


























































































































































































































































































































































































































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);

122



* 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).
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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.

158



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):

161



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).

170



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.
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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.
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