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INTRODUCTION
The Portuguese economy was one of the key fault lines of the eurozone 
(EZ) crisis, with the country requesting bailout loans with strict conditionality 
from the EU and IMF in April 2011 as well as undergoing a programme of 
economic and financial adjustment between May 2011 and February 2014. 
This programme was monitored by a troika comprising the ECB, EC and 
IMF and involving the standard orthodox combination of austerity, privat-
isation and deregulation. It triggered a severe recession (real GDP fell by 
7% between 2010 and 2013), a massive increase in unemployment (which 
rose to over 16% at its peak) and the emigration of hundreds of thousands 
of predominantly young university graduates. Though the Portuguese crisis 
was one of the ripple effects of 2008’s global financial crisis and the ensuing 
Great Recession, it is best understood as having exposed a number of under-
lying vulnerabilities in the EZ’s architecture and the Portuguese economy. 
The weaknesses of the Portuguese economy in particular had been evident 
since the mid-90s, as the country prepared for and later adopted the euro: a 
steadily increasing external deficit reflecting the difficulties experienced by 
the country’s productive structure as it adopted the single currency.

The 2015 election of a new government made up of the Socialist Party (a 
social-democratic party), with parliamentary support from the left, ushered 
in a vast range of progressive changes in economic policy orientation. 
Economic policy was also bolstered by a set of favourable circumstances, 
including the external depreciation of the euro, the relatively low price of 
oil, economic growth in the country’s main export destinations, Portugal’s 
ascent as a tourist destination (partly as a result of the political turmoil 
and instability in the Middle East) and the ECB’s accommodative mone-
tary policy stance (which helped significantly reduce interest rates and 
minimise public interest outlay). Nonetheless, the changes in economic 
policy orientation raised disposable income, re-established confidence 
and fuelled a remarkable economic recovery. Unemployment fell substan-
tially, poverty and inequality declined and real GDP grew slightly faster 
than the EU and EZ average between 2016 and 2018, in contrast to most 
years after 1999. However, Portugal has managed to run a current account 
surplus (a particularly rare combination), with the government doing so 
while avoiding any major confrontation with EU authorities and rules.
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Portugal has thus become a poster child for both the alternative to auste-
rity and as apparent proof of the possibility of successfully implementing 
progressive economic policies within the European Union’s existing legal, 
institutional and political framework. That, however, is an oversimplifica-
tion, as the Portuguese economy may still backslide into recession and 
remains significantly constrained by the same structural vulnerabilities that 
caused the previous decade’s recession (during which time the country’s 
fiscal policy was severely restricted by the EZ’s new fiscal rules, meaning 
that fiscal policy failed to adequately support economic growth throughout 
this period). There are five reasons why we should reject such simplifi-
cation. Firstly, making massive cuts to public investment was one of the 
methods adopted in order to reconcile the government’s progressive 
income policy with budgetary orthodoxy. Such cuts have often left public 
services in disarray; combined with perilously low levels of private invest-
ment, this jeopardises future economic progress and structural change, 
especially as there may no longer be any leeway to bounce back from the 
recession. In this report, we will also discuss the possibility of developing a 
progressive industrial policy in line with EU constraints (mainly competition 
law imposed by the Single Market). Secondly, the remarkably favourable 
set of external circumstances which contributed to the outcome of the 
last few years is unlikely to endure in its entirety. Thirdly, the external 
debt and public debt stocks remain some of the highest in the world and 
constitute significant risk factors should circumstances change. Fourthly, 
Portugal’s newly-found “Florida model” of job-intensive, low-productivity 
growth combined with a very prominent tourism sector that attracts large 
numbers of wealthy pensioners from other countries has both failed to 
trigger a structural upgrade of the productive sector and had some serious 
negative consequences for working people, more specifically causing a 
drastic increase in the cost of housing in major cities. Lastly, the progres-
sive nature of the current government’s policies exhibits some serious 
limitations, most notably with regard to labour market policy.
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This report is structured as follows. Section 2 provides an overview of the 
economic path leading to the 2011 EU-IMF bailout as well as the austerity 
strategy adopted thereinafter with the support of the previous right-wing 
PSD-CDS government. Section 3 outlines the progressive policy orienta-
tion adopted by the PS government after 2015, with the support of the 
Left Bloc and the PCP/Greens, and describes the main macroeconomic 
developments between 2015 and 2019.

Section 4 analyses the two major obstacles to a more robust adoption of a 
progressive policy: the new euro rules established and approved between 
2012 and 2014, namely the new fiscal rules (Fiscal Compact, Two-Pack, 
Six-Pack and complementary regulations) and the banking union, and the 
weight of public and private external debt.

Section 5 briefly describes the popular and social movements in the 
country and the emergence of new forms of radicalisation between 
2015 and 2019, pointing out that, contrary to popular belief, more strikes 
occurred during this period than during the time of the previous right-wing 
government.

Section 6 concludes this report.
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After joining the Economic and Monetary Union, Portugal unwillingly began 
sliding towards an external debt crisis. In its first decade of membership 
(1999–2008), the country experienced what until then was an unprece-
dented slowdown, with growth significantly lower than in earlier decades. 
As is well known, upon adopting the euro the country lost its control over 
monetary policy and so was unable to influence key economic variables 
such as the interest rate or the exchange rate. The implicit currency 
appreciation associated with this process reduced the country’s export 
competitiveness and favoured imports (Couharde et al. 2018).

In addition, the process leading to and following the adoption of the euro 
(see also Section 4.2) failed to include an adequate fiscal transfer mecha-
nism to encourage real economic convergence between Member States, 
which resulted in profound differences in productive structures and capa-
cities. In this sense, the euro’s first two decades were characterised by 
growing real economic divergence between the EZ’s core countries with 
persistent current account surpluses (such as Germany, the Netherlands 
and Austria) and peripheral countries that accumulated external deficits 
(Greece, Portugal, Spain and Italy). The liberalisation of capital movements 
ensured that surpluses in core countries financed the periphery’s deficits 
and the architecture of the Single Market encouraged peripheral countries’ 
reliance on imports from Northern Europe, thus reinforcing these count-
ries’ external dependence and growing external debt.

As a direct consequence of the integration process, net external debt rose 
drastically. Between the mid-1990s and 2000, when Portugal and other 
countries began their “nominal convergence” path, which led to the crea-
tion of the EMU, the country’s net external debt rose from less than 15% 
to 44% of GDP (Reis 2018). Net external indebtedness then skyrocketed 
in the years after the introduction of the single currency, reaching 98% 
in 2008 in the midst of the 2007–2009 global financial crisis. This trend 
reflected the country’s dependence on foreign resources, given its weak 
productive structure (mainly concentrated on low-value-added products 
and non-tradable goods).
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Due to the combination of low interest rates and the absence of exchange 
rate risk, the Portuguese financial system, which was almost entirely 
privatised once the country joined the European Union, became deeply 
intertwined with those of its European counterparts, allowing Portugal to 
receive significant capital flows from core countries seeking to reinvest 
their surpluses. Banks allocated these capital inflows based on profitability 
criteria, thus financing sectors with well-established profit opportunities 
(the construction sector and the housing market) or projects in which 
profits were guaranteed by the state (namely the misleadingly titled 
public-private partnerships) (Rodrigues and Reis 2012).

We can therefore observe that, contrary to popular belief, the coun-
try’s later solvency problems were not caused by a huge rise of public 
expenditure and public debt; in fact, public debt relative to GDP rose only 
moderately between 2000 and 2008, following the general trend seen in 
the euro area. External debt, on the other hand, rose dramatically in this 
period, as we can see in Figure 1 below.

PUBLIC AND NET EXTERNAL DEBT MEASURED BY  
THE COUNTRY’S NET INTERNATIONAL INVESTMENT POSITION  
% OF GDP

Figure 1, Source: Banco de Portugal   Net IIP (on module)

  Gross Public Debt

120

100

80

60

40

20

0

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008



9  | 

Once the 2007–2008 financial crash hit Europe, this external indebted-
ness became unsustainable. The crisis exposed the deep macroeconomic 
imbalances within the euro area, leading to a severe recession in deficit 
countries that were suddenly faced with skyrocketing interest rates on 
public debt.

Although Europe’s leaders initially advocated expansionary fiscal policies 
to deal with the recession (in keeping with the 2009 G20 agreement), 
they failed to make a coordinated or adequate effort and so were unable 
to assuage financial anxiety. The EU then made a U-turn, asking Member 
States to engage in budgetary consolidation and labour market libera-
lisation in an attempt to appease the markets. Austerity became the 
dominant approach in Europe (see also Section 4.2.), and Portugal was 
no exception.

During this period, Portugal was led by the minority Socialist Party (PS) 
government, which pursued mostly centrist policies and relied on the 
right-wing Social Democratic Party’s (PSD) support or abstention to pass 
major pieces of legislation. Between 2010 and 2011, the government, 
led by Prime Minister José Sócrates, adopted a programme of austerity, 
proposing several budget cuts, increasing indirect taxes and introducing a 
programme of further privatisation. As Portugal’s political and socio-eco-
nomic scene deteriorated, parliament’s March 2011 rejection of the 
government’s fourth Stability and Growth Pact, which had been nego-
tiated between the government and the European authorities, pushed the 
country into a deep political crisis. The government resigned and elections 
were scheduled.



THE TWO LOST DECADES
As pointed out by Cabral and Sousa (2019), between 1975 and 1998 Portu-
guese GDP grew at an average annual real per capita rate of 3.2%. The 
public debt at the time totalled 51.8%.

The growth rate fell to 1.2% during the first euro decade, before declining 
further to 0.5% between 2008 and 2018 (despite a sharp recovery in 2017 
and 2018). Unemployment, which had averaged 7.4% between 1976 and 
2008, rose to 11.6% in the last decade. These figures are understated, as 
they do not account for the fall in the active population.
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In the run-up to the elections, the heads of Portugal’s main (private and 
public) banks were called to a meeting at the Bank of Portugal and were 
reportedly1 told by the ECB to stop purchasing Portuguese public debt. 
They subsequently conveyed that decision to the Minister of Finance, who 
then met with the President of the Republic. The Minister of Finance, 
the President, European authorities and representatives from the leading 
opposition party had intended to have the caretaker government request 
an external bailout, but this was opposed by the Prime Minister. The situa-
tion was resolved when the Minister of Finance gave an interview stating 
that the Portuguese government was going to formally request an external 
bailout. The government immediately entered into negotiations with the 
IMF and EU authorities over a financial bailout programme with strict 
conditionality.

In the wake of their victory at the 2011 elections, a new coalition govern-
ment comprising the PSD and CDS (a conservative right-wing party with 
a small following) took office shortly after the signature of a Memo-
randum of Understanding with the EU and IMF for two official-sector 
loans subject to macroeconomic policy conditionality. What was initially 
an external debt crisis (mainly led by the private financial sector) then 
became a public debt crisis – the biggest “bait and switch” in recent 
history, as Mark Blyth (2013) put it in his seminal work “Austerity: The 
History of a Dangerous Idea”. Financial debt was socialised as banks 
were bailed out with state-injected funds, while the government, led by 
Prime Minister Pedro Passos Coelho, rolled out an extensive austerity 
programme involving deep cuts to public expenses (in health, education, 
pensions, unemployment benefits and other social transfers), higher 
direct and indirect taxes (what the Minister of Finance, Vítor Gaspar, 
called “a massive rise in taxes”) combined with the privatisation of public 
firms and a process of labour market liberalisation and deregulation. The 
right-wing government’s strategy was intended to promote the coun-
try’s external competitiveness through an internal devaluation process, 
as stated by Prime Minister Pedro Passos Coelho. In addition to trigge-
ring the abovementioned severe contraction of the country’s GDP, this 
also caused a substantial rise in public debt, from 84% of GDP in 2009 
to slightly above 130% of GDP by 2014, notwithstanding revenue from 

1 As reported by the head of the Portuguese bank association, António de Sousa.
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privatisation, the foremost of the natural monopolies, which amounted 
to 5% of GDP (€9.3 billion).2 One cannot help but note the irony of such 
disastrous consequences, since both the PSD-CDS government and the 
troika strongly emphasised the country’s need for austerity measures to 
reduce state debt.

The country’s active population fell drastically due to a combination of 
rising unemployment, job insecurity (as measured, for example, by the 
sub-employment index) and emigration, as thousands of Portuguese 
citizens looked for jobs abroad. Unemployment skyrocketed, reaching 
16.2% by 2013 and causing a significant drop in social security reve-
nues. Primary public expenditure fell by 5.3% of GDP between 2011 
and 2014, while public investment went from 5.8% of GDP in 2010 to 
2.1% of GDP by 2014, pushing the country’s welfare state and some 
economic sectors (such as the construction industry) to the verge of 
collapse. The recession was exacerbated by austerity measures that 
shrank employment, economic activity and capital accumulation while 
damaging public finances. In other words, the adjustment programme 
was a radical (and, in a way, successful) attempt to rearrange social rela-
tions in Portugal by transferring income from labour to capital through 
the austerity programme (Figure 2).

2 More specifically, the controlling stakes in the main electricity provider and the elect-
ricity grid operator were sold to a state-owned Chinese firm. The controlling stake in 
Portugal Telecom was sold (and the golden share waived). The national airport operator 
monopoly was privatised.
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ADJUSTED WAGE SHARE, PORTUGAL 1999–2018  
% OF GDP AT FACTOR COST

Figure 2, Source: INE 
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UNEMPLOYMENT AND UNDEREMPLOYMENT  
% OF ACTIVE POPULATION

Figure 3, Source: INE 
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Portugal’s October 2015 general election ushered in a new government, 
with the PS taking over from the conservative PSD/CDS-PP coalition. 
Despite the conservative government’s relaxing of austerity in the last 
year of its term in office with a view to making electoral gains (a strategy 
that was partly successful, as the PSD/CDS-PP coalition indeed came first 
in the election with 38% of the votes cast, compared to the 32% achieved 
by the PS), the results of the 2015 election demonstrated the existence of 
a solid popular majority in favour of progressive political change. Together, 
the PS, the Left Bloc (10%) and the Communist Party-Greens coalition 
(8%)3 secured a large parliamentary majority that, along with widespread 
austerity fatigue, fostered the conditions for a parliamentary arrangement 
in support of the new PS government.

Such an arrangement was historically unprecedented and faced conside-
rable hostility, including from a conservative president approaching the 
end of his mandate, but eventually materialised in the form of three sepa-
rate but largely similar “confidence-and-supply” agreements between 
the PS and the left parties represented in parliament. These agreements 
established a commitment to cooperate for the duration of the four-year 
term, including negotiating the annual state budgets and rejecting any 
motions of no confidence. They also laid out a series of firm commitments 
in several policy areas, including:

3 The Portuguese Greens were created at the instruction of the Communist Party and 
have always stood for election in coalition with the PCP.
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> raising the minimum wage from €505 to €600 over four years;

> unfreezing pensions, eliminating public sector wage cuts and restoring 
social transfers to their pre-troika levels;

> introducing several progressive fiscal policy measures, including the 
creation of additional IRS tax brackets and a reduction in the VAT rate 
for restaurants and cafés;

> cancelling and/or reversing ongoing privatisation and concession 
processes (involving the national airline and urban transportation 
company) and forgoing any new privatisations or concessions;

> extending the social tariff for electricity and gas to a significant number 
of additional low-income consumers;

> re-instating four bank holidays that had been eliminated by the conser-
vative government;

> rejecting any future reduction in the payroll tax paid by employers as 
well as the “amicable job termination” regime, both of which had been 
planned by the PS;

> pledging to not close down any local public services; and

> establishing joint working groups comprising specialists and represen-
tatives appointed by the government, the PS and the Left Bloc (the 
Communists and Greens declined to participate) in a number of areas 
including pensions and poverty, external and public debt, precarious 
employment, energy costs, housing and fiscal policy, with a view to 
proposing tangible measures on these matters.

In short, these formal agreements established a general political 
commitment and a number of specific pledges with a view to reins-
tating social and economic rights, fostering job creation, increasing 
salaries and pensions, reducing poverty and inequality and defending 
public services while implicitly agreeing to disagree on such issues as 
compliance with European economic governance rules, debt manage-
ment or the viability of the country’s participation in the euro area.
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To the surprise of many, this political arrangement turned out to be quite 
robust. The confidence-and-supply agreements, which constituted the 
central anchor of Portuguese politics for the duration of the four-year 
term, were honoured by all parties, virtually all the specific pledges 
contained therein were implemented and some crucial measures were 
subsequently added to the package. Under pressure from the parties 
to its left, the PS government implemented a set of policies that were 
considerably more progressive than those specified in its manifesto. 
In several areas, progressive change even went beyond that esta-
blished in the agreements, including major policy measures intended 
to provide free textbooks to schoolchildren until the age of 18, signifi-
cantly reduce the cost of public transportation passes, introduce three 
exceptional raises in low-income pensions and lower university tuition 
fees. Over the following four years, the progressive income policy, 
especially the wage and pension increases, contributed significantly 
to a trajectory regarded both nationally and internationally as a success 
in terms of economic growth, job creation, poverty reduction and even 
fiscal consolidation – seemingly amounting to a squaring of the circle 
between progressive economic policy and compliance with European 
rules. However, as explained below, such an interpretation glosses 
over some major limitations of Portugal’s recent trajectory in several 
key domains, from the historically low levels of public investment and 
the poor quality of employment to the housing crisis. Most importantly, 
all of these limitations concern areas on which the 2015 agreements 
were either silent or insufficiently specific.

The switch from austerity to a more progressive economic policy orienta-
tion faced considerable resistance at European level during the first year 
of the new government’s term in office. Despite the troika’s Economic 
and Financial Adjustment Programme having formally come to an end in 
2014, Portugal continued to be subject to an ongoing Excessive Deficit 
Procedure in connection with the corrective arm of the Stability and 
Growth Pact (SGP), which had been in place since 2009 and would only 
be rescinded in June 2017, a year and a half after the new government 
took office.4 Ironically, it was the previous conservative government’s 

4 See COUNCIL DECISION (EU) 2017/1225 of 16 June 2017: https://tinyurl.com/swtkwpg 
(28.02.2020).
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failure to meet the SGP deficit target of -3% of GDP in 2015 (the deficit 
that year was -4.4% of GDP) that created an opening for the European 
Commission to criticise the new government’s 2016 fiscal budget and 
threaten to impose a fine of as much as 0.2% of GDP, or around €360 
million.5

That fine was eventually revoked by the European Council in August 
2016, officially in recognition of the Portuguese government’s commit-
ment to fiscal consolidation6 but more importantly as a consequence of 
the evolving political context: with the troika’s heavy-handed actions of 
2015 against Greece still fresh in the minds of the European public and 
the outcome of the June 2016 Brexit referendum suggesting that the 
entire EU edifice could implode, some European leaders understood the 
need to let flexibility and political pragmatism prevail over economic and 
financial orthodoxy, and eventually thought that an excessive discretio-
nary attitude would have a political price, since other countries did not 
comply with the same rule being applied to Portugal (in any case, the 
decision to avoid sanctions was approved with a majority of one single 
vote). The confrontation between the Portuguese government and the 
European authorities eventually eased from 2017 onwards thanks to the 
macroeconomic and fiscal success of Portugal’s new economic strategy, 
the European authorities’ more accommodating stance and the coun-
try’s potential to serve as a positive example of recovery in Europe. This 
paved the way for the discontinuation of the Excessive Deficit Procedure 
against Portugal in June 2017 and, most symbolically, the appointment 
of Portugal’s Minister of Finance, Mário Centeno, as head of the Eurog-
roup in December 2017.

5 See COUNCIL DECISION (EU) 2017/985 of 8 August 2016: https://tinyurl.com/s4uhwbs 
(20.02.2020).

6 See DECISION (EU) 2017/2350 of 9 August 2016: https://tinyurl.com/whf5wzv 
(28.02.2020).
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In any case, Portugal’s change in policy orientation after 2015 led to unde-
niably positive results in a wide range of spheres. The progressive income 
policy and restoration of economic confidence gave a significant boost to 
domestic demand: real private consumption grew slightly above 2% per 
year between 2016 and 2018 while nominal investment grew by 13.8% in 
2016 and 9.0% in 2017 (although this followed low levels of investment in 
the previous recession years). At the same time, the favourable external 
circumstances (primarily a relatively depreciated real effective exchange 
rate from around 2014 onwards and the expansion of Portugal’s main export 
markets) boosted the country’s nominal exports by 2.7% in 2016, 11.6% in 
2017 and 6.0% in 2018, a process which also benefitted from Portugal’s 
extraordinary tourist boom in recent years. In combination, these develop-
ments generated real GDP growth of 2.0% in 2016, 3.5% in 2017 and 2.4% 
in 2018, allowing for real convergence relative to the EU-28 and the EZ aver-
ages in all three years – a rare feat since joining the euro (Figure 4).

REAL GDP GROWTH RATE  
% CHANGE FROM PREVIOUS YEAR

Figure 4, Source: Eurostat 
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The evolution of employment and unemployment was even more 
impressive. From a record high of 16.4% in 2013 (official figures, the real 
unemployment rate would eventually be higher) and still lying at 12.6% 
when the PS government took office in 2015, in subsequent years the 
unemployment rate continued to fall until it hit around 6% in 2019 (see 
Figure 3 above). The total employed population increased from a low of 4.4 
million in 2013 and 4.5 million in 2015 to 4.9 million in 2019. The negative 
migration balance was halted and reversed.

These positive labour market developments, along with improvements in 
the coverage and amounts of several social transfers, contributed to the 
at-risk-of-poverty rate falling from 19.5% in 2015 to 17.3% in 2018 (Figure 
5), while income inequality, as measured by the Gini coefficient, fell from 
34.0 in 2015 to 32.1 in 2018.

AT-RISK-OF-POVERTY RATE, PORTUGAL 2005–2018  
% OF TOTAL POPULATION)

Figure 5, Source: INE
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a projected -0.1% in 2019. These improvements have partly contributed to 
moderate decreases in the outstanding stocks of net external debt (from 
104% of GDP in 2015 to 91% in 2018) and public debt (from 131% of GDP 
in 2015 to a projected 119% in 2019), even though these remain some of the 
highest in the world and continue to leave the Portuguese economy suscep-
tible to a possible deterioration of economic conditions (see Figure 1 above).

The improvements in fiscal balance and consolidation were partly an endo-
genous consequence of the growth of GDP and employment; however, 
two other major factors also played a role here. The first was the European 
Central Bank (ECB)’s accommodative and non-conventional monetary 
policy, particularly the Public Sector Purchase Programme (PSPP) initi-
ated in March 2015, which constituted the bulk of its quantitative easing 
(QE) intervention. In addition to the European-wide impact of the ECB’s 
monetary policy on interest rates, output and employment, the PSPP has 
directly affected the sustainability of Portuguese public debt by sharply 
reducing its risk premium and overall cost. As of October 2019, the ECB 
and the Bank of Portugal held approximately 16% of Portugal’s public debt 
(Maastricht criteria). As a consequence of these large-scale purchases, 
Portugal’s bond yields have dropped sharply in recent years, with ten-year 
bonds, for instance, falling from 2%-3% in 2015–2016 to barely 0.2% in 
November 2019.

As the Portuguese government has the option to replace maturing debts 
yielding much higher interest rates with negative-yielding new debt with 
maturities of up to five years or with yields close to zero percent in matu-
rities between six and ten years, although the stock of outstanding public 
debt has not been significantly reduced, the cost of debt servicing and 
therefore its sustainability are gradually improving: projected government 
spending on interest on public debt in 2019 amounts to 3.2% of GDP, 
down from around 5.1% in 2014, and the government expects it to fall to 
2.7% of GDP by 2023. In this sense, the effect of QE has been equiva-
lent to partial debt restructuring, providing much-needed additional fiscal 
space. However, this is not to say that actual debt restructuring is no longer 
necessary: the stock of outstanding public debt is likely to remain above 
100% of GDP until 2023, which means that a severe adverse (external) 
shock or crisis could negatively affect Portugal’s public and external debt 
dynamics. This is covered in greater detail in the next section.
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The other factor that has enabled the PS government to reconcile the 
implementation of a vast series of progressive policy measures with a 
nearly balanced budget is one of its central limitations: the historically low 
level of public investment. Throughout this government’s term in office, 
gross public investment has systematically amounted to less than 2% of 
GDP, functioning as a de facto adjustment variable to achieve a nearly 
balanced budget. This is the lowest level of public investment of all OECD 
countries, lower even than in the years of the troika and the conservative 
government, and effectively equates to a net decrease in the public stock 
of fixed capital, insofar as depreciation, estimated at 2.7%-3% of GDP, has 
long exceeded gross public investment (see Figure 6).

GROSS AND NET PUBLIC INVESTMENT, 2010–2017 
% OF GDP

Figure 6,  

Source: IMF Government Finance Statistics 
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This deterioration of public fixed capital stock (public buildings, roads and 
other facilities and equipment) jeopardises future economic performance, 
is ultimately unsustainable and is one of the factors accounting for the 
increasingly widespread perception of a decline in public services. Though 
the parties to the left of the PS have repeatedly criticised this, they have 
failed to alter this state of affairs, not only because the original confiden-
ce-and-supply agreements did not contain any specific commitments in 
this respect, but also because the government has systematically fallen 
short of making even the planned public investment negotiated and 
approved in each successive annual government budget.

Conversely, the amount of government spending on aid for the financial 
sector continues to have a seriously detrimental effect on state finances. 
From 2007 until the end of 2018, a total of €23.8 billion (close to 10% of 
GDP) was disbursed by the Portuguese government in bank bailouts and 
other forms of support to the financial sector.7 This figure rose in 2019 due 
to new disbursements. Such spending was especially concentrated in the 
peak of the crisis (with upwards of €10 billion being spent in 2012 alone), 
but in recent years the government has continued to be subject to conside-
rable claims by the private equity fund Lone Star which, after a convoluted 
privatisation process, bought Novo Banco8 for €0 while also benefitting from 
contingent state guarantees amounting to €3.9 billion. €1.9 billion of these 
contingent guarantees have already been exercised by the new owners of 
Novo Banco and it is likely that the government will soon inject an addi-
tional €2.0 billion of public funds into the bank. The government also injected 
€3.0 billion into the sale-in-resolution of Banif to Santander, also for €0, in 
December 2015 and €3.9 billion into the state-owned bank Caixa Geral de 
Depósitos in 2017. This had a significant negative impact on government 
budget deficits in 2015, 2017, 2018, 2019 and presumably also in 2020.

After the resolution of a number of banks (accompanied by massive public 
capital injections) in recent years and due to the economic recovery, the 
Portuguese financial sector is certainly in better shape today than it was 
previously. For example, the proportion of non-performing loans has fallen 

7 See Relatório Extraordinário. Nos termos e para os efeitos do artigo 6.º da Lei n.º 
15/2019: https://tinyurl.com/yxxpuk73 (28.02.2020).

8 Novo Banco is the bridge bank created by authorities out of the resolution of Banco 
Espírito Santo on 3 August 2014.
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from 17.5% in 2015 to 9.4% in 2018. However, the seismic change that 
affected the Portuguese financial sector in the last decade also meant 
that the country’s traditional banks are no longer the centre of national 
capitalist accumulation and have largely been taken over by foreign inves-
tors as part of European-wide, and in some cases global, processes of 
capital concentration – a process which is encouraged, if not required, 
by the EU’s rules governing the sector. European regulations have even 
prevented the billions of euros given out in state support from leading to 
greater public control over the banking sector.

Another important limitation of Portugal’s post-2015 economic trajec-
tory concerns the quality of employment. The first dimension of this is 
stagnant labour productivity: GDP per hour worked has remained virtu-
ally unchanged since 2015, reflecting the fact that GDP growth has been 
entirely extensive and based on job creation rather than productivity gains 
(Figure 7). In turn, this seems to reflect a trend of reallocating employment 
towards low-value-added sectors (CES 2017). Certainly, in recent years 
most jobs have been created in the restaurant, housing, retail, commerce 
and temporary work sectors, which tend to be characterised by low labour 
productivity and low median wages (Caldas and Almeida 2018).

GDP PER HOUR WORKED, 2002–2018  
INDEX 2010=100 

Figure 7, Source: INE 
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The second dimension is the precarious nature of employment contracts, 
an issue which has been the subject of considerable debate. The govern-
ment, namely through Prime Minister António Costa, has argued that new 
permanent contracts account for a large proportion (upwards of 90%) of 
net job creation since the PS government took office. Critics, however, 
have pointed out that new permanent contracts account for a much smaller 
proportion of gross job creation, reflecting continuing high levels of preca-
rious job rotation, and more specifically the fact that the share of temporary 
employment in total employment, which is one of the highest in the EU, has 
remained unchanged in recent years, totalling 22.0% in both 2015 and 2019.

More fundamentally, critics of the PS government on the left have pointed to 
labour legislation as the single most important area in which the PS govern-
ment has proven to be a barrier to progressive change, rather than an agent 
of such change. On such matters as mandatory paid vacation days, the 
amount of dismissal compensation, the rules governing overtime or promo-
ting and governing collective bargaining agreements, all of which were used 
effectively by the troika and the conservative government to reduce the 
cost of labour, the PS government has chosen to preserve the status quo as 
established under the troika and has systematically turned down left-wing 
parties’ attempts to restore a more pro-labour balance in industrial relations. 
This is arguably one of the reasons why, at a time of significant economic 
recovery and robust job creation, during the PS government’s term in office 
the wage share in national income has barely recovered from the sharp drop 
it experienced during the crisis and troika years (see Figure 2 above).

The problems of job insecurity and relatively stagnant wages for the working 
and middle classes have been compounded by the housing crisis, which 
has been felt most acutely in urban centres. Several factors have combined 
to bring about this crisis: the liberalisation of the rental market by the 
previous conservative government (which the PS government has refrained 
from reversing), Portugal’s extraordinary tourism boom over the past few 
years, ultra-low interest rates and a couple of more specific policy measures 
like the “golden visa” scheme introduced in 2012 and the extraordinarily 
favourable tax regime for expatriate workers and retirees. Together, all of 
these factors fostered a dynamic of sharp valorisation and speculation in the 
housing (purchase and rental) market in recent years, into which significant 
amounts of capital, including from outside the country, have flowed over the 
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past few years. For example, according to the National Institute of Statistics, 
in 2018 housing prices rose 10.3% while rents per square metre rose 9.3%, 
with prices and rents in metropolitan areas, particularly Lisbon, rising faster 
than in the rest of the country. This dynamic has boosted the income of 
some Portuguese families (those that invested their savings in the housing 
market and those employed in associated sectors, like the short-term rental 
industry) and helped sustain the physical renewal of urban areas, but also 
caused a dramatic increase in the cost of home rental and ownership for the 
vast majority of the population and the expulsion of those on low or middle 
incomes, older residents and the young from central urban areas.

In conclusion, there can scarcely be any doubt that the 2015 change in 
government brought about some very important and successful progres-
sive changes to Portuguese politics and policies. Instead of the previous 
negative spiral of austerity, impoverishment and reduction of rights, the 
centre-left PS government, under pressure from the parties to its left, 
has successfully fostered employment and income, strengthened social 
transfers, expanded social and economic rights and reduced poverty 
and inequality. However, closer examination highlights the limits of the 
PS’s actions in several areas. Some of these limits are closely linked to 
EU-level constraints: the dangerously low level of public investment as a 
means of achieving the pace of fiscal consolidation required by the SGP 
and the Fiscal Compact; the unwillingness to take action to redress the 
pro-employer imbalance in labour legislation; the EU-sanctioned lack of 
democratic control over banking despite the billions of euros of taxpayers’ 
money poured into it over the years; and the housing crisis sparked by the 
liberalisation of the sector and inadequate regulation. In addition, the PS 
government has done little to address the growing risk of the Portuguese 
economy increasingly shifting towards a “Florida model” of specialisation 
in tourism, attracting high-income pensioners and personal services, with 
all the ensuing problems in terms of deindustrialisation, stagnant produc-
tivity, gentrification and inequality.9 The patterns of job creation and real 
estate speculation seen in recent years certainly seem to be a cause for 
concern. In all of these domains, truly progressive policy requires going 
significantly beyond that accomplished over the last four years.

9 Blanchard (2007) provides a defence of Portugal’s adoption of this development model.
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10 Parts of the text in this section are taken from previous research conducted by two of 
the authors (Cabral and Louçã 2019).
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This section will examine two major obstacles to a progressive policy: the 
new euro rules established and approved between 2012 and 2014, namely 
the new fiscal rules (Fiscal Compact, Two-Pack, Six-Pack and comple-
mentary regulations) and the banking union, and the weight of public and 
private external debt. In both cases, we will present a number of potential 
alternative strategies.

THE EURO ARCHITECTURE,  
NEW RULES AND POLICY INSTRUMENTS
In the following section, we will argue that the euro has been a straitja-
cket (Sachs and Larrain 1999, Jespersen 2004, Otero-Iglesias 2017) that, 
while not without benefits, imposes significant, unnecessary costs on 
the economic activity of EZ Member States (McKinnon 2002, Ching and 
Devereux 2003) and is also itself in a straitjacket in that its inherent contra-
dictions, which arise from the conflicting and overarching political goals 
of key EZ decision-makers, jeopardise its use and survival as the single 
currency of the EZ.

The euro is a political project. However, it is also shaped by the political 
aims of its architects in the institutions that designed the euro, namely 
the Monetary Committee (which was later replaced by the Economic and 
Financial Committee) and the European Monetary Institute (the prede-
cessor of the ECB). In light of the complexity of those negotiations and 
to guarantee simplicity and focus, we will concentrate on the following 
aspect. The key challenge faced by the architects of the euro lay in desig-
ning an irreversible single currency while precluding (significant) fiscal 
transfers. The features of the single currency were consequently deter-
mined by the political beliefs of the euro architects, i.e. the ECB’s single 
mandate on inflation targeting, the stark independence graced upon the 
ECB and, equally symptomatic, other defining constraints of the euro, 
namely the response to the overriding fear that the single currency might 
result in monetary financing of “profligate” Member States. An interre-
lated concern was that the euro might become a means of promoting 
fiscal transfers, as key decision-makers in wealthier EZ Member States 
believed and argued that the EZ, like the EU, had to be a union without 
(significant) fiscal transfers. 
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By design, an overvalued euro implicitly taxed the tradable sectors of 
Portugal, Spain or, by the same token, granted a subsidy to the tradable 
sectors of Germany and the Netherlands (Cabral and Sousa 2019). This is 
indeed why Germany’s very large current account surplus results in a type 
of beggar-thy-neighbour mercantilist policy against part of Europe (and 
other commercial partners). However, the architects also set out to design 
a euro in a way that sought to mitigate those fears by minimising the risk of 
sovereign debt monetisation and fiscal transfers between Member States, 
tools which could eventually be used to mitigate the effect of the deficient 
and unbalanced construction of the euro (and would be required to esta-
blish an “optimal monetary zone”). That is, Member States “had to be” 
forbidden from monetising government debt and, in particular, should not 
be able to order their central banks or the new EZ central bank (the ECB) 
to monetise government debt. There are various provisions in the Euro-
pean Treaties and in the Statutes of the ESCB and ECB to that effect (e.g. 
Articles 123, 124 and 125 of the TFEU). The ECB “had to be” forbidden 
from directly purchasing Member States’ government debt on the primary 
markets or directly monetising Member States’ government debt (Art. 21 
of the Statutes and Art. 123 of the TFEU), though there was some, possibly 
unintentional, leeway in the letter of the law, if not in the spirit, which 
allowed the ECB to purchase Member States’ government debt outright 
on secondary markets, an interpretation of ECB powers that was initially 
polemic but became consensual (Buiter and Sibert 2005) even before that 
acceptance was strengthened by a European Court ruling on the validity of 
the ECB’s Outright Monetary Transactions (OMT) programme, following a 
case put before the German Constitutional Court.11

That constraint imposed on the euro by its architects has recently been 
popularised by de Grauwe and other authors as the lack of monetary sover-
eignty explanation of the euro crisis (de Grauwe 2013, de Grauwe and Ji 
2013, Cesaratto 2015a, Lavoie 2015, Febrero et al. 2018), in opposition 
to the thesis that the euro crisis was a balance of payments and external 
debt crisis (Baldwin and Giavazzi 2015, Cesaratto 2013, 2015a and 2015b, 

11 Outright Monetary Transactions case (2014), preliminary ruling of the Court of Justice of 
the European Union, Judgment of 16 June 2015, Gauweiler, C-62/14, EU:C:2015:400, 
in response to the referral of two questions of the original case by the German Consti-
tutional Court (BVerfGE 134, 366). See also BVerfG, Judgment of the Second Senate of 
21 June 2016 - 2 BvR 2728/13.
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Andini et al. 2016). This is addressed in more detail below. As such, using 
present-day terminology and concepts, the key challenge lay in ensuring 
that the euro was irreversible, with an “irrevocable” conversion exchange 
rate to former national currencies, without the EZ Member States having 
any monetary sovereignty. The solution devised by the euro architects 
was ingenious: use the EZ banking system to achieve the irreversibility of 
the euro (Cabral 2019).

The EZ approach to the single currency consequently differs significantly 
from the monetary union of the US. For one, the US Congress can ultima-
tely order the Federal Reserve to monetise federal debt. The monetary 
architecture and monetary policy strategy, instruments and procedures 
also differ. For example, in contrast to the US, in the EZ there is no 
federal debt that could be used as collateral in liquidity to provide for repo 
operations with the central bank, and the Federal Reserve does not set a 
minimum rating threshold (investment grade or BBB-) for accepting Federal 
Government debt as collateral. Furthermore, unlike the Federal Reserve, 
the Eurosystem accepted a wide range of financial assets as collateral, 
including private-sector debt. Lastly, some technical features of the EZ 
TARGET2 payment system differ considerably from the US Inter-District 
Settlement Account (ISA) payment system (Cabral 2019).

Due to the chosen euro design, EZ Member State banking systems could 
theoretically finance, without any limits other than those set by internati-
onal rating agencies (a restriction only imposed from late 2005 onwards12), 
Member States’ government budget deficits as well as current plus capital 
account deficits. Nonetheless, it is obvious that the impact of this new 
euro regime was particularly perceived as increased vulnerability in the 
peripheral economies (Damásio et al. 2018).

12 In November 2005, an article written by Atkins and Schieritz in the Financial Times indi-
cated that the ECB would change its procedures whereby the Eurosystem committed 
to not accepting securities with ratings below A- as collateral for open market trans-
actions or the (overnight) marginal lending facility (Buiter and Sibert 2005). The policy 
change, first described in the 2006 edition of the annual ECB General Documentation On 
Eurosystem Monetary Policy Instruments And Procedures should be seen in the context 
of a Financial Times article dated 1 April 2005 by Joachim Fels of Morgan Stanley and 
a May 2005 working paper by Buiter and Sibert (2005), revised in December 2005, 
pointing out that the format of the ECB open market operations created a moral hazard 
by not discriminating between levels of risk posed by eurozone government bonds.



THE DYNAMICS OF WINNERS  
AND LOSERS UNDER THE EURO
As pointed out by Cabral and Sousa (2019), between 1998 and 2018 nati-
onal public debt quadrupled in nominal terms, reaching 122.2% of GDP. 
The net position of international investment shrank by a factor of four, 
falling to -100.8% of GDP in 2018.

After twenty years in the euro, the ratio between the Portuguese and 
the German per capita GDP was around 50% in 2018, down 4.7 points 
compared to 1998. The ratio fell by 9.2 points and 19.8 points for Greece 
and Italy respectively.



33  | 

During the second period, the euro’s “striking success” era (Issing 2008: 
2), the EZ Member States’ banking systems functioned as designed, finan-
cing, in practice, practically unlimited amounts of large and recurring current 
account deficits of some Member States (debtor Member States), mostly 
with loans from the banking systems of EZ Member States with current 
account surpluses (creditor Member States). Until 2008, these loans were 
predominantly provided directly between banks through the interbank 
and repo market. However, following the onset of the 2007–2009 global 
financial crisis (GFC), creditor Member States’ banking systems refused to 
roll over loans or withdrew deposits from the banking systems of debtor 
Member States, with the ensuing funding gap being increasingly financed 
through Eurosystem regular and Emergency Liquidity Assistance (ELA) 
refinancing facilities (Cabral 2012).

While debtor Member States (especially Ireland, less so Italy) saw nominal 
GDP and nominal government expenditure grow robustly in this era (between 
1999 and 2008), in some Member States the current account deficits were 
accompanied by government budget balances which were, on average, either 
in surplus or nearly balanced (as was the case in Ireland and Spain, for instance). 
In Italy and Portugal, the current account deficits were accompanied by mode-
rately-sized average government budget deficits of 2.9% and 4.2% of GDP 
respectively, i.e. close to the 3% of GDP threshold of the Stability and Growth 
Pact. Greece’s average government budget deficit was higher (6.7% of GDP).

In any case, EZ decision-makers were unprepared for the 2010–2012 euro 
crisis. The very public dithering and division and Angela Merkel and Wolf-
gang Schäuble’s absurd level of confidence in the “no-bailout clause” of 
the Maastricht Treaty (Art. 125 of the TFEU) in late 2009 and early 2010 
almost led to Greece’s chaotic default. Yet the impact of such a default 
on the banking systems of creditor Member States likely contributed 
to a significant policy change from early 2010 onwards, resulting in the 
first bailout of Greece in April 2010, followed by bailouts of the banking 
systems in Ireland, Portugal, Cyprus and Spain. Despite Greece’s bailout, 
the uncertainty surrounding the future of the euro and rise in sovereign 
debt interest rates resulted in financial contagion, primarily on the sove-
reign debt markets in Ireland, Portugal, Spain and Italy. That policy change 
is the focal point of this section, which will detail the institutional limits 
imposed on the scope of the choices made by the peripheral countries.
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The narrative that was imposed and prevailed, in part because the banking 
system funding crisis was hidden from public view through Eurosystem 
and ELA funding by the national central bank, was that the euro crisis 
was a sovereign debt crisis, implying that the euro crisis was sparked by 
profligate fiscal policy in debtor Member States. This was an ideological 
construction intended to pave the way for hard austerity measures.

Various ad hoc decisions, namely ECB policy decisions loosely related to 
“monetary policy” (e.g. the 2012 Securities Market Programme and the 
decision to authorise the Central Bank of Ireland to monetise €25 billion of 
Irish government long-term bonds to substitute ELA financing in February 
2013) sought to alleviate financial market conditions or other EZ authori-
ties’ concerns.

However, the EZ authorities’ policy response progressively became more 
structured and evolved into a three-pronged strategy (Cabral 2013). First, 
bailout programmes consisting of loans with strict conditionality à la the 
IMF, especially loans by a new multilateral institution that later became 
the European Stability Mechanism under the control of the Eurogroup. 
Second, an accommodative monetary policy response and an ECB waiver 
of the minimum rating (BBB-) requirement rule for Member States under a 
bailout programme. The ECB’s accommodative monetary policy ultimately 
led to the adoption of significant non-conventional policy measures, such 
as a large quantitative easing programme and negative reference interest 
rates. Third, changes in EZ governance with a view to ensuring that the 
euro crisis would not reoccur and that no fiscal transfers between Member 
States would be necessary. The strategy also aimed to prevent debtor 
Member States from unilaterally defaulting or restructuring their sovereign 
debt, namely sovereign debt restructuring achieved through changes in 
national laws (Buchheit and Gulati 2010, Gelpern and Gulati 2013). As a 
consequence, the various governance “reforms” led to a panoply of new 
legislation and rules as well as institutions and the further transfer of 
executive powers from Member States to EZ authorities.

The thrust of the EZ governance changes was to achieve greater central 
control and command of fiscal policy and the banking systems of debtor 
Member States as well as to limit Member States’ ability to run and 
finance fiscal and current account deficits. Our analysis focuses on these 
two elements of the EZ authorities’ policy response strategy.



A BRIEF HISTORY OF THE EURO
The history of the euro, which celebrated its twentieth birthday on 1 
January 2019, can be divided into three periods. The first is its design 
phase, which spans decades but stepped up a gear in the 1990s, when 
the euro was idealised and prepared, and new legislation (e.g. the Maas-
tricht Treaty, the Treaty of Amsterdam and the Statutes of the ESCB and 
ECB) as well as new institutions (e.g. the ECB) were established. The 
second was, to paraphrase someone generally considered the “father of 
the euro”, Otmar Issing (de Grauwe 2008), its “striking success” phase 
(Issing 2008: 2), between its official inauguration on 1 January 1999 and 
2009, during which time the euro seemed to function smoothly as the 
single currency of 11 (and later 16) eurozone Member States until the onset 
of the crisis in Greece (Issing 2008, Buti and Gaspar 2008). The third is 
its post euro-crisis phase following the recession and the 2010-2012 euro 
and debt crisis, to which European authorities responded by committing 
to the promise made by the ECB President, Mario Draghi, in July 2012 to 
do “whatever it takes to preserve the euro”, which led to the ECB rolling 
out a large quantitative easing programme, by providing loans with strict 
conditionality to Member States unable to refinance their sovereign debt 
(Cabral 2013), and by making substantial changes to the EZ institutional 
and legal framework (Cabral 2019) in order to prevent a similar crisis from 
ever reoccurring.
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THE FISCAL REFORMS OF 2012

On the fiscal front, the Treaty on Stability, Coordination and Governance 
(TSCG) in the Economic and Monetary Union, commonly known as the 
Fiscal Compact, was an intergovernmental treaty that was quickly put into 
place, being signed on 2 March 2012 and entering into force on 1 January 
2013 (de Grauwe and Ji 2013). It was complemented by additional pieces 
of legislation known as Two-Pack and Six-Pack and by complementary 
regulations. These new fiscal rules and procedures were imposed along-
side the rules on budget deficits and debt under the European Treaties 
and the Stability and Growth Pact, namely the convergence criteria of the 
Maastricht Treaty. In short, the new fiscal rules created four main addi-
tional criteria and constraints on budget balance, government debt levels 
and government expenditure, one or more of which may be a binding 
constraint at any one time.13

The old and the new fiscal criteria and targets together create a de 
facto quasi-constitutional EZ balanced budget regime “in disguise”, 
which recent EZ reform proposals aim to further strengthen (Bofinger 
2018). The new fiscal rules also became something of a menu à la carte 
where different Member States were obliged to comply with different 
fiscal targets, as evidenced by the European Commission’s contrasting 
responses to the 2019 budget proposals put forward by Italy (initially 
rejected, for a budget deficit proposal of 2.4% of GDP, then negotiated 
for a slight reduction) and France (approved, for a budget deficit proposal 

13 In addition to a budget deficit of less than 3% of GDP and government debt close to 
60% of GDP still required under the European Treaties (Maastricht Treaty convergence 
criteria later incorporated into the Stability and Growth Pact), the new rules include 
the following obligations: (i) reduce by 1/20 the level of government debt above 60% 
of GDP each year; (ii) achieve a structural budget deficit of 0.5% of GDP each year or 
be on a convergence path towards this objective, for countries with government debt 
levels larger than 60% of GDP; (iii) improve the structural budget balance regularly and 
sufficiently rapidly towards a five-year Medium-Term-Objective (MTO). Both the MTO 
and the size of the yearly structural adjustment varies between Member States. The 
MTO, in theory, should be defined by each Member State but in practice is contingent 
on “minimum targets” set by the European Commission; and (iv) ensure that nominal 
government expenditure, net of some expenditure items, does not grow faster than 
an upper threshold estimated by the European Commission for each country on the 
basis of ten-year estimates of average potential GDP growth, if not accompanied by 
policy measures to augment structural (fiscal) revenues. At the same time, tighter and 
quasi-automatic sanctions and voting procedures have been defined should a Member 
State fail to comply with the new rules.
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of 2.8% of GDP, which was revised upwards following the concessions 
made in the wake of the yellow vest protests in France).

The new EZ fiscal rules regime can be interpreted as transposing to EU 
and EZ law and regulations and to national law (through the TSCG intergo-
vernmental agreement) a somewhat softer (but different) version of the 
debt brake rule that has been enshrined in Germany’s constitution since 
2009.14 While the rules have helped reduce the public debt-to-GDP ratio 
of EZ Member States, this would have happened more rapidly if budge-
tary policy had been more rational and supportive of growth (see below). 
The 2012 fiscal rules have permanently depressed aggregate demand 
throughout the EZ and created underlying deflationary pressure in order 
to comply with arbitrary nominal targets. Unfortunately, the fiscal rules are 
unsustainable given that, if maintained, they will lead to excessively low 
levels of safe assets (public debt) in the long term and cause havoc in the 
private sector by forcing it to borrow excessively.

The new fiscal rules may have also contributed to biased budgetary poli-
cy-making and a stronger executive vis-à-vis the legislative branch of 
power, with at least some governments (e.g. Germany, Switzerland and 
Portugal) systematically undershooting budget deficit targets (or overshoo-
ting budget surplus targets). For example, Midões and Wolff (2019) show 
that the German government budget forecast is systematically incorrect 
and has been every year since 2010 (the debt brake constitutional amend-
ment was introduced in 2009). Similar and larger systematic deviations 
have occurred in Switzerland since its own debt brake rule came into force 
in 2003.

14 The debt brake refers to the constitutional amendment approved in June 2009 that 
forced the German federal and state governments to, in practice, run balanced or 
surplus budget balances (Bofinger 2018).
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Furthermore, several authors argue that the fiscal targets under the new 
rules have led to a fall in public investment, as policy-makers are loath to 
commit to multi-year public investment projects given the risk of non-com-
pliance with budgetary targets (Hüther and Südekum 2019). In addition to 
lowering short-term growth, lower levels of public investment are likely to 
minimise long-term economic growth potential. In countries like Portugal, 
the fiscal rules have also contributed to stagnating wages and a fall in the 
wage share of national income, with public sector wages being frozen in 
nominal terms.

Finally, Blanchard (2019) has argued that given the low levels of interest 
rates, more public debt, while not good, may not be bad and that higher 
public debt levels may be warranted in the current context of very low inte-
rest rates. Hüther and Südekum (2019) further argue that the German debt 
brake is irrational as it currently prevents the German government from 
issuing long-term debt at negative real interest rates to finance invest-
ment. On the same grounds, the EZ fiscal rules are irrational because they 
prevent Portugal’s government from issuing debt at negative interest rates 
to fund public investment.

THE BANKING UNION

The banking union was a key reform intended to correct what some poli-
cy-makers perceived as a “flaw” or “loophole” in the euro architecture: 
Member State banking systems could finance “profligate” fiscal policy 
and current account deficits (Cabral 2019), practically almost without limit. 
The banking union also aimed to respond to growing criticism in Germany 
of “stealth bailouts” through the Eurosystem TARGET2 payment system 
(Sinn 2011, Sinn and Wollmershäuser 2011).

The aim was to restrict (debtor) Member States’ banking systems from 
promoting excessive credit growth or financing expansionary fiscal policy, 
i.e. to finance current account deficits. This was accomplished by transfer-
ring oversight of the banking systems to a central authority (primarily the 
ECB) and significantly limiting and constraining policy instruments when 
it came to responding to failing banks or banks in distress through new 
European legislation (Avgouleas and Goodhart 2015, Cabral 2019). Thanks 
to new legislation in particular (mainly the Bank Recovery and Resolution 
Directive or BRRD), national government bailouts of banks were hindered 
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considerably and various triggers were created that permitted or required 
the resolution or liquidation of a bank by public authorities (EZ supervisory 
or resolution authorities in the case of major EZ banks, which would be 
the standard procedure). Moreover, if the resolution of a failing bank were 
not possible or if authorities deemed the bank as not having an impact 
on financial stability, it would have to be liquidated by national authorities, 
with liquidation being the default policy instrument in the case of banks 
in distress (Cabral 2019). Resolution or liquidation measures could and in 
fact have been applied even if the affected bank fully complied with capital 
requirement regulations.

The liquidation policy instrument should be seen as the “stick” to induce 
(debtor) Member States to accept the application of a resolution measure 
(the “carrot”) by the EZ authorities. After all, it makes little economic 
sense to liquidate a functioning major bank with millions of depositors, 
particularly if the bank is not technically insolvent. As a consequence of 
these legislative features, the banking union has encouraged bank runs in 
various EZ Member States, which have then served as a basis for trigge-
ring the application of a resolution measure. Since 2014, the EZ has seen 
the application of several bank resolution measures, particularly in (debtor) 
Member States, one of which constituted the second largest resolution 
measure ever applied (Banco Popular in Spain, favouring the concentration 
of banking assets in Santander).

In response to the banking union, banks in the EZ, especially in (debtor) EZ 
Member States, have increased capital levels, reduced NPLs, have been 
acquired by foreign banks and, in at least some Member States, have dele-
veraged with bank credit falling. It is important to note that EZ banks are 
subject to regular stress tests where their exposure to EZ Member States’ 
sovereign debt is considered, in breach of Basel III capital requirement 
rules, thus limiting banks’ ability to finance their respective sovereign debt 
(Cabral 2019). Following this strategy, the recent initiative by Scholz, the 
German finance minister, proposing a form of completion of the banking 
union with a deposit’s guarantee fund, includes a provision for pursuing 
this breach of Basel III rules and aiming to impose capital risk-weights for 
public debt held in the balance of the banks.
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In conclusion, the banking union legislation, rules and institutional frame-
work significantly constrain banks’ ability to provide credit to the private 
sector and to acquire Member States’ sovereign debt, effectively limiting 
the ability of the banking system to finance current plus capital account 
deficits and sovereign debt. The banking union adopts a liquidationist 
approach to responding to banks in distress, which has significant fiscal 
costs, considerable redistributive effects and helps reinforce the self-fulfil-
ling character of bank runs (Cabral 2019). Its implementation has resulted 
in the unnecessary destruction of economic activity which would have 
otherwise remained economically viable. In the years ahead, the banking 
union will come to be seen as a hasty and misguided EZ policy and can be 
expected to be altered considerably.

THE NEW RULES: CONCLUSION

In conclusion, the euro is not the only “straitjacket” on Member States’ 
economies, leaving them with no monetary sovereignty, a significantly 
constrained fiscal policy, an inability to use exchange rate policy and now 
crippled banking systems, in addition to dealing with other EU restrictions 
such as its competition, state aid and industrial policy rules. The contor-
tions by which EZ policy-makers have also sought to keep the euro alive 
increasingly condition the euro, negatively affecting its normal functions 
as a currency.15

15 One of authors was co-author of a book discussing the tangible implications of the 
recreation of a national currency for Portugal, indicating both the relevant difficulties and 
some countermeasures (Louçã and Amaral 2014).
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THE CONSTRAINTS IMPOSED BY  
EXTERNAL DEBT: DANGERS AND SOLUTIONS
The second part of this section on alternative policies will concentrate 
on external debt, specifically public debt. Our starting point is the stri-
king failure of the austerity policies imposed by European and national 
authorities in the period 2011–2014. As previously highlighted, and as 
noted by Paul De Grauwe and Yuemei Ji (2018) from the London School of 
Economics and University College London, the problem encompasses the 
institutional framework and rules of the euro, since to submit a sovereign 
state to the financial markets is essentially an incitement to make specu-
lative attacks on its public debt. The prevailing strategy concentrated on 
austerity in order to service the escalating levels of debt, as required by 
the financial markets.

The austerity strategy adopted in response to the euro crisis is evidently a 
result of political decisions made by key EZ policy-makers in office at the 
time. However, these policy-makers sought and adopted a scientific rati-
onale for their policy approach, as evidenced by the presence of Alberto 
Alesina at an ECOFIN meeting in April 2010 (Alesina 2010) and by explicit 
references to his research by key EZ policy-makers (Chowdhury 2012). This 
occurred despite the opposing views of other pre-eminent macroeconomists 
who argued that such an austerity strategy would be counterproductive 
(Chowdhury 2012, de Grauwe and Ji 2013, Blyth 2013, Stiglitz 2016) since, 
according to Chowdhury (2012), it just reflects the “ideological aversion to 
counter-cyclical fiscal policy” of some EZ policy-makers.

In fact, major academic literature has focused on governments’ budgetary 
adjustments and the external adjustments of a country’s economy. Alesina 
and other authors (Alesina et al. 1998, Alesina 2010, Alesina and Ardagna 
2010) are among the main proponents of the thesis of “expansionary fiscal 
austerity”, arguing in particular “that fiscal corrections relying mostly on 
spending cuts that are concentrated on government wages and transfers 
tend to be expansionary, whereas those relying mainly on tax increases are 
contractionary” (Alesina et al. 1998: 198). On the other hand, also favou-
ring the adoption of an austerity strategy, Blanchard and other authors 
(Blanchard and Muet 1993, Blanchard 2007, Blanchard et al. 2013) put 
forward the thesis of “internal devaluation” known as “competitive disin-
flation” (Blanchard 2007, see also the critique by Andini 2008), advocating 
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the adoption of a policy of nominal wage cuts in order to respond to crises 
arising from the lack of international competitiveness among countries in a 
monetary union (or closely linked to one) with high current account deficits 
and high external debt, even though some of the empirical evidence is 
questionable (Andini 2008).

A recent academic debate concentrated on whether the euro crisis was 
a monetary sovereignty crisis or a balance of payments and external debt 
crisis (see Febrero et al. 2018 for an overview of the debate). Nonethe-
less, given the inability to command the monetisation of sovereign debt 
into euros, in 2010 several debtor Member States had a very negative net 
external debt position, much higher than in previous balance of payment 
crises. These stocks of debt were due to the accumulation of recurring 
and large current account deficits. As such, the true primary aim of the 
EZ austerity strategy was to promote a large external adjustment among 
debtor Member States that would prevent the further accumulation of 
current account deficits (Andini et al. 2016). This is the case even if one 
considers that the adjustment programmes were formally specified in 
terms of budgetary targets.16

The austerity strategy adopted by EZ authorities is both a fiscal auste-
rity strategy à la Alesina et al. and an internal devaluation strategy à la 
Blanchard et al., but predominantly the latter. The thrust of the austerity 
strategy is to respond to a balance of payments and external debt crisis 
caused by the absence of monetary sovereignty in EZ Member States 
and the absence of significant fiscal transfers from creditor to debtor EZ 
Member States (Andini et al. 2016, Febrero et al. 2018).

The focus on preserving a no-fiscal-transfers union with a single common 
currency means that for the EZ to function, Member States have to main-
tain a current plus capital account that is either approximately balanced 
or in surplus. The austerity strategy adopted by EZ authorities essentially 
aimed to achieve that goal, thus ensuring no significant fiscal transfers 
would be necessary.

16 Clearly, given the balance of payments accounting identity, a large improvement in 
the current plus capital account will most certainly also considerably improve public 
sector net borrowing requirements, i.e. external and budgetary adjustments are partly 
correlated but there are significant differences in the aims, policy instruments and 
effectiveness of budgetary and external adjustment programmes, as is well known.
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In fact, the EZ current account balance has risen substantially from -0.1% 
of GDP in 2010 to +3.2% of GDP in 2017, with most EZ Member States 
registering a surplus. This indicates that the governance reforms imple-
mented following the euro crisis have reinforced the mercantilist nature of 
the EZ, one where all Member States tend to be “internationally competi-
tive” surplus countries, i.e. savers rather than borrowers. The EZ austerity 
strategy is therefore akin to replicating the German mercantilist model 
throughout the eurozone, i.e. creating a German eurozone with recur-
ring large current account surpluses, an approach that the German writer 
Thomas Mann prophetically warned against in a famous speech in 1953. 
The consequences of such a strategy are immense, both economically and 
politically, and are at the root of national and European authorities’ inabi-
lity to manage successive crises and are consequently a major factor in 
the rise of resentment and populism and in international conflict between 
world economic powers.

The EZ authorities’ austerity strategy clearly only worked because China 
was willing to reduce its current account surplus from 2010 onwards. 
However, the current policy strategy, with current account surpluses in 
excess of 3% of GDP, is unsustainable as the EZ economy is much larger 
than Germany’s, and before the euro Germany never dared run very large 
current account surpluses, namely due to political and commercial pres-
sure from the US government. In light of Trump’s current aggressive trade 
strategy, this option is clearly a risk. Furthermore, the austerity strategy 
is not only foolish and unsustainable but the economic cost and welfare 
losses have been immense, particularly in the generally less-developed 
(debtor) Member States of the EZ.
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In Portugal’s case, for example, the external adjustment has been consi-
derable. The trade balance improved by 11.2% of GDP between 2008 and 
2017, with the current and capital account balance improving by 12.6% 
of GDP over the same period. Portugal, which has been a country of 
recurring trade deficits for centuries, has registered consecutive trade 
surpluses since 2012, nearly as many yearly trade surpluses as in its entire 
recorded history. The external adjustment was achieved through a drastic 
reduction in domestic demand, which fell 4.3% in real terms between 
2008 and the year to the third quarter of 2018, with it taking until 2018 for 
real GDP to surpass the level first reached in 2008. Unemployment, parti-
cularly among the young, rose dramatically, though it has recently fallen 
since this austerity strategy has been challenged and somewhat changed. 
Emigration of young cohorts rose substantially, affecting the country’s 
demographic prospects.

Still using the Portuguese economy as an example for a simple counter-
factual exercise, based on extending the historical nominal GDP growth 
rate trend of 3% to between 2008 and 2015, was it good economic policy 
to forsake €63 billion in nominal domestic demand (€41 billion in nominal 
GDP) in order to improve nominal net exports by somewhat more than 
€19 billion?

However, the question is what happens if a debtor Member State is 
unable to maintain sufficiently large current account surpluses to be 
able to service its large legacy external debt. The escape valve of the 
past, namely bank financing with recourse to Eurosystem lending (via 
TARGET2), has clearly been limited considerably through the banking 
union. However, as argued above, the irreversibility of the euro has also 
been further curtailed with the batch of governance reforms implemented 
since the 2010–2012 euro crisis. Member States have no monetary 
sovereignty and their banking systems’ link to the euro has been cons-
trained and weakened.



THE PORTUGUESE DEBATE  
ON DEBT RESTRUCTURING
Concrete plans for debt restructuring have been debated in Portugal for several years. 
Several reports have proposed such action and provided technical details of possible 
alternatives, namely three initiatives that have recently had a major impact in Portugal.

The first instalment was a „Manifest of the 74“, an open letter published in 
March 2014 by 74 personalities from different political and social fields, namely 
ex-finance ministers from right-wing governments, leading socialist and social-de-
mocratic politicians, trade union leaders, members of associations of companies, 
university researchers and others, including two of the co-authors of this report 
(Francisco Louçã and Ricardo Cabral). The open letter affirmed that „public debt 
will remain unsustainable in the absence of important and lasting growth, since 
it will require recurrent extraordinary primary balance budget surpluses, and it is 
unlikely they can be maintained in the long term“. The open letter also empha-
sised that „without the restructuring of the debt, the State will be limited to the 
attempts to solve the problems of budget deficit and public debt through austerity. 
This may imply the degradation of public services (…). Other alternatives should 
be found. Desirably, a debt restructuring process should be achieved through the 
European institutional framework“. The report pointed to three objectives: a lower 
interest rate, an extension of public debt maturities to more than 40 years, and the 
mutualisation of public debt above 60% of GDP.

The open letter was supported by an international initiative, which included six 
editors of academic journals (e.g. the editors of the Journal of Institutional Econo-
mics, the Journal of Contemporary European Studies and the International Review 
of Applied Economics) and authors such as Benjamin Coriat (Paris University), 
Giovanni Dosi (Pisa University), Mark Blyth (Brown University), José Antonio 
Ocampo ( Columbia University), Richard Nelson, who was a member of the 
Council of Economic Advisers for President Kennedy, and Thomas Palley, Assis-
tant Director of Public Policy at the AFL-CIO.

A second proposal was presented some months later by some of the signatories of 
the Manifest of the 74. This proposal was more technical in nature and described 
how to work towards an efficient solution. This was presented in July 2014, with a 
follow-up report issued in December 2014 (report available at: https://tinyurl.com/
vf94boo). They were signed by two of the co-authors of this paper (Francisco 
Louçã and Ricardo Cabral, from Lisbon and Madeira Universities respectively) 
and by Eugénia Pires and Pedro Nuno Santos, economists (the latter has been a 



government minister since 2015). The „A sustainable program for debt restructu-
ring“ report showed how reducing interest rates and extending maturities would 
have made it possible to reduce the current value of public debt by €149 billion as 
well as improving the banks’ consolidated balance sheet by €101 billion through 
a necessary process of systemic banking resolution (that point was discussed 
in much detail in the second instalment of the report released in December that 
year). The proposal aimed to lower Portugal’s net external debt below 40% of 
GDP, restoring the country’s macroeconomic sustainability.

Lastly, a third proposal was presented in another institutional framework, that of 
a government-nominated commission, including representatives of the two new 
majority parties in parliament (the PS and the Left Bloc), academics appointed by 
said parties and representatives of the government itself (report signed by Louçã, 
Galamba, St. Aubyn, Trigo Pereira, Filipe Soares, Gil, Cabral and Paes Mamede –  
and  available at: https://tinyurl.com/yx8esbj5).  In April 2017, this group published 
a report stating that „the continued demands for excessive primary surpluses are 
socially and politically unsustainable. They would require either a large tax raise or 
a deterioration of the public services“. The report went on, affirming that „it is not 
sustainable, in the medium-long term, to pursue a budget policy not guaranteeing 
the minimum quality of the public services and imposing a degradation of the 
sovereign and social functions of the State“.

The report noted that „there is no historical record of any European Union country 
which was ever able to obtain primary surpluses higher than 2% of the GDP for 
several years with a growth rate of the nominal GDP not superior to 3.2%“ and 
„it is not plausible that this can be Portugal‘s case“. In order to avoid that path, 
the authors of the report simulated the effect of a reduction of the interest rate 
and changes to maturities that, without constituting a credit event, could cut the 
current value of public debt by €52 billion.

The alternative substantial debt restructuring for Portugal as well as other EZ 
Member States with excessive external debt levels is supported by the authors 
of this report for the Rosa Luxembourg Foundation, as this is the only possible 
way to gain some margin for higher levels of public investment and an expansion 
of aggregate demand leading to a consistent policy against inequality. Further-
more, this is the time to proceed, when European interest rates are very low and 
it is possible to significantly reduce the current value of public and external debt 
without triggering a credit event. As such, in the authors’ view, the institutional 
obstacles to such a move can only arise from ideological or political biases.



SOCIAL 
MOVEMENTS
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In this final section, we will briefly describe the popular and social move-
ments of the last four years. In contrast to popular belief, more strikes 
occurred during the first Costa government (geringonça) than during 
the term of previous right-wing governments. There were more strikes, 
although these were perhaps smaller and sectoral in nature, and no general 
strike. Understanding this movement is useful when it comes to mapping 
social disputes over that period.

Rather than being an expression of protest against threats to social rights, 
strikes and demonstrations were instead shaped by democratic expecta-
tions of a government supported by the parliamentary left, which is why 
so many of them were organised and then called off as pressure to nego-
tiate mounted. The agreements signed by the government and left-wing 
parties were particularly clear on the objectives (wages and pensions) and 
limitations (no privatisation, no raising of taxes on labour). The trade union 
movement was therefore able to demand the protection of public services 
and reconstitution of workers’ income, including in public administration 
where there are no other intermediates and the state is the boss.

Unions of dock workers, teachers, nurses and truck workers organised the 
largest strikes in the previous legislative period. The figure below shows 
the change in the sectoral distribution of strikes in 2017 and 2018.

NUMBER OF STRIKES IN 2017 AND 2018 BY SOCIAL SECTOR

Figure 8, Source: Official statistics, Ministry of Labour
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A settlement was reached with the dock workers’ union, with the govern-
ment acting as intermediary, whereas the situation escalated in the other 
sectors, triggering new forms of conflict. A brief summary is provided 
below.

Dock workers at the port of Setubal went on strike in late 2018, denouncing 
the precariousness of labour contracts, including those of workers hired for 
short periods and without a contract with the port operators, sometimes 
over a period of more than twenty years, as the port firms rely on inter-
mediaries to hire temporary labour. Precarious work represents around 
90% of the available labour at that port. 30 of those 93 dock workers were 
offered a labour contract, but the trade union rejected the individual solu-
tion and asked for a collective contract. The police’s aggressive response 
to the Setubal strike aroused public sympathy for the strikers and their 
demands. At the same time, all national ports were affected by a global 
strike against extraordinary work. With all ports paralysed or operating at 
limited capacity, the government intervened, as some large firms (namely 
Volkswagen Autoeuropa, whose exports account for 1.6% of GDP) could 
not deliver their goods and therefore called for a solution “transforming 
the structure of existing labour relations” and “reducing precariousness”. 
The strike ended with a major concession by the firms: a new collective 
contract, the integration of 56 dock workers and guaranteed daily work for 
the 80 such workers still not effective employees.

The teachers’ union mobilised to call for the official recognition of a large 
period of work that, given the measurements imposed by the troika (and 
the previous PS government), was not considered part of a teacher’s 
career: 9 years, 4 months and 2 days were not included in the calculation 
of their career length. The trade unions asked for the reversion of such 
an exclusion and for negotiations on how and when this period should be 
accounted for. Instead, for budgetary reasons the government only agreed 
to negotiate ways to mitigate the wage impact of that change and to incor-
porate only 2 years, 9 months and 18 days, arguing that this alone would 
entail an average pay rise of 4%. No agreement was reached between the 
two parties.
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The nursing strikes ultimately had a larger impact in this period, as they 
were prolonged and new protagonists emerged. The strikers called for the 
recognition of university degrees obtained by nurses as well as the corre-
sponding wage, the negotiation of career conditions and the acceptance of 
35 years of work or 57 years of age as being sufficient for retirement. The 
strikes occurred at a time of trade union fragmentation, and new leaders 
emerged. The president of the Order of Nurses, a corporative body, who 
was herself a member of a right-wing party, fought to put her role above 
the union movement. Small new trade unions were formed here, polarising 
the discomfort of the professionals. A highly contentious “surgical strike” 
of medical surgeries was organised in order to interrupt as many surgeries 
as possible. This was financed through crowdfunding, and private health 
care firms were suspected of funding a strike that only affected the nati-
onal health service. The first strike, which lasted over a month in just five 
hospitals, caused the cancellation of almost 8,000 surgeries, raising new 
questions regarding ethics and deontology.

Although the government could have addressed these issues, it chose 
to ignore the specific demands made and treat the strike as a problem 
of interpretation of the legal boundaries of the action, therefore sugge-
sting a restriction of the right to strike. This choice became even more 
controversial when the truck drivers’ unions, particularly those of drivers 
transporting hazardous materials/combustibles, went on strike. 
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The government imposed a large list of minimum transportation services 
to be provided by the strikers and mobilised the armed forces to enforce 
that list if necessary, thus substantially curtailing the right to strike. The 
strike pit the transport firms against the drivers, who asked to be paid for 
extraordinary work as per the law as well as calling for a new wage system 
and a subsidy for transporting hazardous products. This quickly became a 
major political issue, since the spokesman and de facto leader of the union 
was a lawyer, not a driver, involved in an electoral scheme to become a 
candidate for a small liberal party. The trade union accepted his strategy, 
becoming a platform for his ambition (he ultimately received a very low 
share of the vote, less than 0.5%).

The government, on the other hand, opted for a strategy of confronta-
tion for electoral purposes, stoking the public’s fear of fuel shortages in 
essential sectors (fire stations, hospitals, police stations, airports) and 
even suggesting the possibility of interruptions of food supplies. Instead 
of acting as mediator, the government used the case for a political conta-
gion of public opinion. Once again, this was intended to create obstacles 
and foster discourse against the right to strike. In this and other cases, 
the PS government used its power to combat the strikes, using several 
tools, including imposing an electoral agenda, using the legal mobilisa-
tion of workers for “minimum services” to be provided by the strikers 
or even threatening to use state-of-emergency-like “civil requisition” 
powers whereby private sector truck workers would be bound by public 
sector laws and orders while still being commanded by their private sector 
employers. This legal procedure posed additional obstacles as truckers’ 
working weeks (exceeding 60 hours) were much longer than those of the 
public sector (35 hours).

New social movements, namely the feminist and climate movements, 
called on the public to consider new approaches to social and environ-
mental issues, challenging trade union and government powers by calling 
for international strikes.
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The international feminist movement called a women’s strike as a form 
of protest against precariousness and violence against women. However, 
in contrast to other strikes the feminist strike is a social process centred 
on the lives of women in order to challenge the very concept of “work” 
(and not that of a “job”) in people’s actual daily lives. Although traditional 
strikes ignore an important part of the experience of women, this strike 
defied that limited concept, extending it to social reproduction, including 
the invisible care and home work performed by women. The strike focused 
on the urgency created by inequality and called for far-reaching social 
change, another way of life, new relations between men and women, an 
ecologically and socially sustainable world, and in that sense stood up to 
the patriarchal and capitalistic system. This strike, organised throughout 
the year and culminating on 8 March, clearly defied the traditional trade 
unions, asking for openness and breaking with the orthodoxy that only 
considers work as that which is paid a wage under a typical contract, thus 
ignoring a large proportion of workers in the informal and care sectors or 
those working in the home, and helping devalue much of the work done 
by women. Such work has enormous social value, as it should really be 
performed by the public sector and therefore generates savings at the 
expense of the unpaid labour of women. The trade union movement was 
not open to that challenge, given its traditional view. CGTP condescen-
dingly did not support the call of the feminist movement, alleging that it 
is always fighting inequality in its routine activities, and directed affiliated 
trade unions to reject the call to a feminist strike. This is why only inde-
pendent trade unions supported the strike and published legal calls for it.
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The climate strike posed important challenges as well, as it rejected the 
view of global warming as a matter of individual responsibility and criti-
cised production methods and extractivist strategies as the core of the 
issue. It mobilised sectors that are not usually part of social protests (i.e. 
students), politicising the movement and encouraging the younger gene-
ration to call for a decisive civilisational challenge.

Feminists and climate change activists changed the social panorama, 
introducing to the political agenda two important issues that used to be 
ignored or treated as part of very specific agendas. Transforming the issue 
of gender inequality and climate justice in central areas of social life was 
an inestimable contribution, providing a new perspective on social and 
environmental questions and involving social sectors typically absent 
from political debate, as well as calling for a reconfiguration of agendas. 
Another important change to note is the international scope of these two 
movements and their anti-capitalist framework; rather than being a procla-
mation, this is part of a crucial understanding of capitalism as a source of 
social inequalities and harm to the environment. These two movements 
transposed the traditional borders of protest and proposed tangible alter-
natives, such as redefining the concept of labour, labour organisation and 
climate justice.



CONCLUSIONS
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In this report, we briefly outlined the progressive policy orientation adopted 
between 2016 and 2019 by the PS government, with the support of the 
Left Bloc and PCP/The Greens. We compared the new policy with the 
austerity policy strategy adopted as a consequence of the troika-mandated 
conditionality associated with the 2011 bailout loans given to Portugal by 
the EU and IMF. The austerity policy strategy was, to a much larger extent, 
ideologically supported by the right-wing PSD-CDS coalition that governed 
the country between 2011 and 2015. The result was both economically 
and socially damaging.

We showed that the progressive policy orientation adopted after 2015, 
although relatively modest in fiscal size due to EZ fiscal and banking rules, 
likely had a positive effect, contributing to much improved macroeco-
nomic performance and social indicators, particularly after 2016, when the 
country started growing faster than the EU and EZ averages.

Moreover, it should be noted that between 2016 and 2019 the country 
complied with (most of) the fiscal budget targets and debt reduction 
targets set under EZ fiscal rules. This compliance was likely possible as a 
result of the adoption of fiscal policy measures that were more supportive 
of growth.

Nonetheless, much more could have been achieved. Every government 
budget in this period faced resistance from EU authorities, meaning 
important policies had to be postponed or dimensioned at a smaller fiscal 
size. Public investment in particular has lagged, with all the ensuing conse-
quences for Portugal’s future development.

If there is a lesson to be learned from Portugal’s 2015–2019 macroeco-
nomic and fiscal performance, it is that less drastic austerity means more 
fiscal consolidation and more rapid reduction in debt-to-GDP ratios, in 
addition to being more supportive of growth and translating into far better 
socio-economic conditions. It suggests that European authorities should 
once and for all abandon austerity and its fiscal and banking rules.
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This period of change in economic management proved that different solu-
tions are possible. However, the scope of change was severely limited by 
the EU institutional framework and the conflict surrounding the future of 
these choices could follow one of two very different paths.

One is the continuation of the currently dominant EU approach, accepting 
the institutional constraints on national authorities’ power over the banking 
system, credit facilities and different forms of monetary creation and 
monetisation of public debt. The consequence, as clearly demonstrated 
by the current situation, is the transformation of the banking system, being 
concentrated in the hands of a few giants and under the authority of the 
ECB. Given the contradicting views among the leaders of the European 
and EZ institutions and their vulnerability to the immediate interests of 
the dominant powers, this is a dangerous scenario for peripheral econo-
mies. In light of the difficulties emerging in the discussion of the new 
European budget framework for 2021–2027 and given the end of Merkel’s 
dominance in Germany, one can suspect that changes in the economic 
and political context may further stress these institutional arrangements. 
The imposition of these rules and institutions sets a structural limit on any 
alternative policy designed to generate full employment or develop social 
redistribution and sustainable growth.

The alternative would be the revision or abandonment of such institutional 
rules and provisions, including the banking union, in order to establish 
some form of national management of the monetary system or a break 
with these rules. Although considerations of the plausibility of such 
changes and the relationship of forces are beyond the remit of this report 
and require a comprehensive assessment of the social and political dyna-
mics in Europe, we note that the current structure of rules is consistent 
with the neoliberal agenda and, despite internal contradictions, has been 
built as the edifice of power in Europe. As a result, a non-neoliberal agenda 
implies the rejection of such edifice.
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Indeed, the rules of the Single Market also significantly constrain the possi-
bility of progressive policies under the current framework of European 
integration. Lapavitsas (2018) defines three major constraints on Member 
States’ industrial policy under EU rules: state aid, public procurement and 
nationalisation.

Portugal’s economic and productive backwardness provides a strong 
argument in favour of a solid industrial policy intended to develop and 
modernise the country’s industry, boosting productivity and fostering 
economic activity and employment. In addition, addressing the current 
climate emergency and the country’s commitment to curbing its green-
house gas emissions and realising the necessary energy transition also 
shows why public investment should be a priority. However, under current 
Single Market rules that may prove to be a difficult task. Competition rules 
are designed to significantly limit state aid and prevent Member States from 
promoting domestic industries or companies (Guinan and Hanna 2017). 
State aid from Member States is therefore constrained in order to avoid 
“market distortions” and ensure a “level playing field” for all companies. 
Although there are some exemptions with respect to SMEs, research and 
development or regional subsidies, these are still subject to EU assess-
ment and are required to have no impact on export-related activities.
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Public procurement has historically played a key role in a country’s indust-
rial policy by allowing the state to favour specific domestic industries and 
define economic, social and environmental criteria based on the country’s 
development strategy. This means that it is hardly compatible with EU 
competition rules aimed at promoting free-market competition and guaran-
teeing the equal treatment of all suppliers by the state. Public procurement 
in the EU is narrowly constrained and expected not to distort competition. 

Finally, any attempt to nationalise key industries faces notorious hostility 
from EU authorities, which are suspicious of any state intervention in the 
economy. Public monopolies are usually regarded as obstacles to market 
development and economic growth, and the EU imposes limits on public 
sector presence in each industry while requiring public enterprises to be 
subject to the same competition rules as the private sector. An economic 
planning strategy is both essential to addressing a country’s structural 
weaknesses, as shown by historical evidence (Chang 2002), and hardly 
compatible with EU competition rules. The country’s presence in the 
Single Market sets major limits on the possibility of progressive industrial 
policies.

For peripheral countries such as Portugal, experience shows that institu-
tional constraints, namely the lack of monetary sovereignty, are damaging 
as they leave public debt markets open to speculative attacks (de Grauwe 
and Ji 2018) and are used to oppose sustainable growth policies. This is 
one of the reasons why the current euro architecture is unsustainable. This 
is also why we conclude that a new institutional framework is needed to 
develop an economic progressive policy geared towards ensuring social 
welfare.



59  | 

REFERENCES
Alesina, A. (2010). Fiscal adjustments: lessons from recent history. Paper prepared 
for the ECOFIN meeting in Madrid, 15 April.

Alesina, A. / Ardagna, S. (2010). Large Changes in Fiscal Policy: Taxes versus 
Spending, in: Tax Policy and the Economy, volume 24, pp. 35–68.

Alesina, A. / Perotti, R. / Tavares, J. (1998). The Political Economy of Fiscal Adjust-
ments, in: Brookings Papers on Economic Activity, pp. 197–266.

Andini, C. (2008). Portugal and the competitive disinflation: let the data speak, in: 
Economics Bulletin, volume 6, pp. 1–11.

Andini, C. / Cabral, R. / Louçã, F. (2016). A policy response to the intra-Eurozone 
crises. Working paper.

Atkins, R. / Schieritz, M. (2005). ECB targets its problem nations, in: Financial 
Times, 9 November 2005.

Avgouleas, E. / Goodhart, C. (2015). Critical Reflections on Bank Bail-ins, in: 
Journal of Financial Regulation, volume 1, pp. 3–29.

Baldwin, R. / Giavazzi, F. (2015). Towards a consensus on the causes of the EZ 
crisis. Available at: https://voxeu.org/article/towards-consensus-causes-ez-crisis 
(7 September 2015).

Blanchard, O. (2007). Adjustment within the euro. The difficult case of Portugal, 
in: Portuguese Economic Journal, volume 6, pp. 1–21.

Blanchard, O. (2019). Public Debt and Low Interest Rates, in: American Economic 
Review, volume 109, pp. 1197–1229.

Blanchard, O. / Griffiths, M. / Gruss, B. (2013). Boom, Bust, Recovery: Forensics 
of the Latvia crisis, in: Brookings Papers on Economic Activity, volume 44, pp. 
325–388.

Blanchard, O. / Muet, P. (1993). Competitiveness through disinflation: an assess-
ment of the French macroeconomic strategy, in: Economic Policy, volume 8, pp. 
11–56.

Blyth, M. (2013). Austerity: The History of a Dangerous Idea. New York, Oxford 
University Press.

Bofinger, P. (2018). ‘Black zero’ in disguise. Available at: https://voxeu.org/article/
black-zero-disguise (13 September 2018).

Buchheit, L. / Gulati, M. (2010). How to Restructure Greek Debt, in: Duke Law 
Working Paper 47. 

Buiter, W. / Sibert, A. (2005). How the Eurosystem’s Treatment of Collateral in its 



 |  60 

Open Market Operations Weakens Fiscal Discipline in the Eurozone (and What to 
Do About it), in: CEPR Discussion Paper No. 5387.

Buti, M. / Gaspar, V. (2008) The first ten years of the euro. Available at: https://
voxeu.org/article/first-ten-years-euro (24 December 2008).

Cabral, R. (2012). The Roots of the Euro Crisis Lie at the Doorsteps of the ECB, in: 
Roubini’s EconoMonitor (1 October 2012).

Cabral, R. (2013). O euro em crise: cronologia e análise, in: Palma, C. / Paz Ferreira, 
E. / Torres, H. (eds). Estudos em Homenagem ao Professor Doutor Alberto Xavier, 
volume II, Coimbra, Almedina, pp. 635–654.

Cabral, R. (2019). The liquidationist ‘genie’ within the Eurozone banking union. 
Working paper.

Cabral, R. / Louçã, F. (2019). The Euro at Twenty: Follies of Youth?, in: Revista de 
Economía Crítica no. 27, pp. 59–69.

Cabral, R. / Sousa, R. (2019). Os 20 anos do euro: o problema das lentes a “preto 
e zero”, in: Público (23 October 2019).

Cesaratto, S. (2013). The implications of TARGET2 in the European balance of 
payments crisis and beyond, in: European Journal of Economics and Economic 
Policies: Intervention, volume 10, pp. 359–382.

Cesaratto, S. (2015a). Balance of Payments or Monetary Sovereignty? In search 
of the EMU’s Original Sin – Comments on Marc Lavoie’s “The Eurozone: Simila-
rities to and Differences from Keynes’s Plan”, in: International Journal of Political 
Economy, volume 44, pp. 142–156.

Cesaratto, S. (2015b). Alternative interpretation of a stateless currency crisis, in: 
Cambridge Journal of Economics, volume 41, pp. 977–998.

Chang, H. (2002). Kicking Away the Ladder: Development Strategy in Historical 
Perspective. London, Anthem.

Ching, S. / Devereux, M. (2003). Mundell Revisited: A Simple Approach to the 
Costs and Benefits of a Single Currency Area, in: Review of International Econo-
mics, volume 11, pp. 674–691.

Chowdhury, A. (2012). Revisiting the evidence on expansionary fiscal auste-
rity: Alesina’s hour? Available at: https://voxeu.org/debates/commentaries/
revisiting-evidence-expansionary-fiscal-austerity-alesina-s-hour (28 February 
2012).

Couharde, C. / Delatte, A.-L. / Grekou, C. / Mignon, V. / Morvillier, F. (2018). EQCH-
ANGE: A World Database on Actual and Equilibrium Effective Exchange Rates, in: 
International Economics, volume 156, pp. 206–230.

Damásio, B. / Louçã, F. / Nicolau, J. (2018). The changing economic regimes and 



61  | 

expected time to recover of the peripheral countries under the euro: A nonpara-
metric approach, in: Physica A: Statistical Mechanics and its Applications, volume 
507, pp. 524–533.

Febrero, E. / Uxó, J. / Bermejo, F. (2018). The financial crisis in the eurozone: 
A balance-of-payments crisis with a single currency?, in: Review of Keynesian 
Economics, volume 6, pp. 221–239.

Gasparotti, A./Kullas, M. (2019). 20 years of the Euro: Winners and Losers. An 
empirical study, in: Centre for European Policy cepStudy, February 2019.

Gelpern, A./Gulati, M. (2013). The Wonder-Clause, in: Journal of Comparative 
Economics, volume 41, pp. 367–385.

de Grauwe, P. (2008). On the Need to Renovate the Eurozone, in: International 
Finance, volume 11, pp. 327–333.

de Grauwe, P. (2013). Design Failures in the Eurozone – can they be fixed? LEQS 
Paper No. 57/2013.

de Grauwe, P. / Ji, Y. (2013). Panic-driven austerity in the Eurozone and its 
implications. Available at: https://voxeu.org/article/panic-driven-austerity-eurozo-
ne-and-its-implications (21 February 2013).

de Grauwe, P. / Ji, Y. (2018).  Financial engineering will not stabilise an unstable 
euro area. Available at: https://voxeu.org/article/financial-engineering-will-not-sta-
bilise-unstable-euro-area (19 March 2018).

European Union (Award of Public Authority Contracts) Regulations 2016. Available 
at: https://ogp.gov.ie/s-i-no-284-of-2016-european-union-award-of-public-autho-
rity-contracts-regulations-2016/ 

Guinan, J. / Hanna, T. (2017). Forbidden fruit: The neglected political economy of 
Lexit, in: IPPR Progressive Review, volume 24(1), pp. 14–24.

Hüther, M. / Südekum, J. (2019). The German debt brake needs a reform. Available 
at: https://voxeu.org/content/german-debt-brake-needs-reform (6 May 2019).

Issing, O. (2008). The Birth of the Euro. Cambridge, Cambridge University Press.

Jespersen, J. (2004). The Stability Pact: A Macroeconomic Straitjacket!, in: Ljung-
berg, J. (ed). The Price of the Euro, London, Palgrave Macmillan.

Lapavitsas, C. (2018). Jeremy Corbyn’s Labour vs. the Single Market, in: Jacobin, 
30 May 2018.

Lavoie, M. (2015). The Eurozone: Similarities to and Differences from Keynes’s 
plan, in: International Journal of Political Economy, volume 44, pp. 3–17.

https://ogp.gov.ie/s-i-no-284-of-2016-european-union-award-of-public-authority-contracts-regulations-2016/
https://ogp.gov.ie/s-i-no-284-of-2016-european-union-award-of-public-authority-contracts-regulations-2016/


 |  62 

Louçã, F. / Amaral, J. (2014). A solução novo escudo. Lisbon, Lua de Papel.

Mamede, R. (2015). Calm after the storm? Portugal one year after the end of the 
adjustment program, in: DINÂMIA’CET Working Paper No. 2015/13.

McKinnon, R. (2002). Mundell, the Euro, and Optimum Currency Areas, in: Cour-
chene, T. (ed). Money, Markets and Mobility. Kingston, Ontario: John Deutsch 
Institute for the Study of Economic Policy.

Midões, C. / Wolff, G. (2019). Germany’s even larger than expected fiscal 
surpluses: Is there a link with the constitutional debt brake? Available at: https://
bruegel.org/2019/05/germanys-even-larger-than-expected-fiscal-surpluses/ (13 
May 2019).

Otero-Iglesias, M. (2017). Italy’s struggle with the euro straitjacket. Available 
at: https://blogs.lse.ac.uk/europpblog/2017/02/16/italys-struggle-with-the-euro-
straitjacket/ (16 February 2017).

Reis, J. (2018), A Economia Portuguesa – Formas de economia política numa peri-
feria persistente (1960–2017). Coimbra, Almedina.

Rodrigues, J. / Reis, J. (2012). The Asymmetries of European Integration and 
the Crisis of Capitalism in Portugal, in: Competition and Change, volume 16, pp. 
188–205.

Sachs, J. / Larrain, F. (1999). Why Dollarization Is More Straitjacket Than Salvation, 
in: Foreign Policy, volume 116, pp. 80–92.

Sinn, H.-W. (2011). The ECB’s stealth bailout. Available at: https://voxeu.org/
article/ecb-s-stealth-bailout (1 June 2011).
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