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A European Vocation

Francisco Seixas da Costa*

Fifteen years after Portugal joined what was at the time the EEC it is
clear that this choice was one of the most important decisions taken by Por-
tuguese political leaders in this century.

Portugal entered the European project with the aim of consolidating democracy and
development in the country, while reconciling itself withits geopolitical roots. After a long
authoritarian regime that suspended democratic structures already in force from the sec-
ond decade of the nineteenth century, and a phase in which the State was reshaped
foliowing the 1974 Revolution, 2 new generation of Portuguese politicians quickly ex-
pressed their agreement with the institutional project that in western Europe was created
following the Second World War. ’

Having spent a long time with its back turned to the continent of Eu-
rope, and not having been quick enough to interpret the historic destiny of
its colonial period, Portugal let itself be left on the fringe of the European
family and fell into a position that placed it politically and economically on the
periphery, further aggravated by its geographic location. _

Joining the Européan project therefore reflected a solid determination to
ensure that the country would return to its historical and cultural origins and to
its undeniable European vocation. But this move also meant that in this project
for integrating the continent Portugal could contribute the rich heritage gleaned
from the country’s long experience of historic relations with other parts of the

~ world and, in this way, add to the diversity of the project.

* Secretary of State for European Affairs.



Francisco Seixas da Costa

Portugal in 2000 is a country very different to the one that on 1 January 1986
began its involvement in the Community institutions. The modern country we see
today — where the economy, infrastructure and, above all, attitudes, have all been
changed — is the result of the positive shock that forced it to change radically the
national way of life and the way in which the country was organised, as well as to
understand the advantage of working to build up an ever more solidly based com-
mon process, now accepted as a specific model for civilisation.

The European Union had a significant impact on Portugal’s economic and
social fabric and on the modernisation of public administration, introducing a more
studied culture and growing harmonisation based on quality standards. The effect of
regional financial aid has been felt in sectors as important as road infrastructure, the
environment, health, education, and staff training in many different fields.

But today Portugal no longer interprets its presence in the Community
institutions only as a source of resources, although this is still essential for
reducing the gap between Portugal and the European average in terms of wealth
and development. . '

The Portuguese philosophy underlying the approach to European issues is
now far more active and participative, based on'a genuine collective interest in deep-
ening integration with its partners, adding strength to common institutions and
collaborating in defining a European position in the major strategic challenges
faced by the Union. ‘ :

Portugal is present in all areas where more integration has been achieved,
from the Single Currency to the Western European Union, and including the Schen-
gen Agreement. The country has shown that is ready to share fully all the major
political options outlined for the European Union of the future.

By way of example, Portugal is playing its part in strengthening the Union’s
foreign involvement in military operations in areas of conflict management. Without
jeopardising the trans-Atlantic link that is seen as a priority to be preserved,
Portugal is among those who see this as being compatible with increasing a
security dimension on a European scale to act as the operative element in a
Common Foreign and Security Policy, essential for the Union’s foreigri expression

as a political entity. i : '

Although to the surprise of some, Portugal’s position has been particularly
firm and consistent in meeting the major challenge of enlarging the Union. From the
start Portugal has made it clear that it interprets this step as a geopolitical imper-

A European Vocation

ative to which Europe must find an effective, positive response, immaterial of
economic considerations that will have to be regulated within th;zir own frame-
work. The political reunification of the continent is an objective that the Portu-
guese government holds high on its list of European priorities and to which it
has given much attention and acceptance.
It is clear positions such as these that define the way in which Portugal is
Placed in today’s Europe and that describe the country’s deep attachment ti the
integration project. Support for this at home has a definite political majority and th
solid backing of the Portuguese people. )
This positive sentiment witnessed in Portugal towards Europe is the result of
'what we could call the “balance” of our experience over these years of integration. It
is of this experience, and of the successes and errors made, that the articlges in tl;is
book speak. They were written by distinguished figures from a range of political
sectors and with experience in different specialist fields. o
. At the close of the Portuguese presidency of the European Union, durin
wh1c¥1 once again there was an opportunity to demonstrate the enthusiasm wi|Zh whic1g1
we view the European project, this book aims to mirror something of the past fifteen
years of our presence in the Community institutions. But above all it is proof that, for
a country such as Portugal, the European Union is today the right space’ for

affirming its national project for development and that, basically, Europe is seen
by us today as another name for freedom. '

Lisbon, 30 June 2000



Portugal: The European Way’

Alvaro de Vasconcelos

Introduction

The desire to consolidate Portugal’s democracy was a major factor in the coun-
try’s accession to the European Community. Mirio Soares, who signed Portugal’s
Treaty of Accession to the EEC in 1985 in his capacity as prime minister, considers
that this choice, formally expressed eight years earlier, quite apart from its impor-
tance in consolidating democratic rule, progress and economic development, also
indicated that Portugal was returning to Europe: a necessary counterpoint for a small
democratic State that had loyally decolonised and given up its empire.! The initial
motivation was, indeed, essentially political. It involved securing democracy, inte-
grating the Western world once and for all and joining Europe, in particular to obtain
the boost it needed to reform the Portuguese economy. Portugal was then emerging
from a crisis. The dictatorship had been overthrown following an army officers’
revolt in April 1974, the Communist Party had gained great influence and tried to
take power, and the majority of large firms and banks had been nationalised.

After the accession, there followed a period during which a virtually exclu-
sive priority was given to economic and social development. The political dimen-
sion of Europe was viewed with extreme caution. This was still the position held

* This chapter draws widely on the author’s paper Portugal 2000: The European way, published
by Foundation Notre Europe, Paris, January 2000.
1See the contribution of Mirio Soares in this volume.
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by Portugal during the 1991 intergovernmental conference (IGC) that l'ed tf) I\;I;;;—
tricht, Tt was only with Portugal’s first presidency of the Eur‘opean'Umon .m laté
during the second phase of majority PSD government, and 11:1 Part}cular sm(;ieuau
1995, when the minority P$ government took office, that political issues ’?;ae . a};
re-emerged both in Portuguese priorities and in the debatf: on Europe. - g :
national ambition of bringing Portugal up to the Comﬂ.lumty stan'cl.ard o i wmi an
quickly as possible was, however, not abandoned. Th'xs new political ?rxéntz 1:1)8
coincided with a period of great Portuguese activity within the Euro.pean institutio : 3
Unlike the United Kingdom, where the European de!)ate is cen‘tred or: t le
euro, in Portugal, as in most countries of the European Umo.n, th'efe is nc;1 .31;1% e:
predominant issue. A few main issues can, nevertheless, be identified, w. ich to
gether encompass the many arguments still used in the debate on I.Surope..
— Portugal’s position at the centre or periphery of Eur??ean mte?gramon. |
— European balance and greater democracy in the decision-making process:
the relationship between small and large countries.
— Social cohesion and employability: the European way.
- an policy and Atlantic ties. .
InEIl’l;?tlzlegal, It)he c?;bate on Europe is limited to the s;?k}e're of thos;le m.fav::;
of European integration. Given the mingling between p011t1c1an§, aca T'rr.ucsl e
intellectuals in general which is characteristic of Portuguese society, po 1tl1.c.a :
intellectual debates often merge. And the main participants are. afew 11;)0 1t1;:1an:i
experts and analysts, even fewer businesspeople, and some think tanks and sp

jali ishers. :
cialist Igl ::flg the 14 years of Community membership up to 1 Januafi'y 120(){0;1 z;lr:]d
Jargely because of its success, the nationalist movement has S[eadl.ﬁ. 0s 1SS >
ence. Initially opposed to accession, it subsequently 'showed awi 1régne g
participate while seeking to draw the greatest econonjnc advantage an ren::;nus
ing hostile to advances towards political union, which was seen as a s¢

i sovereignty.?

i ;’oo?::;?: lpolicy toivgds Europe has been df)rninated by the coulflt.ry’s m:)_
main parties: the Social Democrat Party (PSD), which formed nf;n-coa mson .gci‘st
ernments from 1985 to 1995, and, since the October 1995 elections, the Sociali

tonal agalhdes
2 For a critical analysis of anti-European nationalist currents, see José Calvet de Mag s,

“Portugal na Europa: o Caminho Certo”, Estratégia, 10-11, winter 1993-94.
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Party (PS). Taken together, these two parties have since 1987 accounted for over
75% of the votes. Both are thoroughly pro-European. Yet their leaders do not, as a
general rule, describe themselves as federalists, and for years — both when in
power and when in opposition — have taken a pragmatic, cautious and realistic
approach to policy on Europe. The converging views of the PS and the PSD on the
bulk of European issues mean that developments in Portugal’s official position are
directly related to changes in the positions of those parties and to their reading of
Portuguese public opinion, which has shown firm and continuous support for
European integration. Debate on the major European issues has to a great extent
been determined by these trends, and any fault-lines in the general consensus
tend to result from the periodic requirements of the domestic political calendar
rather than fundamental differences.

The third party in favour of membership, a Christian Democrat party then
called the Social Democratic Centre (CDS), at the time included a number of
federalist intellectuals, such as the late Francisco Lucas Pires, who had an excellent
grasp of European affairs. The party subsequently came to be dominated by a
populist and nationalist group of militant anti-federalists, who changed the party’s
name to the Popular Party (CDS-PP), opposed the Treaty on European Union and
the euro and lost their place in the European People’s Party. Confronted with a
materialising European single currency and Portugal’s inevitable (and popular)
participation in the process, the CDS-PP — which had meanwhile dismissed its
leader - opted for a euro-compliant attitude, while not giving up its militant anti-
federal stance® , and stopped describing itself as “the only party within Europe
defending the idea of nationhood”.*

The Portuguese Communist Party (PCP) followed a very similar course, op-
posing membership, the Treaty on European Union and the euro, before resigning
itself to the fact that Portugal belonged to the European Union. A far-left coalition has
emerged from the October 1999 parliamentary elections. The positions adopted by

the left-wing group have, so far, been too disparate for them to have an influ-
ence on discussions regarding Europe.’.

-3 Paulo Portas, the current CDS-PP leader, “Uma Agenda Nacional na Europa”, Expresso, 16
January 1999.
4 Piiblico, 31 March 1999.
5'The results of the parliamentary elections in October 1999 were as follows: PS (44%), 115 seats;
PSD (32.3%), 81 seats; PCP (9%), 17 seats; CDS-PP (8.4%), 15 seats; BE (2.5%), 2 seats.
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The body of dedicated pro-Europeans — few of whom deFlare memiej;f;:rt:
have been federalists from the outset — i well represented lfl. P(;rtugzlt - am;
independent of party lines, it embraces the entire Europe,an politica sl?;cm i
includes such distinguished personalities as the country’s former president,

ist Eduardo Lourenco. o

Soaresi;let:i: st s:)lciessive concerns about identity, the kneejerk nationalist rle;lci-t
tions of what is a small outlying country and, to a lesser extent, the a}d;er::d—e :; : sem
declining — effect of the anti-European propagaflda 9f l?om left and rig 2 -y
has long been considered as tantamount to antipatriotism. It was gefler. ya o
that Portugal would be crushed by the weight of th? Iar.ge com:itrée? 1;1d e
European Union, and would be unable to put across 1ts.v1<?ws and de ebelieved "
ests. An intergovernmental model based on the unanimity 'rule.wzs believer
provide better protection against Portugal’s larger partners. This ami e 1;0 e ;
now beginning to change. Unanimity i$ losing suppor.t becausle e (;vne.s) -
politically viable option (and even less for small c.ounm.es than large X frar,nework
as a weapon of last resort and thus only in exceptional circumstances. frameviort
which would be hybrid, of course, yet with a greater federal component s

coming to be seen as more likely to preserve some sort of balance.

Centre or periphery? .
i i i olitica

a change in the relative weight of economic and p :
e alms ; tely linked to the debate on Portugal’s

i i al’s approach that is intima
e Gt GBE B in Europe. The fact that the focus of

- tre or the periphery — .
place - at the cenl . e
discussions on Europe has changed over time does not mean that the two

i e
points cannot coexist, or cannot indeed sometimes both be expressed by gle Sfln‘.l
1 i i cin
political leader. In this respect, politics are neither more nor less schizophreni
Portugal than in other European States. . o
gParadoxically, despite the eminently political nature of the initial motlwz;téc;n
: ; .
to join, the first phase of Portugal’s membership of the Community (from. 9 -
’ - et
1991) was marked by considerable caution in the political area, greaF V;/arme
supranationality and the desire to derive the greatest possible beneflt TOm men
ipi i ent.
bership in terms of Portugal’s developm ' .
l;’ormgal’s. “less political” attitude towards European integration aroslfa par;l;;
s . -
from a perception of the country’s peripheral position, together with a feeling t
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the major political interests in Europe resided in the highly industrialised north
European countries, notably France, Germany and the Benelux group. The atti-
tude was rooted in a perception that “there is Europe, and then theré is us”, as
Eduardo Lourenco, Portugal’s most outstanding contemporary essayist, has writ-
ten. “This curious way of ‘separating’ ourselves from Europe, and of considering
‘real’ Europe as separate from us, is reflected in the well-known distinction be-
tween Europe beyond the Pyrenees-and Europe this side of the Pyrenees.” The
exclusion of Portugal and Spain from the European post-Cold War process obvi-
ously encouraged this attitude. Portugal also belonged to “the other Europe” on
account of its scientific and social backwardness, which was genuine.® That is also
why catching up involves joining the “real” Europe.

This feeling of distance has shaped the relationship between European and
national identity. The concept of Portuguese identity, commonly perceived as that of
a culturally homogeneous nation State, encourages a defensive attitude towards any
plans for a supranational identity, which is automatically considered a threat. The
concern to respect each country’s traditions and culture within the European frame-
work (expressed in practice by a fierce defence of the equal status of each of the
European Union’s working languages) is one facet of this attitude, which does have
the beneficial effect of addressing the issue of European identity in strictly political
terms, without cultural undertones, as a matter of common values and interests.

This sensitivity to questions of national identity is not incompatible with
universalism and should therefore not be confused with anti-European ideological
nationalism, which is a symptom of the persistent influence of Salazar’s thinking in
certain circles. Ideological nationalism, as described by José Calvet de Magalhies,
is a “doctrinaire attitude which takes national values to be absolute values, and
opposes anything that smacks of internationalism or requires a recognition that
national values are relative, in the name of higher human values”.” This tendency
believes that Portugal must remain on the periphery of any process of political
integration to preserve its identity and sovereignty. Participation in the European
Union was therefore seen as an even greater threat to the national identity and
character. The influence which the nationalists had retained in the foreign policy
sphere partly explains the timidity of Portugals first political steps in Europe.

8 Eduardo Lourengo, Nés e a Europa ou As Duas Razées(Lisbon, INCM: 3rd ed., January 1990).
7 José Calvet de Magalhies, “Portugal na Europa: o Caminho Certo” (0p. cit.).
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Posing as a “good pupil” in the Community classroom, Portug:fil adoptfe;dh ::
diplomatic approach which was highly cautious’ and based on del en:le (())k e
status quo, and remained strongly attached to an 1r1Fergovemmenta.f ou o'm,r e
the assumption — which still exists — that Portugal’s 1r,1ierests we're often nruiC o
peripheral compared with the “Community average" : 'Def.endmg econon'; cand
social cohesion, particularly where negotiating the distribution 'of structum1 '
was concerned, took precedence over other policy areas. D‘urmg' t.he 199' 1r1tljr-t
governmental conference, Portugal opposed all advances in polm‘cal union bu
enthusiastically supported the major steps taken towards econom}c ancll mlc;r;ez-
tary union. The domestic implications of such .a stance were obvnox,:. I:l - th;
seven years after joining, the government deC}ded to take the escudo 1t ol
European monetary system. This implied accepting the convergence .targe ; !
would in fact be met. Although domestic political issues were the pr@e ;;o;:;e: ,
opening up to trade, and the completion of the single m'a.rket, requ lrle r tZrt Ee
guese entrepreneurs to modernise and to become'cornpetluve. I.t was.cleczll o
Portuguese government that there was a “correlation betw?en fm.ancu'a .e fpr

ment and economic and social development™ , with particular 1mpl:f:at10nsdo
the need to control inflation. This had peaked at 29% in 1984 and still stoo aF
216 /cl)’lonrt?ggal’s presidency of the European Unic‘)r.x in 1292 mzllrked thehbeggr;
ning of the country’s exploration of Europe’s political dlmensm’n. Focr1 tb e D
and the PS, however, the ensuing years continued to .be domm‘at.e y .
nomic and financial issues arising from Portugal’s desire to part1c1pat.e in ED lle
euro from the very outset. Being at the heart of Europe then meant .belni :; e
to bélon'g to the euro’s “inner circle”.’® Many observers, hov{ever, v1ewf¢: toh:
tugal as being on the periphery and condemped to remain therfJ a. irwas
collapse of the Berlin wall. Pushed by Germany, the European Lnio

A SR
i i i tiles and the environment.
8 Especially in areas such as agriculture, fisheries, tex anc ; o
‘ 9]0:); Braga de Macedo, “Convergéncia na Economia Europeia: 0 Contributo Portugués”, Andlise
Social, 118-119 4th series, vol. XXVIL, 1992. ,
10 For an analysis of the significance of the euro for Europe and Pcinugalz‘see Aniba(liC;\;:;Z
Silva, Portugal e a Moeda Unica (Lisbon: Verbo, October 1997); Vitor Constancio, “A Europ.a aT e
Econ’émica e Monetaria”, in Europa 1996(Lisbon: Fundagio Gulbenkian, 1998)C;quzd ;ar;:zclz n;ers fo;
i ion”. in Joining Europe’s Monetary Ciuo: 10€
“Portugal Towards Economic and Monetary Union’”, in, jomt-ng . b
SmaIIS:Member States, Erik Jones Jeffry Frieden and Francisco Torres (eds) (New York: St. Martin’s Press

& Basingstoke: MacMillan, 1998).
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bound to start looking eastwards or — according to the apocalyptic vision of
traditional nationalists — succumb to Germany’s hegemonic goals.™
In a second phase, from 1992 up to the present, Portugal gradually became

more involved in Community affairs and began dissociating itself from British
positions. Certain publications released at that time, independently from the politi-
cal parties, had an influence on the European debate. Their thrust was that Por-
tugal should relinquish the timid position it had displayed in the 1991 intergov-
ernmental conference, and support advances towards political union. Portugal’s
duty was to be at the heart of Europe and not display the complexes of a small
State fearful of anything with a supranational flavour. Portugal, which has a

greater influence in political than in economic matters, sees itself as one of the

countries that has most to lose if the European Union were to become a vast

free-trade area with no real political power. Such a framework would inevitably

lead back to a balance-of-power system and therefore a directorate of the large

States.”” Along the same lines, Francisco Lucas Pires wrote around that period

that none of the issues which are essential to Portugal are unrelated to the future
of the European Union." The reverse is equally true for Jorge Sampaio, who said
that “nothing that affects Europe can be foreign to us”:" .

This new development became particularly obvious when the government
changed in 1995, with the inflexion given by the new prime minister to debate and
action in the political and diplomatic spheres. For him, Portugal “wants to be and
must be at the heart of the European integration process”.'* To achieve this, he
ended Portugal’s alignment with Britain and gave a priority to relations with Chan-
cellor Kohl’s Germany, the engine of European integration. To enable the country
to play its full role as a member of the European Union, put an end to its periph-
eral status and make its voice heard on the major European political, economic

! This summarises the argument of Franco Nogueira, foreign affairs minister under Salazar,
developed in O Juizo Final (Porto: Civilizagio, 1992).

12 Portugal no Centro da Europa— Propostas para uma Reforma Democratica da Unido Europeia,
anthology by Alvaro de Vasconcelos (ed.), Francisco Torres, Guilherme dOliveira Martins, Lufs Pais
Antunes, Maria Jodo Seabra and Teresa de Sousa (Lisbon: Quetzal Editores, 1995).

13 Francisco Lucas Pires, Portugal e o Futuro da Unido Europeia. Sobre a Revisdo dos Tratados em
1996 (Lisbon: Difusio Cultural, 1995).

¥ Jorge Sampaio, Pitblico, 26 May 1995.
15 Anténio Guterres, Visdo Estratégica da Politica Externa Portuguesa com Relevo para a Construcdo
Europeia, contribution to the monthly debate in the Portuguese parliament, 8 April 1999.
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and social issues, Portuguese diplomacy was instructed to get involved in tkllye
European debate. It is worth noting in particular that from then on Portugal’s
involvement ceased to be restricted to matters of direct relevance'to Portuguese
interests'®, such as the Structural Funds, and was expan(':lt'ed to.mclude all th’e
major issues of European integration on the basis ofa po?mcal .v1ew of.Europ; s
role. According to this view, only a Europe able to speak with 'a single voxce.: on the
great issues facing the world today will carry weight in shaping the new l.nternall-
tional order and be able to help make the world more balanced and multilateral.
The view of Europe thus became eminently political. .

This change in attitude towards Europe results from three main factors:

_ Awareness of the progress made in terms of developm.ent., ar.ld of the
fundamental importance of the European dimension in the qualitative 1mprowt-:-
ment in Portugal’s economy and wellbeing.

— Strong public support for the idea of Europe. o
_ Renewed interest for political questions within the European Union itself.
In Portugal, the assessment of membership is unequivocally fav_ourable.
The indicatofs of economic growth and living standards show enormous improve-
ments, which are there for all to-see in the form of infrastru.cture works. Tdkie
country’s per capita GDP, which stood at 54.2% of the Community z;w?.rage 8fzr e
period 1974-1985, rose to 64.6% for 1986-1998; inflation (around 30/.0 in 19! : ) was
brought under control and fell to around 2.5% in 1998. Thex"e remain certain s.ec-
tors, such as agriculture, where the impact is generally consndere-d to be negam;tla.
The CAP, designed to meet the needs of northern agriculture, 1s. de:eme(ril1 tota; y
inappropriate for Portugal. The government has even stated that it was o yla ter
the decisions on Agenda 2000 taken in Cologne that the «scandal of Portugal as a
net contributor to the CAP” came to an end. Agriculture and fisheries are, mo.re over, a
constant theme in anti-European propaganda campaigns, although the picture for
isheries i lear-cut. ;
ﬁShenesT}:: 1iensfpflct of European Union membership on the remarkable improve-
ment in the economic situation of Portugal and its inhabitants has na'tur.ally con-
tributed to the strong public support for European integration. This is clearly

i i ice of a Portuguese commissioner fora
1 isi sequence of this change is the choice 0
e but having the trade-off of

field less directly relevant to national interests, Justice and Home Affairs,
enhancing influence at Community level.
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apparent, for example, in the backing for the single currency. There has always been
a clear majority in favour of Portugal’'s EU membership, in spite of some fluctuations
and marginal levels of opposition, from 1986 to today. In 1999, 59% considered it a
“good thing” and only 4% thought it a “bad thing” for Portugal to be a member of the
European Union, these proportions being much more significant than the Communi-
ty average in both cases. It is interesting to note the pronounced correlation between
enthusiasm for Europe and everyday issues of most concern to the population. In a
recent survey by Eurobarometre, for instance, 94% of those questioned considered
that employment should be a priority for the European Union.

Portugal’s greater political commitment to European integration coincides
with a similar trend within Europe as 2 whole. It must be said that Europe has
taken some time to realise the need to go back to basics and develop a political
union, complete with a security and defence dimension and based on suprana-
tional democracy. Without claiming to be in the vanguard, Portugal has followed
this trend in the realisation that European integration can no longer be achieved
via a slow and methodical development process based primarily on market fac-
tors. When, following Maastricht, the European debate finally became public
throughout Europe, the idea of submitting membership of the European Union to
a referendum emerged for the first time in Portugal.

However, the first major political debate after accession was to a fair extent
imposed by the anti-Maastricht currents which, through their criticism of the Treaty
on European Union, were seeking to challenge the European Union itself. The
CDS-PP and the PCP — especially the former ~ had been actively involved in the
anti-Europe and anti-Maastricht campaign, and they put forward the argument that
the Treaty on European Union represented a significant and unacceptable loss of
sovereignty for Portugal. Some members of the pro-Europe camp also opposed
the Maastricht Treaty, casting doubt on whether progress towards political inte-
gration was compatible with strengthened democracy at European level. They
considered that democracy was possible only in a national context.

The significance of the debate on Maastricht is that it carried, perhaps irre-
versibly, the issue of Europe — which until then had been discussed only in private
circles — into the public arena. Although the discussions have meanwhile become
more low-key — neither the Amsterdam decisions, nor the virtual disappearance of
anti-European rhetoric from party political discussions (partly for reasons of do-
mestic politics), having encouraged a comparable debate - there remains a need

19
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to rethink European democracy and satisfy the population’s dc?s.ire to take part in 1t.l
When with Amsterdam, progress began to be made in the political sphere, Portuga
again followed the general trend. More recently, it also suppon-ed the gref;;t S:-ei
forward taken when defence, an essential component of a cx."edlble andhe ec 1;6
foreign and security policy, was put on the agenda. ‘Democratlc Portugal has rgzm_
every effort to participate in all of Europe’s cooperative forums: Lhe. Euro;:jeazlonom-
munity, the Western European Union (WEU), the Schengen convention and €

ic and monetary union. The same will hold true for European defence.

The issue of European balance and democracy

The debate on European institutions and their reform is pri‘mariIY about
preserving each country’s specific weight at European level..Fol‘lov\{mg tl;e l\'tiaaz-l
tricht treaty and the resulting proposals for changes to the institutions, 1(])r ug
became attached to the issue of “small” and “large” European States ?.nd the cin—
cern that any type of “directorate” might take shape. At the same tlm.e, ax;.ot er
debate emerged about compatibility between democracy ?nd supranationa ;:Y o?[
the one hand and federalism and the defence of national interests on the ot e.r.
now émounts to a search for a specifically Portuguese proposal for democratisa-

i TOCESS. .
o OfCt)hriaEc:lfrﬁ'lieroIs)t obvious changes now observed is t%lat Portugal’s. relz;n;e
weight among European States has increased as Z'i fesult of its memberslhli :li ;vz
European Union. Only a small number of politicians and ex?elzlr'ts t}iu;:r el
Portugal is currently a victim of the great powers’ hegemony within t eh u p ;
Union. However, while the elite are aware of the power that Portugal asufgam[;e
through membership of the Union, the notion that the great powers ;repputmi e
strings persists in public opinion. According to a re.cent sufvey, the horfugt oo
consider the most unfavourable aspect of European integration to be t c; 31C7 o
the small countries depend on the decisions of the most powerful (28.50/0). fe
current vote weighting system, the Portuguese comn}iss.ioner, the rotatmj presi-
dency and the country’s involvement in all EU institutions are regard'e .as :rc,;
quired rights and evidence of Portugal’s status in Europe. The commission

o ; L &
post, for example, is seen as an assurance that the Commission will bear in mind th
1]

17 Survey by the Universidade Catblica, Piiblico, 24 March 1999.
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country’s specific circumstances, and as a factor contributing to the legitimacy of
the European executive. Consequently, maintaining a minimum of one commissioner
per country (rotation only being acceptable so long as all are equal) is not regarded
as a subject open for debate during the intergovernmental conference in 2000.®
Portugal has proved particularly sensitive to anything that could undermine the coun-
try’s status within the Community. And that, as Jodo de Vallera points out, “is the case
not only when the treaties are being reviewed, but continuously throughout the deci-
sion-making process”."”

The current institutional system is therefore seen as one of the basic foun-
dations of the European Union which, having delegitimated the balance-of-power
policy, has also delegitimated power politics between the Member States in favour
of seeking the common interest.?

.For this reason, the Portuguese are particularly wary of any plan that could
tend to create a directorate of large States. It is common for Portuguese politicians
speaking on Europe to point to the threat of 2 directorate. There was particularly
severe criticism in Portugal of the CDU-CSU proposal, made by Schiuble and Lamers
and submitted during the 1996 IGC, to form a European inner circle comprising
France, Germany and the Benelux countries.? All the more so as this document
considered, wrongly as it turned out, that the so-called “Club Med” countries would
not be joining the single currency. Both Cavaco Silva and Durido Barroso drew
attention at that time to the danger of formalising distinctions between Member
States, which could lead to a disintegration of the Union.?? Although certain experts
saw the document as a “serious intervention”, they steadfastly opposed the concept
of a Europe made up of first-class and second-class members, i.e. divided into rich
and poor.? This refusal to accept dividing lines also explains the insistence that
strengthened cooperation should retain an open and non-exclusive character.
Francisco Seixas da Costa, the junior minister for European affairs, has pointed
out that “so far, no one has demonstrated that the supposed maifunctioning of the

8 See, for example, Jaime Gama, interview in Expresso, 30 December 1999.

1% See the contribution of Jodo de Vallera in this volume.

® See Valores da Europa— Identidade e Legitimidade(Cascais: Principia/IEEL, 1999).

! Reflections on European Policy, Parliamentary Group of the CDU/CSU, Bonn, 1 September 1994.
2 Agence Eurape, 21 September and 5 October 1994,

2 See, for example, Francisco Lucas Pires, Portugal e o Futuro da Unidio Europeia. Sobre a Reviséio
dos Tratados em 1996 (Lisbon: Difusio Cultural, 1995). -
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institutions is due to the weighting of votes or the size of. t.he Commlsm;)inn.
Portugal accepts the need to make the Community more .efﬁm.ent by de};ter; omi
qualified majority voting, but considers that enlargemetrrt is being u;e” Zl ome
of the so-called large States to “revise their relative positions upwards z::' Ty N
avoid the emergence of minority blocking groups.? In order to r-esc.>lve ;s ptrlc;m
lem of balance, Portugal would prefer introducing a do.ub¥e majority ;at (farM e
reweighting the votes. Few in Portugal believe' thére is, in the wir' ; c:n ot
Jodo Seabra, “a profound imbalance in the welgh‘tmg of votes, whic st e
rectified”? , particularly since this over-representation of small and me 1u.th -
States, which has been a constant feature of the Union, is set to worsen Vk\)’l -
future enlargements. Nevertheless, introducing changes to the'z c‘urr.ent. atia e
within the Council would be viewed as an adjustment to the_ existing institu I:)ow
system rather than as a genuine reform. The sm'all countries hav;z, up toto dei
never allied against their large counterparts; alhanf:es tend much more |
pend on interests, and consequently to vary and shift. e
Some observers in Portugal have come to Stress the'need fora re or -
to resolve the democratic deficit and ensure better.politlcal supervision o tvei
Community bodies. Advocates of this viewpoint consider that the 'Portug;lese tfot .
ernment cannot take a minimalist approach to the 2099 IGC, despite t'?e act :m“
holds the presidency. It should rather adopt as participatory anddml 1tacr11tr?: o
tude as possible. For Francisco Lucas Pires, the small States shmfl : not, \ uthe%n e
1GC, merely say “no” to institutional reform. On the cor.ltrary, it 1‘5 .uEt: on
“propose an alternative or a new overall approach : basically the” Qg PP
— along the lines of greater democracy and separation of powers h S
As regards greater democracy in the European process, three cur
ini rged in Portugal.
Oplmoi '?;Zieeir: (:hge traditionalgpro-integration camp, which is in favou'r of mox;e1
codecision with the European Parliament anda distribl:ltion of tasks. which v:?;
more closely reflect the Commission’s role as the genuine Commur.nty executi .d
_ There are the true federalists, who are calling for the creation of a secon

chamber in the European Parliament.

 pigrio de Noticias, 19 May 1999. o )
% Maria Jodo Seabra, “O Peso dos Estados na Reforma Institucional”, O Mundo em Portugues,

2000. = n ) Jun. .
S Erancisco Lucas Pires, “Grandes e Pequenos o PGs-Amsterdao”, Estraicgid, 12-13, Jan-Jun. 1999
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— And there is a minority of “nationalists”, who purely and simply want the
entire European process to be returned to the individual States.

For Guilherme d’Oliveira Martins, an early Portuguese patrtisan of creating a
European senate to guarantee a double European legitimacy, that of the citizens
and that of the States, the second chamber should be elected by direct universal
suffrage.? Recently spelling out his proposal, he wrote: “The point is not to create
one more body or institution, but to grant the European Parliament greater legiti-
macy by having the States represented. Hence the fact that the various States
should be equally represented in a future senate, irrespective of their size”.?® José
Medeiros Ferreira, a historian and former chairman of the parliamentary committee
on European affairs, has also advocated creating a second chamber composed of
representatives of the national parliaments, instead of strengthening the role of
Cosac (the conference of European Community affairs committees), which is too
limited. Greater democracy would thus be achieved by strengthening the national
parliaments’ involvement in supervising the Community’s decision-making pro-
cess. According to Mario Soares, creating a senate-would also facilitate a significant
increase in qualified majority voting in the Council, widely regarded as the best

way to deal with the problem of European governance posed by the next enlarge-
ments. The creation of a senate where all States had the same weight would be one
way of compensating the States for the loss of the unanimity rule.?

A movement in favour of a European senate has thus emerged in Portugal.
The tasks of this second chamber would be as follows * :

- legislative initiative (jointly with the first chamber)

- supervision beyond the Community sphere, in the areas of justice and
home affairs and the common foreign and security policy

- There are also people, in the CDS-PP for example, calling for nothing less

than a “renationalisation” of the European Parliament, i.e. a return to the days

7 The current education minister has, in particular, championed the idea of creating a second
chamber of the European Patliament, inspired by the Ad Hoc Assembly of 1953, in the chapter “Cidadania
e Instituicdes Europeias ou o Peso da Histéria”, in Portugal no Centro da Europa(Lisbon: Quetzal, 1995).

3 Guilherme d'Oliveira Martins, “A Dupla Legitimidade Europeia”, O Mundo em Portugués,
December 1999.

® Didrio de Noticias, 12 December 1999.

* José Medeiros Ferreira, “Democratiza¢do e Igualdade na Uniio Europeia”, in O Desafio Europeu:
Passado, Presente e Futuro, ed. Joao Carlos Espada (Cascais: Principia, 1998).
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“when the European Parliament was not elected directly, but-indirectly, through the

o » i
national parliaments”* The first chamber; instead of having increased legitimacy

transformed de facto into a second chamber.
: : ;
One of the most interesting aspects of the curren! . enon
that federalism is, all things considered, not s dangerous for the s?uﬂl and midlitll]rtr;rests
States as used to be thought. It could be an effective way of defending Ponu%iaill s peress
within the European Union, compared with a unitary Supesstate or, fwor'se saff, z;.m 1} o
is i lained by the minister for foreign atfairs,
rate of great powers. This idea was exp! ;
Gama in the eve of the presidency, when he suggested that “a federal E'urop:e1 v;oulldtlk)lee
’ 1”32 The final purpose is to deten
fairer — 2 more balanced model than at presen L pug ! e e
federal course against functional integrationists and pragmatic anu-federalséjst, wth: m
nipulate the current Community mechanisms $O well that they are opposed to.
-chamber”® ‘ g
tion of any new body, such as a second ¢ . ; ! ‘
> Beythat as it may, the debate on institutional reform is beginning, albeit
tentatively, to develop into-a genuine debate on making the European }Il)rociejs
more democratic. It is now clearly apparent to many in Portugal that changing

1 on g g ?
3

not it is necessary, requires a : : S
rope will not feel any better or any worse represented if their country has tw

i i ver-
more or less in the Council. The intergovernmental conference in 2000 will, ne i
;s : o es
theless, tackle the issue of democratic deficit only superftcnal]y(.jT;e Port'\:gu'ght
: ider i i iti tart-such a debate as 1t m1
t consider itself in a position 0 §

i — instituti fi d therefore postpone

i i i i delay institutional reform an:

ive the impression of wanting to e
fhe enlargements, something it does not want to do. Yet some people do
this issue should be put on the agenda of the 2000 IGC.

debate is the recent observation

The government nevertheless thinks that it will be able to help bring the Union

closer to citizens by taking the charter of fundamental rightf forward. To acEtev;adtlsz
end. the charter must not be simply a list with no binding force, but shou

31 priblico, 31 May 1999. '
3 Jaime Gamna, interviewed in Expresso, 30 December 1999.
3 José Medeiros Ferreira, A Nova Era Europeia: de Genebra aAmste

24

o (Editorial Noticias, June 1999).

Portugal: The European Way

incorporated into the Treaty on European Union. It should draw on the catalogue of
rights that the Court of Justice has established in exercising its responsibilities as a
constitutional court, and on those proclaimed in the European Convention on Hu-
man Rights. One of the fundamental objectives of the next intergovernmental confer-
ence should be to strengthen the European Union as a body based on the rule of law
for, as José Luis da Cruz Vilaga has pointed out, “on that depend its credibility in the

eyes of European citizens and the outside world, and the acceptance of its rules and

procedures on the part of the constitutional courts of the Member States and the

international institutions devoted to protecting human rights”.

The government has also focused attention on the provisions introduced into
the Treaty of Amsterdam in the chapter on human rights, in particular to combat all
forms of discrimination.?* The aim now is to further develop the Treaty on European
Union in this area, inter alia by giving citizens a new means of access to Community

justice in order to protect the rights already established and those yet to be incorpo-
rated into the treaty. :

Economic and social pohesion: the European way

Because of the central place development occupies in Portugal’s concerns,
the European Union’s economic and social cohesion policy has always been con-
sidered a priority. Initially, the viewpoint was eminently national — an approach
shared by the other “cohesion countries”, notably Spain. Unlike other areas of
European integration, the national consensus regarding cohesion and the degree
of priority to attach to it was as wide-ranging as it could possibly be, uniting
supporters and opponents of Europe, federalists and “intergovernmentalists”, alike.

In recent years, this national focus has broadened to accommodate a genu-
inely European view of cohesion. During the 1996 intergovernmental conference,
the Socialist government of Anténio Guterres supported the inclusion of employ-
ment on the Community agenda. As early as the European Council meeting in
Madrid in December 1995, the newly-elected Portuguese prime minister insisted that

. See, in this connection, José Lufs da Cruz Vilaga, “A Protecgio dos Direitos dos Cidadios no
Espago Comunitirio”, in Valores da Europa(Cascais: Principia, 1999).
% For discussion in this area see, in particular, José Barros Moura, Cidadania Europeia: uma
Construgao Racional(Lisbon: Gradiva, Cadernos Democraticos, May 1999; and Pedro Bacelar de Vasconcelos,
“Contra a Discriminaglo e Xenofobia”, Valores da Europa—~ Identidade e Legitimidade, (op. cit.).
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! i n, by his
employment should henceforth count as one of the EU’s concerns. Since tlhe I;xeit e
own admission, he has encouraged Portugal to «lead the fight for employ
n 36
Europe”. ' -
’ Anténio Guterres's initiative advocates a proactive approach to employ!

jusion, through a combination of vocational training

and the fight against social exc s
ic i 1d no longer be primarily devote j
and public investment. The latter wou (ol . W

works and infrastructure, but would be directed toxfrvards ; I o
i i i it would obey a form of neo-
information era; in other words, i - ot
i i se would be to It
ledge and innovation. The purpo =
adapted to the age of know : .
to the great objectives of Jacques Delors’ 1993 White Paper on growth, comp
ness and employment, but in new terms and with new priorities. L economic
Anténio Guterres wants to bring to the debate on employment.an coname
models his own vision of the effects of globalisation, which he says is g;an omite
o i
dualisation of society and must be brought under control. Tktxﬁ aim is ;)ezonomic
3 ion of Teresa de Sousa, the way O
g nway’”, to use an expression o 8, 126 ;
et ke e between Tony Blair's “third way and the

i i fomis
and social cohesion, as a2 comp ; ey s
swelfarist” viewpoint of Lionel Jospin. Controlling globalisation req

o2 ot : cstcall

«consolidation of the global regulatory institutions, the creation of poh;ic:n Zl
inter-re
i imple free-trade areas, and strong i
integrated blocs rather than simp ade s
cooieration” 37 Seen from this angle, globalisation does not appeafr primarily
threat, but as an opportunity which Europe must make thiﬁ:j:: <l)1 e.ld —_—
i i traordinary summt

To promote this policy, an ex ‘ e

Portuguese presidency with the aim of launching a common strategyhfo xtnn e
i itive within te
's most dynamic and competi .
European economy the world’s m : : o oy
whilep promoting growth, employment and social cohesion. Some pe?;[)ll]e thmd. y
i it of the media.
i d talking shop for the benefi
bold gamble is no more than a gran s
i j ese initiative at European level. .

was, however, the first major Portugu . . o
it would mak’e the Portuguese presidency an important point of referen
would help change the way the Portuguese see their role in Europe.

-

E Vi P il onstrugao
Ant6nio Guterres, Visdo Estratégica da Politica Externa Portuguesa com Relevo para a C o
: 4

: 11099
Europeia, contribution to the monthly debate in the Portuguese parliament, 8 April 999

; Bons y o
3 Prime minister’s contribution to the parliament:

i § reaty for Europe
Amsterdam, transcribed at the Committee on European Affairs, Amsterdam: A New Trealy fi :

(Lisbon: National Assembly, 1999), p-227.
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Anténio Guterres’s “European way” stems from the observation that the Euro-
pean model is based on the idea of a welfare State; in other words, that there is a
social model serving as basic template for the European integration process. For the
proponents of this thesis, accepting the north-American model of deregulation and
downsizing would endanger the integration process itself.

The challenge of identifying active employment policies at European level is
also a consequence of European economic and monetary integration. On the one
‘hand, the macroeconomic convergence imposed by participation in EMU restrains
States’ ability to invest. On the other, the dynamics of the internal market make it
more difficult for an isolated State to implement effective employment policies. -

While Portugal, in setting employment as a priority, is showing that it is not
restricting itself to a selfish agenda, it is also true that — in spite of a relatively low
unemployment rate (8.6% in 1986, 4.1% in 1992, 5% estimated for 2000), which in
the late 1990s fell almost to:half the EU average — Portugal could face serious
problems in this area in.the future. The textile industry employs a substantial
proportion of Portuguese labour (with the textile, clothing and footwear sector

accounting for about 30% of the country’s exports and 32% of industrial produc-
tion). Over two-thirds (nearly 70%) of textile output is of low quality and will be
protected from international competition only up to 2004, during the period of
transition under the Marrakesh compromise. After that period, the unemployment
issue will become a lot more pressing if the necessary retraining and resettlement
of workers is not undertaken in time. Portugal furthermore has a high rate of long-
term unemployment (45.3% of total unemployment in 1998) and notorious short-
ages in terms of vocational training. The Portuguese government is therefore pro-
moting employment creation rather than the fight against unemployment, and has
introduced the concept of employability, understood as labour’s capacity for inter-
sectoral mobility, as adopted at the November 1997 extraordinary Council meeting
in Luxembourg. :

Anténio Guterres’s initiative has replaced the strict defence of national inter-
ests, which long constituted Portugal’s “European” foreign policy, with the idea
that Europe’s interests and those of Portugal are indissociable: in a word, that what
is good for Europe is good for Portugal. Domestically, the priority accorded to
employment has not met with unanimous approval, particularly since the financial
perspectives for 2000-2006 were being discussed in the context of Agenda 2000.
During the ratification process of the Treaty of Amsterdam, Durdo Barroso con-
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demned as unwelcome the fact that the government sh.ould “give im?r(;rt?c;:o aer:i
boast about incorporating a specific title on empltc;zrx:entr 1::: ‘ils r:)e:;;;. - C::s Oc; ializhe-
has always been, and should continue to D¢, [0S : :
ZZE’(’:; The poith of view expressed by the former minister for fore;gn aﬁisuso inéiu :;;r::;
PSD leader quickly gained support, in particular among a number of expel o
issues who were concemed by the effects such a policy could have ?n Poxtugz;e S;; oy
in the negotiations in progress. Anténio Guterres retoned.t.hat a consx}s\ter.xt st::thne o
ened Portugal’s negotiating power. A government that did not .emp ilsmed -bilf e
be accorded to employment would have no moral authority or. cre dl t.y1 oy
defending the significance and priority to be given to economllc ar.l s:):;lz; -l
sion”.® Nevertheless; the fact that unemployment could be  criterion infloenehs
Structural Fund allocations under Agenda 2000 did. caui; ethcfif;\i/z;n;rflir;ﬁs:nal o
_This turned out to be unjustified, however, since the ¢
;zrrxiltyritxsr\ained the most important factor for the 'distributxon of f;nd:tl;;etv;/ce::ptt:
regions of the various countries. The Agenda 2000 outcome wasl u v1r_n y
itical te ies-and by most experts: P .
i p’l?kiglcciz:a:f;n;ormgal’s gest strategy to-ensure sustained economic and so:;:lel
cohesion leads us to the question of the impact that enla”rgement.co;ﬂd hz:‘/; ;)fm -
country’s future in the Union: An end to “European funds seems likely on goinieri
the need for the European Union to'begin focusing significant resourceisl. :n s pi e
the new democracies of central and eastern Eur'ope. Enlargement will; ?ct:ic()or: aii ©
some experts, have an adverse effectin the fono:mg;f:j; t;*lau:;al ;ZI:;:;; Eu,r oppe ¢
in the case of industrial products; relocation. :
\iilfz{z;lﬂfljms hitherto established in Portugal; anda rec%iref:tion of mvesft;)nerr;t1 ﬂ:lv:)s;
The question of free movement for workers does not arise 1.n the case of Po Ofge -
account of the distances involved. According to 2 §tudy written ?y a gl'(l))upex ccon
omists at the Higher Institute of Economics and Management: “It can eEu :Z, e
that with complete freedom for products from the cent'ral and east?rn r e;; o
countries to enter the EU markets, and with the ind.x.xsm.al recoveljy in pbroit o
those countries, three events will occur. First, competition in thej clothing jlu ;eormgal’s
intensify in the markets of Germany, Sweden, Finland and Austria. Secondly, !

% Duriio Barroso, Uma Certa Ideia de Europa(Lisbon: Gradiva, 1999): p 5?. P—
¥ Prime minister’s contribution to the parliamentary debate on ratification

Amsterdam, (op. cit.), p-230.
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position will come under threat in the other EU countries, which will have hitherto been
little affected. Thirdly, the textile subsector — which up to now has been relatively un-
scathed —will also suffer a severe blow from the new competitors, especially as the central
and eastern European countries’ industrial sectors attain advanced degrees of industrial
renovation”. '

It would, however, be improper for Portugal not to back s[ratégic support
for the consolidation of demdcracy in the central and eastern European countries,
since this involves, in the words of Teresa de Sousa, “extending to the whole
continent of Europe the peace, democracy and prosperity that the Community has
acquired”. " The arguments put forward by the new applicants are precisely those
used by Portugal to convince the_Community‘ of the time of the merits of its own
case for joining. Accordihgly, the government and the representatives of the pro-
European tendency abstained, at least publicly, from linking support for enlarge-
ment to the successful outcome of Agenda 2000. L

“The new applicants’ level of development puts them in a similar position to
Portugal. The division in Europe is now, according to some observers, between rich
and pdor countries. The rich countries are numerous, however, and the poor ones are
relatively fevx{,_ Portugal being one of them. According to Francisco Seixas da Costa, the
enlargements will result in a shift of the balance between the rich and poor countries,
with consequences in the legislative area that will be helpful to Portugal. #2

The aim of an open Europe

One of the most persistent external policy issues among political and intel-
lectual elites is how European integration affects Portugal’s relations with countries
ouyéidé Europe and with its closest neighbours, both within and outside Europe.
There are two main aspects to the debate: first, the impact of Community member-
ship on relations with Portuguese-speaking areas; second, how European eco-
nomic integration combines with security and defence. V

“ Avelino de _}esus,- Joaquim Ramos Silva and Carlos Barros, O Impacto sobre Portugal do
Alargamento da Unido Europeia aos PECO(Lisbon: ISEG, September 1998, duplicated).

# Teresa de Sousa, “Uma Unio 4 Dimensio do Continente”, in Portugal no Centro da Europa
(Lisbon: Quetzal,1995).

“ Francisco Seixas da Costa, interviewed in Piblico, 5 January 2000.
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Europe and the Atlantic

Prior to membership of the European Community, the quc.estjon of ?v:et};er.:;
not to opt for Europe was presented by the integrationists as being a st?fg ltec; r;)l <
between Europe and the Atlantic. Joaquim Barradas de Carvalho stalte itc o zv .
the following terms: “If we head for Europe (.. .'), the ecc.momy.of. arge ard e
create a unified Iberian peninsula” and Portugal would again lose its mdepefn ben 1.

To this historian close to the PCP, the Atlantic meant ﬁ'rst (?f all Braz;l,h ut a (Si?
Portuguese-speaking Africa. This viewpoint was als'o (anc.l is s‘u_l}) t(};.aF o t1 ztl;;; .
tional right, for whom joining Europe implied breaking \?vuh the tra mon; e
outlook which was part of the country’s identity. What is cal.le.d Po‘rtu,o?a s =
cism is not limited to the Portuguese-speaking world. Instead, it implies, in geostra

he dominant maritime power — formerly the

; s gty th ¢
ic terms, a preferential alliance wit ‘ : ;
z;;Jnitéd Kingdom and now the United States — and a refusal to get directly 1nvolv¢d

in continental conflicts or even in the policy towards the Med‘fterranean. i

" The false dichotomy between Europe and thg: Atlanuc wa’s resqlve 1 in fa-
vour of integration, and the idea final}y caught on, bafcked. up by.powgrtf:Xt;rog;;
ments of practical politics (East Timor being, frpm this po*r.]t-of view, d e
case), that participation in the European Union, far from‘bc;mg mcon.lpa e
or even damaging Portugal’s foreign policy intere.sts out.s1de Europe, mclr Pt
scope and weight of the country’s foreign relations w1tho.ut e:ven exc ;1 in e
bilateral economic field. Participation in the European Union is currently s¢ :
ening Portugal’s relations with Portuguese-speaking

contributing greatly to strength ; ; : f
countries. It is now clear that Portugal’s weight on the mtemauonal stage is out O

proportion to its size as a nation.
“Portuguese-speaking Africa

the main priority as far as foreign p * :

d for the development portfolio in the | naission. '

i?lltr(l)ll::d to Jodo de Deus Pinheiro, who up to then had been.rr_xulms_tf;r.of fczr;:;og/r;
affairs. The choice coincided perfectly with the almost exc'lus'lvely A .ncan “

ation. It proved crucial in helping the five

orientation of development COOPEr ; : _
i -Bissau, Mo
Portuguese-speaking countries in Africa (Angola, Cape Verde, Guinea-Biss

was chosen, in the first stage of integration, as
olicy at European level was concerned. Portu-
European Commission. This was

-

# Joaquim Barradas de Carvalho, Rumo de Portugal. A Euf‘opa ou.o Atlajimico
Horizonte, 2nd edn,1982). This book was written in March and April 1974, in Paris.
4 ’Mﬁrio Soares, Intervengdes— 8(Lisbon: INCM, April 1994), p. 162.

? (Lisbon: Livros
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zambique and S3o Tomé e Principe) to form a group with its own identity for the
purposes of the European Union’s development policy, in spite of their not being
geographically contiguous. One cannot help noting that Europe has not contributed
significantly to resolving the problems of Portugal’s former colonies. In particular,
little has been done to help end the civil war in Angola, which: despite acquiring the
proportions of a humanitarian disaster has attracted virtually no reaction on the part
of the international community.
Relations with Brazil had long been firm on an emotional and cultural level
but lacking in economic and political substance. The relationship has undergone
remarkable improvement, in particular from 1995 onwards. The fact that Portugal
is 2 member of the European Union is important for Brazil, which also sees Portu-
gal as an ally in its interregional relations. Like Spain, Portugal has played an
important role in expanding relations between the European Union and Latin
America, in particular Brazil and the Mercosur. On the eve of the completion of the
single market, Brazil made some investments in Portugal — mainly business acqui-
sitions — with the clear objective of gaining a foothold on the European market.
After a delay of a few years, the trend in the opposite direction has also markedly
increased. Since 1996, Portugal’s investments in Brazil have grown exponentially
to account for an unusually large share of the country’s direct foreign investment.
In the period 1996-1998, Portugal was the fourth-largest European investor in Bra-
zil (fifth-largest worldwide). During those three years, Brazil was the main destina-
tion for Portuguese direct foreign investment (exceeding all investments in the
European Union in two of the years).

The positive impact of Portugal’s EU membership as regards relations with
third countries, including in the multilateral sphere, is particularly obvious in the case
of East Timor. Portugal had succeeded, in spite of initial opposition from most of its
fellow members of the Community, in putting East Timor on the common foreign and
security policy agenda, firstly as a human rights issue, and - after the fall of the
Suharto regime — in terms of the right of the Timorese to self-determination. In 1986,
East Timor was a not European political issue and had almost ceased to be one at
international level. It is now the subject of 2 common position (June 1996) and a
Council declaration (June 1998), asserting that a “there can be no definitive solution
to the East Timor issue without free consultation of the population to determine its
true will”: explicit support for the referendum solution that Indonesia was not to
accept until January 1999.
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Joining the European Union resulted in a radical change in relations with
Spain, establishing a climate of mutual trust and unprececl:lented'scope for cc.)llall)lora-
tion. Portugal shares major European policy objectives with ‘Spam, not only in € a[l:l-
pioning economic and social cohesion, but also in the opening up of E\llrope. o Latlfi
America.and the Mediterranean. The revolution in their bilateral relanonsh.lp —evi-
dent in the economic area from the first days that the two Iberian countries were
members — has made it the field of Portuguese foreign policy “which has most ben-
efited from European integration”. Filling the artificial vacuum ca_used by a 'su.p-
posed feeling of yulnerability to the powerful neighbour, roads, bridges and joint
business ventures have developed at a steady pace. ' .

Afier its accession, Portugal included the Mediterranean in its foreign policy
programme — for the first time in centuries —as part of 2 markn'edly European approach.
The Mediterranean is undoubtedly an foreign policy area which Portugal has taken an
interest in further to its accession, as can be seen from its place on the agenda of thfa
Portuguese presidency of 2000. Portugal has found that th.e geogmpher. Orlando Rxhk;eli
ro was right in claiming that, while Portugal was an Atlantic country by 1t.:6geograp ca
position, it was by its appearance and nature a Mediterraneafl country. y

Portuguese politicians have developed their owrf view of the Comm.umt).r s
foreign affairs and on championing an open Europe, with the enormous d1v§r51ty
of its members’ foreign relationships considered an asset for a Europe which is
open not only to the centre and east of the continent but also to the south". The
former prime minister Cavaco Silva called this two-fronted appr.oach t}.le ’ east-
south balance”, in so far as the south was seen as a foreign relations priority for
Portugal and the other countries of southern Europe, andﬂeastem Eur'ope :(15 a
priority essentially for the countries of the north and centre.”” The attention given
to European Union relations with Latin America, notab’ly the M.ercosur, wa}s a

particular feature of the 1992 Portuguese presidency. Vitor Martins, at“the time
junior minister for European integration, observed in this respect that “deepen-

ing of integration and opening up to the outside world are parallel roads”.*®

4 Francisco Seixas da Costa, “A Europa e a Politica Externa Portuguesa”, Politica Internacional, 20,
autumn-winter 1999. x 3§ o :

4 Orlando Ribeiro, Portugal, o Mediterrdneo e 0 Atlantico(Lisbon: $4 da Costa, 1983).

4 ee Anibal Cavaco Silva, Afirmar Portugal no Mundo, (Lisbon: lN_?M, 1993). "

4 See Vitor Martins, “A Vocagio Universal da Comunidade Europeia”, in 4 Europa Apds Maasiricit

(Lisbon: INCM, 1992).

Portugal: The European Way

Looking at the diversity of Portugal’s external interests, it can be concluded
that the more the European Union has an active and comprehensive foreign policy,

the more Portugal will feel that its interests are protected by the Union and that it can
contribute to shaping this policy.

Security and defence

The Atlanticist geopolitical movement, which has lost virtually all influence
over domestic policy (save for some marginal traces in certain areas), has never-
theless retained some weight in security and defence matters and, to this extent, in
some aspects of foreign policy.

The significance of the movement explains the position that Portugal had
adopted for years vis-a-vis a European defence policy: a mixture of scepticism and
reliance on the alliance with the United States, with which Portugal has had a
bilateral defence agreement since 1951. The scope of this agreement is now re-
stricted essentially to the conditions for use of the Lajes base in the Azores.

What the democratic leaders wanted was to highlight Portugal’s specific posi-
tion in a field where the country had little influence and enhance the geostrategic
relationship with the United States. This is why Portugal followed the United King-
dom in opposing EU advances in the defence area during the 1991 intergovernmen-
tal conference. Over the following years, Portugal continued to observe a cautious
position. A change regarding defence policy was already perceptible in the docu-
ment submitted to the 1996 IGC, which called for “eventual integration of the WEU
into the European Union” while considering the “creation of a 4" pillar devoted to
defence” to be premature”.® In this area, the document reflected a compromise
between the pro-European and Atlanticist approaches. The latter was abandoned

only at the end of the 1996 IGC, when Portugal unequivocally accepted the integra-
tion of the WEU into the European Union. Jointly supported by the PS and the
PSD, the WEU move is still opposed by die-hard Atlanticists and the PCP, who
feel that the WEU should not be converted into the defence arm of the European
Union or into another politico-military bloc and accept only the principle of a
common security policy governed by the OSCE.*

“ Portugal e a Conferéncia Intergovernamental para a Revisdo do Tratado da Unido Europeia(Lisbon:
Ministry of Foreign Affairs, March 1996). ‘

* Statements of Ilda Figueiredo, MEP, chief PCP candidate in 1999, quoted in Piiblico, 25 April 1999.
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One of the tenets of anti-Europeanism in the security sphere is L.hat Portugal §houlc§
not get involved in «continental” conflicts. This view, which un‘derhnes the penphefa
situation of Portugal, as if the country were distant from and outside the Eur'opean malrll-
land (indeed, some military descriptions of Portugal suggest the couth.ry is not mere Zif
maritime but a sort of archipelago), carries some weight in European polm‘cal quarters an
finds an echo in public attitudes. It has taken some time for people to re’ahse. Fhe d.omelsuc
consequences of the new attitude towards political Europe and Portugzzl s military 1}131vo ‘{e;
ment in European security issues. These were aptly illustrated by the Angolz.i or oslr(x;a
dilemma regarding the priorities for military intervention: the Portuguese-speaking world Of

?

Eumpe:l"he first government member to state clearly that thfe priorify wa.s .Bos-
nia rather than Angola was J. M. Durdo Barroso, then foreign affz}nrs minister.
When asked whether Portugal had more interests at stake in Bosnla‘or i\:go:,
he replied without hesitation: “in Europe and in the Euro?ean Union .f '(1;1 ei
Portuguese democracy had realised that — despite of th‘e 1rr.1portance of rela
tions with Portuguese-speaking countries — the consolidation of democracy
and resolution of conflicts in central Europe and the Balkans was. fut'lda.mental f(?r
the future of the European Union and thus for Portugal. As first mdl.c:—%tlor? of”thls
commitment, Portugal declared itself ready to make a “solidarity participation”, as
A.J. Figueiredo Lopes, the then defence minister called it?, to the planned Forpro-
i ion.
" em'lif;::t;zerr;iz PS, government that had to decide on Portugal’s participa-
tion in IFOR and, later SFOR, in application of the Dayton agreen?ents. Portugal
sent 2 932-member battalion of the BAI (Independent Airt?orne Brlgade).. In :sp:tle
of the disparity of opinions expressed in surveys, this d.e.cisxc.m v\./as enthusms.ncae c;l
supported by the Portuguese.” Public support for pamc.lpatlo.n m. IFOR cozlunLtl ;
with slight fluctuations, even after two Portuguese soldiers died m.an accident.
The choice of a sizeable contingent, and of a combat uTut rather thanha
support unit, reflected a desire to make a high-profile contribution to IFOR,. ’1; lel
government based its decision mainly on the need to assume tk}e contry sT;‘
responsibilities as a member of the European Union and Atlantic Alliance. This

51 See interview given to Piiblico, 9 January 1994.

52 A 1. Figueiredo Lopes, Piiblico, 25 June 1995. ‘

» Ithhe iurvey carried out at the request of the Ministry of Defence in 1995,.65.6%kof those
questioned said that Portugal should be present and only 18.3% were against; the rest did not know.

Portugal: The European Way

was an act of solidarity towards the Allies, but also and especially “towards the
sacrificed people of Bosnia”, as the prime minister put it. Portugal took part in
military operations in Bosnia because it felt European issues were of direct con-
cern and was determined to play an active role in building a democratic and stable
Europe. Anténio Vitorino, defence minister at the time, put forward three reasons
— credibility, solidarity and national interest - to explain this commitment to the
“political development of the area to which we naturally belong: Europe”.** The
intervention received the clear support of the country’s then President, Mério Soares,
and of the main opposition party, the PSD. The PP, after maintaining an ambigu-
ous position, ended up supporting the dispatch of troops, emphasising that it was
doing so because it had been proved that the step would not jeopardise the
country’s military presence in Africa. The PCP, which has maintained a pro-Bel-
grade position throughout the Yugoslav crisis, opposed intervention, considering
that “in Bosnia, there were no Portuguese interests to be defended” >
Portugal’s military participation in Bosnia is an important stage in the “Euro-
peanisation” of the country’s defence policy. This intervention, the first by armed
forces on the European continent since the first world war, was an apparently une-
quivocal sign that Portugal’'s commitment to Europe included the field of security.
The Kosovo crisis, however, confused the situation and led to a certain distancing
from European security problems, notably in the Balkans. It was to show that the
fear of radical nationalism (even in the form of Communist nationalism) was out-
weighed by the absolute need to defend Portuguese sovereignty. According to one
published survey, 63.7% of the Portuguese opposed the intervention in April®* (while
another showed 51% in June).?” This position can be partly explained by the enor-
mous split the question produced among Portuguese intellectuals.

The issue of defending international legality, which was subject to the Rus-
sian veto, was confused in many cases with defending Serbian sovereignty, with-
out the question of how to stop the mass deportation and genocide even being
posed. This attitude was prompted in a few rare cases by sympathy for Serbia and
to some extent by alarm at the excessive dominance of the United States in the

5 Ant6nio Vitorino, O processo de Politica de Defesa Nacional, MDN, 1996.
% Jodo Amaral, Expresso, 25 November 1995.

5% Opinion poll by the Universidade Catélica, Piiblico, 1 April 1999.

57 IPSOS survey for Libérationand Didrio de Noticias, 2 June 1999.
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post-Cold War international order, but mostly by a nationalist instinct and igno?nce
about the Balkans. The opinions expressed in newspaper articles reflected an inco-
herent pro-European stance as well as anti-European anti—Americanis-m and pI‘O-‘El'l-
ropean anti-Americanism. The pro-European left-wing currents, which included Mario
Soares, considered that the allied intervention in Kosovo set “a very dangerous prec-
edent” and argued that there was a need for a European defence policy to ensure
that Europe would cease being subject to American hegemony. For Eduardo Lourenco,
the intervention in Kosovo was “the hardest blow ever to be dealt to the dream of
united Europe”.*® ‘ .

The involvement in the Kosovo conflict, with a smaller military dimension,
was viewed by many of its supporters as stemming from the country's obligations
as 2 member of the European Union and NATO: an obligation of “solidarity”. The
intervention in Bosnia had been seen very differently, as defending Portugal’s
vital interest in stability in the Balkans. Only marginally was it perceived as co.n-
tributing to the security of the European Union and thus to our security. .‘In parlia-
ment, only the PCP openly condemned the NATO intervention, The Pres%den't, the
government and-the opposition parties that backed Portuguese participatm?n in the
allied operation against Serbia observed, overall, a restrained attitude which con-
trasted with the rather lively public debate. The strictly military aspect of Portugal’s
participation was discreet, as it had been reduced to three F16 aircraft which were
given patrol and escort responsibilities rather than raiding missions.

The “Angola or Bosnia” debate resurfaced in 1999 in the form of “Kos?vo,
Angola or Timor?”. In the opinion of the former prime minister Cavac'o Silva,
Portugal had to invoke the “outside Europe” argument “so as not to commit €Xces-
sive forces in these theatres of war [the Balkans], as the country had other areas to
worry about, namely Timor on the one hand and Africa on the other”.®

The movement in favour of intervention to defend human rights was clearly
in 2 minority, both within the press and public opinion in general. Its '.jlrgumems
focused on promoting the European values of humanitarian intervent{on and o.f
freedom of assembly and association, democracy and human rights, in opposi-
tion to extreme nationalism.%

% Eduardo Lourenco, “Suicidiria Buropa”, Pitblico, 28 March 1999.

% Priblico, 10 April 1999. » ‘ ‘

® See Alvaro de Vasconcelos, Carlos Gaspar, Guilherme d'Oliveira Martins, Nuno SeYernano
Teixeira and Teresa de Sousa, “Em defesa dos valores europeus”, Piiblico, 5 May 1999.
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In fact, while reactions to the Kosovo crisis showed that the post-nationalist current
of thought championing human intervention in the name of the absolute supremacy of
the fundamental rights of citizens did not garner as much support as the “groundswell”
demanding military intervention in East Timor would have suggested, this was partly due
to the fact that the overwhelming majority of intellectuals denounced NATO’s operation
against Serbia as an act of pure submission to the diktats from Washington. Addition-
al support thus emerged for an autonomous European defence force and an inde-
pendent European voice within NATO.

During the campaign for the European elections in 1999, Mario Soares pro-
posed the introduction of a European tax, notably with the idea of establishing
European armed forces. Although this idea was not endorsed by the major parties
(the PS and PSD), it was seen by the pro-European left as 2 way of giving Europe
more autonomy vis-a-vis the United States. The logic of the European defence
policy was no longer to face the specific challenges to EU security, but to consoli-
date one pole of a multipolar world in order to counter American hegemony.

In spite of the different interpretations of the Bosnia and Kosovo issue,
Portuguese defence policy began to recognise that, on account of Portugal’s mem-
bership of the European Union and NATO, as observed by Nuno Severiano Teixei-
ra, the country’s security border no longer coincided with its geographical border,
and that Portugal’s strategic interests — while still embracing the Atlantic — now also
included Europe and its southern fringe, thus making the Balkans an area of
interest to Portugal !

Cdﬁclusion

Portugal is generally considered to be a European integration success story.
Over the last 14 years democracy has become consolidated, the sense that Portu-
gal was marginal in Europe is being overcome, and Portugal has taken advantage
of integration to give greater substance to its relations with other Portuguese speaking
countries, particularly with Brazil. Relations with neighbouring Spain have changed
dramatically. Mistrust has been replaced by convergence on most issues. From
an economic and social point of view, Portugal is a more modern and socially

8 Nuno Severiano Teixeira, ‘Das Campanhas de Guerra 2s Operagdes de Paz: as Intervengdes Militares
Portuguesas em Teatro Europen”, Estratégia, 14, Jul.-Dec. 1999.
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cohesive country today, although it still faces serious problems of social exclusion. It
is a country that managed to make quite effective use of European cohesion funds.
These positive developments are partly a result of the transition from a dictatorial

. regime to a democracy. Nonetheless, European integration has undoubtedly proved

to be a strong stimulus to modernisation.

From an institutional perspective Portugal has acquired an image as a country
that defends the balance of power among Member States that it su pported when it
adhered to European integration. However, it also understands that its weight within
the Union depends above all on its ability to remain at the heart of the construction
of the integration process, participating in all developments and taking full responsi-
bility as a Member State.

Two important moments in this story have been the Portuguese presiden-
cies, the first in 1992 during the difficult post-Maastricht referendum period, and
the second in 2000, which was complicated by the Austrian question. During the
first presidency the Portuguese discovered Europe, most notably political Europe;
during the second, the Union discovered Portugal.

During these years a Portuguese vision of Europe has evolved; it is one of 2
socially cohesive Europe open to the outside world, namely Africa and Latin Amer-
ica, and strongly allied with the United States as far as security is concerned. The
Portuguese have gradually come to understand that they cannot remain indifferent
to the problems of Central and Eastern Europe. In this respect, Portugal’s military
participation in IFOR and SFOR in Bosnia was the definitive point of rupture.

The Portuguese experience leaves one with the conviction that inclu-
sion is the essential means for the Union to contribute to democracy and peace
in the continent, and that it is with this point in mind that the widening of the
Union must be faced. However, one can and must also conclude that new
Member States should fully accept the acquis of the Union to ensure the suc-
cess of their accession.

Democratic Transition in
Portugal and the Enlargement
of the European Union

Mario Soares

Portugal has been a full member of the European Economic Community
(EEC), today the European Union, since 1 January 1986, after the signature of the
Accession Treaty, which I had the honour to undersign, on 12 June 1985.

Both Portugal and Spain — and the latter signed the Accession Treaty and
joined the EEC on precisely the same date — became members of what was then
known as the “Europe of the 12”. The two Iberian countries had managed to free
themselves successfully in the mid-seventies of the dictatorships that had oppressed
them for several decades, and with equal success had managed to establish
democratic, pluralist regimes.

Portugal was a pioneer in the processes of democratic transition that oc-
curred in the South of Europe after 1974 — first in Portugal, then in Greece and
Spain — and which then began to take place in several Latin American countries
from the start of the eighties. The changes that began in central and eastern Europe
from 1989 on led, essentially, to the collapse of the communist regime, symbolised

" by the fall of the Berlin Wall. But these political, economic, social and cultural

realities are quite distinct and vary considerably. The three southern European
countries suffered the rule of right-wing dictatorships (in the case of Greece it was
military dictatorship), while the countries of central and eastern Europe suffered
communist rule as laid down by the Soviet Union. :

In the South of Europe, Portugal was the first of the three above-mentioned
countries to introduce the process of democratic change. The revolution on 25 April
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1974 brought about the collapse of the former regime, an old, retrograde dictatorship that
took control on 28 May 1926, and which had become bogged down since the start of the
sixties in a meaningless colonial war with no military solution. Greece was next, when the
dictatorship of the Colonels came to an end in July 1974, but here the process of democ-
ratisation was quite different. Finally, the process of transition to democracy began in
Spain with the death of the dictator, Franco, in November 1975. The transition there lasted
for two years, and was highly influenced by the Portuguese experience.

Apart from the proximity of Portugal and Spain, and the fact that their respective
histories almost always developed in parallel, the conditions in which democratic change
took place in the two countries were very different. In Portugal, there was a complete
break with the past, that is there was a true revolution. In Spain, the transition was pacific,
that is there was no true break with the past, or power vacuum. The transition in Portugal
was abrupt, with the pure and simple elimination of the “Estado Novo”. The transition in
Spain evolved over time and took place under the monarchy, since Franco’s dictatorship
ended up in a monarchy. ' y

The political regimes of Salazar and Franco were, essentially two out-dated
dictatorships. They were not exactly fascist or Nazi dictatorships, like those in Italy
or Germany. They were above all forms of extreme conservatism, authoritarian
regimes highly influenced by Catholicism and by a certain anti-progress provincial-
ism. The two Iberian dictatorships, principally that of Salazar, never encouraged
nor gained the support of major mass movements, characterised by solid social
demagogy and almost military discipline, as was the case in Mussolini’s Italy and
Hitler's Germany. Whatever the case, the out-dated dictatorships of Salazar and
Franco were completely drained, and apparently condemned at the end of the
Second World War. But both had been saved thanks to the complicity of the west-
ern democracies, particularly the British and North American. Out of convenience
and political advantage they decided to close their eyes to the harsh realities of
the Iberian Peninsula, viewing the world as divided into two opposing blocs ata
time when the “cold war” was about to begin.

In 1945-46 the Portuguese democrats were deeply convinced that the regime,
which under Salazar was known as the “Estado Novo”, was irremediably condemned
and unable to survive. At this time, although still very young, I was already active
politically in condemning the regime and I preached this conviction. But from 1947-
48, with the start of the “cold war”, we began to have doubts, and from 1949 we
realised clearly that the regimes of Salazar and Franco had been saved by the so-

Democratic Transition in Portugal and the Enlargement of the European Union

called western democracies. The two Iberian dictatorships survived thanks to insig-
nificant and purely formal concessions which in no way altered the essence of
both regimes. Out of fear of communism, the complicity of the western democratic
countries became permanent, to the point of admitting Portugal as.a founding
member of NATO, which was supposed to be an organisation of democratic States
for the defence of freedom. It was a strategic mistake — more than just that, a
political crime — committed by the western democracies, and that can be neither
forgotten nor forgiven.

.Developments in Greece were very different. The process was more demo-
cratic, contradictory and complex. During the Second World War, Greece suffered
first Italian and then German occupation. The process of liberation was similar to
that of Yugoslavia and, immediately after, there was an attempt to set up a Commu-
nist state in Greece, as in other countries in eastern Europe. This was the attempt
made by ELAS in 1944, followed a short time later by the British landing, and talks
between Churchill and Stalin, the former claiming that Greece was part of the West
and not part of eastern Europe. Following the Potsdam conference, civil war broke
out, in which the Greek Communist leader, General Markos, was supported by
Bulgaria and, above all, by Tito’s Yugoslavia. The state of civil war was highly
confused and, by 1949 it was hard to say whether Greece would fall to the side of
the western democracies, or to the side of the Soviet empire. Greece was saved
finally from being behind the so-called “iron curtain”, to a great extent because of
the breakdown in relations between Tito and Stalin in 1948. After this breakdown,
Markos was no longer supported by the Yugoslavs and the conditions were created
for a return to democracy. Between 1949 and 1967, the democratic regime in Greece
worked badly and suffered from very complex problems. The “dictatorship of the
colonels” only took over in 1967. The Greek political process was, therefore, en-
tirely different to the Spanish and Portuguese processes. The Portuguese dictator-
ship lasted for the longest time, from 1926 to 1974. The Greek dictatorship was the
shortest. In 1974, it was the Colonels themselves who, having embarked on a mili-
tary venture in Cyprus, had to call Constantino Karamanlis in quickly, at the time
exiled in France, to re-establish democracy in his country. This whole experience
was different to those of the Iberian states.

However, the three processes do have some aspects in common, which are
important for the experience currently being faced by several central and eastern
European countries. Firstly, despite the dictatorships, there was always a market
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economy in Portugal, Spain and Greece. These three countries were always linked to the

international economy: they were members of the OECD, they had relations with the

World Bank and with the IMF. After a certain time Portugal even became part of EFTA.

Another feature of the authoritarian dictatorships of western Europe that distinguishes

them from the totalitarian dictatorships of eastern Europe is that although the former did

not have fundamental political liberties, there were some civil liberties, that is, citizens

submitted to these authoritarian dictatorships were not totally dependent on the State, nor

were they the slaves of that State, and they had, for example, the right to travel abroad, to

emigrate, even if they were politicians opposing the regime. I quote my own example: 1
was recognised as being decidedly in opposition to the regime and was, therefore, the
target of discrimination ~I could not compete for a position in the civil service and I was
imprisoned on more than one occasion - but I was able to practise as a lawyer, earna
living and, although after a time my passport was withdrawn, there were other periods
when I could travel abroad like everyone else. In fact, in Greece as in Portugal and Spain,
emigration was always a powerful social safety valve. "The major migratory movements in
the sixties and seventies, benefiting from the great surge in development in western Eu-
rope, are proof of this. The remittances sent back by emigrants to their families were,
indeed, a true safety valve against social explosion, which would have been inevitable
without this migration. But the three authoritarian dictatorships have a third feature in
common: despite these political regimes, the three countries had effective, solid ties with
the western military defence system and collective security. Portu gal and Greece were
members of NATO. Spain was not a member of the organisation but was part of a treaty
for military cooperation with the USA, which compensated for the fact that the country
was not militarily integrated in NATO.

There is another important historic distinction to be made. Portugal and
Greece had suffered communist attempts to take over power at very different times
_ Greece between 1946 and 1949, Portugal in 1975. Spain had been vaccinated
against communism during the civil war, between 1936 and 1939, and since then
the Communists had not taken up the offensive. In fact, while the Portuguese and
Greek communist parties were strongly Stalinist and were closely linked to the
Soviet regime, the Spanish Communist Party, at the time led by Santiago Carrillo, in
the aftermath of the civil war and due to the fact that Stalin had many of the
Communists that took part in it eliminated, put up considerable resistance to
Stalinism and became a Euro-communist party from the start, similar to the Italian
Communist Party, although the experience of Euro-communism ended in failure.

Democratic Transition in Portugal and the Enlargement of the European Union

“Euro-communism” stood for criticism of totalitarian solutions, particularly from
the end of the seventies, when the transitions to democracy had been made and
dictatorship had disappeared from western Europe.

Of all these processes for transition to democracy, the Portuguese process was
the most illustrative and the one from which the most positive inferences can be drawn
for today’s times. And indeed it did influence the transition in Spain. All Spaniards
recognise that without the errors committed in Portugal in 1975, democratic transition
in Spain would not have been so easy and so peaceful.

The exemplary nature of the Portuguese case is due, first of all, to the circum-
stance of Portugal being a colonial empire — it was the first to be established in Africa
and in the East, in the fifteenth and sixteenth centuries, and the last to disappear. This
is a unique and very interesting feature which should not be overlooked. In fact,
the dictatorship of Marcelo Caetano, Salazar’s successor, was brought down by a
typically military revolution and it was the colonial war, already underway for 13
years, that gave weight to it. It was a hard war, and some of the military were being
commissioned for a third, fourth or even fifth time to do service in Africa. They had
no wish to die an inglorious death in a war with no military solution in sight. They
had realised precisely this — there was no military solution — and since dictatorial
power had proved incapable of finding a political solution to the colonial wars — because
it refused any form of dialogue and would not agree to the principle of the right of
colonised peoples to self-determination — the Portuguese military brought about the
revolution with the main aim of ending the colonial war. To me it is obvious that it

was this idea that motivated and explains the 25 April. Unfortunately, the end of the
war and the acceptance of the principle of decolonisation occurred in Portugal 15
years too late, at least when comparing with the decolonisation conducted by France
and Great Britain. It was clear, to those with a thorough understanding of what was
happening in the world, that Portugal could not continue with the empire — as the
followers of Salazar and later Marcelo Caetano wanted — after the French and British
colonial empires had been completely broken up, in the significant decolonisation
movement of the sixties.

Furthermore, Portugal suffered an attempt by the Communists to gain control.
In 1974, when the dictatorship collapsed, there were only two underground political
parties of any importance. One party that was solidly-based and well organised
was the Portuguese Communist Party (PCP), founded in 1921, and that underground
had survived the Fascist dictatorship well, and shown considerable courage (and it
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must be remembered that the Communists in Portugal, contrary to what happened in
the eastern countries, were not the persecutors, but the persecuted, spent many years
in prison and this gave them tremendous moral authority immediately following 25
April). The other party was the Socialist Party (PS),which was democratic and plural-
ist, and was the result of the change made to the “Ac¢do Socialista Portuguesa”
(ASP), founded in 1964. This was above all a movement of political staff and intellec-
tuals that in view of the imminent fall of the dictatorship, became the Socialist Party.
This came about in a congress held in Germany on 19 April 1973, with the support of
the German Social Democratic Party (SPD).

In 1974, the Socialist Party had a development strategy for the country, that involved
gradual decolonisation, controlled to avoid further wars, consolidation of a pluralist
democracy and the accession of Portugal to the European Economic Community - from
the time of the first legislative elections held in freedom, the slogan of the PS was “Europe
with us”. The Portuguese Communist Party had a strategy for gaining control that was the
exact opposite of the PS. The PCP wanted to have what the Communists called “a revolution
economy” (they had in mind the example of St. Petersburg in 1917) and aimed to move
directly to a system of “people’s democracy” type. For the PCP, the ideal situation was to
change Portugal into a kind of European Cuba. A scheme was designed, using the people-
based economy model, the same used in the eastern European states, and decolonisation
was to be used to get the USSR into Africa as a major power and subsequently to submit
the new independent African countries to Soviet imperial rule.

This, in short, was the major contradiction between the two main left-wing parties
in Portugal, but the country was not immediately aware of this. Immediately after 25 April,
the military who were part of the Armed Forces Movement (Movimento das Forgas Armadas
— MFA) had a sketchy idea of what they should do. They wanted to putan end to the
colonial wars, of course, but they did not know how to do this. Apart from decolonisation
they had the vague idea of wanting democracy and development — it was politics based
on the “three Ds”: decolonise, democratise and develop — but they did not know how to
achieve this. They made an appeal to the political forces and set up a “provisional
government”, that had neither consistency nor cohesion, in which every member did
more or less as they pleased, striving for what they felt most correct for the country. Butit
was quickly found that there was a dividing line, or water shed, between those who did
indeed want to pursue pluralist democracy and a relatively controlled process of
decolonisation, and those who aimed, as they put it themselves, at that “revolution ecoqomy”
moving directly onto the next phase, that is, a Soviet inspired “people’s democracy”.
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Interestingly, Europe hailed the Portuguese revolution with extraordinary enthu-
siasm. For the first time, after so many failures and false starts to democracy in the
world, here was a country in Europe throwing off a dictatorship! Two months later, it
was the turn of Greece when an end came to the “dictatorship of the Colonels”. A kind
of euphoria reigned throughout Europe, although without any real understanding of
what exactly was happening in Portugal. The Portuguese revolution came as a tremen-
dous surprise to the western countries that had, until then, always collaborated with the
dictatorship and that were convinced, up to the eve of the coup, that the dictatorship
was solidly in place. Consequently, they had in no way prepared for the post-dictator-
ship situation and retained or sent to Lisbon ambassadors who were sympathetic to the
situation but who knew very little about what was going on. Besides, even for a Portu-
guese citizen the situation was difficult to understand. Civilians did not know ‘who was
who’ among the military — they simply did not know who they were. For example, when
I returned from exile in France two days after the revolution, I asked my party comrades
what they thought and who could be trusted among the military. Interestingly, the
names they gave me were, as I found out later, those who were closest to the Commu-
nists and who, at the time, seemed to be the most moderate, because this was the “word
of command” of the PCP. The military were in the same position with regard to the
civilians. They did not know who we were, they could not distinguish the Socialists
from the Communists and, often, they got it wrong and “backed the wrong horse”.

In the midst of all of this, the State had completely collapsed. Street demonstra-
tions began on the day after the revolution. “No more soldiers for the colonies”, was the
cry taken up by the militants of the extreme left. This came to mean the breakdown in
aid from the mainland to the African colonies, when the military who were still there
had begun to fraternise with the guerrilla fighters of the nationalist movements. These
same movements had had no form of support from the moderate African countries, nor
from the member states of NATO and allies of Portugal. Basically they were only
supported and sustained by the Communist countries — USSR, GDR, Czechoslovakia,
Bulgaria, Hungary, Poland and, in some cases, China. They could count only on the
solidarity of the countries of the “eastern bloc”, although they did have some contact
with the Scandinavian countries. In this way, almost imperceptibly, the nationalist move-
ments, even when they were not actually communist, were gradually subjected to the sup-
port of the international communist movement.

As for the Portuguese democrats, we had the solidarity of some European countries,
particularly Britain (the Labour government was in power), Germany (the Social-Democrats
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were in power), Sweden (the same) and Italy, but apart from these, we had no effective
support from any other country. France, for example, after the flight of General Ant6nio
de Spinola, on 11 March 1975, thought it would be best to give support to forces set up
outside Portugal or an attempt at a pseudo-democratic, restoration type coup d’etatwhich,
had it taken place, would have been fatal for this country, because it would have offered
“on a plate” the pretext to set up a communist regime in Portugal — and take the classic
example of what happened in Cuba. In the United States of America, the reaction was
one of torpor and almost total indifference to what was happening in Portugal. The USA
had other concerns, although it did appoint a special ambassador to Portugal, Frank
Cariucci, who merits some acknowledgement. Ambassador Carlucci, an American of
Ttalian descent, is highly intelligent and clearly understood the Portuguese political process
and helped us immensely.

The fact is that at this time the North American Secretary of State, Henry
Kissinger, had come up with the famous “vaccination theory”, in which it was
thought preferable to allow a communist regime to take hold in Portugal, be-
cause this would act as a true “vaccination” against communism for the other
countries in Europe. Towards the end of 1974, when I 'was the foreign minister
for the Provisional Government, I spoke to him for the first time in Washington.
Kissinger said to me: “My dear friend, it would be best for you to stay here. We
will arrange a job for you in an American University. If not, you will be wiped
out in Portugal: either they will kill you or you will be put in prison again.
Because, obviously, you are the Portuguese Kerenski. And Portugal is lost to the
West”. No matter how many times I told him that I did not think I was a Kerenski,
1 could not agree with this comparison, nor with that of Masarik or Allende, the
Americans were certainly convinced that the game was already up because, at
that time, the President of the Republic, the prime minister and many military
chiefs were either communist or prepared to play the communist game. They did
not count on the reaction of the people and this was what the Socialists were
encouraging and guiding. They attached no importance to European solidarity.
For this reason we had to defend ourselves and to act almost alone.

We managed to defend ourselves and to act almost alone, despite the military being
used for the ends of the PCP and other extreme left political groups that at the time prolifer-
ated in Portugal, particularly after General Spinola had resigned from his position as Presi-
dent of the Republic (to which he had been appointed by the Junta de Salvagdo Nacio.nal),
after the events of 28 September 1974. Spinola decided to resign from his duties because he
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felt that all of the political levers escaped him and few of the military obeyed him. He took
this decision without any prior consultation and without even notifying us. For example, as
the leader of the PS, I was abroad and was taken completely by surprise by the news given
to me in the midst of a Council of Europe meeting when I was answering questions. At a
certain point in the meeting, a member asked me: “Do you think you are still a minister?
There has been another outbreak of revolution in the streets in Portugal”. I answered him: “I
may no longer be a minister, but now let me tell you what I think about the situation in
Portugal”. It was a very difficult situation. The resignation of General Spinola and after; on 11
March 1975, his flight abroad, gave tremendous added strength to the PCP and the systematic
manipulation of the military and civilians that the Communists then began.

Immediately following the April Revolution, the archives of the political police
(PIDE/DGS)were opened to whoever wished to consult them. When I returned to
Portugal, one of the first things I said to General Spinola was “For God'’s sake, have
the PIDE/DGS archives sealed! Do not let anyone use the: political police archives”.
He did indeed appoint a General to deal with these archives, who in turn appointed
some advisers, who were very pleasant people and highly capable, but the majority
were carefully selected Communists, as we were able to prove later. The result was
that the archives were certainly photocopied and used later. Many people, both
civilian and military, were later the targets of bribery. Only in this way can you
explain how people who were conservative and even known to be anti-communist
changed from one day to the next to being enthusiastic members or loyal collaborators
of the PCP. Of course, one year later, discretely or not so discretely, they jumped
back to their original beliefs. In the eastern and central European countries something
very similar is happening, and it will certainly be practical and necessary for the files
of the former political police to be duly protected, so that they do not have a negative
effect on future political development.

You may ask how it was in Portugal, faced by so many difficulties, that those
endorsing democracy managed to win through. It was indeed something quite
extraordinary! I suppose they gained ground in the streets and also the Socialists man-
aged to hold on and not to leave the government or the political process before time,
despite every sort of crisis and difficulty within the “provisional governments” that
followed one after the other after the Revolution. On 1 May 1975, five days after the PS
had won the elections to the Constituent Assembly, I was prevented personally from
joining the group on the stage in the stadium where labour day was being commemo-
rated, although I was the Secretary General of the PS and the foreign minister of the
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provisional government. This caused major repercussions, inside and outside the stadi-
um, that almost put an end to the commemorations. But it was after this incident that
the PS began a major recovery in the streets and among the overwhelming majority of
the population. We, the Socialists, gained confidence and the cry taken up in the streets
was: “Socialism yes, dictatorship no”! We did not want to return to a dictatorship, whether
of the right or the (pseudo) left, and we were understood by the people. I should add
that the Church too played a very important part. Discreetly, but effectively, the Church
was present throughout this whole struggle, which involved a constant stream of street
demonstrations that attracted more people each time. Almost every day, in Lisbon,
Oporto and in the main towns and cities throughout the country, the people came into
the street shouting slogans and protesting against the manipulation of power by the
Communists. This caused a split among the military.

The first free elections for the Constituent Assembly were held on 25 April

1975, exactly one year after the Revolution. A few weeks later, in the month of
June, following a Communist, left-wing attack on the newspaper Repriblica,
sympathetic to the PS, the Socialists walked out of the IV Provisional Government
and caused a serious political crisis. Other independent ministers and the People’s
Democratic Party (PPD), accompanied the Socialists some time later. This meant
that the Communists had to form an emergency government — the V Provisional
Government —made up exclusively of Communists and the companions they had
picked up along the way. This crisis and the make up of the new government gave
rise to serious confrontations during what became known as the “hot summer” of
1975, which marked the start of the counter-revolutionary movement. That is, we
caused a division in the Armed Forces Movement and, from then on the Communists
and their allies, who felt they were losing ground, recklessly threw themselves into
an attempt at a final coup in a last bid to take-over power, an attempt that ended in
failure. It was the coup on 25 November 1975, followed by a counter-coup, that
eliminated the first and re-established the democratic process.

From that time on, the transition to democracy was peaceful. In fact,
throughout the whole process, from the time of the revolution, there was some
violence in the streets, but fortunately there were few deaths. After “25 November”
a political compromise was established, expressed in the pacts agreed between the
MFA and the parties, which, it must be said, were accepted by the Communists,
with some tactical meaning. This compromise for a peaceful, gradual transition to
democracy, meant that the elected Constituent Assembly could draw up and approve
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a new Constitution for the Republic. The text of the Constitution approved on 2
April 1976 is in itself a compromise in establishing a Revolution Council as an
organ of power, the members of which were exclusively military, and in recognising
a revolutionary legitimacy apart from a democratic political legitimacy expressed
by the vote of the people. It was against this background that the first legislative
elections were held for the new Assembleia da Repiiblica (Parliament) as well as the
first elections for the Presidency of the Republic. After these elections the First
Constitutional Government was formed, over which I had the honour to preside. It
was a fully democratic government and, for the first time after the Revolution,
included no Communists. It was a minority government, formed exclusively by
Socialists, with a relative majority in the Assembly, although initially it benefited
also from the parliamentary support of the Social-Democrats and the Christian-
Demo-crats. This government was to be brought down in the Assembly 18 months
after it had been sworn in, but the Portuguese democratic process had been stabilised
effectively. Some years later, in 1982, the first revision was made to the Constitution
of the Republic and the Revolution Council was abolished. Only democratic
legitimacy was politically valid. In 1989, the second constitutional revision eliminated
from the text of the Constitution the principle of the irreversible nature of the
nationalisations that had occurred during the revolutionary period. A market
economy was fully re-established, although it had never ceased to function, which
meant that when Portugal joined the EEC on 12 June 1985, considerable impulse
existed to help develop the country.

The writer André Malraux wrote some words that are highly pertinent in referring to
this troubled but decisive period and I would like very much to quote them here because
they are absolutely correct: “For the first time in History, the Portuguese Socialists demon-
strated that the Mensheviksare also capable of overcoming the Bolsheviks’. With pride I
can say that this historic fact took place in Portugal.

We were able, therefore, to build a true pluralist democracy. This democracy
was highly stable, there was a division of powers, and it was recognised that an open
society with a market economy was essential, with a free, democratic union move-
ment and the political rule of dialogue and social consultation adopted. In the First Con-
stitutional Government, of which I was the prime minister, we managed immediately in
1977 to get the authorisation of the Assembly to ask for negotiations to begin for Portugal’s
accession to the European Economic Community. These negotiations continued for seven
years, which was an extremely difficult time for the country. Our major argument to
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Portugal’s future partners in the EEC were exactly the same as tkfose used today b?r the
Czechs, Hungarians and Poles: “Now that we have managed to {nstall a democratic .re-
gime, you cannot leave us at the gates of the European Community and refuse us assist-
ance! How do you expect us to be able to hold on to a stable democracy when we are
confronted by a disastrous economic and financial situation?” In 197§ and 1977, we
received a large foreign loan to help finance the daunting task of economic recovery. We
felt it was fundamental for us to join the EEC to be able to consolidate democra?cy {n
Portugal. These were our major arguments in 1977, but we only 'achu.eved a‘cc.esmon in
1985. Due to chance and political circumstance, I was once again prime minister and,
therefore, had the honour of underwriting Portugal’s Accession Treaty to the EEC. .
This accession, apart from being highly relevant to consolidate the democratic
regime, and for the progress and economic development of the country, also mear.'nt
that Portugal returned to Europe, the necessary direction for a sm'f\ll democratic
State that had loyally decolonised and renounced the emp.ire‘ During the former
regime, Portugal’s economy was based entirely on colonial rule and, when Fhe
colonies were lost, the situation became chaotic, due mainly to the mass returr.l of
those Portuguese resident in Africa (around one million) and ?l.so to the raczxc:l
changes brought about during the revolutionary perioc'l. A pf)l}t1cal leader o1 the
old regime, ambassador Franco Nogueira, who was foreign m.lmster under Sa a.zar,
claimed: “If, one day, Portugal loses its colonies, inevitably it will beci)me a province
of Spain. It will have no more reason to be an independent country”. We managed
to prove that this theory was wrong. The independence of Portuga.l was .nevef at
stake: Quite the contrary, we reaffirmed, as never before, our national 1dent1ty,
raised the prestige of the country and reinforced its independence. But .all of this
had to be achieved, as it was, within the framework of Portugal’s acce?s_xon to the
EEC, which occurred at the same time as that of Spain, and which f.ac1lxtated e}nd
developed understanding and co-operation between the two Iberian countries.
Indeed, relations between Portugal and Spain have never been so good. and
communication between the two countries never as intense. The.re are pr.act.lcally
no borders any longer between the two countries, but the truth is that w1th}n tk.le
European framework to which we belong, there is no risk of P?rtugal putting -lt;
independence at risk. Today Spain is 2 democratic, decentrahsed. count.ry WI‘I
several autonomous regions — and even has some complex natlonz.ll 1dent1.ty
problems. Unlike Spain, Portugal is a nation State, with considerable national unity
and has no regional, linguistic, religious, ethnic or border problems.
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However, democracy is not a static process. It requires dynamic, on-going
construction which, to a certain extent, is never complete. Despite the enormous steps
taken towards the development of the economy and society, in economic terms Portugal
still has some grey areas, interrogations and uncertainties. Restructuring and modernising
industry, agriculture and services has not been completely or satisfactorily achieved, although
there are some encouraging signs in certain important areas such as the growing
internationalisation of several Portuguese companies and the consequent strength added
to some national economic groups. Furthermore, the success of Portugal joining the
“advance guard” of the single currency — the euro — is a highly positive sign and
encouragement to proceed with the necessary and essential reforms required to modermise
the country. It must be remembered that sooner or later, the time will come when the bill
for the benefits received during the early years of European integration will have to be
paid. And Portugal will have to be ready to face this new phase successfully.

In addition, although Portugal was always — and will continue to be —a coun-

try with an undeniable “African vocation”, relations with Africa have not been suffi-
ciently developed or consolidated. And Africa has evolved badly. We must recognise
that in global terms, the whole of the African continent evolved disastrously after the
decolonisation and independence movements. Europeans began taking a different
view of Africa. The British, French, Belgians and Portuguese, as well as other Europe-
ans living in Africa, thought that up to the Second World War they were there to stay
and, therefore, made an effort to create institutions and organisations for effec-
tively developing African territories — plantations, fields, mines, intensive agri-
culture, some industries, road networks, basic drainage, schools, hospitals, health
centres, etc.. Whenever their presence in Africa became transitory and conditioned,
their attitude changed and they began to see Africa only as a source of trade, and
tried to gain maximum profits with the lowest investment — and the faster the better.
To this end, the best approach was to support local tyrants and accept corruption as
normal and regular. This cynicism of Europeans towards Africa is one of the causes
of the terrible misery and desolation experienced today by the whole African conti-
nent. The balance of the first years of African independence is highly negative, as
René Dumont demonstrated, clearly and with great courage, in his study that today is
a classic: “L’Afrique noire est mal partie”. The balance is similar for the Portuguese,
although with fewer responsibilities, in view of the circumstances in which decoloni-
sation took place — late, and coinciding with the turbulent process of transition to
democracy in Portugal.
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Now, however, 10 years after the collapse of communism, the swing towards
democracy, also visible on the African continent, can and should lead to a new
approach between Africa and the West, which should have new foundations and
prospects if both parties show sufficient political determination and clarity of purpose.
It is essential for the African states to be truly independent and not just have the right
to independence. To this end they must have a minimum basis for sustaineld
development, both from the economic and social points of view. This, of cours.e, is
our historical responsibility as Europeans, which we cannot and should not reject.
Will we be capable of this? The problem of the so-called Third World - of Africa and,
to a certain extent, Asia, and from a different perspective, Latin America — is that of
the absolute need to organise a new world economic order.

To a certain extent, the problems that several eastern and central European
countries face today in consolidating their new democratic regimes — with all the
inherent economic, social and political difficulties — are of the same origin. We must
be fully aware of what this “other” Europe means for the European Union. There can
be no stable European Union if it remains indifferent to the rest of Europe. The
eastern and central European states are-as “European”, so to speak, as the western
European states. The contribution they have made to the idea of European civilisation
and culture, to the values that are common to us, is as precious and original as the
contribution made by the western European countries. It is absolutely fundamental to
accept this claim. To join the EEC, the Portuguese argued that they had conquered
democracy with their own hands and required European solidarity to consolidate it.
We cannot now refuse to show absolute solidarity and to listen to those who in

eastern and central Europe are telling us the same thing, although with even more
consistent and dramatic arguments.

It is clear that in the current state of development of the European Union,
particularly with the implementation of Economic and Monetary Union and witb the
euro coming into force, we must strengthen political unity, develop and consolidate
the coordination of European defence and security policies, correct the democratic
deficit of the institutions of the Union — particularly increasing the power of the
European Parliament - and give further encouragement to social cohesion policies.
The impact of the supranational European institutions depends on their having m(.)re
responsibility and subjecting them to wider basic democratic scrutiny. The coordmam:fn
and development of common policies in areas as important as justice and public

administration and reinforcing university, scientific and cultural cooperation, are also
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indispensable for Europe to become an enormous open space underlain by solidarity.
And it is for all of these reasons that I consider it urgent to make a global revision of
the treaties that govern the European Union, so as to give them the instruments required
to make them work effectively, without which enlargement to bring in the new
candidate countries could become a serious risk. _

But the problem of Europe today requires, in my opinion, creating an
increasingly wider-reaching unit. The enlargement of the European Union is essential.
If this does not happen, we may continue to witness the serious phenomena of
“Balkanisation” within the space that the geo-strategists call “Eurasia”, as well as an
increase in aggressive nationalism that history has shown always to be so contagious
and dangerous for western Europe. We cannot overlook that the world today, in
the process of accelerated globalisation, is almost completely deregulated and that
the fall of communism represented, for many, the opening of a true “Pandora’s
box”. As that serene source of inspiration, Greek mythology, has taught us, the
goddess Pandora had been given a box by Zeus and distracted or unwisely she
disobeyed his instructions and opened it releasing all the woes of the world. And it
is this that we are witnessing today in Russia, the Balkans and the Caucasus, for
example. All the woes of the world seem to have been let loose, just when we
thought that the end of communism and the “eastern bloc”, ruled by the former
USSR, would .bring the euphoria of freedom and regained democracy. But
uncontrollable: problems, some even unsuspected, are now emerging and
developing a little everywhere. And the fact that the USA has become the sole
military super-power globally, with 2 manifest vocation for imposing its
determination to “police the world”, opens up new crucial questions on building
a “new international order”, bearing in mind new political, economic and strategic

instabilities throughout the world.

In view of these deep-reaching crises and instabilities that are a feature of the
increasingly globalised world in which we live, solidarity, both nationally and inter-
nationally, must prevail over egoism — and ideas on cooperation and the emancipa-
tion of democratic socialism or social-democracy must prevail over unchecked com-
petition and capitalism envisaged by ultra-liberalism. Democratic socialism or social-
democracy has been since the nineteenth century, and particularly throughout the
twentieth century, the major emancipating movement. In a gradual and reformist
way, it has brought to many people throughout the world more social justice and
more equality of opportunity, always with respect for freedom and human rights,
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within the context of open societies and market economies, in which the State has a
role to play as the regulator and controller in helping the less fortunate.

. We all know today that it is not the famous “invisible hand” that Adam Smith
spoke of, that will resolve the dramatic situation in which so many African, Asian and
Latin American peoples live, nor will it correct the pockets of poverty and marginal-
isation found in so many of the developed countries in the western world. The
serious situation in Russia and in other countries of eastern Europe proves that the
uncontrolled capitalism that has taken over there, does not resolve the enormous
social problems faced by these countries and may even give rise to new and danger-
ous disturbances. Social problems cannot be resolved through the simple mecha-
nisms of a market economy. Policies for solidarity and social intervention are also
indispensable, and they must of course respect freedom of participation for citizens
and fundamental human rights.

In many parts of our world, the basic problems facing millions of individuals
continues to be the problem of survival, as Willy Brandt emphasised 20 years ago in
his famous “North / South Report”. In recent decades we have seen the formation of
three centres for economic, scientific and technological development: the United
States of America (associated with Canada and Mexico within NAFTA); Japan (and a
group of Associated Asian countries); and the European Union. But apart from
these three major blocs of developed countries that benefit from scientific and
technological progress, two thirds of humanity continues to suffer the horrendous
problems of development and survival. Many millions of people do not have suffi-
cient food and live in misery. They live in ignorance and are the victims of disease
and a very low average life expectancy. Added to this is 2 demographic explosion
that is far out of control and increasing pollution problems that affect not only these
countries but the whole planet. Mankind as a whole is being seriously affected.

It is fundamental and urgent to impose a certain degree of rationality on the
development of the so-called “global village” and to develop new forms of coopera-
tion and solidarity among the peoples of the five continents. The countries that are
part of the three more developed world centres have increasing responsibilities. The
financial institutions and international organisations which they control have an es-
sential role to play in the context of globalisation underway, in trying to avoid even
greater gaps between countries and peoples, gaps that in time could have serious
consequences for us all, without exception. It is no longer possible to imagine that
the “first world” — the world of the richest and most developed countries — can
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continue to ignore, with impunity, the under-development and suffering of “other
worlds” that on their periphery are so pitiably limited to survival. The selfish tempta-
tion of our own well-being and indifference to the ills of others is an extremely
dangerous attitude for humanity as a whole. Under-development is ripe terrain for all
forms of extremism, from the most exacerbated nationalism to religious and cult
fundamentalism, including xenophobia and racism.

Intrinsic rationality and the values underlying ethical idealism based on free-
dom, tolerance and dialogue among individuals, peoples and civilisations must be
revived and spread widely. It is this idealism that must be recovered and defended by
this “common home” we call the European Union. The great “European ideals” which
are the grounds for the development of the so-called “western civilisation”, can only
be those of rational humanism, freedom, solidarity and equality of opportunity, rec-
ognising difference and respect for others.

Freedom usually brings about “miracles”, even when they are least expected.
The recent history of democracy in Portugal is an example of this. May it bear fruit!
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The Negotiating Process

Jodo de Vallera

I - Introduction and background

To consider the negotiating process comprehensively and in depth is a vast
and difficult task, basically because everything related to the European Union that
happens in Brussels and, to a large extent, in governmental and administrative
channels in the capitals, can be ascribed to that process. Alternatively, the topic
could be restricted to an analysis of working methods and procedures, but I do not
believe that I should choose in this context such a specialised approach, nor was
Iasked to do so. Therefore, a somewhat arbitrary and necessarily subjective delim-
itation is required, drawing from experience and memory what would appear to be
- more interesting to emphasise within the topic. I do not claim to offer any particu-
lar analysis, but rather to suggest lines for further reflection and to assist in some
way those who wish to draw a more complete balance on Portugal’s participation
in the intricate network of practices and play of forces that occur — and are putto
the proof ~ daily within the Community system.

I'shall address briefly some issues regarding the way national positions are
adopted in Lisbon and the organisation and defence of Portuguese interésts in Brus-
sels, as well as the necessary coordination between the front line and the rear guard,
trying to draw some conclusions. I shall also ponder the meaning of the vote within
the Council, with the practice of qualified majority voting now firmly established in
the community order. I will further attempt to summarise and give some consistency
to what might seem, at first sight, like a mixture of scattered measures, considering
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the driving forces which I believe have, across the board, guided our action on the
various levels of the different compositions of the Council.

2. However, before developing these topics, I would first like to make a
number of general remarks that could be useful in better locating Portugal’s
approach within a decision-making structure where the main streams of its for-
eign policy quickly converged, and which became a predominant catalyst and
conditioning factor of its economic development. I will also make some com-
ments of institutional nature related to the Community’s decision-making process
and its development.

2.1. Contrary to what many predicted prior to signing the act of accession,
Portugal’s integration in the European Community, including the stage of initial shock,
was not accompanied by disaster, nor did it lead to a break down when it came to
adapting the country’s economic and social structures, or when public administration
was called to face new demands and challenges. The generally acknowledged suc-
cess of the first Portuguese presidency in 1992 was an expression of maturity, prep-
aration and the good performance of the different agents involved in the process of
European integration. I underscore this aspect for several reasons. Firstly because,
when motivated and put to the test, we are usually better than we care to admit; the
need to take risks and exposure to foreign stimuli have paid off in Portugal, to the
detriment of more defensive and fatalistic attitudes.

Secondly because, when assessing the negotiating process in Brussels,
memory tends to be short and oblique: one might say that the habit of success —
enhanced by the tendency, rooted in Community choreography, of centring the
analysis of the decision-making process excessively on the cult of triumph — made
us, at the same time, more detachedly suspicious and blasés, removed from the
context and above all preying on failure.

Thirdly, because the focus of evaluation often tends to fail for being too imme-
diate and circumstantial: the first one-off inconvenience shadows the good progress of
the whole, as well as, inversely, a laudable performance in a particular sector up-stages
global development that could tend to be hazardous. In such an exercise it is funda-
mental, without obviously overlooking management, not to lose sight of long term
objectives and to view the inevitable enthusiasm and setbacks accompanying the
intense Community daily routine against a wider reaching background.

2.2. Overall, accession was undeniably positive. Its beneficial effects were.

visible in the recovery of the gap in economic development, the change in attitudes
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- and signs of social wellbeing, in the gradual restructuring of productivity with sacrifices

controlled and limited in terms of employment, in the adaptation of the financial system
and the development of infrastructure: The dynamic effect of the response to the
challenge was greater than the effect of the disturbances caused in the more vulnerable
sectors. Among these, agriculture, not surprisingly, proved to be a particularly difficult
area. Even today the gap between a common agricultural policy geared to the countries
of the North and the structural weaknesses affecting Portuguese agriculture, which are
more striking than those to be found in the other southern European partners, has not
been sufficiently narrowed. Despite emotional clashes and contradicting interests
that occurred, for example, in deep sea fisheries and the canning industry, clear
advantages have still been obtained for Portuguese fisheries with the revision of the
regime that was in force with Spain, with incentives given to market organisations
and structural aid received. Besides, one can legitimately ask whether these difficul-
ties would not have been even greater if accession had not occurred. Equally obvi-
ous is the fact that many of the benefits acquired lie in the considerable increase in
the transfer of structural support to the less developed regions after Portugal and
Spain joined. The cohesion policy, with all its merits, has to be viewed within the
context of the relative distribution of wealth within the Community space, which has
necessarily an evolutive nature, and of the priorities ensuing from the play of forces
that condition each Community negotiation. It is difficult to imagine that Portugal will
continue to benefit indefinitely from the amount of support received. The less positive
phase that will follow must be overcome, as well as certain bad habits created at home
in the meantime, such as the incorrect understanding that integration is above all worth
while for the financial transfers received.

2.3.Far from concealing or clashing with other fundamental objectives of Portu-
guese foreign policy, a critical issue that, understandably, was also of concern to many,
the European Union became not only a constant framework of reference, but it also
complemented, extended and contributed towards feeding specific interests of Portu-
gal as an entity in the system of international relations and at the centre of a dense
network of historical links built up over the past. Without going into detail, I would
argue that this was the case, both in the management and development of traditional
areas where Portugal was active abroad (Spain, Brazil, to mention those where the
level and nature of relations were most impressively intensified, the USA, NATQ), as
well as in the building of new or renewed areas of intervention (the African Portuguese-
speaking countries, the Community of the Portuguese-Speaking Countries, Lomé, Africa,
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Morocco and the Mediterranean, Macao and Timor) or in the defence and expansion of
elements intrinsic to a Portuguese identity (culture, language, diaspora).

2.4. One of the original features of the European Communi.ty - ra.rely men
tioned among its distinguishing traits, perhaps because.lt is so obv1‘ous —is tha.t.lt is
not a static, completed, self-contained body, not only i terms of its composmon‘;
but also regarding the universe of horizontal and veijal areas of competence 1—
comprises, and the actual rules that govern it. The changing nature of the C?mmtl:
nity has been a constant feature, intensified ov.er the fquxteen years followxflﬁ the
enlargement that brought in Portugal and Spain. Revisions of the Treaty with t [:
Single European Act, Maastricht and Amteréam, past and future enlarg.emén ;
expansion of areas of responsibility, introduction 9f new concepts and Ob]e[(:“‘,e:
readjustment of policies and priorities, confrontation be_twe.en .levels of ambition,
aims and means, changes to working rules and to the institutional balanc.e, .sui-
ceeded one another at a stage in which the notion of "permaneflt negotnatlorll1 ;

perhaps as never before, Was intrinsically linked to t'he Commun.m./ sys;e'm. T :
Community that Portugal joined, even retaining t?sse_nt.lal characteristics of its c?rl,
was substantially different from the Union of which it is 2 part.today, and certam?r
different from the one that will continue to be built over coming y(?ars. Nor can 1;
even be said, as some were tempted to say at the time of conc.ludmg the seconf
“Delors package” (once some doubts were cleare:d up.regardmg th.e concegtd?e
subsidiarity and the creation of new pillars), that its trajectory was linear ;m ;
meaning of integration almost pre—determined,' ?0 that the ne.xt steps to he. C(;hmt
pleted were simply a question of time and polmca¥ op@rtumty. The ’trut is tha
Amsterdam — and 1 am aware that here I am venturing into .conLroversnal mfitters -
even if in some areas it continued the more orthodox infegra.tlon appro.aches m:augu(—1
rated or promised in the Treaty of the European .Umon, in others it afcc;:nu;ated -
specific original features Of followed a number of dlffe'rent routes, some m. af:tlezlof
ing away from what were the original intentions of their foun.ders orthe prmckl)p ez °
the ever attentive guardians of the purity of the Treaty. Al'so in Ams.terflam—. esi g
hubs of tension within the field of inter-state power-sharing, held in llmb(.) in pre?vn
ous reforms but which grew on the wake of the traditional debate on the .distr.lbut:on
stitutions — there were increasing signs of a widening gap

of responsibilities among in ; '
between ambitions announced and the means supplied to achieve them. Agenda

2000 was to a great extent the natural consequence of this approach, and the atfnqs-
phere surrounding its negotiation, as well as the perspectives that it opened up withits
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outcome, are substantially different from those characteristic of the Delors epoch.
Despite the launching of the euro and the new adventures announced in the fields of
foreign policy and common security and defence, new areas of doubt arise. Addi-
tional work is again required to meet common goals beyond day-to-day manage-
ment, to regain the interest and support of citizens, to give a renewed prestige to the
institutions and to deal with what is being announced as a serious identity and growth
crisis (although the history of the Community has been a whole succession of these
same crises, all creative up to now). More than ever before, in such circumstances, a
clear idea of national interest is required, but understood as an interest which is part
of 2 mobile and ever changing Community, to whose moods one must be vigilant
and whose course, for the benefit of all, one should attempt to influence and chart.
2.5. The Community structure, as we know it and as it has evolved to date, is
based on a complex balance among institutions and among States which, despite not
granting arithmetic parity to representation in all institutions, is based on the principle
of equality, and provides guarantees and means to all, even the smallest, to shape
policies and constitutional rules, in short, to influence the course of events and defend
their interests. Even being aware of the reality principle which shows that the degree of
influence does not depend only on the number of members of parliament nor on the
votes within the Council - a principle which in fact often works both ways ~ and that
the larger States benefit in any circumstance from other kinds of advantages, the fact is
that, in this respect, the system has worked satisfactorily and to it much of the success
and attraction of the Community model is-due. It is a well known fact that the quality
and efficiency of a presidency is not related to the size of the State holding it — more
administrative flexibility and less permeability to internal constraints encourage the work
of smaller members and facilitate their effort to reach compromise — and as the statistics
of voting within the Council have shown both the great and the small are occasionally
outvoted when decisions are taken on a qualified majority. Whoever wishes to change
this state of affairs should remember that in the Community there are no permanent
alliances, apart from a certain regularity of convergence, of varying geometry, that
tend to be repeated in some recurrent themes or sectors of Community activity, and
that it is common in the same meeting to oppose a partner with whom on the next
item you find to be on the same side; that the “small countries”, as a body of
interests likely to unite against the “big countries”, is an abstraction that was never
manifest in the process of Community decision-making (while there are cases in
which the opposite has occurred); and that itis fundamental to respect the principles

61



62

Jodo de Vallera

of balance between States regardless of their size, as well as safeguarding legitimate inter-
ests that might be peripheral compared to the Community average, not only for reasons of
principle or for the theoretical defence of the principle of equality, but quite simply
because the Union would not survive the break down of this kind of social contract which
is a keystone in the whole system.

2.6. The practice of unanimity, difficult to overcome in matters of a constitutional
nature or with a particularly sensitive dimension, has often been the cause of obstacles to
legislative activity and, in principle, an invitation to a certain degree of rigidity in negotia-
tions. It can also be seen as a false advantage when one has to face the costs of prevent-
ing single-handedly the approval of an act supported by the remaining partners. Qualified
majority involves risks, but is undoubtedly necessary for the system to function properly
and, therefore, for pursuing the common interest. Only Q.M.V. allows the Commission to
fully exert the prerogatives granted by article 250.1, a keystone of the so-called Community
method that has survived, even if sometimes under attack, the different revisions made to
the Treaty. The threat to face a vote in the final step of negotiation forces Member States
to negotiate well from the start and separate the essential from accessory aspects; this is
why it is usually said, paradoxically, that 2 qualified majority is, more often than not, the
most effective and swift way of achieving consensus. However, for its force of attrac-
tion to continue and for its nature not to be wrested, negotiating practices in force —
including the detailed and thorough analysis of the proposals and the serious attempt

to overcome the problems raised by Member States at the three levels on which the

Council operates — should not disappear on the wake of any simplification of working
methods. It is nonetheless difficult, within the package of subjects scheduled for the
next Intergovernmental Conference, that Q.M.V. be assessed according to its own mer-
its, as it will be inevitably linked to the other basic terms of the negotiation: the Commis-
sion’s composition and the weighting of votes within the Council. The latter is tremen-
dously sensitive; as for the former, when returning one day to the possibility of some
Member State having no Commissioner, there will be countries that will always refuse it.
This is not because a Commissioner represents his or her country of origin, but because
it is difficult to imagine that a body with the powers of the Commission can exercise
with propriety its right of initiative without access to a comprehensive and direct knowl-
edge of the realities of its Member States.

On the other hand, the Commission might lose credibility, authority and

legitimacy in 2 Member State, or at least with its economic agents and citizens as a

whole, if it were not to include a member of the nationality of that Member State.
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2.7.1t may seem a minor issue, but it is a mistake to imagine that procedural
rules and practices are a secondary aspect that can be casuistically laid aside in the
name of simplification and efficiency. In an ever more complex Community, and
with increasingly more bodies involved in the decision-making process, institutional
and procedural heterodoxy or abuse, in Community routine, serve only those with
most capacity for exerting influence outside the system and the basic principles of
true transparency. 5 oa :

2.8. Not so directly linked to the negotiating procedures, but with regard to
enlargement and changing structures, I would like to make one last general remark:
certainly any enlargement brings with it the seeds of dissolution, the more so in
affecting the degree of homogeneity previously achieved and threatening, in the
mathematics of voting and management of time, the decision-making procedure. It
is nevertheless false to conclude from this premise that an enlargement process is
necessarily followed by dilution. The response of the system to the threat of greater
difference, if the right conditions are made available, could, on the contrary, encour-
age quality progress in the integration project. This was indeed what happened after
Portugal and Spain joined. The effects of dissolution may be accentuated not only
through enlargement and the admission of new members, but by the attitude of the
States that are already part of the Community..In future enlargements it will be
particularly interesting to see the outcome of the dialectical opposition between
centrifugal and centripetal forces, how far and in which areas it will lead either to
new stages of integration, or to dilution or differentiation, the third way opened up
by the Amsterdam Treaty with flexibility and reinforced cooperation. The terms in
which the negotiations for Agenda 2000 were conducted — overdetermined by the
prevailing will of some Member States to constrain spending — may provide an initial
understanding of how trends will be tabled.

II - The formation of the national position

3. In the capitals

3.1. It is commonly said that joining the European Union demands radical
changes in the way in which the foreign policy of a country is conceived and
organised. Difficulties do arise, even for the specialists and even for those countries
that have been involved in the integration process for longer. Problems occur when
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setting up a structure to give constant, effective and smooth backing to conducting a
policy which is to be consistent and to accommodate the interests of the different
sectors involved in the Community, while ensuring control over the significant areas of
sovereignty that have been transferred to the European sphere. The correct response to
this problem is as necessary as it is complex, particularly when fully bearing in mind the
implications of the growing enlargement of the jurisdiction of the Union within its three
pillars, together with the deepening of the decision-making process, due to the increas-
ing number of instruments to be approved by qualified majority and to the introduction
of a new process, in itself evolving, as proved in Amsterdam, of codecision with the
European Parliament.

A preliminary conclusion drawn from experience is that there is no ideal
system for coordinating Community affairs, and that even in the better organised
countries where there is a solid tradition of centralised management of foreign
policy, decision taking involves a cumbersome process that occasionally misfires.

After trying out a good number of possible models, Portugal decided after
the final negotiations for accession, to use the system that from its general outline
prevails in most Member States of a similar size, and which is different from the
systems in force in countries such as France, the United Kingdom and Germany.
The coordination structure is based on the Ministry of Foreign Affairs, where an
Inter-Ministerial Committee meets weekly, under the presidency of the Minister
(who usually delegates the task to the Junior Minister for European Affairs or to
the Director General for Community Affairs) in which all the Ministries that have
responsibilities in community affairs are represented at Director General level, as
well as the Autonomous Regions and the Office of the Prime Minister.

Shortly after, two additional, inter-ministerial structures were created up-
stream, one at the top (Council of Ministers for European Affairs), to define strate-
gic guidelines and to arbitrate in inter-departmental conflicts of interest which
were left unresolved at inferior level, and another intermediary, at Junior Minister
level, to ensure the tasks of political coordination of more common aspects of
management, and of control of the implementation and enforcement of EU law
and of the occasional community legal disputes with the Commission or the Euro-
pean Court of Justice. Preparing major dossiers, such as Treaty revisions, enlarge-
ment or the negotiation of the financial perspectives, was sometimes entrusted to

ad hoc coordinating structures, under the control of the above-mentioned Inter- .

ministerial Committee.
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As mentioned above, the system is not perfect and it could certainly be im-
proved in many of the ways it works. However, it is also true that with an appropriate
dash of pragmatism, flexibility and a great deal of personal dedication — and despite
some dispensable overstrained heterodoxies — it has fulfilled its role, so much so

that, following the different solutions experimented before accession, it has remained .

unaltered for fifteen years.

3.2. The problem of defining the national position can be summed up
simply into three areas: : '

- the sounding out of opinions from the different economic and social inter-
ests and the more general question of information and communication with citizens;

—~democratic control; '

— defining the content, timing, level and placement of coordination.

The first area, more traditional in outline when dealing, for example, with
organising contacts with professional associations or with university circuits, has
varied in'scale and became particularly important when European public opinion
— following a trend opposite to the development of the European Community
itself, that changed direction from prevailing economic concerns to political and
social aims, moving towards citizenship — began gradually to lose interest in the
phenomenon of integration.

The second area, that has been felt in relations between national Govern-
ments and Parliaments, although with varied intensity within each Member State,
gave rise within the Community to a vast output of literature. It also resulted in
some misunderstandings, fed inter-institutional debate and, under the concept of
“democratic deficit”, it ensured in recent revisions of the Treaty a central role and
the transfer of significant powers to the European Parliament.

The third area leads to the crux of the Community decision-making process. The
immediate question is to determine which matters are to coordinate, and to what extent,
out of the tremendous number of affairs that are decided in Brussels. If, on the one hand,
the Community experience became part of a context in which there was more —and often
excessive — penetration and gradual autonomy seized by sectoral departments in areas
where in the past the Ministry of Foreign Affairs had almost exclusive control, on the other
hand, it is also true that the internationalisation of economic relations, and above all the
degree of integration achieved by the Community, led to a situation where a substantial
part of the policies for which these departments were responsible started to be decided in
Brussels. The tendency is, therefore, not to distinguish them from other instruments of
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internal policy. Inversely, and even in those decisions that do not require a close
coordination of the views of different departments, global consistency for action must be
ensured, institutional compatibilities verified, possible co-relations fine tuned, the building
of a centralised memory made possible, a vue d’ensembleguaranteed... Therefore, depending
on the sectors, timing and people involved, the central unit can coordinate more, less, or
even sometimes just what is required. This is par excellencea vast grey area in which the
outlines and definition of rules of the game are far from being stable.

The timing, level and seat in which a position must be adopted, with or
without prior coordination, is crucial in the negotiating process given that, in a
system with three vertical stages such as that of the Council, in which an increasing
number of decisions are taken by qualified majority, it is essential to intervene
right from the start of the process, at working group, and to adjust and filter
positions in the later stages of Coreper and Council, according to the pace and
exigencies of the negotiations. Here, as with survival within the grey area, the
Permanent Representations are called upon to play a constant and often decisive
part, as we will see later on.

The problem of coordination also arises in the stage prior to the legislative
process when, not wishing to be restricted only to reacting to proposals made by
the Commission, the genesis of which is often unknown, the Member States try to
influence not only their development but, ultimately, to create their own raison
d’étre. This entails a wide and complex universe of coordination with private inter-
ests, with national experts contracted and consulted by the Commission at the pre-
legislative stage, as well as the need to establish inter-institutional bridges. From a
different point of view, the same need for consistency and cooperation among the
different departments within the same country is felt at execution level (for exam-
ple, in transposing directives or in defining and implementing Community sup-
port frameworks as part of structural policy) and whenever a Community dis-
pute arises.

4, In Brussels

4.1. Defending the interests of a Member State can, thus, be viewed from
a broader perspective than that of its involvement in the actual decision-making
process of the Community, expressed through the participation of its representatives
in the different bodies where decision taking is prepared within the Council - and
also, increasingly, in codecision procedures with the European Parliament — until the
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final approval of the instrument to be adopted. It makes sense to extend the view as
far as the pre-legislative stage, when the Commission gathers information, consults
national experts and germinates the proposals it intends to present to Council, prior
to deliberating on them; and to further extend it to the post-legislative period, in
which the execution of policies and management of disputes heavily mobilise the
administrations of all Member States and multiply their points of contact with the
Community bureaucratic machinery. The scope of the analysis can also include, still
within the public sphere, but by-passing the responsibility and the line of command
of the national hierarchies, the participation of the nationals of each country in the
Community institutions. And to make the scope of observation even more complete,
increasing the number of players involved, it is conceivable to stretch it to the private
sector. If you add to this equation fifteen countries, the need to bring together the
vision of the decision-making centres in the capitals with the depending bodies locat-
ed in Brussels with varying autonomy, the number of sectors covered, including
those of the two new pillars, with their own rules, introduced by the Treaty of the
European Union, and finally the role public opinion and domestic and international
media play in all this, then you get a reasonable view of all that is to be understood
and, whenever possible, coordinated, within this vast and complex process.

Deepening and extending the areas of competence of the Union changed
Brussels into a centre of power where the representation of the most varied inter-
ests of the economic, social and political life of Member States converge and
multiply, as well as those of third countries, the multinational sector and profes-
sional organisations on a European scale. Their activities revolve essentially around
policy making, seeking to set processes in motion or influence final decisions, or
around access to the distribution of the plentiful budgetary means that the Com-
mission makes available in fulfilling its right of initiative and in conducting its
central responsibilities as the executive body of Community policies.

Regarding the latter aspect, a great part of the spending takes place at na-
tional level, as laid down in precise regulations (particularly in the case of agricul-
ture and structural funds). Brussels is, nonetheless, responsible for supervising
and monitoring whether the measures in the Member States conform with the
Community provisions in force; and it has a considerable capacity for directly attrib-
uting funds to implement programmes for international cooperation or approved as
part of internal Community policies, as well as for ordering studies, enquiries or
external evaluation.
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Without going into details under this heading, I would like to add the following:

~ the authorities in all Member States are cyclically confronted with the
wish to organise a national lobby which to some extent gathers, or at least cre-
ates, possible and effective channels of communication among the different spheres
mentioned above;

— the difficulties met within a task of this type are obvious, in view of the
size and diversity of the areas to be covered (remembering first of all that the
Permanent Representations and central coordinating structures are already over-
loaded, before attempting anything else, with the decision-making process in the
strictest meaning of the term, demanding as it is in terms of defining and defend-
ing national positions); due to the fact that this involves groups of persons whose
activities are based on a logic, institutional framework and codes of conduct that
are different, promoting interests that are not always compatible and might even
be conflictual; faced by the need to outline areas of responsibility and interven-
tion (not uncommon are the cases of confusion of roles, and sometimes dysfunc-
tion, among Permanent Representations, Commissioners’ offices or even European
Members of Parliament, often caused, although involuntarily, by the capitals them-
selves); such difficulties can however be attenuated if the level of ambition be
adjusted, the rules of the game clarified, the code of conduct respected and if the
sense of priorities is not overlooked;

— there are practices in all Permanent Representations that are designed to
contribute to integrate forces, as a defence reaction to the natural scattering of the
many agents involved in Community life; there is a need for coordination that arises
spontaneously from different sectors, bottom up, and not just as the result of a purely
theoretical exercise, and which tends to become sharper with the development of
integration and of the gradual understanding of the system and its decision-
making mechanisms; however, the national experiences, successes and capacity
for mobilisation vary, depending on practices, traditions and administrative dis-
ciplines, on national idiosyncrasies in relation to coordination, on the actual
effectiveness of private lobbying which in turn depends on several other factors
(economic development, level of internationalisation of the economy, acquired
experience of integration, size of companies and sectors of activity covered, capacity
for association and to react adequately to the Community’s “supply” and require-

ments, in a field in which the costs of geographic remoteness from decision-making -

centres cannot be ignored).
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4.2, As mentioned above, it is the decision-making process within the Council
that is the core of the work of the Permanent Representations, and the main object of
coordination between these and those bodies responsible in the respective capitals
for the coordination of Community affairs. I will make five brief comments on this
topic. : :
At the three classical levels in which decisions are taken within the Council
(working groups, Coreper and the Council of Ministers) Coreper — despite the
intervention of high level committees created in the meantime in specific.sectors in
the area of competence of the Union - continues to play a pivotal role in the
preparation of decisions. This role, recognised in the Treaty after Maastricht, was
reinforced and extended with the introduction of the codecision process. Core-
per, although split in two, continues to be the only place that enables a global
view of a decision-making system that is increasingly more complex and where
the horizontal, vertical and inter-institutional ramifications of the exercise of power
are a constant invitation to dispersion (suffice to remember that upstream of the
Council there are more than 200 working groups and, downstream, more than 20
different formations of the Council of Ministers, apart from the European Coun-
cil); and due to the moment it intervenes in the negotiation, it continues to be
the best place, linked closely to the working groups’ activities, for smoothing out
conflicts of interest between the different national spheres intervening in Euro-
pean affairs and the Community sphere.

The outcome of negotiations tends to improve when intervention begins at
the initial stage of the process, in the search for a good compromise. Inversely, a
postponed or crystallised position, left insufficiently worked through for the final
political decision level, does not stand many chances of being well succeeded. It is
convenient, therefore, to define the fundamental interests needing to be safe-
guarded, to understand the course of the negotiation and to assess the existing
display of forces, thus adjusting objectives and alliances, as soon as possible.

It is important to ensure a single formal channel for the transmission of instructions
from the centre to the periphery, although —and also because — the routine of the “permanent
negotiation” and the speed of reaction often demanded implies using alternative informal
channels to obtain or change a specific orientation at any stage along the way. Swift
communication with the capital and confidence between the centre and the periphery are
essential for this system — that includes the need for improvisation and flexibility, although
under control and within strict limits — to function.
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The Permanent Representations have enormous responsibility in managing
this margin of flexibility, suggesting adaptations to the negotiating approach and,
when necessary, anticipating guidelines, as well as in the coverage of the “grey
area” of coordination mentioned in the previous chapter. They also function as a
final control network where incongruencies, contradictions of inter-sectoral interests,
possible conflicts between sporadic positions and pre-established doctrine on a
horizontal and wider reaching plane are detected. In this exercise, the
Representations ensure a a posteriori coordination, using their own resources
(advisors who cover sector-based areas of responsibility, dependant, in the capital,
on the different state departments), or, in more serious cases, giving rise to a second
opportunity for reflection or arbitration in the capital, at a higher level.

The introduction of the codecision process has increased substantially the
responsibilities of the Permanent Representations, not only from the point of view of
quantity, since it opens one more platform for negotiation, but above all from the
point of view of quality. Indeed, although this is a stage closer to final decision,
preparation for negotiation takes place within Coreper and the representation of Mem-
ber States in the conciliation committees with the European Parliament is provided at
the level of Permanent Representatives or Deputy Permanent Representatives, and
not members of government, with the exception of the presidency in office.

III - The meaning of the vote in Council

5. The moment in the decision-making process which attracts more atten-
tion is the voting in Council. Much has been said and written on this topic, which
is also one that lends itself most to preconceived and definitive opinions, not only
from a reactive and conservative perspective, but also from the side of Community
“political correctness”. This is a sensitive field, where the consequences of transfer-
ring sovereignty to the Community are stressed and more clearly exposed, where
many opposing variables appear, where the weighting of individual interests is far
from being uni-dimensional, linear or constant, where intentions frequently clash with
day-to-day practice and where, whatever the direction of the basic position adopted, it
will result in a two-edged sword effect. On the one hand, the will exists to build an
effective decision-making system, that enables the Community to fulfil its objectives,
without being held hostage to the extreme position of one State or a very small group of
States; on the other, the determination to ensure the defence of legitimate individual
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interests, and the fear that these could be mechanically forgotten or overlooked as the
simple result of arithmetical majorities, cannot be underestimated.

Basically, agreeing to the enlargement of the instruments to be approved by
qualified majority involves a weighted risk for each Member State. On one side of
the balance hangs the advantage of the Community being able to function and
make progress as a whole, less vulnerable to being blocked by opponents and, on
the other side, the assessment of individual vulnerability in the case when the
position of that Member State stands against the course of negotiation. The analy-
sis of this risk comprises the perception of the capacity of being able to block
single-handedly a decision in a situation where unanimity is required (as men-
tioned under item 2), as well as the level of confidence in the system to cover
individual and minority concerns or, in limine, and in extreme cases, in the future
of the “Luxembourg compromise”.

6.1 will try to take the analysis of this topic a little further.

From a purely logical point of view, qualified majority renders the decision-
making process more flexible, avoiding potential blockage of decisions, and it is a
central element to the so-called Community method. Furthermore, unanimity tends
to make decisions more difficult, as we saw also in item 2. However, it does not
follow, as many assume, that unanimity necessarily leads to blocking or postpon-
ing decisions. Turning to statistics, we can see that more than 83 per cent of the
decisions adopted between October 1995 (after which the break down of the vote
in each decision became public) and December 1998 were approved by consen-
sus, in a universe in which most decisions could have been adopted by qualified
majority. There are certainly several explanations for this: not all proposals raise
the same degree of difficulty, or cause serious divisions of interest among Member
States, and the actual prospect of the vote tends to make negotiators more real-
istic and moderate in relation to their objectives. But it is also a fact that presi-
dencies have tended to maintain, up to now, the healthy practice of integrating
differing positions and of finding solutions that, without undermining the proposals,
make them acceptable to the largest number of States and, ideally, to all.

But there are other examples that contradict that over simplistic thesis. Revi-
sions to the Treaty, financial prospects, the framework programme for research,
where fundamental interests clash and where delays are prejudicial to all, have
always been resolved and in time, although the rule of unanimity applies to them.
One might argue that this is achieved through excessive compromise in one direc-
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tion or another, but it is the price to pay for constitutional decisions, or decisions
of special transcendence, in whose results all Member States’ fundamental preoc-
cupations have to be somehow contemplated, naturally in a context of reciprocal
give and take. However, there was neither blocking nor delay, in these cases the
incentive to finalise the negotiation being rooted not in the risk of being overruled
in a majority voting, but in the awareness of the common objectives to be achieved
and in the importance of losses — both collective and individual - that will be
suffered in the absence of a decision. :

Lastly, it is known that the universe of qualified majority has come to
almost coincide with that of codecision, a mechanism that has made the deci-
sion-making process more cumbersome and slower, immaterial of the other vir-
tues and needs that it has covered.

It follows that the efficiency of the decision-making process does not only
rely on the majority vote and that, as an abstract value, this efficiency has neces-
sarily its limits, which, if they are accepted as a consequence of the “democratic
deficit”, they should also be recognised from the point of view of the safeguard of
essential interests of the Member States — even if the discussion on their identifica-
tion remains opened and sometimes defies logic. The Union serves a common
interest, which is often held back by a constellation of national reservations (al-
though these have often proved not to be definitive, allowing the Community
system to develop as it did over the past fourteen years), but there are obvious
risks and limits in trying vanguardistic and demiurgical attitudes to impose one
view of the common interest, as opposed to a more gradual development of the
integration process. If the main concern of the critics of unanimity in any circum-
stance rested on effectiveness, they should defend consistently the generalisation
of the simple majority, envisaged in the Treaty as a general rule when the mode
of decision is not specified, thus getting round the difficulties still found in build-
ing up a qualified majority. '

Taking this analysis further, it can be said that within the three types of deci-
sion envisaged in the Treaty — unanimity, qualified majority and simple majority ~a
loophole, at least in theory, may exist: that of the non-weighted qualified majority (in
which each country casts a vote, as in simple majority, but the decision would only
be adopted based upon the approval of 2 number of votes higher than that of “half
plus one” that characterises the simple majority). This design could make sense in
areas where unanimity was the rule, which coincide with domains essential for the
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exercise of sovereignty, and where the aim was to introduce more effective decision

taking. It was supported by this approach that Portugal defended in Maastricht the
opening of common foreign and security policy to the majority vote. Even if this
move proved to be unsuccessful, it left nevertheless a trail: the exigency of a dual
majority, that requires a2 minimum number of votes but also 2 minimum number of
countries for a decision to be approved (in Maastricht: 8 Member States out of 12;
later 10 out of 15, after the last enlargement).

Today it is difficult to centre the discussion on the extension of the
qualified majority on its own merits, as was done in the past, for two reasons:
firstly, in view of the stated objective of the larger Member States in having the
vote weighting-scheme reviewed in their favour, as described in the introduc-
tion; secondly, because of the existence of codecision. Codecision was already,
to a certain extent, an operation of re-weighting. The distribution of MEPs per
country is closer to the logic of population proportionality, which means that
small and medium sized states are less well represented there than in Council;
and also, it can be hardly denied that the attribution of wider powers to the
European Parliament has been accompanied to a certain extent by a regroup-
ing of interests according to the nationality of MEPs, cutting across the logic of
organised party groups on a European scale. The same discussion is hindered
by the fact that there are no longer many fields left in unanimity likely to
become majority, which makes it more difficult to find points of convergence
between Member States whose approach to the problem on a sectoral scale
has, in fact, always been a source of division.

“The concept of “democratic deficit”, or “democratic legitimacy”, that worked-
out-in the case of the European Parliament, has been used as an argument in
favour of re-weighting votes in favour of larger Member States. The argument is
that these, relatively under-represented from the point of view of population
differentials, could be in a worse situation with future enlargements, that will
bring in States with smaller population numbers, and that a possible situation might
occur in which qualified majority decisions were taken supported on lessthan 50 per
cent of the total population of the Union. Underlying this approach is the principle
that-one person corresponds to one vote, unquestionable at national level, but
difficult to-transpose to a structure with the degree of integration that is to be
found in the Union, in which the Member States retain their status of principal
subjects, with a scarce common budget, where social policies remain basically
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within the national framework and where there are no systems for distributing
income more evenly. And even federal structures include forms of representation
for their Member States immaterial of the logic of proportionality, based on parity.
Apart from this, the data for the period in question (October 1995 to December
1998) show that more than 83 per cent of decisions were supported by countries
representing 100 per cent of the population, as indicated before; and that in 5
cases only, from a total of 749, was 62.6 per cent of the population reached (when
the lowest limit of the system in force is 57.6 per cent).

The extension of the qualified majority would interest above all, on the one hand, the
countries benefiting, in mathematical terms, from a greater potential influence within the
Council and the European Parliament; on the other hand, the countries that, because of their
structure and level of development, could more easily integrate into the centre of common
interest and, as a result, more frequently take their place within the majorities that in each
case determine Community decisions, as those are basically the ones that would have least
to lose and most to gain from the predicteddirection impressed upon the different Community
policies and approaches.

However, other factors come into play: the reality of the situation is not so
simple, and it comes in different combinations. The decision to adopt a position
within the average of Community interests does not depend only on the convergence
of exogenous objective conditions; not always are the countries supposedly located
at the “centre” those that are less likely to vote against; nor are all those that most
frequently vote against, those that oppose extending the majority vote (although it is
clear that in this case they seem to overvalue the method, accepting its consequences

. or even, almost paradoxically, defending a system that protects them from the not

always desirable option to veto, when they show an uncomfortable tendency to
isolate themselves); sectoral concerns clash with positions of principle, in many cases;
and there are countries with interests that tend to be less “centred” (like Portugal) that
not only have shown an open attitude towards the majority vote, but are also not
among those that more often choose to vote against in Council.

It is interesting to note — also bearing in mind that, in unanimity, the larger
Member States have the widest room for manoeuvre to impose, alone, a veto, and
are those that more frequently have blocked decisions — that the three Member
States that most often have voted against, and the sum of whose negative votes
combined with abstentions was higher than that of any other Member State, are
three of the largest States in the Union (during the same period, and in decreasing

The Negotiating Process

order: Germany — 40 negative votes and 18 abstentions; United Kingdom ~ 22 negative
votes and 9 abstentions; Italy — 22 negative votes and 7 abstentions; for the remaining
countries, respectively: The Netherlands (20 and 3); Sweden (17 and 1); Denmark
(14 and 3); France (9 and 6); Belgium (9 and 5); Spain (8 and 9); Greece (9 and 2);
Austria (7 and 2 ); Portugal (6 and 9); Ireland (6 and 1); Finland (6 and 0);
Luxembourg (1 and 5).

This picture shows an interesting view of the direction vote tends to follow
within the Council, and some hints on the level of satisfaction obtained by each
Member State in the decision-making process, on its objective negotiating
effectiveness, and on the level of existing “decentering” inside the Community.
However, it should be read with caution before drawing general conclusions, since
the importance of decisions varies considerably; it depends on the range of each
Member States’ effective interests in EU business (and in 2 world scale), and the
motivation present at the time of the vote does not always coincide or remain
constant from State to State, sector to sector or time to time. There is no doubt that
a favourable vote expresses approval, and a negative vote rejection, but apart from
these obvious situations, where there is no room for hesitation, multiple factors
can intervene and determine the decision. For example, in a situation in which a
State would normally be inclined to express a negative vote it may decide to do
otherwise:

— when the awareness of a higher interest prevails over a particular disad-
vantage (giving priority to the approval of standards, although considered imper-
fect, to cover a legislative vacuum is a typical instance of this type of situation);

—to avoid it being perceived from the outside that the negotiation has not
been well conducted or successful;

— not to distress the presidency (particularly if other decisions underway,
and comparatively more important, depend on it);

— to reduce losses and make some partial gains (the presidency can offer
some concessions in exchange for a positive vote; and a presidency tends to remove
from the centre of negotiation and from the construction of compromise a delegation
whose behaviour shows signs right from the start that it will vote against the decision
in question in any circumstance);

—to avoid creating a blocking minority;

— for tactical reasons, within the process of codecision: if it is thought that the
position of the European Parliament will tend to further accentuate the negative as-
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pects of a common position, it could be more advisable to abstain, so that there still
remains room for negotiation and there may be greater credibility for invoking the
solidarity of the Council before Parliament.

Inversely, there may be the temptation to vote against, even when the situ-
ation is not so serious as to justify it in principle: -

—to credit upon discontentment;

— to express displeasure to the presidency for the way in which a particular
negotiation was conducted,;

—to mark a question of principle;

— to give the Community the onus of decisions that it prefers not to as-
sume domestically;

—to create a blocking minority;

~ for tactical reasons, within the context of codecision: when it is thought

that the position of the European Parliament will favour the points of view of the
State in question, it could be an advantage to vote against in order to maintain
room for a positive vote to be eventually offered at the end of the process, in
exchange for the Council’s acceptance of some of the Parliamentary amendments
that are of interest to that State.

IV — Predominant guidelines on which Portugal has based its
action in Brussels _ :
7. Without being exhaustive, I have tried in conclusidn to identify and
group the basic concerns that I feel have been more prevalent in defining Portu-
gal’s positions in the various centres of negotiation since accession. These help to
reveal the underlying presence of a logic and continuity in what,bon first analy-
sis, might appear to be a simple succession of scattered decisions. The following
could be recognised, not listed in order of importance: _
~ Integration and compatibility of interests and preferential relations that Por-
tugal, for reasons rooted in history, maintains with other parts of the world; one good
example to emphasise is the special case of Timor, that ran through all the formations
of the Council for years, and was for Portugal a source of constant diffiaﬂty within a
Community that rather recently understood Portugal’s position and what was at stake
in that part of the world; and also, among others, the African Portuguese-speaking
countries, Brazil and Macao.
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~ Monitoring the development of a common foreign and security policy within
limits compatible with the Atlantic and multi-continental dimension of Portuguese
foreign action.

- Integration or safeguard of fundamental interests in sensitive areas where
particular debilities subsist, and which tend to be out of line with dominant Com-
munity interests: textiles, agriculture and fisheries.

—To render compatible situations of disadvantage or backwardness due to
a different economic development stage with the pace imposed by the Community
in developing certain policies (internal market, the opening up to competition of
protected sectors, certain aspects of social legislation, environment; the general
concern was also present, particularly in this Iast area, to ensure that the character-
istics of the countries of the South be integrated in policies that have their roots,
and are guided, by the patterns of the North).

— Defence of economic and social cohesion as a pillar of the European
construction (not only centred on the negotiation of the financial perspectives, of
the competent regulations and of the distribution of structural funds, but also,
across the board, in the defence of the place of cohesion among the remaining
policies and in the reaction to the frequent attempts to divert or undermine its
objectives to the benefit of certain sectoral intérests).

— Defence of the Portuguese language within the institutions.

— Respect for the principle of equality among States, with particular atten-
tion to the situation of small and medium sized States, not only when the Treaty is
revised but on a permanent basis, as the decision-making process is carried out.

— Defence of inter-institutional balance and respect for procedural stand-
ards, avoiding less transparent situations.

— Reservations about including in the Community structure models of
“variable geometry” and of uncontrolled and excessive forms of flexibility; and
when these cannot be avoided, attempt to restrict moves away from orthodoxy and
to retain a presence within the different circles of EU development.

— Defence of a Community model in which the Portuguese specific charac-
teristics are integrated and accounted for within the different policies, rather
than looking for compensation or correction on the side-lines and in addition to
the normal legislative flow; Portugal as a specific case has been invoked rarely and
only as a last resource, when the proposed framework completely excludes it or
contradicts it.
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- Involvement in creating and developing the concept of European citizenship.

— More recent investment in implementing a Community intervention in the
area of employment (employability) — and later in finding a new strategic model of
development integrating competitiveness, information society and social inclusive-
ness — replacing a more defensive attitude in the past (particularly because of the
risks associated with contradicting principles and interests established within struc-
tural policy).

Portugal and European
Integration — Negotiations and
Legal Implications

José Luis da Cruz Vilaga

Portugal lodged a formal request for accession to the European Com-
munities on 28 March 1977, in accordance with Article 237.2 of the EEC Trea-
ty'. The decision to apply for accession was made possible by the change in
the Portuguese political regime brought about on 25 April 1974, and, above
all, by the approval of a new Constitution in 1976, and was supported by the
political forces representing the overwhelming majority of the population.
This put an end to years of hesitation regarding the strategic insertion of
Portugal in the European arena. ;

Certainly, contrary to Spain, Portugal had been present from the start in some
of the international organisations created in the post-war period, under the shield of
the USA (NATO, OEEC/OECD). However, the country’s access to the democratic Euro-
pean organisations that were not purely commercial, was barred due to the authori-
tarian nature of the Salazar regime.

Therefore, when in the fifties, United Kingdom decided to stay out of the
European Common Market and to create EFTA, Portugal followed this example, and
was among the seven countries that signed the Stockholm Convention. Besides, EFTA,
compared to the EEC, offered considerable advantages for Portugal, bearing in mind
the country’s state of development (which was at the origin of Annex G to the Stock-
holm Convention) and its special links with the Overseas Territories, safeguarded
within the framework of that organisation.

! And corresponding articles of the two other Community Treaties.
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Later, whenever Great Britain applied for membership of the Communities, twice
boycotted by General de Gaulle, Portugal also asked for negotiations to begin, with a
view to achieve a suitable arrangement. It was only in 1972 when United Kingdom
succeeded in joining the Common Market, that the Portuguese government managed to
sign an agreement with the EEC. The Inter-Ministerial Committee set up to examine the
problem was of the opinion that an Association Agreement was highly desirable. Never-
theless, only a mere Trade Agreement, applied to all industrial products originating in
EEC territory and in Portugal (excluding Portuguese colonies), could be obtained.

After 1976, the political situation stabilised and Portugal succeeded, even
before applying for membership, in obtaining improvements in the commercial clauses
of the 1972 Agreement and widening their scope to include technical, social and
financial cooperation. Such forms of cooperation, contributed to boost the condi-
tions to face the difficult negotiations that were approaching. These were accompa-
nied by the conclusion of an agreement with the Community granting Portugal
important “pre-accession aid”, aimed at the strengthening of infrastructures required
for economic development, as well as the capacity of national SMEs.

The accession negotiations were long and complex, not the least because they
were conducted in parallel to those with Spain, and followed the pre-established,
proven model used in earlier enlargements. The starting point for these negotiations
was acceptance by the applicants of the so-called acquis communautaire, without
jeopardising, whenever necessary, the setting up of transition periods and, excep-
tionally, temporary derogations, allowing for a gradual approach to be made
until Community rules were fully applied.

At the same time, adjustments to the composition and functioning of Commu-
nity bodies, as well as to applicable budgetary mechanisms, had to be determined.

The issues to be negotiated were divided into separate chapters (dossiers) ac-

cording to their subject following, on the whole, the structure of the Treaty: customs -

union, free movement of workers and social policy, capital movement, right of estab-
lishment and freedom to provide services, agriculture and fisheries, transport, envi-
ronment and consumer protection, regional policy, economic and financial matters,
budgetary issues, the Community’s foreign relations and institutional issues.

At the same time, triangular negotiations between Portugal-EEC-EFTA were
taking place with a view to preparing Portugal’s exit from the latter and to adapting
the free trade agreements between the two blocs in order to maintain the level of
liberalisation already achieved in trade between Portugal and its EFTA partners.

Portugal and European Integration — Negotiations and Legal Implications

One by one, the different dossiers were opened. But it was only in 1982,
using the technique of grouping dossiers into “packages”, that the first agree-
ments negotiated were concluded, subject to the global result of the negotiations
for accession.

The negotiating teams, government and administrative bodies set up for the
purpose in Portugal, some more effective than others, varied over time.

Responsibility for conducting the negotiations sometimes laid with the Deputy
Prime Minister, who at the same time held the portfolio for Finance or for Foreign
Affairs, assisted by a junior Minister for European Integration; in other cases it was the
Minister of Finance who carried the political responsibility for the negotiations, assisted
by a junior Minister or a Director-General; in one of the governments involved, a Min-
ister for European Affairs had negotiations in charge, assisted by a junior Minister.

The structure of government reflected to a large extent the priorities selected.
Were the diplomatic aspect to be emphasised, the logical solution was to give Foreign
Affairs the key role; when the urgency of domestic adaptations was considered more
important, then the move was to the Ministry of Finance.

Furthermore, when a Deputy Prime Minister assumed responsibility for Euro-
pean Integration affairs, the political importance of whoever was responsible for the
negotiations was reinforced, while improving inter-ministerial coordination.

Whether the junior Minister responsible had a seat in the Council of Ministers
or not also indicated the political importance attached to the accession process. At
the same time, it also determined how efficient was the performance of the negotia-
tors in handling the work assigned to them. Indeed, should the leader of the negoti-
ating team and responsible for coordination on the ground meet regularly with differ-
ent members of Government at the Cabinet meetings, he would be able to under-
stand, discuss and influence their positions, rather than having only indirect contact
with them through their lower level representatives.

Technically, coordination between the different State departments was ensured
by an Inter-Ministerial Commission for Europeéan Integration, chaired by a junior
minister and comprising representatives of the different ministries, as well as of the
Autonomous Regions of Madeira and the Azores. These representatives expressed
the negotiating positions of the respective departments and were responsible for
preparing documents to be submitted to Brussels on sectoral matters.

A Secretariat for European Integration, including specialists from the different
areas being negotiated, provided direct support to the junior minister.
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To complete the Portuguese negotiating machine, the Mission to the European
Communities provided the interface with the services of the European Commission,
as well as with the negotiating teams in the Commission and in the Council, and with
the Permanent Representatives of the Community Member States.

There was also an Advisory Committee, where the representatives of the
social partners had a seat — Confederations and Associations for Industry, Trade
and Agriculture and the unions. This Council was consulted regularly on the
more important aspects of the negotiations. The work of this Advisory Council
was particularly useful, not only because it heard the opinions of the different
social and economic players, but also because it could give the Portuguese nego-
tiating positions the indispensable “rear guard” backing.

But, whereas one of the technical and political difficulties was the fact that
certain ministries were not sufficiently sensitive to the requirements of the integra-
tion process, listening to the opinions of the social partners also fell short of ex-
pectations. Indeed some of them lacked the necessary preparation, and sometimes
adopted purely ideological attitudes in dealing with the specific problems addressed
in the negotiations.

Consequently, one of the major concerns expressed by those responsible for
the accession negotiations was that the country should be prepared to meet this
challenge. To this end, training and information campaigns were launched through-
out the country in cooperation with trade unions and industry organisations.

Besides, information programmes on EEC were broadcast on national televi-
sion and university post-graduate courses on European Integration were set up in the
Faculties of Law and Economics and raised considerable enthusiasm. At the same
time, young Portuguese graduates were encouraged to attend doctorate or post-grad-
uate courses on European Affairs in European universities (France, Great Britain, the
Bruges College of Europe, the University Institute of Florence, etc.).

Supported by diplomatic initiatives at the highest level - the Prime Minister, ac-
companied by those meémbers of government most involved in the negotiations, made

several tours of the European capitals to get political backing from his future partners —
the negotiations were concluded and the Accession Treaty was signed in June 1985.

Portugal obtained several derogations or transitory periods — some justified,
others of more than doubtful utility — in agriculture, right of establishment [travel and
tourism agencies (1), dubbing and sub-titling films ()], iron and steel, the banking
sector, foreign investment and in the management of uranium reserves.

Portugal and European Integration —Negotiations and Legal Implications

Conversely, Portugal had to agree to restrictions in “sensitive areas”. The
severest restrictions Portugal had to accept were on exports of textiles, tomato
paste, wines and canned food, as well as on the mobility of workers. The latter was
imposed for periods of 5 to 7 years, as a rule, with a maximum of 10 years for
Portuguese immigrant workers in Luxembourg, or who intended to move there.

In practice, these restrictions appeared to be excessive and not sufficiently
justified, and therefore were lifted before their deadlines had elapsed.

At the same time, a survey was carried out in collaboration with the European
Commission on “secondary legislation” in force and the changes it would bring about
in Portuguese legislation in a wide range of fields. ‘

Accession to the European Communities did have serious implications for the
Portuguese legal framework. This was inevitable, bearing in mind the two fundamental
principles which, in accordance with the Treaties and the case law of the Court of Justice of
the European Communities, prevail in relations between the Community legal system and
national legal systems: Direct effect and Primacy of Community lawover national law. .

In several important cases, the Court of Justice had occasion to point out
that the above-mentioned principles apply equally in relations between Commu-
nity law and the Constitutional Law of Member States.

Initially, such an approach gave rise to reluctance on the part of some consti-
tutional courts or other legal authorities with jurisdiction over the control of the
constitutionality of laws. Such was the case with the constitutional courts in Germany
and Italy, and with the French Conseil d’Etat. But, with time, they all came to recog-
nise the special features of the Community legal system which could gradually affirm
and consolidate its autonomy.

In Portugal, the question of compatibility between the 1976 Constitution and
the Community legal order was widely discussed in doctrine already at the time when
the original version of the Constitution was in force. It was discussed mainly in terms
of compatibility between “models”, thus comparing the model implicit in the Portu-
guese “economic constitution” and the so-called “EEC economic model”.?

Basically, there were two extreme positions: one® considered the Portu-
guese constitution to be fully compatible with the economic constitution of the

2] summarised the controversy at the time in an article published in Cadernos Europeus by the Centre
for Buropean Studies of the Instituto Amaro da Costa, in which were included the Minutes of the First
International Seminar on Portugal’s Accession to the European Communities (1984).

3 The argument defended by the constitutionalist Jorge Miranda.
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EEC, due to the “anaesthetising effect” of a certain number of the more ambigu-
ous provisions in the text of the constitution; the other* considered that the
Portuguese Constitution enshrined a political-economic model incompatible with
that of the EEC and, therefore, with the requirements arising from our integra-
tion. Several intermediary positions laid between these two extremes.

To eliminate the main formal obstacles to accession, a constitutional amend-
ment in 1982 added a § 3 to Article 8 in which: “Rules made by the compelent organs of
international organisations to which Portugal belongs, apply directly in national law to
the extent that the constitutive treaty expressly provides’.

This addition was, however, far from resolving the whole problem. Without
going into the questions of the utility or need of the provision, as well as of the
cumbersome terminology used in it, mention should be made to the fact that the
paragraph in question included the adverb “expressly”. This raised doubts as to the
importance attached by the Constitution to the case law of the Court of Justice which
recognises direct effect for Community provisions (such as the directives) without
this being expressly laid down in the constituting treaties.

- Consequently, the 1989 amendment deleted the adverb. But this did not help
clarify the understanding of the constitutional text on another problem, i.e. the hier-
archical relations between Community law and national law and, therefore, the ques-
tion of primacy of the former over the latter.

Nevertheless, although it had smoothed out some of the more obvious ideo-
logical aspects of the text of the Constitution, the 1982 amendment did leave behind
many signs of the anti-liberal, bureaucratic and State control approach typical of the
revolutionary period, opposed to the market and geared to Marxist inspired social-
ism. It was the later amendments that finally aligned the Portuguese Constitutional
system with the political-economic model established by the treaties.

The Portuguese Constitutional Court analysed the question of “primacy” in the .
first judgement it was requested to give a ruling on the relations between the two
legal systems (Case n? 154/89, judgement n? 163/90 in Section II, of 23 May 1990, —
Campo da Fonte do Piolbo). In this judgement, the Constitutional Court made an in-
depth analysis of the preliminary ruling procedure (art. 177 of the EC Treaty®), as
instrumental to the primacy and the uniform application of Community law. It also

“Shared by authors such as Paulo Pitta e Cunha, Fausto de Quadros, Manuel de Lucema and Isabel Jalles. .
3 Among these were the positions then taken by Marcelo Rebelo de Sousa and Jorge Braga de Macedo.
¢ Currently Article 234,
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analysed the nature and limits of the obligation to refer a question for preliminary
ruling and expressly considered itself bound by this obligation.”

With the prospect of the Treaty of Maastricht coming into force, several Con-
stitutional provisions were amended or added in 1992:

— Article 7: a § 6 was added authorising the Portuguese Republic, under condi-
tion of reciprocity, to “enterinto agreements for the joint exercise of the powers neces-
sary to establish the European Union” having due regard for the principle of subsidi-
arityand the objective of economic and social cobesion;

— Article 105 (which became Article 102 after the 1997 amendment): the alter-
ation aimed at adapting the powers and independence status of the Bank of Portugal
to the new context of EMU; ‘

— Article 166 (currently Article 163), subparagraph f), and Article 200 (currently
Article 197), § 1, sub-paragraph i): on the parliamentary powers (of the Assembleia da
Repiblica) to monitor acts of Government within the framework of the process for
implementing the European Union.

Finally, during the 1996-97 IGC, that led to the Treaty of Amsterdam, amend-
ments were made to:

— Article 102: “The Bank of Portugal, in its capacity as a central bank, shall
carry out its functions in accordance with the law and with the international rules to
which the Portuguese State is bound’;

— Article 112, § 9: new paragraph added, on the transposition of Community
directives into the internal legal order, by law or decree-law, depending on the case;

-~ Article 115, §§ 4 and 5: on the possibility of submitting to referendum issues
of relevant interest which must be the subject of international agreement, in principle
within the jurisdiction of the Assembleia da Repiiblica;

— Article 161, sub-paragraph n): power of the Assembleia da Repiiblica to give
its opinion on matters that are pending decision within the organs of the EU;

— Article 164, sub-paragraph p): exclusive jurisdiction of the Assembleia da
Repuiblica to legislate on rules concerning the appointment of members of EU organs,
except for the Commission; o

— Article 227, § 1, sub-paragraph x): participation of the autonomous re-
gions in the process of implementing the European Union.

7 On this decision, see my article “Droit constitutionnel et droit communautaire : le cas portugais”,
Rivista di Diritto Europeo, n® 2/1991. '
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Penetration of Community law in Portuguese law was however not limited to
constitutional level. Secondary legislation and regulations on an endless number of
activities were submitted to Community imperatives and adjusted to the demands
of integration.

This has been the case, for example, with taxation (introduction of VAT),
environment and consumer protection, intellectual property, public procurement
and advertising, competition policy and State aid, transport, insurance and bank-
ing, telecommunications, energy and other utilities sectors.

In some branches of activity, covered by common policies, decision-making
moved, in what was essential, to Brussels, the national authorities being limited to
the execution of EC rules and to monitoring compliance with them and ascertain-
ing that objectives defined by those rules are met. In this category are agriculture
(submitted to the CAP), fisheries, foreign trade relations (common commercial pol-
icy) and, with gradual but rapid implementation of EMU, monetary, exchange and
interest rate policies.

At the same time, regional, social, vocational training, infrastructure and SME
support policies, and after the Single Act and EU Treaty were approved, policies for
culture, public health, research and technological development, benefited from Com-
munity support, as defined in the Treaty and in secondary legislation.

In addition, questions of common interest involving justice and home affairs
(asylum, external border controls, immigration, combating drug dependence and drug
trafficking, combating fraud, terrorism and other forms of international crime, police
cooperation in civil and criminal matters and customs cooperation), subject to the
mechanisms of intergovernmental cooperation as part of the so-called Third Pillar of
the Treaty of Maastricht, were, at least partially, submitted to the Community rules by
the Treaty of Amsterdam.

That is, these areas can no longer be viewed as though Portugal, or any
other Member State, still had unrestricted legislative jurisdiction, and unlimited
sovereignty not shared with its EU partners. All of this also means that in 15 years
Portugal was forced to relinquish its introverted, protectionist attitude that for decades
marked the life of the nation and to get used to life in an open European area.
Open, meaning not only to trade in goods, services and capital, as envisaged from
the beginning in the EEC Treaty, but also to the free movement of persons within
the Schengen Territory (an area of freedom, security and justice), including
citizenship rights that are not only economic and social, but also involve electoral
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participation, diplomatic protection, the right to petition and to appeal, as well as
judicial protection.

At this respect, one last, important word must be added. It is impossible to
speak of an effective judicial protection of individuals in the Community legal framework
without first having created, within each Member State national legal framework, the
capacity to apply it and to uphold the rights that individuals (citizens and companies)
draw from it.

The Portuguese experience in this field is elucidative — this time negatively. In
fact, information is decidedly lacking as is the preparation of Portuguese magistrates
in the different areas of Community law. And the same can be said for most lawyers,
who should be questioning the application of such law in the national coutts.

Therefore, frequently, important interests and legitimate rights end up without
protection because the courts systematically avoid the application of Community law
and, when it arises, most of the time they refrain from referring a question for
preliminary ruling to the EC Court of Justice.

It follows from the foregoing that the new candidates to accession should
attach major priority, as early as possible, to preparing national jurists in matters of
Community law, an area new to them, and one that requires much care in training to
the highest level.
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Creating the Internal Market:
The Portuguese Experience

Vitor Martins

Introduction

With the implementation‘in 1993 of the single market, European citizens
began to conduct their day-to-day affairs within a unified area no longer divided
by internal borders. The project that created this single market had been both
multi-faceted and coherent from the start; not merely the sum of several hundred
individual directives.

Today it is not difficult for us to understand the extraordinary scope of the
project. Seen in a historical perspective, it swept away frontiers, the persistent —
and sometimes painful = relics of the centuries of war-and division that pitted
Europeans against Europeans; whilst economically, it tore down barriers entrenched
by long years of protectionism and introversion.

Clearly, the internal market was to everyone’s advantage. Nonetheless, its
full impact was initially felt by business. For this reason, industrialists played a
decisive role: their successful response to the challenge of the internal market was
also Portugal’s.

At Community level, it was necessary for the Portuguese government to
negotiate waivers and transitional measures that would enable the more vulnera-
ble sectors of the economy to adapt smoothly to the new order.

It were these industrialists who masterminded the transition, making full use
of the specific support available to them, and of the broad new range of opportu-
nities provided by Community membership. ‘ ‘

89



90

Vitor Martins

In this way Portugal as a whole adapted-to the new European situation,
resolutely defending its own interests; always continuing, however, to observe the
rules of the game and to respect the interests of the Community at large.

The Portuguese approach was always underpinned by an awareness that
the challenge of 1992 could only be met with complete seriousness and honesty.
Experience has shown this to be the correct way to build up the critical mass
required for modernising the country.

Portugal’s accession to the European Community on 1 January 1986, took
place at a time of change, coinciding as it did with the final negotiations of the
Single European Act. The common market outlined in the Treaty of Rome was about
to be reinforced, becoming the Internal Market outlined in the Single European Act,
concluded at the Luxembourg meeting of the European Council in December 1985.

Portugal was therefore confronted by the challenge of making a fast ap-
proach to a moving target: firstly there was the need to absorb the main substance
of the Community existing at the time of accession and to integrate Community
structures in areas of common jurisdiction; and secondly came the overriding need
to keep up with the rest of Europe in implementing the Internal Market.

All this constituted a tremendous challenge for a small country with limited mate-
rial, administrative and human resources, and with a strong attachment to protectionism.

Strategy

The first major option was necessarily political. It was decided right away in
1986 — and this was to mark irreversibly the style of Portugal’s accession — that the
Internal Market was a major commitment and that the country would have to be
ready to play a full part in the dynamics of this border-free area, avoiding the
temptation to evade or to postpone structural challenges.

The objective was clear: Portugal had to be in the front line in the implemen-
tation of the European single market. This objective meant concerted action on two
fronts: externally, in negotiations with Brussels, and internally, implementing struc-
tural reforms and legislative and administrative measures imposed as a result.

Essentially, summarising the radical guidelines that Portugal had to follow, the
country was thrown into the process of building the single market with a view to
increasing its credibility among its partners and the Community institutions, in what
was the first test. At the same time, on the domestic front, reforms had to be imple-
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mented, while overcoming obstacles and bureaucratic, corporate and conservative
resistance, still very strong at the time of Portugal’s accession.

The European Commission — a strategic partner

Portugal could not aspire to success if Europe failed. Portugal’s fundamen-
tal interests were to be secured at European level, as much for economic as for
political reasons. This is easily understood when one recalls that four fifths of
Portugal’s trade was with the European Community, and also bearing in mind the
country’s size and geographic position.

Therefore the strength of Europe was also our strength. This made it inevitable
that our fundamental partner and front-line ally would be the European Commission.
Today the importance of the role of the Commission in achieving our objectives is
clear. The Commission was a decisive institution on whose jurisdiction, reliability and
creative drive depended our success and the success of the European project.

Throughout the first nine years of European integration, Portugal never viewed
the Commission as a “European government”, but rather as an institution with a
vast amount of power for taking effective, autonomous action that contribu-
ted towards a climate of confidence among all the partners.

The acceptance by the European Commission of Portuguese priorities gave
us support on several fronts including the recognition of Portuguese potential in
the textile and clothing sectors, the implementation of POSEIMA, providing special
support to the ultra-peripheral regions of the Azores and Madeira, including the
Portuguese initiative 7he local dimension of the Internal Market' in the white pa-
per on the Internal Market, support for the Portuguese proposals on trans-Europe-
an networks? and also defence of Portuguese interests in the Delors II Package.

Economic and Social Cohesion

Strengthening European integration by implementing a true border-free area
could not be a credible objective if this were to be no more than economic in
scope and not include the political and social dimension. Hence the reason for

! Submitted to the European Council in Corfu.
2 Which became part of the Treaty of Maastricht.
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what became known as Economic and Social Cobesion. Hence the inevitable rela-
tionship between this objective and creating the Single Market in 1992.

This close relationship assumed increasing importance as the decision to
establish the single market came almost at the same time as the decision to enlarge
the Community to include Portugal and Spain. These countries had per capita
incomes lower than the Community average, and enlargement was bound to ac-
centuate existing disparities, although at the same time providing a new area for
growth and add new impetus to the European project.

Reinforcing economic and social cohesion was not viewed as mere compensa-
tion to the less developed regions for the implementation of the Internal Market. Quite
the contrary: the potential of the Internal Market would be fully realised only when all
the regions in the Community benefited from it and contributed to it. Strengthening
economic and social cohesion therefore became a necessary condition for promoting
the European economy and putting the virtues of the Internal Market to work.

From this point of view reducing the structural weaknesses of the less devel-
oped regions had a positive effect on building the Internal Market and on driving
the Community forward, as a whole, on three levels.

Firstly, as a result of more growth potential for the less developed regions.
The fact is that while the more advanced regions had saturated markets in several
productive segments, with low growth rates, in the less developed regions many
needs remained to be satisfied, promoting more demand for goods and services,
particularly as incomes rose.

Secondly, developing the economically weaker regions had a significant knock-
on effect on the rest of the Community. The less industrialised regions tended to
have fairly high import rates, due to the lack of a sufficiently dense, coordinated
industrial base, which meant that increasing demand was met, to a great extent, by
importing manufactured products from the more industrialised centres.

Finally, reducing structural imbalances and creating the conditions for in-
vestment in the less advanced regions contributed towards improving and rational-
ising the allocation of resources within the Community.

5t

" Bilateral diplomacy

Besides the principal Community institutions (the Commission, the Council,
the European Parliament and the Court of Auditors), there are other bodies which,
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for their contribution to the process of building Europe, also deserve attention.
Consequently their work had to be monitored by specialists and diplomats trained
above all in European issues.

This was the driving force for much of the success of negotiations as a
whole, and in particular those involving the Internal Market. Furth¢rmore, it was
quite impossible to manage and negotiate dossiers without having someone per-
manently in touch with the institutions with decision-making or purely advisory
authority, while working in close coordination with the capital, in this case, with
the services under my own office, and who could speak on behalf of Portugal.

While working to provide our Permanent Representation with an ade-
quate number of specialists and diplomats, Portugal also came to attach more
importance to the qualifications of our ambassadors, appointing to European,
and other postings, diplomats trained and experienced in European and Commu-
nity affairs. This gave a degree of visibility to our work in Community terms and
provided us with important information on how a given issue might be viewed in
the different Portuguese diplomatic observation posts.

But our diplomatic activity reached its zenith in preparing for and conducting
the first Portuguese Presidency of the European Community during the first half of 1992.

Through guidelines issued by the Government, through the Secretary of
State for European Affairs and the Directorate-General for Community Affairs,
specialists and diplomats played a crucial role in conducting the multi-disciplinary
tasks involved in our handling of the Presidency of the Council of Ministers of the
European Community, which was conducted in the light of Community solidarity
and under the banner of On course for European Union.

The achievements

The institutional aspect

Putting into practice the institutional model that we had built provided us
with speed and efficiency. Indeed, it was fundamental to equate constantly the
opinions of all those involved in the process of building the Internal Market with
the need to meet deadlines and to keep coordination effective.

It was not an easy task because it entailed the coordination of a variety of
interests, different ministries and different working speeds; and all of this character-
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ised by an administrative machine that was both cambersome and bureaucratic. For
our work to be a success an additional effort at coordination was required.

This meant the task had to be concentrated in a single governmental de-
partment: the State Secretariat for European Affairs.

It was my own department that dealt with this challenge, both internally and
externally. All the work of technical coordination among the sectors, as well as co-
ordination with our Permanent Representation in Brussels, was done by the Directo-
rate-General for Community Affairs which, dependent on my office, allowed me at
any given time to know what point negotiations had reached in Brussels, the positions
adopted in each ministry, situations likely to give rise to dispute and also those posi-
tions adopted by each sector of activity as changes took place; and there were many.

The efficiency at which we aimed was very obvious in the area which
was most exposed to comparison with our partners — the transposition of Direc-
tives. We were in the front line of States meeting this requirement, a clear indica-
tion of the importance we attached to “Objective 92" and the degree to which we
were able to put the objectives established into practice.

Dialogue with the different ministries was constant among the specialists at
the Directorate-General for Community Affairs, and many informal sector meetings
were held to adopt a national position with respect to the responses that had to be
prepared for the negotiations.

' However, the agent for coordination was the Inter-ministerial Commission
for the European Communities?, which met weekly and which I chaired. This
Commission, on which all the ministries and governments of the Autonomous
Regions had a seat, coordinated the Internal Market. It was also an extremely
useful instrument, and this is why I decided to dedicate some of the meetings
exclusively to horizontal issues that arose in the Internal Market.

However, this whole machine that has just been described would be incori-
plete if this new situation remained unknown to the public. This was, after all, the start
of the long-awaited Citizens’ Europe, where for every reason these same citizens could
not be excluded from the ocean of changes in which the country was submerged.

* With this in mind a department was set up under my office known as the
“Secretariat for Europe 92” which, as its name suggests, was to deal exclusively
with the affairs of the Internal Market.

3 Now Community Affairs.
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The office was responsible for facilitating and coordinating information on
the implementation of the Internal Market: the creation of a single, border-free
area for 320 million citizens, free of any obstacles between the 12 Member States
of the European Community.

With these aims the Secretariat created a free telephone line for citizens, in
order to provide information on all legislative measures, including those adopted
only by the Community and those already transposed by Portugal: Among the
many awareness initiatives a particularly important one was the series of seminars,
“Preparing for 92”7, which aimed to make the implementation of the Internal Mar-
ket known to the regions. These seminars were wide-reaching because they took
in the whole country both from the socio-economic and geographic points of
view. Another measure implemented by the Secretariat was the informative bulle-
tin known as “Ninety Two” which was a vehicle for projecting the European Com-
munity with a view to preparing the Internal Market. A radio programme was also
created, known as “Objective 92” and targeted Portuguese emigrants. Finally a
“Europa 92” award was introduced for the best piece of research and the best
article by a journalist on the Internal Market.

In regard to intra-institutional policy, coordination was handled by the
government. On a monthly basis a specific Council of Ministers was held for
Community affairs, in which internal and external strategies for government ac-
tion as a whole for Europe were prepared and in which Portugal’s position was
outlined to its Community partners.

A committee known as the “Committee for Community Affairs” was created
by the Assembleia da Repiiblica (Portuguese Parliament) for inter-institutional co-
ordination and which monitored government policy in this area.

Legislative harmonisation

The coordination of our legal system with that of the Community was far from
easy, but in retrospect it went well. This was the result of the determination that placed
us among those Member States to have transposed the largest number of Directives.

We made radical changes to our internal legislation and considerable re-
structuring was introduced to company law and public procurement, opening
the way to legislative harmonisation that made freedom of establishment feasi-
ble, with all the inherent market consequences.
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There were cases in which the content of Community law was similar to
domestic law, for example, legislation on contractual clauses. However, in many
circumstances we were obliged to negotiate with the European Commission 2
stage-by-stage timetable for harmonisation in order to allow specific Portuguese
features in the different sectors to gradually adapt, particularly in extremely sensitive
areas such as fisheries, agriculture and the social and industrial areas.

We enjoyed waiver periods in several areas due to domestic susceptibility that
required time to make the necessary adjustments, as in the case of insurance and
public procurement.

Radical changes

Our participation in the Internal Market resulted in true modernisation that
directly or indirectly affected the different levels of Portuguese life. It was a time
of major reform.

Foremost was the reform that from its implications on the lives of individuals
led to many others ~ reform of public administration — a fundamental item in
changing the practices and legislation associated with the need to implement the
Internal Market. -

At its basis was the creation of the Sub-secretariat of State for Administra-
tive Modernisation, a Government department under the control of the prime
minister. This department made it possible to introduce changes to the adminis-
trative machine, gradually making it more receptive to those using it and to the
staff who saw new possibilities for career enhancement. '

Work then began on computerising almost all public services, whilst regular
administrative processes were simplified, to the benefit of industrialists and the

.public as a whole. Certain services until then only available in some towns and

cities were decentralised.

Essential educational reforms were introduced, facilitating modernisation
and progress at all levels. '

Within this context technical-vocational training was introduced and access to
information technologies was improved in secondary schools.

Vocational training, seen as instrumental for corporate development, was
greatly enhanced with the support of the European Social Fund, and important
steps were taken towards creating a more skilled work force.

Creating the Internal Market: The Portuguese Experience

However, the work done at all levels to modernise the country also aimed to
accelerate reforms that led, for example, to a gradual policy of privatisation and
the liberalisation of certain services, capital and public procurement, as well as of
the banking system which, thanks to the Internal Market, found it could operate
even better in the market, thus providing an improved service to the consumer.

It is essential to remember that the changes that were taking place in Portu-
guese life were always the result of a dual approach that involved domestic determi-
nation and the support of Community initiatives. Within this context, PEDIP, the Eu-
ropean Programme for the Development of Portuguese Industry, adopted in 1988,
was particularly important. It consisted of a truly integrated programme for support-
ing industrial development, and was unique in Europe, playing an important role in
developing small and medium sized companies.

Apart from a great deal that had already been done, the country had to be

thoroughly opened up by installing communications infrastructures. This was a
unique achievement in modern Portugal and an historic landmark that added
value throughout the country and reduced isolation and introversion.

General impact

The Internal Market began in 1993 in a climate affected to a certain extent by the
upheavals of the European Monetary System and by recession in the European economy.
Although around 95 per cent of the measures in the White Paper were adopted, it must be
conceded that the free movement of persons was not achieved: this was the lacuna in the
implementation of the border-free area stipulated by the Single European Act.

However, the effect in Portugal of the gradual implementation of the Internal
Market was positive not only for its social effects but also for its influence on produc-
tion and on the economy as a whole.

Therefore, besides achieving foreign credibility, Portugal became a compe-
titive market, and the quality of exported products became an added value for
those companies that knew how to draw benefit from the changes brought about
by the Internal Market.

The Internal Market had a ripple-on effect on our economy, because it gave
Portuguese companies a broader, far less regulated economic framework, and
greater access to resources, methods and services that until then had not been avail-
able to most of our entrepreneurs.
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In this context the key sectors for economic growth were very different from those
that had led the expansion of the sixties and seventies. With the Internal Market, Portuguese
companies gained from technological re-equipping or productive restructuring, backed up
by substantial investment that provided them with gains in productivity, quality enbance-
ment and, of course, improved management.

Thanks to the new Portuguese industrial scene, new companies began to
provide better quality. They also began to diversify, having realised the impor-
tance of investment in technological research and development, fundamental fac-
tors for achieving economies of scale that improved their competitive edge.

In all these ways, Portugal met the challenge of the single market. Portu-
guese companies were enlarged and enhanced, which led to an improved trade
balance with our European partners. We ceased to produce cheap goods, and
opted for giving priority to quality in our exports.

However, not everything was as positive as expected in implementing the Inter-
nal Market. For example, the impact of the single market on Portuguese agriculture
was negative, due to our weakness in this area compared to our Community partners.

With small production units, an excess of mono-cropping and weak cooper-
ative organisation, Portuguese agriculture was poorly placed to deal with the changes
wrought by what was to become the Common Agricultural Policy in 1992.

Another point on which we vacillated was in the services sector. This was
due to aggressive competition, particularly in the insurance and financial sectors,
caused by the movement of capital. Also problematic were the transport, telecom-
munications and equipment sectors.

Consumer policy was given special attention in terms of control, but con-
sumer interests were not always safeguarded when it came to complying with
product health, safety and quality standards.

For the Portuguese, the 92 challenge meant economic and social develop-,
ment, in the spirit of true solidarity with the Twelve, and in a constant effort to
strengthen political, economic and social cohesion.

The European Community is a truly dynamic area in which we have created
the conditions for equality of opportunity for all citizens, without overlooking the

two-pronged approach of economic development and social solidarity, the essential |

basis for a framework of priorities founded on social justice and human dignity.

Lessons from
Portugal’s Long Transition to
Economic and Monetary Union'

Francisco Torres

Introduction

As in most other EU countries, perhaps even more so in the case of Portugal,
the challenge of Economic and Monetary Union (EMU) has worked as a mechanism
for economic stabilisation and as a pre-condition for structural reform and long-term
development. It has created the necessary consensus to overcome specific interests
in the pursuit of social and economic welfare.

The political consensus took however long to build - much longer than in
countries such as Ireland or Spain — and it faced a loud opposition — a time-lagged
mimic of France’s - but seems to be mature with respect to EMU and, again very
slowly and clearly behind most EU countries and some candidate countries, also
developing with respect to other goals of European integration, such as environment
quality, consumer protection, internal social cohesion, all pre-conditions for long-
term development.

In spite of being many times referred to as a success in terms of European
integration, namely with regard to EMU, the political merits of the Portuguese experi-
ence are, in my view, in general over-estimated. In fact, until 1992, the ambiguous
Portuguese response to the need for institutional reform and European integration

% Earlier versions of this paper were presented in Ponta Delgada at the Universidade dos Agores, in
Zagreb at the European Integration Forum, in Brasflia at the occasion of the Economic Session of the Congress
Brasil-Portugal 2000, in Lisbon at the ISG, the ISCTE, the CIJD and the Diplomatic Institute, and in Budapest at
the University of Economic Sciences. I wish to thank discussants and seminar participants for useful comments.

99



100

Francisco Torres

was mirrored by complete discretion regarding the future course of exchange rate
policy and the timing of monetary reform.

It was only with the Country’s first presidency of the European Council in
1992 that Portugal’s attitude towards European monetary integration changed and
the escudo joined the ERM. It proved decisive however that not only ERM member-
ship but also full convertibility of the escudo had taken place (or at least had been
decided upon, in the case of the dismantling of controls) and to have had a clear
economic and political strategy for achieving macroeconomic convergence before
the European recession of 1992/93 and the outbreak of the ERM crisis. The main-
tenance of the course of policy (compatible with the objective of EMU participa-
tion) throughout the heights of the European recession in Portugal (1993/94), the
electoral year of 1995 and the two first years of a new legislature (1996/97) with a
minority Government with a different political colour was only possible thanks to
that very political decision.?

In the next section I present what I considered® the benchmark argument for
Portugal to join a monetary union that was based on institutions delivering price
stability —a means to implement a solid strategy of sustained economic development
—and I discuss how it was perceived by policy makers and the public. The third
section focuses on the politics of macroeconomic stabilisation. In the fourth section
Ilook at the change of regime (to exchange rate convertibility and ERM participation)
and political consensus building, regarding EMU and a new policy stance on Europe-
an integration. The fifth section considers the evolution of political and policy mis-

givings on EMU.? The sixth section analysis trade integration and the similarity of -

economic structures between Portugal and Euroland. In the seventh section I look at
different institutional features of the Portuguese economy, focusing especially on the
flexibility of the Portuguese labour market and the unemployment problem in a com-
parative perspective but also discussing the change in the monetary authorities’ insti~
tutional role and competition policy. The eighth section gives an overview of other
developments of the Portuguese economy such as: the slow change of attitude to-
wards structural funds, pre-euro exchange rates and compliance with the conver-
gence programme and the stability pact.

*The importance of that decision has only been recognised by the main political forces a posteriori.

3 See Torres (1989 and 1990) for a presentation of this argument as a policy proposal. See
also Torres (1996 and 1997) for a more thorough discussion.

4 See also Torres (1998a).

Lessons from Portugal’s Long Transition to Economic and Monetary Union

Understanding the argument of adopting a credible monetary
constitution

Joining a monetary union that is based on institutions that deliver price stability is,
as stressed by the modern political economy literature, probably the best way to imple-
ment a solid strategy of sustained economic development. The reason is that this option
also precludes many of the transition costs (the output losses of a disinflation strategy) of
such a regime change. Fixed exchange rates, unlike other policy targets, are easily ob-
servable by the private sector but also easily implemented by the authorities.”

With a single currency, the authorities raise the political costs of inflation because
their anti-inflation commitment is constantly monitored by the private sector and any
different behaviour would imply a loss of competitiveness for the tradables sector. Ac-
cordingly, one could argue that, as a tendency, high inflation countries tend to gain more
than low inflation countries by sharing their monetary autonomy in a common monetary
institution. Eliminating inflation in this way, abolishing different currencies, does away
with the need to waste resources on hedging against exchange risks. A common mone-
tary institution that delivers price stability is therefore a welfare improving mechanism in
a double sense.5

Later on that argument was contested by “Keynesian” economists and eu-
rosceptics in general. That loud opposition did not affect the course of action
(the convergence programme) towards EMU but it did divert the attention of the
political and economic debate from other important reforms geared towards sus-
tainable development, where Portugal is clearly lagging behind the European
average, to the merely rhetoric issue of real versus nominal convergence.’

This “Keynesian” view claimed that the exchange rate was still a very important
adjustment mechanism not only in the case of unexpected asymmetric shocks but also
in the face of foreseen developments such as world trade liberalisation and EU enlarge-
ment to central European countries. It was argued that regions characte-rised by persist-
ent differences in productivity growth or even by any other type of persistent differences
as well as different structural characteristics of the economy (non-wage labour costs,
savings ratios, or demographic structures) should not form a monetary union.?

5See Torres, 1989 and 1990.

6 See Torres, 1996, for a discussion. Other arguments, for the case of low inflation countries
in the context of EMU, are provided by Eichengreen and Ghironi (1996).

7 See Torres, 2000.

8 For a thorough analysis of these issues see Torres and Giavazzi (1993), namely the synthesis of
Casella (1993).
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Although these are problems unrelated to the exchange rate regime, the
“economic” discussion around EMU in Portugal centred around these very issues.’?
After the European recession of 1992/93, real versus nominal convergence became
the most popular line of discussion.not only amongst economists but also amongst
politicians and political and economic commentators. Many of those politicians and
commentators found it also politically interesting to oppose what they called grey
technocracy and/or monetary fundamentalism.

The root of one of the main misunderstandings about the entire process
of monetary unification in Portugal and some other EU countries was, in fact,
that many people tended to see it as a technocratic obsession and/or an ideo-
logical defence of the market. At the same time some of the forceful opponents
of EMU happened to be technocrats (sometimes diplomats, central bank em-
ployees and even eurocrats) and/or ideological free-marketeers (as for example
conservative economic advisers and independent economists in the UK or the
group of 155 economists in Germany that signed a manifesto asking for a delay
of the entire EMU).

In my view, adopting a credible monetary constitution is a means of
doing away with the primacy of monetary policy over more important con-
cerns facing society. For countries, such as Greece, Portugal, Spain and even
Italy (and now all the applicant countries), with less developed fiscal and mon-
etary institutions, EMU was a means of getting rid of national currencies and all
the economic jargon that goes with them, typically the excuses technocrats
find to cling to power and implement all kinds of mercantilist policies in the
name of short-term real convergence. In the case of Portugal, these very poli-
cies, that have been pursued until now', implied a sharp deterioration of
social cohesion and quality of life, undermining the long-term (sustamable)
real convergence with the most developed regions of Europe.

During the entire convergence period, few people presented EMU as a desira-
ble political reform instead of an external constraint. For a long time, most politicians,
bureaucrats and even economists, just referred to it, first, as an objective rather
unlikely to take place and, later on, as an unavoidable development of the Euro-

? As Willem Buiter (1996) put it, real convergence or divergence had nothing to do with EMU.
Examples for other EU-countries can be found in Buiter (1996) and Jones, Frieden and Torres (1998).
' Unfortunately, these policies are still quite popular. For instance Portugal tends to opt
for lower energy costs (wrong incentives to pollute more) in the name of short-term competitiveness.
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pean Union.!" Presented in this way, EMU could have been (and in fact it was at
different periods) easily blamed for all the policy errors made by national gov-
ernments, monetary authorities and other national or European institutions.”

The decisive argument was that, in a multi-speed EMU, it would have been
more difficult for the catching-up countries to converge, in the sense that by being
left out of EMU's third phase they risked becoming more vulnerable in the interna-
tional financial markets. There was also the perception that the core members would
have been reluctant to enlarge the club (formed by euroland founding members)
both in the monetary sphere and in other domains of European integration.

The politics of macroeconomic stabilisation

In the beginning of the 1980s, while Europe was stagnating, Portugal
grew at an average annual rate of 3 per cent but the terms of trade deterio-
rated at an equivalent pace. In 1983-95, an adjustment programme with the
International Monetary Fund (IMF), negotiated by an emergency cabinet, a
PS-led coalition with PSD known as “bloco central”, restored the external
balance. Negotiations with the European Community concerning the acces-
sion of Portugal were also completed during the same period. By 1985, infla-
tion was reduced by ten percentage points and the current account was again
in surplus. Public sector imbalances were however not tackled: the public
debt kept rising until 1988 (to a peak of almost three quarters of GDP).

After the IMF adjustment programme, new elections and entry to the EC, the
successive governments of the PSD pursued a strategy of gradual convergence to-
ward Community standards. Formally the strategy comprised a sequence of adjust-
ment programmes. The character of each of these programmes and the extent to

‘which they were implemented (from 1985 to 1995) reflected the evolution of factors

such as a new amendment to the Constitution, external economic conditions,
integration with the European Community, the model of integration adopted by
the government and the electoral cycle.

1 Depending on the perspective: the only way of tying Germany into the European Union, achieving more
political integration, accomplishing faster enlargement to the East or, simply, maintaining access to the structural funds.

12 Unfortunately, some still see it as an unavoidable external constraint that goes together with an exogenous
political objective to which their political leaders have converged. A good example, discussed below, was the
cross-party political resistance to enshrine in the Portuguese constitution the objective of price stability.
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The first two adjustment programmes featured fiscal adjustment and priva-
tisation of state-owned enterprises to stabilise the ratio of public debt to GDP.
The programmes were aimed at redressing major macroeconomic imbalances
but did not modify the exchange rate regime, officially still a crawling peg.

In 1986 and 1987, the Portuguese economy was characterised by relatively
high economic growth and substantial progress in reducing inflation (from 19.3 per
cent in 1985 to 9.4 per cent in 1987) which was mainly due to the decline of both the
dollar and the price of oil and to world economic growth. Joining the European
Community at the end of the period of Euro-sclerosis and the beginning of the EC-
1992 Single Market programme meant that optimism was also an important factor in
promoting economic growth and moderating inflation. Due to its increased open-
ness, the Portuguese economy benefited substantially from that effect. Between 1985
and 1988, Portugal's terms of trade improved by almost 6 per cent a year. This in turn
made it possible to pursue an expansionist policy without any major adverse impact
on inflation, despite the introduction of both the Value Added Tax (VAT) and an extra
tax on oil products in 1986.

At the same time, domestic fiscal transparency, meaning both greater fiscal
discipline and especially a more open reporting of fiscal decisions, was significantly
increased and curbing inflation with specific annual targets became a clearly stated
policy objective. Reform of direct taxation also took place in 1989 raising total reve-
nue as a percentage of GDP.

However, by 1988 the anti-inflation effort came to a stand-still. This was partly
due to the combination of full employment with high economic growth, a clearer
perception by the private sector of the inflationary effects of a high public debt and
to the lack of a clear-cut strategy for disinflation in the face of slowing global growth.
The de-emphasis on fighting inflation was underscored by a stated shift in policy
objectives: from the priority of fighting inflation to the need not to slow down the
catching-up process with the rest of the EC. Less control of domestic capital markets,
large capital inflows, a postponed transition to a system of indirect credit control that
reflected the fears of the monetary authorities to liberalise, coupled with the lack of a
clear strategy for the exchange rate policy and the slowdown of the pace of fiscal
adjustment further weakened the anti-inflation credibility of the authorities.

In 1985 the crawling peg regime, coupled with capital controls, credit
ceilings and administratively set interest rates had allowed the government to
collect implicit revenues from the productive sector. The crawling peg was no
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longer effective in altering relative prices or compensating for inflation differen-
tials with Portugal’s main trading partners.’ At a time of greater financial open-
ness and closer monetary integration, this exchange rate limbo was incompatible
with a strong commitment to fiscal adjustment. The inflation rate turned out to
be almost 8 per cent above the initial (successively revised) target.

Throughout the 1980s, the Portuguese government sided with Mrs Thatcher’s
government in its sceptical attitude towards rapid institutional reform, namely
monetary reform, in the European Community. The minister of Finance, a prominent
anti-EMU voice, felt very uneasy about swift European monetary integration because
of its perceived potential costs in terms of economic and social cohesion and loss
of national sovereignty.'* In fact, he was never an enthusiast of central bank
independence and shared the initial sceptical view of the government on rapid
European monetary reform. Conversely, the monetary authorities, unlike their
European counterparts, initially favoured an exchange rate rule based on external
competitiveness (the crawling peg) and later on a national (protectionist) solution
for increased central bank independence (power), i.e. capital controls rather than
EMS discipline.”

A new adjustment programme dubbed QUANTUM, for “the Transition to Economic
and Monetary Union”, was approved in June 1990. At the beginning of 1990, a new minister
of Finance, formerly a central bank board member, re-established disinflation as a priority.
Soon it became clear, however, that he would follow the Central Bank, postponing the
liberalisation of capital controls and EMS entry. Besides, a sweeping adjustment of the public
sector wage scale increased substantially the wage bill and had demonstration effects in the
private sector. The coincidence with the elections that took place in October 1991 made it
appear as part of the political business cycle. As a result, fiscal adjustment did not materialise
in the 1990-91 period.

On the other hand, capital controls, credit ceilings and administratively set
interest rates gave the monetary authorities the illusion that monetary autonomy
could last forever. This illusion meant the adoption of a policy of capital controls
(on inflows) pursued between 1990 and 1992 which resulted in artificially high

3 See Macedo and Torres, 1991, and Torres, 1991,

lSee Cadilhe, 1990.

5 In any case, in 1989, the case for a European single currency was not perceived at all as a central
question for Portugal. Both the Government and, especially, the monetary authorities were lagging
behind European developments.
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interest rates. These in turn were responsible for a higher debt service of the treasury,
significant losses by the central bank and substantial distortions in economic per-
formance. Moreover these high interest rates implied an unwarranted transfer of re-
sources from the productive sector to the sheltered financial sector.

The change of regime and the political consensus building

Joining the ERM and abolishing capital controls

The new government that came out of the general elections of 1991 announced
full participation in Economic and Monetary Union as a clear policy objective. The new
adjustment programme’®, designed for the period 1992-95, marked a clear change in
regime: from discretion to rules and from capital controls to free capital mobility. This
change in regime however was never announced (and perhaps never understood) as such.

Only with the country’s first presidency of the European Council during the first
half of 1992 did the Portuguese government’s attitude towards the European integration
process change and the escudo joined the ERM: the initial sceptical view was aban-
doned and from siding with the United Kingdom Portugal turned towards the Franco-
German axis. The escudo joined the ERM on 6 April 1992 as part of the convergence
programme and during (and probably also thanks to) the Portuguese presidency of the
European Council. A few months later the turmoil in the European exchange rate mar-
kets began and the momentum for EMU was lost amidst the recession. In any case, 1992
was a landmark in terms of fiscal consolidation, with results already complying with the
Maastricht criteria: the deficit and the public debt to GDP ratios amounted to 2.9 per
cent and 59.2 per cent, respectively. .

The European recession of 1992/93 and the ensuing credit conditions from cap-
ital controls angered the social partners. Paradoxically, the opposition to EMU blamed
participation in the ERM cum the liberalisation of capital controls, and what was called
the obstinacy of the government over nominal convergence, for the recession.

The political consensus needed to pursue the reforms was nearly broken,
since the blame for high interest rates was placed on exchange rate policy (as a result
there were constant calls for a devaluation of the escudo that grew with recession in
the Portuguese traditional export markets, and in particular in sectors such as textiles

16 See Ministry of Finance, 1992.
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and clothing) and on the convergence programme (responsible, according to that
view, for the lower rate of growth of the economy).” As in other liberalisation exper-
iments, anti-reform interests (in that period, the banking system sheltered from exter-
nal competition but also, to a lesser extent, the traditional export sectors) tried to
blame liberalisation for the international recession that was affecting the economy in
order to resort to protectionism, allowing for specific returns (higher interest rates in
the case of the banking system) and/or enhancing their political power (within the
government and the Central Bank)."

It proved decisive, however, that full convertibility and ERM membership of the
escudo had taken place or had been decided upon, in the case of dismantling con-
trols, before the European recession and the exchange rate crisis. The period of ex-
change rate turbulence in the EMS, in spite of its negative effects, provided clear relief
to the Portuguese economy. In fact, a monetary policy of capital controls designed to
keep domestic interest rates stable at very high levels was substituted for a monetary
policy of capital mobility and exchange rate stability (the escudo in the ERM) designed
to keep domestic interest rates at (much lower) international levels although more
volatile (in the very short-term) in the wake of speculative attacks against the escudo.

During the same period, inflation came down from 9.8 per cent in May 1992 to
5.6 per cent in June 1993 and interest payments on the stock of outstanding debt, while
rising in most EU countries, fell significantly in Portugal.”” During the crisis, Portugal was
also the only case in the EU whose foreign debt classification was upgraded.

The early 1990s proved also to be a most valuable learning period for
policy-makers, social partners and economic agents in general.” It was possible
for the private sector to learn more about the policy rule and eventually under-
stand it, while the various realignments were seen as a true escape clause be-
yond government control (to be triggered only in the case of asymmetric shocks).

17 Textile and clothing (with productivity levels at two thirds and one half of the Portuguese
manufacturing average in 1989) experienced an initial rapid expansion with free access to the EC
market but world-wide competition, fragmentation, lack of marketing and higher domestic interest
rates (due to the policy of capital controls pursued in 1990 and 1991) accelerated those calls.

18'This was clearly recognised by the then prime minister, Anibal Cavaco Silva, who stated that some
segments of the administration had difficulties in digesting the new monetary regime (Silva, 1994, p. 512).

1 [nterest payments on the debt fell from 86 per cent of GDP in 1991 to 78 in 1992, 68 in 1993, 48
in 1996 and 42 in 1997. Meanwhile, the official inflation target set in the convergence programme was met
in 1992 and 1993 and in the four subsequent years, fulfilling the Maastricht criterion in 1997.

2 See Torres, 1998b.
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Those circumstances granted some breathing space to the real sector of the
Portuguese economy while accomplishing the change in regime.? It was the first time for
many years (since 1891, when the Portuguese currency left the Gold Standard, with the
exception of a period of less than three months in 1931, when it returned to gold
convertibility) that Portugal was living in a regime of full convertibility of its currency.?
While it had been impossible to pursue structural reforms without the liberalisation of the
economy, it proved decisive to have had a clear economic and political strategy for
achieving macroeconomic convergence before the European recession of 1992/93 and
especially before the outbreak of the ERM crisis. The escudo managed to survive the
deepest post-war recession in Europe without leaving the ERM and without resorting to
capital controls at any time.

Enduring the objective of EMU and building a cross-party consensus

While the expenditure of the state sector remained on target in 1992 and 1993,
tax revenue fell much below its predicted value and social security expenditure exceeded
its target in 1993, inducing a slippage in the process of fiscal consolidation. This
interruption was mainly due to the recession (negative growth generated a lower total
revenue that fell from 34.1 to 31.7 per cent of GDP and increased unemployment,
inducing higher social security transfers) and to the virtual collapse of tax administration.
Despite this discontinuity the Portuguese public debt ratio as a percentage of the average
EU debt ratio kept falling from 1993 through 1997. In any event, the scale of the revenue
slippage was totally unexpected and provoked a general sentiment of failure.

The opposition to'the strategy of macroeconomic convergence for partic-
ipation in EMU and the debate on the costs and benefits of EMU became centred then
on the issue of real divergence. Attitudes towards a European currency have then
changed with external economic conditions. Until 1996, there was a loud ideological
opposition to EMU (and European integration) in spite of a clear political (parliamen-
tary) majority in favour. Most of this opposition disappeared when it became clear that
Portugal would be able to join EMU from the very start.

Maintaining the objective of EMU participation during the recession of 1993/
94 and throughout the electoral year of 1995 was only possible because of the steps

2 See Torres, 1995.
Z See Macedo (1996) for an analysis of different episodes of currency (in)convertibility in Portugal.
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taken before, i.e. joining the ERM and liberalising all administrative controls on capital
flows. As the elections approached, the opposition Socialist Party converged on the
same objectives concerning Portugal’s participation in EMU. And, as political colours
changed, the new Socialist-led minority government adopted the convergence
programme of the previous executive, initially with some “national reservations” in
order to ensure support both from the right-wing anti-Maastricht party, the CDS-PP,
the left-wing communist party, PCP, and its own party basis and later on, by May
1996, as a government commitment with the main opposition party, the PSD. In October
1996 it became evident that both the Government and the PSD were in support of
satisfying as quickly as possible the macroeconomic convergence criteria in order to
participate from the beginning in EMU.2?

The 1997 and 1998 budgets aimed at satisfying all the necessary requirements
established in Maastricht. They were approved in Parliament with the abstention of
the PSD, since the two anti-EMU parties had indicated early on that they would vote
against a budget geared to Portugal’s participation in EMU. In February 1997, the PS
and the PSD also approved a parliamentary resolution in favour of Portugal partici-
pating from the start in the Third Phase of EMU.

The PSD had no other alternative, given the fact that its government had taken
the escudo into the ERM in 1992 and that, in spite of its customary lack of enthusiasm for
EMU and European integration, it was unprepared for anticipated elections. Yet, the first
time such a position was defended in 1996, by the author as parliamentary spokesman
for European Affairs in the PSD, it was strongly contested by its leadership. As it was
clear that no matter what the position of the party the author would stick to the electoral
programme he had stood for, as economic spokesman during the campaign, and that
the electorate would not understand any opportunistic behaviour concerning such an
important external objective, the PSD abided by the European consensus.

2 After several statements made by the prime minister reaffirming his commitment to that
objective, the consensus on the goal of Portugal’s participation in the core group of countries
moving ahead to the Third Phase of EMU was established in Parliament during the first debate of
1996/97 on the single currency. Both in the PS and in the PSD, and especially outside party circles,
some sectors remained unsatisfied with such a convergence of views. Within the PSD, that
convergence had already been contested in October 1996 at the occasion of a special congress.

% The PSD remained divided over that consensus. Those against, especially people with
responsibilities for economic policy, had already opposed (some less openly but with quite disruptive
aims) from within the party and the government, the European monetary integration strategy led
by the former minister of Finance Jorge Braga de Macedo.
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Smoothing out political and policy misgivings on EMU

The discussion about Portugal’s participation in EMU evolved significantly since
the objective was put forward in the Delors plan. Initially, the idea of 2 monetary
union in Europe was well received by the public in general as a long-term European
goal, although there was some scepticism as to Portugal’s capacity to participate. The
Portuguese economy was presented to the public, by the government, opposition
and social partners, as a peripheral country that was still catching up making a long
transition period for monetary and financial liberalisation necessary while concen-
trating on how to cope with the more immediate challenge of the Internal Market.
Portuguese public opinion and polity became used to what was until then the norm,
namely that Portugal would be granted yet another transitional period.

Against this background of relative indifference and the stubbornness of the
monetary authorities in not discussing the matter, the Parliament was, as in other
instances of the process of European integration (such as the issues of the revision of
the Maastricht treaty, of the accountability of the European Central Bank and of the
so-called reinforced cooperation), at the forefront of the discussion: in 1990 it organ-
ised an open debate on Portugal, the EMS and EMU that prompted political debate
and forced the authorities to take a position on the matter? , although political com-
mitment to EMU was not on the agenda until 1992. Contrary to most other EU coun-
tries? the Portuguese Central Bank was never an enthusiast of ERM participation,
free capital movements or European monetary integration; but when reforms were
accomplished or decisions taken, sometimes against its preferences, it followed the
new rules.

With the European discussion about the ratification of the TEU, one renewed
political party, the CDS-PP, adopted as its main political strategy an anti-Maastricht
(anti-EMU) campaign. The exchange rate crisis cum the European recession together

~with the adoption of a convergence programme designed to allow Portugal to partici-

pate in EMU brought the issue to the forefront of the public debate.
Of course, economists at the Central Bank and at the Ministry of Finance and

academics with international experience, but also the two main political parties and a small .

part of the business community, defended that, given the macroeconomic disequilibria in

% See proceedings of the Economic and Financial Parliamentary Committee hearing of
April 4, 1990 (CEF, 1990).
% Not to mention the special case of Finland described for instance in Moses, 1997.
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Portugal at the time, the convergence criteria and the stability pact were important and instrumen-
tal, independently of the TEU, to achieve sustained economic growth.

But part of the business community, such as the Confederation of Industry
(CIP) and the Portuguese banking association? , the right wing PP, the technocrat
(Keynesian) and the conservative and populist wings of the PSD, on the one hand,
and the left wing trade union, CGTP, the left wing PCP, the economic adviser to the
President and many independents close to the PS and/or influential in the media, on
the other hand, depicted the convergence criteria as a problem for real convergence.
This argument was often mixed-up with ideological reasons.

Even the sectors politically more favourable to Portugal’s participation in EMU, such
as the centre-left trade union, UGT, and the Portuguese industry association (AIP) cau-
tioned against the negative effects of EMU on unemployment and growth. But, besides the
afore-mentioned arguments of persistent differences in productivity, EU enlargement and
world trade liberalisation, no explanations were put forward to justify these presumptions.

It seemed, however, that although people both could not explain why and
how EMU would be a problem for Portugal, and understood that exchange rate au-
tonomy would not serve to resolve the structural problems that affected Portugal and
Europe (on the contrary, it could only aggravate them), there was until 1998, when
Portugal qualified for EMU, a generalised concern that Portugal was not up to the
job, that somehow things would go wrong.

This mood improved with economic conditions although many went on
not believing that the Portuguese economy could ever compete at any level
within the Internal Market, especially with the forthcoming enlargement of the
EU to central European countries and the liberalisation of world trade. The pessimist,
and sceptic in general, warned against the social and political unrest that would
spread, from countries such as France, to the whole of Europe.” In any case, apart

7 By 1997 concerns voiced by the Portuguese banking association turned to the financial set-up costs
involved in replacing the national currency by the euro, given the importance of currency exchange trading for
the banking activity. In 2 hearing in the parliamentary committee on European Affairs (see CAE, 1998), however,
two private bankers dismissed the importance of such costs. The issue was dead although, after the inception
of EMU, Portuguese banks went on charging very high fees for cross-border transfers (euro 25.13 in Portugal as
compared with euro 8.15 in Luxembourg) and other payments, as well as practising the so-called double
charging, forbidden by the Cross-Frontier Transfers Directive (97/5), in the euro zone (IEIC, 2000).

% Some commentators were busy, between 1995 and 1997, announcing the end of the
entire EMU project on occasions as different as the Spanish lorry-drivers strikes, social security
reform plans in France, reports on German unemployment and so on.
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from other “ideological” reservations, real versus nominal convergence remained the
issue in the Portuguese public debate about EMU.?

At the same time, however (note the contradiction), most social partners (with
the exception of CGTP), political economists (with the exception of some economic
commentators, anti-EMU for ideological reasons®) and public opinion at large also
cautioned against the possibility of Portugal being left out of EMU and of the weaken-
ing of its position in the EU as a whole. They realised that there was no alternative to
EMU and that it was better to be part of it than to be “out in the cold”. This was in fact
the reasoning the government used to overcome “ideological” or “Keynesian” reserva-
tions to EMU, also within its own political basis.

This has been a constant feature of the politics of European integration in
Portugal. Negotiators (the monetary authorities and the administration in general, in-
cluding cabinet members with a lower political profile) supported by reactive politi-
cal parties, resist to any substantial institutional changes, to any increased sharing of
national sovereignty, until the important decisions are taken at the top political level.
The fear of being left out of the European integration process or, more recently, of
being out of its political core is sufficient to trigger the change in attitude. Negotiators
and reactive politicians adapt then quickly to the new rules. That was the case of EMS
membership and of all the intergovernmental conferences (including the current one).

The issue of reinforced cooperation is a good example: it was initially strongly
rejected by Portuguese negotiators but, after discussions at the highest political
level - heads of state and government -, it was first accepted during the 1996 IGC,
and later even endorsed and presented as the Portuguese presidency’s contribu-
tion to the 2000 IGC. The speech delivered at the Humboldt University in
Berlin by the minister of Foreign Affairs of Germany, Joschka Fischer, during
the Portuguese presidency was received with scepticism and even misgiving.
The prompt welcome of that speech by the Portuguese minister of Foreign
Affairs, Jaime Gama, has however circumscribed open criticism only to the
opposition political parties, silencing the voicing of the customary discomfort
(resistance to change) within the Administration at large.

» At present this is the case for “real versus environmental convergence”. See Torres, 2000c.

% Anti-EMU positions and “anti-European ideologies” could be observed in all party circles
and many different fora dominated by both right wing conservatives and traditional leftists, who
had in common their distrust of the then on-going European integration process. To some extent
(with somehow different actors) that situation was repeated during the Kosovo crisis in 1999.
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Joining EMU in the first tier

As in other domains of European integration, Portugal would accept that if unable to
participate from the start in EMU others could go ahead ' It was feared, however, that, in
practice, the first group of countries to take part in the Executive Board of the European Central
Bank would move forward in all other domains of political cooperation, leaving the others
effectively out of the political core. On the other hand, it was also feared that convergence would
be more difficult for outsiders. That is why both the govemment and the main opposition party
started to defend by the end of 1996, after many quarrels about the subject, that Portugal should
participate in EMU irrespective of any automatic transfers and of what would happen to other
Southemn countries, including neighbouring Spain.

In fact, if Portugal was to participate from the start in EMU while Spain was not,
there should not have been any significant costs even in the short run. Unlike Ireland or
Britain, 2 Portugal was much less dependent on its bigger neighbour: Germany was (and
still is) the biggest customer of Portuguese exports (in 1996 eyen France ranked above
Spain), although Spain has become the biggest supplier of Portuguese imports and com-
peted directly with Portugal in third markets. Besides, Spanish attitudes towards EMU were
rather different from the UK’s (especially before 1997): if Spain was not to participate from
the outset in EMU, it would most likely have pursued a policy of exchange rate stability in
order to join one or two years later (as Greece is preparing to do in January 2001).

Still, some (as the former Prime Minister Anibal Cavaco Silva) argued that,
politically, it would have proved very difficult to separate the two countries in
the event that Portugal had performed only marginally better in terms of the
convergence criteria. But, one could have argued® that if EMU was to go ahead
with the core group of countries, Ireland, Finland and Portugal - all with bigger
neighbours that could either hesitate from participating in EMU or fall short of
fulfilling the convergence criteria - it would provide a case in point for the fact
that variable geometry was not an alibi for a European geographical divide.

31 That notion, named “positive variable geometry”, put forward by the author in a hearing of the
Committee on European Affairs of the Portuguese parliament in May 1994 (see CAE, 1994), was adopted ina
parliamentary resolution on the principles for the revision of the Treaty on European Union in April 1995. The
concept of flexible integration, contained in the Amsterdam Treaty, is applicable to other domains of European
integration. See also Dewatripont et al (1995) for a more elaborated proposal, featuring a set of mandatory
competencies, the common base, and allowing for deeper forms of cooperation, open partnerships.

. 3 See Kavanagh et al, 1997.

3 See Torres, 1998b.
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What kind of institutional reform?

In Portugal there has been a consensus among the major political forces* and
trade and business groups about the goals of active participation in the process of
European integration and increased economic and social cohesion. This consensus
translates into an active employment and social policy and into participation in the
major institutional reforms of the European Community, as a means of securing po-
litical and macroeconomic stability while preserving Portugal’s most self-praised “uni-
versal vocation”.

The objectives of reducing inflation and improving the efficiency of labour,
product and financial markets featured prominently in the adjustment effort, in line
with the understanding that the most useful structural policy measures were those
which reinforced the role of market mechanisms in resource allocation. While this
understanding was stressed in several Government documents before and after 1995
—namely in the Portuguese contribution to the White paper on Growth, Competitive-
ness and Employment®® and in the Strategic Options of the Government for 1997% —
the political debate neglected it until just before Portugal entered EMU.

Calls for automatic transfers

Until 1996 there were constant calls from party circles and from within the govem-
ment for automatic EU transfers (a safety net for EMU). When it became clear, by the end
of 1996, that it would be possible to fulfil the convergence criteria and that such claims
would affect the very credibility of the government’s commitment to EMU, the idea was
suddenly abandoned.®” Those claims would have only aggravated displeasure of the net-
contributor countries with cohesion and structural funds and would have implied the
shifting of resources away from cohesion countries with relatively low unemployment,

* Until 1997 the PCP and the CDS-PP were opposed to any external liberalisation of the
economy and to further European integration. When it became clear that Portugal would participate
in EMU from its inception this position softened.

3 Ministry of Finance, 1993.

% Ministry of Planning, 1996.

37 At the same time, early participation in EMU was attacked on the grounds that Portugal should
participate in an EMS I with the other Southern European countries This position also changed dramatically
just before the Italian Prime Minister Romano Prodi asked for a slower pace in the transition to EMU.
Portugal decided then to de-link from any ambiguous positions concerning the process of monetary
integration in order not to provide any reasons to be excluded from the first tier in EMU.
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such as Portugal, to countries with high unemployment, such as Spain. When the Portu-
guese authorities fully understood that possibility they adopted the idea of “employability”
for the negotiations of Agenda 2000.

Since fiscal integration raises issues of re-distribution, automatic fiscal trans-
fers would have been inappropriate without an important leap forward in the process
of European political integration. After German and Dutch calls, during an ECOFIN
meeting (in September 1997), for an elimination of the cohesion funds for countries
participating in EMU, the Portuguese Government adopted (finally) a clear policy
stance towards funds and employment, de-linking EU transfers and the principle of
social and economic cohesion, enshrined in the TEU, from any other type of transi-
tory transfers directed at smoothing the functioning of EMU.

Trade integration and similarity of economic structures

From an economic viewpoint, the high degree of Portuguese trade integration
with the EU always pointed to high benefits and low costs of participation in EMU.
Portugal’s trade integration with the European Union had been well above the EU
average (80 per cent of total exports and 75 per cent of total imports in 1995 and in
1997). In 1997, with respect to Portuguese imports, Spain had remained (since 1991) the
most important supplier (with a share of about 30 per cent of total imports from the EU),
followed by Germany (21 per cent). France was Portugal’s third most important supplier
(with a share of about 15 per cent of total imports from the EU). The situation was the
opposite for the most important Portuguese export markets: Germany led (with a share
of about 27 per cent of Portuguese exports to the EU) and France and Spain followed
(with a share of about 18 per cent). These three trading partners were followed by
the Benelux countries, Italy and the UK. The situation has not changed.

With respect to the likelihood of asymmetric shocks affecting the future Euro-
pean monetary union, it was important to know how similar the trade and industrial
structures of Portugal and the EU were. According to data available at the time of the
pre-entry debate?® on the correlation between average intra-EU exports, and exports
of each EU-member state to other EU members, the trade structures of Ireland, Den-
mark and Portugal deviated moderately, but not as much as the trade structures of
Finland and Greece, from the EU average.

3% Up to 1994; See Gros and Vandille, 1995.
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In fact, EC membership, and hence better access to the internal market in
1986, triggered an initial rapid expansion of the traditional Portuguese manufacturing
sectors (textiles, clothing and footwear production) and brought about an increased
specialisation of the economy. But increased world-wide competition, fragmentation,
poor marketing and higher domestic interest rates (due to the policy of capital con-
trols pursued in 1990 and 1991), on the one hand, and the modernisation of the
economy and foreign direct investment (FDI) inflows, on the other, have since then
modified that trend towards more similar economic structures.®

Notably, exports from the Auto Europa joint venture, a FDI between Ford and
Volkswagen with investment outlays equal to 2.9 per cent of GDP, that began production
of multi-purpose mini-vans at its new car plant in Palmela (greater Lisbon area) by
mid-1995, are estimated to have reached almost 10 per cent of total merchandise
exports in 1996 and 1997. This investment compensated for the fall in employment in
the textile, clothing and footwear producing sectors (mostly based in the north of the
country), which experienced job reductions that accounted for almost the entire
employment reduction in 1995. :

In addition, besides precarious agricultural and traditional specialisation in
manufacturing sectors such as textile and clothing, the Portuguese industrial structure
has been highly fragmented (firms with fewer than 500 employees account for almost
80 per cent of total employment). Such a structure is good for competition (and for
the flexibility of the economy), but bad from a resource allocation point of view. For
instance, in 1992 half of industrial R&D was still concentrated in 5 large firms in the
electronics, telecommunications and paper sectors,® and more than half geograph-
ically concentrated in Lisbon and the Tagus Valley. This concentration of domestic
resources may have prevented a faster real convergence with the EU.# On the other
hand, most of foreign direct investment made between 1989 and 1992 — after liberal-

isation and before the Central and Eastern European economies were opened up -

went to the tertiary sector (banking, insurance and business services) which experi-
enced a substantial increase in productivity.

# The Internal Market seems not to have increased sectoral specialisation in Europe but,
on the contrary, has led to specialisation in different quality/price ranges within the same sectors,
as seems to be also the case for Portugal in recent years.

“ QECD, 1996.

“ That concentration led to the exclusion of the region “Lisbon and the Tagus Valley” from
objective 1, in terms of structural funds in the new financial package for 2000-2006.
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In short, the structure of the Portuguese economy still deviates from the EU average.
Although the specialisation pattern became initially more pronounced, it seems that the
structure of the Portuguese economy has become more similar to the European average
since 1994/95, not in the last place because of foreign direct investment. Still, differences
in the industrial structure will persist (changes in the industrial structure take time) and
with them the possibility of asymmetric shocks relative to other EU countries.? However,
exchange rate considerations seem irrelevant to tackle that problem both because of the
high Portuguese wage flexibility and because of the permanent nature of the foreseen
shocks (EU enlargement, liberalisation and globalisation).* It is therefore important to
look at the institutional features that will constrain the capacity of the economy to respond
to modernisation and deeper European and world-wide integration.

Institutional features of the Portuguese economy

The labour market

In Portugal, around 70 per cent of workers are covered by collective bargain-
ing. There are two unions: the above-mentioned UGT and CGTP. The level of bar-
gaining is predominantly sectoral and there is limited coordination between bargain-
ing units. Firm-level bargaining is still very rare while national agreements are at-
tempted each year. Benefit entitlements before tax as a percentage of previous earn-
ings before tax (the so-called gross unemployment benefit replacement rates) are
rather high for Portugal: they stand at 65 per cent during the first year and 39 to 43
per cent (if there is a dependent spouse) during the second and third years.* Eligibil-
ity criteria for unemployment benefits are strict: applicants have to have worked 1.5
years out of the previous two. There is a minimum wage (roughly 318 euros in 2000).

Within this institutional setting, it is noteworthy that the Portuguese experience
contrasts with that of Spain. In 1997, after having peaked at 7.3 per cent in 1995, the
Portuguese yearly average unemployment rate was 6.8 per cent (in 2000 it fell to

“2 Besides, business cycles tend to be more highly correlated in integrated countries, hence
the potential need for unilateral policies such as exchange rate devaluations is reduced.

 In any event, exchange rate flexibility can only have a transitory impact on the economy and
hence does not dispense the need for long-run real adjustment of a country’s economic structure. Moreover,
nominal exchange rate devaluations are totally ineffective if they cannot affect relative prices.

# Data refer to 1995; see Martin, 1996.
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about 4 per cent). This rate compared favourably with the other EU member states, in
that only Luxembourg (3.6 per cent), the Netherlands (5.5 per cent), Denmark (6.0 per
cent) and Austria (4.4 per cent) reported lower rates just before the launching of EMU
(1997). While Portugal and Spain had had a comparable level of unemployment at
the end of the 70s (around 8 per cent, higher than an EC average of 5 per cent), in
1997 Spain reported an unemployment rate above 20 per cent.

Both Portugal and Spain have experienced high budget deficits and indeed
this fact has contributed, through high interest rates, to the rise of structural unem-
ployment; the same holds, to a lesser extent, for several other factors such as unem-
ployment benefits, institutional factors regarding the way unions work and the dete-
rioration of terms of trade. But in contrast to all other countries, specific effects
(unobserved components) are responsible for 40 to 50 per cent of unemployment
rates — negatively in the case of Portugal and positively in the case of Spain.®

The large weight of the state sector in Portugal first ensured low unemployment
in the 1980s, albeit at the expense of raised economic costs in terms of high inflation,
while wage increases were then traded for job security, keeping unemployment low.
Low unemployment compensation benefits (practically inexistent until 1977) also
increased the cost of being out of work.% That model, as opposed to Spain’s, led to
both the lowest wages and the lowest strike rates in the EU.

A possible explanation for the fact that Portuguese unemployment did not
persist at ever higher levels after the 1980s despite structural adjustment but actual-
ly fell, could be what Nancy Bermeo called trading wage increases for job security,
given that it was impossible to liberalise dismissal practices in Portugal. Still today,
according to the OECD, Portugal (although followed very closely by Spain, and
much ahead of other countries) has the highest index of employment protection.
But the fact that Portugal had low unemployment benefits and, in practice, rather
loose employment protection legislation, may have led also to a higher responsive-
ness of wages to unemployment.”” This may have led in turn to a less adverse

% See Scarpetta, 1996.

“ The average replacement ratio of the OECD was 34 per cent in 1995, 25 per cent in the
period from 1987 to 1991, 7 per cent in the period from 1979 to 1985 and 1 per cent in the period
from 1973 to 1977 (Blanchard and Jimeno, 1995).

 Small firms tend to circumvent regulations by not paying social security contributions and by relying
on short-term contracts. Also, a significant number of workers with permanent contracts were Jaid off during the
recession of 1993/94, suggesting that there is a de fucto flexibility in the labour market (OECD, 1996).

Lessons from Portugal’s Long Transition to Economic and Monetary Union

effect of disinflation on employment and to less unemployment persistence — the
explanation stressed by Olivier Blanchard and Juan Jimeno.

Disinflation and structural adjustment in Spain took place three years before the
country’s accession to the EC, just after the oil price increase and while the labour share still
reflected the wage explosion of the 70s. It was of a labour-compensating nature: high
wages with high unemployment. Portugal delayed its restructuring until there was an up-
swing: the oil price was falling, the labour share was already much smaller, privatisation
and flexibilisation were becoming effective and transfers and investment associated with
EC membership were gaining momentum, in turn opening up (the hope for) employment
possibilities.®

The timing for stabilisation and structural adjustment may also reflect the fact
that there has always been a consensus among political parties and social partners
on the pursuit of an active employment policy to ensure social cohesion (although,
after accession to the EC, a large part of these programmes were financed by the
Community support frameworks). Two episodes during the recessions of 1983/84
and 1993/94 illustrate well this idea: In 1983/84 many workers agreed to work without
being paid for several months in order to avoid being on the dole; in 1993/94, in the
face of a serious and widespread unemployment threat, the unions immediately ac-
cepted lower wage increases.

Although it seems that there is no hysteresis in the Portuguese unemployment
rate, possible labour mismatch problems should not be ignored as they would indi-
cate that the economy may have entered a more difficult period of employment
adjustment.® Vitor Gaspar and Silvia Luz, following Blanchard and Katz (1997) and
using quarterly data from 1983 to 1996 to arrive at a wage curve, conclude that there
is real wage flexibility even in periods of low inflation and exchange rate stability.
Variations in the Portuguese unemployment rate correlate with the cyclical fluctua-
tions of economic activity (Okun’s law).

In Portugal wages have been highly elastic with respect both to inflation and
unemployment: the wage response (the semi-elasticity) to unemployment has been
one of the largest among European countries (only smaller than in Japan and Sweden, in

4 Sacrifice ratios (the number of percentage points between real production and equilibrium
production for each point less in the inflation rate} confirms that view for the period 1980-94 as a
whole: Italy and Portugal have ratios of 0.65 and 0.66, respectively, while Ireland and Spain have
ratios of 1.0 and 1.47, respectively. See Barbosa and Machado (1996).

% See OECD, 1996, for a description.
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absolute values)* Real wage flexibility is a substitute for intemational labour mobility. Therefore,
foregoing exchange rate autonomy seems not to be very costly.* De facto flexibility of the
labour market, in spite of its rigid regulation, shows that the Portuguese economy has some
capacity to adjust to uneven shocks in a monetary union.

Monetary convergence

New statutes of Banco de Portugal, approved in October 1990, gave the central bank
a high degree of economic independence while maintaining an average degree of political
independence, as compared with other OECD countries.

By 1995, the statutes of the central bank were amended by Decree-Law 235/
95 drawn up by the PSD government but whose ratification in parliament was
demanded by the PS after the October 1995 elections at the start of the new political
cycle.” The ensuing Law 3/96 of 5 February 1996 established the maintenance of
price stability as the primary objective of the Central Bank, taking into account the
general economic policy of the government. The Bank became the sole responsible
for the conduct of monetary policy, having the obligation to cooperate with the
government in defining and implementing exchange rate policy. The overdraft facility
and direct purchases of government were officially abolished. In the new law, and
as in most European central banks, the Bank retained responsibilities for banking
supervision; the Governor was also obliged to inform parliament about monetary
policy matters following the publication of the Annual Report of the Bank.

% See, among others, OECD (1992) and Luz and Pinheiro (1994). According to some studies
reported in Gaspar and Luz (1997) also in the Netherlands wages are highly elastic to unemployment
(-0.17), in absolute terms slightly above the value for Portugal (-0.16). Increasing wage bill
differentials (see OECD, 1996) also suggest high nominal and real wage flexibility. On the other
hand, the rate of structural unemployment has scarcely changed since the beginning of the 1980s.

5! This is true even if one rejects money neutrality and takes the view that discretionary
exchange rate policy can affect output.

52 See Torres (1998b) for a discussion on Portugal and Grilli, Masciandaro and Tabellini
(1991) for the criteria of political and economic independence.

# This initiative, welcomed by the author in parliament in the name of PSD, was obviously
opposed by those within the same party and group that also contested any mention to central bank
accountability in the parliamentary resolution in favour of a monetary union in Europe, the approval of
the 1997 and 1998 budgets and, of course, ERM membership and exchange rate convertibility in 1992.

Lessons from Portugal’s Long Transition to Economic and Monetary Union

The remaining legal inconsistencies with the TEU and central bank statute
requirements™ were dealt with by the Decree-Law 144/VII, approved in parliament
in November 1997, and subsequently transposed into Law 5/98, dated 31 January
1998. Moreover, the Portuguese Constitution, i.e. former Article 105, was revised,
eliminating inconsistencies with the TEU. Unfortunately, as mentioned above, there
was still cross-party political resistance to enshrine in the constitution the objective of
price stability (the constitution refers to the statutes of the central bank).

That resistance is as well 2 good example of how reactive politics can be
completely out of touch with European developments. During the first reading in the
revision process, there was even obstruction to the author’s proposal to revise Article
105 of the Constitution at all. But fears that Portugal could be left out of EMU’s third
phase due to a potential inconsistency of the country’s fundamental law with the TEU
led to an exceptional re-opening of Article 105 already in the second reading of the
revision process.®

Supposedly in order to maintain the primacy of the Portuguese constitution over
the TEU (trying to preserve monetary sovereignty, as if the goal of EMU was not exactly to
share monetary sovereignty), the revision of article 105 was accepted provided the new
text (which apparently was prepared outside parliament) would not pay too much tribute
to the “imported” ideas of price stability and central bank independence.” The idea was
presumably to eliminate all legal inconsistencies with the TEU as a prerequisite to join
EMU without acknowledging its goals (or even understanding them). The PS and, especially,
the PSD opposed that the objective of price stability be enshrined in the constitution
despite the fact that both parties approved at the same time a parliamentary resolution in
favour of monetary union and its objectives.

As a result, the new article of the Constitution (now numbered 102) states only
that the central bank should act according to the law and the international rules
ratified by Portugal(!): it does not specify the Portuguese preferences and is basically
redundant. The monetary (like most of the economic) constitution is out of the Fun-

5 See CEC, 1996; EMI, 1996.

% The Governor of the Central Bank had discussed, at the parliamentary Subcommittee on
Economic and Monetary Union, all these inconsistencies and the necessary changes contained in
the Decree Law presented to Parliament by the Government. The proceedings of those meetings
and the report on the Decree Law can be found in CAE (1998).

5% See Torres, 1998b.

57 See DAR, 1997.

121



122

Francisco Torres

damental Law. If at all, the new wording of the Portuguese Constitution clearly points
to an external constraint rather than to an internal commitment.

Competition policy

While regulatory reform in the financial sector had already taken place, it is still
being implemented in the utilities sector. Public transport companies, television, steel,
and chemicals have not yet been restructured. TAP-Air Portugal, the national carrier,
features among the most heavily subsidised airlines in the EU, along with Air France
and the Greek Olympic Airways.

Efforts to improve product market competition included: transcription of EU-direc-
tives concerning public procurement policies, financial control over public enterprises by the
court of auditors, simplification of the notification procedures for foreign direct investment
and more consumer-friendly credit regulations. In 1996 and 1997 further measures were
taken to improve the public utility response to consumers and to adopt more consumer-
friendly insurance regulations. But, as Barros and Mata already stressed in 1996, while the
legal provisions seem satisfactory they have not been properly enforced: there seemstobe a
generalised bias regarding the interpretation of the principles (concern for the competitive-
ness of domestic firms and other businesses rights prevail over concern for consumers and
social welfare) and decisions are left to several non-independent sectoral supervision bodies
and a competition authority that does not rank clearly above the former. %

While preparing for EMU, Portugal was among the largest “privatisers” of the
OECD?: According to the Ministry of Finance®, from 1989 to 1999, about 150 selling
operations took place including almost 100 enterprises, yielding a revenue equivalent
to 25 per cent of GDP. More than half (51 per cent) of that revenue was used for
public debt redemption. Until 1995, the biggest chunk of sales (about two thirds of
total revenue) was in the banking and industry sectors that had been nationalised in
1975.In 1996, 1997, 1998 and 1999 the privatisation of the remaining shares in some
banks and partial privatisation of public utilities (telecommunications and electricity),
motorway operating concessions, cement and others, amounted to 2.8, 4.7, 3.9 and
1.5 per cent of GDP, respectively.

%8 The first Competition law dates from 1983 and was revised in 1993 (Decree-Law 371/93).
% OECD, 1996.
6 See Ministry of Finance, 2000b.

Lessons from Portugal’s Long Transition to Economic and Monetary Union

Other developments

Structural funds and sustainable development: a slow change in attitude

The implementation of the European Single Market directives has greatly
contributed to accelerating the pace (still slow by European standards) of other reforms,
as diverse as environmental quality and consumer protection. The total amount of EC
transfers in 1996 and 1997 reached 4.3 per cent of GDP (with the structural funds
amounting to 3.1 and 3.0 per cent of GDP in 1996 and 1997, respectively, and the
cohesion fund reaching 0.2 and 0.4 per cent of GDP in 1996 and 1997, respectively).
Net transfers of the EU are of course much lower (below 3 per cent of GDP) and they
are expected to continue to fall.! Estimates of the impact of the first Community
Support Framework (CSF) programme for the period of 1989/93, based on a general
equilibrium model, point to an additional GDP growth of 0.4 pp in the short run and
0.5 pp in the long run. The official estimated impact of the second CSF, 1994/99,
based on an input-output model, is also a 0.5 pp increase in the rate of growth.®

The CSF programme for 1994/99 aimed at reducing the main weaknesses of the
Portuguese economy that involve: education, economic infrastructure, the productive
structure (characterised by an excessive weight of low-productivity industrial sectors
and a very low-productivity agricultural sector), social security, disadvantaged social
groups, the environment and regional imbalances. The negotiations of Agenda 2000,
concluded during the first half of 1999, have ensured that Portugal will continue to
have access to structural funds under the 3 CFS programme for 2000/6.

Part of the EU transfers have exerted some pressure for internal reform ~
given that they had to be matched by national public expenditure, they required
a definite establishment of long-term priorities in Portugal. It was possible to
exert parliamentary pressure on the government regarding the use of structural
and cohesion funds, namely with respect to a better distribution of these funds in
favour of the environment. This is even more so due to the NATURE 2000 EU direc-
tives which involve some degree of conditionality.®

¢ This is because the bulk of EU expenditure is related to the Common Agricultural Policy. Given the structure
of the agricultural sector, Portugal i reported to be a net contributor to the EU in this sector.

¢ $ee Gaspar and Pereira (1995) for the general equilibrium model and Ministry of Planning
(1993) for the input-output model.

 See Torres, 2000c.
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With EMU, the new European codecision process, the forthcoming enlargement proc-
ess and the prospect of a closer political union for a limited number of countries within the
EU (reinforced cooperation), it is more difficult for Portugal —or it becomes politically much
less attractive — to follow the old rule of asking for derogations. Yet, until recently, this was the
first instinct of the Portuguese Administration, especially as far as environmental directives
were concemed.

In the case of the auto-oil programme, the European Affairs Committee of the
Portuguese Parliament adopted a resolution project considering that the derogation
granted by the EU to Southern countries, “could have had potentially very negative
consequences for Portugal, namely with respect to the negotiation of the Agenda
2000”. This meant playing the “European card”: the need not to be perceived as a
laggard in the European integration process, especially during an important negotia-
tion of financial resources. The European Affairs Committee that may have a view
more similar (long term) to the European Parliament (EP) than most of the other
Portuguese parliamentary committees as far as European legislation (increased coop-
eration) is concerned, can now propose resolutions with respect to the position of the
government in the Council for a number of directives.**

Portugal’s attitude towards environmental policies and/or a better use of struc-
tural funds also relates to its stage of economic developmeht. Although it is true that
since 1998 only few politicians, policy-makers and commentators have not come to
recognise the advantages of solid monetary institutions and price stability for sus-
tained growth, many do still argue that higher environmental standards (quality con-
vergence), despite being considered a desirable aim in the long run, may impede
faster economic growth (real convergence). As in the case of EMU, the political con-
sensus on the priority of higher standards on environmental quality, consumer protection
and internal social cohesion, all pre-conditions for long-term development, over the mere
access to EU funds is taking long to build &

¢ Examples of potential cooperation between national parliaments and the EP, not only in this field butalso as
far as political accountability for monetary policy and general economic policy guidelines is concerned, were to be
discussed at the COSAC meetings in Lishon held at the end of May 2000. The author was nominated rapporterrby the
European Affairs Committee and prepared a questionnaire for the effect that, most regrettably, was essentially ignored and
patly scattered into a wider pre-existent questionnaire of the responsibility of the staff with no relevance whatsoever for
this topic. Neither explanations nor justifications were given for that conscious boycott.

% While there are dear signs of 2 positive change in attitude from the part of the new minister for the Environment
together with increased pressure from both the Portuguese NGOs and the European Commission, the political debate still
centres (with the exception of some attempted cooperation with the EP, most of the time boyootted by political parties) on

Lessons from Portugal’s Long Transition to Economic and Monetary Union

Pre-euro exchange rate developments

The escudo was forced to devalue several times during the ERM crisis. Because
the financial markets had been associating the escudo with the peseta, the authorities
followed an intentional policy of de-linking the two currencies from the start of the
period of turmoil. This policy was relatively successful (as shown by the reduction of
daily exchange rate volatility and of the need for official intervention in the foreign
exchange markets). Interest rates on 10-year government bonds fell 300 basis points
in the following 12 months. )

In nominal effective terms, the escudo has behaved in a fairly stable way since
it joined the ERM in April 1992. Until 1997, the behaviour of the escudo against a basket
comprising the currencies of 26 industrialised countries (BIS data) was one of the most
stable of all EU currencies. In real effective terms (using the CPI as a deflator), the
Portuguese escudo from the time of joining the ERM roughly until its exchange rate was
locked into the new EMU grid in 1998, was by far the most stable currency in the EU: its
real effective exchange rate appreciated by less than 1 per cent until the end 1996. Since
1987, it appreciated 27.2 per cent, more than any other EU currency. This is because
from 1989 to 1991 there was a substantial rise of unit labour costs. However, it was only
in 1997 that the effects of exchange rate stability became apparent on the reduction of
capital costs, which in turn contributed to economic recovery.

Fulfilling the convergence programme and the stability pact

Contrary to most EU countries, no special measures were taken in Portugal (on
the expenditure side) to reduce the budget deficit to 2.5 and 2.2 per cent of GDP in
1997 and 1998, respectively. Although falling for the third consecutive year, the level
of the public debt was still excessive in 1997%, around 61.5 per cent of GDPY; only in
1998 it fell to 57.8 per cent of GDP. In fact, government current spending depends
basically on the public sector wage bill that grew more in 1997 and in 1998 than in most

issues such as who has built more kilometres of motorways and bridges or, demagogcally, on refusing locally (“niot in my
badkyard” considerations) anyglobal solutions.
% The TEU stated however that the debt ratio could be exceeded in exceptional circumstances, namely
if diminishing sufficiently and approaching the reference value at a satisfactory pace, which was the case.
 According to the new European System of Accounts implemented in 1999, ESA 95 (Council
Regulation 2223/96 of 25 June 1996), the public debt ratio for 1997 turn out to be 60.3 2nd not 61.7.
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other EU countries. In the period 1995-99 fiscal consolidation was achieved largely
through higher tax returns due to stronger economic growth and tougher tax enforce-
ment. The danger of slippage comes in the short run from the possibility of deficient
expenditure control, namely in regard to health. That happened in 1997 and in 1999.
In 1997 higher tax returns and both tax enforcement and lower than expected expen-
ditures on social security maintained the deficit ratio below the target; however, in
1999 that slippage was reflected in the stock of public debt in 1999 (which decrease
only to 56.8 per cent of GDP®) and 2000 (which is expected to augment to 57.1 per
cent of GDP).

Portugal did not make a big effort to reduce the deficit and the debt: the
general government primary balance reached a level of 4.2 per cent of GDP in 1992
but remained quite small thereafter, amounting to only 1.7 per cent of GDP in 1997
and 1.1 per cent of GDP in 1998 (it is expected to remain below 3 per cent until 2004);
contrary to what happened in all other EU members, non-interest expenditures grew
(more than in any other EU country) between 1993 and 1998 and there was a dramatic
fall in the implicit interest rates on public debt and a reduction in interest payments
from 1991 to 1998.

The compliance with the Stability Pact hinges on the capacity to increase the
primary surplus from 2000 onwards. For 2000 the budgeted deficit amounts to 1.5 per
cent of GDP, and the public debt is expected to increase to 57.1 per cent of GDP,
while these values are set to converge in the following years to 0.0 and 48 4, respectively,
in 2004, in the Stability Pact.® Cutting current public spending would increase
confidence and reduce the growth-adjusted effective interest rate, but pressure to
increase taxes tends to have the opposite effect.

In addition, the speed of debt reduction will be determined by the receipts
from privatisation and pension expenditures. While there is still some scope for
privatisation in 2000/2001, in the longer term, fiscal sustainability depends on the
capacity to restructure the social security system whose deficit can reach 8.5 per cent
of GDP in 2035 according to OECD simulations.™

@ According to the ESA 95 methodology, there was even a slight increase of that ratio from 56.5 in 199810 56.8
in1999.

® Ministry of Finance, 2000a.

7 QECD, 1996.

Francisco Torres

References

e Barbosa, Anténio P. and José A. Machado (1996), “O Custo da Desinflagio Portu-
guesa: uma Nota”, Boletim Economico Trimesiral do Banco de Portugal 46, (Sep-
tember) 47-50.

Barros, Pedro P. and José Mata (1996), Competition Policy in Portugal, Working

paper 15/96, Lisbon: Banco de Portugal (September).

¢ Bermeo, Nancy (1994), “Comments on Francisco Torres and Guillermo de la Dehe-
sa”, in John Williamson (ed.), The Political Economy of Policy Reform, Washington,
DC: Institute for International Economics, 197-206.

* Blanchard, Olivier J. and Juan F. Jimeno (1995), “Structural Unemployment: Spain
versus Portugal”, American Economic Review, Papers and Proceedings, 85, 2, 212-218.

* Buiter, Willem H. (1996), “Two Cheers for EMU”, European Economic Perspectives
9, Centre for Economic Policy Research (July), 5-7.

e Cadilhe, Miguel (1990), “Luzes e Sombras da UEM”, Revista da Banca, 16, 199-214.

* CAE (1999, Transparéncia, Alargamento e Emprego— Teses Portuguesas na X COSAC,
Comissio de Assuntos Europeus, Lisboa: Assembleia da Repiblica.

* CAE (1998), Opgdes Europeias de Portugal: UEM, Comissio de Assuntos Europeus,
Lisboa: Assembleia da Republica.

* Casella, Alessandra (1993), “Comment on Krugman”, chapter 8 in Francisco Torres
and Francesco Giavazzi (eds.), Adjustment and Growth in the European Monelary
Union, Cambridge: Cambridge University Press.

* CEC (1996), “Report on Convergence in the European Union”, Brussels: Commis-
sion of the European Communities (November).

* CEF (1990), Proceedings of the hearing on “Portugal, the EMS and EMU”, Comissio
de Economia e Finangas, Lisboa: Assembleia da Repuiblica.

* Dewatripont, Mathias, et al. (1995), Flexible Integration. Towards a More Effective
and Democratic Europe, Monitoring European Integration 6, London: Centre for
Economic Policy Research.

* DAR (1997), Didrios da Assembleia da Republica, Lisboa: Assembleia da Republica.

* Eichengreen, Barry and Fabio Ghironi (1996), “European Monetary Unification:
the Challenges Ahead”, chapter 4 in Francisco Torres (ed.), Monetary Reform in
Europe, Lisbon: Catholic University Press.

* Gaspar, Vitor and Silvia Luz (1997), “Desemprego e Salarios em Portugal” in Bo-
letim Economico Trimestral, Banco de Portugal, Dezembro.

127



128

Portugal’s Long Transition to Economic and Monetary Union

Gaspar, Vitor and Alfredo M. Pereira (1995), “The impact of Financial Integration
and Unilateral Public Transfers on Investment and Growth in EC Capital Importing
Countries”, Journal of Development Economics, 48, 43-60.

Gros, Daniel and Guy Vandille (1995), “Trade Structure Similarities”, Brussels: Cen-
tre for European Policy Studies, mimeo.

Grilli, Vittorio, Donato Masciandaro and Guido Tabellini, (1991), “Political and
Monetary Institutions and Public Financial Policies in the Industrial Countries”,
Economic Policy, 13, 341-392.

IEIC (2000), “Bank Charges in Europe”, survey commissioned by the Directorate
General for Health and Consumer Protection to the Institut Européen Interrégional
de la Consommation, Brussels: IEIC (ApriD).

Jones, Eric, Jeffry Frieden and Francisco Torres (1997), “EMU and the Smaller
Member States: A Comparative Perspective”, Documento de Trabalho ECO 32/97,
Centro de Estudos Europeus.

Jones, Erik, Jeffry Frieden and Francisco Torres (eds.), Joining Europe’s Monetary
Club: The Challenges for Smaller Member States, New York: St. Martin’s Press.
Kavanagh, Ella, et al. (1997), “The Political Economy of EMU in Ireland”, chapter 6
in Jeffry Frieden, Erik Jones and Francisco Torres (eds.), joining Europe’s Monetary
Club: The Challenges for Smaller Member States, New York: St. Martin’s Press.

Luz, Silvia and Maximiano Pinheiro (1994), “Wage Rigidity and Job Mismatch in
Europe”, Working Paper 2/94, Lisbon: Banco de Portugal.

Macedo, Jorge Braga (1996), “Selling Stability at Home, Earning Credibility Abroad”,
chapter 2 in Francisco Torres (ed.), Monetary Reform in Europe. An Analysis of
the Issues and Proposals for the Intergovernmental Conference, Lisbon: Catholic
University Press.

Macedo, Jorge Braga and Francisco Torres (1991), "Interest Differentials, Financial
Integration and EMS Shadowing: A Note on Portugal with a Comparison to Spam
in José Silva Lopes and Miguel Beleza (eds.), Portugal and the Internal Market of
the EEC, Lisbon: Banco de Portugal.

Martin, John (1996), “Measures of Replacement Rates for the Purpose of Interna-
tional Comparisons: A Note”, OECD Economic Studies, 26, 99-115.

Ministry of Finance (1992), “Portugal from P1 to Q2: A Strategy of Sustained Re-
gime Change 1986-1995”, abridged version by José Braz in Francisco Torres and
Francesco Giavazzi, A Single Currency for Europe: Monetary and Real Impacts,
London: CEPR Report (March). '

Francisco Torres

Ministry of Finance (1993), “Contribuigio Portuguesa para o Livro Branco sobre o
Crescimento, Competitividade e Emprego”, Lisbon: Ministério das Finangas (October).
Ministry of Finance (2000a), “Portugal’s Stability and Growth Programme: 2000-
-2004”, Lisbon: Ministério das Financas (February).

Ministry of Finance (2000b), “The Portuguese Economy: Modernization and Com-
petitiveness”, Lisbon: Ministério das Financas (ApriD).

Ministry of Planning (1993), Plano de Desenvolvimento Regional, Lisbon: Secretaria-
de Estado do Planeamento e Desenvolvimento Regional (July).

Ministry of Planning (1996), Grandes Opgdes do Plano para 1997, Lisbon: Minis-

+ tério do Equipamento, do Planeamento e da Administragio do Territorio (October).

Moses, Jonathon W. (1997), “Finland and EMU”, chapter 4 in.Jeffry Frieden, Erik
Jones and Francisco Torres (eds.), Joining Europe’s Monetary Club: The Challenges
Jfor Smaller Member States, New York: St. Martin’s Press, forthcoming.

OECD (1992), “Economic Survey on Portugal” Paris: Organisation for Economic
Cooperation and Development.

OECD (1994), The OECD Jobs Study, Paris: Organisation for Economic Cooperation
and Development.

OECD (1996), “Economic Survey on Portugal”, Paris: Organisation for Economic
Cooperation and Development.

Scarpetta, Stefano (1996), “Assessing the Role of Labour Market Policies and Insti-
tutional Settings on Unemployment: A Cross Country Study”, OECD Economic Studies,
26, 43-98.

Silva, Anibal A. Cavaco (1994), “Combinacao de Politicas de Estabilizagio num
Quadro de Integracio: a Experiéncia Portuguesa”, Brotéria, 138, 5/6, 493-515.
Torres, Francisco (1989), “Portugal’s Monetary Integration into a Changing Europe:
A Proposal”, Economia, X111, 3, 395-405.

: Torres, Francisco (1990), “Portugal, the EMS and 1992. Stabilisation and Liberalisa-

tion” chapter 10 in Paul De Grauwe and Lucas Papademos (eds.), The EMS in.the
1990’5, London: Longman, 225-246.

Torres, Francisco (1991), “The Impact of EMS Mémbership and of the Liberaliza-
tion of Capital Movements”, in J. Silva Lopes and M. Beleza (eds.), Portugal and
the Internal Market of the EEC, Banco de Portugal, Lisboa.

Torres, Francisco (1994), “The European Periphery: Portugal”, chapter 4, in John
Williamson (ed.), The Political Economy of Policy Reform, Institute for International-
-Economics, Washington, DC, 141-152.

129



130

Portugal’s Long Transition to Economic and Monetary Union

Torres, Francisco (1995), “Portugal and the EMS. The Politics of Monetary Integra-
tion”, in Jodo Loureiro (ed.), Portugal e a Integragdo Monetdria Europeia, Porto:
Universidade do Porto Editora, 80-91.

Torres, Francisco (1996), “The Political Economy of Monetary Reform in Europe”,

'chapter 3, in Francisco Torres (ed.), Monetary Reform in Europe. An Analysis of the

Issues and Proposals for the Intergovernmental Conference, Lisbon: Catholic Univer-
sity Press, 61-82.

Torres, Francisco (1997a), “Economic and Monetary Union in Europe: Some Re-
flections”, Die Union -Osterreichische Zeitschrift fiir Integrationsfragen, 1. Quartal.
Torres, Francisco (1997b), “EMU: Economic and Political Misgivings”, Europa: No-
vas Fronteiras, CIID, 1, 103-111.

Torres, Francisco (1998a), “The Economic and Political Debate on EMU: Europe
and Portugal’, Temas de Integragdo, 5, Coimbra e Rio de Janeiro (also an Occa-
sional Paper of the Brussels’ Initiative Group).

Torres, Francisco (1998b), “Portugal Towards Economic and Monetary Union: A
Political Economy Perspective”, chapter 8 in Erik Jones, Jeffry Frieden and Francis-
co Torres (eds.), Joining Europe’s Monetary Club: The Challenges for Smaller Mem-
ber States, New York: St. Martin’s Press.

Torres, Francisco (2000a), “A Experiéncia Portuguesa de Integracio: a UEM e a
Coesio Econémica e Social”, in As Economias Brasileira e Portuguesa, Congresso
Brasil - Portugal, Ano 2000, Brasilia.

Torres, Francisco (2000b), “A Experiéncia Portuguesa de Integracio Monetéria € as
Opgdes Politicas de Desenvolvimento na Unido Europeia”, in Actas do Ciclo de
Semindrios Portugal e o Desafio da Moeda Unica, Lisbon: Centro de’ Informagao
Jacques Delors, 127-194.

Torres, Francisco (2000c), “Overcoming the “Real Convergence Syndrome” or Un-
derstanding the Need of Higher Environmental Standards for Sustainable Develop-
ment”, paper presented at the Environmental Studies Workshop on “Coming to
terms with the “Mediterranean Syndrome” The Implementation of European Envi-
ronmental Policies in Southern States”, Robert Schuman Centre for Advanced Studies,
European University Institute, May.

Torres, Francisco and Francesco Giavazzi (1993), “Introduction”, chapter 1 in Fran-
cisco Torres and Francesco Giavazzi (eds.), Adjustment and Growth in the Europe
an Monetary Union, Cambridge: Cambridge University Press.

Application of Structural Funds

Isabel Mota

Introduction

On the threshold of the millennium, a very opportune moment for drawing
balances and speculating on the future, recording the Portuguese experience in ap-
plying structural funds is of particular interest, especially for those countries which
are applying for membership of the European Union.

This is particularly pertinent because the Portuguese experience was been
highly positive, and went hand in glove with the economic development and
modernisation of Portuguese society as a whole in recent years. Fourteen years
have already elapsed since Portugal joined the European Economic Community,
and during that time many changes have occurred of particular importance for
our social and economic structure. Portugal has made progress as well in terms
of real convergence with average levels of development in the Community.

Looking back at what has been achieved, among the factors contributing
most towards this evolution are, of course, the Community structural funds, that
have become a constant reality in any appraisal the Portuguese make of the
economic and political life of the country, and which have contributed to the
Portuguese viewing the European project favourably.

A balanced examination of the results achieved should demand above all
that we draw the necessary inferences for the next cycle of development aid
scheduled for the year 2000.
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Furthermore, despite the significant differences in economic and social situ-
ations and development problems diagnosed in the different candidate countries,
all of which demand specific solutions, there are common areas for reflection.
There are important similarities in the approach to be made to the European project
and in the way of ensuring that the Community instruments geared to the structural
development of the European Union are put to the best possible use.

It is with this in mind that the “Portuguese case” will be presented, adding the
author’s own personal assessment of the positive and negative aspects in applying structural
funds. An exchange of information and experiences will be of benefit to all in sharing our
views on the future of Europe and the challenges of the forthcoming enlargement.

It should not be forgotten that regional disparities are naturally a threat to the
economic and social cohesion of the European space, and make it more difficult to
obtain the necessary consensus for stronger integration and the success of enlargement.

This is why the priority attributed to the issue of structural funds in pre-
paring the accession of the new candidate countries for membership of the Eu-
ropean Union is one of the key aspects for the success of the process.

Portugal and Community funds —overall ifiew

Background

Since Portugal joined the European Economic Community in 1986, the economic
and social development of the country has converged dynamically with average Europe-
an living standards. This is illustrated by the fact that Portugal rose from 55.8% of GDP per
capita in ppp, in 1986, to around 73% of the Community average in 1999. This was closely
linked to the support given by Community structural funds.

From accession to the close of the decade, Portugal negotiated the follovs}ing
Community funding” - Structural funds and Cohesion Fund — in three distinct phases:

— the first phase from 1986 to 1988, prior to the first Delors package with
Community support of 2.200 million ECUs;

~ the second phase corresponding to the first Community Support Frame-
work and running from 1989 to 1993 (CSF ) — with Community support of around
9.000 million ECUs;

(*) Current prices

Application of Structural Funds

—the third phase corresponding to the second Community Support Frame-
work and covering the period from 1994 to 1999 (CSF II) - with Community
support of around 18.500 million ECUS.

Different philosophies and approaches to Community intervention un-
derlie these phases, according to different stages in the process of deepening
the European integration.

Portugal’s accession took place almost at the same time as the approval of
the Single European Act in 1986, which introduced the principle of reinforcing
Economic and Social Cohesion, associated with concern for regional re-balance
and promoting development in the least favoured regions.

- In 1992, the Treaty of Maastricht, in instituting EMU, enshrined Economic
and Social Cohesion as one of the essential pillars of the new Europe. As a result
of this development Community funds were gradually given a greater role as the
best instrument for structural policies, implemented through two successive re-
forms made to Structural Funds, announced respectively in 1987 and 1992, as
part of the so-called “Delors Package”.

The main thrust of these reforms brought about two successive duplications
of funds made available for structural policies, and the creation of the Cohesion
Fund; funds were geared to two major priority objectives for development
(structural adjustment of more backward regions, reconversion of regions in decline,
combating unemployment and providing vocational training, structural adaptation
Jor agriculture and development of rural zones); resources were concentrated on
the less developed regions; intervention was made more effective, conducted
through a strategy and a regional development plan (RDP) and multi-annual
programmes with implementation based on more strict monitoring mechanisms,
assessment and control.

Balance for the decade

It is within this framework of Commumty development that the major in-
struments used to support development policies in Portugal were designed and
applied, particularly from 1989 on.

An analysis of the past 10 years corresponds, then, on the whole to the
period in which the two Community Support Frameworks were applied, although,
naturally, execution of the same will go on beyond 1999. The balance that follows
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will be a first look at the results achieved with the structural funds applied during
the decade. An absence of final figures, yet to be calculated, and of official data
on the analysis of both CSFs, means that the information below can only be seen
as a preliminary reading of the situation, and is of course subject to the necessary
adjustments and later correction.

The analysis of the information available for the period in which the
two CSF were applied, that is from 1989 to 1999, reveals that:

- Portugal negotiated support from structural funds for about 27.500 mil-
lion ECUs as part of the two financial inputs, which is a per capita input of about
270 ECUs.

— A breakdown of Community funds reveals the financial predominance of
the Regional Fund - ERDDF (including a specific credit line for industry - PEDIP)
56%; ESF 20%; EAGGF ~Guidance and FIFG 13% and the Cohesion Fund 11%.

— There was a 12 percentage point gain in GDP convergence per capita, (in
ppp) compared to the Community average, that is, slightly higher than one per-
centage point per year.

—Transfers from the EU to Portugal assumed considerable importance for
the national economy, on average amounting to 3.1% of GDP.

—These funds had a real average impact of 2.4% on GDP, indicating that
Community financial transfers created an additional growth in imports.

» — Structural funds represented about 8% of total gross fixed capital forma-
tion during this period, and the estimated investment associated with Community
funding was around 16% of the total.

- On average, about 92,500 jobs, that is about 2% of employment were
associated with annual implementation of the'CSF.

— Indicators on the wellbeing of the population also reveal substantial
improvements during the period.

— Community support has helped reduce internal regional disparities, as
recognised by the European Commission itself and by EUROSTAT.

— This growth was achieved at the same time as significant progress was
made in terms of nominal convergence, which allowed Portugal to join the single
currency — inflation dropped from 13.6% to 2%; the budget deficit fell from 5.1% to
2% of GDP; public debt was reduced from 66.9% to 56.8% in 1999.

- Support from Community funds demanded budgetary input that was
around 1.3% of GDP, in annual average terms.

Application of Structural Funds

- The distribution of structural funds according to type of investment
shows that priority was given to Human Resources, followed by support for
Productive Sectors, Infrastructure and Environment.

Community Funds in Portugal 1989-1999
(PTE billion, current prices)

Total 89-93 | Total 94-99
Financial flows with EU
Transfers from EU to Portugal from Structural Funds (a) _
in % of GDP 2,8 3,3
Implementation of CSF
Macroeconomic impact of CSF (in % of level of
variables)
GDP ' 2,1 2,7
GFCF 6,5 9,5
Imports =~ 2.7 3.4
Private Consumption 1,8 2,4
Employment (n° of jobs) (b) 85,4 98,4
National share of GGA 790,2 1248,3
in % of GDP : 1,4 1,2
in % of Total Spending of GGA 3,1 2,6
Macroeconomic Indicators
GDP (Vol. Var. rate) 2,6 3,1
GDP per capita in PPP (EUR 15=100) *62,0 %73
Employment (Var.rate) : 0,5 **0,7
Inflation *12,7 *#2,0
Global balance (GGA) in % of GDP *¥.2,4 .20

(a) Including Cohesion Fund and Community Initiatives

(b) Thousands of individuals
* Amounts at start of period** Amounts at close of period
Sources: Financial Flows with EU : 1989-1998: Direc¢do Geral do Tesouro; 1999
(Forecast): Report from EO for 1999. Implementation of CSF: DGDR and DPP (1998:
provisional figures; 1999: forecast).Macroeconomic Indicators: Up to 1998: INE, Ministry
of Finance (GGA balance 1996 ~ 1999), DPP. For 1999: DPP forecasts.
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Indicators of Well-being
Human résources 1990/91 1996/97
Rate of pre-school coverage at 4 years 44 58,9
Rate of schooling to 15 years of age 65 94,9
Rate of schooling 18-21 years of age (Umversny 7,7 144
Education) Eoo
Employees with higher education 6,8 7,5
Environment — Global attendance levels in % 1990/97 1997
Water supply 77 86 .
Waste water treatment 21 40 -
Waste water drainage _ S5 68. .
Infrastructure 1990 1997
Extensions made to highway network (Km) 303 797
' (96)
% of railway electrified 14,7 24,1
‘ 94) Vi
% homes with telephone 55,1 79,7
¢n :

Sources: DPP, MEPAT; PNDES 2000-2006, Diagndstico Prospectivo; DAPP, ME, INE

—Community support has helped reduce internal regional disparities, as

recognised by the European Commission itself and by EUROSTAT.

—This growth was achieved at the same time as significant progréss ‘was
made in terms of nominal convergence, which allowed Portugal to join the single
currency ~ inflation dropped from 13.6% to 2%; the budget deficit fell from 5.1%

to 2% of GDP; public debt was reduced from 66.9% to 56.8% in 1999.

~Support from Community funds demanded budgetary input that was

around 1.3% of GDP, in annual average terms.

—The dlsmbunon of structural funds accordmg to type of investment shows
that priority was given to Human Resources, followed by support for Productive

Sectors, Infrastructure and Environment.- .
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Communit Funds by type of investment (*)

"CSF I-II
trutures Productive Sector
4% Support
- 29%
Environment
1 Resources 1%
36%

(*) Estimate prepared using data in: Structural Funds, 10 years,
MAT (1995) and Assessment of the macroeconomic impact of CSF QCA,DPP (1999)

- An analysis into the sectoral distribution of funds reveals that vocational
training and transport were the areas that benefited most from Community support.

Sectorial distribution of Community funds(*)
CSF I-I

Health
Education 4% Environment and
8% urban renewal
1%

Industry

13%
Tourism
3%

Energy
3%
Telecommunications
2%
Agriculture and
fisheries
13%

Vocational Training
22%

T’i’;ﬁf”" Science R&D
i 2%

(*) Estimate prepared using data in: Structural Funds, 10 years,
MAT (1995) and Assessment of the macroeconomic impact of CSF QCA,DPP (1999)
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Institutional aspects
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Political Ievel

* ' Coordination

— Coordination of internal measures of the CSF and Community negotiation is

attributed to the Ministry of Planning and Territorial Administration. -

. — An intergovernmental commission was set up to 1nclude all the Minis-
tries involved in the CSF.

Technical level

Management

- Global management is provided by the CSFrﬁén‘agement_ commission, which
includes the national spokesmen for Community Funds: '

—Management of each Programme is provrded bya manager backed by a
technical unit. :

Monitoring

— At the global CSF framework, a Monitoring Commission is set up to include
all those involved in internal management and those respon51ble at Communrty
level. ,

- The same model as that used for the global framework is set up for
each Programme. ‘ '

Assessment

— A CSF Observatory was set up as an autonomous body for assessment, in-
volving independent specialists from several areas of intervention.

Control

~ Actions are controlled at several levels, within each Ministry and in the
Ministry of Finance.

Application of Structural Funds

Community Support Framework 1994/1999

Background

A detailed analysis of the RDP/CSF II will throw light on how the strategy
operates and on its results. ;

Whenever the major guidelines were defined for the intervention of structural
funds and the Cohesion Fund in the 1994/99 period, the Portuguese authorities de-
fined a strategy based on two basic objectives: :

— Ensuring a smooth transition between the two CSF, to avoid any disruption in
the financial transfers from the Union;

— Guaranteeing a significant simplification in the cumbersome procedures that
the 1989 reform had introduced and which led to excessive bureaucracy and slow
moving circuits. ‘

The definjtion of the RDP strategy, made in 1992, was based on 2 detailed
diagnosis of the economic and social situation of the country, based on an interpre-
tation of developments over the past ten years.

In analysing the progress made by Portugal since accession, and that had led
to close alignment with the average of the other member states of the European
Union, the fact that the country and its regions were still far from Community stand-
ards also became clear. : : -

Portugal’s negotiating posmon was clearly based on demonstrating that it had
serious development problems requiring the State’s active intervention and the use of
means that could not be mobilised by the country alone.

- In fact, during this period, GDP, productivity and real salaries had increased at
a faster rate than the Community average; infrastructure and equipment, as well as
levels of schooling and training, increased, and the level of services provided to the
population improved in many fields.

However, although all this favourable development might reduce Lhe structural
backwardness of the country compared to European standards, the truth is that, from its
type and scale, it continues to present a serious obstacle to the development process.

From this diagnosis, the following problems, among others, are underscored:

- Low level of instruction among the population and insufficient vocational
skills in the workforce. :

— The scarcity and insufficient specialisation on the domestic market.

—The fragility of industrial fabric.
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—Insufficient infrastructure and facilities.

— Natural conditions and the cost of production factors added to the structural
weakness of Portuguese agriculture and reduced the margin of competitiveness of
arable and livestock production.

— Serious difference in levels of development throughout the country, and the
local potential of certain regions under-used. ;

The RDP took account not only of the need to respond to the above-mentioned
problems, but also to the new rules and eligibilities of structural funds and the experience
gained with the first RDP, that recommended a certain number of new approaches.

The following are the main innovations in the RDP:

— With regard to areas receiving support, considerable more visibility is attached
to the Environment, Urban Renewal, Health, Social Exclusion and any action benefiting
the Rural World, and funds allocated to these areas greatly increased. These were all
areas in which Community support in the first CSF was only timidly applied, but which
in the second emerge with their own specific programmes. This is due to new regula-
tions opening the way for these areas and because the problems underlying them have
become felt more acutely and are more obvious. ‘

In adopting the appropriate measures, two main guidelines are highlighted:

~ In the productive sector, in incentives to private investment the 'sinking
fund component has been reduced in favour of new financial engineering instru-
ments such as venture capital;

—In infrastructure, 2 minimum investment threshold level has been established
to give access to Community co-funding and every encouragement is given to inter
and supra-municipal investment, where this is on a large scale and likely to have
regional impact. ‘ ' i

— With regard to practical measures, there was a decided move towards reduicing
the number of Programmes, with a view to improving the decision-making process and
simplifying administrative and bureaucratic processes.

The former evaluations made by the Portuguese State and by the Commission of
the European Communities, using teams of international consultants for the purpose,
confirmed the following fundamental conclusions:

— The major priorities for developing Portugal are: improving human resources,
modernising productive fabric and improving infrastructure.

— Measures taken in these three fields will have positive effects on reducing
regional disparities and increasing social cohesion.

Application of Structural Funds

— Measures taken to modernise productive fabric and infrastructure should con-
tribute towards improving the quality of the environment and quality of life.

The need to encourage a national-sectoral outlook was justified for three reasons:

— Development disparities in Portugal compared to the Community average are
greater than those observed between the less prosperous regions in the country and
the national average. '

— Regional assessment studies show that the global development of the coun-
try, and particularly in the more prosperous regions, has a very important leverage
effect on the less developed regions.

— Bearing in mind the size of the country, regional development support should
complement national structuring measures.

All of the Portuguese proposals contained in the RDP were retained in the CSF.
The strategy defined, priority measures, the balance between funds and planned
programmes for operations were all maintained.

The Community Support Framework was approved by the European Commission
and signed on February 1994 after eight months of negotiation. At the same time, financial
decisions were signed for the operational programmes planned within the CSF, so that on
the same day the instruments envisaged in them for implementation could be brought into
force, allowing the first flow of funds to be transferred immediately to Portugal.

CSF1II

CSF 11 is applied throughout Portugal

The development strategy for the 1994/1999 period is based on two objec-
tives that were already part of the previous CSF:

- Drawing the Portuguese economy and communities closer to the average
levels and standards of living of the Community (real convergence).

— Gradually reducing domestic regional disparities (regional convergence).

To implement these objectives, the CSF is based on two assumptions:

— The need to base sustained growth on a change in the structure of the
economy and employment, making this more compatible with the way in which inter-
national markets evolve.

—The need to include a more significant approach for measures geared to
improving quality of life and which can be implemented in parallel to changes
that ensure the economy a competitive edge.
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Such objectives are implemented using the following major priority approaches

—Qualifying human resources and employment.

- Reinforcing the factors for a competitive economy.

- Promoting quality of life and social cohesion.

—Strengthening the regional economy base.

Around 15.500 million ECUs from Community funds were structural funds
and FIFG. The remaining 3.000 million ECUs correspond to the average of the
indicative interval attributed to Portugal, for this period, in the Cohesion Fund.

The break down of the amounts of inter-funds included in the CSF II
is the following:

CSF I — Fund allocations

FAGCE  pirg
1% 5

CF
15%

ERDI
55%

ESF

1R0/,

Community funds channelled to Portugal as part of the CSF II, together with the
national financial share, both public and private, has meant an investment of over 30,000
million ECUs, that corresponds to public spending of more than 20,000 million ECUs.

CSF II - Sources of funding.

J Private
Public Funding
Funding 22%

22%
CF
9%

Structural Funds
47%

Application of Structural Funds

The break down of Community support according to agent, reveals that
Central Administration is the main beneficiary. :

CSF II — Support by institutional agents

Private
Enterprises Central
25% Administration

40%

Public

Enterprises
0,
7% Autonomous
Municipalities Regions
10% 8%

In 1994-99, transport was particularly relevant in the sectoral break down for
Community support funds, followed by industry and services, and then agriculture.

'CSF II - Distribution by sectors

Transport
Telecomunications
Energy

Water & Enviroment [ERSD St
Health
Education
Training
R&D
Agriculture
Industry & Services ==
Tourism
Others

25
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The break down of support from structural funds into major areas, reveals
that the first priority was to modernise productive fabric, followed by an eco-
nomic base for the regions and improving human resources.

Application of Structural Funds

Table 2

COMMUNITY SUPPORT FRAMEWORK 1994-1999
(Structure)

CI - Community Initiative
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CI-RESIDER 1T
(Tronwork Industry)
Cl-FISHING

CI- KONVER IT
(Armament Industry)
CI- ADAPT
(Industrial Change)

CSF 1I - Distribution by Axis

Reagional Modernisation
. i of Production
Economic Base :
23% Capacity
32%

Human
Resources
229 Support for
‘ ; ; infrastructure
Qualng;/of Life Development
? 14%

CI-INTERREG IT

(Encrgy networks) SUPPORT TO
MUNICIPAL
INVESTMENT

AXIS 1 AXiS2 AXIS 3 AXIS 4
Qualification of Human s Competiti Promoting Quality of Life Strengthening the
Resources and Employment Factors in the Economy and Social Cohesion Regional Economic Base
BASIS OF KNOWILEDGE DEVELOPMENT SUPPORT ENVIRONMENT PROMOTION OF
AND INNOVATION INFRASTRUCTURES AND URBAN REGIONAL
. REVITALISATION DEVELOPMENT
Education Transport POTENTIAL
i Environment
Science and Technology Telecommunications. Rural and Local
Urban Renewal Development
| Encrgy
Regional Incentives
PROFFESSIONAL TRAINING | — ———
AND EMTT.OYMENT ‘MODFRNISATION OF THE HEALTH .é:/mon (AT, ‘S‘pgcﬂxlﬁc Actions of
T FCONOMIC FABRIC ialiiroon
qualifications and Hoalth
Insertion in the Job Market ; calt
A ture
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Assessment

A highly favourable global assessment of convergence and the results
achieved by applying structural funds in Portugal, still requires a critical, studied
analysis of the strong and weak points involved in its implementation.

Among the more positive aspects to be drawn from the Portuguese experi-
ence, the following merit special attention:

Technical preparation of dossiers

— The technical skill of the teams responsible for presenting proposals
and for negotiations with Community authorities.

— A thorough understanding of the Community rules and mechanisms as-
sociated with structural policies.

~ The quality and consistency of proposals, projects and programmes sub-
mitted for funding and their conformity with Community demands.

Internal coordination

— Effective internal coordination, attributing responsibilities for CSF negotiations
and monitoring to one Ministry alone, avoiding several spokesmen dealing with Brussels.
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~Good coordination between the management of investment programmes
supported by Community funds and budgetary management, thus ensuring the
necessary domestic share within a framework of containing public finances.

Partnership

—Good relations with the Commission services responsible for structuring
measures, maintaining a climate of dialogue and trust, helping to fund solutions
for most of the problems that arise in implementing the CSF.

Flexibility

~Rules of flexible management that apart from reducing the number of
programmes in the current CSF, facilitate the introduction of inevitable adjust-
ments along the way, without too much red tape.

Instltutlonal Structure

—A professional management system, w1th a manager responsnble for each
CSF programme. : L

—A follow-up system and effectnve assessment, creatmg a CSF Observatory
with independent specialists in the different areas.

These aspects allow a high level of implementation of the programmes
and create the conditions for the absorption rate of Community funds being
placed always among the most favourable of all the countries benefiting from
funds, thus ensuring that a large and regular financial resources flow from
the EU to the member state. :

However, below are those most negatlve aspects in the Portuguese case
that merit close attention: '

Scale of measures

~The small scale of some measures, associated with the scattering of many,
with high management costs and often of little impact.

Application of Structural Funds

Planning

— Incorrect physical and financial planning for some measures and excessive
optimism for some objectives pursued by some programmes, leading to delays in
implementation and a gap between expectations and reality.

Bureaucracy and centralism

— The complexity of decision making processes and difficulties in adapting the
Administrative machine to the rules of co-funded p_rojécts, often leading to considerable
delays in implementing measures, affecting, above all, the initiative of the private sector.

— Limited decentralisation of Adrmmstratlon with weak techmcal capacity and
reg1ona1 services slow to mobilise local agents.

Subsidy dependence’

— The excessive use of non -reimbursable subsidies to the private sector, to the
detriment of other financial engineering schemes creating excessive dependence on
the part of investors on this type of support and removing the incentive from some

‘innovative measures.

Participation

—Insufficient use of contracting bodies from outside Administration, namely
the banking system, to manage programmes destined for the private sector, by

using financial engineering schemes.
—Insufficient effective participation of social partners in preparatlon and

follow-up of programmes.

Environmental impact

—Lack of priority given to environmental impact assessmentt, that lay at the root of

" several complicated situations that gave rise to significant delays in implementation.

Many of these aspects are naturally linked to the traditional practice of central-
ised, bureaucratic services provided by public Administration, for which, despite

149



150

Isabel Mota

some progress already achieved, a constant effort must be kept up with a view to
modernising procedures and increasing the involvement of economic agents.

Assessing the socio-economic impact of CSF instruments is a complicated task and
one that is relatively recent. It can only be consistent with an analysis of medium and long
term effects. This means that at this stage there are no final facts and figures leading to any
definite conclusions on the effectiveness of several specific CSF instruments.

However, from the data resulting from on-going assessments, and from expe-
nence already gleaned, the following can be said:

— Infrastructure programmes are those with the most visible results, particulary
road and telecommunication networks.

— Human ressources programmes took the following shape:

— considerable work was done in the area of education and research infrastruc-
ture. Investment in the school network helped imprbve access and quality of teaching,
and reinforced the vocational component of the educatinal system. Despite large in-
vestments in insfrastructure for research there are no clear changes in the organisation
of the national scientific and technological system, nor has there been any significant
increase in the participation of companies in R&D programmes;

— despite solid funding mainly from the ESF, results achieved are far from
those planned, and the improvement in the qualification of human resources has
been only moderate.

- There are some major contrasts in the situation with programmes ad-
dressing the productive sector: :

— improvements in investment in industry with positive results in productivity,
technological modernisation and industrial capacity in some sectors, and

— deterioration of the situation in agriculture, where some of the main obstacles
were removed and alternative activities created, with farmers suffering 2 fall in income
during the period.

— In examining regional development programmes, good results were obtained
with regional incentives being used, and these had a positive impact on creating new
activities and jobs and in improving living conditions in some regions in the interior.
However, the objectives for promoting the rural world fell short of target.

Conclusions

Although the development problems of each country and their respective eco-
nomic and social situations mark and condition the way in which structural funds are

Application of Structural Funds

applied and the capacity for their application, the fact is that some aspects drawn from
the experience of other member states remain a valid recommendations in all cases.

The inferences to be drawn from the Portuguese experience reveal that the
results achieved with structural funds depend very much on a combination factors in
the following areas:

Preparing the RDP and Programmes

— The development strategy underlying the RDP must be designed in very
close harmony with the priorities in the EU’s structural measures, at all times
adapting to important features along the way — currently emphasis is placed on
creating jobs, promoting competitiveness and innovation, environmental protec-
tion, urban issues, rural development and equality of opportunity.

—The RDP should be based on a global diagnosis of the economic and social
situation that realistically identifies the structural obstacles to be overcome, and indi-
cates the factors of competitiveness and development potentials on which Communi-
ty intervention concentrates.

—The RDP should be based on a careful evaluation of the absorption capacity
of Community funds, bearing in mind the possibilities for mobilising internal budgetary
shares, within a framework of macroeconomic and financial stabilisation sustainable
in the medium term.

— The break up of measures should be avoided, and an adequate scale assured
for programmes and financial engineering schemes used that combine sinking fund
subsidies with other sources, thus contributing to more impact from Community inter-
vention.

— The permanent use of ex-ante,-on-going and ex-post evaluation instruments
are an important contribution for assessing results and correcting approaches.

Internal organisation

— The clear attribution of competencies and responsibilities to public insti-
tutions, separating the functions of execution, evaluation and control, it is the
touchstone of the institutional framework.

— Management bodies for each programme, with a manager responsible for
each intervention, have been highly effective. ‘
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~ Clear internal technical and political coordination of the CSF is indispensa-
ble for good implementation, negotiating capacity and internal disputes.

— The effective participation of the social partners is a decisive factor in
selecting the right objectives and the efficiency of instruments in the different
sectors and regions. '

Relations with the European Union

— Having “one voice alone” in Brussels for the member stdtes in dealing
with the CSF is extremely important and effective in relations with the Commis-
sion’s services. '

— Regular technical dialogue with the Commission’s services responsible
for structural measures helps resolve a considerable number of problems arising
in execution, in most cases avoiding turning them into political issues that could
make solutions difficult as well as relations among parties i

- A good understanding of Community rules and mechanisms is fundamental
and demands a professional, qualified and specialised staff in administration. .
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European Integration of
Portuguese Agriculture

Armando Sevinate Pinto

The situation prior to accession

When twenty three years ago, in 1977, Portugal applied to join what was then
the European Economic Community, agriculture was the sector of most concern to
the Portuguese authorities.

Despite the economic and social importance of agriculture still being fairly
significant at the time (17% of GDP and 30% of the work force)!, agriculture was
economically and technically in a state of stagnation and was suffering from a radical
lack of structure,

Agriculture had been in a state of crisis for many years and had at the time recently
been the object of a collectivist style agrarian reform. Yield from land and labour was
certainly the lowest of all the countries in western Europe, investment was lacking, infra-
structure insufficient, land ownership highly restrictive (average area of 5 hectares divided
into 7 blocks) and farming incomes were showing little sign of increasing.

Therefore not only were légal, technical and administrative difficulties in the
way of harmonisation with the more integrated, complex Community policy, but also
the impact of competition with the other more developed European countries, with
better productive structures and average production levels from 3 to 5 times higher
than those in Portugal.

! The whole agri-forestry sector (including the food industries) then represented almost 1/5 of GDP
and involved more than 1/3 of the work force.
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However, although farmers were aware of these differences and their weak-
nesses, on the whole they did give their support to the project for European inte-
gration, and they had high expectations. These expectations had to do with the
natural desire for stability following the intense political disturbance that affected
the sector after the revolution in 1974, and with the promised financial support that
was expected to contribute considerably towards modernising Portuguese agri-
culture and to removing some of its traditional constraints.

Apart from this, in 1977, when accession was requested, Portuguese agricul-
tural prices were lower than those in Europe in practically all sectors. At this time, the
prices of most agricultural products were fixed administratively within the context of
a complex subsidy system (to production factors and also directly to consumers)
maintained through a network of “Economic Coordination Agencies” which, in some
cases, held exclusive trading rights for a large number of staple agricultural products
(cereals, oil seeds, meat, sugar ..).

As a result of this system, agricultural prices were substantially different
to those applied on the international market and a large number of Portuguese
farmers, in most agricultural sectors, had no experience in the workings of
the market.

The prices problem came to have a central role in the accession negotiations
in view of the fact that they changed dramatically over the nine year period in
which the negotiations took place. During this time, almost all Portuguese agricul-
tural prices (with the exception of wine, olive oil, tomatoes and several fruit and
vegetable products) rose above Community prices, reflecting high rates of internal
inflation as well as the fact that some of the more important subsidies for produc-
tion factors were gradually removed (for example, for fertilisers and compound
animal feeds). ,

Of concern to the Portuguese authorities was the fact that Portugal at the time
was 4 large, net importer of agricultural products coming from the world market and
particularly of those, like cereals, which, within the Common Agricultural Policy, paid
high customs duties into Community budget. _

At the time it was thought that applying European mechanisms would in-
crease the price of food products for consumers® and lead to an excessive contri-
bution to the Community budget, turning Portugal into a clear net contributor.

*Whether these products were imported from the European market or the world market.

European Integration of Portuguese Agriculture

The negotiations and the Accession Treaty

All of the concerns mentioned above made agriculture a key area in accession
and systematically meant that the Portuguese authorities had to adopt an apprehen-
sive, cautious or defensive position in the negotiations. '

This position was always understood by the Community authorities and, in
particular, by the European Commission, with which Portugal had achieved a good
negotiating relationship based on mutual trust. This was reflected in the terms of the
Accession Treaty and, above all, in the nature and duration of the transition period.

Apart from a long transition period being agreed (from 7 to 10 years), the
Treaty recognises the specific features of Portuguese agriculture and includes clauses
that are highly defensive and protective. They also contain safeguard positions both
for controlling relations between Portugal and the other 10 member states, and with
Spain whose accession took place at the same time.

It should be emphasised that although officially the representatives of the
Community regularly affirmed that the Portuguese and Spanish applications would
be examined exclusively on their own merits and that the negotiations would be
independent, in practice the two processes became linked and interdependent.
The question of the very prolonged negotiations and the long transition period,
initially badly received by the Portuguese authorities who saw in it a postpone-
ment of full accession and the status of a lesser member state, was justified by
the weak structure of Portuguese agriculture but, in reality, expressed the fears of
the other European countries (particularly France) faced by the enormous poten-
tial of Spanish agriculture.

Immaterial of the political circumstances underlying the constant postpone-
ments to accession and the way in which the process evolved by fits and starts,
personally I feel that this prolonged period also had positive results.

Firstly, there was time to go into a detailed technical and legal comparative
analysis of Portuguese and Community agriculture and to make a thorough examina-
tion of Community agricultural law and all of its regulations and mechanisms. This
avoided many surprises along the way and all of the derogation mechanisms could
be identified that were justified to respond to special situations.

Secondly, it was an excellent opportunity for collectively training hundreds of
Portuguese specialists in the different State departments, for whom these exercises
provided fundamental experience in gaining familiarity with the Community institu-
tions and with their complex regulations.
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I am convinced that the Portuguese strategy of setting up large official
delegations (20 to 25 technical staff from several ministries) who moved to Brus-
sels to take part in these exercises?, was one of the most effective Portuguese
investments in the future and, probably, one of the reasons underlying the suc-
cess of Portuguese integration and the solidly based (and “unexpected”) prepa-
ration generally attributed to the Portuguese staff who have handled the techni-

_cal aspects of this integration.

Apart from this, a very useful programme of administrative courses was
provided for Portuguese staff in the different Commission services. This together
with the experience associated with administering pre-accession Community aid,
and with the many technical and negotiating contacts made during the negotia-
tions, allowed the people involved to improve their understanding of these af-
fairs and contributed towards increasing the mutual confidence decisive for suc-
cessful integration. , _

Portuguese negotiating experience, as mentioned before, was characterised by
considerable trust placed in the European Commission and by the serious approach
made to the negotiations, manifest in the negotiating documents and information
provided, all of which was of considerable importance.

Throughou't‘the negotiations and also during the different stages of integra-
tion, this approach contributed decisively towards a favourable attitude within the
Community towards Portugal.

.. Having mentioned agrarian reform before, I should add that its evolution was
never the object of negotiation, nor of any direct interference by the Community
authorities. Legalising the reform process took place over time in the framework of
democratic transition and consolidation.

As is usual, the Accession Treaty defined the rules for harmonising agricultural
markets and structures, the system for price harmonisation, aid and specific du-
ties as well as derogation mechanisms and structural support for development.

A mixed system was used for the transition itself. For a series of products, that
globally. represented no more than 15% of Portuguese production and for which no
major integration difficulties were foreseen* a classical transition period was granted
to last for 7 years, the same as that used for previous enlargements.

? And who were sometimes criticised at home as being costly and of little use.
4 Covering olive oil, oil seeds, lamb, processed fruit and vegetables, tobacco, hops and seeds.

European Integration of Portuguese Agriculture

For other products, for which more difficulty in integration was expected and
which represented the larger part of Portuguese agricultural production® a stage-by-
stage transition was agreed, lasting for 10 years, divided into two 5 year periods. -

In the case of the classical transition, it was agreed that for a period of 7 years
the level of prices and subsidies, as well as specific customs duties for third coun-
tries, were harmonised gradually (in tranches), while at the same time, gradually,
incompatible subsidies and specific duties would be eliminated.

However, to facilitate trade when price differences did occur, a correction sys-
tem was set up of “compensatory amounts” and, to avoid unexpected consequences, a
Complementary Trade Mechanism and a Monitoring Committee were set up, while Por-
tugal gradually applied the respective Common Market Organisations (CMOs).

In the case of the stage-by-stage transition, for the first stage of 5 years, for the
products covered, Portugal was authorised to maintain in force “the previous national re-
gime” for the organisation of its domestic market and a certain number of structural
and preparatory objectives were fixed® that were to facilitate the application of a
classical type transition during the second stage of 5 years, planned to end in 1995.

Furthermore, it was agreed that during the first stage the EEC would not
participate in market support costs and Portugal would not transfer to the Com-
munity budget any income from customs duties charged on the import of agricul-
tural products coming from third countries.

During the second stage, the EEC would support the market intervention costs
and Portugal would then participate, although only gradually, in the own resources
of the Community.

The Treaty established a highly favourable scheme for Portugal to gain access
to structural funding for agriculture. Immaterial of the type of transition applicable,
Portugal benefited, right from the start of accession, from all socio-structural mecha-
nisms and from more favourable specific provisions existing at the time to benefit the
less favoured regions of the Community.

Apart from this, in terms of structure, Portugal also benefited from a “Specific
Agricultural Development Programme’” , lasting for ten years, funded by 700 million

% Including the milk, beef and pig meat sectors, fresh fruit and vegetables, cereals and rice, poultry and
eggs and wine.

¢ Based on an Action Programme, established by mutual agreement, and applying several factors
(prices, aid and production) with precise rules for different situations. :

7 The object of which was defined in protocol n.2 24, attached to the Accession Treaty.
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ECUs and with an average co-funding rate that was finally agreed at 75%. This Pro-
gramme, the detailed content of which was only approved in the “interim period”
(six month period following the start of accession), was to a certain extent the sup-
plementary Community response to the weak state of Portuguese agriculture and
aimed mainly to develop rural infrastructure and gradually correct the main structural
imbalances (land, commercial and industrial) affecting Portuguese agriculture.

In short, the negotiations and the Portuguese Accession Treaty reflected
the extreme care taken by the Community, provoked by negotiating the Spanish
case at the same time, and a defensive attitude on the Portuguese side justified
by the fear that the shock of integration might economically cause the already
weak Portuguese agriculture to founder even more.

The final result was deemed satisfactory at the time of accession. Although it
was known that sooner or later Portuguese agriculture would be faced by its lack of
competitiveness and with the results of being abandoned for decades, the long tran-
sition period and the structural support planned did in some way compensate and
justified some mitigated expectations and optimism.

The impact and the results of 14 years of integration

The effects on agriculture

Now that fourteen years have elapsed since integration, much has changed in
Portuguese agriculture although the effects have not all been felt in the same way in
all sectors, and not all the changes, for better of for worse, have been exclusively the
result of European integration and the Common Agricultural Policy:

~ the importance of the agricultural sector has fallen significantly, from 8% to
only 2.9% of gross added value out of the whole economy, and from 20% to around
12% of the total work force®; '

~ the number of holdings has fallen 39% (from 651,000 to 399,000) and the average
area has increased 48% (from 6.3 to 9.4 hectares of agricultural area per holding);

— the volume of labour used fell 53% (from 1,034,000 to 490,000 agricultural
work units);

& Although the agri-forestry sector, including the food industries, still accounts for around 10.5% of
added value of the economy and 17.4% of the work force.

European Integration of Portuguese Agriculture

— the volume of agricultural production rose by around 16% which, together
with growth of around 31% of intermediate consumption, led only to a slight increase
of 2% in product (added value);

— in real terms, the prices of agricultural products fell 49%, and despite direct
aid to producers increasing by around 300%, the joint effect of this dual development
led to a net reduction of 44%;

— the total income obtained by the agricultural sector (taking into account the
transfers of income through public aid) fell 43% in real terms. However, in view of the
sharp fall in the number of holdings and the number of working units, income per
holding fell only 6% and increased 21% when expressed in units of labour.

In comparative terms, the structural adjustments made in Portugal have not
been sufficient to align the country significantly with the other member states of the
European Union. The indicator used to draw this comparison (net added value per
unit of labour) is still lower than one third of the European average.

Analysing what has happened in the Portuguese agricultural sector over the
fourteen years of integration justifies dividing this period into three distinct phases.

1986 to 1989 was the period of optimism: investment in agricultural holdings
tripled, in the agri-industries investment was six times higher and in basic infrastruc-
ture more than 10 times higher compared to the years prior to accession. During this
period, productivity from agricultural labour increased notably but, although it may
seem a contradiction, agricultural incomes did not keep pace with the optimism of
farmers because prices fell in real terms, although only slightly.

From 1989 to 1993 real prices fell even more intensely and farming income fell
substantially, although not all sectors were affected in the same way. The rate of
investment slowed and gradually farmers became disheartened. During this period,
the transition in stages, which should have gone on until the end of 1995, was brought
forward with a view to encouraging the working of the Community single market and
the Portuguese market was prematurely exposed to outside competition.

The effects of these changes were clearly amplified, because the exchange pol-
icy used meant that national production was not competitive and because the rapid
settlement in Portugal of several hypermarket chains encouraged a rise in food imports.

Finally, in 1994, there was a slight recovery in farming incomes although on a
very uncertain annual basis and varying among the different agricultural sub-sectors.

Some sectors did evolve more positively and benefited from a favourable
market situation, the case with wine, while others suffered serious depression, the
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case with arable crops ( with the exception of maize that had some success) and
others, the case with milk and partly with meat, that managed to compensate
some price pressures with significant improvements in yield. At the same time as
this economic development, signi-ficant changes were taking place in produc-
tion structures, technologies and infrastructure.

The most important changes affecting production structures have already
been mentioned briefly and involve mainly the considerable fall in the number
of holdings and in the agricultural work force.

In terms of production technologies, the agricultural sector was modernised
significantly from the time of accession to what was then the EEC. This happened, as
mentioned before, as a result of the considerable investment made, particularly in the
years immediately following accession.

The rate of mechanisation in holdings increased considerably with the acqui-
sition of tractors and other mechanical equipment; the use of quality production
factors improved, many techniques and irrigating equipment were modernised; mod-
ern orchards and vineyards were planted and, although at a rate slower than planned,
forests were expanded in certain:parts of the country.

Infrastructure was targeted by the public sector and significant support was given
that led to positive results: dams were built; roads opened, improving access to many
holdings; electricity was extended to rural areas; the network of training centres spread;
although insufficient, marketing and processing structures improved with hundreds of
projects funded that had a positive impact on quality, hygiene and on the competitiveness
of food products; health coverage improved in the animal sector; support was given to
setting up many hundreds of farmers’ associations and a true group approach took root in
certain regions in setting up integrated projects for rural development.

Community support

None of this would have been possible without considerable, decisive
Community support which increased to levels considerably higher than that
planned in the Accession Treaty, and which merits should be underlined.

This support, in this.case that of EAGGF, Guidance section, specifically
geared to:improving -agricultural structures, increased regularly: from 32 mil-
lion ECUs in 1986 to around 260 million annually, on average, between 1989
and 1993, as part of the First Community Support Framework; after that, from

European Integration of Portuguese Agriculture

1994 to 1999, as part of the Second CSF, average annual funding was around 315
million euros.

Agricultural structural funding became essential to make some headway in
correcting the comparatively unfavourable situation caused by the market sup-
port component which is financed 100% by the Guarantee section of EAGGF.

In fact it is in Community funding to the market sector that the Portuguese situation
has been least favourable and at home has given rise to most discontent and controversy.
This is the sector in which the CAP is financially more active and which, because this
funding is related to production volume, is distributed in such a way that it heavily penal-
ises member states with lower production levels, and/or, in the case of Portugal, those in
which products with little support are significant in the country’s productive structure.
This probably underlies the most obvious of the current contradictions in the CAP which
gives more support to those who produce most and, through quotas and other types of
quantity restrictions defined on the past production levels in each country, functions like
atrue brake on the development of production in the less developed member states.

The paradox is clear in the Portuguese case. Despite receiving in annual fund-
ing-associated with the Common Market Organisations a significant sum from EAGGF
Guarantee? in comparison Portugal receives less than the European average and has
one of the lowest rates of Community support although it has one of the poorest and
least evolved agricultural sectors in the European Union!

Institutional organisation

Special attention both by Portugal and the European negotiators was given to
the organisation of Portuguese public administration to act as a framework and to
manage the process of integration in agriculture.

Firstly, one of the more sensitive aspects in the agricultural case involved the
future of the Economic Coordination Agencies and the way in which their status
should be changed and their commercial functions, where they were incompatible
with Community law, altered (removed). Secondly, a definition had to be found for
the national administrative structures required to intervene on markets and handle
Community support for market and structures.

9That rose from 30 million Ecus in 1986 to around 700 million in 1994 and 1995 and, in more recent
years, to an average sum of around 550 million euros. '
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With regard to the coordination agencies, although adjusting them to Com-
munity law has been planned and implemented, the Portuguese authorities were
too indecisive and had difficulties in resolving the problem of the residual struc-
tures of some of these agencies which, in the case of cereals, still remains a
cumbersome, confused process yet to be resolved.

In reviewing the agencies handling Community funding, after examining
the experiences in all the other member states, the Portuguese authorities de-
cided to set up two autonomous public agencies, one for markets and the other
for structures. .

To this end one public institute under the authority of both the Ministry of
Finance and of Agriculture, specialising in funding the primary sector (IFADAP)
was used, as well as a specific service belonging to the Ministry of Finance (the
Supply Fund), which previously handled subsidies for the food sector, that was
reinforced with staff from the former coordinating agencies (INGA).

Although the possibility of merging these two institutes into one is cur-
rently being examined, the Portuguese experience in this area has been positive
regarding the way in which the duties of these institutes have been performed,
although there may be some doubt as to the effective costs of running them.

Bearing in mind the tremendous efficiency that technology provides today,
and the integrating tendency of European policy, there are obvious advantages in
having one, small scale body, as the sole linkage for the services of the European
Commission, if this has to be created from the start and can be supported by reliable,
decentralised agricultural organisations.

The effects on consumers and on foreign trade

The benefits of accession for consumers are important and varied. Firstly,
the supply of food products increased, diversified and clearly improved in qual-
ity. Secondly, consumers benefit from the changes in agricultural prices already
described, although less in proportion to the reduction in production level which
were partly appropriated by processing/distribution circuits.

The benefits for consumers are obvious from the general, annual change
in prices in Portugal which, since accession, have been systematically higher
than the specific change in food prices, which contributed significantly towards
controlling internal inflation.

European Integration of Portuguese Agriculture

However, in view of little increase in agricultural production, a sharp
increase in the consumption of food products and greater integration in Euro-
pean markets, foreign trade in agricultural and food products® made poor
progress for Portugal:

— from around 900 million ECUs in 1986, the deficit more than double in
1998, 2.270 million euros (around 13% of the trade balance in the economy);

~ the rate to which imports are covered by exports for all agricultural and
food products worsened and in 1998 was around 35%;

— the level of agri-food self-sufficiency fell, although slightly, to figures
close to 87%.

In summary, the European integration of Portuguese agriculture was done
within a context that has led to obvious structural and technological improve-
ments, the effect of which is generally positive. However, this effect has not
been sufficient to remove the main structural handicaps from the sector nor to
compensate farmers for the highly negative effects of economic development,
the main result of which was a considerable fall in their income, that continues
to be far behind that of farmers in the other member states of the Union.

There is still much to be done which will involve risks and challenges. But
Portuguese farmers will be able to face these successfully if they are given the
necessary support on a structural level, as has been done to date, and more
support at market level, reducing restrictions and distortions that currently exist.

However, consumers have benefited from accession, compared to the situation
before, because in real terms food prices have fallen and the conditions of supply
have improved sharply, both in terms of diversity and quality.

Looking at the country as a whole, it is not easy to determine precisely all
of the economic and social effects of the European integration of Portuguese
agriculture. This is mainly because globally these effects are highly interdepend-
ent and their influence on separate sectors is difficult to isolate.

Although this is a controversial issue the results of which depend on the
methods used in the analysis, I think the country as a whole clearly has been the
net beneficiary of agricultural integration from the financial point of view, bear-
ing in mind all the financial transfers and flows associated with the CAP and all
the direct and indirect effects on producers and consumers in Portugal.

1% Essentially Portugal imports cereals, oil seeds and meat, and exports wine, beverages and
processed vegetables, apart from several forestry products particularly cork, paper and paper pulp.
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Portuguese Experience of
European Cooperation in the
Fields of Justice and Home Affairs

Nuno Pigarra’

L. The growing importance of European cooperation in the fields of
Justice and Home Affairs and its impact on Member States.

1. Acceptance of an acquisin the fields of Justice and Home Affairs (hereinafter
the “JHA acquis”) was not included among the accession conditions when Portugal
joined the European Union (EU).? The same occurred with any other of the Member
States. However, nowadays, any candidate State must accept and implement a substan-
tial JHA acquis as developed up to the date of accession to the EU. The main steps in
this evolution were the Treaty of the European Union (TEU) and the Treaty of Amster-
dam (TA) which amended the former and which came into force on 1 May 1999.

- 1.1. Cooperation on JHA matters among Member States was not entirely
unknown before the TEU came into force. It was, however, limited and developed
outside the institutional and legal framework of the European Communities.

The first case of cooperation in the JHA area was the so-called “TREVI Group”
(terrorism, radicalism, extremism, and intemational violence) set up in 1976 and composed,
at its highest level, of the JHA ministers of the Member States. The aim was to establish
cooperation against terrorism, drug trafficking and organised unauthorised immigration.

"The author thanks Ms. Ana Cristina Branco and Ms. Luisa Maia Gongalves for all their technical support
in preparing this text.

*More precisely, Portugal joined the European Communities. The EU only came into legal existence
when the TEU came into force, on 1 November 1993. The European Communities then became the First Pillar
of the EU and JHA cooperation became its Third Pillar.
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There was also the “Ad hoc Immigration Group”, created in October 1986 at
British initiative and composed of the ministers concerned in the Member States.

European Political Cooperation, introduced in 1986 by the Single European
Act, was also a forum outside the European Communities where Members States
worked together in the JHA area. Some instruments which now form part of the JHA
acquis, such as the Convention determining the State responsible for examining ap-
plications for asylum lodged in one of the Member States of the European Communi-
ties, the Convention on the application of the principle of ne bis in idem and the
Convention on the transfer of proceedings in criminal matters were adopted within
that framework. ‘

1.2.1t was Title VI of the TEU that was decisive for cooperation among Mem-
ber States in the area of JHA within the EU. According to Article K.1 of that Title, in its
original version, for the purposes of achieving the objectives of the EU, in particular
the free movement of persons, Members States regard as matters of common interest
the following areas: (1) asylum policy, (2) rules governing the crossing by persons of
the external borders of Member States, (3) immigration policy and policy on nationals
of third countries regarding conditions for entry, movement and residence in the
territory of Member States, family reunion and access to employment as well as com-
bating unauthorised immigration, (4) combating fraud on an international scale, (5)
judicial cooperation in civil matters, (6) judicial cooperation in criminal matters, (7)
customs cooperation, (8) police cooperation for the purposes of preventing and com-
bating terrorism, illegal drug trafficking and other serious forms of international crime.

However, the acquis formed by the instruments adopted by the Council in
implementing those provisions achieved neither the expected development nor the
practical effects that such important matters would justify. This was certainly one of
the reasons why the TA deeply changed the framework of JHA cooperation created
by the TEU. The TA transferred to the scope of the European Community the areas of
asylum policy, immigration policy and policy regarding nationals of third countries
and judicial cooperation in civil matters provided for in points 1 to 3 and 6 of ex-
Article K.1, a transfer that gave rise to the new Title IV of Part III of the Treaty
instituting the European Community (TEC) on “Visas, asylum, immigration and other
policies related to free movement of persons”. Furthermore, the TA confined Title VI
of the TEU to police and judicial cooperation in criminal matters.

1.3. Despite this fragmentation in the treatment of JHA matters, Titles VI of
the TEU and IV of the TEC are indissolubly linked by the purpose mentioned in
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the Preamble and Article 2, fourth indent, of the revised version of the TEU which
is “to maintain and develop the Union as an area of freedom, security and justice,
in which the free movement of persons is assured in conjunction with appropriate
measures with respect to external border controls, asylum, immigration and the
prevention and combating of crime”, and “to provide citizens with a high level of
protection by developing common actions among the Member States in the fields
of police and judicial cooperation in criminal matters and by preventing and com-
bating racism and xenophobia”. Stressing that link, Article 61 (a) of the TEC ex-
pressly includes among the measures which the Council will adopt pursuant to
Title 1V, those which are provided for in Article 31 (e) of Title VI of the TEU
regarding the prevention and combating of crime.

2. Outside the framework of the European Communities, five Member
States — Germany, France, Belgium, the Netherlands and Luxembourg - signed
on 14 June 1985, in Schengen, Luxembourg, the Agreement on the gradual abo-
lition of controls at their common frontiers, and the Convention implementing
such an Agreement (the “Schengen Convention”) on 19 of June 1990. Portugal,
as well as Spain, acceded to both Schengen instruments on 25 June 1991 and
were part of the group of seven EU Member States which on 26 March 1995
abolished checks on persons at their common borders and implemented the so-
called compensatory measures for that abolition.

2.1. The main reason for the establishment of such cooperation among those
five Member States was the impossibility of reaching a unanimous decision on the
abolition of checks on persons at the common borders of all the Member States
within the Council of the European Communities. This abolition was considered by
several Member States as the key to the free movement of persons in an area without
internal borders, which had been formally included in the TEC in 1986 as an essential
feature of the internal market.

The Schengen acquis covers visas, asylum, external border controls and the
conditions for the movement of nationals of third countries, as well as police and
judicial cooperation in criminal matters. Participating in implementing the Schengen
acquis constitutes one of the most important aspects of the Portuguese experience of
cooperation on JHA matters.

2.2. The Schengen acquis was incorporated into the framework of the EU on
1 May 1999 when the TA came into force. A Protocol attached to the TEU and TEC
regulates the institutional and legal issues posed by that incorporation (the “Schen-
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gen Protocol”).? This means that the Member States which have signed or acceded
to the Schengen instruments* are authorised to pursue the cooperation based on
them, within the EU framework, using the institutions, proceedings and mecha-
nisms established in those two Treaties. The Schengen acquis is now an essential
part of the JHA acquis, although it can be developed autonomously within the
new framework. , :

As laid down in the preamble of the Protocol the Schengen acquisis “aimed
at enhancing European integration and, in particular, at enabling the European
Union to develop more: rapidly into an area of freedom, security and justice”. In
fact, not only was one of the essential objectives of the Union attained through
that acquis, although (still) not applied in all Member States, but also, as we will
see later on, a degree of operational cooperation among Member States, unknown,
so far, in the framework of the Third Pillar of the EU. he

Itis, therefore, predictable that the integration of the Schengen acquis into the
EU will add new impetus to JHA areas that may compensate the partial failure of the
EU in dealing with them in the past. Furthermore, the Schengen acquis can now be
developed within a more solid, democratic and transparent institutional framework
than the one in which it was created, as well as within 2 more accessible and control-
lable legal framework.

3.The Portuguese participation mJHA and Schengen cooperation involves a number
of important national Public Administrative bodies — the Immigration Department, Criminal
Police, Public Safety Police, Customs Authorities, Public Prosecutor’s Office, etc.

3.1. All those bodies are represented in the various groups making up the
working structure of the EU Council for JHA matters. Until the TA came into force,
those national authorities were also represented in the different groups of the Schen-
gen institutional structure, then replaced by the working structure of the Council.
At national level, the same authorities are responsible for the implementation of
the Schengen acquis as well as the remaining JHA acquis. Implementation de-

3On the Schengen Protocol and its implementation, see Nuno Pigarra, “The Integration of Schengen
into the European Union” in The Rights of the Individual in relation to Police Information Systems, Colloquium
organised by the Schengen Joint Supervisory Authority, Lisbon, 1999, pages 29-46.

* With the exception of the United Kingdom and Ireland, all other Member States of the EU have
acceded to the Schengen Agreement and the Schengen Convention. However, when the TA came into force,
only Austria, Italy and partially Greece met the conditions required to join the group of seven Member States
that apply the Schengen aguis. Denmark, Sweden and Finland are still in a preparation process for that effect.
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mands not only the adoption of new domestic legislation but also the adaptation
of the national administrative structure. This involves creating new authorities and
establishing new forms of coordination among them.

3.2. Portugal, like the other Member States implementing the Schengen
acquis, had to fulfil previously some very strict conditions. Each State acceding
to the EU has to meet the same preconditions to be able to remove controls at
their internal frontiers.> The decision confirming a State’s ability to implement
the Schengen acquis is taken unanimously by the Council comprised of the
Member States named in Article 1 of the Schengen Protocol 6

We will now examine briefly the preconditions required to implement the
Schengen acquisand their consequences for the Portuguese State (II). Afterwards, we
will see how Portugal has implemented the obligations resulting from the remaining
JHA acquis, also recalling its main aspects (IIT).

II. Obligations arising from the Schengen acquis and their effect on
the Portuguese State. Monitoring and evaluating implementation

4. The Schengen acquis, today an essential part of the JHA acquis, was
defined in a Council Decision adopted on 20 May 1999, pursuant to Article 2 (1)
second subparagraph, first sentence, of the Schengen Protocol.” A second Council
Decision, of the same date, establishes the legal basis of each component of the
defined acquisin the TEU or in the TEC.?

4.1. The logic of cooperation based on the Schengen acquis is summed up
in the Joint Declaration concerning Article 139 in the Final Act annexed to the

> Article 8 of the Schengen Protocol provides that “for the purposes of the negotiations for the
admission of new Member States into the European Union, the Schengen acquisand further measures taken by
the institutions within its scope shall be regarded as an gcquis which must be accepted in full by all States
candidates for admission”.

¢ See-the second statement made by the Council when itadopted the Decision determining, in
conformity with the relevant provisions of the Treaty establishing the European Community and the Treaty on
European Union, the legal basis for each of the provisions or decisions which constitute the Schengen acquis,
published in the Official Journal of the European Communities (OJ) L 176 of 10.7.1999, page 30.

7 Council Decision concerning the definition of the Schengen acquisfor the purpose of determining,
in conformity with the relevant provisions of the Treaty establishing the European Community and the Treaty
on European Union, the legal basis of each of the provisions or decisions which constitute the acquis, OJ L 176
0f10.7.1999, p. 1.

8 See footnote 6.
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Schengen Convention which is now legally based on Atticles 2 (2) and 8 of the Schen-
gen Protocol. According to that Declaration, removing checks on persons at the com-
mon or internal borders of the Schengen States is not possible until the preconditions
for that purpose have been fulfilled in those States and checks at their external borders
are effective, i.e., at their land, maritime and aerial borders with third States.

Stressing the precondition concerning the effectiveness of checks at exter-
nal borders shows another essential feature of the Schengen logic: the assumed
reduction of safety conditions as a result of removing controls at internal borders
should be compensated by the reinforcement of controls at the external borders
of the Member States implementing the acguis and that form the so-called Schen-
gen Territory. In this light, such a precondition, like any other precondition pro-
vided for in the Declaration of the Ministers and Secretaries of State made on 19
June 1992, is a “compensatory measure” to combat the reduction of safety appar-
ently caused by removing controls at internal borders.?

4.2. Before taking a brief look at the content of each of the seven precondi-
tions, it is necessary to systematise them as the criteria on which they are based are
not evident and the order in which they are listed in the Declaration issued on 19
June 1992 seems quite arbitrary. The condition on the external border controls and
the condition on the movement within international airports, relate, grosso modo,
together with the visa regime, to the policy regarding nationals of third countries.
The condition on the processing of applications for asylum is a special aspect of
this policy. Furthermore, the condition for combating drug trafficking is globally
included in police and judicial cooperation in criminal matters. The purpose of the
Schengen Information System (SIS) is to maintain public policy and public security,
including national security, in the Schengen territory and to apply correctly the pro-

9'That Declaration was afterwards confirmed by the Decision of the Schengen Executive Committee of
14 December 1993. It provides for as follows: “according to the Joint Declaration (...) included in the Final Act,
especially its second paragraph, the entry into force of the Convention requires that an effective cooperation is
defined and carried out by the Member States in the following areas: ‘

— checks at the extemal borders and Common Manual;

~ rules on issue of a uniform visa and Common Consular Instructions;

— processing applications for asylumy;

— implementation of the Schengen Information System;

~ enforcement of the Convention provisions on narcotic drugs;

— enforcement of the provisions on protection of personal data;

— arrangements for movement within airports”.

Portuguese Experience of European Cooperation in the Fields of Justice and Home Affairs

visions on the movement of persons, particularly nationals of third countries, using
information communicated via this system. Finally, the establishment of a regime for
the protection of personal data in the SIS is a “compensatory measure of a compen-
satory measure”, imposed with the principle of protection of fundamental rights,
applicable in all Member States.

As mentioned before, these preconditions are highly demanding and meeting
them requires considerable budgetary, material and human resources. That is partic-
ularly the case with setting-up and maintaining the SIS. It is also the case with exter-
nal border controls, not only because of the number of staff required, mainly in those
Member States with very large, exposed external borders, but also because of the
cost of the increasingly sophisticated technology used in border controls. Even air-
port adaptation requires high investment. As a matter of fact, the international air-
ports of Member States must be adapted to ensure that passengers moving only
within Schengen Territory are kept separate from those passengers travelling to or
from third States and who, necessarily, are subject to border checks. This regime also
applies mutatis mutandis to the international ports of Member States.

Portugal, a small, peripheral country with no external land borders is imme-
diately in better condition than other Member States such as Germany, Austria, Italy
or Greece, to control efficiently its external borders in compliance with the Schen-
gen standards.

4.3.1t should be stressed that control at external borders, “in accordance with
standard principles”, and visa and asylum regimes do not apply to nationals of EU
Member States, but to citizens of third States, i.e., aliens according to the wording of
the Schengen Convention, wishing to enter and move within the Schengen Territo-
ry."? Schengen cooperation presupposes, therefore, the establishment of a common

-policy for the entry and movement of nationals of third States."

'° Article 5 of the Schengen Convention is particularly clear on this purpose when it lays down
that entry into Schengen Territory may only be granted to an alien who meets the following conditions:
(1) is in possession of a valid document authorising him to cross the border; (2) is in possession of a
valid visa if required; (3) if applicable, must submit documents explaining the purpose and the conditions
of the planned visit and proving sufficient means of support, during the time of the planned visit and
for the return to their country of origin or for travel in transit to a third State, into which entry is
guaranteed, or that the individual is in a position to acquire such means legally. Article 6 specifies that
aliens must be subject to a “thorough check” at external borders.

"' With the entry into force of the TA that common policy shall be developed under Title IV of the TEC
and especially Articles 62 to 64. Declarations 16 to 19 annexed to the TA are applicable. Thus, (1) for the
purposes of adopting or amending the rules on short term visas “foreign policy considerations of the Union and
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The visa regime is based on a “uniform visa” which is, in principle, valid through-
out Schengen Territory for a maximum stay of three months. It is issued by the diplo-
matic and consular authorities of the Schengen States, based on a common list of third
States whose nationals require such a visa."? Specific procedures adopted for that
purpose, including cases where the national central authorities must be consulted, are
provided for in the Common Consular Instructions. This consultation system requires
the national central authorities of the Member States to be linked through a computer
network, known as VISION (Visa Inquiry Open-border Network).

In brief, the Schengen scheme for the movement of persons allows aliens who
(1) hold a uniform visa, (2) are not subject to visa obligations or (3) hold a resident
permit, to move freely within the Schengen Territory for a maximum period of three
months according to the conditions laid down in Article 5 of the Schengen Convention.

Finally, the asylum regime is provided for in the Convention determin-
ing the State responsible for examining applications for asylum lodged in
one of the Member States of the EU. This Convention, signed in Dublin in
1990, by the then twelve Member States of the European Communities re-
placed, at the date of its entry into force (1 September 1997), the Schengen
provisions on asylum which were until then applicable. In this Convention,
Member States agreed to provide all applicants for asylum with a guarantee
that their applications would be examined by one of the Member States, and
to ensure that such applicants would not be r_eférred from one Member State
to another with no State accepting jurisdiction to examine their applications.

4.4. Implementing Schengen acquis for combating narcotic drugs requires
each Member State to adopt a series of harmonised measures (1) against the

production, exporting and trading of narcotics, (2) against the demand for nar-

cotics and (3) concerning the lawful transport of narcotics.

the Member States shall be taken into account” (Declaration 16 concerning Article 62 (2) (b)); (2) in the
framework of the immigration policy, the Member States may negotiate and conclude agreements v«{ith
third countries “as long as such agreements respect Community law” (Declaration 18 concerning Article 63
(3) (a); (3) when exercising their responsibilities with regard to the maintenance of law and order and to
safeguarding of internal security, “Member. States may take into account foreign policy considerations”
(Declaration 19 concerning Article 64 (1)). This new frame allows the Member States to better safeguard,
before EU, their privileged relations with certain third States.

12 The existence of the so-called “grey list” of third States, to which nationals certain Schengen
States require a visa and others do not, is naturally inconsistent with the logic of a uniform visa.
Complete harmonisation of the visa policy will determine, therefore, the abolition of such a list.

Portuguese Experience of European Cooperation in the Fields of Justice and Home Affairs

In addition, to combat the illegal import of narcotic drugs, Member States must
set up their controls for the movement of persons, goods and means of transport at
their external borders. They must also adopt specific legal instruments for seizing
and confiscating assets derived from the illegal trafficking of narcotic drugs.

The different forms of police and judicial cooperation in criminal matters laid
down in the Schengen Convention are particularly suitable instruments to combat
illegal trafficking in narcotic drugs. For instance, the cross-border police cooperation,
subject to bilateral negotiation, allows the authorities in a Member State to carry out
surveillance and pursuit within the territory of another Member State.

4.5. SIS is the key among the compensatory measures to abolishing internal
border controls. It involves a network of computer data files, one for each Member
State, under its exclusive responsibility (N.SIS). Each N.SIS is connected to the others
through a central data file (C.SIS) located in Strasbourg. The main function of the
C.SIS is to ensure data integrity and to ensure via on-line transmission that the data
files of the N.SIS contain the same information. SIS records and supplies alerts on
persons: (1) wanted for arrest for extradition purposes, (2) who are missing, (3) that
must be temporarily placed under police protection, (4) who have been summoned
to appear before the judicial authorities, (5) who are under discreet surveillance or
specific controls (also applicable to vehicles) and (6) for whom an alert has been
issued for the purposes of refusing entry into Schengen Territory (only applicable to
aliens). Apart from this, the SIS records and supplies alerts on vehicles, fire arms,
blank official documents and authentic identity papers that have been stolen, misap-
propriated or lost, as well as registered bank notes. The categories of data which
may be recorded in the SIS, as well as the contents of such recOrds, are strictly fixed
by the Schengen Convention. ;

The SIS enables the authorities designated by the Schengen States, by
means of an automated search procedure, to have access to alerts on persons
and objects for the purposes of border controls and police and customs con-
trols carried out within the respective territory. The authorities responsible for
issuing visas, the central authorities responsible for examining visa -applica-
tions and the authorities responsible for issuing residence permits and the ad-
ministration of aliens only have access to data on aliens for whom an alert has
been issued for the purposes of refusing entry into the Schengen Territory. ‘

To be fully operational,'SIS, as a mere data basis, requires a suitable
human interface, i.e., a central authority on permanent alert in each Member
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Sate, and responsible for the correct operation of the respective N.SIS. This
national central authority is called SIRENE (Supplementary Information Re-
quested at the National Entries). SIRENE’s goal is to ensure (1) the efficiency
of the exchange of information, (2) the validation of the alerts entered accord-
ing to applicable national legislation, (3) the immediate availability of supple-
mentary information necessary for the performance of the actions required by
the alerts, (4) the management of conflicts of interest between Member States
regarding certain alerts and (5) the monitoring of permissibility, updating and
accuracy of the data recorded in SIS. Each SIRENE acts pursuant to common
rules and procedures which are provided in detail in the SIRENE Manual.

The data protection regime applicable to SIS is laid down not only in the
Schengen Convention but also in two other compulsory instruments for the Schengen
States: the Council of Europe Convention for the Protection of Individuals with re-
gard to the Automatic Processing of Personal Data, of 28 January 1981, and Recom-
mendation R (87) of 17 September 1987 of the Committee of Ministers of the Council
of Europe regulating the use of personal data in the police sector. Each Schengen
State must designate a supervisory authority responsible, under national law, for car-
rying out independent supervision of the data file of the respective N.SIS as well as
for checking that the processing and use of data contained in the SIS do not violate
the rights of the person concerned. An essential aspect of the regime is the individual
right to ask the national supervisory authorities to check data contained in the SIS
and the use that is made of such data. Furthermore, a joint supervisory authority,
composed by two representatives of each national supervisory authority, is responsi-
ble for supervising the C.SIS.

4.6. Comparing the Schengen acquzswuh the measures the Council must adopt
to implement Title IV of the TEC and Title VI of the TEU, the conclusion is that most
of those measures are already included in that acquis and now form part of the JHA
acquis. Suffice to mention the absence of checks at internal borders, external borders
crossing regime, the visa regime, the measures taken against unauthorised immigra-
tion or the conditions and limits within which the competent police authorities may
intervene within the territory of another Member State.

13 Regarding the SIS and the data protection regime applicable to it, see Ester Guedes, “Data
Protection in Connection with the Coordination of National Information and in Communication between
States”, in The Rights of the Individual, op.cit, ‘p‘)ages 55-63; Jodo Labescat, “Joint Supervisory Authority:
activities defending individual rights vis-a-vis the Schengen Information System”, ibidem, pages 21-28.
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Item 26 of the Action Plan of the Council and the Commission on how best to
implement the provisions of the TA on an area of freedom, security and justice is worth
quoting in this context.™ It is stated therein that “integration of the Schengen acquis
into the framework of the European Union will have as a consequence that as from the
date of entry into force of the TA, the objectives of the Community as set out in Article
62 of the TEC, and to a large extent in Article 63 (3) (b) of the TEC, in their versions of
the TA will largely have been realised in respect of 10 Member States, and in respect of
13 Member States as from the date of the decision of the Council referred to in Article
2(2) of the Schengen Protocol. This is to say that much of the substantive work will
have been done far in advance of the 5 years time limit set by the Articles concerned.
It would permit the Council to concentrate initially particularly on other objectives of
the Community and the Union in the field of Justice and Home Affairs for the realisation
of which a maximum time limit of 5 years has been determined [Article 63 (1) and (2)(a)
TCE and Article 30 (2) TEU, for example] and to deal with matters which would require
urgent handling or become politically important.”

5.Itis easily understood that a cooperation system like the one based on the
Schengen acquis can only work on the basis of mutual confidence among Member
States that have abolished internal border controls. In fact, each Member State must
be sure that the others implement the compensatory measures at a level of efficiency
that does not disturb the common safety of the whole. This is particularly evident in
relation to checks at external borders. The situation in the Schengen States varies
substantially depending on the length of their external borders, the proximity of high

pressure immigration areas and also if they are (or are not) the preferred targets of
such immigration pressures.

5.1.Not surprisingly, the first mechanism for assessing the capacity of a State
to implement the Schengen acquis was the external borders visiting committees. The
aim of these committees was “to gather information about the general organisation of
external border controls as well as about the means deployed and the main problems
which arise when those controls are carried out”, and to “make concrete proposals
to solve the problems detected”. All Member States that have abolished their inter-
nal border controls were previously assessed by a visiting committee.

5.2. Despite the positive outcome of the work of the external borders
visiting committees in maintaining and strengthening mutual confidence among

' Approved by the JHA Council of 3 December 1998 and published in the OJ C 19 0f23.1.1999.
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the Schengen States in such a politically sensitive area, it was agreed to
change them into a more trustworthy, efficient instrument with wider scope.
To this end, a decision was adopted on 16 September 1998 to set up a Stand-
ing Committee on the evaluation and implementation of the Schengen ac-
quis. This committee is made up of a high-ranking representative from each
Member State. Its jurisdiction covers the following:

— verifying whether each candidate State fulfils the preconditions for abol-
ishing internal border controls on persons;

— verifying whether each Member State, where internal border controls on
persons have been abolished, applies the Schengen acquis correctly, in such a
way that it does not affect the common safety of the whole.

The Standing Committee visits all States, in an order and at intervals to be laid down
by the JHA Council. Locations to be visited and information to be gathered are selected by
the Standing Committee on a case-by-case basis. Until now, the Standing Committee has
visited Greece, with the specific task of verifying whether this country fulfils all the precon-
ditions for the abolition of internal borders controls. It has also visited Germany, to verify
whether the Schengen acquis is correctly implemented in this country. ;

In the case of Member States such as Portugal, where there are no internal
border controls, the Standing Committee is competent to detect any problems and to
identify situations which do not comply with the standards laid down by the Schen-
gen acquis, as well as to make technical proposals to improve the implementation of
the compensatory measures. The areas subject to assessment by the Standing Com-
mittee extend across the whole of the Schengen acquis.”> However, priority should
be given to the following:

—external border checks and surveillance;

— conditions for issuing of Schengen visas;
. — police cooperation at border areas;

.— performance of the SIS.

’

1 With the entry into force of the TA, a part of the Schengen acquis became subordinate to
the new Title IV of the TEC. Therefore, according to Article 211 of TEC, the European Commission
has the power to supervise the implementation of this part of the acquis by the Member States. Thus,
in a statement made when the above quoted Council Decision determining the. legal basis for the
Schengen acquis was adopted, the Commission stressed that the integration of the Standing Committee
in the framework of the EU “does not in any way affect the powers it has from the Treaties and in
particular its responsibility as guardian of the Treaties”.
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With regard to checks and surveillance at the external borders, the Stand-
ing Committee examines: (1) checks carried out at the authorised crossing points
as well as at areas located between such points; (2) the technical means availa-
ble, in particular for detecting counterfeit documents; (3) the adequacy of staff
levels at the borders visited; (4) coordination between mobile and stationary
patrols; (5) training for officials, inter alia in the detection of counterfeit docu-
ments; (6) the measures taken at external borders to combat illegal immigration
and crime in general; (7) the measures taken against individuals not admitted at
the border or against individuals who are illegally on Schengen Territory; (8) the
means deployed to combat illegal immigration networks; (9) existing forms of
cooperation with neighbouring States; (10) the administrative organisation of the
services responsible for combating illegal immigration and for coordination among
them at national and local level; (11) the use of SIS at border posts.

With regard to the conditions for the issue of Schengen visas, the Standing
Committee examines the way in which the following works: (1) the consultation sys-
tem with other Member States prior to the issue of visas to nationals of some third
countries; (2) consultation with the SIS prior to issuing Schengen visas; (3) the issue
of exceptional visas (quantity, target groups, grounds); (4) the supply of Schengen
stickers for uniform visas and their storage conditions.

With regard to police cooperation at the border areas of the Schengen States,
the Standing Committee verifies: (1) the existence of bilateral agreements; (2) the
exercise of the right to pursuit and surveillance; (3) the organisation of cross-border
cooperation; (4) direct cooperation between agencies (5) the equipment and staff
deployed in the border region for security purposes; (6) cooperation involving liai-
son officers. -

Concerning the SIS, the Standing Committee has to verify: (1) the technical
means and the procedures used to transfer information from the national information
systems to the N.SIS; (2) the technical availability of the N.SIS and the respective
SIRENE bureau; (3) the end user’s access to SIS data; (4) the conditions for deleting
alerts that have expired; (5) the use of different possibilities with regard to alerts; (6)
the operational capacity of the national SIRENE bureau.

5.3.1tis well known that control and surveillance of borders is traditionally
a exclusive attribution of each sovereign State. Therefore in establishing as the
fundamental goal the abolition of checks on persons at the common borders of
Member States, the Schengen system, with no exaggeration, began a new era in
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European integration. The originality of the Schengen system also rests on the
transparency each Member State must use in implementing the compensatory meas-
ures at a time characterised not only by the end of the “iron curtain“ but also by the
exponential increase in immigration pressure and by more sophisticated transna-
tional crime. Understandably the Schengen system also includes a “safety valve”
that allows each member, at its internal borders, to carry out transitionally national
border checks appropriate to the situation (Article 2 (2) of the Schengen Conven-
tion) for reasons of public policy or national security.'¢

However, a reiterated conclusion drawn by the Standing Committee, that a
given Schengen State does not fulfil correctly its obligations as established in the
acquis, would mean, in the long term, the de factoexclusion of such a State, by its
partners, from the cooperation based on that acquis. This would have high political
costs for the State concerned, but also for the entire Schengen group.

6. Portugal’s accession to Schengen has meant not only the assumption of
certain international undertakings, but also the adoption of a set of legislative and
administrative measures indispensable for the proper implementation of the acquis.

6.1. As to the first item, Portugal has undertaken to ratify two Council of Eu-
rope Conventions: the Convention of 28 January 1981, on the protection of individu-
als with regard to automatic processing of personal data, and the Convention of 20
April 1959, on mutual assistance in criminal matters. Furthermore, to implement the
visa policy, Portugal has undertaken not only to renounce certain bilateral agree-
ments on visa abolition, but also to conclude them with certain third States (Hungary,
Poland, etc.).

In order to preserve the Visa Waiver Agreement concluded with Brazil on 9
August 1960, by which Brazilian citizens could stay six months in Portuguese territory,
Portugal has undertaken to readmit to its territory Brazilian nationals who, having
entered the territories of the other Schengen States via Portugal under that Agreement,
were intercepted in those territories after a period of three months, the maximum legal
stay permitted for nationals of third States. That agreement was then substituted by
another, signed in Brasilia on 15 April 1996. As laid down in Article 20 of the Schengen
Convention, the new agreement establishes a ninety day period for such a stay.

‘ 16 France has invoked this provision in order to maintain, since 26 March 1995, checks at
its common borders with Belgium and Luxembourg to prevent drug trafficking from the Netherlands,
where the sale of the so-called light drugs is legalised, in certain conditions.
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Portugal has also undertaken to admit only Brazilian citizens insofar as they fulfil the
conditions laid down in Atticle 5 of the Schengen Convention and to take all steps to
ensure that their travel documents are stamped when they cross its external borders.
Due to the special relations between Portugal and Brazil, the enforcement of such
undertakings raised some political difficulties between the two countries.

6.2. Another undertaking, this one connected to judicial cooperation in criminal
matters, which is causing some difficulties to Portugal, concerns a restriction to extradi-
tion from Portuguese territory. Portugal made its own political decision to continue to
apply to other Schengen States the reservation made to Atticle 1 of the European Con-
vention on Extradition of 13 September 1957. According to this reservation, Portugal will
not extradite persons wanted for an offence punishable by a life sentence, or detention
order for life, under the law of the requesting State. This reservation seemed excessive to
the other Schengen States. As a matter of fact, the legislation in most of them on the
enforcement of criminal sanctions does not allow, in practice, life sentences.

Therefore, Article 5, second paragraph, of the agreement on Portugal’s acces-
sion to the Schengen Convention includes a clause intending to reduce the range of
such a reservation. It provides as follows: “The Portuguese Republic shall not grant
extradition of persons wanted for an offence punishable by a life sentence or deten-
tion order for life. Nevertheless, extradition will be granted where the requesting State
gives assurances that it will encourage, in accordance with its law and practise regard-
ing the enforcement of sentences, the application of any measures of clemency to
which the person whose extradition is requested might be entitled”.. . :

However, this clause has not solved the difficulties arising from a reservation
of this scope. Apart from anything else, this clause was given a very restrictive inter-
pretation by the Portuguese Constitutional Court, which makes extradition almost
impossible in the most serious criminal cases. Under these circumstances, it is essen-
tial for the Portuguese State to demonstrate to the other Members States that any
denial of extradition based on such a clause will always determine, either trying
individuals whose extradition is refused or applying the maximum sanction allowed
by national law. It is understandable that Member States requesting the extradition of
a person from Portugal to no avail, would like a clear guarantee that extradition
denial by the Portuguese authorities will never give rise to injustice or impunity.”

7 The constitutional provisions on extradition were amended in 1997. A new provision (Article
33 (5)) determines that “Extradlition in respect of offences punishable under the law of the requesting
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- 6.3.The most significant legislative measures adopted by Portugal to implement
the Schengen acquis concern the conditions of entry, stay, exit and dismissal of aliens
from Portuguese territory. Such a legal framework was established in 1993 and was
replaced afterwards by a legislative act of August 1998. The latter expressly refers to the
Schengen acquis and to the JHA acquis on the movement of persons. It provides for a
detailed regime on external border controls, different types of visa, kinds of travel doc-
uments and the residence permit, the dismissal or the expulsion of third country nation-
als from Portuguese territory, readmission and sanctions against illegal immigration, etc.

In this context, a legislative act was also adopted to set up centres where
aliens who have not been allowed entry to national territory, or who are in an
irregular situation, may stay temporarily. .

6.4.Furthermore, Portugal had not only to allocate the new functions and
powers resulting from the Schengen acquisto a number of national authormes but
also to set up the new bodies imposed by this acquis.

To this end, Portugal designated the Criminal Police as the competent authority in
the area of cross-border surveillance and hot pursuit. The Ministry of Justice is the compe-
tent authority for extradition and transit requests. The authorities designated as end users
of the SIS are the National Republican Guard, the Public Safety Police, the Criminal Police,
the Immigration Service, the Customs Directorate-General, the Consular Directorate-Gen-
eral, the Public Prosecutors’ Office and the criminal investigation judges.

The Portuguese N.SIS was integrated into the Immigration Service and the SI-
RENE National Bureau (N.SIRENE) is directly dependent on the Home Affairs Ministry.
The N.SIRENE was designated as the central body responsible for international police
cooperation as laid down in Articles 39 and 46 of the Schengen Convention, with
jurisdiction in the area of mutual police assistance for the purposes of preventing and
detecting criminal offences and preventing threats to public policy and public security.

Portugal has police bodies integrated in the Ministry of Home Affairs (Immigration
Service, Public Safety Police, National Republican Guard), and in the Ministry of Justice
(Criminal Police). It has not been easy to coordinate them within the Schengen framework.

One specific example is the relationship between the N.SIRENE and the Inter-
pol National Bureau which is integrated in the Criminal Police. However, coordina-

State, by deprivation of liberty or detention order for life or an indeterminate term, shall only be permitted
on condition of reciprocity based on an international agreement and provided that the requesting State
gives an assurance that such sentence or detention order will not be imposed or enforced”. However, it is
not sure that the new provision will resolve once and for all-the underlying problems.
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tion between both entities is as indispensable as data transmission within the Schen-
gen Territory should be provided by the SIS, whilst data transmission outside Schen-
gen Territory should be provided by Interpol. The national law applicable to the
N.SIRENE gives it the power to prevent and settle coordination problems which may
arise between alerts provided by the SIS and by Interpol.

Strengthening Schengen cooperation should lead to an integrated model in
which the N.SIS, the N.SIRENE and the Interpol National Bureau become partof a
single central body responsible for all police cooperation matters.

6.5.Special mention should be made to cross-border bilateral police and judicial
cooperation between Portugal and Spain within the Schengen framework. Spain is the only
State with which Portugal has an internal land border. In neighbouring situations, the Schen-
gen Convention allows and encourages special bilateral police and judicial cooperation.

Concerning police cooperation, and specifically cross-border hot pursuit, Portugal
only allows the Spanish authorities to continue pursuit of persons in Portuguese territory
under the following conditions: (1) the pursuing authorities do not have the right to appre-
hend, (2) may not exceed 50Kms from the border or a maximum period of two hours and
(3) must notify the need for pursuit to the Portuguese authorities as soon as possible.
Furthermore, the pursuit is only allowed whenever certain criminal offences are involved.
These principles are established, with full reciprocity, in the Agreement on cross-border hot
pursuit signed by Portugal and Spain on 30 November 1998, pursuant to Article 41 (10) of
the Schengen Convention and Article 3 of the Agreements on the accession of both coun-
tries to the latter. The Agreement of 30 November 1998 extended the power of cross-border
pursuit to four Portuguese police bodies. It is the last of a set of six bilateral agreements
concluded between Portugal and Spain within the scope of the Schengen acquis:

— Protocol on police cooperation on combating illegal drugs and vehicle traf-
ficking, dated 9 March 1992, setting up a mixed working group composed of experts
from the Criminal Police and the security forces of both countries;

— Additional Protocol on police cooperation on surveillance and control at
external borders, management of mass immigration, asylum and combating illegal
immigration, dated 15 July 1998, providing for the promotion and exchange of
liaison officers and useful information for the control of external borders, and the
prevention and repression of illegal immigration;

— Agreement on the readmission of persons in an irregular situation, dated 15 Feb-
maly 1993, by which each contracting party undertakes to readmit to ts territory, following
a request by the other party, the national of a third country who: (1) has transited or stayed

181



180

Nuno Picarra

- 6.3.The most significant legislative measures adopted by Portugal to implement
the Schengen acquis concern the conditions of entry, stay, exit and dismissal of aliens
from Portuguese territory. Such a legal framework was established in 1993 and was
replaced afterwards by a legislative act of August 1998. The latter expressly refers to the
Schengen acquis and to the JHA acquis on the movement of persons. It provides for a
detailed regime on external border controls, different types of visa, kinds of travel doc-
uments and the residence permit, the dismissal or the expulsion of third country nation-
als from Portuguese territory, readmission and sanctions against illegal immigration, etc.

In this context, a legislative act was also adopted to set up centres where
aliens who have not been allowed entry to national territory, or who are in an
irregular situation, may stay temporarily. .

6.4.Furthermore, Portugal had not only to allocate the new functions and
powers resulting from the Schengen acquisto a number of national authormes but
also to set up the new bodies imposed by this acquis.

To this end, Portugal designated the Criminal Police as the competent authority in
the area of cross-border surveillance and hot pursuit. The Ministry of Justice is the compe-
tent authority for extradition and transit requests. The authorities designated as end users
of the SIS are the National Republican Guard, the Public Safety Police, the Criminal Police,
the Immigration Service, the Customs Directorate-General, the Consular Directorate-Gen-
eral, the Public Prosecutors’ Office and the criminal investigation judges.

The Portuguese N.SIS was integrated into the Immigration Service and the SI-
RENE National Bureau (N.SIRENE) is directly dependent on the Home Affairs Ministry.
The N.SIRENE was designated as the central body responsible for international police
cooperation as laid down in Articles 39 and 46 of the Schengen Convention, with
jurisdiction in the area of mutual police assistance for the purposes of preventing and
detecting criminal offences and preventing threats to public policy and public security.

Portugal has police bodies integrated in the Ministry of Home Affairs (Immigration
Service, Public Safety Police, National Republican Guard), and in the Ministry of Justice
(Criminal Police). It has not been easy to coordinate them within the Schengen framework.

One specific example is the relationship between the N.SIRENE and the Inter-
pol National Bureau which is integrated in the Criminal Police. However, coordina-

State, by deprivation of liberty or detention order for life or an indeterminate term, shall only be permitted
on condition of reciprocity based on an international agreement and provided that the requesting State
gives an assurance that such sentence or detention order will not be imposed or enforced”. However, it is
not sure that the new provision will resolve once and for all-the underlying problems.

European Integration of Portuguese Agriculture

tion between both entities is as indispensable as data transmission within the Schen-
gen Territory should be provided by the SIS, whilst data transmission outside Schen-
gen Territory should be provided by Interpol. The national law applicable to the
N.SIRENE gives it the power to prevent and settle coordination problems which may
arise between alerts provided by the SIS and by Interpol.

Strengthening Schengen cooperation should lead to an integrated model in
which the N.SIS, the N.SIRENE and the Interpol National Bureau become partof a
single central body responsible for all police cooperation matters.

6.5.Special mention should be made to cross-border bilateral police and judicial
cooperation between Portugal and Spain within the Schengen framework. Spain is the only
State with which Portugal has an internal land border. In neighbouring situations, the Schen-
gen Convention allows and encourages special bilateral police and judicial cooperation.

Concerning police cooperation, and specifically cross-border hot pursuit, Portugal
only allows the Spanish authorities to continue pursuit of persons in Portuguese territory
under the following conditions: (1) the pursuing authorities do not have the right to appre-
hend, (2) may not exceed 50Kms from the border or a maximum period of two hours and
(3) must notify the need for pursuit to the Portuguese authorities as soon as possible.
Furthermore, the pursuit is only allowed whenever certain criminal offences are involved.
These principles are established, with full reciprocity, in the Agreement on cross-border hot
pursuit signed by Portugal and Spain on 30 November 1998, pursuant to Article 41 (10) of
the Schengen Convention and Article 3 of the Agreements on the accession of both coun-
tries to the latter. The Agreement of 30 November 1998 extended the power of cross-border
pursuit to four Portuguese police bodies. It is the last of a set of six bilateral agreements
concluded between Portugal and Spain within the scope of the Schengen acquis:

— Protocol on police cooperation on combating illegal drugs and vehicle traf-
ficking, dated 9 March 1992, setting up a mixed working group composed of experts
from the Criminal Police and the security forces of both countries;

— Additional Protocol on police cooperation on surveillance and control at
external borders, management of mass immigration, asylum and combating illegal
immigration, dated 15 July 1998, providing for the promotion and exchange of
liaison officers and useful information for the control of external borders, and the
prevention and repression of illegal immigration;

— Agreement on the readmission of persons in an irregular situation, dated 15 Feb-
maly 1993, by which each contracting party undertakes to readmit to ts territory, following
a request by the other party, the national of a third country who: (1) has transited or stayed

181



182

Nuno Picarra

in its territory and has moved to the territory of the other party without fulfilling the neces-
sary conditions; (2) does not fulfil the conditions for entry or stay applicable in the territory
of the requesting party, but holds a valid visa, residence permit or an alien citizen’s pass-
port issued by the requested party;-

— Agreement on mobile patrols, dated 17 January 1994, in which both
countries undertake to implement a control system of that kind on both sides of
the border, to allow the joint and coordinated surveillance of the common bor-
der for the purpose of combating illegal immigration from third States;

— Agreement signed on 19 November 1997, on the creation of mixed border posts
composed of officers of both countries, aiming to develop police cooperation at borders in
the following fields: (1) combating illegal immigration and especially unauthorised immi-
gration networks and falsification of travel documents; (2) prevention and repression of
crime, especially in relation to narcotic drugs; (3) implementation of measures taken ac-
cording to the above mentioned Agreement on readmission. Three of the four mixed posts
established by the Agreement (two in Portugal and two in Spain) are already in operation.

Portugal and Spain have also signed on 19 November 1997 an Agreement on
judicial cooperation in criminal and civil matters in accordance with Article 53 of the
Schengen Convention. The Agreement provides for the direct transmission of re-
quests for mutual assistance between the border courts of both Member States. The
Agreement defines as border courts, the courts of both States bearing jurisdiction in
geographically contiguous or neighbouring areas.

III. The obligations of the Portuguese State resulting from the remaining
JHA acquis and the monitoring and evaluation of its performance

7.As mentioned before, due to a variety of hindrances as the lack of political
will in several Members States, and bilateral conflicts such as the Anglo-Spanish
conflict over Gibraltar, cooperation within the Third Pillar of the EU has been disap-
pointing with respect to external borders and the policy on nationals of third coun-
tries, i.e., in the areas included in points 1 to 3 of the ex-Article K.1 of Title VI of the
TEU. In fact, the acquis based on those provisions was of little importance until the
entry into force of the TA.”® But in the areas of customs, police and judicial cooper-

18 See Chapters I. (Asylum), II. (External borders) and I1I. (Migration) of the list on the JHA
acquis prepared by the Council and the Commission to be forwarded to the candidate States
(document 6473/3/98 JHA 7 ELARG 51 of 25 May 1998).
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ation, as well as in combating organised crime, fraud and corruption, the outcome
is considerably more visible.

7.1. In the latter areas, the work done within the Third Pillar consisted
mainly of creating the general legal framework for cooperation between Member
States. An example in the area of customs cooperation is the Convention of 18
December 1997 on mutual assistance and cooperation between customs adminis-
trations. Judicial cooperation in criminal matters is covered in the Convention of 10
March 1995 on Simplified Extradition Procedures, in the Convention of 27 Septem-
ber 1996 on Extradition between the Member States of the EU" and recently in the
Convention on judicial mutual assistance in criminal matters of 29 May 2000.

Within the framework of police cooperation, the main instrument is the Convention
on the establishment of a European Police Office (Europol) of 26 July. The objective of
Europol is to improve cooperation among the competent authorities in the Members States
in preventing and combating terrorism, unlawful drug trafficking and other serious forms of
international crimes where there are factual indications that an organised criminal structure
is involved, and two or more Member States are affected by the types of crime in question
in such a way as to require a common approach by the Member States. That convention
entered into force on 1 October 1998, after having been ratified by all Member Sates.
Europol began operating on 1 July 1999. It provides a day-to-day instrument for coopera-
tion and will be an important source of information for Member States polices. At a later
stage, it will have operational competence, as provided for in the TA.

In this context, there is also the Convention of 26 May 1997 on combating
corruption involving officials of the European Communities or officials of Member
States, and the Convention of 26 July 1995, as well as its two Protocols, on the
protection of the financial interests of the European Communities. A Joint Action
of 17 December 1996 concerns the approximation of the laws and practices of
Member States to combat drug addiction and to prevent and combat illegal drug
trafficking, and a Joint Action of 24 February 1997 concerns measures to combat
trafficking in human beings and the sexual exploitation of children. The Joint
Action of 26 May 1997 deals with cooperation on law and order and security.?

¥ In the Portuguese-Spanish Summit of 29 October 1996 it was agreed that this Convention
would be provisionally applied to relations between both Member States according to its Article 18 (4).
*The comparison between this latter Joint Action and the Schengen Manual on police cooperation
in the field of public order and security shows clearly the “operational advance” of the Schengen acquisin
relation to the acquis concerning Title VI of the TEU. Both instruments provide for the establishment, for
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7.2.The Joint Actions establishing the training and exchange programmes for
officials of the Member States responsible for implementing the JHA acquis are also
a significant outcome of the cooperation in the framework of Title VI of the TEU.

The multi-annual programmes adopted by the Council since 1996 are: (1)
the Oisin programme for customs and police repressive services, (2) the Stop pro-
gramme for the authorities responsible for combating trafficking in human beings
and the sexual exploitation of children, (3) the Grotius programme for agents of
justice, (4) the Odysseus programme for the authorities responsible in the field of
asylum, immigration and crossing external borders and (5) the Falcone programme
for the authorities responsible for combating organised crime. -

7.3However, the most important issue within the scope of Title VI has been
the combat of organised crime, maximum priority after the TEU came into force.
Several instruments already mentioned relate to that area. Approval by the Council on
28 April 1997 of the Action plan to combat organised crime? was a mile stone in the
process. The plan contains fifteen political guidelines and thirty recommendations as
well as target dates and the list of authorities responsible for implementation.

The Action Plan gave birth to some other significant instruments such as the
Joint Action of 29 June 1998, on the creation of a European Judicial Network; the
Joint Action of the same date, on good practice in mutual legal assistance in
criminal matters; the Joint Action of 21 December 1998, on making it a criminal
offence to participate in a criminal organisation in the Member States of the EU.
The Joint Action of 5 December 1997 establishes a mechanism for evaluating the
application and implementation at national level of international undertakings in
the fight against organised crime.

This latter Joint Action, which confirms the growing importance of the
JHA acquis in the area of organised crime, provides for setting-up evaluation

prevention purposes, of a systemaﬁc exchange of information between Member States if sizeable groups f)f
people, that could pose a threat to law and order and security, travel from one Member State to another in
transit or in order to participate in events (sport events, rock concerts, demonstrations, road blocking protest
campaigns, etc.) For such a purpose, both instruments provide for the designation, in each Member State, of
a central body which, according to the respective domestic law and upon request or unsolicited, will exchange
information on the nature of the event concerned, the nature of the group and overall composition, the
routes to be taken and stopping-off points, means of transport used by the group, etc. Furthermore, the
Schengen Manual provides for (1) the detachment and exchange of ad hoc liaison officers in case of reception
of communications or information about concrete danger threats, (2) the coordination of operational plans
in concrete cases and (3) the setting up iz situ of ad hoc direction and coordination centres.
. #.0J € 251/1 of 15-8-1997.
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teams composed of three experts for each Member State to be assessed, cho-
sen by the Presidency, ensuring that they are not nationals of the Member State
in question. At least five Member States should be assessed per year. Such
assessment is carried out at two stages: firstly, the State being assessed should
answer a questionnaire drawn up by the Presidency assisted by the General
Secretariat of the Council; secondly, when the questionnaire is returned, the
evaluation team visits the Member State in question to meet the political, ad-
ministrative, police, customs and judicial authorities or any other relevant body,
as laid down in a schedule of visits arranged by the visited Member State. The
schedule takes into account the wishes expressed by the evaluation team. After
the visit, the team draws up a draft report, which is discussed by the Council
following a hearing of the assessed Member State. The conclusions of the re-
port are adopted by consensus. The Council may, when appropriate, address
any recommendations to the Member State concerned and may invite it to
report back on progress it has made on a deadline set by the Council.

7.4. In this context, cooperation with the Central and Eastern European
countries within the scope of the Third Pillar also has to be mentioned. The most
important event so far has been the conclusion of a pre-accession pact on organ-
ised crime? between the EU Membeér States and the applicant countries of Cen-
tral and Eastern Europe and Cyprus. They agree to cooperate fully in fighting all
kinds of organised crime and other forms of serious crime. Underlining the need
for the applicant countries to implement the JHA acquis before they join the EU,
the pact provides for, inter alia, (1) establishing integrated multidisciplinary teams
at national level, (2) rapid and efficient exchange of information for purposes of
investigation and mutual legal assistance, as well as in the field of operative and
investigative support, (3) mutual exchange of law-enforcement intelligence, (4)
the joint preparation of a comprehensive policy against corruption in all its forms
and (5) the improvement of the use of liaison officers and liaison magistrates.

The pre-accession pact also provides for regular.monitoring and assessment
of developments in the field of organised crime in each candidate State, using collec-
tive assessments done by the experts from Member States and the Commission.
This point was developed in the Joint Action of 29 June ‘1998 establishing a
mechanism for collective assessment of the enactment, application and effective

2 0] C 220/1 of 15-7-1998.
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implementation of the JHA acquis by the applicant countries. The assessment
is made and revised by a group of experts of the Member States based on the
following material: (1) information provided individually and collectively by
Member States based on their direct experience of working with the candidate
countries, including information available within Schengen; (2) reports, as ap-
propriate, from the Member States Embassies and Commission delegations in
the candidate countries; (3) Council of Europe reports on the implementation
of its conventions and recommendations. The group of experts reports to the
Council on the progress and the results of the assessments.

The JHA acquis marks, therefore, one of the most substantial differences
between the accession process of present and future EU candidates and all the
former accession processes.

8.1t is understandable that the impact of the JHA acquis adopted within the
framework of Title VI of the TEU was much smaller nationally than that originated by
the Schengen acquis. To date, such a impact was mainly felt on the domestic legal
systems, including at the constitutional level.

8.1.In Portugal the JHA acquis led to some amendments to the Constitution.
The most significant amendments result from the Convention relating to extradition
between Member States of 27 September 1996. Article 7 (1) of that Convention pro-
vides for the extradition of nationals of the requested Member State who stay in its
territory. However, despite paragraph 2 of the same Article allowing any Member
State to declare that it does not permit the extradition of its own nationals, a large
political consensus in the Portuguese Parliament led to an amendment of Article 33
(1) of the Constitution, which expressly forbade, without exception, the extradition of
Portuguese citizens from national territory. Thus, Article 33 (3) of the revised Consti-
tution provides: “the extradition of Portuguese citizens shall only be permitted where
reciprocal arrangements have been established by international treaty, in cases of
terrorism-and organised international crime and provided that the legal order of
the requesting State enshrines guarantees of fair and just trial”.

Certain statute laws were also amended, especially criminal legislation, to
make it compatible with some Joint Actions adopted by the Council. However,
some of the solutions agreed at EU level were already enshrined in Portuguese
domestic law. .

8.2. The major impact for the administrative organisation was the imple-
mentation of the Europol Convention. In accordance with the Convention, a
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Europol national unit had to be set up with the following tasks, among others:
(1) to supply Europol with the information and intelligence necessary to carry
out its tasks; (2) to respond to Europol’s requests for information, intelligence
and advice; (3) to keep information and intelligence up to date; (4) to evaluate
information and intelligence for the competent authorities and transmit this ma-
terial to them; (5) to issue requests for advice, information, intelligence and
analysis to Europol. The Portuguese national unit is part of the Criminal Police.

In addition, Portugal designated the National Commission for Data Protec-
tion as the national supervisory body provided for in Article 23 of the Europol
Convention. The task of this body is to monitor independently, in accordance with
national law, the permissibility of the input, retrieval and any communication to
Europol of personal data by the Portuguese authorities and to examine whether
this violates the rights of the data subject. The National Commission for Data
Protection performs identical functions in relation to the N.SIS.

Central authorities and contact points also had to be set according to several
Joint Actions, such as the one setting up the European judicial network, or the one
on cooperation on law and order and security. In most cases no new administra-
tive bodies had to be created but the jurisdiction of those already existing had to
be widened.

IV. Perspectives

9. Due to the organisational and legal requirements imposed by the JHA
acquis, and in particular by the Schengen acquis, there is no doubt that the
Portuguese administration responsible for their implementation is no longer the
same. Furthermore, the adaptation of national administrations to the integration
dynamics of the JHA matters is a non-stopping process.

An interesting stage of this adaptation process will be reached when Europol
begins to exercise its operational powers as laid down in Article 30 (2) of the TEU,
which allows it to participate in joint teams and to ask to the competent authorities of
the Member States to conduct and coordinate their investigations in specific cases.

Definitively, implementing the JHA acquis involves an ever closer interde-
pendence among Member States. This is one of the reasons why JHA cooperation,
and in particular its Schengen component, is not easily opened to new members,
as practice has already shown.
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The Portuguese-Spanish
Relationship

Maria Jodo Seabra

Overcoming rivalries among States and creating a basis for the peaceful settle-
ment of dlsputes among countries is one of the main objectives of the process of
European integration since its inception. In fact, today it is impossible to conceive the
European Union without the bilateral relationship that stands at its core: the French-
German tandem. The process of European integration has shown that is can serve the
goals of mitigating ~ and eliminating — historical rivalries between countries and create
among participating members a peaceful bilateral relationship. Although acting as a
multilateral-supranational framework for the relations between Member States, inte-
gration is not a substitute for bilateral relations. Spaces still exist between States for
issues that must be dealt strictly within bilateral dimensions. Participation in the
integration process therefore, has a profound impact on bilateral relations. On the
one hand, it provndes a dxfferem environment for the resolution of potentlal conflicts
and divergences, since it tends to multilateralise the relanonshlps thus creating an
additional framework for dispute settlement. On the other hand, common participa-
tion in integration processes obliges the partners to develop their bilateral relation-
ship, especially when they are neighbouring countries, sharing concerns and needs.

The devéiopment of the Portuguese-Spanish relationship is a clear example
of the impact of European integration in bilateral relations. In the Portuguese case
the European option meant not only the return to Europe and to the European
democratic countries family, but also the establishment of a much more healthier
relationship with its only neighbouring country — Spain.
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Portuguese-Spanish relations until the democratic transition

Much more than conflict, ignorance and suspicion are the key-words for
the historical relations between Portugal and Spain. Portugal has been an inde-
pendent country since the XII century and, since then, the two countries were only
united for 60 years (1580-1640). Even then, Portugal did not become a part of the
Kingdom of Spain.! There were, undeniably, several plans to unify the two coun-
tries throughout the centuries. Some Spanish or, more precisely, Castilian sectors
never accepted the independence of Portugal, seeing it as an historical accident. If
one takes into account all the small kingdoms absorbed by Castile, Portugal was,
in fact, the only kingdom of the Iberian Peninsula able to preserve its independ-
ence. There were attempts to unify the two countries but they were not exclusively
Spanish or military. ? Intellectual theories existed in both countries which defended
Iberian unity. The grounds for these kinds of projects were the closeness of the
people and the idea that together they would have more power within Europe
and the world at large than they would apart.

Despite all attempts to isolate the history of the two countries, their political,
social and economic developments always paralleled one another. The distance
between them is therefore more notable for its similarities than its differences. The
XIX and the XX centuries as a whole are marked by a $trong mter-actnon between
the two countries, especially at the political level. The problem was that, for the
most part, these processes were not chronologlcally simultaneous. The circulation
of ideas such as liberalism, republicanism and even socialism was not symmetrical.
The Portuguese republican movement was strongly influenced by thg' First Spanish
Republic (1873) just as the Portuguese First Republic influenced the Spaqish re-
publicans forty years later. Aware of the circulation of ideas and of the impact that
the changes in the political regime could have over each other, the governmients of
both countries supported the movements closest to Fhem politically. Thus, .the
Spanish government supported the military incursions of the Portuguese monar-

1n 1580, for reasons of descent, the inheritor of the Portuguese crown was the King of Spain,
Philip II. There were always, however, two kmgdoms due to the adoptxon of 2 formula that become
known as the “dynastic union”. ’

2 Atbeginning of the present century, the Spanish King Alfonso X111, worrying about the Republican
regime in Portugal (Portugal became a Republic in 1910) and its impact on the Spanish Republicans,
considered and even planned to intervene in Portugal militarily. Cf. Josep Sanchez Cervellé, A Revolugdo
Portuguesa e a Sua Influéncia na Transigdo Espanbola, 1961-1976 (Lisboa: Assirio & Alvim, 1993).
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chists during the First Republic, just as Salazar supported Franco during the Spanish
Civil War. Basically, both countries knew that it would be very difficult to main-
tain different types of political regimes simultaneously in the Peninsula. The
strong contacts between intellectuals and politicians of both countries and the
chances of having the government of one supporting the opposition in the other
would always be considered as a threat by the powers-that-be. As Franco said “the
border is a paper wall. If one of the countries goes on fire, the fire will cross to the
other [side].”

After the Spanish civil war the consolidation of the dictatorships in both
countries, despite the political affinities between Franco and Salazar, increased the
level of mutual ignorance and suspicion. The so-called back to back relation was
the product of the nationalistic and isolationist policies adopted by both Portugal
and Spain.

With the consolidation of the authoritarian regime in Spain, the relationship
between the two countries was almost non-existent — the two countries ignored each
other. In 1939, Salazar and Franco signed the so-called Iberian Pact to guarantee
friendship and non-aggression. The wording of the agreement merely stated the
existence of an enduring friendship between the two peoples and acquired no con-
crete expression. It represented the “institutionalization” of the back-to-back relation.

There were no references in the pact to economic relations. Politically, the
two governments choose not to embark on the development of reciprocal trade
and investment. It was only in 1970 that the question of economic cooperation
was raised in a protocol attached to the Pact. This political decision explains why
economic relations between Portugal and Spain were so weak until their accession
to the European Community.

This relationship of ignorance was also supported by the different interna-
tional options of both countries until the 70’. Spain pursued a much more isola-
tionist policy than Portugal. The first major foreign policy difference was Portu-
gal’s participation in the First World War. Spain remained neutral. During the
Second World War, the situation was completely different. The political regimes
were different, as was the European and international political context. For the
first time, a measure of cooperation between the two countries was absolutely
necessary. As noted above, the Portuguese government supported General Fran-

*Josep Sanchez Cervell6, op. cit, p. 345.
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co’s troops during the Spanish Civil War. Salazar thought that democracy in Spain
would have a direct impact on Portugal, weakening his power. Given that General
Franco was a Germany ally, Portugal found itself in a very difficult position. Whether
Salazar preferred Germany or not he had no intention of entering the war. On the
other hand; the alliance with the United Kingdom was still in force. For Salazar,
Spain’s neutrality was fundamental. Portugal declared neutrality right from the
start. In October 1942, the Spanish government followed suit, issuing a declaratlon
of strict neutrality. The war was thus halted in the Pyrenees.

Portuguese neutrality, however, was not as strict as one might suppose. Both
the British and the Americans requested the use of the Azores Islands which were
considered strategic for the anti-submarine battle in the Atlantic. Portugal therefore
adopted a “cooperative neutrality”, from which it benefited greatly after the end of
the War, “Cooperation” with the Allies and with the United States in particular,
enabled Portugal to participate in the second Marshall Plan (the first being rejected
by Salazar) and to become a founding member of NATO. Portugal’s admission to
these organisations was accepted for strictly strategic reasons. With the beginning
of the Cold ‘War, the Azores Islands acquired great strategic importance, becoming
one of the most important American bases outside the United States. Thus, for
strategic reasons the West accepted the participation of a dictatorship in NATO.
Portugal was also a founding member of EFTA, allowing it to participate in the
economic integration of Europe. Spain, on the other hand, remained isolated both
by choice and by the constraints imposed by Western democracies. Spanish isolation
began to diminish in the 1950s when the country gained increasingly acceptance
and joined the ranks of some international organisations due to the strategic
requirements of the Cold War. Thus, Spain was admitted to the United Nations on
the 14th December 1955, together with Portugal®. The different nature of Spain’s
participation in the international community also had a strong impact on the
economic sphere. Spain adopted an self-centered economic model, closing its
frontiers to foreign goods, services and capital. This economic policy was not only
conditioned by the fact of political international isolation but was also based on
the conviction that the Spanish economy alone could satisfy all social needs and
achieve development. Portugal on the other hand, had always pursued a'much more

4 Portugal requested accession to the United Nations in 1946 but it was rejected. Spain didn’t even try,
since the S. Francisco Conference (1945) expressly rejected Spain's participation in the UN.
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open economic policy, especially as far as trade is concerned. Participation in EFTA
and the nature of colonial trade meant a more.open market, whatever Salazar’s
preferences for protectionism. Ideologically, the two dictators were inward-looking
and it was only the different conditions of international insertion which generated
diverse policies.

The path to integration

On the 25th of April of 1974, a military coup d'état put an end to the
authoritarian regime in Portugal. Franco died a year later. Once again, the two
countries faced important changes more or less simultaneously. In the - years that
followed, both Portugal and Spain were confronted with a wide range of politi-
cal, economic and social changes. Following the transition to democracy, it seemed
that bilateral relations found a basis upon which to develop. This was not really
the case, however. In 1977 the two countries signed a friendship and coopera-
tion treaty to replace the Iberian Pact but ignorance and suspicion persisted.

Having initiated their political transitions to-democracy, Portugal and Spain
both requested full membership to the EEC in 1977. Portugal’s and Spain’s Euro-
pean option has a dual significance for both countries. As far as internal affairs are
concerned, support from European institutions was decisive for the consolidation
of democracy and the economic reform deemed necessary to achieve liberalisa-
tion and international integration. On the other hand, in terms of foreign affairs,
European integration meant the end of both political and economic isolationism.

The EC decided that Portugal and Spain should join the Community at the
same time, a decision which was not very well received by Portugal. On the one
hand, participation in an “Iberian” enlargement could make the Portuguese re-
quest seem less important both in economic and political terms. On the other
hand, the Spanish application was in fact much more complex, particularly as
regards its agricultural sector, a face which threatened to delay Portugal’s acces-
sion. The negotiation process was kept separate although parallel. This imposition

was the stepping stone for the improvement of the bilateral relationship, which
after accession would be further reinforced.

With the Brussels negotiations over, Madrid and Lisbon had to open a new
round of negotiations in order to re-shape bilateral relations. The simultaneous
accession allowed the two countries to negotiate bilateral relations directly. Proto-
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col 3 of the Accession Treaty aimed towards the creation of a balance between the two
economies during the transition period in the trade sphere. Given the difficulties of the
relationship, however, this was the last dossier to be closed. This operation was diffi-
cult. Both countries were close to attaining the long desired-aim of European member-
ship but they still had to tackle their bilateral differences. Due to their different econom-
ic systems, there were many technical and economic difficulties. The two countries
were finally forced to reach an agreement in the space of a week, just before the
signature of the Accession Treaty. '

The need to conciliate positions vis-2-vis EC demands and to adapt to the
constant dialogue were vital for the establishment of an environment of mutual
trust and for the institutionalisation of dialogue and cooperation between the
two countries. In political terms moreover, simultaneous accession was almost
unavoidable. The accession of only one of the candidates would de-stabilise the
Iberian Peninsula and promote a further separation Qf the two countries:

The improvement of bilateral relations

The two countries became full members of EEC in the 1% of January 1986.
With accession, for the first time, Portugal and Spain were members of the same
international organisations and alliances.> The only option left for both countries
was to learn how to talk to one-another. Common participation in the European
Community, in NATO and later in WEU was incompatible with the total absence of
dialogue. The first step towards improving bilateral relations took place in 1983,
with the first Iberian Summit, which was institutionalised in 1986. For the first time,
common concerns were strong enough to encourage both countries to overcome
their differences, to improve relations and to try to find some common basis for
action in the multilateral arena. g
It was membership in the same integration process that ‘forced’ the improve-
ment of Portuguese-Spanish relations. From the Portuguese point of view — the vision
of a small country, with only one neighbour - the European Community meant the
multilateralisation of the bilateral relationship. Stressing the European dimension of
the relationship, Portugal adopted the strategy of “reaching Madrid through Brussels”.
Bilateral problems, therefore, wére no more a strictly bilateral issue but one that could

$ Spain also joined NATO in 1982, The two countries joined WEU in 1988.
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be settled in a larger framework. Froma Spanish point of view, Portugal remained a
small neighbour but one with whom concerns and aspirations were shared in the EEC
and therefore became a useful partner or even ally at the European level.

The Iberian summit, held once a year, provides a loose but permanent insti-
tutionalised framework. Nevertheless, taking into account the poor history of rela-
tions between the two countries, it is an important framework both for the resolu-
tion of bilateral disputes as well as a basis for the establishment of common strat-
egies at the European level. The initial step towards improving bilateral relations
took place in 1983, with the first Iberian Summit. The preparation for. common
accession was on the agenda. In 1986, the Iberian Summit was institutionalised.
Since then, the Prime Ministers of the two countries have met on 2 annual basis.

- The Iberian' Summit is the only institutionalised framework for dialogue
between the two countries. Beyond the rhetoric, for the first time there is a com-
mon concern to try to overcome divergences, to improve bilateral relations and to
try to find some common basis for action in multilateral organisations exists. From
the start, Iberian Summit agenda have concentrated on issues affecting bilateral
relations for two basic, and essentially negative reasons. First, because of the need
to overcome questions which are still problematic for bilateral relations and, sec-
ondly, because of the difficulties involved in achieving common positions as far as
European affairs are concerned. Trade relations, investment, financial coopera-
tion, transport and communications, energy, industrial cooperation, fisheries, agri-
culture, cross-border cooperation and the management of common water resourc-
es have been the most important issues on the agenda over the years.

Despite the clear improvements, the Iberian Summits should become more im-
portant fora for dialogue. On the one hand, from a Spanish point of view, it seems that
Portugal is too small to be an important partner. On the other hand, Portugal is always to
keen on emphasizing the negative aspects of the relation, thus devaluating common
efforts, an attitude apparently characteristic of other small countries in similar situations.®

¢ As noted by Harald von Riekhoff, when analysing the relationships between Germany
and Austria on the one hand, and United States and Canada on the other, a common feature “is the
tendency of the smaller partners to dwell more on the problematic aspects of the relationship than
to stress the demonstrable benefits that accrue from it”. Harald von Riekhoff, “Overview” in:
Harald von Riekhoff, Hanspeter Neuhold (eds.) Unequal Partners. — A comparative analysis at
relations between Austria and the Federal Republic of Germany and Between Canada and the
United States, Boulder-Oxford, Westview Press, 1993.
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The impact of accession was immediately felt on trade, which grew more
than 60% in 1986. In the following years, Spain became one of the most impor-
tant trade partners of Portugal, being the main supplier for Portuguese imports
and one of the destinies of Portuguese exports. Investment followed suit and
Spain is an important destination of Portuguese foreign direct investment, and
vice-versa. The growing economic interdependence, however, has another ef-
fect: sometimes, and specially in times of lower economic development, the
voices on the «Spanish economic invasion» can still be heard in Portugal.” This
fear, which is more a political rhetoric than anything else, demonstrates that
European integration, despite all its posmve effects, does not mean that all the
problems ceased to exist.

Another important aspect which has drastically improved is the communica-
tions network between the two countries. Taking advantage of the Community Sup-
port Frameworks, Portugal and Spain invested in infrastructures, including the ones
connecting the two countries. The construction of international bridges on the river
borders, the expansion of highways and the improvements on roads clearly helped
to increase the economic and social contacts between the two countries.®

Benefits from European integration can be found also on the border region.
The common border regions of Spain and Portugal are peripheral regions both
within the European Community as well as in their respective countries. The Span-
ish-Portuguese border is not only the most under-developed but also the largest
(1292 km) in the European Community. The political, economic, social and cultur-
al contacts between people of both sides of the border has always been very
intense — although informal. With common problems and needs, the development
of links between the border regions would certainly enhance their bargaining
power, both inside their countries and in relation with the European Union, creat-
ing better conditions for the social and economic development. :

Taking advantage of Community programmes; like the Interreg, cross-border
cooperation is presently a reality, although not yet as developed as it could be.” The

7 This kind of rhetoric has been specially when there are prospects of Portuguese banks
being bought by Spanish ones.

& However, much is still to be done, namely the improvement of rallway connections
between Portugal and Spain. '

? One of the problems is the asymmetry at the levels of political decision-making, since PorTugal
isa very centralised State, and Spain has a decentralised system, allowing a greater margin of
manoeuvre to the regional powers.
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improvement of the relations between the two sides of the border is a reality to all the regions.
Cross-border networks are developing along the border. One example of this cooperation is
the relation between Galicia and the North of Portugal, with the existence of several pro-
grammes too stimulate and coordinate trans-frontier and inter-regional cooperation aiming at
the joint development of both regions. Cooperation between the two regions also represents
a response to cultural and linguistic affinities between both regions which creates the condi-
tions for the constitution of a possibly very powerful Euro-tegion. One of the examples that
highlights the dynamics of cross-border cooperation was the creation, in 1992, of the «Atlantic
axis», a network of cities from Galicia and the Northern Portugal, aiming at the common
development of both regions.

One of the major problems of the bilateral relationship has been the manage-
ment of common water resources. The biggest Portuguese rivers are born in
Spain and the attempts made by the Spanish government to change the water
courses has provoked serious reactions in Portugal. The concerns were related
with the quality of the water arriving in Portugal and also with the quantity, given
the Portuguese plans to build dams.'® In 1998 an agreement was reached and the
two countries signed a convention to regulate the use of the common rivers, al-
though this is still an issue that requires intensive bilateral discussion.

Another clear example of the importance of accession to the EU for the
bilateral relations was the institutionalisation of the Ibero-American Summits. This
summit gathers the heads of state and government of all Latin American countries
plus Portugal and Spain. Before 1986, this kind of initiative would have been
unthinkable, due to the difficult relations between the two Iberian countries.

The European dimension of the relationship

The accession of Portugal and Spain had a clear impact on the Commuruty's foreign
relations, particularly as far as Latin America is concerned. The importance that both coun-
tries gave to Latin America, and their willingness to bolster the importance attached by the
European Community to that region was clearly expressed in the Treaty of Accession,
which included a “common statement of intent in relation to the furthenng of relations
with the countries of Latin America”."

**"The most important projectis the consiruction of the Alqueva dam, on the southem region of. Alentejo.
' Cf. Alvaro Vasconcelos, “Portugal and European Political Cooperation”, in The
International Spectator, vol. xxvi, no. 2, April-June 1991, pp. 127-140.
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Both countries have argued that their integration into the European Com-
munity favours increasing relations with other regions of the world. As stated by
the Portuguese Minister for Foreign Affairs: “The special relations between Portu-
gal and the African Portuguese speaking countries as well as with Brazil, other
countries of Latin America, Africa and Asia will certainly represent an important
contribution to the European Community”'?. Portuguese and Spanish relations
with third countries and the accession of both countries to the European Commu-
nity was seen as a two way street: on the one hand, their foreign relations in-
creased European Community foreign relations potential; on the other hand, ac-
cession represented a window of opportunity for the countries of Latin America
and Africa to reinforce their relations with Europe, namely by putting some eco-
nomic and trade flesh onto the bones of the “special relat1onsh1p” with Portugal
and Spain.

Recent European Union initiatives towards Latin America and the Medi-
terranean are a clear example of the reinforcement of relations between the
European. Union and third countries. These initiatives were fully supported by
Portugal and Spain. Latin America, the Mediterranean or even Africa are no
longer a field of foreign relations exclusive to Portugal and Spain (or any other
Member State, for that matter). This does not mean that Portugal and Spain are
the only Member States with interests in these regions but rather that they have
been able to incorporate their interests w1thm the global framework of the
European Union’s interests.

The development of the bilateral relationship between Portugal and Spain
did have some impact on the global European Union framework. The European
policies of the two countries are quite different but nevertheless they have been
able to develop some cooperation in European affairs, namely as far as social and
economic cohesion is concerned. The similarities between the two countries are
strong: they are southern European countries, with a-lower level of economic
development than their northern European partners, they are committed to Euro-
pean construction and they have privileged relations with ‘other regions of the
world. The construction of an open, democratic and socially committed Europe
is a common objective.

- 2 Pires de Miranda, “Portugal perante as Comunidades Europexas”, in Estratégia - Revista
de Estudos Internacionais, no. 1, 1986, p. 11.
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Final remarks

The development of the bilateral relations between Portugal and Spain was
and still is a clear consequence of common EU membership. For Portugal, the
development of the relations with Spain was certainly one of the major consequences
of European Union accession. Integration into the European Community meant the
establishment of a new framework within which political and economic bilateral
relations could evolve. Even if the European Union is evolving towards more
supranacionality and a growing sharing of sovereignty, there is still room for improved
bilateral relations. It is a simultaneous process of integration into a larger area of
relations and reinforcement of bilateral relations. Integration generate common interests
between the two countries and it was a decisive contribution to the reinforcement of
social contacts between the Portuguese and the Spaniards, therefore creating the
necessary conditions for overcoming the weight of history and past political decisions
in the Portuguese-Spanish relationship.
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Brief Chronological

Background

Portugal and the European Union

1962

1972
1973

1977

1978
1979
1985

1986
1988
1990
1991
1992

1993
1994
1997
1999

2000

18 May

22 July
1January

28 March

17 October
13 March
12 June

1January
14 November
1 July

25 June

1st semester
7 February
6 April

1 November
1 January

2 October

1 January

1 May
1st semester

Portugal officially submits its association application to the
European Economic Community

A free-trade agreement is signed between Portugal and the EEC
The trade agreements concluded between Portugal and the EEC
come into force »

Portugal submits its membership application to the European
Communities

Formal opening of accession negotiations with Portugal

Entry into force of the EMS

Signature of Portugal’s act of accession to the European
Communities

Formal accession of Portugal to the European Communities
Portugal joins the WEU

Entry into force of the first stage of EMU

Portugal signs the Schengen agreements

Portuguese Presidency of the European Council

Signature of the Treaty on European Union

The escudo enters the EMS'’s exchange rate mechanism

The Treaty on European Union comes into force

Entry into force of the second stage of EMU

Signature of the Treaty of Amsterdam

Entry into force of the third stage of EMU, with the participation
of Portugal

Entry into force of the Treaty of Amsterdam

Portuguese Presidency of the European Council
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