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EXECUTIVE SUMMARY
L. Preliminary remarks

This report has been conceived as a general survey on research available on the
functioning and main prospects of Portuguese labour market ten years after Portugal's
adhesion to EU. It presents a comprehensive view about the generality of factors
affecting the performance of labour market in Portugal and some useful insights on the
nature of unemployment progression in Portugal in order to match the appropriate
policies.

Additionally, the report presents a new perspective on the main trends of debate in the
area of employment, insisting as well on the issues that unfortunately remain absent of
the major circles. We believe that a strictly approach of labour market prospects could
not identify the right issues for the national debate and that a comprehensive view of
education, training and social policies for the next stage of EU integration is necessary in
order to achieve such an operative policy-oriented perspective. Active employment
measures are seen under this framework of analysis and new insights for the trade-off

between active and passive measures in Portugal are a main orientation of this report.

However, the identification of best practices in policies related to the functioning of
labour market in Portugal remain hardly difficult to accomplish until a comprehensive
information and evaluation system is available principally concerning vocational training
and active employment measures.

Finally, we must also emphasise that the survey has been concluded only one year after
the political changes observed at the end of 1995. Data on policies and programmes
generated by new politically orientations are not yet available, complicating the
anticipation of the new prospects.



II. Main Findings

From 1985 onwards, Portuguese labour market perfofmed remarkably well: total
employment grew at an average annual rate of 1.1% (2.2% between 1985 and 1991),
whereas unemployment rate remained low, by European standards at least.

Notwithstanding, since 1992 - when the Portuguese economy was hit by the international
recession - employment has decreased and the unemployment rate has been on the
increase, although it remains under 8 percent.

Such performance was accomplished against a background of high participation rates
(most notably in the case of women), heavy employment losses in agriculture, and the
persistence of long-term demographic trends leading to the aging of the Portuguese
population (due to to decrease of the fertility rate and the extension of life expectancy)
and, in the second half of the 80s, to an absolute decrease of total population.(due to
unforeseen negative migration flows.

During this period, several programs aimed at stimulating the modernization of the
Portuguese economy (thereby reducing the gap that still separates it from the European
average) were implemented with the finantial suport of the European Funds. To a large
extent. To a large extent these programs were directed towards agricultural and
industrial activities, as well as to education and training.

On its side, agriculture experienced heavy job losses despite the amount of finantial aid
received. Such losses are the result of both the existence of substantial hidden
unemployment and the fact that, as a whole, this activity remains incapable of facing
international competition. In fact, further job losses in agriculture are expected, although
at a much slower pace.

Along with such changes, the share of unpaid family work in total employment sharply
fell as agriculture, together with some services, is a major user of this kind of work. At
least in recent years, family work seems to be acting counter-cyclically, meaning that it

acts, to some extent, as a cushion against wage-employment losses.
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On its side, industrial policy extensively promoted the development of Portuguese
industry both by subsidizing private direct investment and by directly investing in the
creation of new infrastrucures capable of generating positive externatilities. During the
surveyed period, industry's performance was quite good - a considerable number of new
establishments were created accounting for about 49% of total employment creation in
manufacturing industries (the remainder is due to the expansion of continuing firms).
Besides, the importance of plants start-ups and shut-downs in terms of employment
should be stressed, as available evidence suggests that these originate job flows of about
the same size of those that result from the expansion and contraction of continuing
establishments.

Although there are no visible signs that point out to a specific entry behaviour of small
firms, these have generated positive and increasing net employment flows, whereas those
originated by large firms were small and even negative during at least part of the
surveyed period.

The abovementioned evidence may suggest that an industrial restructuring process
(whose necessity is widely agreed upon) took off during this period. However, further
evidence suggests otherwise. On the one side, most of the total gross employment
variation (about 80 percent) occur within industries or regions. On the other side,
employment growth was more intensive for low-wage industries and regions. Finaly,
small plants, although presenting high birth rates, also face higher mortality rates, lower

productivity, lower wages and more intensive job turnover than large plants.

Despite the signals that bigger firms have initiated a process of adjustment to the so-
called "new competition", we conclude that for the most such adjustment is yet to be
accomplished as a non-quantified, but certainly big, share of firms created in recent years
instead of representing a new way of doing business, rather replicates the main

characteristics of the entrepreneurial model that still dominates the Portuguese industry.

It is worth mentioning that the nature of the industrial policy implemented imediatly after
Portugal acceeded the EC is at least partly responsible for this situation. In fact, the most
widely used instruments of industrial policy - i.e., subsidies to investment - were
conceived and managed with three diferent and contradictory objectives, namely,
industrial modernization, employment creation, and the reduction of regional disparities.
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Such a policy implemented in a context that deeply stimulated the development of some
traditional Portuguese industries (due both to a lively internal and external demand, the
latter fostered by an exchange rate policy actively promoting the devaluation of the
Portuguese escudo) actually promoted capacity investments as oposed to modernisation
investments and did not contribute to reducing regional assymetries.

From the viewpoint of the labor market, such an evolution ended-up being positive as it
promoted employment and delayed the substitution of capital for labour, thereby
reducing unemployment. Furthermore, we believe that the fact that unemployment is in
Portugal mostly of a cyclical nature (as we have seen in section 1.V.) - unlike what
happens in many other European countries where structural unemployment has been on

the increase - is consistent with this view.

It is widely agreed that unemployment is in Portugal predominantly of a cyclical nature.
Notwithstanding, the causes of the sensitivity of the unemployment record in relation to
the economic situation is a matter for some controversy. Many opinions do, however,
converge to consider that it is to the fact that the labour market displays a considerable
degree of flexibility that Portugal owes its good performance in terms of unemployment.
The fact that nominal wages and earnings are also sensitive to both inflation and
unemployment reinforces this interpretation. The same goes with evidence at the micro-
level where local, firm and industry-specific conditions play a significant role in
determining pay.

If flexibility is to be given such a crucial role in explaining the performance of the labour
market, there is one question still calling for an answer - why is the labor market so much
more flexible in Portugal as compared to other European countries? This question is all
the more relevant as it is a well-konwn fact that labour market regulation is quite
stringent. Restricitions imposed refer, namely, to their capability of adapting working

hours, moving workers across jobs and dismiss workers.

Arguably, flexibility stems mostly from the fact that in Portugal reservation wage levels
are low due to three main reasons: the low levels of average wages, the low coverage of
the unemployment insurance system, and the importance of atypical forms of work.
Notwithstanding, one has to recognize that the degree of flexibility revealed would not

be possible with existing legislation except if non-compliance with the law is
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acknowledged. Several facts indicate that this is, indeed, the case in Portugal. Among

these, the importance that term-contracts have attained until 1990 and independent work

from there on, as well as the widely spread practice of using overtime work despite the
strict regulation applying in all these case, are worth mentioning. These are good
examples of situations where law is overruled, thereby creating a flexibility "de facto"
where there were legal rigidities.

Such a context is coherent with the fact that the employment creation performances of
Portuguese economy are still strongly dependent on growth general prospects and not
merely on the labour-intensive pattern of growth paths. We believe that the best active
employment measures should be targeted at improving growth performances of
Portuguese economy, principally in what concerns physical and immaterial investments
generating significative externalities. Consequently, we also believe that growth policies
cannot be confined to traditional demand-driven interventions. All the evidences suggest
that demand-driven factors depend mainly on growth performances of EU economies.
Internally, supply-side and institutionally oriented policies should be the main drive in
order to favour better growth prospects in a period of strong structural adjustments and
considering the new scenarios for the intervention of EU structural funds within lagging
countries and regions.

This is also the right framework to ask for a more accurate contribution of education and
training systems. Notwithstanding the significative rise observed in the last 20 years
concerning rates of participation and enrollment rates in pratically all the education levels
as well as training facilities, that increase cannot by itself compensate the very low
average educational attainment levels still persisting within labour force. It is necessary
to create favourable conditions in order that firms could adapt themselves to new turn-
over conditions concerning the employment market, combining external flexibility
performances with the up-grading of internal flexibility within firms. The reform of
fiscality and of the way firms could contribute to the erradication of social security
finantial crisis should be oriented towards more ambitious targets than solving short-term
finantial problems. It is absolutely necessary that the structure of labour force
qualifications within firms could adjust to the rise of enrollment and participation rates in
the education system. Higher stages of industrialisation profiles in Portugal and more

agressive strategies of atracting foreign direct investments require that type of



adjustments. We believe that education system is precociously evolving towards a
development model of Portuguese economy in which deindustrialisation is passively
accepted and in which tertiary sector is seen as the only safeguard for employment

creation.
II1. Main trends of national debate

The national debate on the labor market followed mostly along the three following

avenues:

i) the system of industrial relations, particularly in what concerns the relative roles of

diferent levels of negotiation (i.e., centralised versus decentralised);

) the flexibility of the labour market, particularly in what concerns legislation on

dismissals, atypical forms of work, working hours and the definition of job contents;

iii) the instruments of the labour market policy, particularly in what concerns the relative
importance of active versus passive measures.

It is widely recognized that the State holds a proeminent position in the Portuguese
industrial relations system. Therefore, it hardly comes as a surprise that one of the main
topics for debate refered to the reform of such system particularly concerning the
redefinition of the relative roles of the more centralised and decentralised levels of
bargaining. Claims were that the highly centralized level of negotiation still prevailing in
the Portuguese system is one major obstacle for adaptating regulation to the diversity
and variability of operating conditions which could only be dealt with at more
decentralised levels of negotiation.

Although non-compliance with existing regulation remains an issue, the CPCS did
manage to reach several agreements that established the principles applying to
negotiations taking place at the industry or firm-level. These agreements proved a
powerfull instrument for the stabilization of the macroeeconomic conditions of the
Portuguese economy - it was with the agreement signed in 1987 that the concept of
"expected inflation rate" became the referential for wage negotiations in substitution of

the inflation rate observed during the period following the preceding agreement.

VI



The agreement signed in 1990 (AES) introduced again some major changes. Among
these was the adoption of an objective of effective growth of real wages towards the EC
average, under non-inflationary conditions, and the concern with the safeguard of

international competitiveness of Portuguese firms.

Despite these changes, collective bargaining remains highly centralized and unwilling to

use the new prerrogatives given by law.

Surprisingly enough, employers seem to be more adverse to firm-level negotiation than
workers which is due to three main reasons: negotiations at this level are harder as single
employers have to face aggressive trade unions; employers fear that conducting firm
level negotiations will create new incentives to plant unionisation; industry-wide
agreements give employers some flexibility over wages as conventional wages tend to be

viewed as lower bounds for setting wages firms actually pay.

However, the flexibility issue was the major theme of the national debate on the labour
market throughout the surveyed period. Two main topics, both of which represent major
concerns of employers and workers, were particularly subject to discussion. These
refered to the legislation on dismissals and the reduction of working time.

For a long time, employers had been claiming for deep changes of legislation on
dismissals which was seen as highly restrictive due both to the procedures required and
to the high costs firms had to incur in case of dismissals. Besides, the admissibility of
dismissals was quite strictly regulated. For these reasons, employers considered that due
to such rules their ability to react to external shocks was seriously diminished. Firms
highly exposed to international trade (both in the national market and in international
markets) were particularly concerned with this, particularly at a time when competition
was becoming fiercer in European markets. Eventually, this lead the Government to
change the law on dismissals in 1989, thereby giving credit to many of employers' claims.
Dismissals were thus made easier, but the very same law now regulates this matter also
introduced a new regulation on term-contracts whose use became more limited. This
should be considered as a compensation to the fact that dismissals were now easier. On
the one side, job-security was reduced, but, on the other side, the use of more precarious
forms of work, such as term-contracts (which roughly represented 20% of wage-
employment), was restricted.
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Unions (those represented in UGT, at least), unwillingly agreed with these changes,
recognizing that the new international environment would forcefully lead to the loss of
some jobs; these job losses were therefore seen as a condition for maintaining (and
creating) other jobs.

However, this is still an on-going debate as neither employers, nor workers are pleased
with the results of this changes. Employers still complain about the stringency of existing
regulation, whereas workers consider to have given away one of their fundamental rights
without suficient compensation. In fact, term-contracts were not replaced by permanent
contracts; instead, (false) independent work grew, at the same time that the importance
of term-contracts sharply fell.

The other topic discussed under the heading of flexibility was working time. Workers
had for a long time been claiming for the reduction of working hours which, despite the
fact that they were higher than anywhere else in Europe (during the 80s, at least),
showed no tendency to be reduced. For that reason, workers claim was based on the
urge to improve workers' living and working conditions. Employers strongly opposed
such claims, arguing that working time reductions would put an unbearable pressure on
costs and, once again, deteriorate their international competitiveness. Instead, so they
claimed, what was really necessary, was improve working time flexibility. An agreement
was eventually reached on this topic in 1990 (AES) consacrating the reduction of
working time to a new maximum level of 40 hours / week in exchange for the
flexibilisation of working schedules. However, such an agreement took the form of a
recommendation which was to be implemented by means of collective agreements until
1995. Once again, the result was that by 1996 normal working time was above the new
maximum in most activities due both to workers unwillingness to make further
concessions in what concerns working time flexibility and to employers oposition to the
reduction of working time without further flexibility.

There are several factors that can help us to understand why these negotiations came to a

dead-end and eventually called for State intervention.

It is a well known fact that working time reduction is a source of additional costs except
in the case of no wage compensation (i.e., constant hourly wages). In fact, although

some authors argue that productivity gains can be expected when working time is
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reduced, this is a matter for some controversy and it is generally agreed that this gains, if
they exist, will not be big enough to compensate for the increase in labour costs. Such an
increase will be all the more important in the case of labour - intensive firms / industries,
it will also be more dificult to deal with when firms / industries are highly exposed to
fierce international competion.

Working time reduction, except if accompanied with incomplete wage compensation
(i.e., with a proportional increase of hourly wages) demands workers to pay for the
reduction of working time. This means that it will only be likely if the marginal utility of
leisure is higher than the marginal utility of wages, or when levels of wages are higher
and hours of leisure scarce.

Finally, working time reduction gains feasibility if it is combined with the reorganization
of working time, allowing for the extension of capital operating time by means of the
extension of shiftwork. In such case, additional feasibility arises of the reduction of
capital costs. In such case, a more intensive use of the capital factor produces a
reduction of costs that can be used to finance the increase in labour costs associated with
the reduction of working time, thereby reducing the need for wage compensation and/or
the loss of competitiveness. The higher is the share of capital in the cost structure of the
firm / industry, the more likley will this outcome be.

From the abovementioned theoretical points, it results that the Portuguese economy is
not a favourable ground for working time reduction processes to occur, considering the
importance of firms / industries in traditional sectors, labour intensive, and highly
exposed to international competition, as well as the low average level of wages.
Therefore, it hardly comes as a surprise that employers and workers have not been able
to agree and implement the decisions of the 1990 agreement. The reaction of employers
to the new law that the Government has recently passed enforcing the 40 hours / week
maximum working time (calculating the average duration of working time without
considering the daily breaks periods, thus maintaining or even expanding the duration of
work) reinforces what we have just said.
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IV. New themes for national debate

The worksharing debate

The worksharing debate has been completely absent of the national debate of working
time. This can be easily understood if we consider the low levels of unemployment that
the Portuguese economy has experienced this far. However, the new Government seems
to be particularly keen about this issue and has actually introduced a clause on the latest
nation-wide agreement refering to the need to manage working time in the context of the
employment policy, particularly by means of promoting the growth of part-time work by
means of deregulating a number of aspects related to it.

However, it may happen that such a fight will be implemented at the expenses of (still)
existing job-security regulations, meaning that in order to create further jobs, the whole
employment relations will become more precarious. Although such a stand still calls for
further verification (as we have to be able to measure the impact of non-compliance with
existing regulation on actual job-security), this should be a major topic for the national
debate on the labour market. However, strange as it may seem (particularly, because
Portuguese workers seem to be more keen about job-securtity than about income

security), this issue has not been discussed out in the open.

The job-security/employment trade-off

Also absent of the national debate is the job-security/employment trade-off at least in
such terms that are compatible with the main findings of this report. It has been reported
above that a major cause for the Portuguese good performance in what concerns
unemployment has to do with the actual degree of flexibility of the labour market. In
turn, this is explained by the low levels of wages, the still low coverage of the

unemployment insurance system and the importance of the atypical forms of work.

It seems that tacitly a consensus has been reached indicating that the path the Portuguese
economy wants to follow pressuposes that all those measures will be implemented, along
with further deregulation of the labour market. If such a consensus exists, it has been
reached without balancing the social and economic benefits of such options against what
is likely its major cost the increase in unemployment and the growth of its strucutural

component. Furthermore, this will happen along with further reductions of job-security



implemented for the sake of flexibility which, in such a context, is not likely to produce
positive results. We believe that this should be a major subject for debate.

An effective and operative consensus on the main guidelines of education system reform

We believe that a false consensus on education system priorities is recently installed in
Portugal among the main political forces and civil organisations. The complexity of the
situation is arising because a two-simultaneous steps strategy should be implemented: to
manage the problems created by the explosion of demand at the same time that quality
performances should be strictly observed. The conditions that Portuguese take-off
concerning education prospects is facing are very unfavourable, because the Portuguese
education system begins to react against its main failures and shortfalls when the
countries that are sharing the same specialisation profile and disputing the same foreign
investment contribution are deeply involved in improving the quality and efficiency of
their systems. The difficulty of achieving a good compromise between these two issues is
well perceived in the national debate concerning the discussion of what should families
pay for their children being enrolled in public higher education (Universities and
Polytechnic Schools) and of the bad results observed in the general examinations at
national level of youth having completed 12 years of schooling.

The lost of energy that the Reform of Education System has suffered in recent times is a
clear illustration that a false consensus is emerging. The challenge of the education
system reform cannot be faced within a strictly sectoral approach. Families, firms, young
people, civil society organisations should be involved as full interested and participant
social groups. The lack of motivation among teachers and the management failures of
schools require more than technical solutions.

It is necessary that national debate allows for further mutual knowledge between the
education system and firms, eliminating the no man's land still existing between the
aspirations and values of the former and the needs of the latter. Attitudes towards
initiative, self-responsability, risk and decision-making in contexts of uncertainty should
be produced and stimulated by education system in order to improve social commitment
and responsability of more educated young people.
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The trade-off between active and passive employment measures

There is a very generalised tradition in Portugal consisting in multiplicating the number
and the kinds of programmes aiming at implementing active employment measures. We
may say that the diversity of targeted groups for active measures is managed multiplying
the number of programmes and measures selected, instead of managing a small number
of measures or programmes and adapting them to the diversity of targeted goups and
individuals. We believe that the last alternative is more operative, reinforcing the

probability of attaining better results.

The great majority of active measures now available and generalised should be
implemented at decentralised levels and will be producing more positive results
integrating and being managed within local development strategies. This is a challenge
for the IEFP reorganisation and principally it should be seen as an opportunity for
Employment Centres have a more active and autonomous role in promoting local
development.

Finally, training policy must be not kept aside of the trade-off between active and passive
measures. A training project or a training plan are not by themselves an active or a
passive measure. The way the project or the plan are conceived, managed, targeted or
implemented and the kind of apprenticeship environment and performances effectively
achieved are key factors to be considered. Unemployed people (not ignoring of course
the diversity of couples of situations of educational attainments and skills presented by
unemployed people) and youngsters looking for a first job are key targeted groups in
order that passive measures may have a shorter duration and in order that they could be
better articulated with active measures. Such performance to be effective should be
accomplished managing social unemployment and unemployment benefits with more
active and severe modalities of follow-up and of control of people involved.The main
bottleneck in Portugal to achieve such a performance is institutional. In fact, in order that
an unemployment benefit could be seen as a temporary source of protection and not as a
permanent charge, it is necessary that the beneficiaries could receive preferential
treatment as targeted groups for active training and for active employment measures.

The success of the recent Danish experience of reforming labour market and activating
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measures is mainly explained by the ability of combining new regulations for the
unemployed claiming unemployment benefit with several active measures and
participation in active programmes (European Commission, Employment in Europe,
1996:133).

The challenge of improving the transition into working life of youngsters

The young people that is looking for a first job is, in Portugal, a very complex targeted

group, because at least we may identify three main situations:
» Those who leave the education system without any qualification at all,

+ Those who leave it after having completed some years of basic, secondary or higher
education but not having any vocational qualification;

* Those looking for a first job with vocational qualifications through education or
vocational training system.

If we combine these situations with different social status or gender aspects, it's easy to
understand the complexity of the problem of training policies aiming at improving the
transition into working life.

The training programmes conceived under a strategy of training towards employment
should have in mind that, at least in what concerns the youngsters that are looking for a
job as result of drop-out cases without any qualification at all, these active training
measures are as well instruments in order to prevent higher levels and incidence of social
disability.

The need of preparing the debate on social security reform

The progression of the work of the team that is preparing the White Paper on Social
Security will allow for generalising the debate in the major circles affected by the new
coming orientations, including the issue of achieving a complete harmonisation among
different regimes of social protection.The very low average value of remunerations
declared by Portuguese employees and employers as well independent workers for social
security purposes can no longer be ignored, accepting it just a natural reaction of
contributors. It is necessary to take into consideration that short-term finantial difficulties
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of social security should not delay the need of reforming equity and efficiency
performances of the system, adapting distributive modalities to the new situation and

helping the search of complementary sources of social protection.

Further debate on social responsability of employers and employees is requiring further
achievements in harmonising regimes and eliminating the existing inequalities.
Considering that Portugal's tax pressure has sharply increased since the 70's, we believe
that effects on labour demand of the social security reform will be strongly dependent
upon audacious proposals concerning the reduction in the global rate of social
contributions combined with tighter monitoring of the system. The improvement of

budgetary mannoeuvre is requiring a decisive political impulse.
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Foreword

This is the Final Report of the Study on the Labour Market of Portugal according to the
contract signed between the European Commission-DG V and Quatemaire-Portugal and
involving the collaboration of the CETE team - Oporto Faculty of Economics.

Pratically all the comments and observations that have been made by the members of the
group joining DG V and following the study have been integrated in this definitive
version as well as all the observations and recommendations made to the Interim Report
presented in September 1996.

We should emphasise again that the study has been conceived as a general survey on
research available on the functioning and main prospects of Portuguese labour market ten
years after Portugal's adhesion to EU. Nonetheless, we believe that this report added
more value than a simple survey on research related to labour market issues. It presents a
comprehensive view about the generality of factors affecting the performance of labour
market in Portugal and some useful insights on the nature of unemployment progression
in Portugal are now available that could be useful in order to match the appropriate
policies.

Additionally, the report presents a new perspective on the main trends of debate in the
area of employment, insisting as well on the issues that unfortunately remain absent of the
major circles. We believe that a strictly approach of labour market prospects could not
identify the right issues for the national debate and that a comprehensive view of
education, training and social policies for the next stage of EU integration is necessary in
order to achieve such an operative policy-oriented perspective. Active employment
measures are seen under this framework of analysis and new insights for the trade-off
between active and passive measures in Portugal are a main orientation of this report.

However, we must recognise that the identification of best practices in policies related to
the functioning of labour market in Portugal will be hardly difficult to accomplish until a
comprehensive information and evaluation system is available principally concerning
vocational training and active employment measures. Portuguese participation on the
MISEP working group could be an opportunity in order to achieve further developments
in this area.



Finally, we must also emphasise that the survey has been concluded only one year after
the political change observed at the end of 1995. Data on policies and programmes
generated by new politically orientations are not yet available, complicating the
anticipation of the new prospects.

Quaternaire-Portugal and CETE of Oporto Faculty of Economics thank the representatives
of DG II, DG V, DG XVI and ESF that have followed the study progression for the
valuable contributions made on pertinent topics, stimulating the team for more accurate
analysis of those topics and creating a very positive environment for survey analysis.We
have benefited in the preparation of this report from the active colaboration of Dr.Vitor
Viegas of the Direcgdo Geral do Emprego e Formacio Profissional and of other members
of the DEP staff updating information on active employment measures and wages as well
of the flexibility and pertinent comments of Mr.Armindo Silva of DG V. The interview
with Dra.Margarida Abecassis, Sub-Director General of Employment and Vocational
Training has been also very useful to format this report. We also thank Professor Pedro
Portugal for pertinent comments on the report.

Oporto, 30th December 1996
Quatemaire-Portugal

CETE-Oporto Faculty of Economics



CONTENTS

FOrewWOrd .. ..o 1
I. Labour Market Analysis and FOreCasts...........c..ccooviiiiiiieioiieiiiece e 4
I.1. Demographic Trends ...........ccccoiiiiiiiii e 4
1.2. Structure of the Workforce ..............ooooiiiiiiii e, 11
1.3. Main Trends in Job Creation and Job L0SS ...........c.coooiiiiviiiiniiiiin, 30
1.4. Wages and Salary Trends.............ccoooieiiiiiiiic e 36
LI.5. Principal Causes of Unemployment Changes since 1980..................ccccoee. 47
1.6. Macroeconomic policy and forecasts.................ooooeriiiiiiiiiii e 50
II. Labour Market INStItULIONS ..........oooiiiiiii i 65
IL 1. Public INSHEUtIONS . ... 65
I1.2. The System of Industrial Relations, with an
emphasis on Collective Wage negotiations .................cc.cooeiieeiiiiviinennn 72
III. 1. Employment Protection Schemes ...............ccccoooiiiiiii 86
II1.2. Regulation of Working Time.............cc..ooiiiiiiiiiiiieee e 91
II1.3. Minimum Wage Regulation ..., 97
IV. Labour Market POLCIES .............ocooiiiiii e 100
IV.1. Passive MEASUIES .............oouiiiiiiiiicee e 100
IV.2.0 ACHIVE MEASUIES ..ot 105
V. Other Policies having an Impact on the Labour Market.........................oeeenn. 125
V.1. Education and vocational training...............c..cooevivriioiirionieiir e 125
V.2. Social protection SYSLEMS ..............o.ooiiiiiiitiieoie et 158
V.3, Industrial pOLICES ..ot 168
VI CONCIUSIONS ...t 182
VI.1. Synthesis and Main Findings ... 182
VI.2. The National Debate ..o 186
V1.3. What are the crucial matters that are still absent
of the national debate? ... 190

R T ONICES ..o e, 197



I. Labour Market Analysis and Forecasts
L 1. Demographic Trends

From 1980 to 1994, total population in Portugal grew at an average annual rate of
0,07%1.

From the viewpoint of demographic trends, this period can be divided into three major
sub-periods:

+ from 1980 to 1985, total population grew at positive though decreasing annual
rates; during this sub-period, natural growth more than compensates for net
migration which became negative in 1983;

» from 1986 to 1991, total population growth rates become negative and total
population decreases at increasing rates; natural growth no longer covers the
increasingly negative net migration;

+ from 1991 onwards, total population resumes growing though at very small rates;
this is mostly due to the major increase in net migration values that in 1993 became
positive for the first time in ten years.

Figure 1 depicts the evolution of total population during the 1980-94 period and Table 1
presents its annual growth rates?.

1 Data refers to resident population at 31 December (source: INE - Anuério Estatistico).

2 As an alternative, the evolution of total population could be described by using estimates published
quaterly by INE -.Inquérito ao Emprego on resident population in the Mainland; this would indicate a
steady, though small, population growth throughout this entire period, including the 1986-91 sub-period.
This is due to the fact that such estimates were not revised after the data from the latest Census were made
available (see below). For that reason, and for this purpose we prefer to use the above presented estimates
wich were previously made compatible with the new facts.
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Figure 1. Total Population - 1980/94
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Notes: estimates of resident population at 31.XII; data refers to Portugal (including
Mainland, and the Azores and Madeira archipelagos).
Source: INE - Anudrio Estatistico

Table 1. Total Population -
Annual Average Growth Rate

1981 0,7%
1982 0,6%
1983 0,3%
1984 0,4%
1985 0,1%
1986 0,1%
1987 -0,3%
1988 -0,3%
1989 0,4%
1990 -0,5%
1991 -0,1%
1992 0,0%
1993 0.2%
1994 0,2%
Source: INE - Anudrio Estatistico
(own calculations)

Long-term demographic trends accountable for the building of what some authors call the
"modemn demographic stage” of the Portuguese society (Ferrdo, 1996) persisted
throughout this entire period. These include the decline of natural growth rates, mostly
due to the decrease of the fertility rates as well as diminishing child death rates.



Table 2. synthesizes the evolution of the natural growth of the Portuguese population and
its main components.

Table 2 - Evolution of Pepulation's Natural Growth

Fertility Birth Mortality Infant Natural Life Expectancy at % People

Rate Rate Rate Mortality Growth Birth over 65
Rate Rate Males Females

abs. 1960 %o 1960 %o 1960 %o 1960 %o 1960 1960 1960 % 1960

=100 =100 =100 =100 =100 =100 =100 =100

1960 3,01 100 239 100 106 100 77,5 100 13,3 100 61,2 100 66,9 100 8,0 100
1970 2,76 92 20,0 84 103 97 555 72 9,7 73 642 105 70,8 106 9,7 121
1980 2,19 73 162 68 99 93 243 31 63 49 683 112 753 113 114 144

1990 151 50 118 49 104 98 109 14 14 11 70,3 115 77,5 116 136 170
in: Ferrdo (1996)

The marked decline of the natural growth rate is mostly the result of a declining fertility
(wich does not allow for the replacement of generations since the mid-80s), despite the
simultaneous decrease of the gross mortality rate (particularly for children).

Although the decline of the fertility rate is quite notorious, there is some discussion on
whether it is going to stabilize at its currently estimated level (1,5 children per woman), or
it will keep on decreasing (as it did in Spain or Italy) or even if the recent trend will be
reversed and it will resume growing (as it hapened in Sweden for instance).

Regardless of its future behavior, it is fairly safe to acknowledge that life expectancy at
birth is now much higher than before and so is the share of older people in total
population - on average, Portuguese population is rapidly getting older, the share of
youngsters (less than 24 years old) in total population is sharply declining, accounting in
1995 for 33% (39% in 1985) whereas the share of population aged 54 or more has been
growing, accounting in the same year for 27% of total population (24% in 1985). Women
account for about 52% of total population.



Figure 2. Total Population, by Age Group

4000 -+
o——g—_a
3500 4
- .‘—-_.-\.\
gsooo + -
<
::2500 -+ . ./"-—__.
2000 +
1500 } -+ }- { s — + + } + t {
t~ o0 N — s o0
g2 8 8 8 § § gog § F &
- <24 years  ——LF— 24-54 years . >54 years

Note: data refers to quaterly averages; figures for 1990 and 1991 are not comparable with
the remainder because they refer to the following age groups: <24 years, 24-49 years and
>49 years.

Source: INE - Inquérito ao Emprego

Along with natural growth, migration movements are a major determinant of demographic
changes. From this viewpoint, Portugal is traditionally a country of emigration. Yet, until
recently, it was generally admitted that after having reached a peak by the end of the
sixties / early seventies, Portuguese emigration would have stabilised at low levels; the
eighties were seen mostly as a period of immigration (due to the return of nationals who
had previously left the country and to the arrival of foreigners, particularly those
originating from Portuguese former colonies in Africa). As a result estimates of net
migration for the entire decade were systematically positive.

However, these estimates were challenged by new trends noticed in the second half of the
decade as well as the results of the Census of Population of 1991. In fact, on the one
side, the massive return of nationals did not occur, and on the other side, Portuguese



emigration resumed growing round 19853, The 1991 Census confirmed these new and
unexpected facts by indicating lower levels of population than those previously admitted.
Data on migration flows were therefore revised now indicating negative net migration
throughout most of the eighties - Figure 3.

Figure 3. Net Migration (000s)
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Source: Eurostat until 1991, INE - Estatisticas Demogrificas onwards

Only in 1993 did net migration figures become positive again as a result both of the
recovery of returns of nationals and possibly of stronger immigration of foreigners.
However, these have been declining ever since being barely positive in 1995.

Estimates of the future evolution of the Portuguese population are conditional mostly
upon the evolution of both the fertility rate and the net migration records. The
abovementioned three scenarios concerning the fertility rate's path are admited. In what
concerns the evolution of net migration it is recognized that this depends on a number of
unpredictable factors (international economic situation or the social-political situation in
some countries where there are large Portuguese communities, such as the South Africa

3 Although the growth of the world economy in these years may explain this behavior of emigration, it
should be kept in mind that throughout this period the Portuguese economy was also expanding at a rapid
pace (in fact, higher than in most other European countries).
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Republic, e.g.) three alternative scenarios - positive, null and negative net migration - are
usually admited.

Forecasts currently available consider only the hypothesis of fertility stabilization coupled
with the three alternative hypothesis concerning the migration balance and refer to the
1995-2020 period4. Their results are summarized on table 3 by broad age groups. Two
main features should be emphasized.

To begin with, total population future prospects depend crucially on the behavior of the
migration balance - it will increase if net migration is positive, it will decrease if net
migration is negative. However, should the fertility rate remain at its current level it will,
on its own, cause a decrease of total population (scenario B).

Table 3 - Population Forecasts, 1995 - 2020

0-14 15-64 >64 All

Scenario A 1995 1743 745 6 642 468 1 465 385 9 851 598
2000 1661 130 6 567 989 1526 833 9755 952

2005 1675 701 6 440 790 1 587 705 9704 196

2010 1612314 6 337 683 1624 044 9574 041

2015 1 482 309 6 193 653 1686 137 9 362 099

2020 1340 875 6011 168 1754 538 9 106 581

Scenario B 1995 1758 380 6701 119 1 467 099 9 926 598
2000 1 698 836 6 708 143 1528 220 9935 199

2005 1727 789 6 629 868 1588 454 9946 111

2010 1679211 6 579 963 1623 327 9 882 501

2015 1 562 255 6 493 919 1683515 9 739 689

A 2020 1 430 983 6 373 939 1750 499 9 555 421
Scenario C 1995 1767 905 6740 119 1468 573 9 976 597
2000 1724 944 6 824 945 1537 917 10 087 806

2005 1779 504 6 861 404 1612 507 10 253 415

2010 1756 819 6 923 606 1667 494 10 347 919

2015 1 665 451 6 946 819 1752422 10 364 692

2020 1558 575 6 932 462 1 848 070 10 339 107

4 Forecasts considering other scenarios are currently being prepared at INE.
9



Note: provisional data.

Scenario A: FERT=1,5 and MIG=-50 000; Scenario B: FERT=1,5 and MIG=0; Scenario C: FERT=1,5
and MIG=150 000. FER T=Fertility Rate; MIG= Net Migration.

Source: INE - Gabinete de Estudos Demogréficos

On the other side, all scenarios considered lead to an increase in the share of population
aged 65 or more. Therefore, the on-going ageeing process of Portuguese population is
expected to persist in the near future. In fact, it will even be intensified if the decreasing
fertility hypothesis - that is not disregarded - proves itself accurate. However, this
ageeing process will be more pronounced if net migration is negative as the group of
migrants is mostly made up of young adults. For that reason, scenario A is the one that
predicts the biggest increase in the share of people over 65 (nearly 5 p.p.); conversely,
this is the scenario that leads to the strongest decrease in the share of youngsters.

All scenarios point out to a slight decrease (-1.4 p.p. to -0.5 p.p.)in the share of people in
the working age group, meaning that demographic trends will somewhat reduce the
pressure over the labor market by reducing the size of the pool where labor supply arises
of.
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1.2 Structure of the Workforce
Labor Force

From 1985 to 1995, total active population grew at an average annual rate of
approximately 0,8%>. Throughout this period, women account for 42% to 45% of total
active population.

The decomposition of total labor force growth into its two main components - population
growth and change in participation rates - reveals that the growth of Portuguese labor
force is the result of the mixed effects of a barely growing population (an average of
0.2% throughout the period) and slightly increasing participation rates (0.6%) - table 4.

Table 4. Decomposition of Total Active Population Change
(annual average rates of change)

1985/88 1988/91 1992/95

Population Growth 0,44% 0,13% 0,04%
Men 043% 0,15% 0,20%
Women 0.45% 0,12% 0,11%

Change in Participation Rates 0,07% 1,60% 0,14%
Men -0,36% 0,95% -0,54%
Women 0,69% 2,40% 0,88%

Active Population Growth 0,53% 1,71% 0,17%
Men 0,07% 1,10% 031%
Women 1,16% 2.51% 0,77%

Source: own calculations using INE data

Throughout this entire period, active population grew at positive rates although the
average growth was more intense for women than for men. In fact, for the more recent
sub-period considered (1992-95), the size of the male active population actually decreased
(-0,31%).

However, it is interesting to notice that the reasons for this different pace of change for
men and women's labor force are also different. For men, the average growth of active

5 This figure compares with an annual average growth rate of total population of 0.2%.
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population is only the result of total male population growth (0.26% on average) as
participation rates remained virtually unchanged (0.02%), whereas for women it is mostly
due to the increase in participation rates (1,32%). Moreover, it should be emphasized that
the overall men's participation rate increase is only due to its behavior during the 1988/91
sub-period when it increased 0.95% (remember that this was a period of rapid expansion
of the Portuguese economy), as during the two other sub-periods considered it actually
decreased (particularly in 1992/95 - -0.54% - when the Portuguese economy was going
under a recessionary period).

The evolution of activity rates by gender is presented in Figure 4.
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Figure 4 - Activity Rates, by Gender®
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Note: Total Active Population in relation to total population.
Source: INE - Inquérito ao Emprego.

The global evolution of activity rates cannot be fully understood without a further look
into participation behavior of different age groups (figure 5).

The evolution of male activity rates is, for the most, the result of a declining participation
of younger (<24 years) and older (50-64 years) men and an almost unchanged
participation behavior for men in the 24-50 years group The evolution of activity rates in
each of the extreme age groups seems, however, to be driven by different forces. For the
youngsters, lower participation is most likely due to a longer permanence in the schooling

6 All series using INE's Inquérito ao Emprego data are subject to a break in 1992 due to the fact that in
that year a new questionnaire was introduced, new concepts were adopted, and a new sample used.
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Figure 5. Activity Rates, by Age Groups
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system - activity rates in this age group follow a declining pattern since the beginning of
the analyzed period, although this has become more pronounced in the last years when
the labor market tightened. For older men, although there seems to be a slightly
decreasing long-run trend, short-run fluctuations suggest that their participation behaviour
is not independent of cyclical factors. Although this is only supported by weak evidence,
it is interesting to notice that tfrom 1988 to 1991, when employment levels were high and
growing, the activity rate in this age group steadily increased.

On their side, the rise in female participation rate is the result of a long-term trend mainly
explained by changing life styles and family strategies concerning participation in the
labor market, although it should be emphasized that women's accession to the labor
market was for the most accomplished during the seventies. In spite of this, participation
behavior of young women has been following a trend similar to those of men in the same
age group, and most likely due to the same causes.

Although there is no clear evidence that participation rates may be following a cyclical
pattern, their record through the last recession suggests that, at least for certain age
groups, this could be playing a more or less important role. As we have seen activity rates
of older men and of youngsters of both sexes have declined from 1991 onwards.
Although some structural factors can explain such decline, particularly in the case of
youngsters, there seems to be a case for the importance of cyclical components in
explaining part of this evolution.

Employment

From 1985 to 1995, total employment grew at an average annual rate of 1,1%. Within
this period, two different sub-periods can be identified: one when employment sharply
increased - 1985/91 (average annual rate of growth round 2.2%) - and another one when
it decreased - 1992/95.(average annual rate of -0.9%) - Figure 6.
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Figure 6. Total Employment
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Throughout this period, several changes were noticeable.

The share of young workers in total employment decreased (figure 7) due mostly to the
growing average age of Portuguese population, although the reduction of youngsters’
activity rates and an uneven incidence of unemployment across different age groups may
have played a role (see below, table 6).

Women's share in total employment slightly increased (figure 8).This change may be the
result of an increase in female participation rate (whereas male rates declined) as well as
of a different incidence of unemployment growth across sexes.
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Figure 7. Total Employment, Breakdown by Age Group
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Figure 8. Civilian Employment, Breakdown by Gender
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Sectoral distribution of employment has deeply changed. Total employment in agriculture
sharply declined; Wholesale and Retail Trade, Financing Institutions and Other Services
were the sectors where employment increased. The share of manufacturing remained
approximately the same during this period of time but community, social and personal
services is now the sector of activity with the highest level of employment. Such
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evolution is the result of the tertiarization process that the Portuguese economy underwent
during this period, along with a massive abandonment of agriculture.

Figure 9. Civilian Employment, Breakdown by Activities
(S.I.C. major divisions)
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Note: 1. Agriculture, Hunting, Forestry and Fishing
2. Mining and Quarrying
3. Manufacturing
4. Electricity, Gas and Water
5. Construction
6. Wholesale and Retail Trade, Restaurants and Hotels
7. Transport, Storage and Communication
8. Financing, Insurance, Real Estate and Business Services
9. Community, Social and Personal Services
Source: Eurostat

From 1985 to 1993, all occupational categories rose their share in total employment -
(employees only), to the expense of semi-qualified professionals (see table 5). Although
changes at top categories are more or less similar to those registered at the bottom,
changes recorded for the categories "medium-level cadres" and "highly qualified
professionals” should be emphasized as positive.
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Table 5. Employment Structure, by Occupational Category

(1985/93)

1985 1993
Top Cadres 2,1% 2.3%
Medium-level Cadres 1,7% 2,1%
Craftsmen and team leaders 4,1% 4,0%
Highly Qualified Professionals 3,7% 4,3%
Qualified Professionals 395%  39.8%
Semi-Qualified Professionals 197% 169%
Non-Qualified Professionals 10,8% 11,2%
Apprentices 18,5% 19,3%

100,0% 100,0%

“Note: data refers to employees alone.
Source: DE/MESS - Quadros de Pessoal

By professional status, it is important to emphasize the share of employers and persons
working on own account in total employment (figure 10).

Figure 10. Total Employment, Breakdown by Professional Status
(1995)
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Until 1991, all groups of workers split by worker status were increasing thereby
contributing to the overall increase in total employment. The only exception to this was
the behavior of unpaid family workers whose number persistently declined until 1991.
This category of workers seems to behave like a reservation of labor available for being
recruited as employees in periods of expanding employment.
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After 1991, when wage employment started to decrease, and total employment along with
it, the evolution of other professional categories was not clear-cut. Yet, in 1995,
approaching the end of the recession, while employed work kept on decreasing, the
number of independent workers and particularly unpaid family workers sharply
increased, allowing, in this manner, for a positive evolution of total employment that
otherwise would have been negative (figure 11).

If in times of labor shortage, unpaid family work, mostly concentrated in agriculture, acts
like a labor reservation, in times of recession it seems to act as a buffer against
unemployment.

Figure 11. Variations in Total Employment, by Professional Status
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Among the so-called atypical forms of work, temporary employment, and employment
under term-contract in particular, gained, during the eighties, considerable importance.
Due mostly to the stringent restrictions imposed on employers' capability of firing its
permanent workers, employment growth after 1985 was, to a large extent, achieved by
means of recruiting workers on a temporary basis.

For this reason, in 1989, when new legislation on dismissals and term contracts was
issued, the share of temporary employment in total wage employment was approximately
20% (see below, chapter 7I1.1). Since then this steadily declined, being now situated
round 12% (figure 12). Several reasons account for this decline of temporary
employment rate. On the one hand, legislation restricted the use of term-contracts at the
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same time that dismissals of permanent workers were made easier. On the other hand, the
cyclical downturn caused both a reduction in new hirings and a high number of
dismissals, workers under term-contract being the first to be laid-off.

Figure 12. Temporary Employment Rate
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temporary workers).
Source: DE-MESS - Inquérito Trimestral a0 Emprego and Inquérito ao Emprego
Estruturado.

On its side, part-time work, a form of work whose use has been increasing all over
Europe, remains unimportant in Portugal. Yet its major characteristics are for the most
similar in both Portugal and the European average. It is predominantly a female form of
work (although men's share in total part-time employment is somewhat higher than
elsewhere), and it is highly concentrated in the service sector. However, some important
differences may also be noticed: the share of elder workers (particularly, male workers) in
total part-time is quite high (round 25% for men and 12% for women), more than half of
all part-times are employers or self-employees, and about one third of all part-timers are
to be found in agriculture (see Gonzélez et. al., 1997).

Available evidence suggests that part-time work has not been on the increase even after
law was changed, thus making more difficult the use of other atypical and flexible forms
of work, such as term-contracts (figure 13).
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Figure 13. Share of Part-Time in Total Employment
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Unemployment

Unemployment rate reached its peak in 1985 at 8.7%. Since then its record accompanied
the economic upswing, so that it steadily decreased until 1992 when it rounded 4%. By
this time, Portuguese labor market experienced a situation of full-employment. However,
due to the recession initiated by 1991, unemployment rates resumed growing, averaging
7% in 1995.

Figure 14 depicts unemployment rate evolution from 1983 until 1995, according to both
INE (the national statistical office) and Eurostat. It clearly shows that there are no
substantial differences between both sources - both indicate similar unemployment rates
that follow the same trend?.

7 However, INE's rate is slightly higher than the one published by Eurostat. There are two possible
reasons for such diferences - on the one side, data transmited by INE to the Eurostat are provisional,
therefore subject to subsequent corrections; on the other side, is is also possible that the two sources may
be dealing differently with individuals aged 14.

22



Figure 14. Unemployment Rates
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A comparison between the number of the unemployed as measured by the Employment
Survey and by Employment Services shows that, since 1988, registered unemployment is
higher than its counterpart statistical measure. It is also apparent that although both
measures follow a similar trend, registered unemployment fluctuates less than measured
unemployment either when employment is growing or declining

Differences arising from the use of this two different measures of unemployment are not
specific to the Portuguese case and are inherent to the fact that whereas the first is a
statistical measure of unemployment, the other is conditional upon an administrative act.
However, the gap between these two alternative measures may be influenced by the use
of an highly restrictive concept of unemployment (ILO concept) coupled with the growth
of atypical forms of work that according to that definition exclude some individuals from
the unemployed category although they could consider themselves as such. Institutional
features - such as the coverage degree of the unemployment insurance system and the
amount of benefits available - influencing individuals' decision of registering with the
employment services could also help to understand such gap.8

8 This means that we should expect that a higher coverage degree of the unemployment security system -
such as the one initiated in 1989 (see below, chapter IV.1) - would lead to a wider gap between those two
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Figure 15. Statistical and Registered Unemployment
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An analysis of unemployment by gender - figure 16 - leads to the two following remarks.
On the one hand, women are more hard hit by unemployment than men - they account for
more than a half of total unemployment; women's unemployment rates are persistently
higher than men's (throughout this period women's unemployment rate varies from
11.8% to 5.0%, whereas men's varies from 6.6% to 2.8%). On the other hand, female

unemployment declines more slowly than its male counterpart, but rises roughly at the
same pace.

measures, which did not hapened. In turn, it hapened in 1992 when the unemployment concept utilized by
INE became more restrictive.
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Figure 16. Unemployed Population, Breakdown by Gender
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An analysis of unemployment incidence by broad age groups uncovers two main facts -
that young workers are more hard hit by unemployment (see table 6) and that it is among
workers older than 24 years that unemployment rose more sharply since the beginning of
the recession of the early 90s (see figure 17).

Table 6 - Unemployment Rate, by Age Groups

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
14-24 years 19.1% 14.6% 12.0% 120% 96% 99% 10.7% 13.7% 160% 172%

>24years 50% 44% 39% 32% 35% 31% 32% 48% 56% 5.7%
Fonte: INE - Inquérito ao Emprego

Two major causes - both demographic and economic - can help to understand this second
fact. Demographic factors refer to the decline of the share of youngsters among total
population. This coupled with the decline of youngsters' activity rates reduces the pace of
growth of active population in this age group thereby easing the pressure on the youth
labor market. Economic factors also refer to the fact that during the last recession a
number of restructuring took place, meaning that unemployment increased to some extent
due to both plant shutdowns and downsizings. In both cases, unemployment increases
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due to dismissals of incumbent workers. Among these, it is likely that workers over 24
years of age are over-represented (particularly in the case of plant shutdowns).

Figure 17. Unemployed Population, Breakdown by Age
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The decomposition of unemployment into two groups - individuals looking for a first job
versus those looking for a new job - points out in the same direction - the share of the
later increased from 79% in 1991 to 82% in 1995, after having peaked at 84% in 1993
(figure 18).

Figure 18. People seeking a first job / a new job
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As it should be expected considering the average educational level of total population, the
vast majority of people unemployed has no more than four to six years of education -
figure 19. It is interesting to notice though that the last unemployment crisis increased the
share in total employment of individuals with higher levels of education (i.e., individual
with 7-12 years of education and those with college education), although this remains

very low.
Figure 19. Total Unemployment, Breakdown by Educational Level
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Unemployment record in recent years shows that high levels of long-term unemployment
do not persist throughout the economic cycle. In fact, like unemployment duration, it
follows a marked counter-cyclical path (table 7).

From trough (1985) to peak (1992) and on to the next trough (1995), the share of long-
term unemployment varied from 44.6% to 25.9% and to 39.3%; at the same points in
time, unemployment duration averaged 16.6, 10.5 and 13.4 months.
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Table 7. Unemployment Duration

Unemployment Share of Long-Term Unemployment Duration
Rate Unemployment (in_months)

Short-Term Long-Term Total
1984 8,0% 39,1% 5,8 27,8 154
1985 8,2% 44,6% 5.8 28,2 16,6
1986 8,0% 43,8% 5,7 27,6 16,2
1987 6,7% 43,8% 5,6 273 15,8
1988 5,4% 39,7% 53 275 14,6
1989 4,8% 37,1% 54 26,9 13,6
1990 4,3% 33,0% 5.1 26,5 12,3
1991 3,9% 29,5% 5,0 25,9 11,3
1992 4,1% 25,9% 4,7 27,0 10,5
1993 55% 29.3% 5,2 25.8 11,2
1994 6.8% 34.2% 5.3 25,2 12,1
1995 7.2% 39,3% 5.5 25,5 134

Source: Banco de Portugal

By age group - Table 8 - it is clear that, in 1986, unemployment duration was high for all
age groups and for both men and women, although it was maximum for women aged
between 25 and 44 years.

Table 8. Unemployment Duration (in months), by Gender and Age Group

1986 1991 1992 1995
Men Women Men Women Men Women Men Women
15-24 years 11.0 185 32 5.7 35 40 6.3 7.1
25-44 years 11.1 >36.0 4.5 9.5 4.1 9.4 12.2 >24.0
>44 years 19.2 11.2 8.3 39 7.4 6.8 >240 >24.0
All 11.4 21.1 4.1 6.7 4.1 6.0 11.2 13.2

in: Portugal (1996), p. 71 e 73.
(It should be noticed that the author uses data from INE's "Inquérito ao Emprego" and a methodology
that assumes that the distribution of unemployment duration can be characterised with a parametric form)

From 1986 to 1991, unemployment duration fell sharply for all age groups.
Notwithstanding, during this period, the reduction of unemployment duration was
particularly strong for the youngsters. In fact, it should be stressed the fact that since then
young workers seem to have better prospects of finding a new job within a shorter period
of time than the remainder.
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In 1995, unemployment duration of workers under 24 years averaged 6-7 months,
whereas it was over one year for men between 25 and 44 years of age and over two years
for all the other. It seems, therefore, that young workers face shorter spells of
unemployment although they experience more frequent episodes than older workers.

Unemployment incidence also varies from region to region - table 9 -: it is minimum in
Northern and Central regions and it reaches its maximum in the Southern part of the
country, particularly in Alentejo. Lisbon region is the one where unemployment is subject
to wider changes both in cyclical upturns and downturns. In Alentejo unemployment is
persistently higher than elsewhere.

Table 9. Unemployment Rate, by Region

Regions 1992 1993 1994 1995

Norte 3,6 4.8 6.0 6,3
Centro 2,7 3,7 4,1 4,0
Lisboa and Vale do Tejo 5,0 6,5 8.5 9,1
Alentejo 7,7 9.6 11,0 11,8
Algarve 3,0 3,1 7.0 6.6

“Source: INE - Inquérito ao Emprego
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1.3. Main Trends in Job Creation and Job Loss

Entry and Exit of Plants?

Between 1984 and 1990, 9894 new establishments were created in the manufacturing
sector, representing a substantial degree of plant mobility. On average, new plants created
yearly throughout this period represent about 15% of total plants, whereas plants shut-
downs represent about 10% of total plants.

Furthermore, evidence suggests that current and potential employers are more sensitive to
favorable shocks (those inducing plant creation) than to unfavorable ones (those inducing
plant closing).

An analysis by sub-sector of activity shows both that this is a feature common to all
industries within manufacturing, and that industries with above average entry rates also
have above average exit rates - which suggests that sectors with low barriers to entry also
have low barriers to exit.

The analysis of the determinants of plant-openings and closings has been the object of a
number of papers. Mata (1995a) deals with the role played by macroeconomic conditions
and industry-specific factors in explaining firms' starts. The author finds that new firms
entry follows a pro-cyclical pattern, with new firms being created mostly when aggregate
demand is fast-growing and interest rates are decreasing. The author also reports that
industry rankings according to entry of firms intensity are stable over time, which is
consistent with his own findings according to which the majority of the explained
variance of new firm starts is due to industry-specific conditions. Portugal and Guimardes
(1996) concentrate on the influence of local market conditions on plant location and exit
decisions. They find that wages impact decisively on entry and exit decisions, most
notably on the former. The authors also report that minimum wage legislation plays a
non-negligible role, deterring plants from locating in regions with a large proportion of
minimum wage earners.

An analysis by firm size indicates that, throughout this period, average plant size declined
substantially due mostly to the high birth rates of small firms, despite the fact that these

9 At this point, we mainly summarize evidence and findings presented by Carneiro and Portugal (1996).
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also face higher mortality rates - their survival rate is 50 percent after 5 years of activity
(see Mata and Portugal, 1994).

The entry of small firms is reported not to differ significantly from the typical new firm,
except for their sensitiveness to the interest rate, which is lower (Mata, 1995a). Among
the major determinants of new firms' size, Mata (1995b) finds that age and educational
level of the entrepreneurs matter, as industry characteristics do - older and better educated
entrepreneurs create larger firms; these also tend to be created in larger industries, in
industries with higher minimum efficient scale, fewer sub-optimal firms, and with higher
and more balanced entry and exit flows.

Job Flows and Employment Turnover

Table 10 summarizes data on employment flows in Portugal, for the period 1983-1990.

Table 10. Gross Employment Flows in Manufacturing

Year L(t) AL(t) AE(t) AC(t) N(t) M(t-1)
1983 889153

1984 893911 4758 49256 49790 45397 40105
1985 885436 -8475 40806 54869 41550 35962
1986 882858 -2578 45024 44696 38937 41843
1987 915143 32285 58658 37141 49559 38791
1988 963241 48098 65585 37980 64927 44434
1989 999537 36296 64116 53553 73018 47285
1990 1023069 25532 71049 53989 66840 60368

Note: L(t)=Employment; AL(t)=L(t)-L(t-1); AE(t)=change in employment due to expanding
establishments; AC(t)= change in employment due to contracting establishment; M(t-1)=number of
workers at t-1 in establishments that shut-down during period t; N(t)=number of workers at time t in
establishments that opened during the same period.

Source: Carneiro and Portugal (1996), p. 8.

Over time, gross positive changes in employment (N(t)+AE(t)) are more variable than
gross negative changes (M(t)+AC(t)), which suggests that labor adjustment costs may be
asymmetric, with firing costs exceeding hiring costs.

On average, new establishments account for about 49% of total employment creation in
the manufacturing industries, whereas plant closings account for 48% of total
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employment destruction in the same industries. Indeed, every year, about 10 percent of
jobs in manufacturing are replaced due to gross employment flows.

Job creation and destruction accounted for plant openings and closings is about the same
size of job creation and destruction produced by expansion and contraction of continuing
plants. Net employment changes due to establishments' entry and exit account for 54%,
on average, of total employment growth, although the share of plants entry and exit, on
the one side, and of continuing plants' expansion and contraction, significantly changes
over time.

Throughout this period, net employment flows generated by small plants increased (due
mostly to their above mentioned high birth rates and to the fact that, if they survive, small
firms expand rapidly), whereas net employment flows generated by large plants were
small and even negative during part of this period (because both contraction and exits
dominate expansions and entries).

Table 11 presents data on net employment changes by industry. A look at this data shows
that10:

« The Banking, Insurance and Other Services to the Firms and Tobacco Industries
are the only sectors where positive annual rates of net employment growth were
recorded throughout the period.

* Some sectors that traditionally account for a high share of total employment
(particularly, in the Northern Region) have persistent positive rates of net employment
growth until the second half of the 80's, but afterwards, years of employment growth
alternate with years of employment decline - this is the case of the textiles, apparel, and
footwear industries, as well as of the wholesale and retail trade. This is compatible
with the observed more intense growth of employment in low-wage industries and
regions (Portugal and Guimaraes, 1996).

»  For the remaining sectors, there is no clear pattern of net employment change over
time - from one year to another positive growth rates succeed to negative growth rates
and vice-versa.

10 Data on table 12 as well as most of the following remarks on the information it contains were taken
from DE-MESS(1994).
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Table 11. Net Employment Changes, by Industry

1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 199192
2. Mining Industries -3,35 -9,77 -5,79 -2,13 -195 -0,22 -232 2,49 -0,08 -1,56
311/2. Food Ind. -1,08 -0,29 1,03 0,63 0,68 -3,34 -0,74 -1,12 -0,72 1,89
313. Beverages 0,38 2,32 -043 -1,38 1,74 -194 0,62 -1,25 -1,41 1,58
314. Tobacco 3,43 6,82 4,12 4,06 3,58 1,68 5,42 4,37 4,36 11,62
321. Textiles -1,97 0,71t 084 1,27 2,80 4,39 1,08 1,78 -1,29 -1,11
322. Apparel 0,16 1,28 236 5,59 897 11,02 -3,43 1,86 3,70 -3,50
323. Tanning -1,41 -2,04 3,02 1,20 -2,06 -2,65 -2,38 0,65 -3,14 -1,13
324. Footwear -0,54 1,58 0,02 2,74 6,28 395 -594 1,27 -0,83 -2,73
331. Wood -2,63 -1,10 -0,52 -2,19 -2,38 -2,60 -1,42 -091 -2,81 -0,55
332. Furniture 2,06 -1,54 -253 -0,76 2,77 0,54 1,05 0,17 -2,44 3,08
341. Paper -0,60 1,07 2,47 1,23 -0,78 -2,05 1,19 0,22 -3,73 0,14
342. Printing 1,79 2,74 -0,15 0,71 1,40 -0,09 3,30 3,90 1,66 3,48
351/4. Chemicals 0,03 -061 1,66 3,22 2,776 -1,38 1,53 1,22 1,42 2,80
355. Rubber 3,43 2,52 0,85 -0,34 592 -1,07 1,25 -2,96 -3,82 -1,37
356. Plastics -0,93 0,35 0,73 2,71 -0,39 0,12 1,18 0,41 -1,30 5,11
360. Construction Materials -1,13 -0,82 -0,62 -1,63 -0,71 -1,57 0,89 -0,75 -0,19 0,67
370. Iron and Steel 1,10 1,72 1,88 4,67 -1,75 2,52 2,11 1,61 -0,03 0,28
381. Metal Products 0,29 -0,16 -2,68 -1,96 -0,72 -0,95 -0,13 -1,74 0,34 0,78
382. Machinery 367 1,00 0,68 -0,15 0,13 1,27 261 234 0,40 1,79
383. Electrical Machinery 7,68 3,48 -037 -3.8 0,65 3,52 0,38 1,41 1,13 0,10
384. Transportation Equipment  -3,78 -0,26 -0,31 0,83 0,38 0,55 2,80 1,41 -0,90 1,46
385. Professional Instruments 5,76 1,80 -0,64 2,36 1,97 -4,03 591 0,13 -5,42 4,64
390. Others -3,30 -3,63 -2,60 -3,15 -2,09 -1,61 -0,45 -0,03 0,44 -5,62
4. Public Utilities -102,03-26,51 4,12 -1,21 -1,68 -26,10 -5,39 -0,63 0,01 -5,04
5. Construction -0,18 -5,41 -5,84 -394 -261 0,19 -0,52 1,34 2,20 0,66
61/2. Retail & Wholesale Trade 0,07 091 0,89 0,71 0,81 -033 0,33 -0,36 -0,24 0,31
63. Restaurants & Hotels 093 1,79 298 264 1,59 1,79 -0,17 -1,00 0,33 -1,40
7. Transports & Communications -4,14 -3,81 -0,79 -1,71 -2,45 -142 0,57 -1,40 -0,38 0,14
8. Banking, Insurance & Other 3,52 3,52 3,05 1,10 2,18 3,20 2,52 5,89 3,30 1,71
9. Personal Services 0,09 097 0,14 -1,02 -3,80 -3,03 -0,63 -198 -238 -128

Source: DE-MESS (1994)
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Employment turnover exceeds total net employment change whenever there are
employment changes across establishments with the same characteristics. Carneiro and
Portugal (1996) present evidence on employment turnover for manufacturing industries,
considering two alternative criteria for aggregating establishments: sub-sectors and
regions. Their results are summarized in Table 12.

Table 12. Employment Turnover (Manufacturing, 1984-90)

Turnover Components (% of total turnover)

Te(t) JAL(t)| Changes across Changes within the

sectors/regions same sector/region

Sectors' Cells*

1984-86 343687 11053 32% 40948 11,9% 291686 84,9%
1986-88 397075 80383  202% 6994 1,8% 309698 78,0%
1988-90 490218 59828 122% 19350 3.9% 411040 83,9%
1984-90 1230980 129158 105% 47128 3,8% 1054694 85,7%
Regions' Cells**
1984-86 339391 10273 30% 40816 12,0% 288302 85.0%
1986-90 391901 77939  19.9% 2686 0,7% 311276 79.4%
1988-90 483462 60730 12,6% 4198 0,9% 418534 86,5%
1984-90 1214754 128396 10,6% 44476 3,7% 1041882 85,7%
Sectors/Regions' Cells**
1984-86 339391 10273 30% 60122 17,7% 268996 79,3%
1986-88 391901 77939  199% 19782 5.0% 294180 75,1%
1988-90 483462 60730 12,6% 27502 5,7% 395230 81,7%
* refers to Mainland and the Madeira and Azores Archipelagos.
** refers to Mainland only.

Source: Carneiro and Portugal (1996)

Data on table 13, suggests that, for manufacturing establishments, total turnover major
component is the one that refers to employment changes from one establishment to
another within the same sector and/or region. On average, employment turnover across
sectors accounts for 5,9% of total turnover, whereas turnover within sectors accounts for
82,3%; employment turnover across regions accounts for 4,5% of total turnover,
whereas turnover within regions accounts for 83,6% of total turnover. Therefore, the
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bulk of total tumover cannot be fully understood with sectoral and/or regional-based
explanations. However, to the extent of our knowledge, no studies have, up to now, tried
to analyze the role played by other relevant variables (the age of the establishments, e.g.).
Carneiro and Portugal (1996) do, however, get evidence suggesting that employment
turnover across sectors or regions is higher during cyclical downturns.

Besides a considerable degree of employment turnover, there is also some evidence
pointing to a substantial degree of job turnover for young workers. Data for the 1985-91
period, when youth unemployment rates were declining point out that only roughly 10
percent of young males are able to hold their jobs for at least six years. For young
women, out-of-job transitions took place at a slightly lower rate than for their male
counterpart - in 1991, only 15 percent of all young female workers were still with their
1985 employer. Most of job terminations occur during the first years (see Oliveira et. al.,
1994). Mobility decisions seem to be primarily influenced by the starting level of wages,
the size of firms and the availability of jobs in the local labor market.
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1.4. Wages and Salary Trends

Portuguese nominal wages and earnings have been trending upwards for most of the
1980-1995 period; rates of growth, however, have decreased in recent years, keeping
pace with inflation. This is shown in the following table, which provides information on
yearly percentage changes of selected wages and prices indicators:

Table 14. Percentage changes of prices and wages, 1986-1995

Year Consumer Contractual Average effective Minimum
prices(1) wages(z) wages(z) wages(3)
1986 11.7 17.1 18.5 17.2
1987 94 14.4 15.1 12.0
1988 9.6 9.9 12.5 7.9
1989 12.6 10.6 14.6 13.1
1990 134 14.1 17.0 13.8
1991 11.4 14.2 16.0 14.6
1992 8.9 10.9 13.7 11.0
1993 6.5 7.9 6.5 6.5
1994 5.2 5.1 6.0 4.0
1995 4.1 4.8 n.a. 55

(1) From the Consumer Price Index (excluding rent) for the mainland (Madeira and Azores excluded). New
index as from 1988.

@ Excluding public administration and non-market services.

() Minimum wages for workers 18 and over in the non-agricultural sector.

Sources: INE and Bank of Portugal, as reported in OECD (1996), p. 136.

Evidence collected from staff logs (Quadros de Pessoal, a survey which covers all
dependent workers, except for public administration and non-market services, and is
conducted every year in March!! by the Ministry of Employment) displays essentially the
same trend:

11 1n October since 1994.
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Table 15. Wages and earnings, 1985-1995

Year Average monthly Percentage Average monthly Percentage
base wages(1) change earnings(1) change
1985 30.1 34.2
1986 35.8 18.9 40.7 19.0
1987 41.0 14.5 46.8 15.0
1988 45.2 10.2 52.0 11.1
1989 51.0 12.8 58.3 12.1
1990 59.0 15.7 67.8 16.3
1991 70.1 18.8 81.3 19.9
1992 80.1 14.3 94.4 16.1
1993 89.1 11.2 104.0 10.2
1994 n.a. n.a. 114.42) na,
1995 n.a. n.a. 122.02.3) 6.63)

(D) In thousands of Escudos. Base wages refer to (gross) pay for normal hours of work; earnings include
also seniority payments, overtime pay, and other regular benefits. Public administration and non-market
services are excluded.

() October data. All other figures refer to March.

&) Preliminary estimates.
Sources: Statistics Department of the Ministry of Employment, Enguadramento Estatistico dos Activos -
Anudrio de Estatisticas Sociais, several issues, and Boletim Estatistico, October 1996.

The picture of nominal wage growth conveyed by the tables, with rates in the two-digit
range for most of the period, is the more remarkable in the presence of government-
sponsored national wage negotiations aimed at moderating wage inflation.

On the other hand, however, exclusion of public administration may introduce an
upwards bias in the figures reported. In fact, wages and salaries in the public sector tend
to lag behind those in the private sector, as government attempts to set the guidelines for
economy-wide wage policies in the annual revision of civil servants' pay and is strongly
limited by the need for budgetary restraint. The state being the country's largest single
employerl2, it is likely that the preceding figures overstate aggregate wage growth13,

Change in real wages was also positive, exception made for the recession years of 1983-
1984 and, more recently, 1994 and, perhaps, for 1989. Table 16 (below) shows two
series built by different agencies and with different methodologies, but which concur in
the general direction of the movements in real earnings:

12 The central administration has failed to provide an accurate measure of employment in the public
sector. Estimates place public employment at around 10% of the labour force.

13Acc:0rding to estimates from the Department of Planning and Research (DEP) of the Ministry for
Qualification and Employment, contractual wages growth in public sector was slower than in the
business sector, but total earnings growth outpaced its private counterpart due to career adjustments.
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Table 16, Percentage changes in real earnings, 1986-1995

Year Average monthly Compensation
earnings(l) per employee(z)
1986 6.5 3.7
1987 5.1 3.9
1988 1.4 0.8
1989 0.4 1.5
1990 2.6 34
1991 7.6 1.9
1992 6.6 33
1993 35 1.0
1994 n.a. 0.4
1995 n.a. 1.4

(1) Base wages, seniority payments, overtime pay, and other'regular
benefits included. Public administration and non-market services are
excluded. Consumer price index used as deflator. Data refer to March.

() Estimates for the entire economy, annual basis. Employers'
contributions to Social Security included. Private consumption deflator.

Sources: (1) Statistics Department of the Ministry of Employment,
Enquadramento Estatistico dos Activos - Anudrio das Estatisticas

Sociais, several issues; () Bank of Portugal (1996), Annual Report,
1985.

Whereas the fall in real earnings in 1989, which may have affected some groups of
workers, was mainly attributable to a transitory failure in expectations following the
setback in disinflation policies, the 1994 decline stems from the recession that took root in
the preceding year!4. Despite the dismal pace of recovery in 1995 and 1996, available
indicators suggest that economy-wide real income losses have been reversed!3. As was to
be expected, some groups fared worse than others: women, workers in mining, building
and public works, trade and restaurants and personal services, managers and non-
technical occupations.

The picture emerging from the preceding tables strongly suggests that Portuguese
nominal wages and earnings are sensitive to both inflation and unemployment. In a study
for the period 1983-1992, Luz and Pinheiro (1993) found that wages respond to
unemployment virtually without lags, whereas a three-quarter lag mediates the influence

14The first column of data in Table 16 refers to March earnings. Estimates from the DEP on an annual
basis show a similar evolution up to 1992, For recent years, however, the DEP estimates a slight
negative growth in 1993, a small positive one in 1994 and a larger increase in 1995.

15 The latest forecast from the Statistics Department of the Ministry of Employment places the October
1996 average earnings (again, public administration and non-market services excluded) at 127600 Escudos,
up from 122000 Escudos in October 1995. The 4.6% percentage change in nominal earnings compares
favourably to the 3.2% rate of inflation in the twelve months to October 1996.
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of past inflation on wage growth. Their conclusions were in favor of the stability of both

the Beveridge relation and the Philipps-type wage equation over the period and lent

support to the conventional view of the flexibility of the Portuguese labor market with

respect to contemporaneous (or virtually so) unemployment and inflation conditions (See |
below, chapter L5.).

In a follow-up paper, Luz and Pinheiro (1994) proceeded to a comparative analysis of
labor market behavior in France, Germany, Spain, the United Kingdom and Portugal
with data up to 1993 and attempted to control for productivity growth by detrending the
(log) real wages. Their best results for Portugal were obtained with a modified real wage
definition with four quarters-lagged consumer prices. They report a poor trade-off
between the detrended real wage and the unemployment rate for all countries except
Portugal. Portugal was also the sole country in which both the Beveridge and wage
curves presented no clear evidence of instability.

According to OECD figures16, labor productivity grew at an annual average rate of 2.3%
during the 1980's, slowed to 1.2% in the 1990-1993 period and 0.9% in 1994, and is
estimated at 3.1% in 1995. It appears, thus, that recent developments in the labor market
are still on line with the view of a substantial wage flexibility in the economy. Still
according to OECD estimates, when productivity gains are subtracted from real wage
growth and regressed on the unemployment rate, a picture emerges of a steady natural
rate of unemployment consistent with stable wage inflation (NAWRU) of around 6%. It
is interesting to notice that Luz and Pinheiro, in their 1993 paper, report the same estimate
for the NAWRU.

Wage flexibility is also the norm at the firm level, changes in pay taking into account
local, firm and industry-specific conditions. Fernandes (1992) finds significant roles for
productivity and for the firm's financial and debt conditions in pay determination at the
firm level; the role of unionism is less clear. A striking feature of wage setting behavior in
Portuguese firms is the fact that average paid wages tend to remain consistently above
those established in formal collective negotiations. The latter tend to be viewed merely as
lower bounds, and informal negotiation mechanisms at the firm level (most notably, in
larger firms) frequently end up settling above contractual wages. The practice provides a

16 OCDE (1996), p. 79.
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cushion for marginal or infra-marginal businesses, while granting, at the same time, an
adjustment buffer for all the others.

The influence of individual and job-specific determinants in wage formation can be
inferred from Tables 17a to 17c. In the tables, a comparison is made between several
indicators for the years of 1986 (the year of accession to the European Community), 1989
(at the peak of the cycle) and 1993 (the last year for which comprehensive information
from the Quadros de Pessoal has been released). Reference data are average earnings in
March of the selected year. Where available, preliminary results for October 1995 will be
deferred to Table 18.

Table 17a. Relative indices of earnings determinants, 1986, 1989, 1993
Individual attributes

1986 1989 1993
All workers 100.0 100.0 100
By gender:
Men 109.6 111.3 112.0
Women 79.9 79.6 80.3
By age (in years):
15-19 n.a. n.a. 53.6
20-24 n.a. na. 70.9
25-29 n.a. n.a. 90.0
30-34 n.a. n.a. 102.8
35-39 n.a. n.a. 112.1
40-44 n.a. n.a. 120.1
45-49 n.a. n.a. 130.7
50-54 n.a. n.a. 129.8
55-59 n.a. n.a. 118.1
60-64 n.a. n.a. 109.0
65 and over n.a, n.a. 104.1

Base wages, seniority payments, overtime pay, and other regular benefits included. Public
administration and non-market services are excluded.

Sources: Statistics Department of the Ministry of Employment, Enquadramento Estatistico
dos Activos - Anudrio das Estatisticas Sociais, several issues; 1993 data from Antunes (1996).



Table 17b. Relative indices of earnings determinants, 1986, 1989, 1993
Human capital attributes

1986 1989 1993
All workers 100.0 100.0 100
By schooling level:
Primary basic education (4 years) 86.0 84.4 81.6
Preparatory basic education (6 yrs.) 92.1 86.1 81.7
Lower secondary education (9 yrs.) 124.1 120.2 113.1
Upper secondary educ. (11/12 yrs.) 136.4 1314 128.4
College bachelors (14/15 years) 231.4 239.1 228.8
College licenciados (16/17 years) 246.2 264.7 278.3
By length of tenure (in years):
Less than 1 73.2 74.6 78.2
14 80.8 825 87.6
59 104.7 116.8 97.8
10-14 1111 119.7 119.9
15-19 123.8 121.6 128.2
20 and over 144.5 143.6 133.7

Base wages, seniority payments, overtime pay, and other regular benefits included. Public
administration and non-market services are excluded.

Sources: Statistics Department of the Ministry of Employment, Enquadramento Estatistico dos
Activos - Anudrio das Estatisticas Sociais, several issues; 1993 data from Antunes (1996).

41



Table 17c. Relative indices of earnings determinants, 1986, 1989, 1993
Job attributes

1986 1989 1993
All workers 100.0 100.0 100
By industry:
Manufacturing 87.0 88.0 87.1
Electricity, gas and water 195.8 192.1 194.1
Construction 82.3 85.9 87.7
Trade, restaurants and hotels 90.2 93.5 92.6
Transport and communication 160.9 159.9 147.1
Banking, insurance, real estate 177.4 173.8 166.3
Social and personal services 82.6 86.1 90.1
By occupation:
Managers and top-level executives 257.5 275.6 2914
Clerical 126.8 126.4 119.6
Trade and sales 94.8 100.2 97.1
Security and personal services 80.1 77.2 71.5
Production workers 943 95.2 93.6
Apprentices 46.9 50.9 543
By firm size (number of workers):
Less than 10 65.1 66.9 67.3
10-19 72.5 75.8 78.2
2049 78.1 81.8 85.7
50-99 84.0 88.9 91.7
100-199 91.1 95.5 100.7
200-499 98.8 102.7 107.4
500 and over 141.0 1434 146.0
By qualification level:
Top cadres 266.3 284.6 292.9
Medium-level cadres 204.7 209.6 208.4
Craftsmen and team leaders 142.0 1494 144.3
Highly qualified professionals 148.6 152.3 149.3
Qualified professionals 100.2 100.2 94.7
Semi-qualified professionals 83.8 81.3 74.9
Non-qualified professionals 72.5 70.7 67.9
Apprentices 49.6 535 56.3
By region:
North 85.7 85.9 85.5
Central Region 88.4 88.2 85.9
Lisbon and Tagus Valley 117.2 119.6 120.5
Alentejo 97.5 92.8 91.2
Algarve 94.3 99.0 94.8

Base wages, seniority payments, overtime pay, and other regular benpefits included. Public
administration and non-market services are excluded.

Sources: Statistics Department of the Ministry of Employment, Enquadramento Estatistico dos
Activos - Anudrio das Estatisticas Sociais, several issues; 1993 data from Antunes (1996).
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A number of characteristics can be discerned from the preceding tables:

i) The gender differential appears to be fairly stable, men's earnings being 10 to
12% above all-workers average and women's at around 20 percent points below the
average. The 1995 data on Table 18 keep to the same pattern.

ii) The age-earnings profile displays the usual concavity, with peak earnings being
attained at 45 to 54 years.

iii) The education-earnings profile is as predicted in the human capital literature.
The evidence suggests an increase, from 1986 to 1993, in the dispersion of earnings with
educational achievements, with five-year-course college graduates gradually improving
their relative status. As younger cohorts join the market, it appears that compulsory
schooling (currently at 9 years) has been loosing ground.

Table 18. Relative indices of earnings determinants, 1995

1995
All workers 100
By gender:
Men 112.6
Women 79.1
By industry:
Manufacturing 86.6
Electricity, gas and water 158.3
Construction 81.2
Trade, restaurants and hotels 96.1
Transport and communication 144.8
Banking, insurance, real estate 171.5
Social and personal services 91.8

Base wages, seniority payments, overtime pay, and other regular
benefits included. Public administration and non-market services are
excluded. Preliminary data.

Sources: Statistics Department of the Ministry of Employment,
Boletim Estatistico, October 1996.
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iv) The tenure-earnings profile supports the view that firm-specific investments
are rewarded. However, the dispersion of earnings across seniority classes appears to be
narrowing.

v) Industry relative positions are virtually unchanged from 1986 to 1993, public
utilities, banking and finance, and transport and communication being the best-paying
industries. In the October 1995 data, public utilities and the banking industry switch
places at the upper end of pay scales.

vi) Occupation rankings were unchanged in the three years surveyed. Earnings of
managers and top-level executives point to an upgrade of their status, which is confirmed
by 1995 data. In fact, the 1995 index of managers' earnings reached 293.9, whereas top-
level cadres and technicians stood at 299.0, nearly three times the national average.
Production workers, with a relative index of 75.1 in 1995, and apprentices, at 49.3,
appear to have suffered most with the recession!’.

vii) Evidence is unclear as to trends in the firm size-earnings dispersion. Firms
employing more than 500 workers, however, retain a sizable differential over smaller
firms.

viii) Data on relative earnings by qualification level, as was the case with
occupation, essentially reveal a widening gap in favor of the top-level category.

ix) Regional differentials consistently display the same pattern from 1986 to 1993.
Albeit slightly, the relative position of Lisbon and the surrounding region appears to have
improved at the expense of all other regions.

Although inconclusive by itself, the evidence collected above is widely confirmed by
econometric analyses. With 1985 data, Kiker and Santos (1991) report estimates of the
average rates of return to an additional year of schooling in the 9.4-10.4% range under
the standard Mincerian specification and uncovered substantial gender, industry and
geographical differentials even after controlling for an extensive set of regressors. Results
in Santos (1995) for the year 1991 proved again the importance of human capital

7 Duetoa change in definition, occupational categories in 1995 are not strictly comparable to former
versions.
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(education, tenure, general experience) and job-specific (industry, occupation, firm size,
region) attributes in earnings determination in the Portuguese case.

A minimum monthly wage provision was legislated for the first time in 1974. Since then,
minimum wages are updated annually by governmental decree, after consultation with
major workers' and employers' confederations and taking account of expected inflation
and productivity growth. The minimum monthly wage in 1996 was set at 54600
Escudos18, up 5% from the previous year.

As the figures in Table 14 reveal, real minimum wages were roughly unchanged over the
1986-1995 period1?; in a number of years, the pace of adjustment of the nominal
minimum fell below the inflation rate. Minimum wages are set early in the year, the
announced increase often reflecting the government's goals towards disinflation. It comes
thus at no surprise that minimum wages have steadily moved away from average effective
wages and earnings. The minimum wage, which stood at around 64% of average base
wages in 1985, gradually drifted to 53% in 1993, and from 56% of average monthly
earnings in the former year to 43% in 1995.

The rate of coverage was just below 6% at the end of 1992, excluding agriculture and
public administration; although later figures are not strictly comparable due to a statistical
break, the rate of coverage appears to be still drifting downwards and was estimated at
around 4% in 199520, Rates of coverage in the neighborhood of 20% were registered for
restaurants and hotels, where seasonal work is important and payments in kind are
common. The rate of coverage in manufacturing was similar to the average in the non-
agricultural sector, but, as of 1992, two-digit rates were still observed in some traditional
segments: clothing, wood and cork, furniture.

Coverage was also larger in firms employing less than 10 workers (in the 12 to 14%
range at the outset of recession) and below 2% in the top bracket (500 employees and

18 For workers 18-year old and over in the non-agricultural sector. Lower minima apply to domestic
services, younger workers and other special groups (see below, chapter I11.3.).

19 According to numbers from the DEP of Ministry for Qualification and Employment, real growth in
minimum wages was 3.6% in 1996, kept within the - 1.6% to + 2.3% interval in the 1987-1992 period
and was negative in both 1993 and 1994.

20 OCDE (1996).
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over). Women were burdened with the bulk of incidence, minimum wages applying to
some 4% of all male workers and to 7.5-9% of women.

Taking into account the trends in coverage, real change and ratio to mean wages and
earnings, the conclusion appears to be safe that minimum wage policy did not add any
new element of rigidity to the core of the Portuguese labor market over the last cycle.

However, the innocuity of minimum wages can not be affirmed as safely for some market
fringes, most notably that of young entrants. Pimentel (1994) found evidence of
significant negative effects of minimum wages on employment for the 20-24 age group,
with estimated elasticities in the range - 0.30 to - 0.08 for men and - 0.74 to - 0.32 for
women. Results were less clear and robust in the 15-19 age group, but there was still a
hint of employment losses for women. Employment in the adult age groups was
essentially unaffected by minimum wages, pointing to virtually nil substitution effects.
The negative effects of minimum wages on employment of the 20-24 age group are
particularly worrying in view of the fact that they are generally unable to claim
unemployment benefits.
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L5. Principal Causes of Unemployment Changes since 1980

Evidence on unemployment changes since 1980 was already presented above. In this
section we deal with the causes of such changes, identifying the changes due to structural
~ causes and those due to cyclical causes.

It is a widely agreed upon fact that unemployment changes are in Portugal mostly due to
cyclical causes. Structural unemployment is generally considered to be low?2l,
Furthermore, there are no signs that it may have increased in the recent past, as it did in
most European countries.

These results seem to be fairly strong as two papers addressing the issue - Luz and
Pinheiro (1993) and Modesto (1994) - although using different data sets and different
methodologies, come to similar results which are generally agreed upon.

Luz and Pinheiro (1993) estimate the long-run wage curve and the long-run Beveridge
curve, finding that both of these curves are fairly stable over time. This result can be
interpreted as a sign that no structural changes that could be made responsible for the
decline of the unemployment rate have occured throughout the period under analysis
(1982-92). The fact that these authors have also confirmed the existence of a significant
inverse relationship between the unemployment rate and the deviation of the GDP growth
from its trend (Okun equation) is another argument confirming the importance of cyclical
factors in explaining the unemployment record in Portugal, since the early 80s. The
authors estimate the NAIRU to be around 6 percent, which is compatible with other
available estimates (EC, 1995, e.g.).

Modesto (1996) also presents a measure of structural unemployment based on the
Beveridge curve that slightly fluctuates around 6.5 percent. The author estimates also
point out to the stability of this curve in long-run. The author's findings point out to the
stability of the Beveridge Curve in the long-run, although it shifts significantly in the
short-run ( see figure 20).

21| 1n this section, as well as in the concluding chapter, we refer to structural unemployment as opposed
to cyclical unemployment. The structural nature of unemployment is thus seen from a macroeconomic
point of view as it is discussed by using analytical tools such as the Philipps curve and the Beveridge
curve.
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However, such short-run shifts cannot be atributed to structural causes both because
Modesto finds that mismatch due to labor heterogeneity, although existing, plays a minor
role in explaining unemployment changes, and because changes in matching efficiency
are themselves due to cyclical rather than structural factors. In fact, the author presents
evidence that shows that matching efficiency has been following a pro-cyclical path and is
best explained by the situation of the labour market. Finally, it is only because short-run
shifts of the Beveridge Curve are mostly due to cyclical factors that such behaviour is
compatible with the above mentioned stability of the same curve in the long-run.

Figure 20. Beveridge Relationship
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Notwithstanding, a comparison between the last downswing and the previous one shows
that for the same levels of vacancies lower levels of unemployment were recorded. This
difference may be the result of a lasting increase in the matching efficiency (due either to
the fact that some of the previous efficiency gains were not merely cyclical, or to a
decrease in mismatch dur to labor heterogeneity, or to both) which may have caused the
long-run Beveridge Curve to shift.
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Although additional yearly observations are required before we can come to a more
definitive conclusion about this, it is interesting to notice that if structural changes have
occured, they have favoured the reduction of unemployment (and not its augmentation as
in many other European countries. However, other competing explanations based on a
wage flexibility argument are also admissible. And it should be reminded that several
authors agree that the high degreee of unemployment sensitivity to the GDP cycle is
mostly the result of a degree of flexibility of the Portuguese labor market much superior
to that that the widely beliefs about the stringency of labor market regulations would
suggest (see, for instance, Grubb and Wells, 1993).

Blanchard and Jimeno (1995), for instance, argue that wage flexibility is fostered by low
levels of reservation wages. These, in turn, are mostly due to the low levels of wages
coupled with the low coverage of the unemployment insurance system, and the
importance of fixed-term contracts and other atypical contracts.
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1.6. Macroeconomic policy and forecasts

L1.6.1. Macroeconomic policy and employment creation performances

The evolution of Portuguese macroeconomic policy concerning particularly its
consequences on employment performances is determined not only by the new political
cycle starting at the end of 1995 but also by a new range of structural regulating factors
that became active in the last years of the 80's.

There is a great controversy about the identification of these structural factors and about
the right moment from which they began to be operative. However, a consensus may at
least be found concerning the relevant articulation between the changes progressively
observed in the foreign exchange regime and its consequences on the productivity
constraints of the Portuguese economy.

One of the main orientations within this debate sustains that it is in the middle of the
period of recovery of 1985-91 (corresponding to the intervention of the XI Constitutional
Government) that one may devise the crucial changes?? concerning the external regulation
of the Portuguese economy. 1988 is seen as a magic date. In fact, a very particular
combination of events took then place: the degree of utilisation of the productive capacity
was then 100%, real wages were growing and the Portuguese currency began to
appreciate in real terms. It should be stressed that the changes of the foreign exchange
regime have been implemented from then in a very gradual and progressive way : first,
nominal devaluation began to desaccelerate; afterwords in October 1990, "crawling peg"
has been stopped; finally, the new rules of the EMS and the transition to the EMU have
completed the reconfiguration of the "marges de mannoeuvre" of Portuguese foreign
exchange policy".

From this point of view, which is clearly associated to those evaluating positively the
performances of the Portuguese economy achieved by the last Government, the soft and
well succeeded transition to a new foreign exchange regime is seen as a clear evidence
that firms began to react positively to a new competitiveness challenges. Presumably,

228ee, for example, the essay of Prof.Anténio Castel-Branco Borges, "A Economia Portuguesa de 1985 a
1991 : estabilizagdo, crescimento, reformas estruturais e equidade”, in Portugal em Mudanca, Ensaios
sobre a Actividade do X1 Governo Constitucional, Lisboa, Imprensa Nacional, Agosto de 1991.
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productivity improvements, diversification and technological up-grading took the place of
low wages and of weak currency as the main competitiveness factors enhancing the
Portuguese specialisation profile.

A preliminary assessment of this approach lead us to the following exploratory
conclusion: if 1988 has been in fact the beginning of a new regime of competitiveness,
based on productivity improvements, the adjustment effects on employment are
considerably lagged, because employment growth rates were still positive in 1989,90
and 91(2.2,, 2.2. and 2.6%) as well as the unemployment rates have been permanently
decreasing (5.8, 5.1, 4.7 and 4.2% from 1988 to 1991).

We will call this approach of the changes in the external regulation of the Portuguese
economy an "optimistic perspective of the effects on employment of the adjustment of
Portuguese economy to the transition to EMU".

Anyway, this approach should be tempered with other "nuances" concemning several
aspects:

* Firstly, the period of 1988-1991 is not a good reference for devising the adjustment
effects on employment of a new regime of competitiveness because it corresponds to
a stage of strong expansion in the cycle; it will be more useful to integrate the effects
of the recession of 1992-93 and see in what way the economy will recover concerning
the performance of employment, comparatively to the recovery of the second half of
the 80's;

* Secondly, in a vast set of Portuguese traditional exporting industries, the potential
gains of productivity induced by technological improvements (embodied investments)
are expected to be small; diversification towards other products and sectors more
intensive in higher-skilled labour force, improvements in national added value
reaching higher international prices and disembodied investments in organisation,
training and new entrepreneuship abilities and strategies are perhaps more important
sources of productivity improvements; however, the evidences on these matters are
not well known and presumably limited to a very small group of firms;

» Thirdly, the heterogeneity of the already mentioned adjustment effects is not well
described by traditional statistics on industrial performances, generally based on
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average indicators; case studies and the elaboration of typologies of the behaviour and
strategies of firms validated by available data bases of Portuguese exporting firms are
not very disseminated; one important exception is given by the 1992 Report of the
Banco de Portugal (quoted by J.Cravinho and C.Figueiredo, 1995: 41) which
sustains that, in the first years of the 90's, in manufacturing industry, the intra-
sectorial recomposition effects have been more important than the inter-sectorial ones,
validating the empirical observation that the diversification tendencies of the
manufacturing industry are incipient;

Finally, there is enough evidence illustrating that the inflow of new foreign direct
investment will be crucial in order to achieve a well succeeded adjustment to the new
competitive environment particularly concerning the new diversification path of
exports .

Briefly, adding these "nuances”, we have a more realistic approach of the effects

produced by the new competitive environment concerning employment creation.

These preliminary considerations are useful in order to discuss the impact of the macro-

economic policies (current and future) on employment. Some exploratory ideas may be
arranged:

More important than to discuss the direct effects of macro-economic policies on
employment it is pertinent to discuss how they can help the adjustment of Portuguese
economy and industry in particular to the new conditions of competitiveness; although
it is correct to say that devaluation can no longer be the main instrument to maintain
the markets already available, it is also essential to acknowledge that the great majority
of the Portuguese exporting industries cannot tolerate similar effects to those
provoked by the turbulences of the EMS in the first years of the 90's by which
Portuguese currency has been significatively and artifitially appreciated "vis a vis" the
peseta and the lira;

Growth performances of the Portuguese economy (induced by external factors,
mainly the magnitude and stability of European recovery, and internal sources, such
as the moderation of the progression of real wages) will be the main sources of the
recovery of employment creation in this framework of competitiveness;
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» The role of current and future macroeconomic policy in stimulating better growth
performances through a demand-side policy will be weak or unfeasible, given the
strong restrictions imposed by the targets of reducing the public deficit and stabilising
inflation according to the Maastricht criteria;

* The "marges de mannoeuvre" of current and future macroeconomic policy are
supply-side oriented, circunscribed to the up-grading of externalities favouring
new opportunity investments and ventures and the consolidation of the flexibility in
the labour market, and institutionally-oriented, improving strategical concertation
among private and public actors and intensifying the insertion efforts and
performances of training programmes for unemployed people in general and
particularly young people searching for a first job;

* Finally, the search for the right policy-mix in order to ensure macroeconomic stability
for the last years of the 90's should be balanced with a very caucious policy of co-
financement and mobilisation of structural funds; in fact, it would be a really damage
that in order to maintain finantial stability the Portuguese government should pay the
price of reducing the level of investment financed by structural funds and jeopardising
the realisations of the CSF 1994-99. One may ask what are the implications of this
assertion concerning employment creation performances? One should not ignore the
impact of structural funds in Portugal concerning supply-side actions of improving
investment conditions of firms (externalities) and the direct impact on growth of the
CSF realisations.

The available research on CSF (1994-99) impacts on growh performances of the
Portuguese economy is still very scarce. However, an important estimation presented by
L.Modesto and P.Neves (1996) sustains that the CSF realisations represent an injection
of public expenditures ammounting to 3% of GDP per year and inducing a boost of
4.16% or 4.85% in the level of GDP, depending on considering only demand effects or
taking into account externality effects.
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L6.2. Some considerations around the more recent macroeconomic performances of
Portuguese economy

Considering that the Budget of Central Administration for 1996 and 1997 have been
already prepared by the new Socialist Government, a worthwhile exercise consists in
reviewing the exploratory ideas and assertions presented in the last section analysing the
more recent information about macroeconomic performances of Portuguese economy.

All the reports available stress that, in the first and second quarter of 1994, Portuguese
economy began a period of recovery from a very severe recession that took place in the
first years of the 90's, particularly in 1993. Anyway, even considering the results of
1994, the period of 1993-94 showed that, for the first time after the accession to the EU,
Portugal had a negative growth differential for two consecutive years.

Comparing the recovery of 1994 with those of 1975 and particularly of 1984, some
elements should be underlined in order to appraise realistically the present situation:

» The pace of economic expansion has been slower than it would be expected; the
growth differential relatively to the average growth in EU will be positive again only
in 1996 ;

» The recovery has been mainly induced by exports and investment associated to
Structural Funds and private investment revealed itself strongly dependent on the
behaviour of external demand;

» The fall of inflation led by nominal wage moderation and the stability of Portuguese
currency turned into a clear evidence of the process of nominal convergence which is
under way; data published by Portuguese Central Bank conceming the evolution of
prices of traded goods and non-traded goods illustrate that both have been decreasing;
anyway, one may question whether the tendency would be the same with a more
effective and clear reaction of private consumption, which has been the last element of
global demand to recover; even with a scenario of moderated progression of nominal
wages the ratio "price of trade goods/price of non traded goods" will tend to fall due
to the structural evolution of Portuguese economy and consequently will be reinforced
if private consumption tend to consolidate its recovery;
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* As regards the effects of nominal convergence performances on the evolution of
interest rates, we may say that, even considering the risks that some renewed
turbulence in finantial markets putting downward pressure on the escudo may delay
the falling of short and long term rates, the results of the first half of 1996 show a
very clear process of convergence vis a vis the German rates. In fact, at the end of
June 1996, the differentials concerning, respectively, the short and the long term
money market interest rates were 3.9% and 2.2. %. Consequently, we have a very
net falling trajectory of the evolution of credit bank rates to firms, allowing for a cost
of money which begins to reinforce the confidence of private firms in the concrete
results of macroeconomic stability. However, the very recent concentration prospects
within national banking system (generated by the privatisation of Banco Portugués do
Atlantico and Banco de Fomento-Borges & Irmdo) will produce some effects on
banking intermediation margins requiring further evidence in order to appraise the real
consequences of concentration in banking system on active interest rates particularly
those that are relevant to SME's.

Our conclusion tends to stress two main aspects: the up-grading of Portuguese external
competitiveness is facing new challenges and growth performances remain the most
important compensation factor for the adjustments required. Notwithstanding, it will be
necessary to collect further evidences in order to estimate the duration of this period of
adjustment.

In this context, one should isolate two dimensions of macroeconomic policies in order to
appraise their impacts on employment creation: stabilisation policies and structural
policies.

From the point of view of stabilisation policies, considering that they are progressively
articulated at EU level and dependent on the efforts for accomplishing Maastricht targets,
no substantial changes can be devised in the new political orientations. The growth
contents of stabilisation policies will depend mainly on the magnitude of European
recovery. It is unrealistic to admit that by itself finantial stability will be able to allow for
faster growth and consequently alleviating the moderation of employment creation. The
very recent propositions of Paul Krugman on inflation and growth?23 fit probably well not
only for developed economies but also for an adjusting economy as Portugal is.

238ee Paul Krugman, "Stable prices and fast growth:just say no”, The Economist, 31 August 1996
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The real impact of macroeconomic policies on employment creation will depend on the
mix of stabilisation and structural policies (supply and institutionally oriented) that will be
implemented. The confidence of private actors in macroeconomic stability should be
completed with structural interventions creating a more favourable environment to the
emergence of new opportunity investments and better conditions of integration of labour
force and improving the so-called internal flexibility of the labour market, that is to say,
within the firms themselves.

So, in the next sections, we will analyse, firstly, how macroeconomic targets are recently
evolving in relation to the EMU criteria and secondly what we may expect from structural
policies oriented towards employment creation.

L.6.3. Macroeconomic performances in relation to the EMU criteria

We know that the Maastricht fiscal criteria are 3% and 60%, respectively, for the budget
deficit and for the public debt as percentages of GDP, that is equivalent to a nominal
growth rate of GDP of 5%.

It is worthwhile to note that the evolution until 1992 suggested good prospects for the
accomplishment of the official targets mentioned above. In fact, in 1992, budget deficit
represented 3.3% of the GDP and public debt ammounted for 61.7%.

These two indicators have been severely deteriorated in 1993, even after adjusting
cyclically the performance of Public Sector. Anyway, after the deterioration observed in
1993, the evolution of the two indicators has been divergent, as we may see from the
following table:
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Table 19 - Main macroeconomic indicators

Indicators/Years 1993 1994 1995 1996 (E)

Overall balance of
State Budget as a
% of GDP (a) -6.8 -5.7 -5.2 -4.3

Idem - OECD
Economic Outlook
-7.1 5.6 -5.1 -4.4

Primary balance as
a % of GDP (a) -1.2 -0.4 -0.1 0.5

Idem -OECD
Economic Outlook
0.4 0.2 0.6 0.8

Overall structural

balance of State

Budgetas a % of
GDP (b) -6.7 -4.5 -3.9 -3.2

General
government
borrowing
requirement in %

of GDP (a) 7.2 6.3 4.7 4.0

Idem (¢) 7.1 3.8 5.4 44

Public debt as a %
of GDP (a) 67.1 69.8 (¢) 71.6 (¢) 72.3

Idem () 67.2 70.0 71.6 72.2

Notes : (a) According to the "Relatério do Conselho de Administracdo do Banco de Portugal 1995"; (b)
Overall balance cyclically adjusted According to OECD Economic Outlook, June 1996; (c) According to
the services of European Commission;

Notwithstanding the differences between the figures given by Portuguese Central Bank
and those of European Commission and OECD Economic Outlook, one may stress three
relevant aspects:

* The evolution after 1993 of the overall deficit of State Budget is positive although is
still hardly to accomplish the target of 3%;

» The difference between the overall deficit and the equivalent cyclically adjusted ratio,
after having increased in 1993 and 1994, tended to stabilise in 1995 and 1996, which
is a very important information given the recovery of the Portuguese economy;

» Public debt ratio to GDP is continuously increasing, due to the increase of foreign
debt, that represented 17% of total debt in 1995 (11% in 1993).
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It is worthwhile to note that, in the last three years, the positive evolution of the overall
deficit of State Budget happened in a context of increasing public expenditures (excluding
finantial assets) as a percentage of GDP. The projection for 1996 is 48% of GDP for
public expenditures (excluding finantial assets). It's a high value which suggests that the
elasticity of reducing the overall deficit exclusively through better performances of public
receipts will be very low in the future. The recently approved 1997 State Budget suggests
that the management of public expenditures is in the good direction.

However, a positive signal should be mentioned concerning the preparation of 1996 State
Budget. In fact, public investment expenditures and public consumption will have in
1996 a divergent evolution : the former will increase and the latter will be diminishing,
which indicates that a more selective control is under way. The selectiveness of public
expenditure will be a priority for fiscal policy.

As a final reflexion, some further developments about the question of improving the
selectiveness of public expenditures are presented in order to have a more realistic
perspective on the effects that budgetary discipline will produce on (un)employment.

Firstly, one should recognize that national authorities will have a very difficult task in
making public choices concerning the structure of public expenditures in order to
minimize the negative effects of more budgetary discipline on the accession to Structural
Funds. It is not only a problem of choice between investment and consumption
expenditures. In some cases, for example scientific and technological infrastructures,
which are a priority in the second CSF (1994-99), new investments have considerable
effects on current expenditures, because we are talking of new instittutions and
organisations. So, in these cases, current and investment expenditures risk to be
complementary, aggravating the complexity of the question. Additionally, if we are aware
that implementing selective cuts in public expenditures is very sensitive to interest and
pression groups within Central Administration, we may conclude that the next phase of
budgetary discipline will be significatively more difficult to achieve.

Secondly, the control of current expenditures (principally staff remunerations) will surely
have negative effects on unemployment). We should take into consideration that a huge
number of Central Administration staff has a very flexible labour relationship, because
they are paid as independent workers and without a permanent work contract (liberal

58



professions status extended to another staff). As we know that in cyclical downswings
the adjustment burden fell on workers without a permanent work contract , it will happen
the same in the case of reduction of public current expenditures. The recent legislation
made by the Government concerning the control of the number of independent workers in
Central Administration staff seems to be contradictory with the objectives of budgetary
discipline. On the other hand, the "marges de mannoeuvre” of Social Security Budget are
very small in order to accelerate retirements within civil servants and helping the
modernisation of some public services.

1.6.4. Impact of structural macro-economic policies on employment

In previous sections, we argued that, beyond growth prospects led by the European
recovery, only a virtuous combination of macro-economic policies oriented towards
stability and reduction of inflation (led by EMU criteria) with structural policies (inspired
by the new political orientations) could create a favourable environment concerning
employment creation.

These considerations will be shared between this section and the chapter V. on the other
policies having an impact on the labour market.

In this section, only two aspects will be analysed: the contributions of the Ministery for
the Qualification and Employment for a Multi-Annual (till 1999) Employment Programme
and the policy prospects for the strategic concertation around the objectives of
employment, competitiveness and development that we may call the concertation agenda
of the new Government.

As regards the Multi-Annual Employment Programme, it is worthwhile to note that within
the characterisation of the recent performances of labour market some emphasis is put on
the role of SME's in creating new jobs. The text underlines that firms with less than 100
workers represented, in 1993, 58% of the total employment and that, in the period 1989-
93, the number of these firms increased 21% and that employment absorbed by them also
increased by 11.5%.

The importance accorded to this reality is reinforced by the Plan underlyning that SME's
had a very weak participation in investment actions oriented towards the qualification of
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human resources and through the evidence that a great majority of long-duration
unemployed people (80%) has never participated in any training programme or action.

In what concerns the ability to identify and to formulate the pertinent structural problems
that the new Government should tackle, the Multi-Annual Employment Programme is
surely a good approach.

Working on a scenario of moderated sectoral diversification of exports, which seems to
us to be very realistic, the Multi-Annual Employment Programme estimates that only the
sheltered sectors (principallly the services) will be able to create new jobs in the reference
period, although stressing good prospects for some international services, such as for
example ingeniering activities. As regards the open sectors of Portuguese economy, the
Plan estimates that the net variation of employment will be negative or zero and that only
the intensification of foreign direct investment and the emergence of export-oriented
SME's can introduce some positive changes in this scenario.

Within this moderately pessimistic scenario, some reallocation of employment creation is
expected: within the secondary sector allowing for the increasing importance of civil
construction and concerning sex and age structure of employment: youth employment
will tend to fall slowly and female employment will tend to increase slowly, which is
compatible with the net creation of new jobs in social services.

As regards the programmes and the policies indicated by the Multi-Annual Employment
Programme(30 th September 1996 version), one should stress the main strategic
orientation of considering the objective "employment” as a transversal target assumed by
the Government as a whole and requiring an integrated intervention concerning macro-
economic and sectoral policies, regional development, education and the employment
policy itself. We may say that is at the same time an innovating approach and a very
difficult target to accomplish considering the lack of tradition of integration of Central
Administration and of political decision-making process.

Some innovating objectives and actions should be stressed:

»  The Multi-Annual Employment Programme emphasizes the improvement of
integration and reintegration processes through active employment policies which is a



key orientation for training programmes and policies in a framework of declining
growth and employment prospects;

It also emphasizes local development and social activities as instruments to fight
against long-duration unemployment: so, not only the already known ILE's (Local
Initiatives for Employment Creation, targeted mainly at unemployed people or
expecting to loose their jobs) are again under the supervision and management of
Employment Centres, but also a new programme of Local Development Initiatives has
been created aiming at improving the creation of micro and small firms in
complementary fields of activitiy of industry, favouring the development of local and
proximity services and enhancing socio-economic animation within rural development
strategies;

Aiming to achieve a better articulation between education and integration in the labour
market, the Plan anticipates a cooperation programme between the Ministeries of
Education and Employment in order to format a programme of training actions of one
year for the youth having completed the period of compulsory education;

Finally, beyond the emphasis on apprenticeship programmes and vocational training

actions for youth leaving school before having achieved the minimum school leaving
age, the Multi-Annual Programme anticipates some actions aiming to improve training
performances within SME's.

Briefly, we sustain that these are the critical targets of employment policies announced by
the new Government. The effects on employment creation depend, on one hand, on the

ability of the Government for implementing an integrated decision-making process

concerning employment policies and, on the other hand, on the degree of concretisation

of the innovative actions mentioned above. In any case, the key problem will be to

manage a so extensive and diversified panel of interventions.

As regards the programme for Strategic Concertation, it aims at fixing a new concertation
agenda with social partners for improving the modernisation of Portuguese economy

enhancing the objectives of employment, competitiveness and development. The impact

on employment creation of this agenda depends on the way how some strategic objectives

will be assumed by social partners. Among them, one should mention :
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+ the election of the firm as the nodal point for the great majority of structural
interventions;

+ the implementation of productivity agreements, articulating real wages and
competitiveness;

« the concertation of modernisation operations within the firms minimising the labour-
saving effects and of reconversion processes integrating professional reorientation
and social protection measures;

» the implementation of local development programmes;
+ and the improvement of equity and efficiency performances of the fiscal system.

Notwithstanding the pertinence of these structural actions, we should admit that, in the
framework of macroeconomic stability required by Maastricht criteria, their impact on
employment creation performances will need better growth prospects than those achieved
in the first phase of the recovery.

1.6.5. Main forecasts and medium-long term scenarios of employ-ment/unemployment

The available information concerning quantitative forecasts and medium-long term
scenarios of employment/unemployment for the Portuguese economy is very poor. In the
version analysed of the Multi-Annual Employment Programme there is no quantitative
scenario or estimation. The only exception available is the exercise made by J.Cravinho
and C.Figueiredo (May 1995), in a study that, evaluating the determinants of employment
creation policies in Portugal, presented an estimation of employment and of
unemployment rate for the year 2000. In any case, it's hard to admit it as a medium-long
term scenario.

Working with an annual average rate of growth of 3.25% corresponding to a growth
differential vis a vis the EU of +0.75% (strong growth) and sustaining different
hyphotesis about the evolution of sectoral added value and about growth and
productivity, the authors present the following estimation of employment:
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Table 20 - Employment scenarios

Variables Employment structure Strong Growth Weak growth
(%) Absolute variation Absolute variation
1994 1994-2000 1994-2000
Agriculture 11.8 - 94 - 47
- Industry 24.6 -30 - 148
Civil Construction 8.0 64 0
Services 55.6 158 6
Total 100.0 98 - 189
Total Employment
(thousands of
individuals) 4449 4546 4260

Source : J.Cravinho and Carlos Figueiredo(1995) : 77

Concerning the estimation of the unemployment rate, the authors present the following

scenarios:
Table 21 - Unemployment rate forecasts
Variable Strong growth and | Weak growth and | Strong growth and | Weak growth and
net emigration net emigration migration balance | migration balance
(thousands) =) =0
Labour force 4895 4895 4996 4996
Employment 4546 4213 4546 4213
Unemployment 349 682 450 783
Unemployment
rate (%) 7.1 13.9 9.0 15.7

Source:Jodo Cravinho and Carlos Figueiredo (1995) : 82

Considering that these scenarios have been validated by a vast panel of Portuguese
experts and personalities, it is very important to stress how employment and
unemployment performances are high sensitive to growth prospects. These conclusions
agree with our own perspective, that can be synthetized in the following formula :

Better prospects for employment creation and minimising the negative adjustment effects
on unemployment = Better growth prospects + Structural adjustment actions24

Although some structural actions could favour the achievement of better growth
prospects, we must admit that the latter are still strongly dependent on the magnitude and
persistency of EU growth prospects.

24 The Strategic Concertation Agenda of the Government develops the concept of structural convergence,
in order to search a compromise between nominal and real convergence.
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As regards the incidence of structural unemployment prospects, we have have already
mentioned that it is a widely agreed upon fact that structural unemployment is generally
considered to be low and that, furthermore, there are no signs that it may have increased
in the recent past.

However, there are not so many available estimates of the incidence of structural
unemployment and its share in total unemployment are. The exceptions concern two
different estimates of the NAIRU (which can be seen as a measure of both of pure
classical and structural unemployment) for the Portuguese case - Luz and Pinheiro (1993)
and EC (1995) - concluding that this averages 6%.

The EC study, providing an estimate of the NAIRU for the years 1972-94 points out to
an increase in this rate over the years - however, for the 1980-1994 years this increase
falls short of 1 percentage point (see figure n®21)

Figure 21. Structural Unemployment (NAIRU)
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II. LABOUR MARKET INSTITUTIONS
II.1. Public Institutions
II.1.1. The background

Portuguese employment public services have a very rich experience of intervention in the
labour market that began some years before the 1974 Revolution. National Employment
System has been created in 1966 within an already existing institution called the Fundo de
Desenvolvimento de Mao de Obra (Development Fund for the Labour Force), which was
then already charged of training policy.

It is interesting to note that, in the framework of an autocratic political regime, national
employment system has been created under the external influence of values and
philosophical approaches such as humanistic and personalist ideas (Acécio Catarino,
1991:5). One of the personalities associated to the creation of the system (Jodo Moura,
1991:14) sustains that it has been initially targeted at integrating migration policy in the
framework of the national employment policy. Additionally, employment public services
have been created before the implementation of social protection systems for unemployed

people.

The evolution of Portuguese employment public services is very similar to those in
Europe, particularly after the effects of the structural crisis of 1973-74 in labour-market
performances. After then, they tend to emphasise their role of institutions managing all
the finantial incentives targeted at improving employment creation and weakening their
contribution for the transparency and organisation of the labour market. In the beginning
of the 80's, when the Local Employment Initiatives began to be prepared in Portugal, we
may then speak of a third phase of evolution of public services on employment policy.
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I1.1.2. More recent developments

The third phase of evolution occurs pratically at the same time with the increasing
importance of the Institut for Employment and Vocational Training (IEFP) concerning the
implementation of employment policy. It is a public institution, with administrative and
finantial autonomy and own property. Within a vast set of attributions, the IEFP is
charged of the organisation of the labour market, of colaborating in the elaboration,
definition, conception and evaluation of employment policy and of the cooperation with
foreign institutions as regards employment, vocational and continuous training.

One of the main changes introduced by the XIII Constitutional Government has been the
separation of the Ex-Ministery of Employment and Social Security in two bodies : the
Ministery for the Qualification and Employment and the Ministery of Social Security
{Decree-Law 147/96 and Decree-Law 296-A/95).

In the framework of the new organisation of the Ministery for the Qualification and
Employment, the Directorate-General of Employment and Vocational Training and the
IEFP still remain the most important institutions concerned with employment policy.
Some differences should be established between them: the former is effectively a central
service and the latter is supervised by the Ministery assuming the role of implementing
employment policy at regional and local level through its Regional Delegations.

There is some interpenetration between the competences of the two institutions, although
the management functions of the employment policy are mainly concentrated in the IEFP.

The competences of the Directorate-General concern the realisation of research and
studies, the definition of objectives and the formulation of propositions on measures and
programmes of employment policiy, the coordination of evaluation activities and the
information system on external orientations on employment and vocational training.

The interpenetration mentioned above exists because the IEFP has also competences
concerning the improvement of knowledge about employment problems and some
intervention in conceiving, elaborating, defining and evaluating the employment policy.
Nevertheless, we can say that the IEFP is the body responsible for the implementation of
employment policy, which is a clear differentiation factor between the two institutions.
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The most impressive feature of the IEFP is its big dimension. J.Cravinho and
C.Figueiredo (1995:174) speak of a "mega-structure” of 3500 individuals, from which
800 are integrated in central services (Lisbon). It is deconcentrated in 5 Regional
Delegations within the same intervention area of CCR's (Regional Coordinating
Commissions of the Ministery of Planning). The IEFP supervises 79 Employment
Centres and is also responsible for the operation of 50 vocational training centres
delivering government programmes, directly through Direct Management Centres and
through Participatory Management Centres with the participation of social partners and
private institutes. In Lisbon there is also a rehabilitation centre managed by the IEFP. So,
the organisation of the IEFP maintains the original tradition of keeping together the
employment and vocational training services under the same political supervision.

The regional distribution of employment centres and Direct Management Centres for
vocational training is presented in the following table:

Table 22 -
Region Number of Employment Centres | Number of Direc Management
Vocational Training Centres
North 26 6
Centre 15 5
Lisbon and Tejo Valley 22 6
Alentejo 11 5
Algarve S 1

Source: Relatério sobre Portugal elaborado no ambito da informagdo sobre politicas de emprego -MISEP,
Directorate-general of Employment and Vocational Training

The Inter-Ministerial Commission on Employment (CIME) and the Observatory of
Employment and Vocational Training (OEFP) are two subsidiary institutions concerning
employment policy. According the orientations assumed by the programme of the XIII
Constitutional Government, we may say that the OEFP, a tripartite body aiming at
following the evolution of employment performances and of the structure of labour-force
qualifications and appraising the impacts of employment and vocational training policy,
will be probably reinforced. Some experimental actions have been successfully led in
some regions (Agueda-Estarreja, for example) which could be a relevant factor for
improving decentralised and local employment policies.

CIME remains a potential inter-face for introducing transversal approaches of
employment strategies.In fact, as it is conceived as a cross-departmental committee for
employment (Resolution n® 380/80 of 7.11.80), its role is concerned with:
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« Making proposals for defining an overall employment policy;

+  Providing for the coordination of the implementation by the competent ministries
of the policy approved;

* Ensuring the coordination of all vocational training activities;
» Following the development of employment problems;
+ Drafting opinions on the request of the Council of Ministers.

The Observatory is animated by a Coordinating Central Unity and it is based mainly on
the IEFP services: at central level, through the "Direccdo de Servicos de Estudos do
Mercado de Emprego; at regional level, through the IEFP Regional Delegations and their
Consultative Committees and at local level through Employment Centres, Vocational
Training Centres and their Consultative Committees.
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L.1.3. Reforms

Considering the main orientations of the new Ministery of Qualification and Employment,
the reform prospects of the national employment system depend principally on two
aspects :

*  Further developments on decentralised and local employment policies, mainly through
the creation of new partnerships able to integrate all the employment policy
instruments available for reinforcing local development initiatives;

» The reorganisation of Employment Centres, that is already under way, at least
concerning equipment and infrastructures, will facilitate their role as the operational
unities of the national employment system, principally from the point of view of
ensuring a more equilibrated share of their interventions between the organisation and
transparency of the labour market and the management of unemployment social
protection mechanisms and of employment incentives.

A preliminary glance on the first question highlights that the experience acquired by the
Employment Centres through the implementation of ILE's (Initiatives on Local
Employment) could have relevant apprenticeship results in order to ensure further
developments on decentralised employment policies. The critical question is how to help
the Employment Centres in developing new attitudes and competences and principally to
help them in achieving a more active presence in local partnerships. The experience of
local employment and vocational training observatories may be extended and used by the
employment services as a capital for strenghtening local development strategies. Some
successful experiences of NACE's (Unities supporting the creation of new firms) should
also be associated. The most successful experiences of NACE's are found when they are
managed in strict articulation with local entrepreneurs and animated by a strong
entrepreneurial and managerial culture. These experiences should be considered as true
incubators, even that they cannot use seed-capital funds.

The second question is more complex. The evolution of the Employment Centres
illustrates well the complexity of the problem. There is a general agreement that the
operational complexity of a great majority of Employment Centres has been increased in
two steps : the first one has arisen when the Centres have been charged of managing the
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unemployment subsidies (some years after the 1974 revolution; the second one happened
with the increasing role of the Employment Centres in managing employment incentives
and grants involving EU funding. It's true that, meanwhile, huge improvements
concerning infrastructure endownment have been made (some Centres have been
reinstalled) and the reorganisation of the informatic systems is pratically achieved.

Anyway, the argument that labour market reorganisation tends to divert the supply and
demand forces from the Employment Centres cannot be generalised to all the country. It's
true that big and medium companies tend to have their own hiring strategies and that the
complexity of subcontracting relationships is reducing the role of the centres in guiding
individuals searching for a job. The magnitude of youth unemployment is also an obstacle
in order that Employment Centres could have a more active role in establishing new inter-
faces between labour demand and supply. Nonetheless, the excessive generalisation of
this argument risk to produce a vicious circle: the lack of agressive marketing strategies
will reinforce the diversion effect mentioned above and the Employment Centres will tend
to be mainly contacted by those unskilled workers having more difficulties in getting a
job.

The crucial question will be to implement reorganisation measures alleviating the
bureaucratic tasks required by managing the systems of incentives and to reinforce,
through better information systems, the knowledge of the labour market evolution.

It will be also interesting to follow the evolution of methods used by the Employment
Centres in their placement procedures. The available information suggests that the great
majority of the Centres just wait for the concrete manifestations of supply and demand
trying to manage the interface in the best way possible. Individual interviews and
personal knowledge of the local situation are the main instruments used by the
Employment Centres.

The official report on employment policies (Directorate-General of Employment and
Vocational Training, 1995:59-60) mentions that new guidance and placement procedures
have been experimented and tested. This is the case of new placement procedures targeted
at long-duration unemployed people, in order to improve their capacity of reaction and of
motivation. The Employment Centres have also a technical participation in the UNIVA's
(Unities helping the entry into the working life) particularly targeted at youth.
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Notwithstanding the diversion effect mentioned before, the Employment Centres are the
public institutions knowing better local particularities of labour markets and more able to
play an active role in enhancing articulation mechanisms between training programmes
and actions and placements.

Concerning the question of employment private services, there are no recent legal
developments in the regulation of these services playing a role on the labour market and
on placement procedures (Decree-Law 124/89), particularly concerning the temporary
work (Decree-Law 358/89). A lot of firms, including international ones, are working in
the market of technical assistance to firms concerning the recruitment of new staff
members, although, tecnically and legally, they cannot be considered autonomous
placement organisations.

Finally, it should be noticed that a new institution for enhancing innovating procedures
concerning training policy has been recently created. INOFOR ( Resolution n® 17/96 of
21.March.1996) is charged of prospective studies on training needs and new professional
profiles as well of new methodologies for training programmes targeted at long duration
unemployed people, low educated workers, workers searching for new professions and
trainers and managers for training programmes. INOFOR should be seen as an agent for
innovating procedures within a technostructure strongly dependent on bureaucratic tasks.

Still in 1996, new reforms have been introduced concemning the Apprenticeship system
(Decree-Law n® 39/96 of 31th August 1996) and training in working environments
(Decree-law 205/96 of 25th October 1996).
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II. 2. The System of Industrial Relations, with an emphasis on Collective Wage
negotiations

Portuguese law defines industrial relations as those established between workers and
employers, mediated by their organizations, with the purpose of regulating work
conditions and collective interests. The analysis of industrial relations thus concerns both
the subjects of these relations (and, in particular, their forms of organization and the way
these organizations work) and the outcome of the relations (Pinto et al. 1996: e-45725).

Two major historical periods should be taken into account in the description of the current
system of industrial relations. The first stems from the revolution of April 1974 and lasts
until 1984, when a permanent forum, the Conselho Permanente de Concertagdo Social
(CPCS)26, was established for the discussion of industrial relations, and is marked by
the construction of the system of representation and the web of collective agreements that
still stands. The second period, after 1984, is characterized mainly by the adjustment of
the system of industrial relations to standard European Community practices (Cravinho
1995: 261-262).

Built over such a long span, it is not surprising that the Portuguese system of industrial
relations encompasses regulations with conflicting logic: some reveal strong traits of
corporatist interests, as is the case of labor contract law, others have socialist
underpinnings, still others are short-lived in scope and merely reflect an attempt to
overcome transitory economic difficulties.

1. Statutes and laws governing industrial relations

In Portugal, the State retains a strong intervening role in the field of industrial relations
(Pinto et al. 1996:3). This role dates back to the pre-1974 era, when the corporatist
system then in power led the State to regulate strictly labor relations, frequently leaving
no room for the parties' discretion, and the trend was reinforced by the leftist
governments of the 1974-1976 period.

25 In this setting, we follow closely Pinto et al. 1996, the most recent survey of industrial relations in
Portugal, and, to a lesser extent, Cravinho 1995. References to the former work, which was organized in
the form of a glossary, specify the number of the relevant entry (e-#).

26 Standing Council for Social Concertation.



In this regard, the 1976 Constitution confers upon the State a large role in the definition
of labor relations and in the promotion of workers' welfare, and grants the workers a
broad set of rights. The rules that prescribe the participation of workers' organizations in
the definition of labor law are still in place, and attempts at reform (e.g., those aiming at
greater flexibility in the definition of job contents or working time) have been frustrated
for a long period of time by union opposition. Worker protection is well illustrated by the
fact that the law expressly states that its dispositions can be set aside or ignored by
collective bargaining only if the changes thus made prove to be more favorable to
workers.

2. Unions' structure and participation

According to Portuguese law, unions congregate dependent workers and are charged with
the protection of their social and professional interests. Before 1974, trade union freedom
was severely curtailed. A new union law, in 1975, granted freedom of association to
workers and allowed the constitution of (primary) unions and of several associations of
unions; specifically, provisions were made to allow federations (that would group unions
in the same industry), regional union associations (joining unions across industries within
a geographical region) and, at the top, a unique confederation which should congregate all
union associations. The 1976 Constitution, however, banned the principle of a unique
confederation and currently two confederations exist that share the leadership of workers'
organizations: the General Confederation of Portuguese Workers, CGTP, founded in
1975 and generally viewed as pro-Communist, and the Workers' General Union, UGT,
founded in 1978 and considered close to the positions of the Socialist and Social-
Democratic parties.

Measurement of the influence of each confederation is a difficult task (Pinto et al. 1996: e-
93; Stoleroff and Neumann 1993); however, it is generally believed that CGTP represents
the largest share of Portuguese workers. Stoleroff and Neumann (1993: 31), for instance,
estimate that 71% of unionized workers were members of unions either affiliated or close
to CGTP, 23% were in UGT's sphere and 6% were members of independent unions, in
the period 1987/1992. UGT's influence is mainly in the services industry, whereas
CGTP covers a broader specter of activities.
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Also difficult is the task of evaluating the extent of unionization. Estimates have been
reported by Cerdeira and Padilha (1990), Stoleroff and Neumann (1993) and OECD
(1991). Stoleroff and Neumann (1993:34) report rates of unionisation at the end of the
80's in the 34-40% range and, according to them, similar to those found in countries with
a longer tradition of unionism, such as Germany, the United Kingdom or Italy. The
estimates reported in the OECD publication (60,8% in 1978, 60,7% in 1984, 31,8% in
1991), which refer to total following (thus including retired, unemployed and self-
employed workers), are also in general agreement with rates and trends found in other
countries surveyed. The finding is rather interesting in a setting where incentives to
unionisation are scarce: in fact, benefits obtained by workers under collective bargaining
are automatically extended to non-members, and there is no distinction between union and
non-union workers.

In what concerns comparisons among sectors, the rate of unionization is greater in the
services, in particular in the financial services, than in manufacturing, a trait that appears
to be characteristic of industrial relations in Portugal (Stoleroff and Neumann 1993:34).

Unions retain the monopoly of collective bargaining and a quasi-monopoly in the legal
declaration of a strike270 (Cravinho 1995:262).

Generally, collective bargaining has been undertaken at the level of professional sectors
or activity branches, bargaining at the single-firm level being rarely observed; an
important exception, however, relates to large public firms, where firm agreements were
negotiated in the late 1970's and early 1980's. Workers representation is assured by
union delegates, union commissions and, when needed, by committees of several unions.
Single-firm unions are rare.

Portuguese law admits also workers' commissions at the firm level and attributes them a
number of rights in management control. The statute, which was set in place in 1979 with
the aim of imposing some discipline upon practices that were common during the
revolutionary period of 1974/1976, is widely ignored today and workers' intervention in
firm management is virtually non-existent (Pinto et al. 1996:6).

27 Under the Strike Act (bill no. 65/77), capacity to declare a strike rests with trade unions; however, an
exception is allowed at the firm level, where a general assembly of workers can decide to go on strike if
the majority of workers is not represented by unions (Pinto et al. 1996: e-272).
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3. Employers' organizations

The corporatist system that prevailed in Portugal for 40 years was dismantled in the wake
of the 1974 revolution and new models of employers' organizations arose.

Paralleling unions organization, low-level associations of firms may join regional
associations and industry-based federations. At the top level, confederations congregate
all the other organizations of employers. Existing confederations still reveal the influence
of the corporatist model: there is a confederation of the agriculture, CAP, another for
wholesale and retail trade, CCP, and the most influential is the confederation of
manufacturing, CIP.

CIP represents 79 regional and sector associations and is a member of the EU Economic
and Social Committee. The trade confederation brings together 137 employer
associations. CAP, finally, represents 76 regional associations of landowners, 16
specialized associations and 12 co-operatives, and is also a member of the Economic and
Social Committee (Pinto et al. 1996: e-87,88,89).

4. Industrial disputes

Industrial disputes were more common in the first years after 1974. Disputes decreased as
the system of industrial relations moved towards stabilization and "social concertation"
mechanisms were set in place.

However, conflicts at the plant level do remain. Strikes or strike threats (token stoppages)
are, still nowadays, the most representative forms of industrial action (see table 23).
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Table 23. Forms of Industrial Action

Form of Action Single Enterprise More than One Public Total
) Affected Enterprise Affected Service

Demonstrations, Rallies 8 4 14 26
False Imprisonment - - - -
Sit-Ins - - - -
Token Stoppages 288 26 10 324
Disruptive Action Short 10 1 - 11
of a Strike

Strikes 246 34 35 315
Other 9. 2 1 12
Total 561 67 , 60 688

Source: DE-MESS, Conflitos Colectivos de Trabalho, Anual, 1995, p.11.

Analysis of the data on strike activity since 1986 reveals that 1992 was the year when the
number of strikes reached a maximum, but the severity of strike waves, as measured by
the number of workers involved or of working days lost, was larger in 1986, 1988 and
1989 (see table 24.).

Table 24. Number of Strikes, Striking Employees and Working Days

Number of Number of Number of Days
Strikes Employees Involved Lost (000s)
(000s)
1986 363 2315 381,9
1987 213 81,3 113,2
1988 181 155.5 198,0
1989 307 296,1 3574
1990 271 1289 146,5
1991 262 119,1 123,8
1992 409 1318 189.9
1993 230 83,1 79,9
1994 300 94,4 96,8
1995 282 60,5 62,9

Source: DE-MESS, Conflitos Colectivos de Trabalho, Anual, 1995, p.11.
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Strikes are focused chiefly on wage matters (see table 24). However, the importance of
wage matters has been decreasing since 1986, whereas that of working hours and
bargaining procedures has been on the rise.

5. The system of collective bargaining

The Constitution provides the juridical principles of collective bargaining and grants to
unions the right to negotiate. The effects of the agreements are expressly recognized and
considered valid sources of labor law. The dispositions of collective agreements apply to
individual contracts and replace any other dispositions, legal or contractual, that are less
favorable to workers (Pinto et al. 1996: e-126)28,

Capacity to negotiate is conferred upon every employer or employers' association and to
trade unions, no matter the number of affiliated members they represent.

Agreements can be made at the firm level, by occupation ("horizontal agreements”) or by
industry ("vertical agreements"). Portuguese law shows a preference for vertical
agreements, which prevail upon horizontal agreements (Pinto et al. 1996: e-137).

Collective bargaining is usually conducted at the industry or occupation level. Firm-level
negotiation, which for a time was a common practice in large public enterprises, has lost
importance. Up to 1992, the law itself favored a separate negotiation for large public
enterprises (Pinto et al. 1996:9), but managers were reluctant to accept firm-level
bargaining as they were pressed by very aggressive trade unions.

It is also believed that employers reject firm-level negotiations with the purpose of not
creating any incentives to plant unionization; on the other hand, employers prefer
industry-wide low settlements which give them some flexibility over actually paid wages.
In fact, Aperta et al. (1994) report that effective wages tend to be substantially larger than
wages accorded in collective industry-based agreements.

28 However, there are exceptions. Adoption of clauses more favorable to the worker is prohibited with
respect to some matters, such as termination of the employment contract, fixed-term contracts, public
holidays, vacation time, Social Security benefits and others.
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Table 25. Forms of Collective Labour Regulation 1986-93 (Mainland)

Year Total Collectively Agreed Processes Regulation by

Government

Association  Multi-  Company Association Multi-Employer Company Level Arbitration Adoption Extension  Labour

8L

Agreement employer Level Agreement Agreement Agreement Award  Agreement Directive Regulation
Agreement Agreement  Renewal Renewal Renewal Directive
1986 609 20 6 21 250 13 42 - 47 206 3
1987 554 22 3 4 259 17 48 - 49 151 1
1988 596 18 5 12 271 21 59 - 48 161 1
1989 576 21 0 ] 272 24 52 - 43 158 1
1990 620 15 4 33 276 16 68 - 43 164 1
1991 552 17 4 14 264 16 51 - 32 142 2
1992 666 15 6 34 268 16 91 - 60 175 1
1993 488 17 3 12 201 14 61 - 36 141 3

Source: MESS - DGRT, Anuirio das Estatisticas Sociais 1986-91 ¢ 1988-93



Collective bargaining at the national or inter-occupation level has never been undertaken.
Employers’ and union confederations have exerted little influence in this regard. Union
confederations have confined themselves to a supporting role in negotiations conducted at
lower levels; they have engaged, however, in the negotiations for "social concertation”.

In terms of content, Pinto et al. (1996:10) describe collective agreements as conservative.

"Beyond matters which are typically regulated through collective bargaining (definition of
grading systems, pay determination, regulation of career paths and mobility
mechanisms), agreements in many instances confine themselves to summarizing the
multiple scattered legislation, functioning in practice as employment manuals. Little
progress has been made, however, in terms of the institutionalization of mechanisms of
employee participation in the introduction of new technology or in taking more important
company decisions."

Collective agreements are only mandatory to those represented by the subscribing parties
or to those that came to be affiliated with them during the period covered by the
settlement.

Competition between agreements is allowed, and exists to a certain extent, given the
freedom of trade union association and the rivalry between competing unions. The law
does not establish mechanisms of co-ordination between agreements reached in different
negotiations; however, as already stated, preference is given to vertical over horizontal
agreements, and the principle of prevalence of the most favorable condition to the worker
generally applies.

Portuguese law regulates in detail the procedure of negotiation towards collective
agreements.

"For the peaceful settlement of collective disputes, the law makes provision for three
procedures in which the element of the third-party intervention plays a successively
stronger role: conciliation (in which this intervention is confined to encouraging the
parties to negotiate), mediation (which involves the possibility of working out a
recommendation to be proposed to the parties) and arbitration (which culminates in a
decision arbitration award that is imposed on the parties). As a rule these procedures are
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voluntary, and the alternative of direct and immediate recourse to forms of industrial
action is lawful.” (Pinto et al. 1996:12)

6. Coverage of the agreements

According to OECD (1994), the rate of coverage of a settlement is defined as the ratio
between the number of workers covered by a collective agreement and the total number of
workers (OECD 1994:186).

The OECD study reports an adjusted rate of coverage that excludes civil servants (who
have no right to negotiate) as well as personal service workers and seasonal farm laborers
The rates of coverage presented are the following (OECD, 1994:201):

1981 - 70 %

1985-75%

1991 - 79%
The fact that the rates of coverage are generally above average rates in the OECD is due to
wide-reaching mechanisms of extension and to the high number of agreements negotiated
each year in Portugal. Extension of the agreement to other parties can result from

negotiation ("adoption agreement") or from law ("extension directives" from the Ministry
of Employment)290(see Table 25).

6. Level of government intervention

The distinction alluded to above between the periods before and after 1984 is relevant in
this issue. In the former period, the State intervened to regulate and model collective
bargaining, placing bounds on the parties' contractual freedom and frequently overruling
them. After 1984, when the mechanism for "social concertation" was set in place, the
State's direct intervention in collective bargaining decreased (Cravinho 1995:271). This
notwithstanding, the State's intervention (in the settlement of conflicts, in support of
negotiation, in the extension directives, etc.) is still far from negligible.

29 In 1993, the number of employees covered by instruments of collective labor regulations, in
percentage of the number of employees included in the employment audits sent annually to the Ministry
(Quadros de Pessoal), was 98.8 % (Pinto et al. 1996: 250).
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Table 26. Percentage Distribution of Strikes by Type of Claim

Year Pay Working Employment Health, Safety Union Activity Works Rules Bargaining Other

18

Hours and Welfare and Disciplinary and Enterprise Procedures
Facilities Matters Structure
1986 65,0 5.1 104 1,1 5,1 3,1 7,9 23
1987 67,5 6,7 12,1 3,1 1.4 0,8 6,3 2,1
1988 51,8 10,6 16,6 4,1 4,8 1,7 9,2 1,2
1989 54,0 16,2 15,3 2,5 3,1 0,2 7,1 1,6
1990 57,0 19,8 75 5,6 55 0 4,6 0
1991 453 19,7 15,1 6,7 1,5 0,2 11,5 0
1992 449 30,2 7,0 4,7 1,1 0,1 10,1 1,9
1993 44,5 235 15,9 6,3 1,0 1,0 6,3 1,5
1994 46,2 16,6 11,1 4.9 25 0,6 12,0 51
1995 474 13,0 16,2 92 2.1 1,3 10,1 0,7

Source: DE - MESS, Greves Anual, 1994 e 1995,



7. Changes in the system : the "social concertation”

According to Cravinho (1995), after a decade of efforts to erect a system of industrial
relations in a democratic setting an impasse was reached. The legal framework, in spite of
having allowed the regulation of the labor market and the legal consecration of a broad set
of rights of the workers, proved unable to prevent delayed payment of wages and
violations of other rules. On the other hand, the system had a built-in inertia that made it
hard to reach a consensus about reform of working conditions.

The different agents involved in the system of industrial relations did not share common
views on European integration, on the social projects they fought for or, obviously, on
the claims and pressures they put on the political power. Thus, the creation of a forum for
"social concertation”, joining together the State and the most important business and
union leaders, aimed mainly at increasing "the governability of the Portuguese society”
(Cravinho 1995:265).

The Council for Social Concertation, CPCS, was created in 1984 as a tripartite forum: it
included the Government (and the Prime-Minister in particular), the workers represented
by the two rival confederations, CGTP and UGT, and the three major confederations of
employers, CIP, CAP and CCP. It had consultative and information functions, and the
promotion of "social concertation” as its major goal. Later, the CPCS was replaced by the
Social and Economic Council (CES), where seat was granted to other civil organizations.
Within CES, an autonomous structure took over the concertation competence of the
extinct CPCS.

CGTP opposed the creation of the Council for Social Concertation and only accepted to
join it in 1987. Still, it refused to subscribe a number of agreements .

The agreements made under Council for Social Concertation, on incomes policy and other
issues (see listing), "establish principles that apply to industrial relations at both the firm
and the industry level” (Cravinho 1995:268). However, they are not mandatory and do
only formulate recommendations which the subscribers are free to follow or not.

Agreements reached under the "social concertation” umbrella include:
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* the Recommendations on Income Policy for 1987, subscribed in July 1986 by
the Government, UGT, and all employers’ confederations, CIP, CAP and CCP;

* the Agreement on Income Policy for 1988 (APRS88), subscribed in January
1988 by the Government, UGT, CAP and CCP;

* the Economic and Social Agreement (AES) (with a recommendation on income
policy), subscribed in October 1990 by the Government, UGT, CIP and CCP;

* the Agreement on Safety, Hygiene and Health in the Workplace (ASHST),
subscribed in July 1991 by the Government, CGTP, UGT, CIP, CAP and CCP;

* the Agreement on Vocational Training Policy (APFP), subscribed in July 1991
by the Government, CGTP, UGT, CIP, CAP and CCP;

* the Agreement on Income Policy for 1992 (APR92), subscribed in February
1992 by the Government, UGT, CIP, CAP and CCP;

* the Agreement on a Short-term Social Concertation, subscribed in January 1996
by the Government and UGT, CIP, CAP and CCP.

In the agreements, the objective of moderating wage increases was politically and
economically essential. In the following we analyze the method of computation of wage
adjustments in each of those agreements.

In the Recommendations on Income Policy for 1987, for the first time the concept of
"expected inflation" was introduced and quantified, setting aside the up to then common
practice of tying wage increases to the rate of inflation observed during the period
following the preceding agreement. The practice aimed at recovering the yearly loss of
purchasing power of wages, and adoption of the expected inflation yardstick was favored
by the downward trend in inflation since 1984 (Rodrigues 1996:502).

In 1988, the Council for Social Concertation (CPCS) established quarterly benchmarks
for expected inflation. Firms were expected to keep control over prices of goods and
services, and wage growth should take into account expected inflation, productivity gains
and competitiveness of firms (Rodrigues 1996:503). This agreement did not last: it was
denounced by UGT when inflation failed to keep on decline.
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In the Economic and Social Agreement (AES), it was stated that the objective of income
policy for 1991 was "the effective growth of real wages towards community averages,
under non-inflationary conditions and safeguarding international competitiveness of
Portuguese firms, in particular in the European context" (Conselho Permanente de
Concertagao Social 1990). Thus, the AES formulated recommendations on the average
growth of wages, taking account of the rate of inflation forecast by the government, of
expected productivity gains and of prevailing conditions in business and industry.

In the agreement on income policy for 1992 the methodology and principles of the
Economic and Social Agreement (AES) were retained, with further emphasis placed on
the comparison of wage growth in Portugal and in competing economies, as well as on
productivity differentials between Portugal and EU countries (Rodrigues 1996:506).

The short-term agreement of 1996 included a recommendation on the rate of adjustment
of collectively agreed wages using the same methodology as the AES.

"Social concertation" was not confined to wage issues. Even in the agreements on income
policy other areas, such as tax policy, were contemplated, but the Economic and Social
Agreement (AES) is by far the most advanced of the agreements, both in topics covered
and time horizon. Guiding principles were adopted, namely, on budget policy and other
macroeconomic and industry policies, on earnings policy, on legislative actions towards ‘
social security, working time, safety in the workplace, education and occupational
training, atypical work, and dismissals, among others (Cravinho 1995:269-270). The
AES cleared the way towards the reform of labor law which employers had been claiming
for, but at the same time empowering union confederations with a conditioning role over
the changes (idem).

Despite the width of scope of those agreements, effects upon firm and industry collective
settlements were limited, and related mainly to wage and working time issues (Cravinho
1995:271). The latter are remarkable: the Economic and Social Agreement ruled that by
1995 working time above 40 hours per week should be banished. Facing the scarce
application of this rule, in 1996 the new socialist government imposed a 40 hours/week
law .

Between 1992 and the October 1995 parliamentary elections no other agreement was
reached, except for a "social concertation” pact on port work in 1993. This
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notwithstanding, negotiations continued every year and matters of strategic relevance
were discussed.

The aforementioned progress in the negotiations and the formation of a new cabinet
following the Socialist Party victory in the legislative elections of October paved the way
for the new "Short-term Social Pact” signed in January 1966. In the accord, guidelines
are issued for nominal wage growth and for implementation of measures already agreed
upon concerning the reduction of standard working time to 40 hours per week and a more
flexible organization of working time. In this regard, job demarcation was reduced and
employees are required to perform a wider range of activities than hitherto.

Besides, the agreement restates the parties' commitment to medium-term concertation on
issues that go beyond industrial relations and the understanding that "social concertation”
is of the utmost importance for the governability of the Portuguese society.

"Social concertation” has been an important tool in the leadership of society as far as it
laid ground for social dialogue. However, its influence on firm and industry collective
agreements fell short of expectations.
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II1.1. Employment Protection Schemes

Individual and Collective Dismissals

Prior to the 1974 revolution, legislation on work contracts was based on the principle of
mutual cooperation between workers and employers, meaning that dismissals and lay-
offs were treated as extraordinary events that should take place only when there were no
alternatives left. Until then, the law set three altemative ways of temporarily or
permanently reduce the workforce attached to a firm: lay-offs, individual dismissals, and
collective dismissals. Both lay-offs and collective dismissals were admitted due to
economic reasons which were not mentioned as a possible cause of individual dismissals.
However, legislation ended-up giving employers some flexibility by allowing them to
dismiss individual workers without a cause.

In spite of this, the employment-at-will principle, which has never been part of the
Portuguese tradition, was not consecrated. Legislation on the labour market traditionally
calls for an indemnity whenever termination was not mutually agreed upon. This is a
basic principle of the Portuguese law which remains untouched despite all the changes
that legislation on dismissals has been through.

In 1975, after a short period when dismissals were forbidden, legislation was deeply
changed. With those changes a basic concept making all dismissals subject to the
fundamental right of working and being employed was introduced. Directly following
this, individual dismissals without a cause and lay-offs were both banned from the
Portuguese law. Dismissals were then allowed in three cases: collective dismissals,
individual dismissal for cause and individual dismissals due to reasonable cause.

These more stringent regulations made individual dismissals due to just cause more
difficult because these were seen as penalties that could only be imposed on workers
whenever those of an administrative nature proved inadequate.

Individual dismissals due to reasonable cause were firstly introduced aiming at somehow
softening the heavy consequences of the new legislation on labor adjustment at the firm or
plant level. Under this heading, individual dismissals due to economic reasons
(extinguishing jobs and failure to adapt, namely) were permitted, although requiring very
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demanding procedures. Notwithstanding, after one year this possibility was removed on
the grounds of its negative consequences on job-security and of workers discontent.

Collective dismissals regulation was left unchanged.

In 1976, the tightening of economic conditions and the growth of the number of firms
facing severe problems led to the reintroduction of lay-offs on Portuguese legislation. It
was thus recognized that stringent regulation on dismissals was producing undesired
effects at the firm level by making more difficult the adjustment of the workforce to a
changing economic environment.

Lay-offs were, however, restricted to those cases where maintaining the size of the
workforce could be harmful to the survival of firms that had previously been considered
in a difficult economic situation. In such cases, firms could choose either to temporarily
reduce the number of workers or to implement shorter working hours schemes.

Later on (1983), lay-offs were also made possible for other firms as long as they (after
negotiation with unions) considered it necessary for their economic recovery and financial
balance, as well as for maintaining the number of workers. Thus, the new law was
aiming at easing the adjustment of the labor force by widening the scope for temporarily
laying-off workers. However, several restrictions and requisites applied, thereby
eliminating most of the attractiveness that lay-offs could have for employers. Scaling
down the size of the workforce through lay-offs would only be possible if shorter
working hours schemes were proved inadequate and several formal conditions were met;
a criteria establishing priorities in laying-off workers was also set.

Most of these restrictions were eliminated in 1989 when lay-offs' legislation was last
modified. The length of the decision process was reduced and administrative redtape
revoked. At the same time, legislation governing dismissals was deeply changed:
individual dismissals due to failure to adapt were reintroduced; the list of circumstances
that can be considered cause for individual dismissal due to economic reasons was
enlarged. In general, these changes were meant to enhance labor market flexibility by
easing dismissals. This new law (along the with the lay-off law and the law on temporary
employment) represents a tuming point of the perspective adopted by the legislator. The
focus moves from employment to the job; the aim is to move towards a situation where
firms can adjust the size of its workforce to shocks.
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However, changes thereby introduced did not go as far as this general principle could
suggest; Portuguese legislation on dismissals remains among the most stringent in Europe
(see Grubb and Wells, 1993).

Although there are no studies specifically addressing the impact of firing costs on
turnover and total employment, available evidence suggests that this could be important.
Lopes and Fontainha (1994) found a positive relation between transaction and turnover
costs and labor hoarding; Teixeira (1995) and Pinto (1996) refer to the negative impact of
legislation on employers capability of adapting their workforce to the desired level, and
on firms probability of survival. Addison and Teixeira (1995) replicate Lazear's work on
the effect of job security provisions on employment (Lazear, 1990) and come to the same
conclusion, that is, rising levels of severance pay are associated with reduced
employment and higher unemployment. However, this conclusion was considered highly
sensitive to the model specification - if the model is enlarged so as to include two
measures of the generosity of the Portuguese unemployment insurance regime (maximum
duration of unemployment insurance benefits and unemployment insurance replacement
rate), the coefficient estimates for severance pay became statistically insignificant in the
employment, participation and hours equation. If anything, higher severance pay is now
found to be associated with lower joblessness. The authors also found little evidence
suggesting that the 1989 liberalization of dismissals due to economic reasons had
provoked an increase in the speed of adjustment of employment behind output.

Temporary and Fixed-Term Contracts

Term-Contracts, as we now know them, were first introduced in the Portuguese
legislation in 1976. Such contracts were deemed necessary to allow employers to get over
the constraints that dismissals' regulation imposes on them. Therefore, term-contract
were permitted whenever employers faced unforeseable and temporary changes in output
demand as well as in cases of seasonal demand. Workers under these contracts could be
dismissed on short notice when the contract comes to an end; no severance pay is due in
such cases. This kind of contracts were highly flexible because, on top of this, no special
proof of the superiority of this form of contract over permanent contracts was required.
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Table 27 - Legislation on Dismissals

Type Definition Mandatory Procedures Exceptions Notes

1. INDIVIDUAL

DISMISSAL

1.1. Fair Dismissal | Dismissal due to employee's Prior to the dismissal, the employer has to | Firms with 20 employees | Law lists the circumstances under which

culpable behaviour; this due
both to its seriousness and
consequences makes the
permanence of the employment

relationship impossible.

assess the existence of just cause as well as
give the employee an opportunity to defend
himself against the allegations made. This
is an essential requiremt for the validity and
lawfullness of the dismissal which may

otherwise be ruled null and void,

or less as well as their
workers are exempted from
certain mandatory

procedures.

dismissals are null. These are: (1) failure to notify
the intent of dismissal; (2) disrespect for the
employees' right to self-defense; (3) non-
compliance with thw obligation of issuing a

written and circumstancial notice of dismissal.

1.2. Individual
Redundancy

Dismissal of one or up to four
employees (depending on wether
the firm as less or more tha fifty
employees), due to economic

reasons.

1.3. Dismissal for

Failure to Adapt

Dismissal due to the employee's
inability to adapt to changes in
the nature of his work caused by
the introduction of a new

techonology.

Mandatory procedures are similar to the
ones applying to collective dismissal and
include advance notice of both the
employee and workers' commission of the
impending dismissal. Dismissal will only
be pronounced after the workers'
commission has issued an appraisal of the
impending dismissal and the worker has
been given the opportunity of disputing
allegations made.

Law defines the terms for invoking the failure to
adapt clause. These include persistent reduction of
productivity or of product's quality, equipments'
repeatead breakdown, and safety hazards. This type
of dismissal can only occur after six months have
elapsed since the introduction of the changes
originating inadaptation and after adequate
trainning has been provided and time allowed for
adaptation.

Law also requires that all employees dismissed due
to failure to adapt must be replace within 60 days
of dismissal.




Cases in wich employer
terminates, either simultanously
or within a 3 months period, the
contract of employment of at
least 2 or 5 employees
(depending on wether the firm
employs less or more than 50
workers), on the grounds of
permanent closure of the firm.
shut-down of one or more of its
plants, or the need to reduce the
workforce for structural,
technological or economic

reasons.

Workers's commission as well as the
ministry of employment of the impending
dismissal. Notice must present the
financial and/or technical reasons
originating the dismissals, as well as a list
of the workforce and the criteria to be used
in selecting the employees to be dismissed
and their occupational categories. A stage
of negotiation between the employer and
employees' representatives follows. This is
aimed at aggreeing on the terms of carrying
out the dismissals and on the adoption of
alternative measures (e.g., lay-offs, short-
time working, re-training or early
retirement).

After aggreement has been reached or 30
days ellapsed since first notice of
impending dismissals has been given, each
employee concerned must be givena
written notice of dismissal in advance of at
least 60 days.

Currently, law doesn't
stipulate any criteria for
selecting employees to be
dismissed; however, trade
union representatives and
members of working
commissions are explicitly
given preference for
continued employment;
collective aggreements can
establish other selection

criteria.

Employees affected by collective dismissals are
entitle to certain rights, namely: time off to look
for another job; financial compensation (one
month pay for each year of employment with the
firm, subject to a minimum of three months-pay)
and a special right to resign.




With the passing of the term-contract law, this kind of contract became quite widespread
(see chapter I) - in 1983, non-permanent contracts accounted for roughly 20% of total
employment.

By 1989 it was already widely acknowledged that employers were taking advantage of
term-contracts' high flexibility to replace permanent by temporary workers even in the
case of permanent jobs. Therefore, legislation was changed, and the use of term-
contracts made more difficult. Among the restrictions now applying is the fact that
situations where using term-contracts is permitted are now strictly identified, that non-
permanent workers are given priority in acceding to permanent jobs, and that non-
permanent workers become entitled to a severance payment upon completion of their
work contract.

Regulation of temporary employment was also changed at the same time and in the same
general direction: its use was restricted to certain specific situations and its duration
limited to up to six months.

It should be remembered that these new restrictions applying to temporary and term
contracts were introduced at the same time that dismissals were made easier. In doing so
the legislator acknowledges the interaction between firing costs, and the permanent
temporary contracts split.

Coincidentally or not temporary employment (temporary and term contracts) persistently
declined throughout the nineties

The only study dealing with the effects of legislation on temporary employment (Teixeira,
1996) concludes that legislation matters for understanding the importance of temporary
work in Portugal.

II1.2. Regulation of Working Time

There is, in Portugal, a tradition of high centralization concerning the regulation of
working time. Until 1991, law contained rules governing all major aspects of working
time duration and organization, some of which are, in many countries, a subject for
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collective bargaining. Besides its high level of centralization, Portuguese regulatory
framework was also characterized by stipulating long schedules as well as by a lack of
flexibility concerning working time arrangements.

In fact, 1971 legislation (DL 409/71), which was conceived with the technical support of
the ILO, established a maximum weekly duration of work of 48 hours (although ILO had
already passed a recommendation calling for the reduction of working time towards 40
hours a week). After the revolution, unions persistently claimed for the reduction of
hours of work. However, fearing that this could become a major hazard for the economic
recovery and stability, passed a new law (DL 505/74) making all agreed reduction of
working time conditional on a permit to be issued by the Ministry of Employment.
Although several cases of non-compliance with this law have been identified (see Leitdo,
1996), the fact is that this, along with the limits imposed to collective bargaining (DL
519-C1/79), is one of the reasons why agreed working time reductions have barely been
implemented.

As a whole, this legal framework remained effective until 1991 when, after a nation-wide
inter professional agreement was signed ("Acordo Econémico e Social"), new laws
governing the labor market were passed30. This new laws represent a major turning point
of labor market regulation. On the one hand, the issue is now mostly dealt with form the
viewpoint of firms and the safeguard of their competitiveness, although there are still
references to the aim of promoting workers living conditions, which prevailed
beforehand. On the other hand, these laws also withdrew some of the major restrictions
pending upon the capability of regulating working time at more decentralized levels of
bargaining; furthermore, collective bargaining was thereby committed the task of
achieving further reductions of working time duration (starting from the new legal
maximum which was set at 44 hours/week and until the 40 hours/week level was
attained) combining these with the adaptability of new schedules.

30 However, new regulation applying to holidays and absenteeism as well as to overtime had been passed
in 1976 and 1983, respectively. Changing the regulation of overtime was justified on the grounds of the
changing situation of the labor market - when the 1971 law was passed Portuguese labor market was in a
tight situation, therefore the law was meant to make the use of overtime work easier; by 1983, the fast
growing unemployment lead to more strict regulation meant to keep overtime work within the limits
recommended by its own nature.
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Among the changes introduced by these new laws, the most important were the
admissibility of annualisation of working time allowing both parts to set the reference
period (which is 3 months if no agreement is reached), the modification of the overtime
work regime (whose maximum limit goes up from 180 to 200 hours/year; compensation
for overtime is flexibilized) and the holiday entitlement regime (holiday duration is set at
22 working days and its organization made more flexible). Simultaneously, new rules
were passed applying to the regulation of firms opening hours, the more relevant of
which are the extension of the exemption of opening on week-ends to more cases, as well
as the regulation of week-end teams for the first time in Portuguese law.

With this new laws many obstacles to the negotiation on working time duration and
organization were, therefore, withdrawn. At the same time, a signal was sent to the
bargaining level pointing out the guidelines of the desired changes and encouraging
negotiators to start new negotiation rounds aimed at reaching such agreements. However,
this barely happened and in 1995, when the 40 hours/week target should have been met,
average normal working hours were still 42 hours/week, with some industrial sectors still
working at 44 hours/week.

Recognizing the failure of the industrial relations system to reach the targets which
workers and employers had agreed upon at the highest level of negotiation, the new
socialist government, a short-while after coming to power, and after signing a short-run
agreement with the social partners, passed a new law establishing the calendar to reach
the desired new maximum of hours of work.

However, this new law goes somewhat further than imposing what had previously been
recommended. Besides imposing the new above mentioned calendar, it also sets new
(higher) maximum hours of work when annualization of working hours is possible,
defines a broader reference period of time for calculating the average duration of working
time (four months), and also changes the rules applying to the duration and scheduling of
daily and weekly rest periods.

This new legislation as well as the already public guidelines for the on-going negotiation
aimed at reaching a new inter professional agreement (Concertagdo Estratégica para
Modernizar Portugal) has one main objective: to reduce working time (thereby improving
workers' living conditions and approaching European standards), while at the same time
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satisfying employers' claims for increased flexibility in what concerns the organization of
work and the management of workload fluctuations. However, there are also persistent
references to the objective of sharing available work among a higher number of workers,
by reducing working time, promoting part-time work and allowing for an easier transition
between work and inactivity throughout the life cycle. These work-sharing policies are
new to Portugal. The fact that these have never been given much attention can be easily
understood having in mind that Portugal is a country where unemployment has never
been as high as in most other European countries, and that external deficits and inflation
are the most important Portuguese macroeconomic imbalances. However, some other
non-competing explanations can be put forward. Leitdo (1996) argues that the lack of
integration of the industrial relations system, making more difficult for decisions to move
across different bargaining levels, may have played a role. Vargjao (1996) finds that
structural features of the Portuguese economy (small size of the average firm, its labour
intensive nature and its high degree of exposure to international trade, as well as the low
levels of wages) do not facilitate neither work-sharing schemes, nor the reduction and
reorganization of working time (see also Varejdo and Ruivo, 1996).

Whatever the reasons, the problems that the implementation of new law on working time
has been facing clearly shows how difficult it is to reduce actual working time in Portugal
due to an unclear formulation of the law, there is an on-going controversy on whether the
aim of the law was to reduce normal working time (the concept used in the Portuguese
tradition) or actual working time (as the text of the law suggests in some points).

Normal Working Time

Daily Maximum Hours: 8 hours (7 hours for white collars).

Weekly Maximum Hours: 44 hours (42 hours for white-collars); 40 hours by the end of
1997.

Annualisation: normal working time is computed as an average over a four months
period. In this case, the maximum number of hours of work is 10 hours per day and 50
hours per week (45 hours per week when the 40 hours target is reached).
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Rest Periods

Daily breaks: no worker is allowed to work more than 5 consecutive hours (6 hours if so
stipulated by collective agreement). therefore daily breaks must be met; these breaks
should last at least 1 hour and no more than 2 hours (in special cases - e.g., seasonal
activities - these limits can be overruled by collective agreements).

Weekly Rest Days: every worker is entitle to a full day rest per week, normally Sunday;
except in special cases (e.g., when firm operates continuously or has been allowed to
close in a day other than Sundays). Collective agreements may stipulate an additional half
or full day rest every week.

Public Holidays: workers are entitled to 12 mandatory public holidays per years plus 2
discretionary public holidays; the latter can be changed to any other day, by agreement
between the employer and the employee. Rest on public holidays are paid.

Holiday: all workers are entitled to 22 working days of annual holiday, this right may not
be waived away, nor can employees engage in any other gainful activities during the
period of their annual holidays. Annual holiday must normally be taken in a single
uninterrupted block, but the parties may agree that it will be taken in separate segments
provided that one consecutive period of 10 working days off is preserved. During their
annual holiday, employees receive the corresponding pay plus a holiday bonus of the
same amount.
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Night Work

definition: work done between 8 p.m. and 7 a.m.; collective agreements may treat as
night work any work done in periods of 11 consecutive hours provided that out of these
at least 7 consecutive hours span between 8 p.m. and 7 a.m.

pay: night work must be paid a wage at least 25% higher than the wage rate paid for
daytime work, except when the work must be done exclusively during the nighttime due
either to its nature or to law.

restrictions: minors under the age of 16 cannot work at night at industrial plants; they can

work at night on other activities only if this is essential for their training. Female

employees are granted dispensation from night work for a period of 112 days before and

after childbirth, and whenever such dispensation is deemed necessary for the health of a
regnant employee or of her unborn child.

Overtime

definition: overtime work is all work done outside normal working hours.

admissibility: overtime work can be used to cope with increases in workload, in cases of
force majeure, or when it is essential to prevent or repair serious risk or damage to the
firm or ensure its viability.

limits: for each employee there is a limit for working time duration - 200 hours per year, 2
hours per normal working day, and normal daily working hours on a weekly rest day or
public holiday.

pay: overtime worked on a rest day or public holiday attracts a 100% increase in pay, and
that done on a normal working day is paid at a premium of 50% for the first hour and
75% for subsequent hours.

time off: time off in lieu must always be granted in respect of overtime worked on

mandatory weekly rest day. In other cases (overtime done on normal working days,
public holidays, and additional weekly rest days) only firms with more than 10
employees are obliged to grant time off in lieu, equal to 25% of total overtime hours

96




worked. This may be replaced by work paid at a 100% premium, provided the overtime
concerned was not worked on weekly rest days and it has been so agreed between the
employer and the employee.

exemptions: as a rule workers are obliged to work overtime that theirs employer may
require them to, within the terms of the law; however this rule doesn't apply to disabled
workers, pregnant women or women having children under the age of 10, an minor
workers.

Part-Time Work

Legislation on part-time work is not specific; law merely states that part-time workers
must be granted, in all cases, the same rights as full-timers, on a pro-rata basis. Part-time
is considered as a means of allowing certain workers facing specific and temporary
circumstances (such as women with children under the age of 12, workers who are
simultaneously attending school or workers with diminished working capabilities) to
maintain a continuous participant status.

1I1.3. Minimum Wage Regulation

Legislation on minimum wages was first introduced in 1974 (D.L. 217/74). Its current
regime is established by the D.L. 69-A/87 and its subsequent modifications.

Law defines minimum wage as the minimum amount that any employer is due to pay to
his employee. This minimum pay cannot be reduced by means of collective agreements or
individual contracts.

Minimum wage law is universal in the sense that all work contracts are subject to its
provisions. Yet legal minimum wages varies with the sector of activity. Currently there is
a legal minimum for domestic servants and another one for all other workers.

Notwithstanding some exceptions are admitted. This is the case of workers under 18
years of age, trainees under 25 years and disabled workers. For these workers, their pay
may be reduced to 25%, 20% and up to 50% of the legal minimum, respectively.
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Table 28 summarizes the evolution of minimum wages in Portugal over recent years.
Table 28. Evolution of Minimum Wages

Year Monthly Amount (workers 20 years old Minimum Wage of
or more) Workers under 20 as % of
minimum wage for te
) remainder
Non-Agricultural  Agricultural Domestic 18 & 19 yrs <18 yrs
Activ. (excludes Activ. Servants
domestic
] servants) ] . ] ] s
1974 3 300$ - - - -
1975 3 300% - - - -
4 000$ - - - -~
1976 (1) 4 000$ - - - -
1977 4 500% 3 500% - 50% 50%
1978 4 500$ 3 500% - 50% 50%
5700% 4 600% 3 500% 75% 50%
1979 5 700% 4 600% 3 500% 75% 50%
7 500% 6 100% 4 700% 75% 50%
1980 7 5008 6 100% 4 700% 75% 50%
9 000$ 7 500% 5 700% 75% 50%
1981 9 000% 7 500% 5 700% 75% 50%
10 700% 8 950% 6 800% 75% 50%
1982 (1) 10 700$ 8 950% 6 800% 75% 50%
1983 13 000$ 10 900% 8 300% 75% 50%
1984 15 600% 130008 10 000% 75% 50%
1985 19 200$ 16 5008 13 000% 75% 50%
1986 22 500% 195008  15200% 75% 50%
1987 (2) 25 200% 22 400$ 17 5008 100% 17 yrs: 75%
<17 yrs: 50%
1988 27 200$ 248008  19500% 100% 75%
1989 30 000$ 28 4008 22 400$ 100% 75%
31 500% 300008 24 000% 100% 75%
1990 35 000$ 345008 28 000$ 100% 75%
1991 (2) 40 100$ 40 100$ 33 500% 100% 75%
1992 44 5008 445008 38 000$ 100% 75%
1993 47 400% 47 400$ 41 000% 100% 75%
1994 49 300% 493008 43 000% 100% 75%
1995 52 000% 520008 45 700% 100% 75%
1996 54 600% 54 6003 49 000$ 100% 75%
(1) minimum wage was not the object of any revision; (2) changes in minimum wage
legislation

Source: Banco de Portugal

An analysis of the recent evolution of the legal minimum wage shows that is has been
growing at a positive real growth rate31, However, average wages grew more than the

31 For the remaining of this section we mostly summarize evidence and findings of Pimentel (s/d).
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legal minimum wage - whereas legal minimum wage mostly kept with the inflation rate
(particularly, from 1988 onwards), average wages increased at a rate higher than the
inflation rate (possibly, due to productivity gains), thus widening the gap between
minimum legal wages and average wages.

Data for 1993 refering to the coverage of the minimum legal wage indicates that about
5.4% of all full-time workers in non-agriculture activities are paid this minimum wage.
However, this percentage has steadily declined since 1985.

The coverage of the legal minimum wage is maximum in the furniture industries (22.5%
of all full-time workers), restaurants and hotels (20.0%), and wood and cork industries
(10.5%), among very small firms (13,5% for firms with less than 10 employees)3Z.

Pimentel (s/d) finds evidence confirming the negative impact of the minimum legal wage
on employment in general, but particularly for workers in the 20-24 age-group and for
women. The author reports the following intervals for minimum legal wage elasticities of
employment in this age group.

Men -0,3 -0,078
Women -0,742 -0,324

The fact that similar results are not observed (or not so strongly so) for workers over the
age of 24 nor for those under 20 could be explained ackowledging that the employment of
older workers may increase when minimum wage increases due to a substitution efect,
and that for younger workers ommited variables such as those reflecting educational
policies and social atitudes could be playing a role. Furthermore, Portugal and Guimaraes
(1996) found evidence of the non-negligible role played by minimum wages in the
location decision of new plants (deterring these from locating in regions with a large
proportion of minimum wage earners -see above, section 1.3.).

32 All data is from Pimentel (s/d).
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1V. Labor Market Policies

IV.1. Passive Measures

Unemployment Benefits

Until 1985, legislation on unemployment benefits reflected a social approach rather than a
economic one. Indeed, being entitled to receive such benefits was conditional upon
individual's current economic situation; benefits were therefore not meant to substitute
foregone work pay, nor was their amount related to previous wages earned.

For this reason, it was then widely agreed that unemployment protection was far from
sufficient. Therefore, in 1985, a new law was passed and thereby a new regime of
unemployment protection introduced. This aimed at establishing a true unemployment
insurance as a part of the social security system. For that purpose, both the amount of
unemployment subsidy paid in each case and the entitlement period became conditional
upon the individual's work background.

Major changes introduced by this new law included the establishment of a minimum 36
months period working as an wage-earner (working either full-time or part-time) as a
requisite for being entitled to unemployment benefit whose amount and duration was
made dependent of the average wage previously earned by the individual currently
unemployed and the number of years he had been employed, respectively.

Although unemployment benefits were from there on seen as a financial compensation to
income loss due to unemployment, the social relevance of such payments was also
acknowledge. For this reason, the amount of benefit paid per employee was set a
minimum (equal to the minimum legal wage) and a maximum (equal to three times the
legal minimum wage).

Following the same principle, this law also introduced, for the first time in Portugal, the
"subsisdio social de desemprego” (unemployment social benefit) which is independent of
the individual previous work background (means-tested social benefit). This is granted
whenever individuals are not able to apply for general unemployment benefits or when
the time where this was due has elapsed; it is conditional upon individual's economic
condition, though. |
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In 1989, the legal regime of unemployment benefits was again changed. Such changes
were aimed at adapting the system to the specific needs of industrial restructuring as well
as at fostering the proportion of unemployed people receiving this benefits. The urge to
get closer to European standards for this respect seems to have been the motivation
behind this, although budgetary constraints have prevented that broader steps were taken.

Important changes were introduced, though. The period during which legal
unemployment benefits are due was enlarged, and the coverage of the system thereby
extended (table 29).

Table 29. Unemployment Insurance

1987 1988 1989 1990 1991 1992 1993 1994 1995

Number of Recipients (000) 66,9 597 595 67,1 91,5 1292 1710 1751 1764
% of registered unemployed 224 19,7 198 226 316 41,7 506 445 423
Pay per recipient (1000 esc.) 2893 307.0 340,2 3943 444,1 500,7 6221 7275 7510

Source: OEFP - Folha Informativa Anual

The amount of benefit paid in each regime remains roughly the same, although social
unemployment benefits became variable with the number of relatives financially
dependent of the unemployed and the amount of benefits paid by the general regime
became variable with the age of the unemployed individual rather than with his
professional background (i.e., years of experience), although the latter was only due to
the need of easing the administration of an otherwise very complex system.
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Table 30 - Unemployment and social unemployment benefits

Elegibility Duration Amount
Unemployment | Individuals must have been Varies from a maximum of | 65% of the average daily
Benefits employed for at least 540 days | 10 months for individuals work pay during a 6-
during the previous 24 under 25 years of age and 30 | month period prior to the
months; individuals must be months for those over 55. second month before

involuntarily unemployed and

have registered as job seekers

becoming unemployed; it
cannot be less than the

at the nearest Employment legal minimum pay nor
Office higher than three times its
value.
Social All unemployed that don't The same as for legal It is calculated as a
Unemployment | qualify for regular unemployment benefits, percentage of the
Benefits unemployment benefits and unless if social minimum legal wage;

were hired as employees for at
least 180 days in the previous
360 days, or that have already
received these benefits for a
time-period equal its maximum

duration.

unemployment benefits are
due after legal benefits have
been received - in this case,
its duration is half of the
above mentioned. For
workers over 55, social
unemployment will be paid
until they reach the age of 60
when they can apply for

anticipated retirement.

this percentage varies
from 100% to 70%,
depending on the number
of dependents in the

family of the employee.

Reflecting the changes the unemployment insurance went through, the proportion of the
unemployed that receive one of the two types of existent benefits has fast increased
between 1990 and 1992 (see Banco de Portugal, 1994, p. 76), although it has declined
ever since being now roughly 56%.
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Early Retirement

Until as late as 1991, early retirement schemes were not the object of any specific piece of
legislation. Only indirectly did law refer to these and even so because this schemes shed
some doubts on how should payments made to early retired workers be treated for
computing social security contributions due33. Although there is no available record of
firms that might have implemented such schemes, the fact is that some authors (e.g.,
Silva, 1992) refer to their existence; the fact that the problem was relevant enough to
justify the adoption of the above mentioned rules concerning the way the situation should
be dealt with from the viewpoint of the Social Security system further suggests that this
may have had some importance. In any case, it is clear that, for this matter, the facts have
preceded the law.

In 1991, the first law governing early retirements was passed with the acknowledged
motivation of recognising the specificity of older workers' position in the labour market.
Although this law was also aimed at dealing with the consequences of the introduction of
new technologies and organizational procedures in firms employing old workers lacking
the adequate qualifications or college education, it was in fact conceived so as to
accommodate the specific needs of firms that due to a severe financial situation or the
need of undergoing restructuring processes were forced to reduce the size of their
workforce.

This is still the viewpoint that dominates the guidelines which have been accepted by the
social partners for the negotiation of a global long-run social agreement - for the most,
early retirement schemes will remain a way of facilitating the way out of activity of older
workers, especially if this is an alternative to unemployment.

Data available on early retirement experiences are limited to the number of workers
concerned which is about 4 thousand/year. No data is available on the firms that made use
of this measure, although it is common knowledge that these were mostly big firms, and,
in many cases, state-owned. To the extent of our knowledge, no evaluation has ever been
done of these measures, either.

33 yntil a specific law was passed on this subject, effective rules pointed out that any amount of pay
received under early retirement schemes should be treated as work pay although special (lower) rates
applied for computing the amount of contributions to social security.
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definition: early retirement is the situation whereby workers over the age of 55 are no
longer required to work, or work required is reduced, although they keep the right to
receive a monthly pay until they become legally retired (due to reaching the age limit or to
disability), their work contracts are legally terminated or they are recalled.

pay: workers are entitled to a monthly pay that cannot be less than 25% of his last work
pay nor higher than this one; this pay benefits of the same protection guaranteed for
normal work pay. If due pay is not met the worker has the right to terminate the contract
due to just cause and receive the corresponding indemnity.

contributions to the social security system: these contributions continue to be due; they are
calculated on the basis of the same wage considered for stipulating the amount of pay due
during the period the worker remains in an early retirement situation; however lower rates

apply.

special remarks: (1) early retirements are conditional upon workers' agreement; (2) the
worker may have another paid job during the time he remains on an early retirement
situation; (3) as soon as they reach the legal age of retirement, workers on an early
retirement situation are inherently considered to have applied for legal retirement.

special cases where early retirement is permitted: early retirements are also permitted in
the case of firms in a critical economic situation with a recovery plan, covered by

industrial restructuring programs or undergoing processes of recovery permitted by law.
In such cases, the Instituto de Emprego e Formag@o Profissional pays half of the monthly
pay (up to a maximum equal to the minimum legal wage) during 12 month at the most and
exemptions of contributions to the social security system are granted for the period of 12
months. Additionally, when reaching the age of 60, workers can apply for an anticipation
of legal retirement.
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1V. 2. Active Measures

In this section we follow the definition of Active Measures proposed by OCDE
(1993:41). According to that definition, active measures are those aiming at easing
individuals’acess to the labour market and employment, as well as at improving
qualifications and fostering labour market efficiency. Such a definition, extensive as it is,
is for that very reason quite appropriate for our purposes. However, for practical reasons,
mostly related to data availability, a more restricted concept will be used when we get to
analyse existing measures. Throughout the remaining of this section we will restrict the
set of active measures of labour market policies to those that are either managed or
monitored by any department or institute of the Ministry of Employment. Most of the
measures considered under this criteria are also monitored by MISEP - Mutual
Information System on Employment Policies.

In this section we deal with:
1) Training Programmes

2) Promotion of Job Creation
3) Job Search Assistance

The most important measures aimed at helping groups of workers particularly hard hit by
unemployment will be surveyed in an additional fourth item.

Rather than merely presenting the measures implemented in Portugal in recent years, this
section aims at evaluating their results and identifying examples of best practices.
However, chances are that such objectives prove themselves too ambitious as most of
those measures were never the object of any serious effort of evaluation of their economic
and social impact, and in many cases available information refers only to the number of
individuals they have covered and the corresponding public expenditure who have
benefited form any of such measures and to the amount of money spent with each of
them.
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1) Training Programmes

There are no coherent series available concerning the global amount of investment in
education and vocational training by kind of programmes and actions. Only some specific
information about some training actions and some data about the global training
performances of training institutions, principally the training centres (directly or
participatory) managed by IEFP (see table 31) are available. Further selective data about
these same matters will be presented in Chapter V which deal with the education and
training systems.

Table 31. An estimation of the training system contribution for employment active
measures (people involved and investment) in the period 1990-1995

Training actions 1990 1991 1992 1993 1994 1995
1.Training actions realised
through:
11.Directly Management
Centres
111.People involved 7335 11566 17331 19656 12161 8084
112.Investment (a) 2971 4072 5321 6913 7277 6582
1.2.Participatory Manag.
121.People involved 39220 36871 33796 33849 40737 30164
122.Investment 6593 0248 11347 13774 11817 10283
2.Training actions targeted at
ex-trainees
21.People involved 1500 806 1053 932 890 683
22.Investment 111 126 181 172 196 134
3.Apprenticeship actions
31.People involved 10493 13171 17910 20339 17340 11145
32.Investment 6831 10261 17717 17795 14006 10126
4.Training actions aiming at
improving the transition of
young people into working
life
41.People involved 14078 13971 12685 4017 4737 1499
42.Investment 4033 4275 4786 1179 3269 851
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5.Training actions targeted at

adults and aiming at
improving job search
51.People involved 2811 4807 2395 1289
52.Investment 1497 406 1411 600
6.Training grants demanded
by workers
61.People involved 4768 2871 493
62.Investment 1782 2224 1032
7.Training actions targeted at
handicapped people
71.People involved 5204 4770 5827 5155 4816 5258
72.Investment 4280 4056 5226 5519 5796 5694
8. UNIVA's (b)
81.Investment 77 63 91

Source : Adapted from MISEP data.
Notes : (a) 1000 contos; (b) UNIVA's cannot be strictly seen as training actions, albeit they could

improve significatively the transition from training efforts to job-search conditions.

The estimation presented in table 31 should be cautiously understood due mainly to two

reasons:

» First of all, not all training actions may be seen as examples of employment active

measures; in fact, it would be necessary, in principle, to deal separately with

training actions and programmes conceived and managed as means of achieving

better conditions of transition into the working life and job search;

» Secondly, it is not possible to say that the seven groups of training actions
identified in table 31 are mutually exclusive; it is likely that these involve some
duplications in computing trainees and investment; if this is the case, it will not be

possible to estimate accurately the contribution of the training system to active

employment strategies.

2) Promotion of Job Creation

This set of measures includes those aimed at promoting the creation of new jobs, which
can be divided into two broad groups. On one side, we have those measures designed to
increase wage employment, and, on the other side, those that seek to promote self-

employment , specially by assisting in the creation of new firms.
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a) Promotion of Wage Employment

This group of measures works in general by stimulating labour demand. A distinction
should be made between subsidies for hiring new employees, on one side, and
exemptions or reductions of social security contributions paid by employers, on the other.

Wage Subsidies

Firms are temporarily granted subsidies of 12 times the legal minimum wage for each
additional permanent job created whenever these new positions are filled by certain
categories of unemployed individuals (youngsters seeking their first job or long-term
unemployed). Currently, only firms with 50 or less workers are eligible to benefit from
this programme, as results from the DL 34/96.

Reductions and Exemptions of Social Security Payvments

The main category of employment promotion measures implemented in Portugal fall
under this heading. Reductions and exemptions of Social Security payments have been
granted with the specific purpose of stimulating the employment of specific groups of
workers particularly hard-hit by unemployment. These incentives are only available for a
limited period of time in the case of youngsters seeking their first job and long-term
unemployed, but may be permanent in the case of disabled individuals.

Since 1986 (DL 257/86), employers have been exempted from social security payments
whenever hiring youngsters seeking their first job. Exemptions lasted for a 24 month-
period but were granted only if workers were hired on a permanent basis, either as full-
timers or part-timers. For this purpose, individuals between the ages of 16 and 30
qualified as youngsters.

In 1995, a new law (DL 89/95) enlarged the period of exemption of payments from 24 to
36 month and also extended it to the hiring of long-term unemployed individuals.
Simultaneously, a reduction of 50 percent on payments due to the social security system
was introduced when these groups of workers were hired on a temporary basis.

Data available on the effects of these measures, refer to the number of workers hired
under both regimes and are shown in table 32. The figures indicate a fall by one half in
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the number of hirings covered by these measures, following the evolution of the
economic cycle. It would be interesting to know whether this evolution is more or less
marked than the observed for other groups of workers because if it happened to be less
marked that could be a sign that these measures more than fostering employment by
means of reducing marginal labor costs, were in fact stimulating the substitution of
incumbent workers by youngsters or other targeted groups, as their relative cost is hereby
reduced. Unfortunately, no such information is available. In fact, although the 1986 and
the 1995 bills contain provisions to ensure that the programme was used to promote new
job creation (and not the substitution of incumbent workers) enforcement was lax. The
new government has recently changed the regime of this programme in the hope of
making stricter provisions for new job creation (see the introduction to the DL 34/96).

Table 32. Youngsters Hired Under Social Security Payments' Reductions and
Exemptions Measures

1990 1991 1992 1993 1994 1995
People Hired | 86 940 62 509 51 055 47 859 42 369 43139
Source: MISEP in DGEFP (1995)

Measures designed to stimulate the hiring of disabled workers stipulate that whenever
such workers are hired on a permanent basis, the corresponding amount of payment due
to the social security system by their employer is reduced by 50%.

The number of people hired under such scheme is presented in table 33.

Table 33. Disabled People Hired Under Social Security Payments' Reductions and
Exemptions Measures

1990 1991 1992 1993 1994 1995
People Hired 143 212 381 465 565 951
Source: MISEP in DGEFP (1995)

Table 34 summarizes available data on the amount of payments to the social security
system corresponding to the reductions and exemptions granted under these programs,
concerning the two above mentioned target groups.
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Table 34. Exemptions and Reductions of Social Security Payments Granted with the
aim of promoting the employment of the two groups of workers (1992 prices; 106

escudos)
1992 1993 1994 1995
Youngsters 105115 10 046,1 90929 8 280,7
Disabled 32,7 42,1 44,6 68,9
All 10 544,2 10 088,8 91375 8349,6

Source: MISEP in DGEFP (1995)

b) The Promotion of Self-Employment and business Start-Ups.

Most exisyting programmes contain clauses that privilege those projects hiring
unemployed individuals, although these are not not their only benefitiaries.

Some programmes incentive individuals to create their own job by offering technical
support and/or financial aid (such as subsidies and interest-free credit), the amount of
financial aid granted is usually computed on the basis of the number of new jobs each
project helps to create.

Besides these measures directly aimed at fostering the creation of new jobs, several
programmes designed to support the creation of new firms are also worth mentioning.
Although most of these programmes do not aim specifically at creating new jobs (they
rather have more sector-specific objectives - such as the modernisation of the productive
structure or the introduction of new technologies) this is one of their expected results (see
chapter V.3.). At this stage we only intend to remind that such programmes are usually
biased towards SMEs which are still seen as the leading force for both local development
and employment creation policies. Three particular measures falling under this heading
are worth a special reference. These are: the Local Employment Initiatives, the
Programme of Local Development Initiatives, and the Social Market for Employment.

The Local Development Initiatives Programme was first introduced in 1995, and it has
joined together, under the same legal framework, all existing measures aimed at
stimulating both the creation of new jobs and small direct investment projects.

In particular this program is made up of the following measures supporting the34:

34 Source: Ministério para a Qualificagdo e o Emprego (1996).
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* Creation of microbussinesses and small firms ancillary to the industrial and craft
sectors;

+ Setting up of local services dealing, in particular, with tourism, leisure, urban renewal,
building safety, environment, preservation and restoration of the local heritage and
social welfare;

* Local Employment Initiatives involving support for employment-generating investment
schemes;

* Productive investment schemes in the industrial, tourism, commercial and service
sectors;

» Exploitation of traditional products, develop rural areas, stimulate local communities,
forge links between local initiatives and trans-European communications network, etc.;

* Pilot schemes to demonstrate the anticipated effects of other measures.

This Programme has been coordinated by the Ministry of Planning in conjunction with
the Institute for Employment and Vocational Training (IEFP) and other services of the
administration.

Out of the above mentioned group of measures, the Programme of Local Employment
Initiatives (LEI) is also worth a separate reference. Although it is a part of the Local
Development Initiatives Programme since 1995, this Programme was first introduced by
the IEFP in 1986 who is again in charge of its management since the last revision of the
PPDR.

The LEI Programme aims at stimulating all initiatives that, resulting of local dynamics,
may contribute to the creation of new jobs that prove to be viable in both social and
economic terms. All projects that fit these basic requirements are eligible for support.
However, priority rules, concerning the area of activity and the employment status of
individuals to be hired, apply. In fact, initiatives in the personnel services sector,
particularly, in those welfare-related activities providing care to children and elderly
individuals, as well as those that will employ people previously unemployed or at risk of
loosing their jobs, are considered priority. Furthermore, projects concerning long-term
unemployed individuals, elderly or women, will apply for extended financial help.

111



Following some changes introduced by the current government (DL 189/96), the
promoter of these initiatives are now expected to go under specific training programmes
At the same time, changes were also introduced at the level of the programme
management. The fact that these changes were admittedly meant to achieve higher
selectivity and efficiency may indicate that, despite the fact that this programme is usually
presented as good practice some problems may persist after ten years have elapsed upon
its creation.

Although there is some consensus around the success of this programme, no work has
been made public presenting the results of any formal evaluation covering the whole
period of time during which it has been effective and evaluating the sustainability of the
projects that have been supported. Available data covering such time span is presented on
Table 35:

Table 35: Results of the LEI Programme

Number of Total Expenditure Total Expenditure
Individuals | (current prices; 000 esc.)| (1992 prices!, 000 esc.)

1988 1791 1353 475

19892 1601 1517 499

1990 1633 1 640 689 1990 161

1991 2086 1 136 047 1 236 985

1992 2432 1326 014 1326 014

1993 3045 4 833 270 4523 839

1994 2293 3 819 896 3 406 971

1995 3050 4 008 129 3436 030

1. deflator = consumer price index (house rents excluded);
2. data available were provisional when they were published and have never been confirmed

or modified.

Source: MISEP in IEFP (1987, 1990) and DGEFP(1995)
A more in-depth evaluation of this programme is available covering the period from 1986
to the first semester of 1990 (see Henriques et. al., 1991). Over this time span, 1300
projects have been implemented, accounting for the creation of over 5000 new jobs at a
total estimated cost of 4.1 billion escudos.

The objective of the above mentioned study was four-fold. It aimed at: a) assessing the
net employment effects of the implemented LEI and their estimated cost; b) characterizing
the group of actual beneficiaries of the programme and comparing it with the target -
group; c) identifying the specific features of the initiatives successfully implemented; d)
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gathering information that may help to improve the programme management in terms of
the cost-efficacy relationship.

This evaluation, which attempted to come to both quantitative and qualitative results, is
based on a number of interviews and case-studies, as well as on a survey, all of them
allowing to synthesize both the comments and the experiences of people involved in the
management of the programme, those implementing the projects and those occupying the
newly created jobs. 147 out of 216 initiatives implemented in 1986 were surveyed.

The main conclusions of this study were as follows:

* Both the efficacy and the efficiency of the programme are considered acceptable,
considering that its main objectives are reported to have been reached and that it
compares favorably with other programs implemented both in Portugal and in other
countries;

* Projects implemented perform quite well in terms of employment growth following
their creation; however, this finding can be biased as the surveyed period (1986-90)
was a period of intense economic growth in Portugal and, during the same period, the
growth rate of SMEs during their early years is fairly high (see chapter 1.3.)35.
Wages paid are reported to be similar to the average wage rate for workers with similar
characteristics in the rest of the economy. Notwithstanding, several cases of wages
paid below the minimum legal wage are also reported;

* Most of the projects implemented have been capable of standing up to the financial
commitments negotiated with the IEFP. Notwithstanding, 13% of all cases were
unable to pay back their liabilities, whereas 45% are reported be going under some sort
of financial difficulties;

 The result of this evaluation study is considered by their authors to be positive not only
due to the economic results of the programme, but also to its observed results in terms
of gains in self-esteem and in the improvement of the decision capability of the
projects’ promoters.

35 In fact, this study, just like many other, attempts to evaluate the effects of labor market policies
without comparing the performance of firms or individuals that benefit from each program against the
behavior of control groups designed for that purpose. Therefore, available results of most evaluation
studies cannot be considered more than temptative and, for that reason, unsatisfactory.
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More up to date data presented on table 35 suggests that this programme has been
reinforced in recent years possibly due to the widely agreed upon good results of this
programme. Furthermore, this programme is expected to play an important role in the
implementation of the Social Market for Employment project. For this reason, as we have
mentioned before, the LEI programme has recently undergone some changes, some of
which are the direct result of some of the less positive aspects that came out of this
evaluation study.

Recently, the Portuguese government has announced its intention of encouraging the
creation of employment by means of the development of a Social Market for
Employment, which is one of the main axis of its "Programme for Immediate Action for
Employment”. '

The Social Market for Employment Programme (Law 10-A/96 of 23.3 and RCM 104/96
of 9.7) was conceived to support the activities that although lacking economic viability
can help to meet certain social needs that fail to translate into a market demand. Among
such activities are family-aid services (such as home help for dependent - old - people,
kindergardens and nurseries), and activities devoted to the upgrading of the communities’
natural, urban and cultural heritage. The basic idea underlying this programme is that
such activities represent a reservation of work opportunities that can be use to provide an
occupation to the unemployed. It is expected that these activities although not viable in
economic terms can gain economic viability after a short period being supported by public
funds.

The conception of this programme did not call for the launching of new measures
specifically conceived. Instead, it merely articulated pre-existing measures (such as the
Local Employment Initiatives and Occupational Programs) in order to make them fit for
its specific purposes. However, this programme is still at its early-stage.

It is worth mentioning that there are some measures currently in force that aim at
supporting the creation and safeguard of jobs in cooperatives and craftworks activities, as
well as incentives to the preservation of the cultural heritage. Furthermore, atelier-schools
are expected to develop craftwork activities in inner areas of the country where job
opportunities are scarcer.

Data on Table 36 give us an idea of the importance of such measures.
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Table 36. Programmes for the Development of Craftwork and Preservation of
Cultural Heritage Activities

»
Craftwork Activities Cultural Heritage Activities
Years | Individuals | Public Expenditure | Individuals | Public Expenditure
(number) | (1000 escudos) (1) | (number) | (1000 escudos) (1)
1992 360 364 690 777 955 701
1993 150 453 479 852 873 825
1994 137 363 469 125 495 078
1995 276 459 546 87 71118

Source: MISEP in DGEFP (1995)
(1) 1992 prices

We have already mentioned that summing data published by MISEP is not exempt of
dificulties. Notwithstanding, the OEFP (1996) follows that procedure and gathers
information that shows that public expenditures on measures of “promotion of wage
employment” were nine times as big as the expenditure on measures of promotion of self-
employment and business start-ups”.

3) Job Search Assistance

The effectiveness of labour market policies, particularly the job search assistance, is to a
large extent conditional upon the structure of the IEFP, which has already been discussed
in chapter II.1.

Here, we will find a description of the functioning of the placement system, with an
emphasis on new placement procedures in the following box, transcribed from ERSEP
(1996). At the end of this point, table 37 gathers the data collected by MISEP about
individual involved and expenditure made with mesures of placement.
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BOX

Functioning of Placement
s

General Procedures

The approach of the employment offices to placement is based on personal interviews
aimed at co-ordinating the jobseeker's data with vacancies.

General information is provided on local and regional labour market conditions, on
alternative measures for integrating people into working life and on the unemployment
protection systems which are in operation. Detailed information and counselling on career
openings and/or the availability of vocational training schemes is also provided.
Employment offices with the necessary capacity offer general information sessions on
employment policy measures or for specific target groups. These include the long-term
unemployed, for whom such information sessions are provided with a view to making
their jobsearch activities more efficient.

The employment offices also disseminate information concerning employment policy
measures to employers with the aim of encouraging them to make use of the employment
offices' placement services and to create new jobs.

If necessary, jobseekers are examined by occupational doctors. Jobseekers who wish to
be employed abroad are provided with information on appropriate vacancies. If a vacancy
appears suitable the jobseeker is proposed to the respective employer. The employment
office must record the result of the placement attempt in order to gain qualitative
indications for future placement efforts and to keep its files up to date.

Apart from vacancies abroad, which are sent to the employment offices via the competent
bodies in the Ministry of Foreign Affairs, there is no obligation to inform the offices of
available vacancies. When a vacancy is reported to the employment office, it first checks
the vocational requirements and ascertains whether the working conditions conform to
current legislation.

As a second step, the employment office may negotiate the conditions of the vacancy.

New Placement Procedures

New placement procedures are currently being introduced with a view to preventing and
combating unemployment and facilitating the integration and reintegration of young
jobseekers and unemployed persons, especially the long-term unemployed. The primary
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goal of these procedures is to encourage the unemployed to find solutions to their
employment difficulties on their own initiative.

The following procedures deserve particular mention: information for the unemployed
concerning application techniques in individual and group counselling sessions,
vocational information, individual assistance programmes, incentives to independent
jobsearch and establishment of self-help groups for the unemployed.

In group counselling sessions a number of unemployed persons are offered information
and advice on their field of work. Different occupational groups are given consideration
and jobsearch techniques are dealt with in detail. Counselling is fitted to suit the needs of
the participants.

There are also group counselling sessions for unemployed persons experiencing similar
difficulties with reintegration and information sessions relating to business start-ups and
self-employment. These sessions are conducted in accordance with a model developed
specifically for jobseekers.

In individual counselling sessions the jobseeker answers a questionnaire designed
specifically to help in the search for employment, also in accordance with a special
jobsearch model.

The provision of vocational information (D.-L. no. 59/92 of 13.4.1992) seeks to educate
the population, especially the unemployed, as comprehensively as possible in order to
prevent or solve problems related to employment and vocational training. The aim is to
provide them with an opportunity to choose a career which offers prospects for personal,
vocational, entrepreneurial, social and economic development.

The individual assistance programme is designed for unemployed persons under the age
of 45 who are receiving unemployment compensation and have been unemployed for 9
months. Older unemployed persons may also participate on request if they are in receipt
of benefits. This placement measure entails personal supervision of the unemployed
person by agreement. Supervision is comprised of two elements: first, the actual
possibilities of reintegration into the labour market are examined. Then, employment,
training or on-the-job training is proposed.

Jobsearch incentives are designed to encourage the unemployed to find employment
independently or with the assistance of the employment office. They include a bonus if
the jobseeker is successful and reimbursement for expenditure on advertisements.

The promotion of "Jobseeker Clubs" (UNIVA and Clubes de Emprego) is intended to
facilitate, in co-operation with the employment offices, the integration or reintegration of
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young new entrants and the unemployed. Additionally, they provide a forum for
communication between trainees and the employed through exchange of vacancies and
jobs sought and through a joint analysis of employment and vocational training prospects
and training oriented towards the labour market.

(Quoted from ERSEP, 1996).

Table 37. Placement Measures Registered by MISEP

Training actions 1993 1994 1995
UNIVAS
People involved - - -
Expenditure 71602 56532 77735

Job Clubs
People involved - - -
Expenditure 26194 57151 26834

Individual Assistance

Plan
People involved - 130 -
Expenditure — - -

Assistance in the

Search for Employment
People involved
Expenditure - - 91

- 3640 13003

Payment of Advertising
Fees
People involved - - -
Expenditure — -~ 134
Incentives for
Geographical Mobility
People involved - - 5
Expenditure - - 2130
Expenditure in prices of 1992
Source: MISEP

Improving employment opportunities of ups particularly _hard hit b
unemployment

Active measures frequently discriminate positively certain groups of workers who are
particularly hard hit by unemployment and experience more difficulties in finding a job.
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In most cases, these are youngsters, individuals seeking a first job, individuals long-term
unemployed, women, and people over 45 years of age.

Measures in favor of disabled people are a part of a wider set of measures meant to ease
their social integration that include, the incentive to their hiring, job-protection, and
vocational training, among others. Due to their specificity, we will not be dealing with
these here. Instead, we will concentrate on measures directed towards the youngsters,
women, the long-term unemployed and the elderly.

a) Youngsters

In Portugal, youngsters are frequently considered a special target-group for either the
educational, the training or the employment policy. This is due to the fact that this group
of people usually experience higher unemployment rates than the average, in Portugal just
like in many other countries.

Here we will only refer to the measures whose beneficiaries are youngsters that have an
employment - oriented approach3 0. The Training / Employment Programme (P-iv.4,
according to the MISEP classification) for youngsters unemployed is one of such
measures. By this programme, the IEFP shares with the employers the costs of recruiting
and training for one year (both in a teaching room and on the job) youngsters previously
unemployed. In its early days, many youngsters have been covered by this programme,
but their number has been sharply declining (see Table 38).

Table 35. Youngsters covered by the Training /| Employment

Programme
1992 1993 1994 1995
Youngsters covered 11011 2963 3704 933

Source: MISEP in DGEFP (1995)

It should be noticed that MISEP data do not give any information about the number of
youngsters that have been hired after the completion of the training actions.

Still within the training policy, there is another programme specially targeted at the
youngsters (as well as at the long-term unemployed) that is worth mentioning. This is the

36 Other measures, such as those integrating the educational and vocational training policies are referred
to elsewhere in this report.
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Employment Incentives Programme for the Preservation of the Cultural Heritage that
offers young unemployed people a two-years training course on those matters, expecting
that such a background will improve their probability of finding a job. Unfortunately,
there is no available information indicating whether this is the case or not.

The more important measures aimed at promoting employment that specifically address
youngsters' case - exemptions from social security payments or allowance of wage
subsidies for each youngster hired and the Local Development Initiatives Programme -
have already been referred to. The Local Employment Initiatives also contain clauses
giving priority to projects recruiting youngsters seeking for a first job.

Besides, there is also a programme (P-v.6, according to the MISEP classification) that
seeks to support young people under the age of 25 that might be willing to create their
own job. As long as they have the necessary qualifications and a feasible project, they
will be given a subsidy, technical support and training. The available information on this
measure indicates that it covers less than 500 individuals every year, since 1993.

Although aimed at promoting investment and not employment, the Integrated Incentive
Scheme for Young Entrepreneurs deserves also a reference as it supports - by means of
grants, loans, venture capital, guarantees and enterprise nurseries - the creation,
expansion, modernization, internationalization and competitiveness enhancement of firms
predominantly owned and run by young entrepreneurs aged between 18 and 35.

Finally, it should be mentioned that data available clearly indicates that the number of
youngsters who have benefited from active labor market measures in recent years has
been decreasing. The OEFP, gathering information mostly on training programmes and
social security exemptions and reductions comes to the same conclusion.

b) Women

Women form another group of people particularly hard hit by unemployment. For that
reason, they are also the target of a number of active measures included in the Portuguese
Multiannual Programme for Employment, particularly in what concems training
programmes and incentives to job and employment creation. In general, such measures
were designed with the aim of promoting equality between gender.
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Out of these measures, the most important ones that are currently effective are:

* Vocational training for unemployed women that can facilitate their integration or
reintegration into the labor market. Priority is given to training oriented to new
occupational fields, traditionally male-dominated professions, and business start-ups. In
addition, support is provided for the establishment of women's "Exchange and
Counseling Networks” with a view to fostering co-operation between different
educational centers for women and exchange of information and experience.

+ Programmes for the Integration of young people into vocational life - these exempt the
suppliers of training from paying their share of the training costs whenever women are
the beneficiaries of training.

» Incentives to small businesses start-ups - subsidies grant for the creation of small
businesses are subject to a majoration of 20% whenever the entrepreneur is a woman.
Similarly, subsidies granted per each new job created are also majorated by 20% in case
of recruitment of women into an occupation where they are underrepresented.

» Local Employment Initiatives - the creation of jobs for women is encouraged by
granting a 20% increase in the subsidy given per new job. Projects presented by women
are also given priority at al stages of the assessment and decision making process.

For the remaining, training programmes do not contain specific clauses calling for a more
important adhesion of women which is elsewhere reported to depend, among other
factors, on the times, schedules and locations chosen for the organization of the training
schemes (see Meulders, 1996:7). Data presented by ERSEP 1996 on these measures,
though scarce, are the most complete available (see Table 3639).

Table 39. Women under Training Programmes

Public Expenditure | Number of Women
(000 PTE)
1992 119 178 200
1993 123 804 572
1994 66 366 n.a.

Source: ERSEP (1996)
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For all other measures, no information was made available indicating the share of women
in the group of all individuals who have benefited from them. It is, however, fair to say
that from a policy point of view, redirecting training and job preferences towards women
as well as stimulating their entrepreneurial spirit are major commitments. Incentives to
women's employment are mostly given to the creation of their own firms, as no specific
incentives to the hiring of women exist (unlike what happens for youngsters and long-
term unemployed). Notwithstanding, short-term programmes directed towards the
training of women as entrepreneurs, which were effective in 1989 and 1990, had met no
more than 100 applications.

¢) Long-term unemployed

Several active measures available are either specific to long-term unemployed individuals
or contain clauses granting these a more favorable treatment. Government's intervention
at this point has three main objectives: a) to help people unemploymed with their job-
search effort; 2) to help them to get new skills; and 3) to increase their probability of
finding a job.

Bearing in mind these objectives, the Multiannual Programme for Employment, following
the guidelines of the Immediate Action Programme for Employment, embodies an
Integrated Programme of Fight Against Long-Term Unemployment which is no more
than an attempt to gather and stimulate efforts at the Employment Services level in order
to offer better services for the unemployed, particularly in what concerns their counseling
activities.

This new programme goes along with other continuing measures such as "job clubs”, the
individual assistance plan, the self-placement support scheme, and placement incentives.
Besides, a number of measures, which we have already referred to, also apply. Out of
these, the following are worth mention again:

+ Exempting employers from social security payments or allowing subsidies of 12 times
the legal minimum wage whenever they hire long-term unemployed individuals;

* Incentives to the creation of a self-employment business whereby a 20% bonus and a
subsidy for the rent and the costs with the preparation of premises and equipment are
added to the general subsidy available (equal to 12 times the legal minimum wage);
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* Vocational training in areas related to the preservation of the cultural heritage that may
enhance the prospects of finding a job or of becoming an independent worker;

* Special vocational training courses for people in a disadvantaged situation or making
part of marginalized social groups.

Although by their nature, they should be considered among the group of passive labor
market measures, we believe that Occupational Programmes should also be mentioned
among the set of measures designed to help individuals long-term unemployed37. Such
programmes provide temporary occupation for people unemployed that for that reason
notoriously experience economic difficulties and that either do not qualify for receiving
unemployment benefits or have exhausted the period over which this was due. The
responsibility for such programmes rests with public institutions or with non-profit
private organizations. Table 40. summarizes data available on this programme.

Table 40. Occupational Programmes

Number of Total Expenditure Total Expenditure
Individaals (current prices, 000 | (1992 constant prices)
PTE)
1992 5574 9 366 819 9 366 819
1993 6170 2 428 188 2273 295
1994 8070 1 409 421 1 257 065
1995 11 978 3 082 747 2 642 732

Source: MISEP in DGEFP (1995)

Data on table 40 therefore suggests that the number o people covered by these
programmes has been increasing in recent years, like most of all other passive measures
and unlike the active ones. However, the evolution of this measures is not complete
without referring that in 1989 and 1990, some 15 861 and 8 145 individual were covered
by similar programmes that preceded the Occupational Programme. These were the
Occupational Programme for Seasonal Workers, and the Programme Supporting Workers
that are Long-Term Unemployed (the only one addressing specially the case of long-term
unemployed workers who do not receive unemployment benefits).

37 Although these programs are not, in fact specially designed to help those who are long-term
unemployed, it is legitimate to believe that these are among their main addressees.
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d) Elderly Workers

Some special measures are also available assisting elderly workers in finding a new job.
These include employment incentives for older workers, on-the-job training incentives
both of which apply in the case of workers older than 45.
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V. OTHER POLICIES HAVING AN IMPACT ON THE LABOUR
MARKET

V.1. Education and vocational training

V.1.1. A national consensus identifying the problem and a lot of interrogations about the
measures and actions to tackle it

There is a broad consensus among political, economic and social actors enhancing the
need of improving the performances of education and vocational training national system
in order to favour a more effective catching-up process vis a vis E.U. countries and to
accelerate the adjustment process towards a new regime of competitiveness.

A so broad consensus would probably justify a more fastly progression in selecting the
pertinent measures and actions and in mobilising enough resources for tackling the
problem and increasing more fastly the level of accumulated human capital in Portuguese
society.

Some analists, in a very stimulating and provocative way, say that hesitations and
interrogations on strategies for action suggest that we are probably facing a false
consensus. Just in exploratory terms, some questions should be isolated in order to
understand why a false consensus is emerging :

+ It's true that, notwithstanding the expansion and diversification of educational and
training streams over the past ten years, basic education, vocational education and
vocational training are still lacking a strategic integration through the implementation
of a common decision-making process;

» The social value and validation by the market and by the society in general of
education and qualification levels are still low comparatively to other societies
searching for similar places in international competitiveness;

» The organisational level of the entrepreneurial models that are still dominant in
Portuguese economy and the low level of education of SME's entrepreneurs are
strong factors explaining the still remaining low propension to hire qualified people
and to invest in training actions; paradoxically, the recent Porter's report (Monitor
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Company) on comparative advantages of Portuguese economy sustained that
"insufficient education and training of the workforce" was the most widely cited
factor hampering firms' productivity performances ( OECD, 1995 :44);

» The social acceptance and the self-esteem of teachers is decreasing and generating
hardly complex situations of decreasing quality of education courses in a context of a
very large rise in school attendance and of some progresses in repetition and drop-out
rates;

* Dueto the low internal flexibility of the labour market (within firms themselves) the
improvement of the average level of qualification of human resources within firms
risks to be significatively lagged vis a vis the increasing education levels;

+ The illusionary perspective that the regime of "numerus clausus” in public higher
education could have prevented the Portuguese system from the dangers of
massification in higher education provoked a contradictory situation of increasing
private supply without a corresponding jump in quality and innovative areas;

» Experimental education and technological vocation of young people significatively
decreased in the last ten years; the very bad results in national examinations
concerning Mathematics and Physics of 10th, 11th and 12th year courses seem to be
the result of a very risky reorientation of people expectations towards white-collar”
activities, generating a terciary bias within education system.

Answers to these exploratory questions mentioned above are not yet a matter of true
consensus among political, economic and social actors, suggesting that questions are
much more complex that they seem to be.
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V.1.2. Recent developments in education and training systems

V.1.2.1. Education system

a) A global overview

Within the most important references concerning the analysis of the evolution of
Portuguese education system38, there is a broad consensus on the importance of the Basic
Law on Education of 1986 (46/86 of 14th October) in establishing a "coherent framework
for educational reform”. The perceptions of the achievements induced by this reform
remain very controversial among the different education agents and actors. Some critics
argue that the way how the administrative apparatus of the Ministery of Education
implemented this reform has been biased towards quantitative realisations, neglecting a
more comprehensive and qualitative evolution of the education system, principally the
mobilisation and motivation of teachers.

Notwithstanding the controversy around the evaluation of the effects of the reform
implementation, the mentioned Basic Law is effectively the main conceptual framework
structuring the education system (Luis Imaginédrio, 1995:5).

The most relevant changes have been introduced in basic and secondary education levels.
First of all, the compulsory education has been extended to nine years, corresponding to
three cycles (four years for the first cycle, two years for the second and three years for the
third).

It is important to notice that, according to the. 1984 OECD review of Portuguese situation,
the extension of compulsory education would require complementary investments in new
facilities and curricula reforms in order to prevent the intensification of early school
leaving prospects. The available evidence show that OECD remarks were correct and very
pertinent. In fact, the creation of basic integrated3® schools is seen as one of the most
important pre-requisits for achieving high rates of conclusion of compulsory education :
"Considering that early school leaving between the different cycles of basic education is

38see for example OECD 1994 and 1995 Economic Surveys on Portugal, Luis Imaginario (1995) and
Joaquim Azevedo (1995)

39 The concept of integration is very broad (organization, curricula, teachers, local resources and different
modalities of education, such as vocational education and community education).

K
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also correlated with the transitions from one school to another school, basic integrated
schools may increase the visibility of the association between compulsory education and
the attendance of the "same" school” (Luis Imaginario, 1995:6-7). Nevertheless, we
know that basic integrated schools are still a small fraction of education establishments
and a cautious interpretation is necessary : "The Basic Integrated School may be the
mainstream of the political reformulation of basic education, concerning the spatial
distribution and the territorial integration of schools and the training of teachers .
However, it cannot be seen as a panacea for the resolution of the huge problems of basic
education” (Joaquim Azevedo, 1994:71).

Other controversial questions about basic education are the interventions required for the
up-grading of first cycle and the discussion about the eventual role of technological
education in basic education. Some authors think that technological education should play
a similar role to those of Mathematics, Physical Education or the mother language in basic
education. Others, on the contrary, sustain that technological education cannot be
understood as an element of basic education. In any case, it should be noticed that
Portuguese education system has a deficit of technological culture and information.

As regards the first question, the main priority of the new Government is improving the
coverage of early childhood and of basic education (particularly of the first cycle). The
key question will be to discuss whether the generalisation of early childhood education
would be better approached in a more decentralised way, involving Municipalities and
families, rather than turning it into a task-force for central services.

The second question is more controversial. The lack of technological education in
Portuguese society may be considered as a serious bottleneck of the adjustment to new
competitiveness dynamic factors. The question is to know whether or not technological
education should be integrated in basic education. For the moment, technological
education appears in the third cycle of basic level as an alternative curricula for musical
education, arts and the second foreign language, which seems to be an hybrid solution,
not solving the main central question mentioned above.

Concerning secondary education, the new Basic Law on Education introduced two
different types of secondary courses: General courses, targeted at youth planning to
continue to higher education and Technological courses mainly oriented towards young

#
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people planning to have access to the labour market after the completion of upper
secondary education. Some problems have been noticed due to the cohexistence of two
secondary courses (before and after the Reform). The main difference was that the new
secondary course just admits a three-year duration cycle, whilst the "old" one had a two
year duration cycle, requiring a 12th year for accessing higher education. So, some
problems of compatibilisation emerged concerning the conditions of accessing some post-
secondary education courses offering a professional qualification to young persons
planning to enter the labour market.

The creation of a small number of technological secondary courses seems to be a result of
a good perception of the risks probably generated by an excessive specialisation. A very
fast technological evolution will surely precipitate faster obsolences of specific knowledge
in very specific fields. Briefly, the existence of a small number of technological courses is
not a consequence of an experimental approach but, on the contrary, represents a political
and wise decision of reinforcing the knowledge of technological processes and the role of
attitudes, competences and behaviours within them. So, "each technological course is a
kind of a common base able to integrate several terminal specifications, through work
experiences or terminal traineeships” (Luis Imagindrio, 1995).

Anyway, one may question what is the rationale of creating technological courses in
secondary education and at the same time creating vocational courses within Training
schools#? ( Escolas Profissionais), both leading to the award of level 3 certifications and
of a secondary "diploma” (12 years). We totally agree with J.Azevedo (1994:88), closely
associated to that question, when he sustains that a great majority of young people wants
to have further education within a secondary school, seeing it as an opportunity to social
progression and access to higher education. Many students are choosing technological
courses as good interfaces with Polytechnic higher education and some University
courses such as Ingeniering and Arts. The question is always how to combine this role
with that of allowing for a good preparation and certification to those young persons
aiming at entering the labour market.

40Acc0rding OECD definition, they are autonomous schools created by local authorities, enterprises,
unions and entrepreneurial associations in response to specific needs, directed to persons completing the
second and third cycle of basic education, offering currently three-year courses, as well as traineeships
within enterprises after completion, leading to the award of EU level and level certifications (1995:94)
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It is possible that some young people, coming from low and medium income families,
anticipating bigger difficulties in accessing public higher education and being unable to
pay for alternatives in private higher education, are choosing technological courses as a
second best choice. On the contrary, some experts sustain that there is a very generalized
perception in Portuguese society devaluating the role of vocational secondary education
(technological courses, training schools and apprenticeship*! comparatively to general
education trajectories. As Luis Imagindrio has stressed, vocational education is often seen
as a good solution that we recommend to other people and not for ourselves, conducing
to a biased hierarchy (1995:17). As, it is easy to understand, if we could find a
significative correlation among the distribution of those who succeed in accessing higher
education and the income distribution of their families, we are facing a very severe
reproduction of inequalities in Portugal and very strong obstacles to social mobility.

Vocational education system is completed with some experiences not managed by the
Ministery of Education, combining the award of education levels with professional
certification. That is the case of Technological Schools created in the framework of the
PEDIP, targeted at young people having completed 11 years within secondary schools,
the Schools managed by the Instituto Nacional de Formagdo Turistica targeted at young
people having completed 9 years and the very specific case of Casa Pia in Lisbon.

Within this complex system perhaps the most interesting feature to follow in the future
will be the evolution of training schools and the way how vocational education demand
will be distributed between them and technological courses. Available information
suggest that the reaction of civil society to the creation of the Training Schools has been
very positive. In the period 1989/90-1993/94, 182 schools have been approved within
412 applications and in the last year of this period the total number of enrolled students
was already of 22 727 students (J.Azevedo, 1994:91-99). According to the same source,
in the year 1993-94, technological courses (secondary schools) and professional courses
(Escolas Profissionais) represented, respectively, 27 and 9% of the total ammount of 111
000 enrolled students in the 10th schooling year.

41According OECD definition, it combines vocational training provided at government centres and work
experience in firms and is targeted at the needs of young people having dropped out of the school system
before completing secondary education and of thus entered the labour market without vocational training
(1995:55); it will be analysed concerning the evolution of training system (specificaly of initial
vocational training activities).

130



It is true that, concerning training schools, local, regional and sectoral aspects led to a
very strong diversification of curricula and courses. We may question the ability of the
employment market to perceive that diversity of supply of vocational education courses.
This is a very important topic because the rationale of training schools requires a strong
involvement of entrepreneurs in the project. In the period 1989/90-1993/94, the
promoters of 20 and 13% of the schools created were, respectively, private firms and
entrepreneurial associations, which is a positive signal. Nevertheless, further evidence is
needed concerning the evaluation of this experience*2. Some problems are arising
particularly because, after the enthusiastic first years, some projects didn't succeed in
achieving enough finantial autonomy. Strongly dependent upon actions co-financed by
the European Social Fund, these experiences failed in strenghtening their basic
partnerships. Nonetheless, whatever will be the results of the global evaluation of
Training schools' experience, it is unquestionable that Training Schools will be key
instruments in order to improve and decentralize the vocational education system and
above all in order to reduce the degree of disconnection between education system and
firms.

One of the main effects of the bad average results of national examinations for students
completing the 12th year of schooling has been to renew the controversy on the
assessment of the education system performances. The problem of the quality of
education of those who complete secondary education is arising again, whilst the
performances of the system conceming the evolution of drop-out rates, in spite of the
progresses that have been observed, are still lagging behind EU countries.

In sum, exclusion and lack of quality are, paradoxically, two problems still evolving
together in a context of substantial improvements in the performance of the education
system. These two problems are closely associated to the lack of articulation and dialogue
between education system and firms.

In a so complex context, a stage-approach for the improvement of education
performances will be a very risky choice. Different problems should be tackled at the
same time. The case of remedial programmes ("ensino recorrente”) for further education
of adults illustrates well why a multi-problem approach is needed.

424 second global evaluation of the experience is under way not yet available.
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Remedial education is ("ensino recorrente”) targeted at adults as well as young people
with more than 15 years old, extending the tradition in Portugal of night schools
providind evening classes. It offers courses for the three cycles of basic education and for
secondary education. The main difference is that, concerning basic education and contrary
to the example of Training Schools and Apprenticeship System, it offers no vocational
education, which seems being contradictory with the characteristics of the population
targeted. Although it aims at offering education trajectories adjusted to the needs of this
population. Anyway, one should acknowledge that it is not easy to organize courses able
to integrate so different forms of formal or informal knowledge and competences.
Remedial secondary education offers general and technological courses.

Finally, between secondary education (12 years) and Polytechnic higher education
(generally three years), in the structure of education system in Portugal we should
mention a kind of post-secondary vocational education concerning Technological and
Artistic specialisation courses*3. Their duration is about 2-4 half-year courses, including
a professional traineeship within working environment. According to our perspective,
post-secondary vocational education should be wisely organized in a very close
association to some specific needs of intermediate staff within firms. More controversial
is to discuss who can have access to this post-secondary vocational education: only those
completing level III vocational education secondary schools or extending that possibility
to the population having completed general secondary courses.

As regards higher education, the most impressive developments are the correlated effects
of the "numerus clausus” regulating the conditions of access to public higher education
and the proliferation of private polytechnic schools and universities. By the first time,
since several years, in September of 1996, some vacant places have been registered in
public Polytechnic Schools and Universities, which is an indication of the new tendencies
arising concerning the adjustment between demand and supply.

Nonetheless, it is very impressive that the appraisal made by firms and entrepreneurs of
the qualification of graduates and of higher education supply didn’t improve even in a
context of explosion of public and private courses. Beyond the very particular case of the
Catholic University, with a good image within firms, public universities and

43gimilar to the French experience of BTS -Brévet de Technicien Supérieur (bac plus two years),
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polytechnical schools remain the better placed institutions from the point of view of firms
concerning the social validation of the quality of graduation.

On the other hand, the average classifications of those who succeed in accessing the
courses that they have chosen as the first, the second or the third priority became a proxy
of the reorientation of youth preferences. In our opinion, the decreasing average
classification of secondary students that have accessed engineering schools or
technological schools in general it is a striking feature of the present situation. We know
also that the average classifications in the 12th year examinations have been very bad as
regards some matters as Mathematics or Physics.

Another important critics made by some important entrepreneurs concerns the lack of
experimentation, case studies approaches and simulated environments of decision-making
processes involving risk in the great majority of higher education courses. A trade-off
between the quality of general knowledge in specific fields, including vocational
education concerning attitudes, and the proliferation of curricula more and more
specialised exists and there is enough evidence that is not well solved.
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b) Some strategic figures

Pratically all the analysis available confirm that the Portuguese education system is being
recently characterised by two main trends : the strong increase in rates of participation and
the persistency of serious structural bottlenecks+.

Table 40 summarises the most significative and accepted structural indicators reported to
the beginning of the 90's (in order to ensure a good correspondance with 1991
Population Census):

Table 40. Structural indicators of the Portuguese education system at the beginning of the

90's
Indicators North Centre Lisbon Alentejo Algarve | Mainland
1. % of child enrolled in
_pre-schooling 38.7 50.8 53.5 48.3 39.1 46.0
2. Illiteracy rates ( > 15
ears old) (%) 12.9 15.3 8.9 23.6 15.4 i2.6

3. % of young people (12-
14) enrolled in education
system 81.7 88.9 - 9438 90.3 93.7 88.2

4. % of young people (15-
17) enrolled in education
system 48.8 61.5 77.9 66.9 73.8 62.5

5. % of young people (18-
23) enrolled in education
system 23.5 30.6 41.6 29.2 28.6 31.2

6. Net enrollment rate for
2nd eycle of education
system (%) (a) 54.3 56.3 64.3 58.5 57.9 58.2

7. Net enrollment rate for 3
rd cycle of education

system (%) (a) 41.4 48.9 61.1 52.4 57.9 50.5
8. Net enrollment rate for
secondary education (%) 20.2 25.7 36.7 27.8 30.8 27.5
9. Net enrollment rate for
_h_ighereducation (%) (a) 8.3 10.7 15.8 8.4 7.1 11.2

10. % of 15-19 age group
having completed 6 years
of schooling 73.6 75.7 85.8 82.7 78.5 78.6
11. % of 15-19 age group
having completed 9 years
of schooling 26.9 29.4 46.3 39.2 35.4 34.4

12. % of 25-29 age group
having completed 6 years
of schooling 52.9 60.9 74.9 66.1 63.6 62.5

44Ana1ysing the last twenty years, Joaquim Azevedo speaks of spectacular evolutions and disturbing
impasses; the former are mainly association with the explosion of demand and the latter are principally
concerned with regional and social disparities, drop-out rates and educational attainments( J.Azevedo,
1994:17).
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Indicators North Centre Lisben Alentejo | Algarve | Mainland

13. % of 25-29 age group
having completed 9 years
of schooling 26.3 32.0 49.3 38.4 33.6 35.8

14. % of 30-34 age group
having completed higher

education 9.3 10.4 17.2 9.1 9.1 12.3
Sources : Adapted from CCRN, Disparidades Regionais em educagdo e formagdo : a Regido Norte, Porto,
February, 1996

Notes : (a) Net enrollment rates differ from gross enrollment ones because they represent the ratio of the number
of individuals belonging to a specific age group enrolled in school level corresponding to their age relatively to
the toatl ammount of individual of that age group. Gross enrollment rates concermn the ratio of individuals
enrolled in education system independently from the level of schholing.

This table gives a very pertinent picture of the structural strenghts and weaknesses of
Portuguese education system. It is particularly impressive to notice the decrease of gross
and net enrollment rates as we pass from younger to higher age groups, reflecting the
effects of the explosion of demand in more recent times.

Education attainment levels concerning the completion of nine years of schooling and of
higher education by individuals from 25 to 34 years old are impressively low, illustrating
how recent is the explosion of demand for education. Regional disparities complete this
picture, principally taking into consideration that North and Centre regions, with
significative levels of industrial concentration, are facing a relatively less-favoured
situation concerning the majority of the indicators presented in the table.

Anyway, considering the magnitude of demand trends, these structural bottlenecks
should be understood in a framework of transition towards much higher enrollement
ratios ( see Table 41, illustrating the generalisation of demand for education):

Table 41. Main trends in demand for education in Portugal

Education levels 1980-81 1985-86 | 1991-92 | 1992-93 | 1993-94 | 1994-95

Ist cycle of Basic Educa-

tion 886046 846318 658305 613697 585190 518192
2nd cycle of Basic Educa-
tion 322382 388994 354631 339244 328671 283294
3rd cycle of Basic Educa-
tion 259289 335980 438939 431552 439695 410579

Secondary education and
technological and vocatio-

nal courses - day schools 134746 170961 296315 291758 301545 288065
Idem night schools 59371 58679 62829 56679
Public Higher education 75830 76530 150685 165827 181965 195709
Public higher education
(only Universities) 69682 92423 145825 158687 168119

(1986-87)
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Education levels 1980-81 1985-86 | 1991-92 1992-93 | 1993-94 | 1994-95

Private higher education 8956 22583 68650 81696 93779 94589
(1986-87)

Public spending in

education /GDP*100 (a) 4.13 4.03 4.91 5.36 5.38 5.36

Public spending in

education/public

spending*100 (a) 13.83 10.64 11.87 14.22 13.84 12.91

Notes : (a) Reported to the first year of each period
Source : A.Barreto (org.) (1996), A situagdo social em Portugal 1960-1995

The need for a transition approach is clearly demonstrated integrating the evolution of
demand and the evolution of repetition and drop-out rates. These rates remain a matter of
concern, principally because early-school leavers, entering the labour market, tend to
perpetuate the hard trends observed in a vast majority of firms hiring non qualified
people. Nonetheless, from 1980 to the provisional data of 1994, drop-out rates are falling
principally regarding the level of 6 years of schooling. Recent evidences (Portuguese
Catholic University, 1995) show that the drop-out problem, although loosing relevance at
national level, tends to remain a hard tendency in some areas.North Region fits well these
evidences : in the beginning of the 90's, drop-out rates for second and third cycle of basic
education were, respectively, 15.1 and 23.7% (CCRN, 1996 : 127).

The last official estimation of drop-out incidence is reported to 1992-93 (see the following
table):

Table 42.Incidence of drop-out situations in 1992-1993 ( rates and absolute

ammounts)
Years of schooling Drop-out rates (%) Absolute ammount
(individuals)

1 0 -
2 6 7788
3 6 8428
4 7 10500
5 8 11551
6 14 21996
7 2 16400
8 10 15116
9 11 13958
10 8 9450
11 8 8169
12 - -

Total - 123956

Source : DEPGEF/ME
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Drop-out incidence, although it presents serious spatial unbalances, mainly concentrated
in the more industrialized areas of the North and Centre regions, is a clear evidence that
decentralisation needs further developments concerning the integration of several
instruments and policies. At the same time, it is necessary to demonstrate to families that
school is a valuable contribution for job search and to firms and local entrepreneurs that
school may produce qualifications needed.
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V.1.2.2. Training system

a) From the impulse of the 1st Community Support Framework (CSF) (1990-93) to the
reorientation trends being introduced by the 2nd period of implementation of the 2nd
Community Support Framework

Before the adhesion of Portugal to the European Union and principally before the
preparation of the 1st CSF (1990-93), the lack of national tradition and capacity
concerning the organisation and management of training programmes and actions was the
main element of characterisation of the national training system's structure.

Recently, an official document published by IEFP (November 1996) assumed a very
critical evaluation of this transition period: "Considering that another orientations have not
been available, national priorities for national’s training system and those of CSF's are
pratically the same. The European Social Fund (ESF) became then not only the main
source for financing the training system but also the main factor organising national's
training policy.(...) Nonetheless, the lack of adaptation of the ESF management
structures to national reality induced in the 1st CSF a very generalised and easy way of
accessing the available resources leading to a low quality level of training achievements,
generating a system lacking organisation and solid demonstration effects for actors
outside the system". This is a particularly severe assessment, principally because it is
formulated and assumed by the IEFP, the main public institution responsible for training
policy in Portugal.

In fact, the 1st CSF 1990-93 has been organised under a strategy of diversification and
plurality of operational programmes, that represented a new stage for training policy in
Portugal (see the following table). At the same time, the co-participation of EU regional
funds allowed for a significative improvement concerning training infrastructures. The
influence of EU structural funds should be emphasised. The radical alteration that it has
been introduced in the mid-1980's in vocational training system, strenghtening the
decentralisation of IEFP and establishing a tripartite body for overseeing the functioning
of the training system, required, in order to be effective, new commitments concerning
public funding only available with EU'’s intervention.According an estimation made by
OECD services, EU structural funds, from 1989 to 1993, provided resources equivalent
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to 6.8% of Portugal's 1989 GDP concerning investment in education infrastructures and
vocational training courses involving around 1.7 million persons (OECD, 1995:61).

Table 43. Operational programmes of the 1st CSF concerning training

OP1-Training for active population

OP2- Developing and supporting employment and training structures

OP3- Apprenticeship programmes

OP4- Advanced training concerning Information Technologies

OP5- Training for long duration unemployed adults

QP6-Supporting the creation of new jobs for long duration unemployed adults

OP7-Training-employment actions for long duration unemployed handicapped adults

OP8--Training-employent actions for long duration unemployed adult women

OP9-Training-employment action for long duration unemployed migrant adults

OP10-Training actions targeted at improving integration conditions of young people into the working life

OP11-Supporting the creation of new jobs for young people searching for a job

OP12-Training-employment actions for handicapped young people searching for a job

OP13-Training-employment actions for young women searching for a job

OP14-Training-employment actions for migrant young people searching for a job

The diversity of situations and of targeted social groups is very impressive, principally
taking into consideration that the 1st CSF has been prepared under a climate of good
prospects for labour market performances in Portugal.

The evolution and the results of the 1st CSF are particularly critical concerning the
Operational Programmes aiming at improving the access of young people to the working
life. such as OP 10 and more indirectly OP2, OP3, OP4 and OP!1.In fact, the training
programmes targeted at young people and aiming at achieving a more effective transition
for working life and entry into the labour market are key instruments of training policy,
principally in periods in which labour market performances begin to worsen. As the 1st
CSF has been then prepared under a climate of optimism for labour market and it ended in
a sharp decrease of employment creation, training programmes such as the OP10 should
be analysed as case studies able to identify best practices for training strategies improving
young people job-search strategies and attitudes.

A brief overview on the main results achieved by the OP10 highlights the active
intervention of IEFP and Training Centres closely associated to it:
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Table 44. Structure of training actions promoters within OP10 (1990-94)

Promotors Number of trainees
IEFP through specif programmes of training-

employment transition 44845

IEFP through Direct Management Training Centres
(PMC) 9113

IEFP through Participatory Management Training
Centres (PMC) 27480
External institutions 60225
Total 141663

Source : IEFP - Relatorio de Saldo 1990-1994
Two main elements should be emphasised:

» Firstly, beyond the intervention of IEFP through Training Centres, IEFP managed
their own programmes aiming at providing better conditions for entry of young
people into the labour market;

+ Secondly, further analysis on training actions shows that, whatever is the promotor,
services have been the main activity covered by the programme, as one can see
through the following table.

Table 45. Distribution of OP10 training actions by sector of activity and type of
promoting institutions

Promotors % of training actions in % of training actions in services
manufacturing industry
IEFP through specific programmes 28.1 49.6
DMC 25.8 35.8
PMC 33.6 27.3
External institutions 4.7 92.7

Source : Adapted from IEFP, Relatério de Saldo 1990-94

Evaluation results of implementing the OP 10 show how difficult is the preparation of
qualification training programmes aiming at managing the complex theme of helping the
entry of young people into the labour market. Evidence available suggests that these kind
of programmes should manage not only the segmentation of labour market but also the
diversity of social groups of young people that should be targeted. The groups of
unemployed young people that have been more easily covered by this programme have
been precisely those that left the education system with higher levels of qualification,
consequently more prepared in order to use training as a passport for getting a job.
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b) The legacy of 1991 Economic and Social Agreement on vocational training policy

The 1991 Agreement on vocational training policy has been one of the main results of the
1991 Economic and Social Agreement signed between social partners and the XI
Constitutional Government, observed in the mid-period of implementing the 1st CSF.
That Agreement has introduced two main areas of innovation within vocational training
system : the improvement of the vocational training/work interface and the development
of further education and training.

Concerning the first area of innovation, it must be said that, by the first time, it has been
clearly expressed the objective of providing a minimum one-year of vocational training to
all new entrants into the labour market. The main priorities were a global legislative
framework on vocational training, specific measures on vocational training within labour-
market programmes, the implementation of pre-apprenticeship courses targeted at young
people not having completed compulsory education, developments in assessment and
recognition of competencies acquired in the dual system (education and training systems),
the creation of UNIVA's (guidance organisations for the entrants into the working life)
and an Observatory following the entrants into the working life (OECD, 1995 :66).

As regards the second area of innovation, the Agreement foresaw the creation of a system
aiming at recognising the new competencies acquired by workers through further
training. At the same time, it strenghtened the involvement of the social partners in the
development and management of training policy. Within the actions that have been agreed
between the parts, we should stress the elaboration of a survey on the needs of vocational
training and of studies on the impact of vocational training within different industries and
the creation of targeted programmes enabling the integration of disadvantaged groups
(OECD, 1995:66). '

¢) Interpenetration between education and training systems

The year of 1991 is also an important reference because it was then that a key difference
was established by law : vocational training provided by the education system (mainly
led by the Ministery of Education) that we may call vocational education, including
technological secondary courses and training schools; vocational training provided mainly
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by the Ministery of Employment, including principallly the apprenticeship system and
other training actions.

This is a key feature of Portuguese training system and probably one of the leading
innefficiency factors. Vocational training or vocational education are led by two political
decision-making processes not necessarily converging for the same priorities and
approaches. The case of Training Schools and of the Apprenticeship System, managed by
two decision-making systems, illustrates well this difficulty. Some experts argue that the
management of vocational and continuous training programmes by the Ministery of
Employment would be improved if vocational training would tendentially be managed by
the education system. Others, on the contrary, sustain that schools managed by the
Ministery of Education are not able to create the working conditions required by
vocational objectives. Some clarification and convergence of approaches and decision-
making processes would be effective: the education system would be targeted at
qualifying young people before entering into the labour market and the training system
would manage the continuous adaptation of qualifications to the changes within
professions and labour market organisation ( Luis Imagindrio, 1995:27).

Probably, an institutional revolution would be necessary in order to improve
significatively the efficency of this new organisation model. So, in the present context,
the progresses are strongly dependent on political concertation efforts between the two
Ministeries. Some progresses are surely possible though requiring a strong commitment
of social partners in order to ensure the convergence of the two decision-making
processes.The role of CIME (Comissdo Interministerial para o Emprego) should be
improved, considering that it is not yet the interface that education, training and
employment policies need in order to face the crucial issues mentioned before. It will be
necessary to use CIME as a solid basis for accumulating strategic knowledge about the
achievements, failures and best practices generated by education and training systems.The
same should be said about the Working Group between the Ministeries of Education and
Employment, whose activity should be more visible.
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d) The legacy of the main changes introduced by the XI Constitutional Goverment

At the end of 1995, when the new Government began to be operative, the structure of the
vocational training system was still influenced by the significative transformation operated
in the mid-80's, allowing for the decentralisation of the Institute for Employment and
Vocational Training (IEFP) and for the creation of a tripartite body, integrating the state,
unions and employers's representatives. The government intervention in vocational
training programmes and actions is provided directly by Direct Management Centres,
managed by IEFP, and by Participatory Management Centres, operated by the IEFP (that
presides), social partners and private institutes.

EU funding (particularly ESF), as we have already noticed, has played an important role
in enhancing the structure of the system and allowing for a more diversified supply of
vocational training programmes and actions, principally after that the EU funds have been
allowed to be used in the educational area.

The main intervention areas were the following ones :

» The Pre-Apprenticeship system (1991) is targeted at youths of 15-21 years old,
having completed four years of compulsory education and including general education
and pre-vocational education, aiming at allowing for the apprenticeship of a qualified
profession and awarding a level 1 professional certification;

» The Apprenticeship system (dual system reformed in 1988 and more recently in 1996)
is targeted at those searching for a first job and having completed 9 years of schooling
and combining vocational training provided at public centres and work experience in
firms;

« Initiation to a profession it is targeted at those who search for a first job without
having completed the compulsory education and provides preparation for a mainly
pratical profession;

» Initial vocational training is targeted at those with more than 15 years searching or a
first job, providing level II and III vocational training (socio-cultural, scientifical and
technological and practical knowledge) completed by a traineeship in work
environment;
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» UNIVA's (Unities guiding the entry into the working life) are institutions that may be
created through different ways (by schools, Training centres, associations, etc)
aimimg at improving the knowledge of jobs vacancies, helping those who have been
enrolled in vocational training to get a job and following their trajectories in working
life and may be considered as a mechanism of articulation between the training system
and employment policy measures.

The apprenticeship system is probably the more interesting modality of vocational training
within the employment market. It is conceived as a dual system, because it awards a
professional certification and a diploma. Although the apprenticeship system is organised
under a regime combining a training environment ( in class) and work experience in
firms, we may see it as a vocational training system emphasising the virtues of a concrete
situation of work. This is the main comparative advantage of the system, well suited for
training operations that need to develop skills and attitudes in work experience and not in
simulated environments or in traineeships. It is seen by some young people as a good
substitute for professional courses that have been erradicated by the Basic Law on
Education of 1986 .

Additionaily, the apprenticeship system can be understood as an experimental model
concerning the question of management and organisation. The system is coordinated by a
tripartite body, the National Apprenticeship Commission, integrating representatives of
unions, employers and different public services managing several training sub-systems,
allowing for a convergence of approaches and methods.

The first comprehensive evaluation of the Apprenticeship System, made within the IEFP
in 1991 and 1992 it is already available, which is a very important contribution in order to
identify eventual good practices transferable to another situations (O.Neves, P.Pedroso
and Nelson Matias, 1993).

Among the main results of the evaluation mentioned above, the authors sustain that the
programme has been increased through not only the increase of the population enrolled
and of the diversity of the firms within the system but also determining higher degrees of
diversification of qualification levels, of vocational education trajectories and of sectors
involved and multiplying the number of programmes : "This situation shows a deficit of
strategic coordination and a weaker global perspective of the system being strongly
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dependent on the increasing number of sectores and on the fragmentation of curricula”
(O.Neves, P.Pedroso, N.Matias, 1993:216).

The lack of strategic coordination has been often associated to a deficit of cooperation
between the Ministeries of Employment and of Education, that has just evolved towards
an institutional model of co-participation in regulating certification and validation
activities. One of the main recommendations of the evaluation team was a strong
investment in strategic coordination, taking into consideration that the Apprenticeship
system was evolving from a period of initial growth to the consolidation of structures and
to improvement of quality.

It has been also observed that some troubles have arisen in implementing a pattern of
vocational training within different environments (vocational training centres, schools and
firms) because the Programme has been led by the same institutions that are responsible
for the implementation of employment and vocational training policies at central, regional
and local levels. To combine a strong investment in vocational education in class with
work experience requires a good staff concerning vocational trainers which is a great
challenge to the Employment Centres staff.

Finally, another important result has been the weak participation of firms in the co-
financement of the costs of the Programme, which as well suggests lack of cooperation.

e) The 2nd Community Support Framework and further prospects for the training system

Though some problems concerning the control over the quality of the training provided
that have emerged within the continuous vocational training programmes of the first CSF
1989-1993 financed by the ESF, the impact of EU funding in allowing for further
expansion and modernisation prospects of the training system has been very positive.

As it has happened in other fields of EU financing, there is a clear evolution from the first
CSF (1989-93) to the second one (1994-99). After having been mainly directed in the
first CSF at the infrastructure investment in education and vocational training courses,
the EU financing is expected to be extended in the second one to other public bodies,
"while social partners and consortia of firms are allowed to benefit from direct community
financing for training plans”" (OECD, 1995:61). This is a very important evolution, that
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should be integrated with another two changes : the number of operational programmes
has been reduced as well as the number of programmes directly managed by the IEFP.

Considering that the 2nd CSF is facing a more pessimistic scenario of net employment
creation than of the first one, the evaluation of the procedures that have been implemented
in order to adjust the targets of vocational training programmes to the deterioration of the
labour market should be further developed. We consider it as a main trend of debate
concerning the training system and perhaps one of the main examples of "good practices”
to be followed in the future.

So, the question of assessing the effectiveness of measures to assist with the transition
from school to work should be completed with the same approach concerning vocational
training actions and training programmes targeted at unemployed people( youth, aduilts
and graduates).

In the following table, we are presenting the expected incidence of the ESF within the
Portugal's 2nd CSF concerning the training system 45:
Table 47- Expected incidence of the ESF within Portugal's 2nd CSF

Programmes-subprogrammes and Estimation of the number of individuals
measures involved
Initial vocational training and integration in the
employment market
Apprenticeship system 115 145
Other modalities of initial vocational training
38 555
Improvement of the quality of employment
Continuous vocational training 190787
Training actions for unemployed people 45691
Training actions within processes of
reconversion in declining sectors 17 983
Training actions for trainers and other agents
40350
Economic and social integration of less-favoured
social groups (a)
Support to social development 57720
Social and economic integration of long-
duration unemployed adults 30300
Socio-economic integration of less-favoured
___groups 11 100

Source : Directorate-General of Employment and Vocational Training, 1995:69
Notes : (a) One should note that the intervention of the training system in this programme (INTEGRAR)
is shared with other modalities of intervention, such as social support, employment actions, etc.

45Not including the employment actions.
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In order to have a broad perspective of the "state of art” concerning policy measures being
implemented by the training system, it is useful to analyse the investment efforts realised
(1994-95) and programmed (1996-1999) in the framework of PESSOA, the main
operational programme of the 2nd CSF concerning training managed by IEFP.
Nonetheless, one cannot ignore that training system depends on the contribution of the
ESF managed under other programmes of the 2nd CSF than PESSOA, briefly presented

in the following table:

Table 48. Contributions of ESF to Portuguese training system performances under

the 2nd CSF not included in PESSOA

programme

Main programmes of the
2nd CSF involving the
contribution of ESF

Targeted population

Main actions

PRODEPII

Young people enrolled in basic,
secondary and higher education

Actions aiming at improving
technological skills and vocatio-
nal training in general

PRAXIS XXI

Young people enrolled in higher
education

Technical specialisation

MODERNISATION OF ECONOMIC
STRUCTURES (Agriculture, fi-
shing, Industry (PEDIP II) and
tourism and culture heritage

Cadres, technical staff, operators
and project managers within firms
and institutions having access to
these programmes and other agents
involved in information and
technical assistance projects

Training, information and

animation

Health and Social Integration
(Social and economic integration
of disabled groups - INTEGRAR

Long duration unemployed people,
handicapped, agents involved in
socio-economic integration
processes, social partners

Training, guidance/information,

animation

PROMOTION OF ENDOGENOUS
DEVELOPMENT POTENCIAL

Unemployed people wanting to
create their own jobs, development
agents, local initiative promoters
and private investors

Incentives to job creation, voca-
tional training and training to-
wards development

ADAPT

Workers riskying to loose their
jobs due to technological and
organisational changes and
entrepreneurs, managers and cadres
of SME's

Local initiatives aiming at creating
new jobs, animation actions and
information systems on employ-
ment performances

EMPLOI

Women, socially disabled groups
and youth

Information, animation. training,
entrepreneurial initiatives, profes-
sional guidance

LEONARDO DA VINCI

Young people and training agents

Training, information

However, due to the magnitude of EU funding involved, the relevance of the Programme
PESSOA should be underlined.
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Table 49. Total disbursements of PESSOA Programme (effective and programmed) by

sub-programmes and measures

Sub-programmes (SP) and measures 1994 (a) 1995 (a) 1996 (b) 1997-99(b)
SP1-Vocational training and
integration in the employment
market 105562000 121093668 121766000 425033000
Apprenticeship system 52167000 68012589 57669000 152847000
Vocational training 53004000 52564000 61688000 201297000
Integration in the employment
market 391000 517079 3606000 12589000
SP2-Improvement of the quality
and of employment performances 112540000 113278411 122090975 402400000
Supporting employment creation 46047000 49489333 53043000 185149000
Development of continuous
vocational training 45609000 36417690 44380975 131148000
Training actions for unemployed
people 13915000 20212431 15923000 55579000
Training actions within declining
sectors 6969000 7158957 8744000 30524000
SP3-Training and management of
human resources 7858000 40935278 45817000 159922000
Global measures 3843000 4811143 20252000 70688000
Training of trainers 4015000 10957135 10929000 38148000
Infrastructures 0 25167000 14636000 51086000
Total 225960000 275307357 289673975 987355000
Total ESF 225960000 250140357 275037975 936269

Notes : (a) Ammounts effectively disbursed; (b) Ammounts of expenditures programmed (Decision C(96)309
dated from 29 April 1996;

Source : Quaternaire-Portugal and IESE

The preparation of the 2nd CSF concerning training actions has been inspired by two
main operational objectives: to reduce the number of operational programmes and to
experiment some decentralised management models. In fact, at least conceming the
training programmes managed by IEFP, the objectif of reducing the number of
Operational Programmes has been accomplished; only two programmes, PESSOA and
INTEGRAR are under way. However, some Ministeries, such as Agriculture and
Economy, went on managing their own ESF training programmes.

As regards the implementation of new decentralised management models, the available
evidence shows that the initial objectives are very far from of being accomplished. Only
two framework programmes have been implemented within the general framework of
PESSOA : a framework programme for the IEFP and another one for the Confederation
of Portuguese Farmers (CAP). Additionally, social partners such as CGTP-IN, UGT and
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CCP have been considered as managing institutions developing specific training plans.
We have then a very modest decentralising performance, reflecting the lack of specific
know-how within organisations led by social partners concerning the management of
comprehensive and integrated training projects.

The table presented in the next page is a preliminary view of the actions implemented
within the framework of PESSOA from 1994 to 1996, involving the available
information on the framework programme managed by the IEFP (training actions
managed by external institutions and by IEFP Training Centres) and by CAP. As regards
the external institutions that have accessed to the IEFP Framework Programme,
continuous vocational training actions, followed by initial vocational training actions,
have been the main prorities mainly presented by firms with more than 200 workers and
employers's organisations. Concerning the actions managed by IEFP Training Centres
(Direct and Participatory Management ones), the information available for 1996 shows
that initial vocational training actions (including apprenticeship and pre-apprenticeship
programmes) are the most important item of the budget. The CAP's framework
programme is very modest and mainly oriented towards continuous vocational training.
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Table 50

Trainees and investment involved in training actions financed by PESSOA Programme {1994-96)

Institutions and framework programmes

IEFP Framework Programme
External institutions

Firms with 1-9 workers

Firms with 10 to 49 workers
Firms with 50 to 99 workers
Firms with 100 to 199 workers
Firms with more than 200 workers
Business services

Training institutions

Education institutions

Social action institutions
Organisations of employers

Unions and professional organisations
Other associations

Total

Total ammount

internal actions(only 1996}
Total ammount

CAP Framework programme
Farmers associations
Agricultural Cooperatives
C.A.P.

Business services

Local Development Associations
Agricultural firms

Total

Total ammount

Initial vocational training Continuous vocational trainin | |dem for unemployed people | Training in declining sectors Training for trainers Total
Trainees (%) |Investment(%)] Trainees{%) |Investment{%)| Trainees (%} Investment | Trainees {%) Investment { Trainees {%) Investment Trainees{%) investment

1,9 2,6 1,2 1.4 4,7 6,3 9,5 3,6 o} 0 1.7 2,6
0.9 1.3 3,3 8,8 1.4 1,6 (o} o 1 3,1 2,6 4,4
1.8 1,5 2,4 4,9 0,1 0,2 25 1,2 0,4 0,2 1.9 2,5
2,8 2,7 4,7 5,2 2,7 3,2 1.1 0,9 0,3 0,1 3,8 3.4
19,7 8,9 57,2 43,9 2,8 2,9 6,8 2,8 4 1,5 42,3 20,7
2,2 3,2 2,5 4 i8 15,9 21,1 6,6 19,6 30,3 5,8 8,1
30,9 40,9 2,9 2,3 17.8 16,2 4] 0] 24,9 32,8 9.1 17,8
0,4 0,4 0,1 0,1 1,9 1,3 (V] (0] 1.5 1,6 0,4 0,5
3,6 3,2 0,5 0,7 1,8 1,2 0 (o] 1 0,2 1 1.4
16,7 14,5 18,9 19,9 14,9 15,7 0 (o} 16,9 10,6 17,7 15,4
9,4 11,3 5,5 7.5 14,4 14,7 59 84,9 3,6 2,3 7.9 15,3
9.8 9,5 0,9 1.4 19,6 20,8 o] o] 26,9 17,2 5.8 8,1
100 100 100 100 100 100 100 160 100 100 100 100
9696 10748214 63226 15264799 8194 6301954 2301 2967881 8241 3282002 91658 38564850
9652 7225090 6275 892618 1342 1365334 444 373161 2210 204047 19823 10060252
79,6 67,8 48,2 67,4 74
4,6 8,5 1.4 7.7 8,3
5,3 18,2 47.8 19,2 10,6
9,3 4.6 1,2 4,7 5,4
1.2 0.1 1,4 0,3 0,7
(4] 0.9 [0} 0.8 0.9
100 100 100 100 100
1169 13007 1014 15190 3825849

Note : Total ammounts concern the number of trainees and the value {contos) of training actions approved




V.1.3. New political orientations and their consequences on education and training
systems

It is not easy to anticipate the main changes that will be generated in efficiency and
efficacity performances of the education and training systems by the new political
orientations. The extrapolation from recent data (1996 realisations) is not a satisfactory
way to have a credible answer to that question, not only because 1996 available data are
very fragmented and scarce, but also because a great part of the achievements that will be
produced in 1996 remain influenced by the political orientations assumed in the past.

Some official documents enhancing the main prospects for the future and recent
legislation on the key functioning aspects of those systems should be the main elements in
order to capture the implications of new political orientations#6.

The strategy vehiculated by the Multi-Annual Employment Programme concerning the up-
grading of training system performances is focused on the following main priorities:

As regards initial vocational training

» To reinforce the role of the apprenticeship programmes taking advantage of recent
revisions aiming at introducing more flexibility and commitment of all partners
involved;

* To generalise the realisation of one year actions of initial vocational training;

* To reinforce the experience of UNIVA's (Guidance system for the transition into
working life);

« To develop a specific programme of traineeships financed by State Budget;

» Toimprove the guidance services;

46Am0ng these elements we should mention the Multi-Annual Employment Programme (version of
30th September 1996) presented by the Ministery for Qualification and Employment and the document
published in November 1996 by the IEFP "Para o Desenvolvimento da Formacdo Profissional em
Portugal: prioridades, qualidade e financiamento”. Among the recent legislation we should mention the
management conditions of the ESF (Decree-Law 15/96 of 23th November and Portaria 745-A/96).
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» To reinforce the programmes targeted at improving the transition of youth into
working life.

As regards continuous vocational training

The most important orientation is to consolidate the training actions programme targeted at
micro and small firms, aiming at increasing significatively the rates of participation of
these firms ( employers and employees) in the training system realisations, combining it
with specific retraining and vocational rehabilitation measures for workers.

As regards training actions targeted at unemployed people

The Multi-Annual Employment Programme mentions this type of training actions,
combining vocational rehabilitation aspects with retraining actions and reconversion
strategies, although one cannot measure the relative importance of this priority.

Very recently (November 1996), the IEFP has presented the main guide lines for the
reorientation of training policy in Portugal at the same time that new legislation about the
management of ESF has been published. This is a promising orientation for the future.
Priorities seem to be clearly perceived. Two main reasons explain this optimistic view.

First of all, the reorientation guidelines are very clear :

» To develop a global view about the evolution of education and training systems in
order to ensure that all population groups will have apprenticeship opportunities
during their lives;

» To improve the rationale of the available supply of education and training by
integrating objectives and priorities of several Ministeries;

» To identify correctly the failures of supply in covering social groups and sectoral
needs;

* To combine two modalities of finantial support: a direct support to supply
institutions (public institutions and associations) and a demand-driven support;

» Toreformulate the ESF management conditions;
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* To improve the quality and credibility of training institutions introducing more
selective criteria of access.

Secondly, by the first time, there is a clear perception of what should be done by the
several training institutions dependent on the political decision-making process led by the
Ministery for Qualification and Employment, which is a first step towards a more global
rationality of the training system as a whole. Table 51, presented in the next page,
illustrates who should be doing what.

The reorientation of the strategy of training policy funding is based both on the
reinforcement of the role of the ESF Coordinating Commission (ESF-CC) and on new
guidelines for organising the institutional framework of public management of training
system. The stategy aims at diversifying funding sources for training policy, involving
progressively the State Budget and firms and creating a solid basis for an efficient training
market. The key problem will be to coordinate the several departments integrating the
ESF-CC such as the DAFSE (Finantial management), the DGEFP (Conception and
evaluation of employment and training policies), the INOFOR (quality and innovation
performances concerning employment and training) and the IEFP itself. All of these
decision-making centres should be supported by an efficient information system and by
new methodologies of training needs identification.
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Table 51. Main guidelines and priorities concerning vocational training for Public Training System

Training institutions

Demand segments and
Targeted groups

Apprenticeship
System

Direct
Management
Training Centres

Participatory
Management
Training Centres

Other
Institutions

Entrepreneurial.
Associations

Unions and
Employers
Organisations

Firms

N

. Youth without basic education

Initial vocational training

. Youth having completed basic education

Initial vocational training

Initial vocational training

Initial vocational training

. Youth having completed secondary education

Initial vocational training

Initial vocatinal training

Youth having completed higher education

Skilt training
Practice traineeships

5. Employed Adults without basic education Occupational qualification Occupational qualification Qccupational qualification Occupational qualification
and qualification Remedial programmes Remedial programmes Remedial programmes Remedial programmes
6. Employed Adults having completed basic Qualification or Qualification or Qualification or Qualification or Qualfication or Qualification or
education and without qualification Skiil training Skill training Skill training Skill training Skill training Skill training
7. Qualified Employed adults having completed basic Skill training Skill training Skill training Skill training
education Upgrading training Upgrading training Upgrading traning Upgrading training
8. Non qualified Employed adults having completed Occupational qualification Occupational qualification/ Qccupational qualification
secondary education Skill training Skill training Skill training
9. Qualfied Employed adults having completed SKill training Skill training
secondary education Upgrading training Upgrading training
10. Employed adults having completed higher education Skl training
11. Unemployed adults without basic education Occupational qualification Occupational qualification Occupational qualificaton
Specific training Specific training Specific training
Retraining Retraining Retraining
12. Unemployed adults having completed Occupational qualification Occupational qualification Occupational qualification
basic education Specific training Specific training Specific training
13. Integrated training plans for SME's X X X
14. Retraining actions X X X X
15. Training for managers X X X
16. Training for entrepreneurs X (NACES's) X X X
17. Training for trainers X X X X X

Source : IEFP,"Para o desenvolvimento da formagao profissional em Portugal: prioridades, qualidade e financiamento", November 1996




V.1.4. Strenghts and weaknesses of the system

Although some positive signs having been recently observed, education and training
systems are not yet a coherent body of strategic and political decision making-processes.
Beyond the weaknesses of each system that should be progressively erradicated, strategic
coordination between the two administrative structures could be significatively improved.
According to our perspective, the increasing participation of social partners is necessarily
a condition in order to go further in improving the articulation between the two systems.
The challenge of employment creation prospects and the still existing lack of mutual
knowledge between firms and education and training decision-making centres are
requiring higher levels of strategic coordination between the two systems.

The need of implementing progressively a coherent body of decision-making process
between education and training system inspires the general overview of the weaknesses

and strenghts summarised in the following table.

Table 52. A global overview of the strenghts and of the weaknesses of the system

Strenghts

Weaknesses

Very fast increase of participation rates concerning
not only the education system but also the
vocational training system

Still high levels of centralisation and complexity
of decision-making processes, in spite of the
existence of regional deconcentrated authorities

Interesting experiences of vocational education
courses within basic and secondary education with
a strong potential of improvement and
| generalisation and generating best practices

Although recent progresses observed, strategic
coordination between the Ministeries of Education
and Qualification and Employment needs further
developments and political commitments

It is possible to improve the Apprenticeship
system reinforcing strategic coordination and
allowing for a more active participation of firms
in the financement of the system

Still high drop-out rates in compulsory education
with particular incidence in some Regions like the
more industrialised North Region

Some examples of Employment Centres well
integrated in local employment systems and local
economies in general, allowing for further
decentralised programes improving the experience
of the ILE's

A regional distribution of education infrastructures
strongly unbalanced between depressed areas
(infrastructures lacking critical enrollment levels)
and more concentrated areas (overcrowded
infrastructures) and strong regional disparities
concerning educational attainments, enrollment
rates and drop-out rates penalising principally the
diffuse industrialised areas of North and Centre
regions
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Strenghts

Weaknesses

Significative efforts of modemisation and
reinstallation within the network of Employment
Centres

Secondary and tertiary enrollment rates still low
comparatively to other countries searching for the
same opportunities in atracting foreign investment
and aiming at the same external specialisation
profile

A positive experience, in general terms, of the
Participatory Management Vocational Training
Centres concerning public-private concertation and
training actions aiming at improving transition
into working life of young people

Higher education supply underestimates the
importance of technological courses weakening the
Portuguese comparative advantage in atracting
foreign investment in sectors requiring higher
skilled labour force and technological professionals

Increasing awareness of the social partners of the
necessity of improving the quality of training
actions and increasing their own responsibility in
achieving that objective

The education and training System are
underestimating the need to  generalise
entrepreneurship abilities and attitudes favouring
initiative and risk

A strong political commitment of the XIII
Government in reinforcing measures and funding
for active employment policies

Significative lags in adjusting vocational training
system priorities and targeted social groups to the
deterioration of the labour market performances
ocurred in the first years of the 90's, principally
concerning the management of the complex
problem of transition of youngsters into working
life

Very relevant legislation has been published
concerning new guidelines for managing ESF in
Portugal

Lack of motivation within teachers of all levels of
the education

The experience of the Observatory on
Employment performances is a good instrument in
order to allow for territorialised approaches of
employment creation

Difficulties experimented by the Employment
Centres in harmonising their role as inter-faces in
the employment market and their increasing role in
managing employment policy instruments and
social protection systems

Preliminary experiences of training actions and
programmes targeted at improving technical
assistance to SME's are under way, helping the
emergence of a specific market of services in this
field.

Divergences between the quantitative performances
of the training system and the qualitative results
achieved at least after the 1st CSF

By the first time, training priorities and main
strategic  guidelines have been formulated
integrating what the existing public training
institutions should do and which targeted groups
and individuals should be attained (IEFP,
November 1996).

Lack of mutual knowledge between entrepreneurs
and schools (secondary and higher education)
generating a lot of suspicions and interrogations
about the quality of the vocational role of
education and about the interest of firms in hiring
qualified people
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Strenghts

Weaknesses

There are positive signs that the Ministery of
Education and the Ministery of Qualification and
Employment are interested in conceiving a
convergent decision-making process on matters
lacking strategic coordination

Incipient stage of generalisation of processes of
appraising and identifying training needs mainly
within SME's

The reactivation of the ESF Coordinating
Commission is emerging as the main factor
favouring higher integration performances within
the Ministery of Qualification and Employment

Knowledge and techmical expertise concerning
methodologies of identification of training needs is
not available in a generalised way all over the

country

Acknowledgement efforts of credible private
training systems are underway allowing for further
decentralising efforts of managing training actions

SME's remain significatively far-away from
training system and being unable to invest in
training actions(including the training of
InNanagers)

Difficulties in integrating the management of EU
initiatives such as ADAPT and EMPLOYMENT
and the Operational Programmes of the 2nd CSF

Strategic guidelines concerning education and
training systems are not enough divulgated;
official documents and references are very scarce.

A comprehensive information system integrating
all the vocational training actions supported by the
ESF in Portugal and helping the up-grading of
evaluation system is still lacking
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V.2.Social protection systems
V.2.1.A general overview of more recent trends

The state of art of the debate on social protection trends in Portugal is clearly dominated
by the following assertion : social protection systems in Portugal share the same problems
of the majority of European protection systems although the Portuguese Welfare state is
weaker than European ones in pratically all the fields of social protection.

The available research shows that the bad performances of labour market observed in the
last years of the first half of the nineties reinforced the negative effects of the
unfavourable demographic trend, aggravating the difficulty that the contributions to social
security systems have in order to cover the increase of social protection expenditures,
principally on early retirement and disability pensions*7.

It is important to remember that only after 1974 an effective social security system has
been created in Portugal. After 1974, a significative evolution concerning social risks
being covered, people involved and protected and the increasing ammounts of the
different types of pensions has been observed, then combined with the emergence of the
unfavourable environment concerning demographic trends. The Basic Law on the Social
Security System has been published only in August of 1984, which is a good indicator of

Among the main innovations that have been introduced after the Revolution, the most
important one was the creation of the "social pension”, a non contributory pension plan
involving all the people not protected by the general system.In 1980, the non contributory
system has been extended in order to cover social protection programmes targeted at low-
income families.Great efforts of harmonisation of different social protection situations
have been implemented during the eighties, including the integration of agricultural
workers within the general system. In more recent times, the political change observed
after the general elections of October 1995 has introduced a new orientation concerning
social policy, mainly through the creation of an experimental system of minimum income
levels for very poor families, managed at local level and financed by State Budget.

471t is worth to note that transfer payments for invalidity, disability and sickness represent 23% of total
social benefits. OECD's recent assessment sustains that inadequate monitoring of the evolution of
spending on these issues is one of the main reasons for this rise.
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As regards the organisation of the social protection system, two modalities should be
stressed: the general system, the most important one, which concerns the private sector
employees and the system protecting the employees of the public administrative sector,
although in March 1994 the social security contributions of the latter have been equalised
with those of other dependent workers. A specific capitalisation system for the employees
of the banking system is still efective covering about 135 000 workers.

The following table shows the evolution of the number of pensioners of the general
system, the agricultural workers and of the non contributory system:

Table 53. Number of pensioners by social security systems and of contributors

-private sector
Unity - 1000 individuals
In brackets - percentage structure

Year General Specif Non Total Numberof | Contributors/
system system for | contributory contributors | pensioners of
agricultural system the general
workers (a) system
1980 818,5 759,1 78,6 1656,2
(49.4) (45.8) (4,8)
1985 1152,0 700,3 88,5 1940,8
(59,4) (36,1) (4,5)
1990 1413,7 695,6 93,0 2202,3
(64,2) (31,6) 4,2)
1992 1498,9 584.9 182,9 2266,7 3964,8 2,65
(66,1) (25.8) (8,1)
1993 1558,0 586,9 170,0 2314,7 3866,2 2,48
(67.3) (25,3) (74
1994 1574,1 585,6 163,2 2322,9 4018,6 2,55
(68,5) (24,7) (6,8)
1995 1650,3 566,9 148,2 2365,4 4035,0 2,45
(69.8) (24,0) (6,2)

Notes : (a) The specific system for agricultural activitics has been closed in 1986.
Sources :Seguranga Social : Evolugdo recente 1992-1995 and other reports of Social Security System

Considering the evolution of the number of old age and disabled pensioners and of the
average ammount of the pensions received, the available evidence shows that the key
problem is not the evolution of the expenditures of the non contributory systems or of the
social action but the maturity of the system itself. We may see that the ratio Pensions/GDP
increased significatively from 1983 to 1994 (see the following table) and that the
difference between contributions and pensions is much smaller than at 1983.
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Table 54.Financing

of Social Security general system - private sector (% GDP)

Variables 1983 1986 1990 1992 1993 1994
Current Receipts 7.1 8.4 8.5 8.7 9.5 9.3
Contributions 6.3 7.3 7.5 7.6 7.5 7.4
Transfers from Minis-
tery of Social Security 0.3 0.7 0.6 0.6 1.5 1.5
Other receipts 0.5 0.4 0.4 0.5 0.5 0.4
Current expenditures 7.3 7.4 7.8 8.6 9.0 9.2
Pensions 4.9 4.9 5.5 5.8 6.0 6.1
Unemployment
subsidies 0.2 0.4 0.3 0.5 0.8 0.9
Illness 0.6 0.5 0.6 0,6 0.5 0.5
Social action 0.3 0.4 0.4 0.5 0.5 0.5
Other expenditures 1.2 1.3 1.0 1.1 1.1 1.0
Current transfers 0.0 0.2 0.4 0.3 0.2 0.3
Balance of current opera-
tions -0.2 0.8 0.0 -0.2 0.3 -0.2
Balance of Capital opera-
tions 0.0 -0.3 -0.3 0.0 -0.3 -0.4
General balance -0.2 0.4 0.0 -0.1 0.0 -0.6

Source : OCDE, 1996

The evolution of Social Security receipts in the 90's needs further analysis in order to
capture all the dimensions of this problem:

Table 55.Evolution of the structure of Social Security receipts

(millions of contos;Nominal values)

(in brackets - percentage structure)

Variables 1992 1993 1994 1995
Social
contributions 958.2 1010.9 1071.7 1224.9
(78.2) (69.5) (69.1) (72.2)
From employers 629.7 665.5 693.3
(65.7) (65.8) (64.7)
From
employees 328.5 345.4 378.4
(34.3) (34.2) (35.3)
Tranfers from State
Budget 76.8 206.5 214 .4 166.2
(6.3) (14.2) (13.8) (9.8)
Total 1225.7 1455.1 1550.3 1697.7
(100.0) (100.0) (100.0) (100.0)

Source :Seguranga Social, Evolug@o recente 1992-95

Although in the first years of the 90's the contribution of the State Budget has been
significatively increased, the relevance of social contributions remains high. As regards
the relative importance of the contributions of employers and employees, the situation is
pratically stabilised around a ratio of 2/3 to 1/3.
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Anyway, the evolution of debts to social security system (contributions not paid) is very
impressive :

Table 56. Evolution of debts to social security system (reported to 31 th December
of each year)
(millions of contos)

References 1992 1993 1994 1995
Contributions not
paid 266.8 328.2 377.3 425.0
Ratio

"Contributions not
paid/contributions
paid * 100" 27.8 32.5 35.2 36.9

The evolution described above may be seen as an indicator of the inelasticity of the
increase of social contributions reported to employers. We know that almost 60% of the
debts to the social security system belong to manufacturing firms localised in the districts
of Oporto, Lisbon and Braga and that, more recently, the progresses observed in
recuperating contributions not paid are not enough to compensate the emergence of new
debts. Even within the framework of general agreements to solve the problem, we find
evidences of firms not able to respect the payment schedule previously accepted.

This is a particularly complex situation, principally because a permissive climate of being
indebted conceming contributions to social security tend to emerge among firms,
breaking the solidarity rules established by law and validated by social concertation
agreements between social partners and the Central Government. Official reports confirm
that the efficacity of the mechanisms available in order to promote the recuperation of
debts is not enough in order to have an optimistic view about future. Notwithstanding the
progresses that could be implemented concerning all kind of agreements between Social
Security System and firms in order to improve the payment of debts, the increase of
indebtedeness ratios should be seen as evidences showing that the structure of costs of
firms is highly sensitive to social security contributions.

The complexity of this problem is aggravated by the difficulties that the State Budget is
facing in order to co-finance some social security modalities established by the Basic Law
on Social Security, principally the non contributory system, the social action and social
protection of agricultural workers ( see the following table):
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Table 57. Implications of the Basic Law on Social Security on

State Budget
Millions of contos

Year State contributions | State contributions State Budget State Budget
established by to Agricultural transfers already transfers still
Basic Law on Social | workers protection made missing
Security system
1992 117.5 115.5 76.8 156.2
1993 130.6 123.7 206.5 47.8
1994 134.3 125.8 215.8 44.3
1995 152.4 133.5 152.0 133.9
Total 534.8 498.5 651.1 382.2

Source : Seguranga Social -Evolugdo Recente, March 1996, op.cit.

Notwithstanding the financing problems already identified, the contribution of social
security for active and passive employment measures should be stressed. Tables 56 and
57 try to measure the contribution of the Social Security Budget to employment and
unemployment policies.

Table 58. Contribution of Social Security Budget for active employment measures

Measures

Subsidies helping young
people to access working
life

1992

1992

1993

1993

1994

1994

1995

1995

Individ.

94

1000 c.

Individ.

77

1000 c.

Individ.

55

1000 c.

17

Individ.

106

1000 ¢

18

Self-employment  crea-
tion by unemployed peo-
ple receiving unemploy-
ment benefits

1857

1945

2675

2893

3232

3242

2910

4710

Measures supporting the
creation of independent
activities

765

383

New jobs for young
people created through
reductions of contribu-
tions to social security

52020

10622

48845

10944

42369

10195

43990

Integration of handicap-
ped people  through
reductions of contribu-
tions to social security

381

33

470

46

563

700

55

Incentives to long dura-
tion unemployed people
to get a job

35

8

Total

55152

13000

52067

13894

46219

13516

47706

16002

Source : Seguranga Social -Evolugéo recente 1992-95, op.cit.
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Table 59. Contribution of the Social Security Budget for passive measures on labour market

Variables 1980 1985 1990 1991 1992 1993 1994 1995

1.Individuals having
received unemployment
benefits and  social
unemployment benefits 58683 71351 69277 93830 136098 181518 | 180816 179317

(a) (a)
2Total ammount of
Unemployment benefits
(1000 contos) - 1772 18357 29315 473308 | 81277.1 | 96838.2 | 100441.
()
3Total ammount of
Social unemployment
benefits (1000 contos) 4491 10747 8826 12220 18704.1 | 27332.2 | 33880.6 | 38859.8
(b)

4.Total contribution of
the Social  Security
Budget for  unem- 4491 12519 27184 41535 66034.9 | 108609.7] 130718.8 | 139301.4
ployment protection

5.Total ammount of
social security expen-
ditures (1000 contos) 99857 284556 802581 966093 1116613 | 1248478

6. Ratio 4/5*100 4,5 4,4 3.4 4,3 5.9 8.7

7.Ratio "Total unem-
ployment benefits/Acti-
ve employment measu-
res” (c) - - - - 5,08 7,82 9,67 8,71

Sources : Social Security Budgets (several years) and "Seguranga Social-Evolugio recente 1992-95", op.cit.
Notes : (a) - Preliminary results; (b) Estimations from the Budget for 1995; (c¢) It should be stressed that only
active employment measures financed by Social SEcurity Budget have been considered.

In order to have a more global perspective about social protection trends in Portugal it is
worthwhile to integrate two additional elements, concerning respectively the regime of
social protection of public sector employees and the situation of independent workers.

Notwithstanding the efforts of harmonisation established in September 1993, concerning
general (contributory and non contributory) system and public sector's regime, the
generosity of the latter is clearly demonstrated comparing the ratio "ammount of
expenditures/number of beneficiaries” in each regime: the ratio for public sector social
protection system was, in 1994, 991 contos and for the contributory regime was only 421
contos. Nonetheless, the ratio "number of contributors/number of beneficiaries" is
following the general trend of other regimes and has decreased significatively from 1985
to 1995 (3.0 against 1.7). OCDE estimates that the positive effects of the reform
introduced in 1993 will be significatively lagged (about 40 years) (OCDE, 1996:65).

As regards the regime of independent workers, the reforms introduced in 1994 tried to
adapt it to the increasing importance of this modality of work, principally among white-
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collar professions and young people looking for a first regular job. The new regime aims
at involving progressively independent workers in their own social protection, beginning
with percentages of contribution between 23 and 28% of the total ammount of income
received that will be evolving to 25.4 and 32% till the end of 1999. Beyond the
compulsory regime, independent workers may choose a complementary scheme of
protection run on a voluntary basis aiming at protecting situations of illness and of
professional diseases.

The generalisation of the social protection system of independent workers faced a lot of
problems. Two main reasons should be indicated. Firstly, the new measures would
require further and more accurate divulgation, considering the high level of percentages of
income involved and the traditional resistance to any reallocation of resources devoted to
social protection. Secondly, the diversity of situations and of regimes of independent
work is generating further complexity. In fact, independent work is often a
complementary source of income, accumulated with dependent work in private sector or
in the public administrative sector. Legislation admits that, in these cases and in some
circunstances, independent work could be exempted from contributing to social protection
system, introducing then further complexity into a framework already characterised by
strong resistances.

V.3.2. Main prospects concerning the effects on labour supply and demand

The results of the Working Group created by the new Government in order to study and
presenting some alternative solutions for reforming the Portuguese Social Protection
system are not yet available. So, this section tries to summarise what are the main
consequences of the recent trends presented before and incorporate the main critical
reflexions available on the effects that will be generated on labour supply and demand
trends.

We should say that the reform of social security systems is becoming now a matter of
criticism and preoccupation within national debate and among social partners, after a long
period (almost two decades) of hibernation provoked by the natural evolution of a system
which before 1974 was weak and very fragmented.

The evolution of private pension funds clearly illustrates how upper income families have
been receptive, principally in the 90's, to new forms of social protection, seen mainly as
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complementary to public social protection system*8. This evolution illustrates as well
how upper income families are using the mechanism of tax deductions associated to the
constitution of private retirement pension funds, suggesting that, at least for families and
individuals facing higher direct taxation levels, the combination of tax deductions or
incentives and the increase of complementary sources of social protection deserves further
developments (see Table 60):

Table 60. Evolution of Private Pension Funds in the 90's

References 1990 1991 1992 1993 1994 1995
Number of Pension Funds
managed by : 190 200 216 219 217 225
Insurance Companies 90 90 90 87 81 81
Pension Funds Mana-
gement Societies 100 110 126 132 136 144
Pension Funds Capitalisa-
tion (1000 contos) 170.7 290.6 452.3 789.3 987.1 1384.6
Insurance Companies 51.4 81.2 53.5 78.7 95.9 98.1
Pension Funds Manage-
ment Societies 119.3 209.4 398.9 710.6 891.2 1286.5

Source : OECD (1996) : 66

The general situation of Portuguese social protection system is critical because, after a
period of generalisation of protection mechanisms explaining the increase of social
expenditures, Portuguese situation is sharing now the main problems underlying the
finantial crisis of Social Protection Systems within the vast majority of EU countries, that
is to say, facing the consequences of unfavourable demographic trends and of
unemployment pressures.

Recently, new insights have been presented concerning the situation of the social
protection system to public administration workers managed by Caixa Geral de
AposentacOes (CGA). A recent estimation made by Eugénio Rosa and presented in the
last Forum on Social Security points out that in 1996 the transfers of the State Budget in
order to reequilibrate the finantial situation of the CGA were equivalent to 30% of the total
wages paid in public administration(almost 280 millions of contos). The same source
estimates that in 2003 that percentage will be ammounting to 48% of total wages paid in
Public Administration.

48 A recent research on the progressivity of direct taxation in Portugal shows that the Gini concentration
index of tax deductions made through the constitution of Saving -Retirement pension funds are very high
and they have been increasing from 1990 to 1993 (Luis Morais Sarmento, "Progressividade no IRS - o
caso do modelo 1 -rendimentos do trabatho”, in Boletim Econémico Trimestral, Banco de Portugal, June
1996
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This situation is introducing new kinds of inequalities, since it is generally agreed upon
the fact that the calculation of pensions of Public Administration workers is much more
permissive that in private social security system. Only from 1993 onwards, the method of
computing pensions has been changed: still then, the pension was determined considering
the highest wage in the last two years of activity and representing 100% of this
ammounts, whereas private pensions are actually calculated considering the best 10 years
in the last 15 years and representing generally 80% of the average value considered.

So, two contradictory ideas are emerging within national debate : the criticism and
concern about the ability of social security to satisfy payments in the future and
simultaneously the feeling that contributions from employers and employees are
significatively inelastic.Furthermore, several regimes (almost 20) are still cohexisting, ten
years after having been approved the Basic Law on Social Security establishing the
integration of all systems in a coherent body of protection.

The more recent assessment of OECD about the need of reforming social security in
Portugal (OECD, 1996) sustains that the main weaknesses of social protection system in
Portugal are the unbalance between payments and contributions and the need to increase
contribution percentages in order to maintain payments at present levels. Within this
framework, OECD recommends a two-step strategy : firstly, the control of future
payments concerning retirement pensions in order to ensure the solvency of the system;
secondly, a more ambitious and generalised reform aiming at establishing a closer
correspondance between current contributions and future payments and alleviating the
Social Security Budget from financing social action programmes that would be
progressively covered by State Budget receipts.

The first step could be approached by some technical decisions such as establishing
higher retirement ages, harmonising more effectively the social protection regimes of
private and public workers or adapting calculation methods of pensions in order to take
into consideration all the periods of working life.

The second kind of alternative solutions will require new forms of strategic concertation
among social partners and between the State and citizens in general. There is a solid
convergence on the idea that only a new social and political agreement on solidarity
achievements could alleviate contributions from employers in order to increase the
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demand of labour force. We think that, beyond the choice between capitalisation
(compulsory and voluntary) and distributive systems (pay as you go), the key question
will be political, because it is strictly necessary to clarify what could social security
reform expect from State Budget contribution. Strategic concertation is the right
institutional space to clarify who should be responsible for what.

As regards further developments that could be expected from the Working Group on the
White Paper of Social Security, we know that the reflexion have been evolving around
three main themes : the possibility of implementing flexible regimes for the retirement age
(Public Administration included), the estimation of combined effects of changes in fiscal
and social security policies and the appraisal of the effects of strategies establishing
different ceilings (relative to minimum wage levels) for contributions and pensions.A
recent interview with the President of the Working Group published by the newspaper
Expresso*? highlights that the Working Group is aware of the complexity of the problem
and principally of the several factors that are undermining the justice and the equity of the
system. The data base that is supporting the Working Group shows that the average
remunerations officially declared by Portuguese contributors is relatively low (lower than
two minimum wages) and that average remunerations are not increasing as age structure
rises.

It will be then necessary to deal with the short-term finantial crisis of social security
separately from the issues of reforming all the system and principally of improving
efficiency and equity levels. Short-term perspectives cannot ignore also the critical
situation of Caixa Geral de AposentagOes the institution that is managing and being
responsible for the social security of public administration workers.

49 Expresso, 21th December 1996, interview with Professor Correia de Campos.
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V.3. Industrial policies
V.3.1. Contents and scope of industrial policy in lagging countries

Traditionally, the determination of contents and scope of industrial policy is a source of
controversy and debate. Some alternative approaches may be invoked in order to help us
to format the analysis of how effective industrial policy is as an instrument of economic
cohesion in lagging countries, not ignoring employment creation objectives.

One of the alternatives available defines industrial policy as the wide set of acts and
policies of the state in relation to industry, either positive (participation or control) or
negative (minimizing intervention). As a Portuguese researcher has recently noted
(J.Amado da Silva, 1994:2), the discussion about the contents and scope of industrial
policy cannot ignore a more global discussion concerning the role of state intervention in
the economy and the modalities of coordination of the several interventions.

Others prefer the criteria of the instruments managed by the several centres of decision of
industrial policy, which perhaps is a more pragmatic view about the contents of the
policy. Nonetheless, this pragmatic view leads usually to a conception of industrial policy
strongly related to economic (de)regulation and indirectly to the controversial question of
the concept of public interest which supports the (de)regulation acts of the state in
industrial markets (J.Confraria, 1995:72-73). Privatisation efforts of the Portuguese
Government in the very recent years make this conception attractive, since the strategy of
privatisation has been presented as an instrument of industrial policy oriented towards
objectives of strenghtening market forces, helping the emergence of Portuguese economic
groups and supporting public interest in Portuguese companies being opened to foreign

participation.

One of the main consequences of the "instruments approach” of industrial policy is the
growing relevance of competition policy and the difficulties of establishing a clear
delimitation between them.

Furthermore, when some analysts suggest that the preexisting national industrial policies
explain the puzzled evolution of E.U. industrial policy they are positively wrong. In fact,
in that evaluation, they are not using the same approaches of industrial policy. The very
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last orientations of some national industrial policies are already guided by other arguments
for state intervention in industry. In fact, besides the traditional arguments of market
failures, domestic distortions of price systems and infant industries, the creation of
positive externalities and employment promotion became central elements for a new
rationale of national states intervention in industry.

The only effective illustration of the new tendencies arising in E.U. industrial policy is the
field of information technologies where a stronger pressure for a pooling of resources
became particularly insistent and the way research efforts at the European level begin to
be considered as a powerful engine of a new E.U. industrial policy.

Briefly, other approaches should be implemented in order to combine efficiently E.U.
developments with those that national member states are experimenting. I think that the
most promising orientation is evolving as a convergent combination of different
tendencies which allows at the same time to establish a new framework for understanding
competitiveness from a supply side performance point of view and to consider the role of
decentralisation.

Quoting I.Begg and D.Mayes (1993 : 4), it is easy to find an illustration of that
orientation :"a narrow definition of the term 'industrial policy' covers a wide array of
policies, including direct intervention to support emergent or declining sectors; help for
innovation, diffusion of new technology or R&D; capital subsidies; sector strategies and
direct public production”. In this case, it is obvious the presumption that the aim of
decentralised industrial policy is to bring about improvements in competitive advantage
using a supply-side perspective rather than a macroeconomic framework.

This is not the right moment to discuss all the theoretical contributions converging to this
kind of approach of industrial policy. We only know that industrial and regional
economics are now sharing common interests focusing the role of decentralised
interventions. The relevance of this approach is enhanced when industrial policy
orientations are questioned from the point of view of their implications in employment
creation performances.
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V.3.2. Some evidences about Portuguese industrial policy in recent times

The Portuguese experience of elaborating strategies for implementing industrial policies
within the two CSF's (1990-1993 and 1994-1999) is a good evidence of the new roles
that industrial policy should play as an instrument of cohesion policies. In fact, the first
programme for the development and modernisation of Portuguese industry (PEDIP1) has
been negotiated by the Commission and Portuguese government as a derived result of the
more complex negotiation of new orientations of Structural Funds for Objective 1 and
other targeted regions. It was the first time that a specific programme for industry
modernisation in Objective 1 regions was accepted by the Commission. So, the first
CFS(1990-93) has been prepared, conceived and negotiated as an experimental
programme designed in order to help real convergence of Objective 1 countries.

The second CFS(1994-1999) has been already conceived accepting the possibility of
another PEDIP, confirming some experimental issues presented by PEDIP1.

PEDIP] and PEDIP2 are not just instruments for up-grading competitiveness of
Portuguese industry. They should also be seen and evaluated as instruments of economic
cohesion. So, a decentralised approach of those programmes should be elaborated not
only as a different strategy of implementing a sector policy, but also combining it with a
rationale for spatial development. And we may say that PEDIP 1 and particularly PEDIP
2 have introduced a new cycle of industrial policies Portugal.

One cannot ignore that Portuguese industrial policy after the Revolution of 1974 is a fine
illustration of the difficulties in creating a steady environment for the configuration of the
expectations of economic agents concerning the main priorities of public intervention in
industry.

First, industrial policy has been forced to fit itself to a new favorable environment to
market economy, particularly when the industrial public sector was politically no longer
seen as an instrument for enhancing and disseminating changes in industrial system. So,
in the new framework of E.U. funding, Portuguese industrial policy is a learning-by
doing process of adapting to a market-oriented environment (L.Mira Amaral, 1992:73-
74).
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Second, Portuguese industrial policy is not a well-succeeded experience of creating a
steady environment for economic expectations because it has assigned very different and
sometimes opposite roles to traditional industrial activities already in place. Industrial
policy produced some changing orientations about the main priorities of industrial
modernisation. Either recommending the technological up-grading of Portuguese natural
resources-based sectors such as ceramics or wood industries or evolving to a strategy
oriented towards efficient and progressive companies and not towards sectors, industrial
policy oscillated very much in giving credible indications of modernisation priorities to
economic agents and new investors . In other words, the strategic orientations of
industrial policy concerning the role of sectors representing the core of Portuguese model
of international specialization became paradoxically a source of instability among
economic agents.

So, PEDIP 1 and PEDIP 2 became key opportunities for improving another process of
learning by doing which consists in leaving out progressively the traditional presentation
of strategic orientations by sector and, on the contrary, helping the emergence of new
competitiveness factors and focus the policy priorities within the firm itself.

Favorable conditions for a steady environment of economic agents expectations arise
particularly if the way industrial policy authorities understand the promotion of new
competitiveness factors of existing industries is clearly perceived by entrepreneurs and
investors. We shall see that these favorable conditions produced a not enough steady
environment, due to the changes having been introduced between PEDIP 1 and PEDIP 2
and to the prevailing non decentralised approach followed by Portuguese authorities in
managing industrial policy.

Nonetheless, the two programmes allowed for a new paradigm of Portuguese industrial
policy, organised around three main principles :

» To see industrial companies and establishments as the core of all interventions and
leaving out the sector rationale;

» To use foreign direct investment as an instrument in order to spread intensively
quality, productivity and organisation among the sub-contracting companies;
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+ To improve a better articulation of industrial policy with financial instruments, namely
venture capital.

Anyway, as long as a new paradigm is arising, the emergence of E.U. funding in
Portuguese industrial policy coexists with some conflicting tendencies in organising the
main instruments available. One illustration of these conflicting tendencies is the balance
between investment incentives offered to the reequipment and modernization of individual
companies and societies and other indirect interventions such as improving technological
infrastructures, helping missions of up-grading productivity and efficiency and promoting
global strategies for improving environment quality.

So, from PEDIP 1 to PEDIP 2 the new paradigm has been seriously improved. A key
illustration of this evolution are the so-called horizontal objectives of industrial policy
which inspired the elaboration of PEDIP 2, renovating a tradition dominated still then by
the presentation of objectives for specific sectors :

Table 61 - Horizontal objectives of Portuguese industrial policy introduced by PEDIP 2

1. To improve the way markets work concerning competition and adjustment

2. To create inter-faces for integrating competences in different sectors, in order to allow
for dynamic factors of competitiveness like inrnovation., quality and design, creation of
Portuguese labels and human resources qualification

3. To make industrial structure receptive to environmental investments

4. To reduce the weight of energy-intensive products in industrial structure

5. To develop the culture of entrepreneurship strenghtening Portuguese industrial groups
and helping strategic concertation with SME's

6. To reformulate the structure of funding of Portuguese companies, improving
permanent capital and the diversification of funding sources

7.To help cooperation among firms as an instrument for larger scale investments

8. To promote the internationalization of Portuguese industry helping new investments in
commercialization structures in external markets and strategic alliances and joint-ventures
with foreign companies
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V.3.3. What kind of indirect effects could industrial policy produce concerning
employment performances

Within this framework, industrial policy could no longer be seen as a direct instrument in
order to achieve better performances concerning employment creation.

Negative effects could be expected considering that, enhancing modernisation
improvements, concerning technological equipment and internal organisation and helping
reconversion procedures, industrial policy may reinforce the tendencies for down-sizing
of firms involved in strong adjustment processes, principally when firms, after having
completed modernisation investments, have been confronted with a sharp decrease in
demand determined by either cyclical or structural effects. Some evidences have been
found in firms having received support from PEDIP 1 conceming modernisation
investments implemented without a clear perception of commercialisation and market
priorities and then forced to face a particularly severe environment in the first years of the
90's.

Positive effects of industrial policy concerning employment performances depend on the
ability of creating and consolidating some externalities, as for example technological
infrastructures, particularly active concerning the dynamic performances of
competitiveness of firms. In our opinion, it is no longer operative to adopt the magnitude
of employment creation as a criteria for accessing investment incentives and grants side
by side with other criteria of industrial performance, economic and finantial feasibility or
productivity improvements. The best way through which industrial policy may induce
better performances concerning employment creation is to allow for a more favourable
environment for the emergence of new ventures and supporting externalities such as
Technological Centres, logistic infrastructures, incubators, decentralised and integrated
technical assistance to SME's. The more recent experience of orienting venture capital
funds managed by industrial policy towards reconversion investments and procedures
within traditional sectors of Portuguese industrial seems to be a very precarious solution,
aggravating the experience of introducing venture capital as an instrument of industrial

policy.
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The impact of industrial policy on employment performances will furthermore depend on
the ability of adjusting policy orientations to the diversity of entrepreneurial models and
trajectories evolving within Portuguese industry.

Some empirical evidences and research results are available showing that, in the more
concentrated industrialized areas of the country, particularly in the North and Centre
regions, a dual industrial structure is evolving, though we are not yet in able to quantify
how significant are now the emerging examples of firms in which modemnisation,
organisation and innovating potential are up-grading flexible specialisation’?. Anyway,
the entrepreneurial model that is still dominant can be described through the following
table :

S0The empirical research made by Professors José Silva COSTA and Mario Rui SILVA (see the authors
1993 and 1994 references) is the more recent and solid essay of quantifying how significant are these

emerging examples.
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Table 62- Main characteristics of industrial entrepreneurial model still dominating the
more industrialized areas of the country

Criteria Main characteristics

Entrepreneurship achievements * Entrepreneurship supply is cha-
racterised by a strong capacity of
initiative and of creating new firms,
without significant up-grading of
organisation which is not traditionally
well managed

* Prevalence of small and medium
entrepreneurs whose qualification is
mainly produced by learning-by-doing
processes within the firm and a
particular sector

Knowledge of external markets and of|+ A strong experience of commer-

internationalisation mechanisms cialisation accumulated in manufa-
cturing export-sectors  producing
consumption  goods,  either by
participating  directly in  external
markets or throughout sub-contracting
networks

» Difficulties in conforming to higher
stages of internationalisation, such as
joint-ventures or technological transfer
strategies

Entrepreneurial culture * A strong tradition of local em-
beddeness culturally associated to the
entrepreneur origins and familiy and to
the previous experience as workers

* Very sensitive to demonstration effects
of wealth and industrial performances

+ Tendency for concentrating in the same
person several functions and

responsabilities
Capability of accumulating technological{+ Very weak average performances of
knowledge and inducing advanced services inducing advanced services demand

* Weak potential of accumulating
technological knowledge and of
identifying what are technological
needs, strongly dependent on the
intervention of suppliers of capital
goods
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Innovation trajectories * Relevance of incremental innovations

* Up-grading of processes and products
already available

* Very sensitive to industrial policy
incentives

Funding » Strong resistences in sharing capital
participation and management and
inherent weak receptiveness to venture
capital

» Low participation of entrepreneurs’ own
capital in the great majority of firms
already in place

Environment culture » Low propensity to investments able to
up-grade external image of the firm

» Slow adjustment to environmental pro-
tection conditions namely in rural
industrialisation areas

J.Silva Costa and M.Rui Silva(1993:183-184) showed that this entrepreneurial model,
though sharing the same characteristics of industrial districts, it has not been well
succeeded in achieving the same performances : "There is a strong agglomeration of firms
and dense formal and informal relationships among them, but the division of labor and
production services are weak.However, it is feasible to admit that this model may evolve
towards a model of industrial district”.

We know that the evolution of a model characterised by the combination of territorial and
horizontal integration of firms towards a model of industrial district may be a good
argument for a decentralised industrial policy. In this debate there is a tradition of
invoking the model of italian districts as a benchmarking for that evolution.

Nonetheless, the question is more complex than simply evolving from a model in which
territorial integration is combined with horizontal integration of firms to another one
combining territorial and vertical integration.

In fact, the reconsideration and further analysis of Italian districts performances and
evolution are undergoing. New insights on the way subcontracting relationships evolve
into forms of quasi-integration among firms, creating "constellations of subcontractors
around a group of leader firms" in North Italy are an interesting contribution to identify
another forms of organisation among SME's (R.Cappellin, 1995:2-5).
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The question of how the relationships of interdependence among small and medium firms
are a precondition for flexible specialisation is a matter of controversy. G.Becattini
sustains that in industral districts "the population of firms is segmented in the sense that
different phases of the process of production are divided between the firms, each of
which specialises in one or a few phases"(1991:111). Other contributions, though
accepting that the key feature of industrial districts is " a production system organised on
the basis of small, vertically desintegrated and highly specialised firms, knitted together in
a dense network of market-based interactions” (F.Martinelli and E.Schoenberger,
1991:117), consider that flexible accumulation may progress from other organisation
forms: "the fragmentation of the production system must not be confused with a
fragmentation of capital and control and a generalised resurgence of atomistic and
competitive entrepreneurial forces"(F.Martinelli and E.Schoenberger, 1991:128).

The issue of flexible specialisation is still relevant for a significative part of Portuguese
industry, obviously not for the same reasons invoked by those who think that the
previously dominant Fordist regime of accumulation is moving away towards new forms
of flexible industrial organisation. Fordism is pratically absent from the entrepreneurial
model described above and intra-industry trade is not dominant in the main patterns of
export-led industrialisation managed by Portuguese traditional sectors. I think that flexible
specialisation fits well to this entrepreneurial model because it shares the main
characteristics suggested by Becattini concerning creative environments : "a mental
curiosity as an end in itself, a strong tendency to socialise, a bent for using analogies as
reasoning processes and a moderate tendency to overvalue an individual's own
possibilities of success” (G.Becattini, 1991:110). Or, as P.Roemer provocatively
recognised, the fact of being incurable experimenters and problem-solvers explains that
"the essence of flexible production or continuous improvement is a set of arrangements
and physical imperatives that push everyone in an organisation to look for small
improvement in how things are done" (P.Roemer, 1993:78).

We know that the "learning economy”, combining the new competitiveness factors such
as knowledge, information and innovation, will be the new engine of E.U. economic
recovery. However, it is hardly difficult to generalise this model within E.U. territory and
market forces will obviously reinforce the agglomerations in which creative environments
are already working and performing well. Nonetheless, cohesion policies cannot be
conceived ignoring the disembodied aspects of the new competitiveness paradigm. It is
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true that, as it has been underlined by A.Amin and J.Tomaney, objective 1 regions often
lack "institutional density, diversity and interdependence characteristics of learning based
competition" (1995 :32).

Criticism of regional and technological E.U. policies excessively focused on embodied
technological investments for objective 1 regions is gaining new supporters inasmuch as
real convergence performances are weak and so did national industrial policies guided by
the same rationale A.Amin and J.Tomaney speak of improving collective knowledge and
developing learning and adaptation potential of existing industrial clusters as a new
orientation (1995:32).

This is the pertinent framework to discuss the role of decentralised industrial policies in
favoring a disembodied and complementary approach of cohesion policies. North and
Centre Region should be in the core of this debate, not only because there are targeted as
objective 1 regions, but also as a territories searching for a national industrial policy more
receptive to the need of creating conditions for the improvement of the still dominant
entrepreneurial model mentioned before.

Industrial creative environments existing there are still looking for policies supporting and
helping the emergence of higher forms of collective knowledge and institutional
interdependence between small and medium firms and technological infrastructures.

A M Figueiredo, J.Silva Costa and M.Rui Silva (1993 : 111-116) have identified the
critical issues for a strategic intervention taking into consideration the existing forms of
flexible industrialisation within Portuguese industry:

* To improve the strategic capacity of existing small and medium firms in upgrading
their specialisation;

» To reinforce the territorial integration of main productive functions and advanced
services in order that specialisation upgradings may evolve simultaneously with some
kind of services externalisation;

» To improve internationalisation of small and medium firms in order that rather being
merely passive suboontractors they can implement active cooperation strategies;
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* To improve logistic conditions of regional exports intensifying the comparative
advantage of beeing near the markets of Central Europe (just in time procedures in
distribution);

* To reinforce the capacity of national and regional R & D systems of producing
technological knowledge being assimilated by the exporting small and medium firms
and coherent with their realistic technological trajectory;

» To help flexible specialisation firms to ask for and to assimilate new qualitative
patterns of education and training of human resources and of entrepreneurial
organisation.

These critical factors show how discriminating (negatively) would be a national industrial
policy exclusively guided by objectives of reorganising or creating "ex novo" competitive
and internationalised entrepreneurial groups. In fact, objectives of creating new
institutional conditions for sharing collective knowledge and information between SME's
and technological infrastructures and of combining industrial and R & D policies ask for
decentralised policies. If the creative industrial environments already working need
different kind of upgradings industrial policy should be designed within them, either
beneffiting of the interactions already working or promoting the pertinent institutions and
the initiatives able to improve the functioning and the performances of the
interdependence system.

Until now, the need of territorialising industrial policy has been wrongly identified with
the implementation of a regional investment grants system, through which less-favored
regions should have higher grants and other transfers in order that equity may be
respected and which is managed by another Ministry, the Ministry of Planning>!. With
this misunderstanding of decentralising industrial policy a perverse effect is rising : all the
firms installed in already industrialised areas turn into targets for industrial policy and the
“chance of being supported will only depend on their capacity of reacting and fulifilling
global conditions and criteria imposed by programmes such as PEDIP 1 and PEDIP 2.

S1nis argument has been invoked by Portuguese Government in order to justify the high ammount of
grants received by the large foreign investment of Ford-Volkswagen in the zone of Palmela at south of
Lisbon.

179



What we mean for a decentralised policy is a coherent set of actions in which
technological infrastructures, entrepreneurial associations, institutions supplying
advanced services to small and medium firms and technological research inter-faces are
simultaneously targets and brokers. In other words, in a decentralised industrial policy
creative environments become supported spaces evolving as learning-based networks
among small and medium firms and private-public partnerships.

We may argue that decentralised policies risk to provoke some drawbacks such as a
greater requirement for coordination and the opportunity of beneficiaries obtaining
support from multiple sources, creating the proliferation of agencies (I.Begg,
M.Lansbury and D.Mayes,1993).

Notwithstanding this possibility, formulation and delivery are other functions of
industrial policy that must be considered in order to identify the merits of that approach.
Furthermore, the previous centralised experience of managing PEDIP 1 illustrates that,
though in this case, problems of lack of coordination arise within different agencies of the
ex-Ministry of Industry (now integrated in a more vast Ministery of Economy) and
between the latter and other Ministries such as Science and Technology.

Brief, negative impacts of industrial policy on employment will be more severe if regional
experiences of flexible industrialisation and concentration areas of SME's will not be
taken into consideration by industrial policy orientations. It is very important to stress that
the experience of atracting foreign direct investment in sectors such as car industries,
electronics and information technologies as a priority for industrial policy should not
necessarily be an obstacle for taking into consideration the need of supporting flexible
industrialisation led by SME's. The experiences of atracting foreign direct investment in
key emerging sectors are always risky. Actually, in Portugal, the experience of Renault,
closing some plants, is the other side of the same coin, although Ford-Volkswagen and
Siemens projects still go on being seen as positive results of atracting foreign direct
investment. Supporting the flexible industrialisation led by SME's should not be limited
to establishing networks of suppliers to those huge foreign investments, although it may
be seen as a condition for generalising the internal effects of those projects. Flexible
industrialisation led by SME's is claiming for specific interventions of industrial policy
beyond the influence and the multiplying effects of foreign direct investments. As we
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have already shown, is still important to help it to keep the comparative advantage of
selling to the markets of the EU, benefitting from the proximity of them.

Among the priorities of the new Government we see that training policy will take into
consideration the need to support SME's through specific programmes targeted at them,
considering that, in last years, the access of SME's to general training programmes has
been very limited.This is a good illustration of a more comprehensive understanding of
the issues that industrial should be facing the future.
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VI. Conclusions
VI.1. Synthesis and Main Findings

From 1985 onwards, Portuguese labour market performed remarkably well: total
employment grew at an average annual rate of 1.1% (2.2% between 1985 and 1991),
whereas unemployment rate remained low, by European standards at least.

Notwithstanding, since 1992 - when the Portuguese economy was hit by the international
recession - employment has decreased and the unemployment rate has been on the
increase, although it remains under 8 percent.

Such performance was accomplished against a background of high participation rates
(most notably in the case of women), heavy employment losses in agriculture, and the
persistence of long-term demographic trends leading to the aging of the Portuguese
population (due to to decrease of the fertility rate and the extension of life expectancy)
and, in the second half of the 80s, to an absolute decrease of total population.(due to
unforeseen negative migration flows.

During this period, several programs aimed at stimulating the modernization of the
Portuguese economy (thereby reducing the gap that still separates it from the European
average) were implemented with the finantial suport of the European Funds. To a large
extent. To a large extent these programs were directed towards agricultural and industrial
activities, as well as to education and training.

On its side, agriculture experienced heavy job losses despite the amount of finantial aid
received. Such losses are the result of both the existence of substantial hidden
unemployment and the fact that, as a whole, this activity remains incapable of facing
international competition. In fact, further job losses in agriculture are expected, although
at a much slower pace.

Along with such changes, the share of unpaid family work in total employment sharply
fell as agriculture, together with some services, is a major user of this kind of work. At
least in recent years, family work seems to be acting counter-cyclically, meaning that it
acts, to some extent, as a cushion against wage-employment losses.
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On its side, industrial policy extensively promoted the development of Portuguese
industry both by subsidizing private direct investment and by directly investing in the
creation of new infrastrucures capable of generating positive externatilities. During the
surveyed period, industry's performance was quite good - a considerable number of new
establishments were created accounting for about 49% of total employment creation in
manufacturing industries (the remainder is due to the expansion of continuing firms).
Besides, the importance of plants start-ups and shut-downs in terms of employment
should be stressed, as available evidence suggests that these originate job flows of about
the same size of those that result from the expansion and contraction of continuing
establishments.

Although there are no visible signs that point out to a specific entry behaviour of small
firms, these have generated positive and increasing net employment flows, whereas those
originated by large firms were small and even negative during at least part of the surveyed

period.

The abovementioned evidence may suggest that an industrial restructuring process
(whose necessity is widely agreed upon) took off during this period. However, further
evidence suggests otherwise. On the one side, most of the total gross employment
variation (about 80 percent) occur within industries or regions. On the other side,
employment growth was more intensive for low-wage industries and regions. Finaly,
small plants, although presenting high birth rates, also face higher mortality rates, lower
productivity, lower wages and more intensive job turnover than large plants.

Despite the signals that bigger firms have iniated a process of adjustment to the so-called
"new competition”, we conclude that for the most such adjustment is yet to be
accomplished as a non-quantified, but certainly big, share of firms created in recent years
instead of representing a new way of doing business, rather replicates the main
characteristics of the entrepreneurial model that still dominates the Portuguese industry.

It is worth mentioning that the nature of the industrial policy implemented imediatly after
Portugal acceeded the EC is at least partly responsible for this situation. In fact, the most
widely used instruments of industrial policy - i.e., subsidies to investment - were
conceived and managed with three diferent and contradictory objectives, namely,
industrial modernization, employment creation, and the reduction of regional disparities.
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Such a policy implemented in a context that deeply stimulated the development of some
traditional Portuguese industries (due both to a lively internal and external demand, the
latter fostered by an exchange rate policy actively promoting the devaluation of the
Portuguese escudo) actually promoted capacity investments as oposed to modernisation
investments and did not contribute to reducing regional assymetries.

From the viewpoint of the labor market, such an evolution ended-up being positive as it
promoted employment and delayed the substitution of capital for labour, thereby reducing
unemployment. Furthermore, we believe that the fact that unemployment is in Portugal
mostly of a cyclical nature (as we have seen in section 1.V.) - unlike what happens in
many other European countries where structural unemployment has been on the increase -
is consistent with this view.

It is widely agreed that unemployment is in Portugal predominantly of a cyclical nature.
Notwithstanding, the causes of the sensitivity of the unemployment record in relation to
the economic situation is a matter for some controversy. Many opinions do, however,
converge to consider that it is to the fact that the labour market displays a considerable
degree of flexibility that Portugal owes its good performance in terms of unemployment.
The fact that nominal wages and earnings are also sensitive to both inflation and
unemployment reinforces this interpretation. The same goes with evidence at the micro-
level where local, firm and industry-specific conditions play a significant role in
determining pay.

If flexibility is to be given such a crucial role in explaining the performance of the labour
market, there is one question still calling for an answer - why is the labor market so much
more flexible in Portugal as compared to other European countries? This question is all
the more relevant as it is a well-konwn fact that labour market regulation is quite
stringent. Restricitions imposed refer, namely, to their capability of adapting working
hours, moving workers across jobs and dismiss workers.

Arguably, flexibility stems mostly from the fact that in Portugal reservation wage levels
are low due to three main reasons: the low levels of average wages, the low coverage of
the unemployment insurance system, and the importance of atypical forms of work.
Notwithstanding, one has to recognize that the degree of flexibility revealed would not be
possible with existing legislation except if non-compliance with the law is acknowledged.
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Several facts indicate that this is, indeed, the case in Portugal. Among these, the
importance that term-contracts have attained until 1990 and independent work from there
on, as well as the widely spread practice of using overtime work despite the strict
regulation applying in all these case, are worth mentioning. These are good examples of
situations where law is overruled, thereby creating a flexibility "de facto” where there
were legal rigidities.

Such a context is coherent with the fact that the employment creation performances of
Portuguese economy are still strongly dependent on growth general prospects and not
merely on the labour-intensive pattern of growth paths. We believe that the best active
employment measures should be targeted at improving growth performances of
Portuguese economy, principally in what concerns physical and immaterial investments
generating significative externalities. Consequently, we also believe that growth policies
cannot be confined to traditional demand-driven interventions. All the evidences suggest
that demand-driven factors depend mainly on growth performances of EU economies.
Internally, supply-side and institutionally oriented policies should be the main drive in
order to favour better growth prospects in a period of strong structural adjustments and
considering the new scenarios for the intervention of EU structural funds within lagging
countries and regions.

This is also the right framework to ask for a more accurate contribution of education and
training systems. Notwithstanding the significative rise observed in the last 20 years
concerning rates of participation and enrollment rates in pratically all the education levels
as well as training facilities, that increase cannot by itself compensate the very low
average educational attainment levels still persisting within labour force. It is necessary to
create favourable conditions in order that firms could adapt themselves to new tum-over
conditions conceming the employment market, combining external flexibility
performances with the up-grading of internal flexibility within firms. The reform of
fiscality and of the way firms could contribute to the erradication of social security
finantial crisis should be oriented towards more ambitious targets than solving short-term
finantial problems. It is absolutely necessary that the structure of labour force
qualifications within firms could adjust to the rise of enrollment and participation rates in
the education system. Higher stages of industrialisation profiles in Portugal and more
agressive strategies of atracting foreign direct investments require that type of
adjustments. We believe that education system is precociously evolving towards a
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development model of Portuguese economy in which deindustrialisation is passively
accepted and in which tertiary sector is seen as the only safeguard for employment
creation.

Consistently with such an understanding of the Portuguese labour market main features
and functioning is the fact that the national debate on the issue has, for the most, been
driven around some of the abovementioned topics. However, some issues that this report
considers much more important, were left aside.

VI.2. The National Debate

The national debate on the labor market followed mostly along the three following
avenues:

i) the system of industrial relations, particularly in what concerns the relative roles of
diferent levels of negotiation (i.e., centralised versus decentralised);

i) the flexibility of the labour market, particularly in what concerns legislation on
dismissals, atypical forms of work, working hours and the definition of job contents;

ii1) the instruments of the labour market policy, particularly in what concerns the relative
importance of active versus passive measures.

It is widely recognized that the State holds a proeminent position in the Portuguese
industrial relations system. Therefore, it hardly comes as a surprise that one of the main
topics for debate refered to the reform of such system particularly in what refers to
redefinition of the relative roles of the more centralised and decentralised levels of
bargaining. Claims were that the highly centralized level of negotiation still prevailing in
the Portuguese system is one major obstacle for adaptating regulation to the diversity and
variability of operating conditions which could only be dealt with at more decentralised
levels of negotiation. In fact, the Council for Social Concertation (CPCS) was created in
1984 as an attempt both to improve the system's capability of dealing with cases of non-
compliance with existing rules and to reach a consensus leading to the reform of
regulation applying on working conditions.

Although non-compliance with existing regulation remains an issue, the CPCS did
manage to reach several agreements that established the principles applying to
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negotiations taking place at the industry or firm-level. These agreements proved a
powerfull instrument for the stabilization of the macroeeconomic conditions of the
Portuguese economy - it was with the agreement signed in 1987 that the concept of
"expected inflation rate” became the referential for wage negotiations in substitution of the
inflation rate observed during the period following the preceding agreement.

The agreement signed in 1990 (AES) introduced again some major changes. Among these
was the adoption of an objective of effective growth of real wages towards the EC
average, under non-inflationary conditions, and the concern with the safeguard of
international competitiveness of Portuguese firms. As a direct consequence of such
concern, the agreement contained clauses ackowledging the need to decentralise the level
of labour market regulation, particularly by redefining the roles of law and collective
bargaining. These clauses materialized later on on legislation giving collective bargaining
a wider scope of negotiation, particularly in the field of working time.

Despite these changes, collective bargaining remains highly centralized and unwilling to
use the new prerrogatives given by law.

Surprisingly enough, employers seem to be more adverse to firm-level negotiation than
workers which is due to three main reasons: negotiations at this level are harder as single
employers have to face aggressive trade unions; employers fear that conducting firm level
negotiations will create new incentives to plant unionisation; industry-wide agreements
give employers some flexibility over wages as conventional wages tend to be viewed as
lower bounds for setting wages firms actually pay.

In what concerns the contents of the very agreements, it is clear that they seldom go
beyond matters typically regulated by through collective bargaining (grading systems, pay
determination, career paths, and mobility mechanisms, €.g.). The contents of the majority
of the agreements passed is therefore quite poor, frequently going no further than merely
restating the law. For that reason, in 1996, law came again to the forefront and regulated
some issues that the agreement passed in 1990 had left to the negotiation.

However, the flexibility issue was the major theme of the national debate on the labour
market throughout the surveyed period. Two main topics, both of which represent major
concerns of employers and workers, were particularly subject to discussion. These
refered to the legislation on dismissals and the reduction of working time.
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For a long time, employers had been claiming for deep changes of legislation on
dismissals which was seen as highly restrictive due both to the procedures required and to
the high costs firms had to incur in case of dismissals. Besides, the admissibility of
dismissals was quite strictly regulated. For these reasons, employers considered that due
to such rules their ability to react to external shocks was seriously diminished. Firms
highly exposed to international trade (both in the national market and in international
markets) were particularly concerned with this, particularly at a time when competition
was becoming fiercer in European markets. Eventually, this lead the Government to
change the law on dismissals in 1989, thereby giving credit to many of employers'
claims. Dismissals were thus made easier, but the very same law now regulates this
matter also introduced a new regulation on term-contracts whose use became more
limited. This should be considered as a compensation to the fact that dismissals were now
easier. On the one side, job-security was reduced, but, on the other side, the use of more
precarious forms of work, such as term-contracts (which roughly represented 20% of
wage-employment), was restricted.

Unions (those represented in UGT, at least), unwillingly agreed with these changes,
recognizing that the new international environment would forcefully lead to the loss of
some jobs; these job losses were therefore seen as a condition for maintaining (and
creating) other jobs.

However, this is still an on-going debate as neither employers, nor workers are pleased
with the results of this changes. Employers still complain about the stringency of existing
regulation, whereas workers consider to have given away one of their fundamental rights
without suficient compensation. In fact, term-contracts were not replaced by permanent
contracts; instead, (false) independent work grew, at the same time that the importance of
term-contracts sharply fell.

The other topic discussed under the heading of flexibility was working time. Workers had
for a long time been claiming for the reduction of working hours which, despite the fact
that they were higher than anywhere else in Europe (during the 80s, at least), showed no
tendency to be reduced. For that reason, workers claim was based on the urge to improve
workers' living and working conditions. Employers strongly opposed such claims,
arguing that working time reductions would put an unbearable pressure on costs and,
once again, deteriorate their international competitiveness. Instead, so they claimed, what
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was really necessary, was improve working time flexibility. An agreement was eventually
reached on this topic in 1990 (AES) consacrating the reduction of working time to a new
maximum level of 40 hours / week in exchange for the flexibilisation of working
schedules. However, such an agreement took the form of a recommendation which was
to be implemented by means of collective agreements until 1995. Once again, the result
was that by 1996 normal working time was above the new maximum in most activities
due both to workers unwillingness to make further concessions in what concerns
working time flexibility and to employers oposition to the reduction of working time
without further flexibility.

There are several factors that can help us to understand why these negotiations came to a
dead-end and eventually called for State intervention.

It is a well known fact that working time reduction is a source of additional costs except
in the case of no wage compensation (i.e., constant hourly wages). In fact, although
some authors argue that productivity gains can be expected when working time is
reduced, this is a matter for some controversy and it is generally agreed that this gains, if
they exist, will not be big enough to compensate for the increase in labour costs. Such an
increase will be all the more important in the case of labour - intensive firms / industries; it
will also be more dificult to deal with when firms / industries are highly exposed to fierce
international competion.

Working time reduction, except if accompanied with incomplete wage compensation (i.e.,
with a proportional increase of hourly wages) demands workers to pay for the reduction
of working time. This means that it will only be likely if the marginal utility of leisure is
higher than the marginal utility of wages, or when levels of wages are higher and hours
of leisure scarce.

Finally, working time reduction gains feasibility if it is combined with the reorganization
of working time, allowing for the extension of capital operating time by means of the
extension of shiftwork. In such case, additional feasibility arises of the reduction of
capital costs. In such case, a more intensive use of the capital factor produces a reduction
of costs that can be used to finance the increase in labour costs associated with the
reduction of working time, thereby reducing the need for wage compensation and/or the
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loss of competitiveness. The higher is the share of capital in the cost structure of the firm /
industry, the more likley will this outcome be.

From the abovementioned theoretical points, it results that the Portuguese economy is not
a favourable ground for working time reduction processes to occur, considering the
importance of firms / industries in traditional sectors, labour intensive, and highly
exposed to international competition, as well as the low average level of wages.
Therefore, it hardly comes as a surprise that employers and workers have not been able to
agree and implement the decisions of the 1990 agreement. The reaction of employers to
the new law that the Government has recently passed enforcing the 40 hours / week
maximum working time (calculating the average duration of working time without
considering the daily breaks periods, thus maintaining or even expanding the duration of
work) reinforces what we have just said.

VI.3. What are the crucial matters that are still absent of the national debate?

V1.3.1.The worksharing debate

The worksharing debate has been completely absent of the national debate of working
time, unlike what happens in the rest of Europe. This can be easily understood if we
consider the low levels of unemployment that the Portuguese economy has experienced
this far. However, the new Government seems to be particularly keen about this issue
and has actually introduced a clause on the latest nation-wide agreement refering to the
need to manage working time in the context of the employment policy, particularly by
means of promoting the growth of part-time work by means of deregulating a number of
aspects related to it. However, we fear that this means that a form of work that is still
highly protected will be made more precarious with the only aim of fighting against
unemployment. If this will be so, it may be feared that such a fight will be fought at the
expenses of (still) existing job-security regulations, meaning that in order to create further
jobs, the whole employment relations will become more precarious. Although such a
stand still calls for further verification (as we have to be able to measure the impact of
non-compliance with existing regulation on actual job-security), this should be a major
topic for the national debate on the labour market. However, strange as it may seem
(particularly, because Portuguese workers seem to be more keen about job-securtity than
about income security), this issue has not been discussed out in the open.
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V1.3.2.The job-security/employment trade-off

Also absent of the national debate is the job-security/employment trade-off at least in such
terms that are compatible with the main findings of this report. It has been reported above
that a major cause for the Portuguese good performance in what concerns unemployment
has to do with the actual degree of flexibility of the labour market. In turn, this is
explained by the low levels of wages, the still low coverage of the unemployment
insurance system and the importance of the atypical forms of work.

If this is so, one cannot ignore that all the official documents dealing with policy issues
and the prospects of the Portuguese economy consider that the reduction of the wage gap
that still separates Portugal of the European average is a major objective of the economic
policy. Likewise, since 1989 that it has been decided to improve the coverage of the
unemployment insurance system (sucessfully, so it seems), and that policy has not been
reversed ever since. Finally, it is also worth mentioning that several attempts to keep the
importance of the atypical forms of work within certain limits have also been done since
1989 (although not so sucessfully).

For all these reasons it seems that tacitly a consensus has been reached indicating that the
path the Portuguese economy wants to follow pressuposes that all those measures will be
implemented, along with further deregulation of the labour market. If such a consensus
exists, it has been reached without balancing the social and economic benefits of such
options against what is likely its major cost the increase in unemployment and the growth
of its strucutural component. Furthermore, this will happen along with further reductions
of job-security implemented for the sake of flexibility which, in such a context, is not
likely to produce positive results. We believe that this should be a major subject for
debate.

V1.3.3. An effective and operative consensus on the main guidelines of education system

reform

We believe that a false consensus on education system priorities is recently installed in
Portugal among the main political forces and civil organisations. The complexity of the
situation is arising because a two-simultaneous steps strategy should be implemented: to
manage the problems created by the explosion of demand at the same time that quality .
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performances should be strictly observed. The conditions that Portuguese take-off
concerning education prospects is facing are very unfavourable, because the Portuguese
education system begins to react against its main failures and shortfalls when the
countries that are sharing the same specialisation profile and disputing the same foreign
investment contribution are deeply involved in improving the quality and efficiency of
their systems.The difficulty of achieving a good compromise between these two issues is
well perceived in the national debate concerning the discussion of what should families
pay for their children being enrolled in public higher education (Universities and
Polytechnic Schools) and of the bad results observed in the general examinations at
national level of youth having completed 12 years of schooling.

The lost of energy that the Reform of Education System has suffered in recent times is a
clear illustration that a false consensus is emerging. The challenge of the education system
reform cannot be faced within a strictly sectoral approach. Families, firms, young people,
civil society organisations should be involved as full interested and participant social
groups. The lack of motivation among teachers and the management failures of schools
require more than technical solutions.

It will be necessary to collect further insights and informations on the recent innovations
of Training Schools and Technological Courses within secondary education generally
accepted as generating best practices fitting well to the main weaknesses of the system, in
order to appraise if these experiences have already been accepted by firms as solid supply
sources of skilled labour force.

But, above all, it is necessary that national debate allows for further mutual knowledge
between the education system and firms, eliminating the no man's land still existing
between the aspirations and values of the former and the needs of the latter.The natural
increase of educational attainments of young people entering now the education system
and of those who have completed the compulsory education of nine years means that they
will delay the moment in which they should face and solve the problem of job-searching
and getting their own money. So, attitudes towards initiative, self-responsability, risk and
decision-making in contexts of uncertainty should be produced and stimulated by
education system in order to improve social commitment and responsability of more
educated young people.
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V1.3.4. The trade-off between active and passive employment ures

The ESSEN's recommendations have been probably accepted in Portugal without having
captured all of the implications of the theme and principally without adapting those
orientations to the problems and to the functioning of the labour market in Portugal.

There is a very generalised tradition in Portugal consisting in multiplicating the number
and the kinds of programmes aiming at implementing active employment measures. We
may say that the diversity of targeted groups for active measures is managed multiplying
the number of programmes and measures selected, instead of managing a small number
of measures or programmes and adapting them to the diversity of targeted goups and
individuals. We believe that the last alternative is more operative, reinforcing the
probability of attaining better results.

In spite of Unions having kept insisting on active employment measures, there is no
consistent debate about the evaluation of the results of the whole panoply of measures that
have been implemented in the last ten years and principally about the pertinent territorial
level in order to have better results and better coordination performances. We believe that
the panoply of active measures being implemented in the EU countries is closely related
with the energy and the initiative capacity of civil society organisations in these countries.
We cannot then merely import the institutional ability and imagination emerging in other
countries, admitting optimistically that nothing else would be necessary in order to have
positive resuits.

The great majority of active measures now available and generalised should be
implemented at decentralised levels and will be producing more positive results
integrating and being managed within local development strategies. This is a challenge for
the IEFP reorganisation and principally it should be seen as an opportunity for
Employment Centres have a more active and autonomous role in promoting local
development.

Finally, training policy must be not kept aside of the trade-off between active and passive
measures. A training project or a training plan are not by themselves an active or a passive
measure. The way the project or the plan are conceived, managed, targeted or
implemented and the kind of apprenticeship environment and performances effectively
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achieved are key factors to be considered. Unemployed people (not ignoring of course the
diversity of couples of situations of educational attainments and skills presented by
unemployed people) and youngsters looking for a first job are key targeted groups in
order that passive measures may have a shorter duration and in order that they could be
better articulated with active measures. Such performance to be effective should be
accomplished managing social unemployment and unemployment benefits with more
active and severe modalities of follow-up and of control of people involved.The main
bottleneck in Portugal to achieve such a performance is institutional. In fact, in order that
an unemployment benefit could be seen as a temporary source of protection and not as a
permanent charge, it is necessary that the beneficiaries could receive preferential treatment
as targeted groups for active training and for active employment measures. The success of
the recent Danish experience of reforming labour market and activating measures is
mainly explained by the ability of combining new regulations for the unemployed
claiming unemployment benefit with several active measures and participation in active
programmes (European Commission, Employment in Europe, 1996:133).

V1.3.5.The challenge of improving the transition into working life of youngsters

The young people that is looking for a first job is a very complex targeted group, because
at least we may identify three main situations:

+ Those who leave the education system without any qualification at all;

» Those who leave it after having completed some years of basic, secondary or higher
education but not having any vocational qualification;

» Those looking for a first job with vocational qualifications through education or
vocational training system.

If we combine these situations with different social status or gender aspects, it's easy to
understand the complexity of the problem of training policies aiming at improving the
transition into working life. In fact, for the first group, that kind of training programmes
will be seen as pratically the last chance of getting a vocational qualification and a job; the
second group sees the programme as a typical situation of training towards employment
and, finally, the third group tends to accept training as improving their chances of getting
a job, believing that firms will be atracted by their investment in training.The national
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debate is not aware of all the implications generated by the complexity of these situations
concerning the implementation of active training measures aiming at improving transition
into the working life.

The training programmes conceived under a strategy of training towards employment
should have in mind that, at least in what concerns the youngsters that are looking for a
job as result of drop-out cases without any qualification at all, these active training
measures are as well instruments in order to prevent higher levels and incidence of social
disability. The following table tries to summarise what could be the central issues for a
debate around transition into working life of young people that are still droping-out the
Portuguese education system and demanding training programmes as the last chance of
improving their job-searching strategies:

Table 60- Main guidelines for training programmes aiming at improving the transition into
working life of young people

| Critical aspects of a vocational training programme improving

transition into working life

Key variables of training | Diversity of | Segmenta- | Role of Support to | Engage- Evaluation

system targeted tion of vocational | integration | ment of of
groups labour guidance into employers | integration
socially and | matket working life processes
vocationally

Conception X X X

| Organisation X X X

Targeted groups and

individuals X X

Guidance X X X

Divulgation X X

Trainers X

Access to employment

market X X X X

Evaluation X X X X

Source : Elaborated by Quaternaire-Portugal

Considering that drop-out rates will be falling very slowly in the future and that the
extension of vocational aspects managed by the education system are also slowly
increasing, training programmes towards employment will be a strong opportunity in
order that training system could play a major role in accelerating active employment
measures.
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VI1.3.6. The n f pr ing the debate on social security reform

Finally, we believe that the progression of the work of the team that is preparing the
White Paper on Social Security will allow for generalising the debate in the major circles
affected by the new coming orientations, including the issue of achieving a complete
harmonisation among different regimes of social protection.The very low average value
of remunerations declared by Portuguese employees and employers as well independent
workers for social security purposes can no longer be ignored, accepting it just a natural
reaction of contributors. It is necessary to take into consideration that short-term finantial
difficulties of social security should not delay the need of reforming equity and efficiency
performances of the system, adapting distributive modalities to the new situation and
helping the search of complementary sources of social protection.

Further debate on social responsability of employers and employees is requiring further
achievements in harmonising regimes and eliminating the existing inequalities. We hope
that the Working Group on Social Security reform will have the audacity of proposing
realistic ceilings for contributions and pensions in order incentivating complementary
sources of social protection and principally leading firms to hire more qualified workers.

Considering that Portugal's tax pressufe has sharply increased since the 70's, we believe
that effects on labour demand of the social security reform will be strongly dependent
upon audacious proposals concerning the reduction in the global rate of social
contributions combined with tighter monitoring of the system. The improvement of
budgetary mannoeuvre is requiring a decisive political impulse.

196



References

Carvalho ABRANTES (1991), "Principios fundamentais de organiza¢do e actuagdo dos
servigos publicos de emprego”, Emprego ¢ Formagdo, n® 16, Dezembro

John T.ADDISON and Paulino TEIXEIRA (1995), "Dismissals Protection and
Employment: Does the Lazear Model Work for Portugal”. University of South Carolina,
mimeo.

Luis Mira AMARAL(ex-Minister of Industry)(1992), Indiistria e Energia, as apostas
portuguesas, Ministry of Industry and Energy, Lisbon

Ash AMIN and John TOMANEY (eds) (1995), Behind the Myth of European Union -
Prospects for cohesion, Routledge, London and New York

Ant6nio Roque ANTUNES(1996), A Idade e Situagdo Face ao Emprego dos
Trabathadores por Conta de Outrem, 1993, Statistics Department of the Ministry of
Employment.

Anabela APERTA, Isaura Moreira, and Maria Manuela Murteira (1994), Anilise das
Diferenciagdes entre Remuneragdes Convencionais e Efectivas, Lisboa: MESS. SICT, 1994,
73 p.

Joaquim AZEVEDO (1994), Avenidas de Liberdade -reflexdes sobre politica educativa,
Edigoes Asa, Porto

Banco de Portugal (1996), Relatorio Anual,1995.
BANCO DE PORTUGAL(1996), Boletim Econdmico Trimestral, June

Anténio BARRETO (org,)(1996), A situagdo social em Portugal 1960-1995. Instituto de
Ciéncias Sociais da Universidade de Lisboa

Giacomo BECATTINI(1991), "The Industrial district as a creative milien”, in G.Benko and
M.Dunford (eds), Industrial Change and Regional Development, Belhaven Press, London
and New York

Iain BEGG, Melanie LANSBURY and David MAYES (1993), "Decentralised Industrial
Policies", mimeo, NIESR, London, November

Samuel BENTOLILA and Juan J. Dolado (1994), "Labour Flexibility and Wages: Lessons
from Spain" Centro de Estudios Monetarios y Financieros: Documento de Trabajo n® 9406.

John BESSANT and Raphael KAPLINSKI(1995), "Industrial restructuring: facilitating
organizational change at the firm level”, World Development, vol.23.n%1,pp-129-141

197



Olivier BLANCHARD, and Juan F. Jimeno (1995), "Structural Slumps and Persistent
Unemployment. Structural Unemployment: Spain versus Portugal”, American Economic
Review, May, 212-218.

Riccardo CAPPELLIN (1995), "Regional embeddeness and international integration : the
case of SME's in North Italy, paper presented at the National Congress of the Associagio
Portuguesa para o Desenvolvimento Regional, Oporto, April

Roberto CARNEIRO (1996), "A evolugdo da economia ¢ do emprego-novos desafios para
os sistemas educativos no dealbar do século XXI", in J.Luis Garcia GARRIDO and
allii(1996), A Educagdo do Futuro. O futuro da Educacio, Edicdes ASA, Porto

Anabela CARNEIRO and Pedro Portugal (1996), "Criacdo, destrui¢do e reafectagio de
emprego na Indistria Transformadora Portuguesa”, comunicacdo ao 52 Encontro Nacional
de Economia Industrial, Coimbra.

Henrique Medina CARREIRA(1996), O Estado e a Seguranga Social, Cadernos do Piblico
Henrique Medina CARREIRA (1996), O Estado e a Educac¢do, Cadernos do Pablico

CCRN(1996), Disparidades regionais em educacdo e formagdo :a Regido Norte, Porto,
1996

Conceicdo CERDEIRA and Edite Padilha (1988), As Estruturas Sindicais Portuguesas
(1933-1985), Lisboa, MESS, (série C- Trabalho), 3 volumes.

Concei¢do CERDEIRA and Edite Paditha (1990), A Sindicalizagdo e Alguns
Comportamentos Sindicais, Lisboa, MESS, (série C- Trabalho).

COMISSAO EUROPEIA (1994), Crescimento, Competitividade e Emprego - Livro Branco,
Bruxelas

Jodo CONFRARIA(1995), Desenvolvimento Econémico e Polftica Industrial, Universidade
Catélica Editora, Lisboa

Conselho Permanente de Concertagdo Social (1990), Acordo Econdmico e Social.

José da Silva COSTA and Mirio Rui SILVA (1993), Modelo Empresarial ¢ Dindmica de
Inovacgdo, in Perspectivas de Evolu¢cdo da Indiistria da Regido Norte, Associagdo Industrial
Portuense-DG XVI, Oporto, February

José da Silva COSTA and Mirio Rui SILVA (1994), "Innovation et modeéle entrepreneurial
dans le Nord du Portugal”, in C.Courlet and B.Soulage, Industrie, Territoires et Politiques
Publigues, Collection Logiques Economiques, L'Harmattan, Paris, pp.35-73

José da Silva Costa (1995), "Firm's support space and industrial policy-the recent

Portuguese experience”, paper presented to the Workshop "Changes in industrial
organisation, small and medium size firms and regional-local policies”, Rome, December

198



Joao CRAVINHO(org.) (1995), Emprego e Desemprego em Portugal. Horizonte 2000,
Lisbon, IED, Bruxelas, EC-DGV.

DE-MESS (1994), Demografia de Empresas (1982-92), Lisbon, MESS.

DIRECCAO GERAL DO EMPREGO E FORMACAO PROFISSIONAL-DGEFP (1995),
Relatério sobre Portugal elaborado no dmbito da informagdo sobre politicas de emprego-
MISEP, Lisboa

DIRECTORATE GENERAL V of the European Commission (1995), The 1995
Multiannual Programme for Employment of the EU Member States, Brussels

DIRECTORATE GENERAL V (1996), ERSEP (Electronic Retrieval System on
Employment Policies), version 06/1996, Brussels and 1.A.S., Berlin

EUROPEAN COMMISSION(1995), Performance of the European Union labour market,
European Econonty, n®3

EUROPEAN COMMISSION(1995), "Composition du chémage dans une perspective
économique”, Economie Européenne, n°® 59

EUROPEAN COMMISSION (1996), Employment in Europe 1996, Brussels

Bagio FELIX(1991), "Formacio Profissional em Portugal:que papel nos anos 90",
Emprego e Formagdo, n°14, December

Bagdo FELIX(1991), "Servigo Nacional de Emprego:uma estreita ligacio entre o emprego
¢ a formagdo profissional”, Emprego e Formagdo, n® 16, December

Graga FERNANDES (1992), A Formagdo dos Saldrios - Uma Aplicacdo a Indistria
Transformadora em Portugal, doctoral dissertation, Lisbon: ISEG, Technical University of
Lisbon.

Joio FERRAO (1996), A Demografia Portuguesa, Cadernos do Piblico, n°, Lisboa:
Piblico, 63p.

Anténio Manuel FIGUEIREDO(1993), "Politica Industrial e tecnoldgica", in Perspectivas
de Evolucdo da Indiistria da Regido Norte, Associacdo Industrial Portuense-DG XVI,
Oporto, February

Anténio Manuel FIGUEIREDO, J.Silva COSTA and M.Rui SILVA(1993), A Indistria da
Regido Norte -desafios dos anos 90, Relatério de Sintese, Associagdo Industrial Portuense,
Porto

Eduardo FONSECA(1992), "Sistema de formagido profissional em Portugal”, Emprego e
Formagdo, n® 19, September

199



Maria Teresa Amaro GANHAQ(1995), "Youth unemployment and unofficial economy in
Portugal”, mimeo, IARD-Rome

Pilar GONZALEZ, Margarida Ruivo and José Varejao (1997), "Why is Part-time Work
Rare in Portugal and Spain?", in Jacqueline O'Reilly and Colette Fagan (eds), Part-time
Prospects, London: Routledge (forthcoming).

David GRUBB and William Wells (1993), "La Réglementation de L'Emploi et les Formes de
Travail dans les Pays de la CEE", Revue Economique de I'OCDE, n221, pp. 7-62.

Candida HESPANHA, Carla Cibele and Eunice Go6is(1994), "Escola Bisica Integrada-
caracteriza¢do de um processo”, Instituto de Inovagdo Educacional

IEFP (1987), Relatorio sobre Portugal elaborado no dmbito da informag¢do sobre politicas
de Emprego-MISEP, March

IEFP (1990), Relatério sobre Portugal elaborado no dmbito da informagdo sobre politicas
de Emprego-MISEP, July

IEFP(several years), Relatdrios de Actividades

IEFP (1996), "Para o Desenvolvimento da Formagdo Profissional em Portugal:prioridades,
qualidade e financiamento", Cadernos n® 4, November

B. F. KIKER and Maria C. Santos (1991), "Human Capital and Earnings in Portugal”,
Economics of Education Review 10, no. 3.

Edward P. LAZEAR (1990), "Job Security Provisions and Employment”, Quaterly Journal
of Economics, 105, pp. 699 - 726.

Maria Josefina Menezes LEITAO (1996), Reducdo e Reorganizagdo do Tempo de
Trabalho - Aspectos Legais e Convencionais. Porto, Faculdade de Economia. (mimeo)

Fernando LEITE and Alexandra Figueiredo(1995), Insercdo Profissional dos Primeiros
Diplomados pelas Escolas Profissionais, Relatério de sintese, Ministério da Educagdo,
Departamento de Programagdo e Gestdo Financeira

Margarida Chagas LOPES and Elsa Fontainha (1994), "Unemployment Components and
Output Dynamics: The Portuguese Case". Documentos de Trabalho do CISEP, n°8.

Robert E.LUCAS JR.(1988), "On the mechanics of economic development”, Journal of
Monetary Economics, 22,3-42

Silvia LUZ and Maximiano Pinheiro (1993), "Desemprego, Vagas e Crescimento Salarial”,
Boletim Trimestral do Banco de Portugal 15, no. 2.

Silvia LUZ and Maximiano Pinheiro (1994), Wage Rigidity and Job Mismatch in Europe:
Some Evidence, Banco de Portugal, WP 2-94.

200



José Manuel HENRIQUES, Raul Lopes and A.J.Mendes Baptista (1991), O Programa ILE
em Portugal. Avaliagdo e Perspectivas, Lisboa, Escher Publicagtes

John HUMPREY (1995), "Industrial reorganization in developing countries:from models to
trajectories”, World Development, vol.23, n°1, pp.149-162

Luis IMAGINARIO(1995), "Sistema de Formagio Portugués - configuragio geral e
decrigdo(parcelar) da oferta”, mimeo, Direc¢do-Geral do Emprego e Formacio Profissional,
January

Flavia MARTINELLI and Erica SCHOENBERGER(1991), "Oligopoly is alive and
well:notes for a broader discussion of flexible accumulation”, in G.Benko and M.Dundford,
Industrial Change and Regional Development, op.cit.

José MATA(1995a), "How do New Firm Starts Vary Across Industries and Over Time?".
Banco de Portugal, WP 5-95.

José MATA(1995b), "Markets, Entrepreneurs and the Size of New Firms", Banco de
Portugal, WP 7-95.

José MATA and Pedro Portugal (1994), "Life Duration of New Firms", Journal of
Industrial Economics, 42.

Dani¢le MEULDERS (1996), Women and the Five Essen Priorities, Turim, International
Training Center of the ILO

Ministério para a Qualificagio ¢ Emprego(1996), Programa Plurianual do Emprego (até
1999), 30 th September

Leonor MODESTO and Pedro Neves (1994), "The effects of CSF 1994-1999 on the
Portuguese Economy”, Economia, vol. XVIII, 39-85

Leonor MODESTO(1996), "Measuring Job Mismatch and Structural Unemployment in
Portugal: An Empirical Study Using Panel Data", Universidade Catdlica Portuguesa and
Ministério das Finangas, mimeo.

MONITOR COMPANY (under the orientation of M.Porter)(1994), Construir as Vantagens
Competitivas de Portugal, Forum para a Competitividade, Lisboa

Joio MOURA (1991), "Fundamentos e origem dos servigos de emprego”, Emprego e
Formacado, n® 16, Dezembro

Hidio das NEVES (1993), A Seguranca Social Portuguesa -problemas, realidades e
perspectivas, Instituto Superior Politécnico Internacional, Colec¢do Estudos

Oliveira das NEVES, Paulo Pedroso and Nelson Matias (1993), O Sistema de
Aprendizagem em Portugal -experi€ncia de avaliagdo critica, Instituto do Emprego e
Formagio Profissional, série Estudos, n? 10

201



OCDE (1993), Perspectives de I'Emploi, July

OCDE(1994), "Les négociations collectives: niveaux et portée", Perspectives de I'Emploi de
I'OCDE, Juillet, 1994

OECD (1995), Portugal 1994-95, OECD Economic Surveys, Paris
OECD (1996), Portugal 1995, OECD Economic Surveys, Paris
OECD (1996), Portugal 1995-96, OECD Economic Surveys, Paris

OEFP (1996), Avaliagdo das Medidas de Apoio a Criagdo de Emprego 1995, September,
Lisbon

M. Mendes OLIVEIRA, Pedro Portugal and Maria Clementina Santos (1994), "Wage
Growth and Tumover in the Portuguese Youth Labour Market", Paper presented to the 6th
Annual Conference of the European Association of Labour Economists, Warsaw.

Pedro PIMENTEL/(1994), O Saldrio Minimo em Portugal, Working Paper, Faculdade de
Economia da Universidade Nova de Lisboa.

Mirio PINTO, Pedro Furtado Martins and Anténio Nunes Carvalho, (1996) European
Employment & Industrial Relations Glossary: Portugal, London, Sweet and Maxwell,
Luxembourg, Office for Official Publications of the European Communities, 299 p.
(Portuguese version also avaliable: Glossdrio de Direito do Trabalho e RelagOes Industriais,
Fundagdo Europeia para a melhoria das Condi¢Ges de Vida e de Trabalho - Universidade
Catolica Editora, 1996).

Pedro PORTUGAL(1996), "Duragdo de Uma Experiéncia Individual de Desemprego”,
Banco de Portugal, Boletim Econémico, Setembro, pp. 67-74.

Pedro PORTUGAL and Paulo Guimardes (1996), "The Influence of Local Labor Market
Conditions on the Entry and Exit of Plants". Paper Presented at the 8th Annual Conference
of the European Association of Labour Economists, Greece (September).

Kavii RAMACHANDRAN(1989), "Small entreprise promotion:role of incentives",
Entrepreneurship and Regional Development, vol.1, n® 4,pp.381-393

H. Nascimento RODRIGUES(1996) "Os Acordos de Concertagdio Social", in Antdénio
Barreto (ed), A Situagdo Social em Portugal, 1960-1995, Lisbon, Instituto de Ciéncias
Sociais da Universidade de Lisboa.

Maria Jodo RODRIGUES e Oliveira das Neves (coord.)(1994), Politicas de reestruturagio,
emprego e desenvolvimento regional, Instituto de Emprego e Formagdo Profissional,
Lisboa

Paul ROEMER(1993), "Ideas and things", The Economist, 11th September

202



Maria Clementina SANTOS(1995), Education and Earnings Differentials in Portugal,
doctoral dissertation, Faculdade de Economia da Universidade do Porto.

J Amado da SILVA (1994), "Unidio Econémica e politica industrial”", O Economista,
Anudrio da Economia Portuguesa, Lisboa )

J. Amado da SILVA (1994), "Descentralizagio e Politica Industrial:hierarquias e
discricionaridade dos agentes - ligOes da experiéncia portuguesa”, paper presented to the 3¢
Encontro Nacional de Economia Industrial, Universidade Cat6lica Portuguesa, Oporto

Soeiro de SOUSA(1991), "Evolugdo dos Servigos Piblicos de Emprego”, Emprego e
Formacdo, n® 16, Dezembro

Alan D. STOLEROFF(1988), "Sindicalismo e Relagbes Industriais em Portugal”, Sociologia
- Problemas e Prdticas, n°4, pp. 147-164.

Alan STOLEROF, and Reinhard Naumann (1993) "A sindicalizagdo em Portugal: a sua
medida e a sua distribuicdo", Sociologia - Problemas e Prdticas, n* 14, pp. 19-47.

Paulino TEIXEIRA(1995), "Lei dos Despedimentos: O Percurso de Uma Lei",
Comunicag¢do Apresentada ao 42 Encontro Nacional de Economia Industrial,. Lisboa.

Paulino TEIXEIRA1996), "Os Efeitos da Regulamenta¢io dos Contratos a Prazo Sobre o
Trabalho Nido Permanente". Comunica¢do Apresentada ao 5° Encontro Nacional de
Economia Industrial,.Coimbra.

UNESCO (1996), Rapport Mondial sur I'éducation 1995, Paris

José Manuel VAREJAO1996), "O Tempo de Trabalho ¢ o Emprego - Contributos para a
Compreensdo do Caso Portugués”. Cadernos de Ciéncias Sociais, 17, pp. 49 - 76.

José Manuel VAREJAO, and Margarida Ruivo (1996), "As Condicionantes da Organizagio
do Tempo de Trabalho - Estudo de Um Caso". Cadernos de Ciéncias Sociais, 17, pp. 77 -
90.

203



European Commission

Labour Market Studies — Portugal

Document

Luxembourg: Office for Official Publications of the European Communities
1997 — 222 pp. — 21 x 29.7 cm

ISBN 92-827-8752-4

Price (excluding VAT) in Luxembourg: ECU 29.50



Venta - Salg - Verkauf  MNwARoeig + Sales « Vente + Vendita « Verkoop « Venda « Myynti - Forséljning

e de Louvain 40-42/
buvenseweg 40-42
1000 Bruxelles/Brussel
Bl. (32-2) 552 22 11

bx (32-2) 511 01 84

pan De Lannoy

venue du Roi 202/

pningslaan 202

1060 Bruxelles/Brusse!

Bl (32-2) 538 51 69

hx (32-2) 538 08 41

Fmail: jean.de.lannoy@infoboard.be

brairie européenne/Europese Boekhandet

ue de la Loi 244/
fetstraat 244

1040 Bruxelles/Brussel
Fl. (32-2) 295 26 39

ax (32-2) 735 08 60

ANMARK

H. Schultz Information A/S

erstedvang 10-12
K-2620 Albertslund

f. (45) 43 63 23 00

px (45) 4363 1969
-mail: schultz@schultz.dk
RL: www.schultz.dk

5, rue Raiffeisen
L-2411 Luxembourg
Tél. (352) 40 10 20
Fax (352) 490 661
E-mail: mdi@pt.lu

Abonnements:

Messageries Paul Kraus

11, rue Christophe Plantin
L-2339 Luxembourg

Tél. (352) 499 88 88

Fax {352) 499 888 444
E-mail: mpk@pt.lu

URL: www.mpk.lu

NEDERLAND

SDU Servicecentrum Uitgevers

Christoffel Plantijnstraat 2
Postbus 20014

2500 EA 's-Gravenhage
Tel. (31-70) 378 98 80
Fax (31-70) 378 97 83
E-mail: sdu@sdu.nl

URL: www.sdu.nl.

OSTERREICH

Manz'sche Verlags- und Universitéts-
bucht dl g

EUTSCHLAND

Verlag

reite StraBe 78-80
ostfach 10 05 34
-50667 Kéin

el. (49-221) 20 28-0
(49-221) 2029 278

o

REECE/EANAAA

.C. Eleftheroudakis SA

ternational Bookstore
anepistimiou 17

R-105 64 Athens

el. (30-1) 331 41 80/1/2/3
ax (30-1) 32398 21
-mail: elebooks@netor.gr

SPANA

undi Prensa Libros, SA

astello, 37

-28001 Madrid

el. (34-1) 431 33 99/431 32 22
ax (34-1) 5753998

-mail: mundiprensa@tsai.es
RL: www.tsai.es/mprensa

Lﬂeﬁn Oficial del Estado

rafalgar, 27-29
-28071 Madrid
el. (34-1) 538 22 95 (Libros)/

384 17 15 (Suscripciones)
ax {34-1) 538 23 49 (Libros)/

384 17 14 (Suscripciones)
IRL: www.boe.es

lundi Prensa Barcelona

onsell de Cent, 391
8009 Barcelona

. (34-3) 488 34 92
ax (34-3) 487 76 59

RANCE

ournal officiel

ervice des publications des CE
6, rue Desaix

-75727 Paris Cedex 15

6l. (33-1) 40 58 77 01/31

ax (33-1) 40 58 77 00

RELAND

sovernment Supplies Agency

ublications Section
-5 Harcourt Road
ublin 2

el. (353-1) 661 31 11
ax (353-1) 475 27 60

TALIA

icosa SpA

ia Duca di Calabria, 1/1

asella postale 552

50125 Firenze

el. (39-55) 64 54 15

ax (39-55) 64 1257

-mail: licosa@ftbec.it

IRL: icl382.cilea.itVirtual_Library/bibliotvetrina/
cosa/tt.htm

Siebenbrunnengasse 21

Postfach 1

A-1050 Wien

Tel. (43-1) 53 161 334 /340

Fax (43-1) 53 161 339

E-mail: auslieferung@manz.co.at
URL: www.austria.EU.net:81/manz

PORTUGAL

Imprensa Nacional-Casa da Moeda, EP

Rua Marqués de S& da Bandeira, 16 A
P-1050 Lisboa Codex

Tel. (351-1) 353 03 99

Fax (351-1) 353 02 94/384 01 32

Distribuidora de Livros Bertrand Ld.2

Rua das Terras dos Vales, 4 A
Apartado 60037

P-2701 Amadora Codex

Tel. (351-1) 495 90 50/495 87 87
Fax (351-1) 496 02 55

SUOMVIFINLAND

Akateeminen Kirjakauppa /

Akademiska Bokhandeln
Pohjoisesplanadi 39/

Nerra esplanaden 39

PL/PB 128

FIN-00101 Helsinki/Helsingfors

Tel. (358-9) 121 41

Fax (358-9) 121 44 35

E-mail: akatilaus@stockmann.mailnet.fi
URL: booknet.cultnet.fifaka/index.htm

SVERIGE

BTJ AB

Traktorvagen 11

PO Box 200

S-22100 Lund

Tel. (46-46; 1800 00

Fax (46-46) 18 01 25
E-mail: btj_tc@mail.btj.se
URL: www.btj.se/media/eu

UNITED KINGDOM

The Stationery Office Ltd

(Agency Section)

51, Nine Elms Lane

London SW8 56DR

Tel. (44-171) 873 9090

Fax {44-171) 873 8463

URL: www.the-stationery-office.co.uk

ICELAND

Bokabud Larusar Bléndal
Skélavordustig, 2

1S-101 Reykjavik

Tel. (354) 55 15 650

CH-8035 Zrich

Tel. (41-1} 36553 15

Fax (41-1) 365 54 11

E-mail: urs.leimbacher@ecs.osec.inet.ch
URL: www.osec.ch

CESKA REPUBLIKA

NiIS CR - prodejna

Konviktska 5

CZ-11357 Praha 1

Tel. (42-2) 24 22 94 33
Fax (42-2) 24 2294 33
E-mail: nkposp@dec.nis.cz
URL: www.nis.cz

CYPRUS

Cyprus Chamber Of C & Ind
38, Grivas Digenis Ave

Mail orders:

PO Box 1455

CY-1509 Nicosia

Tel. 5357—2§ 44 95 00/46 23 12

Fax {357-2) 361 044

E-mail: cy1691_eic_cyprus@vans.infonet.com

MAGYARORSZAG

Euro Info Service

Eurépa Haz

Margitsziget

PO Box 475

H-1396 Budapest 62

Tel. (36-1) 11 16 061/11 16 216
Fax (36-1) 302 50 35

E-mail: euroinfo@mail.matav.hu
URL: www.euroinfo.hu/index.htm

MALTA

Miller Distributors Ltd

Malta International Airport
ox 25
LQA 05 Malta

Tel. (356) 66 44 88

Fax (356) 67 67 99

POLSKA

Ars Polona

Krakowskie Przedmiescie 7
Skr. pocztowa 1001
PL-00-950 Warszawa

Tel. (48-2)26 12 01

Fax (48-2) 26 62 40

TURKIYE

Diinya Infotel A.S.

Istiklal Cad. No: 469
TR-80050 Tunel-Istanbul
Tel. (90-212) 251 91 96
90-312) 427 0210
Fax (90-212) 251 91 97

BALGARIJA

Europress-Euromedia Ltd

59, Bld Vitosha
BG-1000 Sofia
Tel. (359-2) 80 46 41
Fax (359-2) 80 45 41

HRVATSKA

Mediatrade Lid

Pavla Hatza 1
HR-10000 Zagreb
Tel. (385-1) 430392
Fax (385-1) 44 40 59

ROMANIA

Euromedia

Str. G-ral Berthelot Nr 41
RO-70749 Bucuresti

Tel. (40-1) 210 44 01/614 06 64
Fax (40-1) 210 44 01/312 96 46

SLOVAKIA

Slovenska Technicka Kniznica

Namestie slobody 19
SLO-81223 Bratislava 1

Tel. (42-7) 53 18 364

Fax (42-7) 63 18 364

E-mail: europ@tbb1 .sltk.stuba.sk

Fax (354) 55 25 560

SLOVENIA
NORGE Gospodarski Vestnik
NiC Info A/S Zalozniska skupina d.d.

Dstenjoveien 18
Boks 6512 Etterstad
N-0606 Oslo

Tel. (47-22) 97 45 00
Fax (47-22) 97 45 45

Dunajska cesta 5

S1-1000 Ljubljana

Tel. (386) 61 133 03 54
Fax (386) 61 133 91 28
E-mail: belicd@gvestnik.si
URL: www.gvestnik.si

ELGIQUE/BELGIE GRAND-DUCHE DE LUXEMBOURG SCHWEIZ/SUISSE/SVIZZERA ISRAEL
oniteur belge/Belgisch Staatsblad Messagerles du livre Sarl OSEC R.0.Y. International
StampfenbachstraBe 85 17, Shimon Hatarssi Street

PO Box 13056

61130 Tel Aviv

Tel. (972-3) 546 14 23

Fax (972-3) 546 14 42
E-mail: royil@netvision.net.it

Sub-agent for the Palestinian Authority:

Index information Services
PO Box 19502

Jerusalem

Tel. (972-2) 27 16 34

Fax (972-2) 27 12 19

RUSSIA

CCEC

60-letiya Oktyabrya Av. 9
117312 Moscow

Tel. (095) 135 52 27

Fax (095) 135 52 27

AUSTRALIA

Hunter Publications

PO Box 404

3167 Abbotsford, Victoria
Tel. (61-3) 9417 53 61
Fax (61-3) 941971 54

CANADA

Unigquement abonnements/
Subscriptions only:

Renouf Publishing Co. Ltd

1294 Algoma Road

K1B 3W8 Ottawa, Ontario
Tel. (1-613) 741 73 33

Fax (1-613) 741 54 39
E-mail: renouf@fox.nstn.ca
URL: fox.NSTN.Ca/~renouf

EGYPT

The Niddle East Observer
41, Sherif Street

Cairo

Tel. (20-2) 39 39 732

Fax (20-2) 3939 732

JAPAN

PSl-Japan

Asahi Sanbancho Plaza #206
7-1 S8anbancho, Chiyoda-ku
Tokyo 102

Tel. (81-3) 3234 69 21

Fax (81-3) 323469 15
E-mail: psijapan@gol.com
URL: www.psi-japan.com

SOUTH AFRICA

Safto

5th Floor Export House,
CNR Maude & West Streets
PO Box 782 706

2146 Sandton

Tel. (27-11) 883 37 37

Fax (27-11) 883 65 69

UNITED STATES OF AMERICA

Bernan Assoclates

4611-F Assembly Drive

MD20706 Lanham

Tel. (301) 459 2255 (toll free telephone)
Fax (800) 865 3450 (toll free fax)
E-mail: query@bernan.com

URL: www.bernan.com

MEXICO

Mundi-Prensa Mexico, SA de CV

Rio Panuco, 141

Delegacién Cuauhtémoc
ME-06500 México DF

Tel. (52-5) 553 66 58/60

Fax (52-5) 514 67 99

E-mail: 104164.23compuserve.com

REPUBLIQUE DE COREE

Kyowa Book Company

1 F1. Phyung Hwa Bldg

411-2 Hap Jeong Dong, Mapo Ku
121-220 Seoul

Tél. (82-2) 322 67801

Fax (82-2) 322 6782

E-mail: kyowa2@ktnet.co.kr.

ANDERE LANDER/OTHER COUNTRIES/
AUTRES PAYS

Bitte wenden Sie sich an ein Biiro Ihrer

Wabhl/ Please contact the sales office of
your choice / Veulllez vous adresser au

bureau de vente de votre choix

12/96



JONES Hywel Ceri
Deputy Director General
DGV

European Commission
J27 8/70

ISBN 92-827-8752-4

789282"787526">




	Executive Summary

	Foreword

	CONTENTS

	I. Labour market analysis and forecasts

	II. Labour market institutions

	III. Employment protection schemes

	IV. Labor market policies
 
	V. Other policies having an impact on the labour market

	VI. Conclusions

	References




