 per cent in 1999), the trimmed
mean indicator decreased only 0.2 percentage
points (from 2.3 to 2.1 per cent).

As regards external factors conditioning price
developments, it should be noted that the imports
deflator will have inverted the markedly down-
ward path recorded up to the first quarter of 1999.
According to the information of the Direcção-Geral
das Relações Internacionais, prices in escudos of
merchandise imports recorded a -4.4 per cent
year-on-year change in the first half of 1999 as a
whole, after having fallen 6.3 per cent in the first
quarter of 1999. This smaller fall will have been
strongly influenced by the behaviour of the prices
of fuel imports (from a -23.9 per cent change in the
first quarter to -10 per cent in the first half), and to
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Chart 5.1
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1998" in the 1998 Annual Report.



a lesser extent by the behaviour of import prices of
intermediate goods (from -10.5 to -8.9 per cent). As
for the deflator of consumer goods imports, its
year-on-year rate changed from -1.7 per cent in the
first quarter to -0.5 per cent in the first half-year. In
the context of a US dollar appreciation, of the rise
in the oil price and of a stronger world economic
growth, import prices are projected to continue ac-
celerating in the second half of 1999. Indeed, in an-
nual average terms, the imports deflator is ex-
pected to record a virtually null change in 1999.

Nevertheless, despite its particularly marked
intra-annual profile, the contribution of the im-
ports deflator to the growth of consumer prices in
1999 will not have been particularly different from
the one seen in 1998. First, a significant part of this
acceleration is explained by the behaviour of im-
port prices of energy, whose direct impact on the
CPI has been neutralised, and also by the behav-
iour of the prices of intermediate goods, which
have no direct impact on consumer prices. Second,
the effects on the inflation rate in 1999 will have
been attenuated not only by the downward path
of import prices up to the first quarter of 1999, but
also by the existence of a lag in the transmission of
import price fluctuation to consumer prices. In this
context, the effects on inflation due to the behav-
iour of import prices over the course of 1999 are
expected to occur mostly in 2000.

In what concerns domestic factors conditioning
the behaviour of prices, stress should be laid on
the persistence of some tension in the labour mar-
ket — described in the previous section — which
has resulted in the maintenance of a high rate of
growth of wages. This situation will have impeded
a sharper slowdown of prices in the services sec-
tor, while also exerting pressures towards the re-
duction of profit margins or the deterioration of
price-competitiveness in the sectors more exposed
to external competition. In the same direction, also
worth noting is the strong growth of domestic de-
mand, more notably private consumption, though
its effects continue to be reflected above all in the
worsening of the trade deficit, due to the high
level of openness of the Portuguese economy.
Nevertheless, the effects of these domestic condi-
tions will have been attenuated by the reduction in
the prices of some services currently undergoing a
process of quick deregulation — most notably the
telecommunications sector.

An analysis broken-down by HICP compo-
nents reveals that the greatest contribution to in-
flation reduction was given by goods prices; the
year-on-year rate of change of goods prices de-
creased from 2.6 per cent in December 1998 to 1.0
per cent in December 1999 (chart 5.3). This behav-
iour was strongly determined by the behaviour of
prices of foodstuff goods, which in this period
slowed down from 4.5 to 0.9 per cent, basically
due to the non-processed component. Indeed, the
year-on-year growth of non-processed foodstuff
goods prices decreased 6.0 p.p. (from 6.0 to 0.0 per
cent), while the slowdown of processed foodstuff
goods was only 1.1 p.p. (from a 2.9 per cent
growth in December 1998 to 1.8 per cent one year
later).

As regards prices of industrial goods, the decel-
eration recorded (from 1.4 per cent at the end of
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Chart 5.3
HARMONISED INDEX OF CONSUMER PRICES — OVERALL INDEX AND AGGREGATES
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1998 to 1.1 per cent in December 1999) was deci-
sively influenced by the behaviour of energy
prices; the reduction of energy prices was greatly
associated to the reduction in the prices of electric-
ity in January 1999. Meanwhile, the growth of the
prices of non-energy industrial goods remained
fairly stable between 1.5 and 2.0 per cent.

The prices of services stabilised at a high level.
These prices grew 3.5 per cent in year-on-year
terms in December 1999, the same figure as in De-
cember 1998. In intra-annual terms, the slowdown
of services prices in the summer is worth noting.
Services prices reached a minimum year-on-year
rate of change of 3 per cent in September. How-
ever, this reduction will have been related with the
excessive growth in the prices of services in the
same period of the previous year, due to the
Expo98 (September 1998 recorded a maximum
growth of 4 per cent), which therefore were of a
temporary nature.

Conversely to what occurred in Portugal, the
rate of inflation for the euro area countries as a
whole increased in the second half of 1999 (see sec-
tion 2 — International Background). The year-on-
year rate of change of the HICP rose from 0.8 per
cent in December 1998 to 1.7 per cent in December
1999. As a result, the inflation differential between
Portugal and the euro area narrowed from 2.0 p.p.
in December 1998 to 0.0 p.p. at the end of 1999.

The major arithmetic contribution to this 2.0
p.p. reduction of the inflation differential between
December 1998 and December 1999 was given by
energy goods; the growth differential of energy
prices narrowed from 4.8 to -11.2 p.p. (-1.4 p.p.
contribution). In Portugal, in addition to the re-
duction of electricity tariffs — also recorded in
other euro area countries — the increase in oil
prices was not transmitted to consumer prices due
to the fact that fuel prices are administered. On the
contrary, the rise in fuel prices will have given the
greatest contribution to the acceleration of prices
in the euro area in 1999. It should be noted that in
1998 a contrary behaviour was recorded; indeed,
in 1998 the maintenance of prices paid by consum-
ers in Portugal contributed to widen the inflation
differential vis-à-vis the euro area, in a context of a
quite significant fall of the price of oil in the inter-
national markets.

Another important contribution to the reduc-
tion of the inflation differential was given by the

prices of non-processed food, which had exhibited
an excessive growth in Portugal in 1998. The
growth differential of these prices fell from 5.1 p.p.
in December 1998 to 0.3 p.p. in December 1999 (a
-0.8 p.p. contribution).

In the services sector, the inflation differential
remained quite stable over the course of 1999, at
levels ranging between 1.5 and 2 percentage
points. Equally stable remained the price differen-
tial of non-energy industrial goods, around 1 per-
centage point.

6. BALANCE OF PAYMENTS AND
INTERNATIONAL INVESTMENT POSITION

The external borrowing requirements of the
Portuguese economy continued to rise signifi-
cantly in 1999. In the period January to October
1999, the Current plus Capital Account deficit in-
creased significantly in relation to the same period
of the previous year (table 6.1). In the year as a
whole, as foreseen in the September EB, this deficit
shall rise about 1.5 p.p. of GDP from its previous
year level (4.3 per cent of GDP). The widening of
the differential between domestic investment and
saving was again greatly determined by the be-
haviour of the non-financial private sector, whose
borrowing requirements continued to increase.
The Current plus Capital Account deficit contin-
ued to be financed by capital inflows resulting
from increases in the net foreign liabilities of Gen-
eral Government and the resident monetary sec-
tor.

In the period from January to October, the wid-
ening of the Current Account deficit chiefly re-
flected the behaviour of the merchandise account
(table 6.1). The goods account deficit(25) increased
18.5 per cent in this period, since merchandise im-
ports continued to record a stronger nominal
growth than exports, though becoming slower
than in the same period of the previous year.

In the period January-October 1999, the Ser-
vices surplus remained virtually unchanged from
the same period in the previous year (table 6.1). As
for its main components, stress should be laid on
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(25)To determine the goods balance in the period January-October
1999, provisional estimates of foreign trade for October dis-
closed by the INE were used. This balance shall be revised
when preliminary declared data are disclosed for October.



the maintenance of the tourism surplus, the in-
crease of the transport services deficit and the re-
duction of the deficit of other services supplied by
companies. The tourism surplus exhibit a similar
value to that recorded in the same period of 1998.
Up to October, nominal tourism revenue grew 0.7
per cent in year-on-year terms. This development
corresponds to a slowdown from the high growth
recorded in 1998 as a whole (18.4 per cent growth,
due to the Expo98) and from the first half of 1999

(7.3 per cent growth). Residents’ expenditure on
travel and tourism abroad recorded a similar be-
haviour (0.3 per cent growth in the period January
to October, which compares with a 14.9 per cent
increase in 1998 as a whole and 2.1 per cent in the
first half of 1998). The transport services deficit
virtually doubled in relation to the period January
to October 1998, which resulted from a reduction
of the exports of these services in the period, espe-
cially in what concerns air transportation of pas-
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Table 6.1

BALANCE OF PAYMENTS – On a Transactions Basis

Million euros

1998
January-December

1998
January-October

1999
January-October

Balance As a % of
GDP

Debit Credit Balance Debit Credit Balance

Current account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -6 462.2 -6.6 39 221.1 34 471.6 -4 749.5 41 105.8 34 625.0 -6 480.7
Merchandise . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -10 975.2 -11.3 28 311.4 19 595.2 -8 716.2 30 149.3 19 817.3 -10 332.0
Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 417.6 1.5 5 184.1 6 605.3 1 421.2 5 109.8 6 532.4 1 422.5
Transport . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -331.2 -0.3 1 413.4 1 205.4 -208.1 1 487.2 1 077.8 -409.4
Travel and tourism . . . . . . . . . . . . . . . . . . . . . . . . 2 611.7 2.7 1 793.0 4 115.9 2 322.8 1 799.1 4 144.7 2 345.6
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -7.7 0.0 71.4 48.4 -23.1 83.4 53.3 -30.1
Royalties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -224.2 -0.2 223.0 34.0 -189.0 207.3 21.0 -186.2
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . -426.5 -0.4 1 473.3 1 132.9 -340.4 1 473.3 1 170.4 -168.5
Government operations . . . . . . . . . . . . . . . . . . . . -204.5 -0.2 209.8 68.7 -141.1 193.9 65.0 -128.9

Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -526.8 -0.5 4 218.1 3 692.8 -525.3 4 313.9 3 539.7 -774.2
Labour income. . . . . . . . . . . . . . . . . . . . . . . . . . . . 65.2 0.1 74.0 133.2 59.3 94.4 104.4 10.0
Investment income . . . . . . . . . . . . . . . . . . . . . . . . -592.0 -0.6 4 144.1 3 559.6 -584.5 4 219.5 3 435.3 -784.2

Current transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 622.2 3.7 1 507.6 4 578.3 3 070.7 1 532.8 4 735.7 3 202.9
Official transfers . . . . . . . . . . . . . . . . . . . . . . . . . . 763.1 0.8 1 077.6 1 744.8 667.2 1 014.0 1 659.6 645.6
Private transfers . . . . . . . . . . . . . . . . . . . . . . . . . . 2 859.1 2.9 430.0 2 833.5 2 403.5 518.7 3 076.0 2 557.3

Capital account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 289.1 2.4 162.2 1 708.3 1 546.1 171.1 2 146.2 1 975.1
Capital transfers . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 275.7 2.3 136.9 1 671.2 1 534.2 134.9 2 107.3 1 972.4
Official transfers . . . . . . . . . . . . . . . . . . . . . . . . . . 2 287.5 2.4 16.1 1 553.1 1 537.0 9.2 1 990.4 1 981.2
Private transfers . . . . . . . . . . . . . . . . . . . . . . . . . . -11.8 0.0 120.8 118.1 -2.7 125.7 117.0 -8.7

Acquisition/disposal of non-financial
non-produced assets. . . . . . . . . . . . . . . . . . . . . 13.4 0.0 25.2 37.1 11.9 36.2 38.9 2.7

Financial account. . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 475.4 5.6 275 331.1 281 014.9 5 683.8 590 761.2 597 617.7 6 856.5
Direct investment . . . . . . . . . . . . . . . . . . . . . . . . . . -1 024.8 -1.1 8 019.6 7 608.8 -410.8 13 293.1 12 242.8 -1 050.3
Portuguese direct investment broad . . . . . . . . . -2 605.4 -2.7 2 039.5 537.2 -1 502.4 4 807.2 3 323.5 -1 483.7
Foreign direct investment in Portugal . . . . . . . . 1 580.6 1.6 5 980.0 7 071.6 1 091.6 8 485.9 8 919.3 433.4

Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . 136.6 0.1 139 434.0 138 940.8 -493.3 144 108.9 149 051.1 4 942.2
Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -5 481.6 -5.6 92 019.3 86 897.4 -5 121.8 87 705.4 83 644.0 -4 061.4
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 618.2 5.8 47 414.8 52 043.3 4 628.6 56 403.6 65 407.1 9 003.6

Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . 6 741.3 6.9 125 588.7 132 573.3 6 984.6 402 824.6 406 084.6 3 260.0
Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -5 270.7 -5.4 79 294.4 73 719.6 -5 574.8 334 182.3 331 577.0 -2 605.3
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 012.0 12.3 46 294.3 58 853.7 12 559.4 68 642.3 74 507.6 5 865.3

Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . 100.7 0.1 566.3 662.8 96.5 1 047.8 1 088.1 40.3
Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -478.5 -0.5 1 722.4 1 229.2 -493.2 29 486.8 29 151.2 -335.7

Errors and omissions . . . . . . . . . . . . . . . . . . . . . . . . -1 302.3 -1.3 -2 480.4 -2 350.8

Pour mémiore:
Current plus capital account . . . . . . . . . . . . . . . . . . -4173.1 -4.3 39383.3 36179.9 -3203.4 41276.8 36771.2 -4505.6



sengers. Meanwhile, imports of transport services
recorded a 5.2 per cent year-on-year growth in the
period January-October 1999 (2.0 per cent increase
in the first half-year). Finally, the deficit recorded
at the level of other services supplied by compa-
nies, mainly constituted by technical-professional
services, fell sharply this year. This reduction basi-
cally resulted from the behaviour of imports of
this kind of services, which decreased 16.3 per cent
up to October (the reduction had been sharper in
the first half of the year 23.4 per cent)(26).

In the period January-October 1999, the Income
Account deficit grew 47.4 per cent from the same
period of the previous year (table 6.1). As for in-
vestment income(27), stress should be laid on the
contribution of the deficit regarding other invest-
ment operations (credit, loans and deposits) to the
increase in the overall deficit. This development is
related with the increase in the net foreign liabili-
ties of the Portuguese economy — especially of
banks — taking the form of loans and deposits.
Meanwhile, the balance of portfolio investment in-
come recorded a surplus in this period, which
compares with the deficit exhibited in the same
period of the previous year.

The Current Transfers surplus grew 4.3 per
cent in the period January-October in comparison
with the same period of 1998 (table 6.1). Private
transfers grew 6.4 per cent in this period, worth
being highlighted the 9.0 per cent growth of the
balance of emigrants/immigrants’ remittances. In
the meantime, the balance of current public trans-
fers with the European Union was similar to that
recorded in January-October 1998.

The Capital Account balance rose 27.7 per cent
in the period January-October 1999, due to the
higher surplus recorded at the level of public capi-
tal transfers with the European Union.

The Financial Account posted a surplus in the
first ten months of 1999, 20.6 per cent greater than
that recorded in the same period of the previous
year (table 6.2). This capital inflow reflected again
the financial operations with abroad carried out by
General Government and monetary financial insti-
tutions, since the remaining resident institutional
sectors carried out operations leading to net capi-
tal outflows (chart 6.1).

In the period January-October 1999, direct in-
vestment operations between Portugal and abroad
exhibited a greater deficit than the one recorded in
the same period of the previous year (table 6.2). In
net terms, Portuguese direct investment abroad
presented a similar level to that recorded in the
first ten months of 1998, but foreign direct invest-
ment in Portugal decreased in relation to the same
period of the previous year.

Portfolio investment operations between Portu-
gal and abroad yielded a surplus in the first ten
months of 1999, which contrasts with the deficit
recorded in the same period of 1998 (table 6.2).
Over the course of 1999, non-residents exhibited a
greater demand for Portuguese securities, espe-
cially bonds and other long-term debt securities.
Indeed, non-residents continued to invest mainly
in public debt bonds (about 75 per cent of total in-
vestments). This period also recorded a greater in-
terest of non-residents for debt securities issued by
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Chart 6.1
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(26)It should be noted that in the first months of 1998, imports of
these services grew strongly, due to the preparations of the
Expo98.

(27)The change to the concept of the Reserve Assets, due to the
participation of Portugal in the Economic and Monetary Union,
implied that part of the securities portfolio of the Banco de Por-
tugal was no longer classified under Reserve Assets, to be in-
cluded instead under Portfolio Investment Assets. This change
also influences the breakdown of investment income, since the
income from these securities are since the beginning of 1999 in-
cluded in Portfolio Investment Income, instead of Other Invest-
ment.



monetary financial institutions and non-financial
corporations. As regards Portuguese portfolio in-
vestment abroad, investments in bonds and other
long-term debt securities decreased. More specifi-
cally, monetary financial institutions — which tra-
ditionally invested massive amounts in bonds is-
sued by non-residents — carried out a net disin-
vestment in this segment. Net investments in secu-
rities representing the equity of non-residents in-
creased in the period January-October, greatly as a

result of resident banks’ greater investment in
these securities. The increase of residents’ invest-
ment in shares may be linked to the better perfor-
mance of the leading international stock markets
when compared with the Portuguese stock mar-
ket.

Up to October, loans and deposits operations
classified under “Other Investment” continued to
lead to significant capital inflows into the Portu-
guese economy, though much smaller than those
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Table 6.2

FINANCIAL ACCOUNT
(a)

Million euros

1998
January-October

1999
January-October

Change
in liabilities

Change
in assets

Net change Change
in liabilities

Change
in assets

Net change

Financial account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 713.3 -12 029.4 5 683.8 14 254.5 -7 398.0 6 856.5
Direct investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 091.6 -1 502.4 -410.8 433.4 -1 483.7 -1 050.3
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 628.6 -5 121.8 -493.3 9 003.6 -4 061.4 4 942.2
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 559.4 -5 574.8 6 984.6 5 865.3 -2 605.3 3 260.0
Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . . . . -566.3 662.8 96.5 -1 047.8 1 087.5 40.3
Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - -493.2 -493.2 - -335.7 -335.7

By resident institutional sector:

General Government. . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 651.0 35.2 3 686.1 6 660.3 -346.8 6 313.5
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 770.7 -6.7 3 764.0 6 703.9 -340.1 6 363.8
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -119.8 -0.7 -120.4 -43.5 -6.7 -50.2
Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 42.6 42.6 0.0 0.0 0.0

Monetary financial institutions . . . . . . . . . . . . . . . . . . 11 144.6 -7 034.7 4 110.0 6 894.2 -218.2 6 676.0
Direct investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98.2 -283.3 -185.2 -696.0 -41.9 -738.0
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.4 -2 959.9 -2 938.4 1 228.3 -728.5 499.8
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 569.7 -4 392.6 7 177.2 7 345.9 -479.8 6 866.2
Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . . . . -544.7 601.1 56.4 -984.1 1 032.0 47.9

Non-monetary financial institutions . . . . . . . . . . . . . . 342.2 -1 781.2 -1 439.0 -123.4 -2 817.5 -2 940.9
Direct investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60.2 -15.7 44.5 -71.6 -40.5 -112.1
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 327.9 -1 895.0 -1 567.1 -250.5 -2 834.5 -3 085.0
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -39.8 122.4 82.6 199.5 57.0 256.5
Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . . . . -6.0 7.1 1.1 -0.7 0.0 -0.2

Non-financial corporations and private individuals 1 906.5 -2 669.6 -763.1 457.3 -2 362.7 -1 905.4
Direct investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 933.3 -1 203.4 -270.1 1 201.1 -1 401.3 -200.2
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 508.6 -260.2 248.3 1 321.9 -295.4 1 026.5
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 480.3 -1 218.0 -737.8 -2 002.7 -721.5 -2 724.2
Financial derivatives. . . . . . . . . . . . . . . . . . . . . . . . . . . -15.6 12.1 -3.5 -63.0 55.5 -7.5

Monetary authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 669.0 -579.2 89.8 366.1 -1 652.8 -1 286.8
Portfolio investment . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - 137.2 137.2
Reserve assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - -493.2 -493.2 - -335.7 -335.7
Other investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 669.0 -85.9 583.0 366.1 -1 454.3 -1 088.2

Note:
(a) A (+) sign indicates an increase of foreign liabilities or a reduction of foreign assets, i.e. a capital inflow. A (-) sign indicates a reduction

of foreign liabilities or an increase of foreign assets, i.e. a capital outflow.



recorded in the same period of the previous year
(table 6.2). Operations of this nature carried out di-
rectly by resident monetary financial institutions
led to a net capital inflow in the period January-
October 1999 close to that recorded in the same pe-
riod of the previous year. Indeed, monetary finan-
cial institutions continued to increase their net for-
eign liabilities over the course of 1999 to finance
the resident non-financial private sector. However,
this means of raising foreign resources underwent
a maturity restructuring in this period. Invest-
ments in short-term loans and deposits decreased
significantly in relation to the same period of 1998,
though continuing to account for the bulk of this

kind of operations carried out by resident mone-
tary financial institutions. Furthermore, this pe-
riod also recorded a strong increase in long-term
operations which gave rise to a much greater capi-
tal inflow than the one recorded in the period Jan-
uary-October 1998. Operations carried out in the
context of the TARGET(28) system translated into a
net capital outflow in the period January-October,
contrasting with the inflow recorded in the first
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Table 6.3

INTERNATIONAL INVESTMENT POSITION – end-of-period positions

Million euros As a % of GDP

1996 1997 1998 September
1999

1996 1997 1998

I.International investment position . . . . . . . . . -5 862.5 -12 546.6 -17 915.8 -24 043.9 -7.0 -14.0 -18.4

Direct investment(a)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -11 093.0 -11 588.3 -10 154.0 -9 273.0 -13.2 -12.9 -10.5
Portuguese direct investment abroad . . . . 3 686.2 5 424.7 8 439.3 9 312.4 4.4 6.1 8.7
Foreign direct investment in Portugal. . . . 14 779.1 17 013.1 18 593.3 18 585.4 17.7 19.0 19.1

Portfolio investment (b)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -2 983.7 -14 483.8 -14 320.5 -10 252.8 -3.6 -16.2 -14.7
Assets (c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 653.0 18 624.3 25 761.0 38 842.6 16.3 20.8 26.5
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 636.7 33 108.1 40 081.5 49 095.4 19.9 37.0 41.3

Other investment (b) (d)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -9 083.8 -5 416.4 -12 205.0 -18 094.3 -10.8 -6.0 -12.6
Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 795.2 47 862.1 51 619.7 55 024.8 39.2 53.4 53.1
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 879.0 53 278.5 63 824.7 73 119.2 50.0 59.5 65.7

Financial derivatives (e). . . . . . . . . . . . . . . . . . 329.1 348.8 248.1 202.6 0.4 0.4 0.3

Reserve assets (b) . . . . . . . . . . . . . . . . . . . . . . . 16 968.8 18 593.1 18 515.7 13 373.6 20.3 20.8 19.1

Por mémoire:
Net External Position (f) . . . . . . . . . . . . . . . . . . . 6 397.9 3 219.6 391.3 -11 303.2 7.6 3.6 0.4

Notes:
(a) Includes quarterly estimates calculated by the Banco de Portugal based on the accumulation of monthly flows and on the latest annual

data built from Direct Investment Surveys.
(b) From January 1999, Reserve Assets considered are only Monetary Authorities’ assets vis-à-vis non-residents of the euro area and de-

nominated in currencies from countries outside the area, thus placing a series break at this date. The remaining assets of Monetary Au-
thorities are thereafter included under Portfolio Investment assets or Other Investment assets, which also means these items exhibit a
break in January 1999.

(c) Includes quarterly estimates calculated by the Banco de Portugal based on the accumulation of monthly flows and on the latest annual
data built from the Survey to the stock of foreign securities held by residents.

(d) Includes in some items quarterly estimates calculated by the Banco de Portugal based on the accumulation of monthly flows.
(e) Net values.
(f) Some foreign assets and liabilities are not included in net external position, for instance, end-of-period positions resulting from direct

investment operations.

(28)According to indications from the European Central Bank, op-
erations carried out in the framework of the TARGET system
are recorded in the Balance of Payments as changes to the As-
sets of Monetary Authorities under item “Other Investment”.



half of 1999. Finally, operations classified under
“Other Investment” carried out by non-financial
corporations and private individuals resulted in a
net capital outflow much greater than the one re-
corded in the same period of 1998. This sector’s
net investments abroad decreased from the period
January-October in the previous year, but at the
level of liabilities, a strong net redemption of
short- and long-term loans was recorded — which
contrasts with the use of external loans recorded in
the same period of the previous year.

The Banco de Portugal disclosed statistics on In-
ternational Investment Positions (IIP) for the Por-
tuguese economy for the first time in the Decem-
ber 1999 Statistical Bulletin. These statistics replace
the Net External Position statistics previously pub-
lished(29). IIP statistics are a balance sheet of the
stock of all financial foreign assets and liabilities of
a given economy, at a given moment.

According to the information currently avail-
able and considering all foreign financial assets
and liabilities, the Portuguese economy exhibited
a net debtor position equivalent to 18.4 per cent of
GDP at the end of 1998 (14.0 per cent of GDP at
the end of 1997) (table 6.3). According to the for-
mer concept of net external position — which ex-
cludes some of the foreign assets and liabilities(30)

currently included — the Portuguese economy
would record a creditor position of 0.4 per cent of
GDP at the end of 1998 (3.6 per cent of GDP at the
end of 1997).

The use of external financing by the Portuguese
economy continued to rise over the course of 1999,
due to the sharper growth of investment than do-
mestic saving. At the end of September 1999, the
net debtor position measured by the IIP increased
34.2 per cent from the end of 1998. This develop-
ment basically reflected the rise in the net foreign
liabilities of resident monetary financial institu-
tions, especially in the form of investments in
loans and deposits. Furthermore, it should be

noted that the stock of securities held by
non-residents — mostly public debt bonds — con-
tinued to rise over the course of 1999.

7. PUBLIC FINANCE

Comparing with the State Budget Law for 1999,
the approval of the Rectifying Budget last Decem-
ber — translated into a 377.1 million euros in-
crease in the forecast for tax revenue for the year
as a whole (289.8 in VAT and 87.3 in the Car tax).
On the expenditure side, drawing an equivalent
comparison, the increases in current expenditure
reach a total of 854.9 million euros, while capital
expenditure present a reduction of 128.7 million
euros. As regards current expenditure, worth
highlighting is the increase in the current transfers
to the National Health Service (NHS), by 411.0
million euros. If the budgetary execution confirms
exactly the figures considered in the Rectifying
Budget, both in what concerns the revenue and the
expenditure side, the State deficit on a public ac-
counts basis shall increase 349.1 million euros.

It should be noted, however, that the Rectifying
budget refers only to the State, thus it does not
give an overall picture of the budgetary develop-
ments in the General Government as a whole.
Therefore, it is possible that, for instance, the bud-
getary execution of Social Security and of Autono-
mous Funds and Services (excluding the NHS)
prove more favourable than the projection in-
cluded in the report made in the context of the ex-
cessive deficit procedure in late August 1999. Fur-
thermore, it is also possible that the rise in the ex-
penditure of the NHS in cash terms (i.e., the rele-
vant concept from the public accounts perspective)
has already been taken into account in the expen-
diture commitments of the NHS (the relevant fig-
ure for National Accounts), which are implicit in
the report referred above. Therefore, the Rec-
tifying Budget may imply (or not) a worsening of
the General Government deficit calculated on a
National Accounts basis.

As regards public debt, the Rectifying Budget
extended the limit for the redemption of the debt
of the NHS by 688.3 million euros, to 1,381.7 mil-
lion euros. Ceteris paribus, this change shall have
given rise to an equal increase in the public debt at
the end of 1999. Taking into account that the pub-
lic debt estimate used in the September excessive
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(29)See International Investment Position Statistics — Introductory
Note in the December 1999 Statistical Bulletin.

(30)The net external position does not consider a set of foreign as-
sets and liabilities. In particular, it does not include end-of-
period positions resulting from direct investment operations. In
addition, the securities portfolios considered only include
long-term debt securities and short-term debt securities, hence
excluding securities representing companies’ equity. Therefore
only foreign assets and liabilities bearing interest are included.



deficit notification was already difficult to accom-
plish, it seems much likely that additional re-
demptions of debt of the NHS shall determine a
higher debt ratio than the initial objective.

One of the major features of the budgetary exe-
cution in 1999, as in previous years, is the strong
growth of tax revenue, most notably of taxes on
goods and services. However, it should be noted
that the revenue of some taxes might slowdown
later in the year — especially the tax on oil prod-
ucts (ISP) and the car tax (IA). The behaviour of
ISP basically results from the policy of determina-
tion of oil derivatives prices, while the behaviour
of IA reflects the reduction of car sales in the last
months of the year. However, VAT continues to
exhibit a significant rate of growth (12.5 per cent in
year-on-year terms, in the period January-No-
vember 1998).

Net borrowing to the General Government in
the first eleven months of 1999 amounted to
1,400.5 million euros, which compares with -396.0
million euros in the same period of the previous
year. This difference is basically due to the reduc-
tion of the revenue from privatisation operations
and by the increase in the debt redemptions car-
ried out by the Treasury in 1999, when compared
with 1998.

8. INTEREST RATES AND CREDIT

Over the course of 1999, the interest rates of the
money and stock markets reversed the downward
path presented in Portugal in recent years. This re-
versal took place initially in the longer terms,
spreading to shorter-term rates afterwards. The
behaviour of market rates was reflected in banks’
lending and borrowing rates, which from the third
quarter of the year interrupted — and in some
cases inverted — the downward trend recorded
over the course of the 1990s. The relative stability
in the last quarter of the year took place already at
a slightly higher level than the one recorded in the
second and third quarters of the year.

The rate on new loans to non-financial corpora-
tions (from 91 to 180 days) reached 5.1 per cent in
December 1999, which compares with an annual
minimum of 4.7 per cent reached in July, and with
6.0 per cent in December 1998 (chart 8.1). The in-
terest rate on the new loans to individuals at more
than five years amounted to 5.0 per cent, 0.2 p.p.

above the minimum level in the year (but still 0.7
p.p. below the December 1998 level).

Domestic bank credit to the non-monetary resi-
dent sector (excluding General Government) grew
quite strongly over the course of 1999 (chart 8.2),
peaking in July at 28.2 per cent. However, it
should be noted that credit granted both to
non-financial corporations and especially to pri-
vate individuals slowed down in the second
half-year. In December, these aggregates exhibited
year-on-year changes of 24.1 and 27.9 per cent, re-
spectively (which compare with maximum levels
in the year of 27.3 and 34.9 per cent).

The sharp rise in indebtedness did not imply,
in recent years, significant increases in private in-
dividuals’ effort rate (defined as the ratio between
the expenses with the debt service and disposable
income)(31). Indeed, the level of effort of individu-
als is estimated to have risen from 20.0 per cent of
disposable income in 1996 to 21.5 per cent in 1998.
This relative stability was attainable since interest
rates dropped sharply. However, given the recent
behaviour of interest rates, an increase of the effort
rate could be expected. Indeed, considering an un-
changed maturity structure of credit to the private
sector, the effort rate shall have increased about 2
p.p. in 1999, reflecting the widening of the stock of
bank credit granted to private individuals.
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Chart 8.1
MONEY MARKET, STOCK MARKET AND

BANK CREDIT INTEREST RATES
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9. CONCLUSION

Economic activity recorded a slowdown in
1999, which was widespread to all overall demand
components — private consumption, public con-
sumption, investment, exports of goods and ex-
ports of services. Stress should be laid on the slow-
down of GFCF in equipment and transport mate-
rial, to which the deceleration of consumption of
durable goods in late 1999 should be added; both
components are those with the largest imported
content.

Although in 1999 output growth did not show
a marked intra-annual profile, its structure re-
corded qualitatively important changes over the
course of the year. Domestic demand slowed
down in the second half of the year. Conversely,
merchandise exports recovered, in line with the re-
covery of economic activity in the euro area.

This change in the pattern of output growth —
with exports replacing private consumption as the
leading engine of the economy — is a desirable de-
velopment in the Portuguese economy and is an
indispensable condition to the progressive reduc-
tion of the external deficit, hence also of the econ-
omy’s indebtedness. Indeed, given the current

growth of (and the future perspectives for) exter-
nal demand, it is necessary that domestic demand
grows slower than in the recent past, so as to re-
duce the external deficit.

The period of transition to a new regime, asso-
ciated with the participation in the euro area,
translated into more favourable expectations re-
garding future income, but also into a significant
reduction of inflation and the convergence of in-
terest rates to the lowest levels recorded in the
countries integrating the euro area since 1 January
1999. These factors contributed to a particularly
strong growth of consumption and investment;
also households’ expenditure — especially in du-
rable goods and in housing purchasing — and cor-
porations’ investment underwent an adjustment to
higher levels than in the past. After this period of
adjustment, a natural slowdown of these compo-
nents of expenditure, hence of domestic demand,
shall follow.

Fiscal policy must provide an additional factor
contributing to the domestic demand slowdown.
According to the objectives subscribed by the Por-
tuguese Government in the Stability and Growth
Programme, in 2000 public consumption shall
grow more moderately than in the recent past,
both in nominal and real terms, thus contributing
to the development of a more balanced growth
profile.

As a result of the probable slowdown of do-
mestic demand, the growth possibilities of the Por-
tuguese economy shall be decisively determined
by the behaviour of the exporting sector, at least in
the close future. In this context, it is worthwhile to
assess the behaviour of Portuguese exports in the
recent past. According to preliminary (thus, sub-
ject to future revisions) data, real Portuguese mer-
chandise exports in 1998 and 1999 as a whole grew
less than external demand directed towards Portu-
guese exports. This development contrasts with
the period following to the adhesion to the Euro-
pean Economic Community, when market share
gains were almost systematically achieved.

For the majority of the euro area countries,
there is some empirical evidence of a loss of com-
petitiveness of exports in the previous two years,
namely due to the strong devaluations recorded
by Southern Asian currencies. Therefore, this phe-
nomenon shall have explained part of the market
share loss recorded by Portuguese exports (though
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Chart 8.2
DOMESTIC BANK CREDIT TO THE

NON-MONETARY RESIDENT SECTOR
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the exact size of this contribution is difficult to
measure). However, it is likely that factors specific
to the Portuguese economy — whether of a
short-term nature or of a more structural one —
shall have also contributed to that result. As re-
gards structural factors, stress should be laid on
the apparent loss of capacity to attract foreign di-
rect investment projects destined to the exporting
activity. Among shorter-term factors, as a result of
the dynamism of domestic demand in a situation
close to full employment, worth noting is the
eventual deviation to the domestic market of pro-
duction — which under other circumstances
would be directed to abroad. A second short-term
factor is the worsening of the unit profit margin
indicator in the exporting sector recorded in recent
years.

In this context, it is crucial that the budgetary
consolidation process proceeds — contributing to
moderate the buoyancy of domestic demand —
and that unit labour costs develop less unfavour-
ably. Therefore, wage moderation is an essential
element to establish a pattern of economic growth
where exports replace domestic demand — and
most notably consumption — as the leading en-
gine of growth. If wage moderation is not ensured,
the competitive capacity of Portuguese firms shall
be jeopardised, and in the medium term the levels
of economic growth and employment shall be
lower.

Written with the available information as on 19
January 2000, except for the Harmonised Index of
Consumer Prices for the euro area.
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EVALUATING CORE INFLATION INDICATORS *
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1. INTRODUCTION

This study develops a set of properties that al-
low to assess, through adequate statistical tests, if
a given indicator is an appropriate trend inflation
measure. When analysing inflation developments,
it is important to distinguish between permanent
changes and transitory changes in the level of
prices. The behaviour of the Consumer Price Index
(CPI) is affected by a range of erratic or transitory
factors, which do not reflect fundamental changes
to the behaviour of inflation determinants. Take,
for example, the extremely volatile behaviour of
some foodstuff goods, more notably non-pro-
cessed goods and services where price changes are
concentrated in a single month or even situations
where the level of prices of a given good is signifi-
cantly adjusted. In any of these situations, it is
quite difficult to identify the general trend of
prices, as these one-off and temporary distur-
bances bring “noise” to inflation behaviour.

The conduct of monetary policy should not be
affected by transitory disturbances in inflation.
Since lags of monetary policy are long and a vari-
able, it is crucial that the current general price
trend is appropriately identified. For this purpose,
a wide range of trend inflation indicators has been
used by central banks to identify the “permanent”
component of inflation. See, for instance, Cecchetti
(1997), Coimbra and Neves (1997), Laflèche (1997),
Bakhshi and Yates (1999), Álvarez and Matea
(1999) and Wynne (1999). Despite the important

role this kind of indicator plays in analysing cur-
rent price developments, there is no consensus in
what concerns the properties such indicators
should have.

This analysis is organised as follows(1): Section
2 presents the trend inflation indicators most
widely used by the majority of central banks, and
in particular by the Banco de Portugal. Section 3
proposes criteria for evaluating these indicators.
Section 4 draws an assessment of several trend in-
flation indicators, making use of these criteria. Sec-
tion 5 concludes.

2. MOST WIDELY USED TREND INFLATION
INDICATORS

A fairly broad range of statistical techniques is
available for obtaining trend inflation indicators.
Wynne (1999) and Álvarez and Matea (1999) pro-
vide quite up-to-date syntheses of the main tech-
niques used. In general, procedures can be
grouped into two families. The first studies the
cross-section distribution of year-on-year changes
in prices. A broad range of indicators is calculated
in this way, including “underlying inflation” and
“limited influence” estimators such as the
trimmed mean and the weighted median. The sec-
ond set of trend inflation indicators results from
exploring the time series characteristics of the
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Sarmento (1999), “Evaluating Core Inflation Indicators”, forth-
coming in the Banco de Portugal Working Papers series. The
reader may find in the paper a more comprehensive descrip-
tion of the technical procedures utilised.



price index. This set includes, for instance, tech-
niques of identification of the trend, seasonal and
irregular components (through the application of
fairly automatic process as in the case of
X11-ARIMA, or TRAMO/SEATS), methods based
on the Hodrick-Prescott and Kalman filters —
Bryan and Cecchetti (1993) and Cecchetti (1997)
are an example of the latter kind of application —
or methods based on structural VAR models, as
proposed in Quah and Vahey (1995) and applied
to the Portuguese case in Dias and Pinheiro
(1995)(2).

Central banks have made use of a relatively
wide range of trend inflation indicators that are in-
cluded in the first family presented above. This
section draws a quick description of the most com-
monly indicators referred in the analyses of central
banks.

Possibly the most broadly calculated indicator
is the so-called “underlying inflation”. This corre-
sponds to the change of prices when excluding the
classes of goods exhibiting a more volatile behav-
iour (i.e., non-processed food and energy). The
higher volatility of these goods reflects well-
known factors: the low demand-price elasticity of
most non-processed foodstuff goods explains that
changes in supply conditions — many times deter-
mined by climatic factors — are almost fully trans-
lated into price changes; the wide oil price changes
in the international markets, as well as the US dol-
lar fluctuation and the changes in the taxation of
oil products, account in turn for the volatility of
energy prices.

Bryan and Cecchetti (1994) proposed “limited
influence” estimators like the trimmed mean and
the weighted median as means to obtain central
location measures of price changes. This kind of
indicators is obtained after excluding outliers in
price changes, both for extreme increases as for re-
ductions. The statistical explanation(3) for using
this kind of measure derives from the empirical
evidence that the cross-section distribution of
prices changes is strongly leptokurtical (i.e., it has
fat tailes). Statistical evidence widely supports this
characteristic of the cross-section distribution for
year-on-year price changes of goods and services

included in the CPI (see for example Bryan and
Cecchetti (1996), Coimbra and Neves (1997), Roger
(1997) and Bakhshi and Yates (1999), respectively
for the USA, Portugal, New Zealand and the
United Kingdom).

Under these circumstances, the sample mean
no longer exhibits the required statistical attrib-
utes, as it is very sensitive to outliers. In fact, the
more leptokurtic the distribution, the more sensi-
tive the sample mean is to outliers and, in princi-
ple, the greater is the percentage of observations to
be excluded in the calculation of the trimmed
mean.

Following the suggestion of Bryan and
Cecchetti (1994), some central banks started to dis-
close “limited influence” estimators as indicators
of trend inflation. This was the case of the Bank of
England, the Bank of Australia and the Banco de
Portugal.

The computation of the trimmed mean indica-
tor raises, nevertheless, some issues: what should
be the percentage of outliers that should be ex-
cluded(4), whether this percentage should be al-
lowed to change in time or not, whether the high-
est and the lowest observations should be ex-
cluded by the same amount(5), among others. Fur-
thermore, the calculation of trimmed means may
lead to the exclusion of relevant information on
the price changes of some goods and services,
which could provide some indication on future
price developments.

An alternative exists to the allocation of zero
weights to items one wishes to exclude and one
weights to those not to exclude. This approach
consists of attributing variable weights according
to the information content of each of the CPI items.
Diewert (1995) suggests the attribution of weights
that are inversely proportional to price volatility.
Laflèche (1997) and Wynne (1997) apply this con-
cept to price behaviour respectively in Canada and
the United States of America.
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(2) See Gartner and Wehinger (1998) for an application of this
methodology to some European Union countries.

(3) Bryan and Cecchetti (1994) also present a set of economic argu-
ments, based on an application of the model of Ball and
Mankiw (1995) where costs of adjustment of prices are taken
into account. See for example Bakhshi and Yates (1999).

(4) See for instance Bryan, Cecchetti and Wiggins II (1997),
Bakhshi and Yates (1999) and Andrade and O’Brien (1999).

(5) Roger (1997) suggested the utilisation of an asymmetric
trimmed measure, which would bring some advantages in
terms of efficiency and robustness of the estimator.



3. CONDITIONS FOR A CORE INFLATION
MEASURE

This section introduces and discusses necessary
conditions for a trend or core inflation measure.

To some extent, this issue has been overlooked
in the literature. Sometimes, the potential trend in-
flation measures are analysed by comparing their
behaviour with the trajectory of a so-called “refer-
ence measure”(6) for inflation. Coimbra and Neves
(1997) use as “reference measure” the median of
the CPI’s year-on-year change rates, for a
19-month time span, whereas Bryan, Cecchetti and
Wiggins II (1997) use a 36-month centred moving
average and Bakhshi and Yates (1999) a 37-month
centred moving average.

The use of such an approach contains obvious
drawbacks. The introduction of these so-called
“reference measures” for inflation, on the basis of
which the other indicators are evaluated, is never
duly justified and so there is no guarantee that
these indicators are themselves trend inflation
measures with nice properties. Therefore, if it hap-
pens that the reference measure is not the best
proxy for the (unknown) trend of inflation, then
this approach does not guarantee that the best in-
dicator is selected, as the inflation indicator that
best approximates the reference measure is not
necessarily the one that best approximates the true
trend of inflation.

Roger (1997) suggests three properties for a
core inflation measure. Ideally this measure
should be timely (this would exclude, for instance,
symmetric filters like centred moving averages or
the Hodrick-Prescott filter), robust and unbiased
(otherwise it will provide false signals to economic
authorities) and verifiable (to have greater credi-
bility). More recently, Wynne (1999) presented the
following six criteria which should be used to se-
lect a core inflation measure: 1) to be computable
in real time; 2) to be forward-looking in some

sense; 3) to have a track record of inflation of some
sort; 4) to be understood by the public; 5) to be de-
finitive in such that history does not change each
time we obtain a new observation; 6) to have some
theoretical basis, ideally in monetary theory.

There are two main comments that can be
made about these conditions. Some of these condi-
tions, however important, have the only purpose
of previously excluding some candidate measures
and are more a minimum pre-requisite (this is the
case, for instance, of the conditions for the indica-
tor to be timely and computable once and for all).
Some other conditions, even though important to
characterise the measures fulfilling this pre-
requisite, are defined rather vaguely, and the form
of their practical implementation is not addressed
(this is the case, for instance, of the requirement
for the indicator to provide a robust and unbiased
measure of inflation). For this reason, these condi-
tions allow little progress as to characterise the
properties of the selected indicators.

To overcome these difficulties, we first intro-
duce a set of a priori conditions that have to be met
by any core inflation indicator. Obviously, in the
discussion that follows, we implicitly assume that
any candidate to be a core inflation measure does
meet the pre-requisites of being timely and com-
putable once and for all.

Let us assume that for a given period t, the in-
flation rate, πt , is broken-down into the sum of two
components: a permanent component, named
trend inflation — say, πt

* — and a temporary com-
ponent of inflation in period t, represented by ut .
Hence, by definition, in each period of time we
have:

π πt t tu= +* (1)

In equation (1) we assume that the temporary
disturbances in the inflation rate, ut , are caused by
events such as changes in weather conditions, dis-
turbances in the demand or supply of some goods,
significant adjustments to the prices of some
goods for reasons different from those determin-
ing the general behaviour of prices, etc. By defini-
tion ut is expected to have zero mean and finite
variance, for any given moment t. Therefore,
non-stationarity, understood as the presence of a
unit root, is by definition excluded.
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(6) See for instance Bryan and Cecchetti (1994), Coimbra and
Neves (1997) or Bryan, Cecchetti and Wiggins II (1997). In gen-
eral, in these papers, a good core inflation indicator is one that
minimises the mean square error (MSE) calculated in relation

to the “reference measure”, i.e. ( )
t

T

t T
=
∑ −

1

2π πτ
* $ / , where πt

*

stands for the trend measure, $πt denotes the “reference mea-
sure” of inflation and T is the number of observations.



The simple examination of a chart for Portugal,
plotting inflation measured by the year-on-year
rate of change of the CPI, shows that neither the
mean nor the variance of this variable is constant.
Therefore, although the issue of the statistical at-
tributes of the inflation rate is in general unsolved,
in the Portuguese case it is reasonable to admit
that the year-on-year inflation rate has a non-
stationary behaviour. More specifically, the statis-
tical tests do not allow to reject the hypothesis of
this variable being integrated of order 1 (7). For this
reason, in what follows it is assumed that πt , the
inflation rate, is an integrated process of order 1,
i.e. it is a I(1) variable.

Given the assumption that the inflation rate is a
I(1) variable, it then results from equation (1),
given the hypotheses on ut , that the core inflation
measure, πτ

* , shall also be I(1) and, in addition,
must be co-integrated with the observed inflation
rate, πt , so that zt t t= −π βπ* is stationary with zero
mean for some value of β.

However, given the hypothesis of a zero mean
for ut , one should have β = 1, that is to say,
zt t t= −π π* should be a stationary variable with
zero mean. It should be noted that if zt t t= −π π*

does not have zero mean, then πt
* is not capturing

all the systematic movements included in πt , i.e.,
there is a non vanishing difference between and
πt and πt

* . Something similar happens if β ≠ 1. Also
in this case, πt

* does not account for all the perma-
nent movements included in πt . The net result
shall correspond to either a faster (if β< 1) or
slower (if β > 1) systematic growth of πt

* vis-à-vis
πt . The condition that zt t t= −π π* is a zero-mean
stationary variable is, therefore, the first necessary
condition for a trend inflation indicator. This con-
dition was initially proposed by Freeman (1998).

We now turn to how to motivate the need for
additional conditions. First, the variable πt

* is to be-
have as an attractor for πt , i.e., in the long run, πt

must converge to πt
* . In fact, if the variable πt

* does
not exhibit this property, its interpretation as a
core inflation measure is not useful in any sense. If
there is no reason to expect that πt will converge to
πt

* , there is no point in knowing whether in a given
period πt

* is above or below πt . However, if πt
* is an

attractor for πt , we can ensure that if in a given pe-

riod πt is above (below) πt
* , there is a reason to ex-

pect that, sooner or later, πt will start to decrease
(increase) and converge to πt

* . Note that this condi-
tion, which we shall consider the second condi-
tion, includes as a special case the requirement of
Granger causality. In particular, this condition re-
quires that πt

* Granger causes πt , i.e., that πt
* is a

leading indicator of the of inflation rate.
Finally, it is important to ensure that the second

condition does not occur the other way around,
i.e., that πt is not an attractor for πt

* and also that πt
*

is not “too” sensitive to observed outliers in πt in
the recent past. The need for the first half of this
third condition is quite understandable. If πt

* is it-
self attracted by the inflation rate, then it will be
very difficult to anticipate the most likely future
sign of the change in the inflation rate. The fact, for
instance, that in a given period πt

* is above πt does
not indicate necessarily that it will be πt who will
converge to πt

* and not the contrary. The second
part of this condition ensures that the trend infla-
tion indicator is insensitive to the presence of out-
liers in the inflation rate, hence rendering neces-
sarily a smother measure than the inflation rate it-
self.

Combining the second and the third condition,
we can conclude that if in a given period inflation
stands above the trend indicator, then under nor-
mal circumstances there are reasons to expect that
inflation will decrease, thus converging to the
trend indicator.

The technical details of the econometric formu-
lation and of the statistical tests for these three
conditions can be seen in Marques, Neves and
Sarmento (1999).

4. AN EMPIRICAL ILLUSTRATION: THE CPI IN
PORTUGAL IN THE PERIOD 1993-1998

This section analyses the behaviour of a set of
trend inflation measures for the period running
from July 1993 up to November 1999. The choice
of a relatively short time span is due to two rea-
sons. First, the CPI recorded important re-basing
in previous years (1976, 1983 and 1991), which
makes it difficult to operate with a relatively con-
sistent classification of the CPI items for a longer
period. Second, 1992 saw a significant change of
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(7) See for instance Sousa (1996).



VAT rates; hence it would be difficult to analyse
this period.

The measures considered in this analysis are
the following:

a) Trimmed mean (TM 10 and TM 25)

The trimmed mean of the year-on-year changes
of the CPI is obtained by eliminating a given per-
centage of the highest and lowest price changes.
The Banco de Portugal discloses the 10 per cent
trimmed mean on a regular basis(8). This indicator
corresponds to the average of the 80 per cent cen-
tral year-on-year price changes in the CPI.
Coimbra and Neves (1997) recommended the utili-
sation of this indicator, with detriment to alterna-
tive indicators, as a result of the application of a
set of criteria different from that proposed in the
present analysis.

This is a symmetrical trimmed mean, as it ex-
cludes the same percentage of outliers at the upper
and the lower tails of the distribution. We analyse
two kinds of trimmed mean: the 10 per cent
trimmed mean (TM10) and the 25 per cent
trimmed mean (TM 25).

b) Underlying inflation (UNI)

The concept of “underlying inflation” used by
the Banco de Portugal was originally proposed by
Nascimento (1990). In general, this indicator (here-
after referred to as UNI) is obtained from the CPI
when excluding non-processed foodstuff goods
and energy.

c) First principal component (FPC)

Coimbra and Neves (1997) proposed the utilisa-
tion of the first principal component (FPC) of the
year-on-year changes of the CPI as an alternative
trend inflation indicator(9). The behaviour of this
indicator has been quite regularly referred in the
Economic Bulletin of the Banco de Portugal.

The application of the principal components
technique can be interpreted as a means of seizing

the general trend of prices. Therefore, one is ad-
mitting that the price change of each CPI item re-
flects not only specific factors but also the general
behaviour of prices.

d) Weighted standard deviation CPI (SDI)

Following the suggestion of Diewert (1995) and
Wynne (1999), we calculated a price change where
in the place of the usual CPI weights we used a
measure of the relative volatility of each CPI item
in relation to the average change of CPI itself. The
formula used was:

SDI
w P
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where πit is the year-on-year rate of change of the
prices of component I in period t and πt stands for
the year-on-year rate of change of the original CPI
in period t.

Charts in the Appendix depict these indicators
for the sample period as well as the difference be-
tween these indicators and the year-on-year rate of
inflation.

For the reasons presented in section 2, the anal-
ysis shall lie upon the assumption that the
year-on-year inflation rate is an integrated variable
of order 1.

To analyse the first condition, we took as the
starting point the result of the unit root test — re-
ferred to in the literature as the augmented
Dickey-Fuller (ADF) test — to the series ( )π πt t− * ,
where πt stands for the year-on-year rate of infla-
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(8) The Banco de Portugal published the trimmed mean for the first
time in the March 1997 Economic Bulletin, in the article “Infla-
tion – prospects for 1997 and 1998".

(9) A limitation of this indicator derives from the fact that the prin-
cipal components technique gives rise to a scale-less measure.
As a result, it becomes necessary to find a priori an appropriate
level for which the indicator can be directly compared with in-
flation.



tion and πt
* denotes the trend inflation indicator.

To explain this procedure, recall that the first con-
dition stipulates the existence of co-integration be-
tween πt and πt

* with a unit coefficient and zero
constant. This means that in the co-integration re-
gression

π α βπt t tu= + +* (2)

residuals are stationary, β = 1 and α = 0. Equation
(2) can be written as follows

( ) ( )π π α β πt t t tu− = + − +* *1 (3)

from which we infer immediately that ( )π πt t− * is
stationary if and only if ut is a stationary variable
and β = 1. In the case the hypothesis of the exis-
tence of a unit root is rejected for series ( )π πt t− * ,
them this means that πt and πt

* are co-integrated
and β = 1 in (2). In this case the ADF test can be uti-
lised to test the hypothesis of α = 0, which only re-
quires that the regression constant is analysed.

To test the second and third conditions it is nec-
essary to specify dynamic models for πt and πt

* (10).
Table 1 displays the results of the analysis car-

ried out for the five indicators under scrutiny. We
now recover the set of conditions that are being
tested:

Condition 1: the difference between observed
inflation and the trend indicator must be a
zero-mean stationary variable;

Condition 2: the trend inflation indicator must
behave like an attractor of the rate of inflation, in
the sense that it provides a leading indicator of in-
flation;

Condition 3: observed inflation should not be
an attractor of the trend inflation indicator.

Table 1 shows that three indicators — UNI,
FCP and SDI — totally fulfil the first condition.
But the trimmed means (whether at 10 or 25 per
cent), despite being co-integrated with the rate of
inflation and fulfilling condition β = 1, do not com-
ply with condition α = 0. This means that both in-
dicators are systematically skewed vis-à-vis the
rate of inflation, as Coimbra and Neves (1997) had

already demonstrated for the Portuguese case (see
charts in Appendix).

The bias of the trimmed means has a relatively
simple explanation. Indeed, recent researches
show that in most cases the distributions of year-
on-year price changes are not symmetrical. In-
stead, they tend to exhibit a predominantly posi-
tive degree of asymmetry. As for the Portuguese
case, the studies by Coimbra and Neves (1997)
showed that the distribution of price changes ex-
hibited relatively lasting periods of positive asym-
metry alternating with negative asymmetry. The
fact that in Table 1 we obtained α ≠ 0 indicates in
principle that in the period under review the nega-
tive and the positive asymmetry periods do not
fully offset each other.

As for indicators UNI and SDI, it should be
noted that condition α = 0 is not rejected, but only
at the limit — therefore suggesting the existence of
some bias in this indicator as well.

The third column in Table 1 shows that all indi-
cators except for underlying inflation verify the
second condition. This conclusion is quite robust
as it depends neither on the number of lags used
in the estimated model nor on whether the model
has a constant or not.

The last column in the Table 1 shows that the
third condition is also fulfilled by all indicators ex-
cept underlying inflation, although in this case the
conclusion regarding the trimmed mean at 10 per
cent is not very robust.

The results of the tests hence confirm the al-
ready existing idea that underlying inflation does
not provide a good indicator of trend inflation(11).
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Table 1

EVALUATION OF THE CORE INFLATION
INDICATORS

First condition Second
condition

Third
condition

β = 1 α = 0

TM 10. . . . . . . Yes No Yes Yes
TM 25. . . . . . . Yes No Yes Yes
UNI . . . . . . . . Yes Yes No No
FPC. . . . . . . . . Yes Yes Yes Yes
SDI . . . . . . . . . Yes Yes Yes Yes

(10)See Marques, Neves and Sarmento (1999) for further technical
details.



This is because, contrary to what would be desir-
able, this indicator in not a leading indicator. In
fact, it works as a lagging indicator of inflation. In-
deed, changes in the prices of the goods excluded
from the indicator (energy and non-processed
food) affect directly and contemporarily the CPI,
while only transmitting indirectly and with some
lag to underlying inflation, which hence becomes a
lagging indicator of inflation.

In brief, one can say that from the five indica-
tors analysed, only two — the first principal com-
ponent and the SDI — fulfil all conditions. How-
ever, as regards trimmed means, it should be
noted that only the first condition is unfulfilled,
hence these indicators may still be used. In fact, if
these indicators were adjusted so as to take into
account the skewness of the price changes distri-
bution, they would possibly fulfil all three proper-
ties.

5. CONCLUSIONS

This paper defines a minimum set of criteria
that should be verified by a trend inflation indica-
tor; through appropriate statistical procedures, it
also tests if a relatively wide range of trend infla-
tion indicators meet these criteria. The main con-
clusions are the following:

a) “Underlying inflation” does not provide an
appropriate core inflation indicator as it
lags the year-on-year rate of inflation; this
result is in line with those obtained by other
authors, employing alternative statistical
procedures;

b) Trimmed means, as currently calculated by
the Banco de Portugal, meet in general the cri-
teria proposed in this article; however, in the
sample period, these indicators exhibit a
lower average price change than that of in-
flation, which is also in line with the find-
ings of other authors; this result is also due
to the fact that the cross-section distribution
of year-on-year price changes exhibit rela-
tively lasting periods of asymmetry, which

are alternatively positive and negative and
do not fully compensate each other.

c) The “first principal component” indicator
fulfils all criteria proposed in this study; it
therefore should continue being used as a
trend inflation indicator;

d) The indicator obtained through re-weight-
ing the CPI according to the volatility of the
prices of its items vis-à-vis inflation, and
whose statistical properties are for the first
time discussed for the Portuguese case in
this article, also meets all criteria; however,
it should be noted that there are signs of
some bias vis-à-vis the inflation rate.

These findings suggest two guidelines for fu-
ture research. First, trimmed means require fur-
ther development as to take into account the skew-
ness of the cross-section distribution of price
changes. Second, the SDI indicator deserves a
closer analysis that considers alternative forms of
obtaining the weights of each CPI item.
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COMPARISON BETWEEN THE CPI AND CORE INFLATION INDICATORS

Chart 1A
Year-on-year rates of change of the CPI

and of the10 per cent trimmed mean
(TM 10)

Chart 1B
Difference between the year-on-year rates

of change of the CPI and of the
10 per cent trimmed mean
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Chart 2A

Year-on-year rates of change of the CPI
and of the 25 per cent trimmed mean

(TM 25)

Chart 2B
Difference between the year-on-year rates

of change of the CPI and of the
25 per cent trimmed mean
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Chart 3A
Year-on-year rates of change

of the CPI and of the first
principal component

Chart 3B
Difference between the year-on-year rates

of change of the CPI and of the first
principal component
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Chart 4A
Year-on-year rates of change of the CPI

and of underlying inflation

Chart 4B
Difference between the year-on-year rates

of change of the CPI and of underlying inflation
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Chart 5A
Year-on-year rates of change of the CPI

and of the Weighted standard deviation CPI

Chart 5B
Difference between the year-on-year rates
of change of the CPI and of the Weighted

standard deviation CPI
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EMPLOYMENT VOLATILITY, EMPLOYMENT PROTECTION
AND UNEMPLOYMENT *

Pedro Portugal **

1. INTRODUCTION

This essay explores the richness of the Portu-
guese microdata provide for the characterisation
of the job creation and destruction processes, and
for the analysis of the transitions that occur in the
Portuguese labour market(1).

For a long while the general understanding of
the functioning of labour markets assumed a
strong inertia in employment’s adjustment to
shocks in the demand of final goods. The image
that prevailed in economic research, based on ag-
gregate empirical information, conveyed a gradual
and smooth behaviour of the economic aggregates
describing the labour market.

However, over the course of the last two de-
cades, the growing use empirical researchers in
the field of Labour Economics made of microeco-
nomic databases — i.e., those electing the worker
and/or the firm as the unit of observation — al-
lowed to change radically the former perception of
the labour market dynamics.

Behind the apparent smoothness conveyed by
aggregate data, recent research based on
microdata brought into light a picture of unex-
pected turbulence and of a very dynamic labour
market functioning.

However, it should be stressed that the shift in
the perception of the intensity of labour market
flows largely preceded the current discussion
around the effects on the labour market brought
by international trade intensification and “globali-
sation”. Moreover, academics do not associate the
idea of strong employment volatility to a recent
trend characterising the economies, but consider it
a structural phenomenon that characterises the la-
bour market functioning already for quite a long
time. Nevertheless, it is debatable whether em-

ployment volatility (job precariousness or instabil-
ity) has worsened recently. Empirical evidence
available for the United States of America, how-
ever, does not confirm the existence of a sustained
increasing trend in job volatility (see Wanner and
Neumark, 1999).

In this context, legislation on job protection in
the Portuguese case is particularly important. The
present analysis will suggest that this legal frame-
work influences decisively labour adjustment
costs, thus influencing the nature of the labour
market itself. Therefore, stress shall be laid on the
impact of firing costs on the intensity of flows of
workers and on the equilibrium level of the unem-
ployment rate. Although fixed-term contracted
workers account for not more than 15 per cent of
wage earners, this category absorbs more than half
of employment adjustments. Therefore, we shall
analyse the role of labour contracting regulation
on employment dynamics and on workers’ wage
developments.
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2. JOB CREATION AND DESTRUCTION IN
PORTUGAL

A conventional manner of carrying out a bro-
ken-down characterisation of job dynamics is to
measure job flows. Taking the firm (or the estab-
lishment) as the reference unit, the measurement
of job creation sums the number of jobs created
due to the birth of new firms and the number of
jobs created by the expansion of existing ones.
Conversely, a measure of job destruction sums the
counting of jobs foregone due to firm close-ups
and jobs destroyed due to employment reduction
in labouring firms. Therefore, four different situa-
tions account for the size of job flows: expansion,
contraction, entries and exists of establishments.

In Portugal, labour market flows measured an-
nually show a similar intensity to those of other
OECDS economies (OECD, 1996)(2). According to
the information collected from the individual re-
cords of the Quadros de Pessoal, in the period run-
ning from 1983 up to 1995, job destruction in man-
ufacturing industry (in the economy as a whole)
amounted annually to around 11.8 per cent (13.7
per cent) of existing jobs. On the other hand, in
manufacturing industry (in the economy as a

whole) 11.4 per cent (14.9 per cent) of total jobs
were newly created jobs (see table 1). Jobs de-
stroyed are broken-down into virtually even
shares of plant closings (5.5 per cent for manufac-
turing and 6.4 per cent for the economy as a
whole) and contraction of employment (6.3 per
cent and 7.3 per cent, respectively). In turn, jobs
created are also due, in basically equal parts, to the
opening of new establishments (5.3 per cent for
manufacturing industry and 7.8 per cent for the
economy as a whole) and the expansion of existing
plants (6.1 per cent and 7.1 per cent).

It is interesting to notice that in Portugal, as in
other economies, the bulk of job creation and job
destruction takes place within the same activity
sector or the same region, even when considering
sectors and regions at a high breakdown level
(Carneiro and Portugal, 1998). Indeed, employ-
ment flows are basically due to the expansion and
contraction of employment and to the closing and
opening of plants within the same sector and re-
gion, and not to phenomena of sectoral recompo-
sition or regional displacement: while around 84
per cent (86 per cent) of employment flows are
within sector (intra-regional), only 16 per cent (14
per cent) are due to inter-sectoral (inter-regional)
changes (Carneiro and Portugal, 1998). Also in line
with the empirical evidence available for other
economies, job turnover drops sharply according
to plant size (table 2).
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Table 1

ANNUAL JOB FLOWS (1983 - 1994)

Job creation Job destruction Turnover
rate

(A+B+C+D)Entry
(A)

Expansion
(B)

Total
(A+B)

Exit
(C)

Contraction
(D)

Total
(C+D)

Manufacturing industry . . . . . . . . . 0.053 0.061 0.114 0.055 0.063 0.118 0.232

Total economy. . . . . . . . . . . . . . . . . . 0.078 0.071 0.149 0.064 0.073 0.137 0.286

Source: Blanchard and Portugal (1999).

Notes:

(A) Ratio between the number of jobs created as a result of the entry of new establishments into activity and total employment.

(B) Ratio between the number of jobs created as a result of the expansion of existing establishments and total employment.

(C) Ratio between the number of jobs destroyed as a result of the closing of establishments and total employment.

(D) Ratio between the number of jobs destroyed as a result of the contraction of existing establishments and total employment.

(2) Job flows are calculated from the net job changes occurred in a
given establishment between March of one year and March of
the following year.



However, the relative importance of plant mo-
bility in the distribution of job flows appears as a
distinctive feature of the Portuguese labour mar-
ket, which may be related with the influence job
protection legislation on labour demand. This
means that the reason behind the strong intensity
of job flows due to plant creation and destruction
(10.8 per cent — 5.3 plus 5.5 — for manufacturing
industry and 14.2 per cent — 7.8 plus 6.4 — for the

economy as a whole, see table 1) when compared
with the flow generated by plant contraction and
expansion (12.4 per cent and 14.4 per cent) may be
the high firing costs enforced by labour legislation
(Blanchard and Portugal, 1998).

Another distinctive feature of the Portuguese
labour market is the low intensity of quarterly em-
ployment flows, when compared with the corre-
sponding annual flows (table 3)(3). The natural in-
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Table 2

JOB FLOWS, MANUFACTURING INDUSTRY (1983 – 1994))

Average establishment size Entry
(A)

Exit
(C)

Expansion
(B)

Contraction
(D)

1 to 19 workers . . . . . . . . . . . . . . . . . . . . 0.128 0.105 0.086 0.070

20 to 49 . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.069 0.076 0.076 0.060

50 to 99 . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.047 0.064 0.065 0.058

100 to 249 . . . . . . . . . . . . . . . . . . . . . . . . . 0.034 0.050 0.058 0.060

250 to 499 . . . . . . . . . . . . . . . . . . . . . . . . . 0.030 0.045 0.046 0.055

500 to 999 . . . . . . . . . . . . . . . . . . . . . . . . . 0.016 0.028 0.032 0.050

1000 to 2499 . . . . . . . . . . . . . . . . . . . . . . . 0.004 0.013 0.036 0.053

2500 to 4999 . . . . . . . . . . . . . . . . . . . . . . . 0.000 0.032 0.013 0.060

5000 + . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.000 0.000 0.001 0.083

Source: Quadros de Pessoal, calculations made by the author.

Notes:

(A) Ratio between the number of jobs created as a result of the entry of new establishments into activity and total employment.

(B) Ratio between the number of jobs created as a result of the expansion of existing establishments and total employment.

(C) Ratio between the number of jobs destroyed as a result of the closing of establishments and total employment.

(D) Ratio between the number of jobs destroyed as a result of the contraction of existing establishments and total employment.

Table 3

QUARTERLY JOB FLOWS (1983 – 1994)

Job creation Job destruction Turnover
rate

(A+B+C+D)Entry
(A)

Expansion
(B)

Total
(A+B)

Exit
(C)

Contraction
(D)

Total
(C+D)

Manufacturing industry . . . . . . . 0.012 0.020 0.032 0.010 0.029 0.039 0.071

Total economy . . . . . . . . . . . . . . . 0.018 0.022 0.040 0.011 0.028 0.039 0.079

Source: Blanchard e Portugal (1999).

Notes:

(A) Ratio between the number of jobs created as a result of the entry of new establishments into activity and total employment.

(B) Ratio between the number of jobs created as a result of the expansion of existing establishments and total employment.

(C) Ratio between the number of jobs destroyed as a result of the closing of establishments and total employment.

(D) Ratio between the number of jobs destroyed as a result of the contraction of existing establishments and total employment.



terpretation for the low magnitude of quarterly
employment flows is that Portuguese firms do not
change significantly their demand for labour in the
presence of transitory shocks, contrary to their re-
action vis-à-vis shocks that are perceived as being
of a permanent nature. Therefore, the observation
of a strong persistence of job creation and destruc-
tion (i.e., hiring and firing decisions that are not
reversed afterwards) (see table 4) is interpreted as
resulting from the difficulty in reacting to tempo-
rary shocks, which in turn reflects the impact of
high costs of adjustment to workers’ departure.

3. WORKER FLOWS

The concept of worker flow is closely linked to
the phenomenon of job creation and destruction
by firms, and is distinct from the concept of job
flows. To ascertain this, one only needs to consider
a situation where more than one worker may, in a
given period of time, rotate by the same job. The
inflow of workers comprises total hired workers,
while conversely the outflow encompasses all
ways in which workers become unattached from
firms (firings, retirements, quits etc.). Therefore,
the intensity of worker flows reflects their mobil-
ity.

The Portuguese labour market is characterised
by a very low labour mobility (see table 5). Obvi-
ously, a low intensity of job creation and destruc-
tion is sufficient to explain weak labour mobility
(or worker turnover). However, even when condi-
tioned to job creation and destruction, workforce
rotation is low in Portugal. For each job created or
destroyed only 1.5 workers rotate (around 60 per
cent of the level obtained for the EUA) (table 5).

The low labour mobility is reflected in a range
of indicators that allow to characterise the Portu-
guese labour market as one of the less (if not the
least) dynamic (i.e., most stable) in the OECD.
Both the average number of jobs over the working
life and the average job tenure give a picture of

immobility (see table 6). The same message is con-
veyed by the proportion of long-term jobs (lasting
over 20 years) and by the rate of transition from
employment into unemployment, out of labour
force or into another job (see table 6). In fact, the
rate of transition form employment into unem-
ployment is the lowest in the OECD.

These indications result not only from the weak
job turnover but also form the weak incidence of
voluntary exits (quits), which are discouraged in the
Portuguese labour market by the perspectives of a
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Table 4

PERSISTANCE OF JOB CREATION
AND DESTRUCTION

MANUFACTURING INDUSTRY

Job creation

Persistence rate after:

1st quarter 2nd quarter 3rd quarter 1 year

1991 . . . . . . 0.763 0.583 0.454 0.356

1992 . . . . . . 0.757 0.556 0.436 0.347

1993 . . . . . . 0.737 0.549 0.451 0.388

1994 . . . . . . 0.731 0.590 0.488 0.408

Average. . . 0.747 0.569 0.457 0.375

Job destruction

Persistence rate after:

1st quarter 2nd quarter 3rd quarter 1 year

1991 . . . . . . 0.839 0.726 0.626 0.576

1992 . . . . . . 0.850 0.737 0.647 0.588

1993 . . . . . . 0.875 0.766 0.645 0.579

1994 . . . . . . 0.869 0.769 0.659 0.602

Average. . . 0.858 0.749 0.644 0.586

Source:”Inquérito ao Emprego Estruturado”, calculations made by
the author.

Note: The rate of persistence is an indicator of the proportion of
jobs created (destroyed) maintained in the following pe-
riods.

(3) It should be noted that this sum of quarterly job flows neces-
sarily exceeds annual job flows, since annual flows are ob-
tained from the net change in employment between two
periods of time, separated one year from each other, while
quarterly flows count the net changes employment records in
a given quarter — i.e., the net changes in employment that
take place in a given quarter, but are reversed in following
quarters, and are hence do not appear in the annual job flows.



long-lasting unemployment experience. Meanwhile,
the hypothesis of switching jobs directly, with no
unemployment or non-participation episode in be-
tween, does not appear to be relatively more inten-

sively used than the former. Thus, the weak rate of
employment-unemployment transition is not com-
pensated by a higher employment-employment
transition rate.
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Table 5

ANNUALISED WORKER AND JOB FLOWS(1), ESTABLISHMENTS IN BUSINESS(2)

Expansion Contraction Hirings Separations

(A) (B) (C) (D) (C+D)/(A+B)

1991 . . . . . . . . . . . . . . . . . . 0.102 0.115 0.177 0.188 1.682

1992 . . . . . . . . . . . . . . . . . . 0.099 0.124 0.162 0.186 1.556

1993 . . . . . . . . . . . . . . . . . . 0.080 0.131 0.126 0.176 1.434

1994 . . . . . . . . . . . . . . . . . . 0.084 0.117 0.128 0.159 1.424

1995 . . . . . . . . . . . . . . . . . . 0.083 0.104 0.129 0.148 1.476

Average. . . . . . . . . . . . . . . 0.090 0.118 0.144 0.171 1.517

Source:” Inquérito ao Emprego Estruturado”, calculations made by the author.
Notes:
(1) Annual figures result from accumulating quarterly flows.
(2) Entries and exits of establishments are not included.
(A) Ratio between the number of jobs created as a result of the expansion of existing establishments and total employment.
(B) Ratio between the number of jobs destroyed as a result of the contraction of existing establishments and total employment.
(C) The rate of hirings is given by the ratio between the number of workers that, in a given year, decide to enter the establishment and total

employment.
(D) The rate of separation is given by the ratio between the number of workers that, in a given year, leave the establishment and total em-

ployment.

Table 6

LABOUR MARKET TRANSITIONS

Data on the stock of employees Quarterly transition from employment into:

Tenure Tenure
< 12 months

Tenure
>240 months

Number
of jobs

First job Unem-
ployment

Inactivity Another
job

In months Proportion Proportion Average Proportion Proportion Proportion Proportion

1993 . . . . . . . . 151.7 12.5 23.8 2.6 37.1 0.95 1.14 1.41

1994 . . . . . . . . 149.9 11.6 23.3 2.8 34.0 1.10 1.02 1.19

1995 . . . . . . . . 147.7 11.9 23.5 2.8 31.8 0.80 0.93 1.09

1996 . . . . . . . . 148.2 12.6 24.2 2.8 30.3 0.84 0.94 1.28

Average . . . . . 149.0 12.1 23.7 2.8 32.7 0.92 0.99 1.20

Source: Microdata from the “Employment Survey” (INE), employed population, calculations made by the author.

Note: Proportions were calculated with reference to total employment.



4. EMPLOYMENT PROTECTION AND WORKER
FLOWS

The interpretation of job and worker flows in
Portugal cannot be separated from the legal frame-
work of job contracts. Portuguese legislation,
which constitutionally consecrates the principle of
job stability (article 53º of the Portuguese Constitu-
tion), establishes significant constraints on worker
firings. These constraints are provided not only by
the regulatory framework of severance pay and of
the job contract forms, but also — and most nota-
bly from an economic point of view — by the exis-
tence of an imprecate and lasting set of procedures
and mechanisms which the process of firing must
observe(4).

In the presence of non-returnable firing costs
(for instance, administrative costs, cost of execu-
tion of the social plan, costs due to production
disrupture resulting from the announcement of
collective lay-offs) economic theory predicts
clearly the effects of job protection on employment
flows: the greater the firing costs, the smaller shall
be employment outflows (the lower shall be fir-
ings). If ex-ante a non-zero probability of the firm
suffering a negative shock to the demand for the
product exists, a rise in firing costs rises the mini-
mum productivity threshold required to create a
new job (or, from another perspective, the free en-
try condition lowers the maximum wage at which
the employer is willing to pay the worker).

Furthermore, job protection strengthens the
bargaining power of workers, whom therefore are
in conditions to demand a higher wage level.
Therefore, at an initial stage, firing costs lead to a
gap between the wage offered by the employer
(the feasible wage) and the wage demanded by the
worker (the bargaining wage). To re-establish
equilibrium in the labour market, unemployment
penalisation will tend to rise through the reduc-
tion of job offers, which in turn rises the duration
of an unemployment spell.

According to alternative references and meth-
odologies, the Portuguese legislation on job pro-
tection is considered the most restrictive in the
OECD. The most widely used indicator is com-
piled by the OECD and is based on the systematic
comparison of job protection legislation in its
member states (see table 7)(5). However, this indi-
cator is not exempt from criticism. In addition to

the difficulties that are always present in any com-
parative law exercise, a quantified measure of the
level of rigidity of labour legislation is inevitably
proneness to some subjectivity and, most notably,
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(4) From the viewpoint of economic theory, the relevant firing
costs (i.e., the costs that effectively condition employers’ labour
demand decisions) are those that are not bound to become inef-
fective through the redesign of adequately conceived new con-
tract (Lazear, 1990). For instance, in case of severance pay, the
worker may offer inter alia the employer a monetary compen-
sation (a bond) to pay for the right to the indemnity.

(5) This indicator is based on a weighted index of the degree of le-
gal constraints included in the legislation on severance pay for
dismissal, collective lay-offs, individual firing, temporary work
and dismissal notice. Other indicators based on surveys to em-
ployers lead to similar rankings.

Table 7

RANKING OF COUNTRIES ACCORDING TO THE
DEGREE OF JOB PROTECTION

Country Index of job
protection

Portugal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7

Turkey . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5

Greece. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5

Italy. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.4

Spain. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.1

France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.8

Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6

Norway . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6

Sweden. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6

South Korea . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5

Belgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5

Austria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3

Japan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3

Netherlands. . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2

Czech Republic . . . . . . . . . . . . . . . . . . . . . . . . 2.1

Finland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1

Poland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0

Hungary. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.7

Denmark . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.5

Switzerland . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.5

Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2

Ireland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1

Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1

New Zealand. . . . . . . . . . . . . . . . . . . . . . . . . . 0.9

United Kingdom. . . . . . . . . . . . . . . . . . . . . . . 0.9

United States . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7

Source: OECD, 1999.



it cannot assess the degree of effectiveness of
(compliance with) legal rules. However, there is
no solid ground on which countries could be dif-
ferentiated according to the degree of compliance
with the respective legal frameworks.

The characterisation of worker flows allows to
classify the Portuguese labour market as the para-
digmatic case of the influence job protection can
yield on the labour market dynamics. As referred
above, this indication is clearly reflected both in
the worker mobility indicators (average job dura-
tion, average number of jobs, intensity of labour
force flows between employment, unemployment
and non-participation) and in the high average un-
employment duration.

5. JOB SECURITY AND UNEMPLOYMENT

The high levels and the strong persistence of
unemployment in Europe, contrasting with the
United States of America, gave rise to an intense
discussion over the last decade on the role of the
labour market institutions on unemployment de-
velopments (Nickell, 1997). More specifically, re-
searches on the influence of the unemployment se-
curity system, the legal framework of job con-
tracts, the training system and active labour mar-
ket policies on the unemployment rate were devel-
oped(6).

More specifically, the analysis of the effects of
job protection (conditioning firings, regulating job
contracts, etc) on the levels of the unemployment
rate have risen sharp controversy(7).

At the theoretical level, higher firing costs tend
to give rise to lower inflows into unemployment
and longer unemployment average duration. Since
firing costs affect unemployment flows and dura-
tion in opposite directions, the expected effect of
these costs on unemployment rates is ambiguous.
At the empirical level, namely in research carried
out based on international comparisons, the corre-
lation between indicators of the degree of rigidity
of job protection legislation and the unemploy-

ment rate is very week, if not nill. On the contrary,
a strong sample correlation is found between the
level of job protection and average unemployment
duration, and also between the level of job protec-
tion and intensity of entries into unemployment
(Blanchard and Portugal, 1999).

The comparison of the Portuguese case with
that of other economies is particularly revealing.
Indeed, when Portugal is compared with the USA
(a country unanimously considered as one of those
that least imposes constraints to firings), one can
observe that both countries exhibited similar un-
employment rates over the course of the last fif-
teen years. However, average unemployment du-
ration in Portugal is three times higher than in the
USA, which is compensated with flows into unem-
ployment more than three times smaller. This sug-
gests that job protection changes the nature of the
labour market, making economies more sclerotic,
and generating potential productivity and welfare
losses.

In this context, the comparison between the
Portuguese and the Spanish labour markets is also
quite suggestive. Though exhibiting very similar
job protection legal frameworks(8), the Spanish
economy exhibits unemployment rates that are
more than three times higher than in Portugal
(Bover, Garcia-Perea and Portugal, 1999). This in-
dicator suggests that the explanation for the para-
doxical behaviour of the Spanish and Portuguese
labour markets does not stem from job protection.
Instead, it must be due to other institutions. A pos-
sible influence may be the system of unemploy-
ment subsidies, virtually non-existing in Portugal
until 1985 (Blanchard and Jimeno, 1995). However,
the current design of the Portuguese unemploy-
ment subsidy system does not differ substantially
from the Spanish one(9). A more plausible explana-
tion is advanced in Bover, Garcia-Perea and Portu-
gal (1999), based on the difference in the bargain-
ing power of unions in both countries. For this
purpose, these authors characterise the forms of
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(6) More recently, some researches have tackled the issue of the in-
teraction between labour market institutions in the accommo-
dation to economic shocks (Bertola and Rogerson, 1997;
Blanchard and Wolfers, 1999).

(7) This controversy is particularly evident in the political debate,
since the main conclusions gather general consensus among re-
searchers.

(8) Different job protection indicators consistently show that Por-
tugal, Spain and Italy are the economies that show the highest
protection indices.

(9) Nevertheless, one may argue that the impact of unemployment
subsidy systems is felt only in the presence of very strong eco-
nomic shocks to labour demand. This shall not have been the
case of Portugal since the generalisation of the unemployment
subsidy system.



union representation in both countries and collect
a set of empirical data on the indirect manifesta-
tion of bargaining power (wage dispersion, strikes,
wage differentials between insiders and outsiders,
real wage flexibility, etc), which point towards a
strong bargaining power of Spanish syndicates
when compared with those in Portugal. Indeed,
unions representation rules in Spain are such that
syndicates reflect especially the interest of em-
ployed workers (the insiders), while in Portugal
representation appears to be more diversified and
decentralised, contributing to greater wage flexi-
bility.

Finally, it should be stressed that the true eco-
nomic costs associated with job protection do not
translate into the increase of unemployment levels,

but instead into potential production and welfare
losses. According to the calibration trials of
Blanchard and Portugal (1999), these losses are
quite significant.

6. JOB FLEXIBILITY AND FIXED-TERM
CONTRACTS

In some European countries characterised by
particularly rigid labour legislation, mechanisms
of flexibilisation of labour contracts were intro-
duced over the last decades. These aim at easing
labour market adjustments and reducing unem-
ployment. The most paradigmatic case is that of
the introduction of fixed-term contracting. How-
ever, the explosion of fixed-term contracts in the
hiring of workers did not always yield the ex-
pected results (Bentolita and Dolado, 1994). In
some cases, the growing use made of fixed-term
contracts seems to have increased the labour mar-
ket segmentation between insiders and outsiders,
increasing unemployment (Blanchard and Sum-
mer, 1986; Lindbeck and Snower, 1988). Moreover,
the massive resort to temporary contracting
(Alba-Ramirez, 1998), by giving rise to strong
worker turnover by different jobs, creates less fa-
vourable conditions to investment in specific hu-
man capital, thus affecting productivity and
wages.

6.1 The importance of fixed-term contracts

In Portugal, fixed-term contracts were intro-
duced in the second half of the 1970s, as an at-
tempt to alleviate the difficulties in job matching
associated with an excessively rigid job protection
framework. With the flexibilisation of lay-offs in
1989, more constraints were laid on fixed-term
contracting. In the current legal framework,
fixed-term contracts have a relatively limited share
in total wage earners’ contracts (see chart 1). How-
ever, these contracts represent around 60 per cent
of total hirings and 50 per cent of total separations
(see chart 2) (Varejão, 1998). Therefore, fixed-term
contracting plays a key role in the process of la-
bour adjustment.

Indeed, while a fixed-term contracted worker
faces a 4.7 per cent (3.05 per cent) probability of
entering unemployment (non-participation) with-
in a quarter, for a open-ended-contracted worker
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the probability of becoming unemployed (a
non-participant) is 0.6 per cent (0.8 per cent) (see
tables 8 and 9, and chart 3). However, the proba-

bility of a fixed-term contracted worker becoming
permanently contracted (5.45 per cent, see table 8)
is higher than the risk of unemployment (chart 4).

Banco de Portugal / Economic bulletin / December 1999 57

Articles

Table 8

QUARTERLY RATES OF TRANSITION FROM A FIXED-TERM CONTRACT

Transition to: Number
of

jobs

Tenure
(in months)Unemployment Non-

participation
Self-

employment
Another

Job
Open-ended

1992 . . . . . . 3.41 3.62 0.45 5.03 16.77
1993 . . . . . . 5.29 3.83 0.91 7.20 19.64
1994 . . . . . . 6.31 3.01 0.67 3.74 5.98 3.67 19.18
1995 . . . . . . 4.53 2.45 0.66 3.45 4.81 3.66 17.17
1996 . . . . . . 4.43 2.85 0.45 4.02 4.59 3.51 15.37
1997 . . . . . . 3.92 2.72 0.34 4.14 4.99 3.38 16.51

Average . . . 4.70 3.05 0.58 3.84 5.45 3.56 17.05

Source: Microdata from the “Employment Survey” (INE), computations made by the author.

Table 9

QUARTERLY RATES OF TRANSITION FROM A OPEN-ENDED CONTRACT

Transition to: Number
of

jobs

Tenure
(in months)Unemployment Non-

participation
Self-

employment
Another

Job
Fixed-term

contract

1992 . . . . . . 0.44 0.78 0.21 0.24 129.43
1993 . . . . . . 0.68 1.10 0.29 0.30 138.83
1994 . . . . . . 0.78 0.85 0.18 0.87 0.24 2.70 141.43
1995 . . . . . . 0.59 0.70 0.20 0.83 0.29 2.70 141.30
1996 . . . . . . 0.61 0.72 0.22 1.01 0.34 2.69 143.50
1997 . . . . . . 0.51 0.74 0.17 1.01 0.41 2.69 143.23

Average. . . 0.61 0.82 0.21 0.93 0.30 2.69 142.36

Source: Microdata from the “Employment Survey” (INE), computations made by the author.
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It now seems clear that the resort to this con-
tractual form has a behaviour markedly adjusted
with the economic cycle. Since fixed-term con-
tracts have lower adjustment costs than perma-
nent contracts, it is quite natural that the former
are used more intensively in the upper swing of
the economic cycle, being fixed-term contracted
workers the first to be fired when economic activ-
ity slows down (Varejão and Portugal, 1999).

6.2 Why firms use fixed-term contracting

Several motives lead firms to resort to
fixed-term contracting. Economic activities subject
to greater demand variability, whether due to sea-
sonal reasons (the case of tourism) or to the nature
of the product (construction, for example), will
tend to resort to fixed-term contracts more inten-
sively. Thus temporary contracts perform as “buff-
ers” against shocks to the demand of the product.
Fixed-term contracts usually also perform as
mechanisms of selection of workers; in cases the
workers attributes match the job characteristics,
this form gives place to a permanent contract. In
this case, temporary contracting functions mainly
as an “entry door” into the labour market.

6.3 Who are fixed-term workers

The use of temporary contracts, in addition to
affecting job stability, may influence the process of
accumulation of human capital specific to the job.

If this contract form is used mainly to select and
test workers, then it provides an improved alloca-
tion of resources, without influencing perma-
nently individuals’ productive abilities. On the
contrary, the persistence of a temporary contract
situation over the life cycle tends to generate inad-
equate investment in specific training, therefore
feeding situation of labour market segmentation.

The characterisation of wage earners according
to the respective contract form seems to indicate
that in Portugal it is principally youngsters at the
beginning of their work life who feed the stock of
temporarily-contracted workers (table 10, chart 5).
Given individuals’ observed attributes, the labour
situation of fixed-term contracted workers does
not depress significantly their wage income (the
loss is estimated at 3 per cent when comparing
with permanently-contracted workers’ wages). (ta-
ble 4). However, if the temporary contract situa-
tion persists chronically over the age of thirty, the
results of the estimation of the wage equation with
parameters varying according to age indicate that
wage losses will tend to be very high (chart 6).
Therefore, the fringe of adult workers that keeps
permanently rotating through temporary jobs will
raise an income which is much lower than the one
earned by permanently-contracted workers. This
situation reflects, with a great likelihood, the ab-
sence of a return to investment in specific training.
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Chart 5
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Table 10

PROFILE OF FIXED-TERM
CONTRACTED WORKERS

Kind of contract
Variable Permanent Fixed-term

Age (in years) . . . . . . . . . . . . . . . . . . . 38.6 29.8

Schooling (in years) . . . . . . . . . . . . . . 7.1 7.5

Male (proportion) . . . . . . . . . . . . . . . 55.1 49.3

Number of jobs. . . . . . . . . . . . . . . . . . 2.7 3.5

Job tenure (in months) . . . . . . . . . . . 143.2 20.8

Part-time (proportion). . . . . . . . . . . . 3.6 7.4

Married (proportion). . . . . . . . . . . . . 72.7 47.6

Source: Microdata from the "Employment Survey" of the INE, cal-
culations made by the author.



7. CONCLUSIONS

Job protection legislation in Portugal is consid-
ered the most restrictive in the OECD. This per-
ception is based on international comparisons,
which are necessarily subject to many limitations
and ambiguity. However, the indication of strong
legal protection of jobs is consistent with the styl-
ised facts on the Portuguese labour market devel-
oped in this article. Therefore, employment protec-
tion legislation seems to influence decisively em-
ployment adjustment, reducing the intensity of job
creation and destruction flows and lowering
worker turnover. Most notably, job flows com-
piled on a quarterly basis — as to avoid problems
related with time aggregation — revealed the im-
portance of the costs of adjustment of jobs to em-
ployment dynamics.
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Table 11

REGRESSION EQUATION OF LOG NET MONTHLY WAGE (a)

Variables(b)
Total Open-ended Fixed-term contract

Labour market experience . . . . . . . . . . . . . . . . . . . . . . . . . 0.0267 0.0273 0.018
(0.0006)(c) (0.0007) (0.0013)

Experience2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.0004 -0.0004 -0.0003
(0.00001) (0.00001) (0.00003)

Basic schooling (1st cycle). . . . . . . . . . . . . . . . . . . . . . . . . . 0.0958 0.1101 0.0003
(0.0095) (0.0102) (0.0256)

Basic schooling (2nd and 3rd cycle) . . . . . . . . . . . . . . . . . 0.3052 0.3249 0.1239
(0.0100) (0.0108) (0.0267)

Secondary schooling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5932 0.6352 0.2952
(0.0113) (0.0122) (0.0290)

Upper-level schooling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1119 1.1456 0.816
(0.0114) (0.0122) (0.0303)

Training job tenure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1178 0.1306 0.043
(0.0079) (0.0087) (0.0183)

Job tenure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0127 0.0121 0.0234
(0.0007) (0.0008) (0.0049)

Tenure 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.0001 -0.0001 -0.0007
(0.00002) (0.00002) (0.00038)

Male . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2264 0.2313 0.1996
(0.0042) (0.0046) (0.0105)

Fixed-term contract . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -0.0309
(0.0063)

Constant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.5068 3.4342 3.8926
(0.0154) (0.0169) (0.0348)

Sigma . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3205 0.3196 0.3067

N . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31573 24300 4273

Log-likelihood . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -58131.5 -49042.7 -8873.6

Notes
(a) The estimation method used takes into account the aggregated nature of data on wages.
(b) The regression equation also includes 6 sectoral dummy variables.
(c) Asymptotic standard error.
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The obvious explanation for the weak magni-
tude of quarterly job flows is that Portuguese
firms do not change significantly labour demand
in the presence of transitory shocks, contrary to
what occurs when shocks are perceived as having
a permanent nature. Meanwhile, job protection
legislation appears to influence the mobility of es-
tablishments, yielding strong rates of entry and
exit of establishments. It is possible that in situa-
tions where it is needed to shrink worker force,
and adjustment costs are high, firms rather discon-
tinue activity instead of reducing partly the num-
ber of jobs.

Higher firing costs tend to give rise to smaller
flows into unemployment and longer average un-
employment duration. Since firing costs affect un-
employment flows and duration in opposite direc-
tions, their impact on the unemployment rate is am-
biguous. In this regard, a comparison of the Portu-
guese labour market with the ones of Spain and the
USA is particularly revealing. Although Portugal
and Spain have quite similar job protection legal
frameworks, the Spanish economy present unem-
ployment levels three times higher than in Portugal.
Meanwhile, when comparing Portugal with the
USA — we may observe that both countries exhib-
ited similar unemployment rates over the last 15
years. Therefore, it would appear that firing costs do
not influence the unemployment level. Economic
costs associated with job protection should instead
be measured by productivity and welfare losses
caused by the restrictions to firing.

Although accounting for less than 15 per cent
of total wage earners, fixed-term contracts absorb
more than half of worker adjustments. In Portugal,
fixed-term contracting are used especially as a de-
vice to select and test workers at an early stage of
their work life, to ensure a good matching of the
job characteristics with the worker’s skills. This
way of using temporary contracting does not seem
to penalise significantly workers’ wage income.
However, empirical evidence suggests that a
fringe of workers is found in a chronic situation of
temporary contracting. In this case, the disincen-
tive to investment in specific training stemming
from the limited duration of jobs seems to give rise
to quite significant wage income losses and may
originate segmentation in the labour market.
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January*

� 7 January (Regulation no. 25/98 of the
Stock Market Commission, Official
Gazette no. 5/99, Series II)

Lays down a set of rules regarding the compulsory reporting and advertis-
ing of transferable securities transactions by the issuing companies to the
managing companies of the respective market. Revokes Regulation no.
92/6 of 7 January 1993.

� 7 January (Executive Order no. 8/99,
Official Gazette no. 5/99, Series I, B)

According to the provisions laid down in Decree-Law no. 138/98 of 16
May, on the rules to be complied with in the process of transition to the
euro, fixes at 3.25 per cent the benchmark rate to which the aforementioned
Decree-Law, article 10, no. 2 refers. This is an equivalent rate, which will
replace the discount rate of the Banco de Portugal as of 1 January 1999.

� 11 January (Decree-Law no. 11/99, Official
Gazette no. 8/99, Series I, A)

Introduces changes in the calculation basis of the annual base rate. This De-
cree-Law takes effect on the first day of the month following its entry into
force.

� 15 January (Notice of the Banco de
Portugal no. 1/99, Official Gazette
no.12/99, Series I, B)

Determines the operations included in no. 1 of Article 5 of Decree-Law no.
13/90 of 8 January, which defines the scope of foreign exchange opera-
tions, introducing the changes arising from the entry into force of the euro.
Revokes Notice no. 6/93 of 15 October.

� 15 January (Executive Order no. 28/99,
Official Gazette no. 12/99, Series II)

Under the terms laid down in no. 4 of Article 8 of Decree-Law no. 138/98
of 16 May, entrusts the Directorate-General of the Treasury with the pow-
ers to guarantee the exact correspondence between the daily cash flows
arising from the global settlement of means of payment denominated in
euro and the respective accounting records, on an item-by-item basis, both
at the fiscal level and at the level of the Treasury accounts.

� 19 January (Regulation no. 3/99, Official
Gazette no. 15/99, Series II)

Lays down the rules governing the use of derivative products by insurance
companies operating in Portugal or abroad, which are subject to the super-
vision of the Portuguese Insurance Institute.

� 19 January (Regulation no. 4/99, Official
Gazette no. 15/99, Series II)

Lays down the rules governing the use of derivative products in pension
funds by the respective managing companies operating in Portugal.

� 26 January (Notice of the Banco de
Portugal no. 2/99, Official Gazette
no. 21/99, Series I, B)

In use of the powers conferred to it by Article 99 (e) of the Legal Frame-
work of Credit Institutions and Financial Companies, approved by De-
cree-Law no. 298/92 of 31 December, introduces changes in the setting up
of provisions for general credit risks by credit institutions and financial
companies, taking into account the growth level of credit granted to indi-
viduals for consumption purposes, namely the ratio risk/profitability asso-
ciated with it. Rewords nos. 3 and 7 and revokes nos. 20 and 21 of Notice
no. 3/95 of 30 June.

� 28 January (Instruction no. 1, Official
Gazette no. 23/99, Series II)

Lays down the general rules governing the operation of the primary and
secondary markets of Treasury bills.

� 28 January (Decree-Law no. 22/99, Official
Gazette no. 23/99, Series I, A)

Lays down several rules governing the registration and settlement of trans-
ferable securities of a monetary nature by the Banco de Portugal.

February

� 10 February (Executive Order no. 118/99,
Official Gazette no. 34/99, Series II)

Under the terms laid down in no. 4 of Article 295 of the Companies Act
(Código das Sociedades Comerciais) (legal reserve), stipulates that the provi-
sions set forth in no. 2 of the aforementioned Act shall not be applicable to
the companies subject to the supervision of the Banco de Portugal and the
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Portuguese Insurance Institute, as regards the reserves set up for the
amounts referred to in paragraph a) of this Act. It further stipulates that re-
serves cannot be utilised for the payment of dividends or the acquisition of
own shares.

� 11 February (Decision no. 2481/99, Official
Gazette no. 35/99, Series II)

Stipulates the new amounts in euro for the issue of fixed rate and variable
rate Treasury Bonds, following the process of redenomination to which De-
cree-Laws no. 138/98 of 16 May and no. 343/98 of 6 November refer, to
take effect on 1 January 1999.

� 18 February (Instruction no. 2/99, Official
Gazette no. 41/99, Series II)

Rewords Articles nos. 12, 16, 21, 22 and 23, and introduces other changes in
Instruction no. 2-A/98 (Series II) of 22 December, as regards the rules gov-
erning the issue of Treasury bonds.

� 20 February (Regulation no. 3/99 of the
Stock Market Commission, 4th
Supplement to Official Gazette no. 43/99,
Series II)

Rewords no. 5 of Regulation no. 94/4 of 20 June, governing the special
market for wholesale transactions.

March

� 2 March (Decree-Law no. 58/99, Official
Gazette no. 51/99, Series I, A)

Regulates the setting up and operation of risk capital funds. Revokes De-
cree-Law no. 187/91 of 17 May, and Decree-Law no. 214/92 of 13 October.

� 8 March (Circular Letter of Banco de
Portugal no. 16/DOC)

Informs credit institutions and financial companies that the rules govern-
ing operations on the primary and secondary markets of Treasury bills,
through the SITEME (Electronic Market Transfer System) are laid down in
Instruction No. 6/99.

� 10 March (Regulation no. 4/99 of the Stock
Market Commission, Official Gazette
no. 58/99, Series II)

Rewords paragraphs 2.3.2 – Accounting Principles – Valuation Criteria –
Securities Portfolio - of Regulations nos. 95/14 and 96/16, adding a new
paragraph, which will become effective on 1 January 2000.

� 12 March (Regulation no. 8/99 of the
Portuguese Insurance Institute, Official
Gazette no. 60/99, Series II)

Lays down a set of rules on the calculation and setting up of the solvency
margin and of the guarantee fund of pension fund managing companies.
Revokes Rule no. 3/98-R of 18 February, retaining no. 61 of Rule no.
298/91 of 13 November, previously revoked.

� 12 March (Regulation no. 9/99 of the
Portuguese Insurance Institute, Official
Gazette no. 60/99, Series II)

Lays down a set of rules governing the calculation and setting up of the
solvency margin and guarantee fund of insurance companies. Revokes
Rule no. 2/98-R of 18 February.

� 16 March (Decree-Law no. 75/99, Official
Gazette no. 63/99, Series I, A)

Valuation of the gold of Banco de Portugal. Brings into line the gold valua-
tion criterion with the one defined for the European System of Central
Banks and harmonises the nomenclature and the meaning of the current
“Gold revaluation reserve” with that adopted in the Chart of Accounts of
the Banco de Portugal. Revokes Decree-Law No. 229-H/88 of 4 July, effec-
tive as of 1 January 1999.

� 22 March (Circular Letter of the Banco de
Portugal no. 9/DSB)

Sends a copy of Instruction no. 8/99, to be published in the BNBP no. 4, of
15 April 1999, relating to the procedures to be adopted by credit institu-
tions and financial companies, as regards their clients, in the conversions
between the escudo and other euro area currencies.

� 30 March (Notice of Banco de Portugal
no. 3/99, Official Gazette no. 75/99, Series
I, B)

Provides for the flexibilisation of the procedures governing the setting up
of country-risk provisions, enabling its adaptation by the Banco de Portu-
gal to new situations, through the issue of instructions. Rewords no. 1 of
no. 12 of Notice no. 3/95 of 30 June.

� 31 March (Decree-Law no. 102/99, Official
Gazette no. 76/99, Series I, A)

Changes the legal system governing mutual agricultural credit and agricul-
tural credit co-operatives. Rewords articles 28, 44, 50, 53, 66, 68, 74 and 80
and adds articles 81 and 82 to Decree-Law no. 24/91 of 11 January,
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amended by Decree Law no. 230/95 of 12 September and Decree-Law no.
320/97 of 15 November.

April

� 1 April (Official Journal of the European
Communities no.94, Series C)

Interest rate applied by the European Central Bank to its repurchase agree-
ments since 1 April 1999: 3.00%; euro exchange rates.

� 1 April (Executive Order no. 227/99,
Official Gazette number 77, Series I, B)

Pursuant to the provisions set forth in no. 3 of Article 1 of Decree-Law no.
88/94, of 2 April, establishes that the securities representing the public
debt, issued under the terms of the Resolution of the Council of Ministers
no. 9-A/99, of 23 February, shall be added to the list published through Ex-
ecutive Order no. 377-A/94, of 15 June.

� 16 de April (Regulation no. 5/99 of the
Stock Market Commission, Official
Gazette no 89, Series II)

Lays down the general rules governing the setting of the fees to be paid by
the issuing entity to the Association of the Lisbon Stock Exchange (Portu-
guese acronym: ABVL) for the services provided by the latter, regarding
the listing and relisting of securities, as well as their maintenance in the
spot exchange markets. Revokes nos. 7 to 9 of Regulation no. 91/12 and no.
9 of Regulation no. 91/14 of the Stock Market Commission.
Amended by Regulation no. 11/99, of 19 April, Official Gazette no. 113, Se-
ries II, of 15 May 1999.

� 28 April (Circular Letter of the Banco de
Portugal no. 24/DOC)

Informs that on 10 May 1999 a redenomination shall be made by the Banco
de Portugal of the outstanding Certificates of Deposit, and explains the
method to be used in the referred operation.

� 28 April (Executive Order no. 293/99,
Official Gazette no. 99, Series B)

Under the terms laid down in no. 2 of Article 27 of Decree-Law no. 415/91,
of 25 October, adapts to the euro the rules governing the application of
pension funds. Revokes Executive Orders no. 1152-E/94, of 27 December,
no. 195/97, of 21 March and no. 46/98, of 30 January.

� 30 April (Executive Order no. 299/99,
Official Gazette no. 101, Series B)

Under the terms laid down in no.1 of Article 90 and in Article 187 of De-
cree-Law no. 94-B/98, of 17 April, adapts to the euro the rules governing
assets representing the insurance companies’ technical reserves. Revokes
Executive Orders no. 1152-D/94, of 27 December, no. 194/97, of 21 March
and no. 48/98, of 4 February.

� 30 April (Circular Letter of the Banco de
Portugal no. 26/DOC)

Informs that the rate of return on Certificates of Deposit, Series B, was
fixed at 2.35%, to prevail on the quarter started on 4 May 1999.

May

� 5 May (Notice no. 4/99, Official Gazette
no. 104, Series I)

Fixes the contributions to the Agricultural Credit Guarantee Fund; lays
down a transitional system to be applicable to the contributions of the Cen-
tral Agricultural Credit Bank and the mutual agricultural credit banks, pro-
viding for their reassessment for the year 2000.

� 12 May (Circular Letter of the Banco de
Portugal no. 28/DOC)

Informs that an amended credit-risk centralisation for January 1999 shall
be disclosed, thereby cancelling the one issued on 22 April last.

� 16 May (Decision of the European Central
Bank, of 1 December 1998 (1999/331/EC))

Decision on the national central banks’ percentage shares in the key for the
capital of the European Central Bank (ECB/1998/13). This decision re-
places the ECB’s Decision of 9 June 1998 (ECB/1998/1). The effects of this
Decision are backdated to 1 June 1998. Pursuant to the provisions laid
down in this Decision, the ECB’s Executive Board is authorised to take all
measures deemed necessary so as to make the adjustments to the amounts
already settled by the NCBs, under the terms of the ECB’s Decision of 9
June 1998, laying down the measures necessary for the paying-up of the
capital of the European Central Bank.
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� 20 May (Decree-Law no. 172/99, Official
Gazette no. 117, Series I, A)

Lays down the legal system governing autonomous warrants issued, nego-
tiated or traded in Portugal. Adds Article 157-A to the Stock Market Code,
approved by Decree-Law no. 142-A/91, of 10 April, and rewords Article 3
of the Commercial Registration Code, approved by Decree-Law no.
403/86, of 3 December.

August

� 20 August (Decree-Law no. 329/99,
Official Gazette no. 194, Series I, A)

Regulates the process relating to the minting, storage, safekeeping, pay-
ment and entry into circulation of current euro metal coins, intended to re-
place the escudo from 1 January 2002 onwards.

� 31 August (Decision no. 17704, Official
Gazette no. 212, Series II)

Determines, pursuant to article 10 (1) of Decree-Law no. 349/98, of 11 No-
vember, that all credit institutions authorised to grant housing credit under
the terms of the general system in force in Portugal may carry out the oper-
ations envisaged in subsidised housing credit schemes, provided that they
are in a position to ensure the supply of the necessary information to the
management, control and supervision of the subsidised credit granted, in
compliance with the above-mentioned Decree-Law and respective legisla-
tion, as well as with the regulations published by the Directorate-General
of the Treasury.

September

� 15 September (Decree-Law no. 357/99,
Official Gazette no. 216, Series I, A)

Creates the education-saving schemes (Portuguese acronym: PPE), inte-
grating registered certificates of an education-saving fund (Portuguese ac-
ronym: FPE), or registered certificates of a retirement/education-saving
fund (Portuguese acronym: FPR/E), established expressly for the purpose
or resulting from the adaptation of an already existing FPR, with the pur-
pose of coping with the expenses with education in a professional or
higher education course incurred by the participant or the member of his
household, benefiting, with the adequate changes, from the fiscal system
envisaged in article 21 of the Fiscal Incentives Statute, approved by De-
cree-Law no. 215/89, of 1 July.

� 16 September (Regulation of the Stock
Market Commission no. 15/99, Official
Gazette no. 228, Series II)

Establishes a set of regulations according to which the entities of stock
market investment funds shall prepare a simple leaflet for each stock mar-
ket investment fund, supplying all the major information in accessible and
synthetic terms, enabling the investor to take a correct and informed in-
vestment decision.

� 21 September (Circular Letter
no.20/99/DSBDR)

Recommends that, during the pre-contractual stage, the clients of credit in-
stitutions and financial companies shall be informed, in writing, of the im-
pact that a 1 percentage point interest rate rise may have on the effective
debt servicing of the corresponding loan, on the date the rate takes the
form of a “variable” rate.

October

� 13 October (Decree-Law no. 394/99,
Official Gazette no. 239, Series I, A)

Approves the legal system restructuring and reorganising the entities man-
aging regulated and non-regulated stock markets and the entities supply-
ing services related with the management of those markets. Articles 190,
192, 194 to 263 and 481 to 498 of the Stock Market Code, approved by De-
cree-Law no. 142-A/91, of 10 April, are hereby revoked, wherefore the cur-
rent associations are converted into companies. Should this not occur, arti-
cle 194 (3) and (4) and articles 250, 494 and 495 of the same Decree-Law
shall remain in force.
(Related Decree-Laws) Executive Order no. 1182/99 (Series II), of 22 Octo-
ber 1999, published in the Official Gazette no. 257, Series II, of 4 November
1999. Executive Order no. 1183/99 (Series II), of 22 October 1999, published
in the Official Gazette no. 257, Series II, of 4 November 1999.
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� 22 October (Executive Order no. 1183/99
Official Gazette no. 257, Series II)

Creates the Public Debt Special Market (Portuguese acronym: MEDIP),
which is a broker-dealer-activity on the Lisbon Stock Exchange specialising
in gross operations of government book-entry securities. The management
of this market is the responsibility of a public limited company, to be set up
in compliance with Decree-Law no. 394/99, of 13 October, and with the
regulations governing the Stock Market Committee.

� 27 October (Circular Letter of the Banco
de Portugal no. 347/DMR)

Informs that, in the wake of the decision to link the rate of return of the
Certificates of Deposit, Series B, to the rate of return of the minimum re-
serves of the European System of Central Banks, the rate of return of the
Certificates of Deposit, Series B, is fixed at 2,5%, to prevail on the quarter
started on 4 November 1999.

November

� 5 November (Decree-Law no. 453/99,
Official Gazette no. 258, Series I-A)

Lays down the system governing credit transfers for the purpose of securi-
tisation (credit securitisation), and regulates the setting up and operation of
credit-securitisation funds, credit-securitisation companies and manage-
ment companies managing such funds. For the purpose of securitisation,
credits are considered to be transferred when the licensee is a credit securi-
tisation fund or a credit securitisation company.

� 9 November (Decree-Law no. 475/99,
Official Gazette no. 261, Series I-A)

Regulates the setting up and operation of pension funds. Revokes De-
cree-Law no. 415/91, of 25 October. However, both the provisions relating
to the investments of pension funds, and those laid down in the regula-
tions already issued by the Portuguese Insurance Institute, shall remain in
force.

December

� 29 December (Notice no. 6/99, Official
Gazette no. 4, Series I, B, 6 January 2000)

Lays down the conditions to be complied with by the agricultural credit
banks who intend to extend their scope of activity to any of the activities
specified in the different paragraphs of no.1 of Article 36-A of the legal
framework of mutual agricultural credit and agricultural credit co-
operatives, approved by Decree-Law no. 24/91, of 11 January, reworded
by Decree-Law no. 230/95, of 12 September.

� 29 December (Notice no. 7/99, Official
Gazette no. 4, Series I, B, 6 January 2000 )

Introduces changes in no. 3 of Notice no. 1/93, of 8 June, regarding the
method of calculation of the solvency ratio of credit institutions.

January

� 11 January (Circular Letter of Banco de
Portugal no. 2/DMRCF/CR)

Informs that it is available on the Website of Banco de Portugal, the list of
eligible assets proposed by the Banco de Portugal and accepted by the Eu-
ropean Central Bank.

� 27 January (Circular Letter of Banco de
Portugal no. 4/DMR)

Informs that, following Circular Letter no. 347/DMR, of 27 October 1999,
the rate of return on Certificates of Deposit, Series B, was fixed at 3%, to
prevail on the quarter started on 4 February 2000.

� 8 February (Regulation no. 5/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in no. 2 of Article 5, in Article 212, in no. 2
of Article 351 and in paragraph b) of no. 1 of Article 353 - all of the Stock
Market Code, approved by Decree-Law no. 486/99 of 13 November -, regu-
lates the functioning of markets, in general, and of stock markets, in partic-
ular. This Regulation comes into force on 1 March 2000.

� 8 February (Regulation no. 7/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in Article 11 and for the purposes speci-
fied in Article 12 of the Stock Market Code, approved by Decree-Law no.
486/99 of 13 November, establishes the legal framework of credit-rating
agencies. This Regulation comes into force on 1 March 2000.
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� 8 February (Regulation no. 8/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in no. 4 of Article 265 of the Stock Market
Code, approved by Decree-Law no. 486/99 of 13 November, lays down the
rules applicable to contango and securities lending operations, and ex-
empts from this system the operations performed by the Banco de Portu-
gal. This Regulation comes into force on 1 March 2000.

� 10 February (Regulation no. 14/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in no. 2 of Article 5, in no. 2 of Article 59,
in Article 60, in no. 6 of Article 91, in no. 5 of Article 99, in Article 105 and
in paragraph b) of no. 1 of Article 353 - all of the Stock Market Code, ap-
proved by Decree-Law no. 486/99 of 13 November -, lays down the regula-
tions applicable to central securities depositories and to the compulsory
registration of securities with a single financial intermediary. This Regula-
tion comes into force on 1 March 2000.

� 11 February (Notice of the European
Central Bank 2000/C 39/04)

Notice of the European Central Bank on the imposition of sanctions for
breaches of the obligation to hold minimum reserves.

� 15 February (Regulation no. 15/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in nos. 1 and 5 of Article 260, in no. 1 of
Article 264 and in nos. 1 and 2 of Article 273 - all of the Stock Market Code,
approved by Decree-Law no. 486/99 of 13 November -, lays down the
rules governing the securities settlement systems, irrespective of their man-
aging entity, and provides for the adequacy of the settlement system man-
aged by the Lisbon Stock Exchange Association until 1 September 2000.
This Regulation comes into force upon the registration at the Securities
Market Commission (CMVM) of the operational rules governing the sys-
tems, under the terms laid down in no. 3 of Article 6 of Decree-Law no.
486/99 of 13 November.

� 15 February (Regulation no. 16/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in Article 212 and in no. 4 of Article 214 of
the Stock Market Code, approved by Decree-Law no. 486/99 of 13 Novem-
ber, lays down the legal framework, the organisation and the functioning
of the second market managed by the Lisbon Stock Exchange Association.
This Regulation comes into force on 1 March 2000.

� 15 February (Regulation no. 17/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in Article 212 of the Stock Market Code,
approved by Decree-Law no. 486/99 of 13 November, lays down the regu-
lations governing the functioning of the market without quotations man-
aged by the Lisbon Stock Exchange Association. This Regulation comes
into force on 1 March 2000.

� 15 February (Regulation no. 18/2000,
Supplement to Official Gazette no. 45,
Series II of 23 February)

Under the provisions laid down in Article 212 of the Stock Market Code,
approved by Decree-Law no. 486/99 of 13 November, sets forth the provi-
sions governing the Special Market for Wholesale Transactions. This Regu-
lation comes into force on 1 March 2000.

� 16 February (Circular Letter of Banco de
Portugal no. 4/00/DSBDR)

Sets forth that all credit institutions subject to the supervision of the Banco
de Portugal must previously communicate their projects regarding the di-
rect or indirect acquisition of qualifying holdings in credit or financial in-
stitutions having their head-office abroad and which represent 10% or
more of the capital of the undertaking or 2% or more of the shareholder’s
capital.
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WORKING PAPERS

1990

1/90 PRODUTO POTENCIAL, DESEMPREGO E INFLAÇÃO EM PORTUGAL

Um estudo para o período 1974-1989

— Carlos Robalo Marques

2/90 INFLAÇÃO EM PORTUGAL

Um estudo econométrico para o período 1965-1989, com projecções para 1990 e 1991

— Carlos Robalo Marques

1992

3/92 THE EFFECTS OF LIQUIDITY CONSTRAINTS ON CONSUMPTION BEHAVIOUR

The Portuguese Experience

— Sílvia Luz

4/92 LOW FREQUENCY FILTERING AND REAL BUSINESS CYCLES

— Robert G. King, Sérgio T. Rebelo

5/92 GROWTH IN OPEN ECONOMIES

— Sérgio Rebelo

6/92 DYNAMIC OPTIMAL TAXATION IN SMALL OPEN ECONOMIES

— Isabel H. Correia

7/92 EXTERNAL DEBT AND ECONOMIC GROWTH

— Isabel H. Correia

8/92 BUSINESS CYCLES FROM 1850 TO 1950: NEW FACTS ABOUT OLD DATA

— Isabel H. Correia, João L. Neves, Sérgio Rebelo

9/92 LABOUR HOARDING AND THE BUSINESS CYCLE

— Craig Burnside, Martin Eichenbaum, Sérgio Rebelo

10/92 ANALYSIS OF FOREIGN DIRECT INVESTMENT FLOWS IN PORTUGAL USING PANEL DATA

— Luísa Farinha

11/92 INFLATION IN FIXED EXCHANGE RATE REGIMES:

THE RECENT PORTUGUESE EXPERIENCE

— Sérgio Rebelo

12/92 TERM STRUCTURE OF INTEREST RATES IN PORTUGAL

— Armindo Escalda

13/92 AUCTIONING INCENTIVE CONTRACTS: THE COMMON COST CASE

— Fernando Branco

14/92 INDEXED DEBT AND PRODUCTION EFFICIENCY

— António S. Mello, John Parsons

15/92 “TESTING ” FOR MEAN AND VARIANCE BREAKS WITH DEPENDENT DATA

— José A. F. Machado

16/92 COINTEGRATION AND DYNAMIC SPECIFICATION

— Carlos Robalo Marques

Working Papers
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17/92 FIRM GROWTH DURING INFANCY

— José Mata

18/92 THE DISTRIBUTION OF HOUSEHOLD INCOME AND EXPENDITURE IN PORTUGAL: 1980 and 1990

— Miguel Gouveia, José Tavares

19/92 THE DESIGN OF MULTIDIMENSIONAL AUCTIONS

— Fernando Branco

20/92 MARGINAL INCOME TAX RATES AND ECONOMIC GROWTH IN DEVELOPING COUNTRIES

— Sérgio Rebelo, William Easterly

21/92 THE EFFECT OF DEMAND AND TECHNOLOGICAL CONDITIONS ON THE LIFE EXPECTANCY OF

NEW FIRMS

— José Mata, Pedro Portugal

22/92 TRANSITIONAL DYNAMICS AND ECONOMIC GROWTH IN THE NEOCLASSICAL MODEL

— Robert G. King, Sérgio Rebelo

23/92 AN INTEGRATED MODEL OF MULTINATIONAL FLEXIBILITY AND FINANCIAL HEDGING

— António S. Mello, Alexander J. Triantis

24/92 CHOOSING AN AGGREGATE FOR MONETARY POLICY: A COINTEGRATION APPROACH

— Carlos Robalo Marques, Margarida Catalão Lopes

25/92 INVESTMENT: CREDIT CONSTRAINTS, REGULATED INTEREST RATES AND EXPECTATIONS OF

FINANCIAL LIBERALIZATION � THE PORTUGUESE EXPERIENCE

— Koleman Strumpf

1993

1/93 SUNK COSTS AND THE DYNAMICS OF ENTRY

— José Mata

2/93 POLICY, TECHNOLOGY ADOPTION AND GROWTH

— William Easterly, Robert King, Ross Levine, Sérgio Rebelo

3/93 OPTIMAL AUCTIONS OF A DIVISIBLE GOOD

— Fernando Branco

4/93 EXCHANGE RATE EXPECTATIONS IN INTERNATIONAL OLIGOPOLY

— Luís Cabral, António S. Mello

5/93 A MODEL OF BRANCHING WITH AN APPLICATION TO PORTUGUESE BANKING

— Luís Cabral, W. Robert Majure

6/93 HOW DOES NEW FIRM SURVIVAL VARY ACROSS INDUSTRIES AND TIME?

— José Mata, Pedro Portugal

7/93 DO NOISE TRADERS “CREATE THEIR OWN SPACE”?

— Ravi Bhushan, David P. Brown, António S. Mello

8/93 MARKET POWER MEASUREMENT – AN APPLICATION TO THE PORTUGUESE CREDIT MARKET

— Margarida Catalão Lopes

9/93 CURRENCY SUBSTITUTABILITY AS A SOURCE OF INFLATION DISCIPLINE

— Pedro Teles

10/93 BUDGET IMPLICATIONS OF MONETARY COORDINATION IN THE EUROPEAN COMMUNITY

— Pedro Teles
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11/93 THE DETERMINANTS OF FIRM START-UP SIZE

— José Mata

12/93 FIRM START-UP SIZE: A CONDITIONAL QUANTILE APPROACH

— José Mata, José A. F. Machado

13/93 FISCAL POLICY AND ECONOMIC GROWTH: AN EMPIRICAL INVESTIGATION

— William Easterly, Sérgio Rebelo

14/93 BETA ESTIMATION IN THE PORTUGUESE THIN STOCK MARKET

— Armindo Escalda

15/93 SHOULD CAPITAL INCOME BE TAXED IN THE STEADY STATE?

— Isabel H. Correia

16/93 BUSINESS CYCLES IN A SMALL OPEN ECONOMY

— Isabel H. Correia, João C. Neves, Sérgio Rebelo

17/93 OPTIMAL TAXATION AND CAPITAL MOBILITY

— Isabel H. Correia

18/93 A COMPOSITE COINCIDENT INDICATOR FOR THE PORTUGUESE ECONOMY

— Francisco Craveiro Dias

19/93 PORTUGUESE PRICES BEFORE 1947: INCONSISTENCY BETWEEN THE OBSERVED COST OF

LIVING INDEX AND THE GDP PRICE ESTIMATION OF NUNES, MATA AND VALÉRIO (1989)

— Paulo Soares Esteves

20/93 EVOLUTION OF PORTUGUESE EXPORT MARKET SHARES (1981-91)

— Cristina Manteu, Ildeberta Abreu

1994

1/94 PROCUREMENT FAVORITISM AND TECHNOLOGY ADOPTION

— Fernando Branco

2/94 WAGE RIGIDITY AND JOB MISMATCH IN EUROPE: SOME EVIDENCE

— Sílvia Luz, Maximiano Pinheiro

3/94 A CORRECTION OF THE CURRENT CONSUMPTION INDICATOR – AN APPLICATION OF THE

INTERVENTION ANALYSIS APPROACH

— Renata Mesquita

4/94 PORTUGUESE GDP AND ITS DEFLATOR BEFORE 1947: A REVISION OF THE DATA PRODUCED BY

NUNES, MATA AND VALÉRIO (1989)

— Carlos Robalo Marques, Paulo Soares Esteves

5/94 EXCHANGE RATE RISK IN THE EMS AFTER THE WIDENING OF THE BANDS IN AUGUST 1993

— Joaquim Pires Pina

6/94 FINANCIAL CONSTRAINTS AND FIRM POST-ENTRY PERFORMANCE

— Paulo Brito, António S. Mello

7/94 STRUCTURAL VAR ESTIMATION WITH EXOGENEITY RESTRICTIONS

— Francisco C. Dias, José A. F. Machado, Maximiano R. Pinheiro

8/94 TREASURY BILL AUCTIONS WITH UNINFORMED BIDDERS

— Fernando Branco

9/94 AUCTIONS OF SHARES WITH A SECONDARY MARKET AND TENDER OFFERS

— António S. Mello, John E. Parsons

Working Papers

Banco de Portugal / Economic bulletin / December 1999 iii



10/94 MONEY AS AN INTERMEDIATE GOOD AND THE WELFARE COST OF THE INFLATION TAX

— Isabel Correia, Pedro Teles

11/94 THE STABILITY OF PORTUGUESE RISK MEASURES

— Armindo Escalda

1995

1/95 THE SURVIVAL OF NEW PLANTS: START-UP CONDITIONS AND POST-ENTRY EVOLUTION

— José Mata, Pedro Portugal, Paulo Guimarães

2/95 MULTI-OBJECT AUCTIONS: ON THE USE OF COMBINATIONAL BIDS

— Fernando Branco

3/95 AN INDEX OF LEADING INDICATORS FOR THE PORTUGUESE ECONOMY

— Francisco Ferreira Gomes

4/95 IS THE FRIEDMAN RULE OPTIMAL WHEN MONEY IS AN INTERMEDIATE GOOD?

— Isabel Correia, Pedro Teles

5/95 HOW DO NEW FIRM STARTS VARY ACROSS INDUSTRIES AND OVER TIME?

— José Mata

6/95 PROCUREMENT FAVORITISM IN HIGH TECHNOLOGY

— Fernando Branco

7/95 MARKETS, ENTREPRENEURS AND THE SIZE OF NEW FIRMS

— José Mata

1996

1/96 CONVERGENCE ACROSS EU COUNTRIES: INFLATION AND SAVINGS RATES ON PHYSICAL AND

HUMAN CAPITAL

— Paulo Soares Esteves

2/96 THE OPTIMAL INFLATION TAX

— Isabel Correia, Pedro Teles

3/96 FISCAL RULES OF INCOME TRANSFORMATION

— Isabel H. Correia

4/96 ON THE EFFICIENCY AND EQUITY TRADE-OFF

— Isabel H. Correia

5/96 DISTRIBUTIONAL EFFECTS OF THE ELIMINATION OF CAPITAL TAXATION

— Isabel H. Correia

6/96 LOCAL DYNAMICS FOR SPHERICAL OPTIMAL CONTROL PROBLEMS

— Paulo Brito

7/96 A MONEY DEMAND FUNCTION FOR PORTUGAL

— João Sousa

8/96 COMPARATIVE EXPORT BEHAVIOUR OF FOREIGN AND DOMESTIC FIRMS IN PORTUGAL

— Sonia Cabral

9/96 PUBLIC CAPITAL ACCUMULATION AND PRIVATE SECTOR PERFORMANCE IN THE U.S.

— Alfredo Marvão Pereira, Rafael Flores de Frutos
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10/96 IMPORTED CAPITAL AND DOMESTIC GROWTH: A COMPARISON BETWEEN EAST ASIA AND

LATIN AMERICA

— Ling-ling Huang, Alfredo Marvão Pereira

11/96 ON THE EFFECTS OF PUBLIC AND PRIVATE R&D

— Robert B. Archibald, Alfredo Marvão Pereira

12/96 EXPORT GROWTH AND DOMESTIC PERFORMANCE

— Alfredo Marvão Pereira, Zhenhui Xu

13/96 INFRASTRUCTURES AND PRIVATE SECTOR PERFORMANCE IN SPAIN

— Alfredo Marvão Pereira, Oriol Roca Sagales

14/96 PUBLIC INVESTMENT AND PRIVATE SECTOR PERFORMANCE: INTERNATIONAL EVIDENCE

— Alfredo Marvão Pereira, Norman Morin

15/96 COMPETITION POLICY IN PORTUGAL

— Pedro P. Barros, José Mata

16/96 THE IMPACT OF FOREIGN DIRECT INVESTMENT IN THE PORTUGUESE ECONOMY

— Luísa Farinha, José Mata

17/96 THE TERM STRUCTURE OF INTEREST RATES: A COMPARISON OF ALTERNATIVE ESTIMATION

METHODS WITH AN APPLICATION TO PORTUGAL

— Nuno Cassola, Jorge Barros Luís

18/96 SHORT-AND LONG-TERM JOBLESSNESS: A SEMI-PARAMETRIC MODEL WITH

TIME -VARYING EFFECTS

— Pedro Portugal, John T. Addison

19/96 SOME SPECIFICATION ISSUES IN UNEMPLOYMENT DURATION ANALYSIS

— Pedro Portugal, John T. Addison

20/96 SEQUENTIAL AUCTIONS WITH SYNERGIES: AN EXAMPLE

— Fernando Branco

21/96 HEDGING WINNER’S CURSE WITH MULTIPLE BIDS: EVIDENCE FROM THE PORTUGUESE

TREASURY BILL AUCTION

— Michael B. Gordy

22/96 THE BRICKS OF AN EMPIRE 1415-1999: 585 YEARS OF PORTUGUESE EMIGRATION

— Stanley L. Engerman, João César das Neves

1997

1/97 LOCAL DYNAMICS FOR PLANAR OPTIMAL CONTROL PROBLEMS: A COMPLETE

CHARACTERIZATION

— Paulo Brito

2/97 INTERNATIONAL PORTFOLIO CHOICE

— Bernardino Adão, Nuno Ribeiro

3/97 UNEMPLOYMENT INSURANCE AND JOBLESSNESS: A DISCRETE DURATION MODEL WITH

MULTIPLE DESTINATIONS

— Pedro Portugal, John T. Addison

4/97 THE TREASURY BILL MARKET IN PORTUGAL: INSTITUTIONAL ISSUES AND PROFIT MARGINS OF

FINANCIAL INSTITUTIONS

— Bernardino Adão, Jorge Barros Luís
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5/97 ECONOMETRIC MODELLING OF THE SHORT-TERM INTEREST RATE: AN APPLICATION TO

PORTUGAL

— Nuno Cassola, João Nicolau, João Sousa

6/97 ESTIMATION OF THE NAIRU FOR THE PORTUGUESE ECONOMY

— Carlos Robalo Marques, Susana Botas

7/97 EXTRACTION OF INTEREST RATE DIFFERENTIALS IMPLICIT IN OPTIONS:

THE CASE OF SPAIN AND ITALY IN THE EUROPEAN MONETARY UNION

— Bernardino Adão, Jorge Barros Luís

1998

1/98 A COMPARATIVE STUDY OF THE PORTUGUESE AND SPANISH LABOUR MARKETS

— Olympia Bover, Pilar Garcia-Perea, Pedro Portugal

2/98 EARNING FUNCTIONS IN PORTUGAL 1982-1994: EVIDENCE FROM QUANTILE REGRESSIONS

— José A. F. Machado, José Mata

3/98 WHAT HIDES BEHIND AN UNEMPLOYMENT RATE: COMPARING PORTUGUESE

AND US UNEMPLOYMENT

— Olivier Blanchard, Pedro Portugal

4/98 UNEMPLOYMENT INSURANCE AND JOBLESSNESS IN PORTUGAL

— Pedro Portugal, John T. Addison

5/98 EMU, EXCHANGE RATE VOLATILITY AND BID-ASK SPREADS

— Nuno Cassola, Carlos Santos

6/98 CONSUMER EXPENDITURE AND COINTEGRATION

— Carlos Robalo Marques, Pedro Duarte Neves

7/98 ON THE TIME-VARYING EFFECTS OF UNEMPLOYMENT INSURANCE ON JOBLESSNESS

— John T. Addison, Pedro Portugal
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