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July 18, 1979

MEMORANDUM FOR FILES

Subject: Portugal

» Patrick de Fontenay called, before going to dinner tonight
with Constancio and Silva Lopes, to report on his day in Lisbon.
When he arrived in Lisbon, Nunes had explained that the Prime
Minister (PM) wanted to talk to him about the question of the upward
adjustment of public tariffs. They then saw the PM together. The
latter had mused about the pelitical difficulties in raising prices
and said that it would be better to solve the financial difficulties
of public enterprises by restructuring and reorganization measures.
Could we not accept a commitment that they would make enterprises
financially viable in that manner instead of insisting on price
increases? Patrick had said that we could not, This was a sensitive
question also in the Fund and many of the price increases that had
been envisaged were already too low in the light of the latest
developments. The PM said that he understood the Fund's position
and would further examine the question. This almost certainly means,
according to Patrick, that the stand-by is off, at least for the time
being.

Patrick would return to Paris tomorrow and call again-
should he learn anything interesting at the dimner.
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A, Pfeifer

cc:  SED

&



ﬁE‘ OFFICIAL MESSAGE
EY St INTERNATIONAL M{ONETARY FUND ©iraicic
/ “\Kg El:;:ate S Washington, D.C. 20431 i
- TIME RECEIVED
S DR MANUEL JACINTO NUNES Special Instructions
2 MINISTER QF EINAMCE AMD Pl AMMTRNG
5 MINISTRY OF EINANCE

LISRON, PORTUGAL

E;i_*_gomFIRM THAT DE FONTENAY WILL ARRIVE LISBON BY
v [AF 501 AT 2:25 P.M. ON WEDNESDAY, JULY 18.

wl—  BEST REGARDS.
{1 HHITTOME

W I INTERFUND

12 e

FL

13

Distribution

MESSAGE MUST END HERE

/Y.
p Drafted by:_{ A Hhittome / . / W/// %
; P L. A. Yhittome / =
: Department:f yropean e NAME ertmgmmemen (IYRE) SIGNATURE -
Date:_Jyly 14 1079
e ' NAME {TYPE} SIGNATURE
FOR CABLE ROOM USE ONLY
. : . ’ HS
No. of words:_; 2 min. Log: . 476»1091- o Raute: RCA Operator:
3EC-17/0CR LA . e R -




Office Memorandum

10 : The Deputy Managing Director : parg. July 13, 1979
FRom : L. A. Whittome ,/W
SUBJECT : Visit to Portugal

Minister Nunes telephoned to ask that Mr. de Fontenay pay
a very brief wvisit to Lisbon to discuss price increases with the
Prime Minister. Mr. de Fontenay is on home leave but we have now
arranged that he fly from Paris to Lisbon on July 18 returning to
Paris on either July 19 or 20. Mr. Dini is aware.

May I please have your approﬁal for this travel please.

cc: Mr. Clark
Mr. Van Houtven
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July 13, 1979

MEMORANDUM FOR FILES

Subject: Portugal

Mr. Wunes telephoned yesterday to ask if Mr. de Fontenay
could call briefly—he specifically said for one day only--in
Lisbon some time next week. Later Mr. Silva Lopes phoned Mr. Dini
and said that in his opinion it might be unwise to send a mission
unless we were reasonably certain that an agreement would result--
he implied that he himself was far from certain. I told Mr. Dini
that wires had obviously become crossed and that a mission was
not in question, indeed Nunes had made it plain that he was not now
thinking in terms of any agreement with the Fund.

Later I phoned Mr. de Fontenay and today he told me:
that he could arrive in Lisbon from Paris on Wednesday July 18

(AF 501) returning to Paris either Thursday or Friday.

I called Nunes back but did not find him. I spoke to
his asgistant and asked for an early answer.

When an answer 15 received Mr. Dini must be warned (he
may also want to be present), a hotel booking must be made

(Tivoli-Jardim), Mr. de Fontenay must be told and management
approval must be sought.

.

L. A. Whittome

cc: SED
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Office Memorandum

FROM : P, de Fontenay
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TO : Mr. Whitt,ﬁe/\/ﬁ ’ DATE: Tuly 2, 1979

SUBJECT :  Portugal

1. On our last visit (May 16-29), we reached an agreement ad
referendum on a program for a stand-by arrangement in the first two credit
tranches and on a Letter of Intent.

2. The agreement was conditional on (a) the budget coming out of
Parliament as assumed (i.e. minus the extraordinary tax on labor income);
(b) the "budget decree', which implements the new budget, freezing part of
the appropriations. Initially we had agreed on freezing 4 per cent of current
expenditures and 13 per cent of capital expenditures but at the last meeting
in Lisbon Dr. Nunes agreed to raise these percentages in order to offset 4 of
the ESc. 7 billion shortfall resulting from the expected rejection by Parliament
of the extraordinary tax on labor income,and; (c) increases of 25-30 per cent
in public utility rates and oil product prices.

3. Apparently Parliament did not amend the budget significantly
beyond the expected defeat of the extraotrdinary tax, while (b) and (c) are
properly speaking preconditions. We do not know as yet whether the budget
decree was issued and in what form. ThenGovernment resigned without taking
the necessary price measures.

4. Based on past experience (see attached note by Mr. Stuart), a
solution to the current Government crisis may take some time.particularly since
the President has decided to proceed slowly and carefully in seeking a solution
to the present crisis. Also it would be unadvisable to go to Portugal again
until price measures have been adopted (unless it was felt we could again try
to give another push in that direction). At a minimum, the next mission will
need to check the budget voted by Parliament and how it was implemented, assess
the impact on public finances of the delay in raising administered prices, and
shift the program period from a March to March year to a June to June year.
However, this should not represent a major problem, patticularly if a program
review takes place before the end of 1979, and the March and June 1980 credit
ceilings become performance clauses only after the review,

5. On balance it would be desirable to attempt to reach an agreement
as early as possible. We continue to believe that a program would provide some
safeguard against the likelihood of the public finance situation getting out of
hand. For their part, the Portuguese are probably anxious to lower the rate of
depreciation, and while they can obtain some external bank financing without an
agreement with the Fund, such an agreement would certainly make it easier.

cc: SED
Mr. Osunsade
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C) Office Memorandum

DATE: June 27, 1979

TO * Mr, de Fontenay
ﬁ e
FROM  Brian C. Stuartfs% >.

SUBJECT :  Portugal--Timing of Government Formation

Although no one is, as of yet, speculating on when a new government
will be in operation in Portugal, I thought it might be useful to review
the timing of three recent government crises.

On December 8, 1977, the First Constitutional Government of Dr.
Mario Soares was defeated in Parliament. On December 28, 1977, Dr. Soares
was reappointed as Prime Minister, some 20 days later. On January 26,
1978, 29 days later, a new cabinet was announced and 17 days later, the
cabinet was approved by Parliament. The crisis lasted 66 days.

On July 27, 1978, Dr. Mario Soares was dismissed as Prime Minister.
Two weeks later, on August 9, 1978, Dr. Nobre da Costa was appointed
Prime Minister. It took an additional 19 days for a cabinet to be announced,
on August 28, 1978. On September 14, 1978, the Third Constitutional
G&ternment was defeated by Parliament, 50 days after the dismissal of the
Soares government. '

On October 25, 1978, 41 days after the defeat of the government of
Nobre da Costa, Dr. Mota Pinto was appointed Prime Minister. Despite the
long interval before his appointment, it required an additional 24 days to
announce a cabinet on Novewmber 18, 1978. On December 12, 1978, some 24
days later, the government program was accepted by Parliament. Thus it
took ,66 days in the first case, 50 days in the second case, and 89 days in
the third between the emergence of a government crisis and the decision of
Parliament on a new government.

The present government c¢risis began on June 6, 1979 when the
cabinet of Mota Pinto resigned. Should it take 50 days for a new government
to gain Parliamentary approval, this would occur on July 26; 89 days would
move the date back to September 3, 1979.

Between the time a Prime Minster was appointed and a parliamentary
decision was taken, between 36 and 48 days .  .¢ .vv.  elapsed in the
three recent crises. If a government were formed today, a 36 day interval
would place the date of a parliamentary decision on August 2, 48 days -
August 14, 1979,

These intervals might overstate the required time for the formation
of a government with parliamentary approval; if a party government is to be
formed, the selection of a cabinet might take much less time than in the 1978
crises. Although it should be noted that the one case when a party government



was belng formed, in January 1978, it took the longest of the three cases

<:> to form a cabinet -~ 29 days. From the formation of a cabinet and the par-
liamentary decision in recent crises, the time.interval ranged from 17 to
24 days. Thus, if a cabinet were to be announced on July 2, the government
might have parliamentary approval by July 19 or July 26.

cc: Mr. Osunsade
Mr. Mitra

Summary of Government Crises3

First Crisis -~ December 8, 1977 - February 12, 1978

Event A Date Days Since Total Days
Last Event in Crisis
Soares government :
(:) defeated in Parliament  December 8, 1977 | —
Soares appointed;mew
Prime Minister December 28, 1977 20 20
New Cabinet Anngugcéd January 26, 1978 29 49

Government AppTOﬁedi
by Parliament February 12, 1978 17 66

C

Second Crisis - July 27 - September 14, 1978

Event Date " Days Since Total Days
Last Event in Crisis
(:) Mario Soares

dismissed July 27, 1978 - ot

Nobre da Costa
appointed Prime Minister August 9, 1978 14 14

Cabinet Announced August 28, 1978 19 33
Government defeated

by Parliament September 14, 1978 17 50

Third Crisis - September 14, 1978 - December 12, 1978

Event Date Days Since Total Days
Last Event in Crisis

<::‘ Nobre da Costa
government de-
feated in Parliament September 14, 1978 - —
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Event Date Days Since Total Days
Last Event in Crisis

Mota Pinto

appointed

Prime Minister October 25, 1978 41 41

Cabinet announced November 18, 1978 24 65

Parliament accepts '

government December 12, 1978 24 89



Office Memorandum

<:> 10 : Mr, L.A. Whittome pare; June 15, 1979

FROM Brian Roseeﬂ'

SUBJECT : Portugal

Mr. de Fontenay came to see me today to discuss the vacation plans of

Mr. Stuart and himself. Each of them wishes to go on leave on July 5, with = 2
Mr. Stuart returning on July 22 (Sunday), and Mr. de Fontenay sailing from France on
July 30 and arriving in Washington on August 5 (Sunday). While Mr. de Fontenay
expressed every readiness to interrupt his vacation to go on a mission to
Portugal if necessary, I told him that it was my opinion (assuming that the
Portuguese do not get in touch with us before July 5) that he and Mr. Stuart
should both proceed with theilr vacation plans and that we should inform the

E:j Portuguese that it would be possible for a short mission to take place if

necessary from July 23-27, or alternatively and less desirably, after July 30.
While I am sure we must try to cooperate w1th the Portuguese, it is

also worth noting that this would be Mr. Stuart's fourteenth trip in three years
and that a few weeks here or there really cannot make that much difference.

cc: Mr. de Fontenay
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, The Managing Director . e ‘ -+ﬁ%f& Iffrce
TO  The Deputy Managing Director - v .- - .~ DATEE May 31, 1979H%U @A;
FROM : P, de Fontenay{l o k ‘ ’ .

SUBJECT ;- Portugal — Stand-by Negotidticns = -

A tentative agreement has been reached with Portugal on a stand-by. arrange-
ment in the first two credit tranches, 'The agreement is conditional on the authori- .
ties! raising public utility rates and’ gasoline prices by a suffieient amount,

<:> The negotlatlons took an unexpected turn when on the day before the scheduled
endlng of the discussions, and before we could present our proposals, ‘the Portuguese

-announced that, regretfully, they would not be in a position to negotiate a stand-by
program -at this stage and asked whether the negotiations could be postponed until
after the Parliamentary debate on the budget. They did not indiecate any reason for
this requgst but our guess was that they expected Parliament to amend the Government's
budget .proposal and that the Prime Ministér, who had reversed: an earlier decision to
raise administered prices, remained adamantly opposed to such anincrease. On the
last .day I had a private talk with the Governor of the Bank of Portugal and indicated
my concern that the decisions that needed to be taken as part of the agreement would
be much more difficult in June when, as 1s widely expected, the Government would be
closer to being forced to resign and gemeral elections might be called, The Governor

: agreed that onme could easily envisage circumstances which would force postponement. of

(:) an agreement until the fall and that this ‘would imply a2 complete -lack of restraint on
government spending and credit expansion. I also emphasized the advantages of presenting
the agreement soon after the budget vote as-a package with the price measures balanced
by a reduction in the monthly rate of depreciation and in Interest rates. At a late.

'<:> meeting on Friday night, following a call by the Minister of Finance to the Prime -
Minister, it was agreed to try to reach an agreement by Monday, as we had to leave
before the start of the budget debate im Parliament on Tuesday, “The agreement would
be conditional on the price measures being implemented and would assume that the
extraordinary tax on the workers' "13th month" of wages and salaries, which is in-
cluded in the budget proposal, would be rejected by the Natienal Assembly,

Although it was reached in some haste, the agreement, unless it is completely
disregarded, should guarantee that in a period of probable political 1nstab111ty,
the financial situation will not be allowed to deteriorate too much, Besides the
"usual credit limits, we insisted that part of the budgetary appropriations be frozen
in order to ensure that the agreed finaneing ‘requirement of the public sector would
not be exceeded. 'The agreement includes some new features compared with the previous
ones: for the first time an external debt ceiling on the public sector has been
introduced as a performance clause and a separate'subceiling on credit to the public
enterprises 1s also part of the agreement.. The former has been made necessary by the
increased availability of external financing on' comeercial terms, which could tempt
the public sector, and in particular the public enterprises, to borrow excessive

-
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amounts. The latter deals with a politically sensitive area and we had to settle

for an indicative ceiling as a start. There are also some measures of a longer-term
character designed to improve control over public expenditure. The balance of payments
target, exchange rate and interest rate policies already agreed in Washington during
the visit of the Portuguese delegation last April remain unchanged.® Exchange and

trade restrictions are not extensive in Portugal but some further progress has been
made in that area: in particular restrictions on transfers of profits and dividends

on foreign investment in Portugal will be completely eliminated by October.

There remains the possibility that the price measures will not be taken
or that they will be insufficient. We insisted that public utility rates be raised
sufficiently to cover cost increases since the last price increase (in the spring
of 1978) in order to be consistent with the reduction in subsidies to public enter-
prises showed in the budget, and specified 25-30 per cent as a minimum. The difference
between the cost of gasoline charged by ‘refineries and the sale price to motorists '
feeds the Supply Fund which subsidizes the price of a score of basic consumer staples.
The recept dmcreases in world oil prices have not been passed on to final prices,
and this implies a large increase in subsidies from the government budget to the
Supply Fund rather than the decrease showed in the 1979 budget proposal. O0il product
prices must therefore also be raised enough to more than cover recent increases in
the price of imported oil. If price adjustments are postponed or are insufficient,
or if the Govermment's budget proposal is significantly amended by the National
Assembly, we may have to alter the arrangement to limit ‘it to the first tranche.
However, the fact that the agreement on the Letter of Intent has been completed and
that some of its features have already been announced by the Minister of Finance
puts pressure on the Prime Minister to reconsider his position on administered prices.

cc: Mr. Gold
Mr. Polak
Mr. Habermeier
Mr. Sturc
Mr. Whittome
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TO : Mr. Whitt ﬁ ' ' DATE:  May 15, 1979
FroM : P, de Fontenay

SUBJECT:  Supplementary Financing

In connection with' the briefing paper for Portugal, Mrs. Lachman commented
that the supplementary financing facility could not be used by a country unless that
country uses its four credit tranches. She quoted the sentence of the Decision which
reads "A request by a member will be met under this decision only if the Fund is
satisfied: (i) that the member needs financing from the Fund that exceeds the amount
available to it in the four crédit tranches,,." I told her that T, and others, had
understood that sentence as referring to the requirement of need but she insisted that
this was the official interpretation of ‘the Legal Department and she sent the attached
material te back up her claim, T remain unconvineced but would welceme your own reaction
as this will have some bearing on future operations with Portugal, as well, I am sure,
with other countries.

Att.

cc: Mr.Pfeifer
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Office Memorandum

TO : Mr. Patrick B. de Fontenay . DATE: May 14, 1979
. 7%

FROM Philine R. Lachman 4;:/'[/;/(

SUBJECT : Supplementary Financing Facility

I am attaching some excerpts from documents of the Fund, which
make it clear that use of supplementary fimancing in conjunction with use
of the second credit tranche only would not be in accordance with the
decision establishing the Supplementary Financing Facility, even 1f the
unmet need exceeds the remaining part of the upper credit tranches. The
Facility was established in order to enable the Fund to provide financing

in amounts that would go beyond the four credit tranches.

Attachments: SM/79/84, page 2
EBM/77/121, pages 27-29
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4. The amounts that could be purchased by a member qualifying
to use the Supplementary Finmancing Facility under a stand-by or an
extended arrangement would depend on a number of factors, including the
member's need for balance of payments financing and the availability
of supplementary resources to the Fund. The amounts available to a
member under such an arrangement will be apportioned between ordinary
resources and supplementary financing in proportions prescribed in
the decision establishing the Facility, which, however, may be changed

by the Fund following a review, The apportionment between ordinary

resources and supplementary financing in accordance with the specified
proportions will be made on the basis of the facts when the arrangement
is granted by the Fund so that the amounts and the ratios established
at that time will continue to govern purchases under the arrangement
notwithstanding changes in the size of the member's quota or in the
level of the Fund's holdings of the member's currency after the date

of approval of the arrangement. 1/

5. In accordance with the prescribed proportions a member that
has obtained a stand-by arrangement under the decision establishing the
Facility permitting it to purchase the unused part of the four credit
tranches 2/ would be able, given a balance of payments need, to make
additional purchases up to a total equivalent to 102.5 per cent of its
quota that would be financed with supplementary resources. 3/ Under an
extended arrangement permitting a member to purchase up to 140 per cent

of its quota, the member would be able to make additional purchases in an

equal amount financed with supplementary resources. 4/ If a member has
already used all or part of its credit tranches (whether the use was
made before or after the effective date of the Facility), the stand-by
arrangement will include the amount of supplementary financing that
would have been available under the decision on supplementary financing
if the earlier use of the credit tranches had been made under the
decision. A similar principle will apply with respect.to arrangements
under the Extended Fund Facility. -

1/ See SM/77/263, Supplement. 1, pp. 8-9.
2/ I.e., the amount by which 200.per cent of the member's quota exceeds
the level of the Fund's holdings of the member's currency other than
those that must be excluded in accordance with a decision under
Article XXX(c}.

3/ Purchases under a stand-by arrangement,will be met with supplementary

financing as follows: The equivalent of 12.5 per cent of quota in con-
junction with the first credit tranche and of 30 per cent of quota in
conjunction with each of the upper credit tranches.

4/ Purchases under an extended arrangement will be met with ordinary
resources and with supplementary financing in the ratio of one to one.
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make it clear whether or not a country that was eligible to use sup-
plementary financing would still have the option to refuse the supple-
mentary financing and use se only the ordinary resources of the Fund in the —
credit tranches.

[N

The General Counsel responded that his understanding of the }
fac111ty and the dec151ons, which was refiected™in the ‘drafting, was E% A \
that if a member s problem was of the cheracter that the supplementary j{,' L//’j
flnanc1ng fac111ty was intended to cope w1th, and : if the _member. _came to |
the Fund for a smaller amount of a551stance in order to use all the |
credit tranches”rlrst——and perhaps w1th the 1ntent10n of using the sup- }
“plementa¥y Ilnanc1ng later--the Fund would respond that it could not .
<:> safeifﬂéllow the member to make that more. Timited.: _use of its resonrces cif
' The ¥und had a whole range of powers to safeguard its resaﬁrces, and if f“
it concluded that the amount of assistance that a member had requested
would not be adequate to solve its problems, the Fund was entitled to
refuse the member s request. One of the purposes oT the Fund was to
safeguard its Tésources BﬁfEnsurlng that members used them to solve their -~
problems. If the Fund's assessment was that the amount available in the ¢/
four credlt Tranches would be 1nadequate to a551st the member 1n sdirlng M J/
'1ts}problems tH—'rund ceuld _say that tne“memher sngnld use supplementary

flnenc1ng at the same time that it used ordlnary resourcésj in accord- ﬂ
ance with the proposéd ‘décision. ' '

Ep—— R SR v
I TRt A B, Tt g momn B -

<_> Mr. Pieske remarked that he had always understood that the supple-
mentary financing was to be available to a member on an optional basis,
so that the member could not be required by the Fund to request supple- Cr.
mentary financing. When a member had requested supplementary financing

(:; and the Fund had granted the request, the precise amount of the supple-

mentary financing to be available would no longer be at the option of

the member. The amount would be based on a specific arithmetic reslation-
ship between the use of supplementary financing and the use of ordinary
resources.

-The General Counsel commented that the size of the member's problem
was at the heart of the facility itself and of the thinking about the
facility. In previous discussions there had been some question about the
member's choice, that was to say, whether a member could use ordinary
resources in the credit tranches, knowing at the outset that the size of
its problems would require it to use supplementary financing later. And
the question had been raised whether a member should observe a certain
Proportionality between ordinary resources and supplementary credit. It
had been his understanding that those issues had been resclved on the
basis of a statement by the Managing Director in which he had stressed
that the clue to the whole concept of the new facility was indeed the size
of the member's problem. The assumption was that the Fund and the member -
would be dealing with a massive problem, so that the member would not have

T e——
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the right to say that it wished to receive only a portion of the
financing necessary to solve its problem and that the Fund had to provide
that relatively limited assistance.<{ The Fund would have to meake an
assessment of the member's problem, and if the assessment was that the
amount of credit in the credit tranches would not suffice to_solve the
problem, it would then be a matter for dlscretlon or Judgment by the
Fund whether it would take the rlsk of allQWLng the_ credlt tranches salone
to be used If the Droblem was so large that_it was clear that the
member was exerc151ng its option in. order;io_av01d parallel use of
supgl_mentary f1nanc1ng ~with the intention of coming in later for “supple-
mentary financing, then the Fund was entitled to say to the member that
its problem must be dealt with TUnder the decision on the supplementary
financing facility if the member wished to receive any assistance from

the Fund.

Mr. Ruding remarked that the General Counsel's comments had
clarified the situation for him, but he was worried that the draft text
would not make the matter clear for other readers.

Mr.. Kent noted that the General Counsel, in describing the kind of
member that would not have the choice of using only ordinary resources
in the credit tranches, had been careful to say that such a member would
have known in advance that it needed supplementary financing later.
However the General Counsél had then gone on to describe the member as
one that clearly needed a much larger amount of resources than would be
available in the credit tranches, and he had implied that the member would
not be qualified to use the ordinary resources in the regular credit
tranches. He was concerned about the way that the General Counsel's
opinion had been expressed; the supplementary financing facility was to
be temporary, and the General Counsel's statement had included a slight
hint that, in the period after the -fecility had been terminated, there
might be a group of members that could not qualify to use the regular
Fund facilities because their needs were larger than the Fund could
satisfy. Such an understanding should of course be carefully avoided.
In addition, it was obviously not intended that, in the period prior to
the implementation of the new facility, the Fund would deny assistance to
some members merely because the available amount of the assistance was not
sufficient to solve all of the member's balance of payments difficulties.
Use of Fund resources was often related to the flow of private capital
to a particular member in a way that could not be precisely quantified
beforehand, so that there was bound to be an area of doubt about precisely
how much assistance the Fund would need to provide to cover a member's
entire payments problem. He did not wish to challenge the basic idea that
the Fund should encourage members to use supplementary financing together
with ordinary resources, but the idea should be carefully expressed.

The General Counsel said that a large element of judgment would
be required in the case of each request to use the supplementary financing
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facility. Access to supplementary financing would not be automatic.
There wounld have to be an assessment. He did not wish to be taken to be
suggesting that, in the period after the termination of the supplementary
financing facility, a member could be turned away by the Fund because its
need was quite large. Such a conclusion did not necessarily flow as a
consequence from the establishment of the supplementary financing
facility or from anything that he had said. Even after the supplementary
financing facility was terminated it would still be possible for the
Fund to grant a wvaiver and to go beyond the four credit tranches. In

so doing, the Fund would of course be able to exercise its rights to
safeguard iLs resources. ¢ If at the outset the Fund knewtggggkmember s
problem was_ so large that it—could bé dedlt with only by means of ordinary
resources plus supﬁIémentary-Tinanc1ng, it could éay that 1t was not . pOs-
sible for the member. fo-come 1n for piecemeal assistance. That klnd of
response w was well within the powers of the Fund, and he had assumed “that

it was part-of the essential policy ‘of the ‘proposed decision. >

The Deputy Director of the Exchange and Trade Relations Department
added that the problem under discussion, namely the circumstances in which
the Fund might require the member to request supplementary financing, was
not likely to be of much practical significance during the operation of
the facility. The staff would assess the program of each member requesting
use of Fund resources to ascertain that the adjustment was sufficient and
that the proposed use of resources covered in full the remaining problems.
Only in rare cases was it likely that the program proposed by the member
would be such as to reduce the balance of payments deficit so quickly that
the resources available from the supplementary financing facility would
not be desirable. In such rare cases, it was likely that the member would
not have a payments need that was large in relation to gquota and so would
not meet the need requirement for use of the supplementary financing
facility.

Mr. Drabble considered that the present text was reasonably clear,

but it might be useful to include a statement to the effect that the decision

was not meant to affect members' normal access to Fund resources in the
regular credit tranches. -

Mr. Kafka said that he agreed with Mr. Drabble. He had been worried
that the Fund might be able to refuse to assist countries on the ground
that the amount of resources available in the first credit tranche was
insufficient to solve the member's entire payments problems. He had
been reassured by the staff's comments that that was not to be the case,
but some statement to that effect in the text itself might be useful.

Mr. Hollensen remarked that the General Counsel had emphasized that
the size of a member's payments problem was a crucial factor in determining
its eligibility to use supplementary financing. However, since a fair and
substantial share of the supplementary financing wes to be employed
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May 11, 1979

MEMORANDUM FOR FILES

Subject: Portugal

I received this morning the attached cable from
the Portuguese Minister of Finance,which seemed to suggest
that he would prefer a postponemmt of the mission. I then
called the Governor of the Bank of Portugal, Dr. Silva Lopes,
who confirmed that there had been some delay in the prepara-
tion of the information we had requested and that they would
prefer it if we could postpone our arrival by one week., I
told him that we would find it very difficult to complete
our work in only one week and we agreed that we could start
in Lisbon on May ‘17 and try to finish by May 26.

P, de F‘jenay

cc: Mr. Dini
Mr, Pfeifer ”///

SED
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MR, PATRICK DE FONTENAY

ASSISTANT DIRECTOR o
INTERNATIONAL MONETARY FUND WASHINGTON

| AM PLEASED TO INFORM YOU THAT THE BUDGET
WILL BE PRESENTED TO THE PARLIAMENT ON MAY 15 AND THE
DISCUSSIONS WILL PROBABLY TAKE PLACE AS FROM THE 28TH e
SAME MONTH, e

IN THE CIRCUMSTANCES | THINK THE MOST CONVENIENT
TIME FOR YOUR ARRIVAL WOULD BE BETWEEN THE ABOVE DATES.

| HOPE TO HAVE THE INFORMATION YOU NEED
BY THAT TIME.

BEST REGARDS.

M. JACINTO NUNES

MINISTER OF FINANCE AND PLANNING

s
i

440040 FUND Ul
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Minister of Finance and Planning

Ministry of Finance

Portugal

1 ,
I understand that it would be agreeable to you that .an
IMF staff mission arrive in Lisbon on May L4 to resume

negotiations on a stahd—by program. The mission will

silconsist of Messrs. P. degFontEnay, A. Premchand, Fo

Osunsade, B. Stuart, and S. Mitra.

— 3 Public finance must again be at the center of the

-”hjscussions and we shall want to ascertain that the

[N

financing requirements of .the public sector for the fiscal

lyear 1972 will not exceed the figure we discussed here in

lincreases wil[‘be implemented very shortly and are

sufficient to avoid the need for additiona[rsubsidieserom

the budget to public enterprises, and that excessive
recourse to bank credit or foreign.borrowing by these
ﬁﬁtefprises will not take place.

During the visit of your delegation to Washington, we’

1 Lisbon, Portug

Distribution
ce Mr. Dini
Room 131
30

April with your delegation and that the administered price

hegan to}éxplore other methods of improving administrative

control over public sector expenditures. Some of these |C
' MESSAGE MUST END HERE :

cc

Dr. Silva Lope
Governor
Bank of Portug

Drafted by:

P. de Fontenéy

2 LA

— P. de Fontenay
O Desariment: European - NAME TYPE} SIGNATURE
T Dae: May 1, 1979
‘ NAME JYPE: SIGNATLRE
FOR CABLE ROOM USE ONLY
s ‘ Log: Route: . Operalor:
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Wwould be designed to provide assurance that actual

expenditures do not exceed appropriations; others should be

viewed as part of a longeir term effort to bring autonomous

.lfunds and services under the same public accounting rules

as the state budget operations. We fully realize this is a

Lgcﬁnically, as well as politically, difficult area and we

”;hall need your advice on the types of measures that are

most needed and cah be jntroduced in the immediate or near
future. These measurgs would be featured in the letter of
lintent for the staﬁd-by arrangement.

. Our work in Lisbon would be greatLy fac1l1tated if,
prior to our arr1val, information could be gathered on

public enterprises, in particular their current financial

position, their likely position after the implementation

lof the intended administered price increases and their

linvestment plans and_their domestic and foreign borrowing

Léquihéments.' We would also like to have,projections of

receipts and expend1tures for the Fundo de Abastecimento /C-

MESSAGE MUST END HERE
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.lbased on the recent decisions on the prices of the "basket"

land on the increase in the price of gasoline and other oil

products which is being envisaged. Finally, we think it

:=_puLd be useful to examine in some detail the recent

.levolution of expenditures for health services and the

prospects for a slowing down of their rate of growth.
- We hope that during our visit we can agree on the

appropriate expansion of bank credit in Portugal and its

allocation to the public sector and public enterprises, as

b=

ell as on the other main features of the program, so that .

he stand-by arrangement could be finalized shortly after

+

l

Parliament has passed the budget law and the administered
price jncreases have been implemented.
RespectfuLLyAyours,.

P. de Fontenay

Special Instructions

Distribution
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The Deputy Managing Director April 27, 1979

L. A, Whittome

Portugal

I attach a copy of a letter which you sent to Mr. Cross on the conclusion
of the discussions with Portugal. As you will notice in this case we managed to
avoid most of the difficulties by waiting until agreement had been reached on the
staff level. I also attach a copy of a letter sent by the Managing Director to
Mr. Cross in which we gave some assessment of performance under the stand-by. Both
letters were written in response to a U.S. request for a piece of paper that would
formally fulfill their undertaking not to release money until firstly an agreement
had been reached with the Fund and, later, it could be said that the agreement was
being observed.

Attachments
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DEPUTY MANAGING DIRECTOR

INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

CABLE ADDRESS
INTERFUND

May 8, 1978

Dear Mr. Cross:

At the request of the authorities of Portugal I am
pleased to inform you that understandings have recently
been reached with the authorities of Portugal on the
policies and measures for a stabilization program for
Portugal. These policies and measures have been set forth
in a letter of intent that has been signed by the Minister
of Finance and Planning and the Governor of the Banco do
Portugal and has been dispatched to the Fund. The manage-
ment of the Fund will recommend that the Executive Board
support the program set forth in that letter by granting
Portugal a stand-by arrangement in the second credit
tranche. Accordingly, I am able to notify you formally
at this time that the discussions that the staff of the
International Monetary Fund held with the authorities of
Portugal regarding a stabilization program by Portugal
that I believe the International Monetary Fund can support
with a stand-by arrangement in the second credit tranche
have been successfully concluded.

Sincerely yours

/ /[qz 7()5:; éQ

William B. Dale
Acting Managing Director

Mr. Sam Y. Cross

U.S. Executive Director
International Monetary Fund
Washington, D.C. 20431
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This lettar responds to your request for information regarding .
Portugness progress under rhe stand-by arrangement agreed forxr thea .
period April 1978 to March 1979. At this early point it appears . -
that the external) objectives of the program may be In the procese - .
of being met. The increasa in tbha net foreign liabilitles of tha.
banking system was below thae celling set for end—Jume and all
indications are that the increase to end-Septembar will be well
below the ¢eilings sat for that rpontn., The autborities have bhaenm .
depreciatiag the escudo at tha agreed rate and arxe redncin; restri:-

ticns on szternal trade and paymenta on- schednle.-»m L

-

cailings on net domescic credit.expansicn and on puhlic sectcr
racourse-to bank credit wera unfortunately exceeded In Jura. Enwever, o

stepa were taken in July and again im Angust with the objective of -

. bringing the growth in the credit aggregates below tha ceilings agreed

for end—Sep:enber. - o e

* Very truly yours,

-,

J. de Larosiire
Managing Directror

The Honorabla

Sam Y. Cross

U.S. Executivae Director
Interpational Monetary Fund

BN

. Pinally, we have agreed with the Portnguese to schedule Articla TV . ;
consultation discussions for November of this year, In combination. with
- the program raview provided for in tha stand-by arrangement.

ccs

MD
DMD'

{ EUR



Office Memorandum

TO : Mr. Whitg DATE:  April 24, 1979

FROM P. de Fontenay

SUBJECT : Portugal

I told Dr. Silva Lopes that on the basis of his 'phone call of yesterday
we were inclined to postpone the resumption of the negotiations until after the
decision to raise administered prices had been taken and implemented. I reminded
him that at the end of our last visit this had been one of the main reasons given
to adjourn the negotiations. I added that if negotiations were to resume at the
end of May on the basis of a weak budget and insufficient price increases I could
foresee long and difficult negotiations, since an entirely different type of
program would have to be devised and even greater attention would have to be given
to public enterprises in order to avoid another excessive credit squeeze on the
private sector. Finally, I told Dr. Silva Lopes that we $till hoped that, despite
the delay of the price measures, the current discussions on the Government's budget
proposal would move closer to the suggestions we had made during theilr visit to
Washington, in which case we could still envisage coming on May 7. Dr. Silva Lopes

said that he agreed and that he would call back on Monday or Tuesday to report on
the progress made.
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S Offfcé Memorandum

T0 - The Managing Director . DATE:

The Deputy Managing Director April 23, 1979

FROM L.A. Whittome {-fw LA
‘SUBJECT : Portugal m)

At the last meeting with the full Portuguese delegation on Friday
morning, I 'said that we agreed with them that last year's stabilization effort
had led to a period of stagnation and that the program for the next stand-by
should allow room for a recovery of the economy. The recovery, however, would
have to be cautious, given the persistent high rate of inflation and the fra-
gility of the improvement in the balance of payments. It was also desirable
that it be led by exports and productive investment rather than by private
and public consumption, in order to ensure that it would be sustainable., Their
latest proposals on the budget were not conmsistent with an out-turn which we
would regard as prudent for monetary expansion and we asked them to reduce the

-financing requirements of the overall public sector by Esc 10 billion. I also

indicated that we continue to be concermed at the probability that the actual

budget deficit might turn out to be larger than the agreed figure and that the

next mission would need to explore how controls and procedures might be improved
to deal with this problem. If agreement could be reached on credit policy and
the budget, we were prepared to dccept a further reduction in the monthly rate
of depreciation of the escudo to 0.75 per cent and a 2 percentage points cut in
interest rates, .

We agreed that a staff team would visit Lisbon starting May 7 to try

- to reach an agreement on the main lines of a2 stand-by program in the second

credit tranche, which would be finalized after Parliament had approved the new
budget proposal, probably around the end of May. This morning, however, Dr. Silva
Lopes. called to say that upon his return to Lisbon he had found out that the
decision to raise administered prices by 18 per cent, which had been presented to

~us as already taken, had in fact been postponed until after the vote on the budget.

At the very least the delay will increase the budget deficit, and we now propose
to postpone the mission until the budget has been passed and the price increases
have taken place. We are telling them that we would be prepared to reconsider
our position if we were to get some assurance that the current dlscussions will
result in a budget proposal closer to our suggestions.

Fresh fro@.their visit to the U.S8. Treasury, the Portuguese also raised
the question of their access to the Supplementary Financing Facility. Up to now
we had suggested that the Supplementary Financing Facility could be linked to an
Extended Fund Facility agreement, but they have apparently given up the hope that
they might be in a position to negotiate an EFF in the fall, and next year's
general elections may involve a further postponement. They asked, therefore, -

 whether they could not apply for the SFF in connection with the stand-by which



was being negotiated. I explained that given that the SFF is to be used
normally with programs of more than one year and that their external position
was presently comfortable it seemed premature to consider a use of the SFF in
the immediate future. I did, however, hold out the prospect that either at
the time of the mid-term review of the stand-by in November or one year from
now the position could well be such as to justify a use of the SFF.

ce: Mr. Ware
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MEMORANDUM FOR THE FILES

Subject:

Portugal

I told Mr. Dini where we now stood following Mr. Silva Lopes'

telephone call. He was sympathetic.

cc:

Mr.
SED

de Fontenay

April 23, 1979

V.

L. A. Whittome
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Office Memorandum >

: The Managing Director : .
TO : DATE:
The Deputy Managing Director April 23, 1979

FROM L.A. Whittome (v LMW

At the last meeting with the full Portuguese delegation on Friday
morning, I said that we agreed with them that last year's stabilization effort
had led to a period of stagnation and that the program for the next stand-by
should allow room for a recovery of the economy. The recovery, however, would
have to be cautious, given the persistent high rate of inflation and the fra-
gility of the improvement in the balance of payments. It was also desirable
that it be led by exports and productive investment rather than by private
and public consumption, in order to ensure that it would be sustainable. Their
latest proposals on the budget were not consistent with an out—turn which we
would regard as prudent for monetary expansion and we asked them to reduce the
financing requirements of the overall public sector by Esc 10 billion. I also
indicated that we continue to be concerned at the probability that the actual
budget deficit might turn out to be larger than the agreed figure and that the
next mission would need to explore how controls and procedures might be improved
to deal with this problem. If agreement could be reached on credit policy and
the budget, we were prepared to accept a further reduction in the monthly rate
of depreciation of the escudo to 0.75 per cent and a 2 percentage points cut in
interest rates,

We agreed that a staff team would visit Lisbon starting May 7 to try
to reach an agreement on the main lines of a stand~by program in the second
credit tranche, which would be finalized after Parliament had approved the new
budget proposal, probably around the end of May. This morning, however, Dr. Silva
Lopes called to say that upon his return to Lisbon he had found out that the
decision to raise administered prices by 18 per cent, which had been presented to
us as already taken, had in fact been postponed until after the vote on the budget.
At the very least the delay will increase the budget deficit, and we now propose
to postpone the mission until the budget has been passed and the price increases
have taken place. We are telling them that we would be prepared to recomsider
our position if we were to get some assurance that the current discussions will
result in a budget proposal closer to our suggestions.

Fresh frofi their visit to the U.S. Treasury, the Portuguese also raised
the question of their access to the Supplementary Financing Facility. Up to now
we had suggested that the Supplementary Financing Facility could be linked to an
Extended Fund Facility agreement, but they have apparently given up the hope that
they might be in a position to negotiate an EFF in the fall, and next year's
general elections may involve a further postponement. They asked, therefore,
whether they could not apply for the SFF in connection with the stand-by which
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was being negotiated. T explained that given that the SFF is to be used
normally with programs of more than one year and that their extermal position
was presently comfortable it seemed premature to consider a use of the SFF in
the immediate future., I did, however, hold out the prospect that either at
the time of the mid-term review of the stand-by in November or one year from
now the position could well be such as to justify a use of the SFF.

cc: Mr. Ware
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Portugal:

Comparison of Monetary Programs

for 1979

Portuguese IMF
Through Through the vyear
Average the year I IT
Per cent change
GDP (market prices) 3.0 6.0 3.0 4.0
GDP deflator 21.0 15.0 18.0 18.0
Velocity -1.7 ~2.5 - -
December/December money
stock 24,9 24.9 21.5 22.7
Average money stock 26.8 26.8 24.5 25.2
Domestic credit expansion
as a percentage of
initial M2 28.9 28.9 24,8 26.0
Change in billions of escudos
Net foreign assets -10.1 1/ - -
" Net domestic credit 209.9 179,7 188.4
Public sector 63.7 47.2 53.0
Private sector 146,2 132.5 135.4
Money stock 181.2 156.2 164.9
Other items, net 18.5 2/ 23.5 3/ 23.5 3/

1/ Assumes US$ 200 million increase in met foreign liabilities, and proposal B in
Fortuguese public sector budget table.

2/ Assumes no valuation adjustment in QI 1979 and rate of depreciation of 0.5 per
cent per month after April 30, 1979.

3/ Assumes no valuation adjustment in QI 1979 and rate
cent per month after April 30, 1979.

-

1o

e

of depreciation of 1.0 per
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MR, PATRICK DE FONTEMAY
Me. EATRICK DE_FONTEMAY
S

- e - — .

m

I THAMNK YOU FOR YOUR TELEX OF TODAY. U

o

ACtEPT WITH PLEASURE THE IMVITATION OF THE MAMNAGING DIRECTOR
FOR LUNCH Off APRIL 19, I IMTEND TO CONTACT YOQU BY THE END OF
THIS WEEK ARBOUT OUR PROPOSED VISIT TO HASHINGTOM..

BEST REGARDS.

JOSE DA SILVA LOPES

GOVERNQR

=~

HMTERFUND UUSH

165548 BAGAL P




The Managing Director April 18, 1979
L. A. Whittome

Visit of Portuguese Delegation

T attach a2 briefing paper covering the visit of the Portuguese
delegation on April 19-20. Your first meeting with them wlll be st the lunch
which vou are giving in their honor on Thursday, April 19. That morning we
will have our first of a series of meetings with them., On Thursday afternoon
the senior members of their delegation will, according to our private sources,
vigit the U.S. Treasury. On Friday we resume talks.

How that the Minister of Finance, Mr. Wunes, is no longer coming to
Washington, the visit is regarded by them as providing an opportunity for an
exchange of views prior to the resumption of negotiations on the new stand-by
which can only be sensibly held once the new budget is passed. This visit,
therefore, should be regarded as a "pre-negotilating occasion. For our part,
we would very much like to concentrate on the public sector fimances where the
main weakness now lies. We also have some sericus differences of view as to
the permissible expansion of domestic credit to the private sector. The other
points at issue are less likely to pose real problems.

At the lunch, therefore, you may wish to touch on political developments
and prospects and, as far as our discussions with them atre concerned, concentrate
primarily on the need for a tight fiscal policy and for the introduction of
procedures which will provide some assurance that budget estimates are adhered
to (so far, a weakness as serious as the weakness of fiscal policy itself).
Depending on the outcome of the staff discussions, we are leaving open the
possibility of a further meeting with you on Friday afternoon.

cer Thé,ﬁéﬁﬁty~ﬂanaging Director
Ar. Ware e
Ir. de Feontenay
SED -
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Portugal - Briefing Paper for the Managing Director

1. Introduction L

A Portuguese delegarion consisting of Dr. Jose da Silva Lopes, Governor
of the Bank of Portugal, DLr. Vitor Constancio, Deputy Governor, Dr. Anibal
Lavaco Silva, Director of Research of the Bank of Portugal, and Dr. Chen
toncalves, Director of Research of the Ministry of Finance, is coming to the
Fund on April 19 and 20, in connection with the current discussions on a
stand-by arrangement. Si:va Lopes has no political affiliation, but he was
Minister of Finance in the short-lived Government of Nobre da Costa last year.
He has been courteous and often sympathetic in dealing with us. Constancio
is an important figure in the socialist party. He was Minister of Finance
in the second Soares Government and the last stand-by was largely negotiated
with him. He was also until recently in charge of the negotiations with
the EC. He is a well trained economistvbut tends to be somewhat mercurial
and can dominate the proceedings on their side.

2. Portugal's relations with the Fund

Negotiations on a new stand-~by arrangement in the second credit tranche,
which took place in Lisbon in February-March, were suspended until Parliament

had voted on the budget, prices and rates charged by public enterprises had

been raised, and the Government had disclosed its proposal on the implementa-

tion of the new revenue-sharing legislation. The position taken by the staff
team is summed up in the attached letter to the Minister of Finance.

The current second tranche stand-by arrangement with Portugal, under which
nc drawings Have been made, runs out in June. The Fund's holdings of escudos

are equivalent to SDRK 172.3 million compared with a quota of SDR 172 million.

™.ese holdings include SDR 0.9 million resulting from the third distribution

of gold and Fortugal has thus gll its credit tranche position availeble to it.
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lhe Portuguese have told us that they need to reach an agreement with us
in order to be able to continue borrowing in the international capital markets,
ana up to now the discussions have focused on an arrangement which would
include the second credit tranche. They have inquired about the SFF and a
third credit tranche but‘they have so far agreed that their borrowing needs
will gfow in the coming years as a result of their debt repayment obligations
and their investment program and that it would thus be preferable to link
the SFF to a future EFF grogram. The Portuguese and we had hoped that the
latter could be negotiated this fall, but it is now unlikely that they can
meet such a timetable.

3. Recent developments

The 1979 budget and economic plan, as well as the proposed 18 per cent
ceiling on wage increases in 1979, were narrowly defeated in Parliament on
Mareh 22. The Government stayed in office, however, and it has already sent
back the wage ceiling to Parliament and intends to resubmit its budget with
little change. The recent split of the Social Democrat party, which abstained
on the budget, is said to improve the chances §f passape of the Government's
propcsals. XNevertheless, the position of the present Government, made up of
lawyers and technocrats appointed by President Eanes, without support from any
of the political parties, remains weak and is likely to grow weaker as the
ceneral elections, scheduled for early 1980, come closer.

In the early months of 1979, inflation remains a serious problem while
there is no reason to expect that the economic downturn which occurred in the
third quargé; of 1978 has been reversed. The surge in inflation to 25 per
cent -t end-1978 had been attributed to some administered price increases late

.0 the year and some moderation from this rate of inflation was anticipaced.

“r s
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It did occur in January, but consumer prices rose by almost 2 per cent in

-

.

February and prices were once again 25 per cent above year earlier levels,

The recent decision to raise by 18 per cent the prices of some basic staples,
and the expected increase in public utility rates will push up prices further.
Or the external side, the monetary authorities have been intervening recently
in the foreign exchange market more heavily than in the same period in 1978.
Official holdings of foreign exchange declined by US$170 million to US$665 mil~
lion between end—Decembe:r 1978 and end-March 1979.

4. Main issues for discussion

For the Portuguese, the purpose of the visit is said not to be to resume
negotiations on a stand-by arrangement but to exchange views on recent develop-
ments and prospects and to seek guidelines on the policies to be followed by
Portugal in the months ahead, particularly with regard to the exchange rate,
interest rates, credit policy, and public finance. The discussion will,
neverthelesé, be very material to any new stand~by program. We have arranged
that the Portuguese delegation should meet primarily with the staff team which
haé handled the current negotiations, but the delegation will also want to
hear your views. At lunch on Thursday you may want to support the position
taken by the staff so far, viz. that credit policy must remain prudent, in
view of the continued inflationary pressures and large current account defi-
cits, and that steps must be initiated immediately to bring public sector
expenditure under control. If we are satisfied with the commitments on
these two points, we could then agree to a further reduction in the rate of
depreciatien of the exchange rate and to a small cut in interest rates. Ve
woul? like to leave open the possibility of a meeting with you on Friday

afterroon if this should appear necessary in the light of our discussions.

re



The FPortuguese have agreed that the stand-by program should aim at a
further reduction in the deficit on the curren&naccount of the balance of
tzvicents. We have insisted on a maXimum of USS800 million (v. USSS50 million
in 1%75); they prefer U5$850 million (Table 1). The difference is insignifi-
cant, but whzat is important is that the outturn should not be worce than that
recorced in 1578. For the stand~by program we have projected an overall
bzlance of payments deficit, including governwment compensatory borrowing,
roughly the same as last *vear's (USS300 million). The Portuguese believe
thet their current account target is consistent with a 3 per cent rate of
growth of real GUP in 1979 (implying a rate of growth of about 6 per cent in
through-the~year terms). We have many doubts on this and suspect that it is
not reconcilable with a rate of growth of more than 4 per cent during the
year (2 per cent on average) (Table 2}.

The Portuguese authorities afe concerned at the high rate of inflation
and are determined to prevent a further decline in real wages {which in 1978
fell to 13 per cent below the 1975 level 1/ and were only 7 per cent above
thé 1973 level). They believe the proposed 18 per cent wage ceiling can only
be zpproved by Parliament and respected by the unions if it becomes more
apparent that the inflation rate will also be brought down to 18 per cent
ﬁuring 1979, For this they look mainly to a reduction in the monthly rate
of depreciation of the effective exchange rate from 1.25 per cent up to end-
Yarch 1979 to a proposed 0.50 per cent thereafter.

Wwe have argued against using the exchange rate mainly to reduce infla=-
tion and suggested that a reduction in the rate of depreciation could be

acce~:able provided financial policies were restrictive enough to make the

ptet

1/ Tne postrevolutionary wage explosion of 1974-75 raisec rezl wages by

~ e

-2 per cent. - 3 .
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~ew exchange rate policy viable. Meanwhile the Portuguese have taken advantage
¢f the fact that their commitment to the Fund on the exchange rate ran out
¢t tiie end of dMarch to reduce the monthly rate of depreciation for April to

er cent. We were told that this was subject to discussion with us and the

[
e

change in policy has not been officially announced.

.« agree that, at its present level, the effective exchange rate for the
escuco is very competitive (see attached Chart). This is appropriate given
the balance of payments ¢:ficit and domestic unemplovment, but there is no
need to increase the undervaluation, inasmuch as capacity limits are being
approached in the export industries and have already been reached in the
tourism sector. The differential between the rate of increase of wages in
Portugal and in its main trading partners is about 9 per cent (0.75 per cent
a month). While we have no difficulty in accepting a reduction in the rate
of depreciation to 1 per cent now, there would be some advantage in postpon-
Ing & further reduction to 0.75 per cent until we get a firm commitment on
the stance of credit policy and on public finance.

Credit policy remains an important area of disagreement with the
Portuguese who want to reflate the economy with easier crecit. We agree that

3

something must be done to promote a recovery of economic activity, but we
believe that it would be dangerous, given the present rate of inflation and
the balance of payments deficit, to have a major relaxation of credit policy.
A rate of increase of M2 of about 23 per cent during 1979, implying a credit
expansion of 26.5 per cent (as a percentage of initial money stock) seems to
be the meximin acceptable (Table 3). The Portuguese proposal (of a 31.2 per
cent increase in credit) assumes a significant decline in the income velocity

' meney. Un interest rates, we could accept the Portuguese proposal of a

ws -
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2 vercentage points reduction and perhaps a fugther cut in six months if the
rate of inflation decelerates. So long as the }éduction in the annual rate
of depreciation 1s larger than that in interest rates, there would be mno
incentive to capital outflows.

in improvement in public finance should be the main contribution of the
next stand-by and it must be made clear to the Portuguese: (1) that there is
& maximum increase in credit to the public sector which would be regarded as
acceptable to us and (2) ‘that we must have some guarantee that, in contrast
with the two previous stand-bys, this subceiling will not be exceeded. There
is a need for a major administrative reform, a tax reform, and as far as the
éublic enterprises are concerned, changes in labor legislation. These will
obviously take time. In the meantime, it is important to make a start now
by putting in place measures of expenditure control. We have suggested a
hiring freeze in the public sector but we would like to supplement this with
other measufes such as quarterly budget reviews and monthly cash limits on
public spending.

As far as the public sector deficit is concerned, the defeat of the
budget puts the goal of eliminating the Government's current deficit and of
reducing the overall deficit to Esc. 75 billion or less than 8 per cent of
GDP (v. 10.7 per cent in 1978) in jeopardy (Table 4}. We should, however,
continue to press for an overall deficit below last year's Esc. 84 billion
(v. Esc. 47 billior in 1977); otherwise the burden of adjustment will again
fall entirely on the private sector. An overall deficit of Esc. 80 billion,
of which the banking system would finance about Esc. 30 billion, would be
bare’ acceptable. If this target iﬁﬁimpossible to achieve due to the unpop-

vlaricty of certain tax measures included in the recently defeated budgetr

-
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crepesal, we would have to press for restraint on government expenditures,
even investment expenditures, if necessary, as a means of reducing the deficit
in the short run. We have warned the Portuguese that we would prefer putting
ti:¢ public enterprises under the public sector subceiling but we’may, in the
gno, nave to settle for an indicative ceiling. We shall, however, insist that
»rice wmeasures be taken to make the reduction in subsidies as shown in the
budget rezlistic. We also want to review the investment program of the public
enterprise sector to checK its consistency with the macroeconomic projections.
Un restrictions, we do not anticipate major difficulties in reaching an
agreement. We shall continue to press for the elimination of the 30 per cent
import surcharge on October 1 and for initjating a progressive reduction in
the 60 per cent import surcharge (which affects about 2 per cent of imports)

and quantitative restrictions.

e te”
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2 1. Portugal: Balance of Payments 1877-79

P

N
s ' (In millions of U.S. dollars) 1/

1977 1978 1979
Estimate Projecticn
Zxports of goods and services . 2,890 3,513 4,165
Tnit value & 8
Volume 15 10
- Izports of goods and services 5,344 5,713 6,350
Unit value . ~ 6 S
Voluza 1 2
N Bazlance of trade and non-
factor services ~-2,454 -2,200 ~-2,175
Investmant income - -179 -327 ~-415
Private transfers 1,134 1,585 1,790
<:> Current account -1,439 ~942 ~800
I}
(9) (5) (4)
Czpitz]l movemants
Medium-term and long-term
cepital, net - 95 739 600
of whlcn:
AN : Government compensatory
N . -
L borrowing (==) (4350) (300)
Snort~term znd errors and
omissions -33 356 200
Bazlance on nonmenetary
transzctions -1,437 133 —
Overall balance, inclu-
ding government com-—
pensatory borrowing -1,437 -297 -300
Mzmorandum item:
Growth-.in foresizn markets 3.3 4.8 5.2
.ources: Dzata provided by the Portuguese theorities; and
" gzz’i gstimatas., g
RN
2/ Wumbere I opare eses zrs percsantazes of GOF,



Table 2. Portugal:

Balance of Payments 1977-79

(In millions of U.S. doliars) 1/

1977 1978 1979
Estimate Projection
Exports of goods and services 2,890 3,513 4,165
Unit value 6 B
Volume 15, 10
Imports of goods and services 5,344 5,713 6,340
Unit value 6 g
Volume 1 2
Balance c¢f trade and non-
factor services -2 ,454 -2,200 -2,175
Investment income -179 -327 -415
Private transfers 1,134 1,585 1,790
Current account -1,499 ~942 -800
(9) (5) (4)
Capital movements
Medium-term and long-term
capital, net 95 739 600
Qf which:
Government compensatory
borrowing (--) (450) (300)
Short-term and errors and
omissions -33 356 200
Balance con nonmonetary
transactions -1,437 153 ——
Overall balance, inclu-
ding government com-
pensatory borrowing ~1,437 -297 ~300
Memorandum item: )
Growth “in foreign markets 3.3 4,8 5.2

jcurces: Data provided by
staff estimates.

the Portuguese authorities; and

1/ Nurbers in parentheses are percentages of GDP.

+
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Table 3. Portugal:

Comparison of

Monetary Projections

1978 1979
Through the Year
Through Portuguese IME
Average  the year 1/ proposal 12/ 113/
Per cent change

GDP (market prices) 3.2 —— 6.0 3.0 4.0
GDP deflator 21.4 25,0 14.0 18.0 18,0
Velocity -0.6 -2.56 -4.5 - —
Average money stock 26.0 26.0 27.3 24,5 25,2
December/December money

stock 28.3 28.3 26.4 21.5 22,7
Domestic credit expan-

sion as a percentage

of initial money

stock, end-period 30.3 30.3 31.2 25.2 26.4

Change in billions of escudos

Net foreign assets 4/ 15.2 o -14.7 5/ - -
Net domestic credit 172.0 233.8 183.6  192.4

Public sector 48.7 60.0 47.2 53.0

Private sector 123.3 6/ 173.8 136.4  139.4
Money stock 160.7 198.7 156.5 165.,3
Other items, net 26.5 20.4 27.1 27.1

Sources: Data provided by the Portuguese authorities; and staff estimates,

1/ Estimated.

g/ Program as presented to Portuguese,

3/ Maximum acceptable.
4/ Including effect of counting special compensatory borrowing by the

Central Government as an above-~the-~line capital inflow.
2/ .1e Portuguese have indicated that the Central Government may increase
ir net foreiegn borrowing in 1979 by ‘US$300 million or Ese 15 billion.
the net foreign
of the banking system could show, no change, while domestic credit to
lic sector could be reduced to Esc 45 billion.
&/ Includlpg credit to public enterprises estimated at Esc 42.2 billion

ne extent thet such borrowing actually takes place,

:»-:.“g 4. /8

To

assets
the pub-
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Pertugal: Public Sector Finances, 1977-79 l/

(In billions of escudos) 2/

1977 3/ 1978 1979
Budget Budget IME 4/
forecast Outturn 3/ forecast alternative
Cuarrent rsceipts 173.6 225,9 210.5 279,9 271.0
Direct taxes and con-
tributions to social
gecurity 0.5 107.2 1C03.0 136.3 127.4
Indirect taxes 82.1 106.3 97.4 123.5 123.5
Cther 11.0 12.4 10.1 20.1 20.1
Current expenditures 182.1 222.,6 238.7 279.3 276.0
Goods and services 87.0 105.8 112.4 136.3 133.0
Subsidies . 21.7 28.3 30.5 31.8 31.8
Transfers 61.9 63.5 73.1 82.6 82.6
interest payments 11.5 25.0 22.7 28.6 28,
Current balance -8.5 3.3 -28.2 0.6 -5.0
(-1.4) (0.4) (-3.6) (0.1) (~0.5)
Capital receipts 5.3 3.7 3.4 3.9 3.9
Capital expenditures 41.9 54.6 55.1 74.6 74,6
Investmant and transfers 39.8 42,6 43.7 56.9 56.9
Net lending 5/ 2.1 12.0 11.4 17.7 17.7
Capital balance -36.6 -50,9 ~51.7 ~70.7 -70.7
" Other Treasury opera-
tions, net -2,1 ~6.0 -4.1 -3.6 ~3.6
Overall balance ~47.,2 -53.6 ~84.,0 -73.7 ~79.3
(=7.5) (~6.9) (~10,7) (=7.7) (-8.3)
Memorandum items:
Bank credit to pub-
lic sector 47.8 37.0 48,7 47,2 53.0
Bank credit to Pro-~
ductive sector 138.1 104.7 123.3 145.2 139.4

Sources: Data provided by the Portuguese authorities: and staff estimates,

1/ The public sector is defined to include the central government autonomous
funds and services, plus the local authorities and the social security system,
busz excluding public enterprises.

Pre isionai.

et lending by

/ t.aximum acceptable deficit,
the central administration to the yraduc

/ Numbers in parentheses are per cent of GDP at market prices.
/
;

R
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F"W
W p———Dr. Goncalves,
7 = O0n the occasion of your visit we should Llike to raise

.~ *lwith you the following guestions related to budget

s procedures and expenditure gontrol.

Ty - 1. In the last tuo or three years, the budget document

uleontained a much abbdreviated listing of expenditure, showing
u leppropriations by minjstries. Please explain on what Llevel | Distribution

L. nlef detail expenditures are approved by Parliament. Is it cc Mr. Dini
' Room ~ 13 360

oien to the Binistry of Finsnce or the spending ministriss te EUR

slallocate expenditure by directerate ¢r funetional expenditutel

s lgategories?

K

W/

7 2. What is the basis of parliamentary appropriations
e tandfor executive branch allocetions fcash, obﬁigatiens,
stetherd?

4 3. Please describe the major steps of the process of

w

udget Tormutation (budget circulars, agency requests,

:fconsolidation by the budget office) and the responsibilitieg
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v
E:—gé-%he offices invelved. What technigques are used im the

Lfornulation and justification of reguests. and in the

L srocess of trimming down excessive requests”

e 4. How are budget appropriations handed down by the
~Paymaster General to the ministerial paymasters Cmonthly

—ar annual allocations. gleobally or by budget Lines. in the

Special Instructions

w|form of authority to obligete or to make payments) Distribution
™~
RS Ly - 5. Does the Paymaster General apply anvy means of cash
vlmanagement with regard to alleocations to spending
sministries”™ 1In particular. are such alleogations timed or
. srsurtailedtoto correspond to the anticipated inflow of
© " s revenue or the availability of temporary Treasury finaneing(
6 b— &. Are the spending miristries entirely free to use
sHeheir allocations or do they need general prior clearance
s er appreval of individual transactions from the Hinistry
itkof Finance for some or all types of expenditures”
:— 7. Whe is responsible for financial mamnagement within
1
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o LEhe spending ministries” How does the Ministry of Finance

lassure that expenditure patterns are in line with the
 hudget -

- 8. Hew are supplementary estinates and requests
nrocessed” How does the Ministry of Finance or the spendin
ministry assure that at the end of the~bud§ét year
sufficient funds remain for essential expenditure such as
lcivil service salaries~

- Q. vfo what extent and in which way do .the budgetary
land accounting procedures for the autonomous funds and
 services deviate from those of the spending ministries’

" 0. TQ whom, in what detail. and with what delay. do
L epending ministries and autonomous funds and serviéesr
Lsubmit their accounts for ex post approval and auditing”
T what way is the Paymaster General informed of the

L snending performance and the availabilfty of cash balances

af the ministries?
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v
E:H——--11, Briefty discuss the mechanisms of expenditure

L sontrol in place in the various stages {commitments,

L obligations, payments) and with regard to various offices
- +0 the extent that the aguestion has not already been
L—ans\r,:e.’.red above.

- 12. Expenditure data prepared by the Ministry of
—EFinance appear to be compiled on a national accounts basis.
—In what way do these date deviate frem cash payments and
Lgbligations To what extent are dats on tHe latter basis
—available”

- - 13. Hhat operations may be carried cut during the
—complementary period (new commitmenfs er obligations or
_sayments Tor previously committed eﬁpenditure)?

— 14. Do sppropriations lapse at the end of the fiscal
L vear and are there any differences in this regard between
Lapending ministries and autcnomous funds or services’

— tte would also appreciate receiving the figures pa
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vleapital transfers tc public enterprises and of subsidies

wiPatrick de Fontenay

»LInterfund

12 b

s -Many thanks and best regards

-
E: reguested for {978 showing the detailed breakdown of

wLas uwell as state gusrantees for domestic borrowing.
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R : .
We shall expect you and your delegation on April 19th and

-120th and the Managing Director would Llike to invite you to

% tlunch on April 19.

<:)sgﬁth best regards.;

wP. de Fontenay
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April 5, 1979

»

MEMORANDUM FOR FILES

Subject: Portugal

As he had promised Dr. Silva Lopes called back to propose
that he, Dr. Constancio, Deputy Governor, Dr. Cavaco Silva and Dr.
Ohen Goncalves come to Washington after Easter. He asked whether
I thought that two days would be enough for their visit and I replied
that it seemed that it should besufficient. Dr. Silva Lopes then
suggested that instead of coming on the 17th they would prefer to
come on the 19th and 20th, He added that they did not expect during
this visit to conduct actual negotiations but to discuss recent develop-
ments as well as policies to be put in place in the coming months. T
told Dr. Silva Lopes that T would check whether the Managing Director
could see them on either the 19th or 20th and would cable the answer,

Dr. Silva Lopes thought that the new budget could be passed
within a month, although this couldbe somewhat optimistic. This means
that it would be ready to be sent to Parliament within 2-3 weeks.
However, the political situation was quite volatile and might interfere
with the timetable, As regards the import surcharge, Dr. Silva Lopes
said that the decree law reducing it to 10 per cent had been signed
and that some import duties had been raised to offset some of the
revenue effects of the reduction in the surcharge.

P, de F nay

cc: Mr. Pfeiferv//
Mr. Rose
Mr. Finch/Mr,Osunsade
SED

f

"y

EN
2

0



April 4, 1979

MEMORANDUM TO FILES:

Subject: Portugal

I spoke to Dr. Silva Lopes about, (i) their prospective
visit, (ii) the change in exchange rate policy mentioned to Mr. Dini,
and (i1ii) the current status of the import surcharge which, under the
current stand~by arrangement, should have been reduced from 20 to
10 per cent as of April 1.

I told Dr. Silva Lopes that we continued to believe that
it would be useful if at least he himself would come to Washington
after Easter to 'discuss the policies to be put in place in the coming
months, particularly those dealing with the exchange rate, interest
rates, credit and prices of public enterprises. I added that we
still regarded the public sector as the main problem to be dealt
with in the next stand-by and that we would like to elaborate on the
recommendations we made in-Lisbon and to suggest . .that some of )
the measures we would recommend be taken as soon as possible. Dr.
Silva Lopes answered he intended to meet with the Minister of Finance
tomorrow and that they would decide whether they would be coming to
Washington on the agreed date and who would be coming. "He saw some
difficulty in discussing public finance without the presence of the
Minister himself., T said that one alternative they might keep in
mind would be, if the Governor came alone, that we could ourselves
come to Lisbon to discuss the budget and the general question of con-

" trol over the public sector expenditures.

On the exchange rate I told the Governmor that under Article IV
a change in the exchange rate policy should be notified to the Fund
and that while we could regard his conversation with Mr. Dini as notifica-
tion, the information given to us by Mr.Dini was clearly erroneous.
Dr. Silva Lopes answered that they had decided to reduce the rate of
depreciation for April from 1.25 to 1 per cent. He had not notified
the Fund because this was viewed as a provisional change subject to
modification after discussions with us and which had not been announced
officially.



O

As regards the import surcharge, Dr. Silva Lopes said that
he was not sure what the situation was but that he had not seen any
decree reducing it to-10 per cent. He recalled that during the
February discussions with us the Portuguese had requested an extension
of -the surcharge beyond the dates agreed in the 1978 stand-by. 1
answered that we had then indicated that it would be unfortunate if
their commitment regarding the surcharge was not respected, at least
as far as the April 1st reduction was concerned. Dr. Silva Lopes said .
that he would inquire about the Government's intentions on the sur-
charge.

Finally, Dr. Silva Lopes said that:-he would call me tomotrrow
to report on his discussionms with the Minister on a visit to Washington
and give us some information on the import surcharge as well as on the
prospects for wage rates, following yesterday's rejection by Parliament
of the 18 per cent ceiling on wage increases, as well as on the Govern~
ment's intentions regarding price adjustments for public enterprises
and utilities. ) :

P. de tenay

cc: Mr. PfeiferV///

Mr. Rose
Mr. Finch/Mr. Osunsade
SED
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wt—3&-— Patrick will be calling Silva Lopes Wednesday to
P i

vldiscuss varijous possibilities and we will communi?ate
-wlfurther with you then.

,u- 2. While we think jt unlikely that a visit byfyou
“lwould be the best move at this juncture this obviously
s lremains one option.

al Regards. : Distribution
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sly via RCA: eall 212-248-7G600

Reply via RCA: cal] 2&2}2@&7@@@

O

O

248%31 IMNF URD
248331 IMF URH

610567 EveENrRM 11373 AFR

610567 EDENRM Id
248331 IMF UR

MR. A. PFEIFER

EUROPEAN DEPARTHMENT
I nF

1. IF YOU YOURSELVES AMD SILVIA LOPES BELIEVE THAT A VISIT TO
LISBON BY PATRICK AND MYSELF WOULD BE POSITIVELY USEFUL
THEM I COULD ARRIVE IW LISBON ON TUESDAY, APRIL 10 AT
2130 BY SA 265.

2. I WOULD LIKE TO LEAVE LISBOM OM WEDNESDAY, APRIL 11 AT 1400,

BUT THIS IS PROBABLY IMPOSSIBLE IN WHICH CASE I WOULD NEED
TO LEAVE OM THURSDAY, APRIL 12 AT 1100.

3. HANS ADVISES THAT A VISIT WOULD BE AN APPRECIATED GESTURE.

REGARDS
ALAN

EDEN HOTEL
ROME

U
610567 EDENRM Io
248331 IMF URuwoceon

EF

wnibele ) IBgoiD

- weiBoe | ooy BFEERE

resbe)e i jegoin
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March 30, 1979

MEMORANDUM FOR FILES

Subject: Portugal

Mr. Dini called me to say that he had spoken to
Dr. Silva Lopes about the current situation, following the
rejection of the 1979 budget and economic plan by Parliament
and whether the Minister of Finance was likely to come to
Washington on the scheduled date. Dr. Silva Lopes said that
this was still uncertain. He confirmed that it might take
as long as two months to present a new budget and plan to
Parliament. He had himself proposed to the Minister that
he might come to Washington to report on the present situation
but the Minister had not yet given an answer. He felt that
it would be difficult to have a visit by the whole delegation
which was due to come on April 17 since the Portuguese were
not in a position to present a program.

I told Mr.Dini that we would try to decide among
ourselves whether it might still be useful for the Portuguese
to come to Washington and go back with firm proposals .
to present to Parliament. Mr. Dini agreed that this could be
a useful approach and suggested that I call Dr. Silva Lopes
before Friday April 6 since the decision on whether they would
come to Washington would be taken on April 10.

Mr. Dini said that Dr. Silva Lopes had told him
that they had decided to modify their exchange rate policy
starting on Monday April 2 when they are no longer bound by
their commitment under the 1978 stand-by. They had decided to
reduce the rate of depreciation from 1.5 per cent a month
(18 per cent per annum) to 1.25 per cent. I told Mr. Dini
that there must have been an error in the transmission since
the current rate of depreciation is already 1.25 per cent per
month. This point will obviously need to be cleared up.

P. de Fgritenay
e

cc: Mr., Pfeifer v
Mr. Rose
SED
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Mareh 19, 1979

Mr. Waref‘

. (:) res Portuguesé'Visitoré

. Mrp'ﬂhittome would like to know. -
‘piease if the Managing Director could
invite the people mentioned in the

attached cable to luncﬁ,on'April 17 or
ig. '

o C:)
e

L. A, Whittome
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THANK YOU VERY MUCH FOR YOUR TELEX OF
MARCH 9. GIVEN THE DIFFICULTIES ;IN ORGANIZING MY VISIT
T0 THE FUND DURING THE FIRST HALI;F OF APRIL | WOULD
SUGGEST THAT THIS VISIT BEGINS QN APRIL 17. IN PRNCIPLE
I WiILL BE ACCOMPANIED BY MESSER% Jo SULVA L QPES, VICTOR

!
CONSTANC10O, CAVACO SILVA AND OEHEN GON#ALVES.

R ]

BEST REGARDS

MANUEL JACINTO NUNES

NISTER OF FINANCE AND PLANNING"?

J
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J
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The Managing Director

TO K The Deputy Managing Director '  DATE: ~ March 9, 1979
FROM P. de Fontenay

. {
SUBJECT :  Portugal - Use of Fund Resources

Negotiations with the Portuguese authorities on a new stand-~by arrangement
were suspended after four weeks at our request until some major uncertainties
surrounding the 1979 budget had been removed (see below). Lack of progress on a
number of key issues was another consideration. I was asked whether it would be
helpful if the Vice Prime Minister and Minister of Finance, Dr. Nunes, came to-
Washﬂngton before negotiations resumed in Lisbon and I agreed that thlS could be
a useful step. The Portuguese now intend to send to Washington a sizable delegation
and suggested April 9 as a possible starting date, with discussions resuming in
Lisbon on April 17. They are anxious to reach an agreement soon, not only in order
to be able to continue borrowing in the intermational fipancial markets, but also
because they need guidance on policies, particularly as regards the exchange rate.

It was clear from the start that while the mission had come to negotiate

a stabilization program, the Portuguese were thinking in terms of a reflation program

and we had to fight on all fromnts to avoid a major relaxation of practically all the
policies agreed in the 1978 stand~by pregram, particularly those dealing with the

“exchange rate, interest rates, credit and trade restrictions. The sense of urgency

which existed last year, when the memory of the mid-1977 exchange crisis was still
fresh, is largely gone and the ability of the present govermment to push through
unpopular measures is limited at present and will vanish completely as the 1980
elections approach. Last year's stand-by program was agreed with a Socialist
government, .supported by the largest party in Parliament; by contrast the present
government is only tolerated by the major parties out of a reluctance to bring about
a government crisis and anticipated electlons Wthh would, under the Constitution,
need to be repeated next year. '

The Portuguese.insisted that they needed a growth rate of 3.5 per cent in
1979 (implying close to 7 per cent growth through the year) and could not therefore
reduce the current account deficit below last year's deficit of $950 million (5 per
cent of GDP). They also wanted to bring down the rate of increase of prices to
18 per cent (v. 22 per cent in 1978) by reducing the monthly rate of depreciation
to 0.4 per cent in effective terms after March (from 1.25 per cent under the policy-
agreed with' the Fund) and to lower interest rates by 2 percentage points now and
another 2 points six months later. This strategy was, as it turned out, not just a
negotiating stance but one which had been carefully prepared before it was adopted
by the government and used as a basis for the macroeconomic projections presented
with the budget. The commitment to a reduction in the rate of inflation was also
made to asssure Parliamentary approval of a statutory 18 per cent limit on wage
increases (down from 20 per cent in 1978). The mission argued instead that a further
reduction in the current account deficit to $800 million (4 per cent of GDP) was
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The Managing Director

TO ;' The Deputy Managing Director DATE: March 9, 1979
FAOM P. de Fontenay
SUBJECT :  Portugal - Use of Fund Resources

Negotiations with the Portuguese authorities on-a new stand-by arrangement
were suspended after four weeks at our request until some major uncertainties
surrounding the 1979 budget had been removed (see below). Lack of progress on a
number of key issues was another consideration. I was asked whether it would be
helpful if the Vice Prime Minister and Minister of Finance, Dr. Nunes, came to
Washington before negotiations resumed in Lisbon and 1 agreed that this could be
a useful step. The Portuguese now intend to send to Washington a sizable delegation
and suggested April 9 as a possible starting date, with discussions resuming in '
Lisbon on April 17. They are anxious to rTeach an agreement soon, mot only in order
to be able to continue borrowing in the international financial markets, but also
because they need guidance on policies, particularly as regards the exchange rate.

. It was clear from the start that while the mission had come to negotiate
a stabilization program, the Portuguese were thinking in terms of a reflation program"
and we had to fight on all fronts to avoid a major relaxation of practically all the
policies agreed in the 1978 stand-by program, particularly those dealing with the
exchange rate, interest rates, credit and trade restrictions. The sense of urgency
which existed last year, when the memory of the mid-~1977 exchange crisis was still
fresh, is largely gone and the ability of the present government to push through
unpopular measures is limited at present and will vanish completely as the 1980
elections approach. Last year's stand-by program was agreed with a Socialist
government, supported by the largest party in Parliament; by contrast the present
government is only tolerated by the major parties out of a reluctance to bring about
a government crisis and anticipated elections which woula, under the Constitution,
need to be repeated next year. ‘

The Portuguese incisted that they needed a growth rate of 3.5 per cent in
1979 {(implying close to 7 per cent growth through the year) and could not therefore
reduce the curreént account deficit below last year's deficit of $950 million (5 per
cent of GDP). They also wanted to bring down the rate of increase of prices to
18 per cent (v. 22 per cent in 1978) by reducing the monthly rate of depreciation /
to 0.4 per cent in effective terms after March (from 1.25 per cent under the policy /
agreed with the Fund) and to lower interest rates by 2 percentage points now and

another 2 points six months later. This strategy was, as it turned out, not just a

negotiating stance but omne which had been carefully prepared before it was adopted

by the government and used as a basis for the macroeconomic projections presented

with the budget. The commitment to a reduction. in the rate of inflation was also

made to assure Parliamentary approval of a statutory 18 per cent limit on wage
increases (down from 20 per cent in 1978). The mission argued instead that a further .

“ reduction in the current account deficit to $800 million (4 per cent of GDP) was
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required and that a growth rate of 3 per cent during 1979 (equivalent to about

2 per cent on average) was the maximum consistent with that target. A modest
reduction in the rate of depreciation, and perhaps in interest rates, could only

be decided in fine provided the financial policies agreed upon were sufficiently
restrained to avoid the risk of a resurgence of inflationary pressures and exchange
rate speculation. At a last meeting Dr. Nunes offered the following "concessions'; .
they accepted a current account target of $850 million (having 'discovered" that the X/’
inflow of private transfers in 1978 had been underestimated by $40 million) and a

rate of depreciation of 0.5 per cent a month. '

In defense of the Portuguese position, it must be recognized that the
economy has weakened markedly since mid-1978 as a result of the credit squeeze and
high interest rates, and that the rate of growth is probably negative at present.
Also, based on standard cost-price comparisons, the exchange rate appears under-—
valued and the competitive position of Portugal continues to improve, with wages
rising by 18 per cent annually (v. 9 per cent on average in trade partner countries),
while the effective rate of depreciation is now about 16 per cent  in annual terms.
The only moot point is ‘how ‘much undervaluation Portugal needs to achieve both growth
(through exports and import substitution) and a reduction in the current account
deficit. One important consideration is the emergence of capacity constraints in ”k’

‘the export sector, and particularly in tourism, as a result -of a lack of new invest-

ment in recent years. However, the Portuguese would have to be prepared to put into
place the type of financial policies necessary ‘to support a lower rate of depreciation.

A On paper the figures in the 1979 budget are in line with the targets of
eliminating the deficit of the public sector on current operations (which reached
Esc 28 billion in 1978, equivalent to 4 per cent of GDP) and to reduce the overall
financing deficit from Esc 84 billion (11 per cent of GDP) in 1978 to about

Esc 70 billion (7 per cent of GDP) in 1979. On closer analysis, however, revenue
projections appear opEiE}stic,‘while the realism of some of the expenditure forecasts
seems questionable. The mission was particularly concerned at the uncertainty
surrounding three major problems, (i) the current budget is balanced only through

the introcduction of an Esc 16 billion “extraordinary tax" of which about Esc 10 bil-
lion would result from taking away more than half of the salaried workers' '"13th
month' pay. Even assuming passage of the measure, its implementation would seem
doubtful in a pre-election climate; (ii) an Esc 6.5 billion reduction in subsidies

to public enterprises is only feasible if measures are taken promptly to T&ise prices
and rates charged by these enterprises; and (iii) there was no allowance in the budget
for any effect of a new . law on revenue-sharing with local authorities. This law,
which could have a potentially disastrous effect on the budget would, ‘if it is
followed to the letter, transfer this year Esc 28 billion from the state to local
authorities while discussions would be held to transfer also certain -respomnsibilities

from the state to the local governments. It was on the basis of these concerns that

the mission suggested adjournment of the negotiations until the budget had been
approved by Parliament, the price and cost measures introduced, and the situation
had clarified regarding the impact of revenue-sharing. Meanwhile, the mission
recommended an immediate hiring freeze, except for a limited number of priority-

. services, to put an end to the large recent increases in the number of government

employees, which threaten a repetition of the 1978 experience of personnel expendi-
tures exceeding appropriations. The position taken by the mission was summed up in
2 letter sent to Dr. Nunes on March 5. :

o d,



TN
N/

-3 -

On credit policy, the Portuguese presented their counter-proposals only on
the last day and positions were so far apart that it seemed pointless to prolong
negotiations on that item. In private, they argued that they had had to restrict
credit drastically after August last year in order to remain within the agreed
ceiling but they recognized that it was largely the excessive expansion of credit
to the public sector which had forced them to squeeze the private sector. Whether
the public sector, including public enterprises, can be brought under control wemains
one of the main issues for this year's program. In the absence of administrative
and tax reforms, and in the case of the public enterprises, of a reform of labor
legislation, the ability of the govermment to abide by its commitment on credit to
the public sector, which it failed to do in the two preceding stand-bys, remains
very much in doubt. ' S

The Portuguese inquired ab@ut the Supplementary Financing Facility but
agreed that while their financing needs were manageable at present, they were ex-—
pected to grow rapidly as a result of debt repayment ebligations and could become
a major problem by 1981-82. It therefore ‘seemed preferable to link Portugal's use
of the Supplementary Financing Facility to an Extended Fund Facility. There continues
to be delays in the elaboration of a medium~term program, but the Portuguese still
hoped that following the review of the public investment program by a World Bank
mission in April, discussions on an Extended Fund Facility could take place in the
fall of this year. '

cc:' Mr. Gold

Mr. Polak

Mr. Habermeier
Mr. Sturc

Mr. Whittome
Mr. Ware
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E:F-—— Fontenay has reported on his return. Foom ocur

7V point of view it wobdid be much easier if you were able
Lto visit us on the 26th or 27th March. The first half
T ui—oFf April is a most difficult time and I 8AY several
“ir—others will, of necessity, be away then. The Fanaging
BrHpirector would hope thatﬁyou are able to come in March
2 -you would Ltunch with him on either of these two days. Distribution
"Halternatively if it vere more convenient te you sometime
Wr—in the second half of April wotld alsoc be suitable for
‘rus. Please also tet us know in due course if you will

¢ ~he accompanied and, 1f se, by whomb?

7 Hith my best wishes,

sithittome
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P:oiessor Jacintc Nunes : !

ice-Pripe kinieter, Hinister of F -~
&T d Plaoning, and Minister Zfor E~ropean : )E%@/(/
= o 5 ¢

-

Hindist -y of Finance

Usar Mr, Hinisterg

The IEF =z¢taff tesm hae reviewed Tecent ecomosic develops
ents aud prosprects ir Portugal and held preliminary discussions
on the outline of a ?rogran which could be supported by & nev
g¢tand~by arraagement with the lund, This letter sucmarizes
our views on the key aspects of *ha program,

The main objective of the prograzx should be tc extend the
progress echieved last yeer In reduclng the current eccount
deficit of the belance of payments, ©Such a reduction is usuelly
the "rapizox dl'etre” of a ;;gpili:ation progras and a current
acccunt deficit of about $800 milliom would seem to be the maximun
cenglstent with such & progras, Iu the coming veers Por ;ﬁﬁzf_ﬁffﬂ
Téguire large zwmounts of forelgn boeorrowvling to szustzin its develop-
=ent effort, prepare 1ts oconory Lor amccession to EXC BEembership,
and fZace 1ts external-debt repayment obligetions, V¥e estimate
that by 1981 the grossz forelgn borrowing reguirement will be
zround $2 billiion, Thisg extermal fimencing iz unlikely to be
forthcexing unless it can be demonstrsated that Portugal is paking
nrogTes? in gsenerating 2 higher level of domestlc savings ead

tkat Ltz forelgan borrowing is belpg directed o producilve cses
that ©ill eventually enhance the foreign exchange earding CEFAS
city cf the country, Portugal's sxternal dept service burden
is alreacy culte high and =addizg to it should be kept to 2 mini-
zu=, This argues for caution L{x the eisboration of aa invest-
zent program for the publiec sector, including rublic enterprisee,
2grecizally uatil suck &n investneat FTopTram BLs been revievwed
in its entirety and intezreted Lo z medius-tere Irapevwark

e belleve thet 2 reducitiocon 4n the currezt &cecount defieclt
ca lemowt €800 million-ie consistent with & rete of growih of
a::f%wg per cext durdng 16878, Thus, rertugal would have sohfsved
z zajcr stezdbilizaticn effaort, reducing I1¢s external .current foll-
cit frnz ithe ecuivelient of ¢ por cenmt ol G0 odn 1077 to 4 rer
cemt Lo le7E £t &2 Telofively wmederate - coni A0 terts ol cutrut

-
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erplovsent, The main credit for this su

and ugccess ehenld go
t0o exchenge rate policy vhichk alloved a substantieal expemcsi-=
2f producticn for export and Lipport substitutican; <o Lzterz:z
Tate policy, vwhich curbed =stockpllizg of icports and escourzces
tbhes formetion cf domsestic savingy and to wage restreilzt, «chich
Preserved the gains ino competitiveness ackhie¢ved by the exchense
I2%2 depreciation and . kept the growvik of privete compmcption
in check, The gainge echieved by thes~ policles shenld =st :ta
coprpromised by an untimely change of course, '

 Another objzective ol the program should be to zchilsve e
reduction in the rate of inflatfion, The lowering oZ the legal
celling on wage increases should mzke tkis pcssible, but firan-
ciel policiees heve 2l1so an ipportant role to play, &in particoler
5y inducing domestie producers to keep their profit sargins te
a minipup, 1f prospects for an ipprovement in ths underlyvizz
rate of infletion and for the balance of payserts remaln goos

-

1t should be possible to envirage a modest recduection inm the
rete of depreclation of the escudo, gfd—perh&fs ol Linfterest
rates as well, We rust e2phasize, however, that although ex~-
change rate policy has obvioas implicatiorns for tke price level,
its main role is to allov the achievewment of bkcth the balzzce

of payrents and growthk targets, It would be dzngerous o reduce
the rate of depreciation of the escuds in order to eckieve a
rpre~-detercmined price objective i{f the nev exchange rete polic

=i
caanot be sustalined, Furthergore, the phesing out of the 30 per

~cent import surcharge in 1979 will ziready have eifects oz iz=-

port prices agquivazlent £o a reductior in the rzte c©I cdepreciazticx,
%e hope, 1m any case, that the FPortugunese authorities i1l re-
frain fror a premature change i{n the present exchenge rate
Folicy, vhich would mzke it very dlfficult to reach asn agreerwant
wizh the Fepnd; T

Furnd prograss noreally feeature meesures to reduce r

esirlic-
+iones on trade and paymexts, Uunr discussions indicate that
4t should be possible to achieve agreement ox tkis, sz hope
£hzt, pending & fipal agreement or & nevy sta:?-?g ETrrelgeEsavt,
the cormlitment undertaken under the 1678 gta=d-by arrs=gers=<t
+0o reduce the 20 per cent is=port surcharge toc I8 rer cezt o=
April 1, 1879 will be reepecied, It would seem cifficult 'to
justify an extenszsion of the surcharge oo the grouzd trat caqui-
=zlent Tevenue caanot bs cbtezined ITos =ther scurcss,
In 127% the public sector should bs srxpected, °rF rodusi=g
iteg deficit, to E&ke & medoy coniributien to the crEnlililcoeiion
. - d - — TR z
efZcrt, Tkis would be in contrast with the experiecce oI s TE
~cn both the tradéitiomezel publillc ssctor z=2 <tkhe tuBllic enmisr-
~r<ece5 gcontinued to borrssw Troc the bonkinz syziel 2t the
c.ze high FTete as in 1E8TT vhiile. . dbhe privote €Tl mIT . TLo
£33 burdea of the reduecticn in the rote 2l TYOOLT O IRTLTILTI
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Such 2 situstion should not be allowed to continue in 1570,
The borrowing requirepente .of the itraditional rzublic soctor
vhich ererce f»or the 1079 budget proposals are consistent
wlth B ponetery policy deslgned to pravide support to ecoroxie
ectivity znd to accomodate n rzte of inflation ==ll below
that of lest year, We are councerned, however, whethor an
increase in the public sector's horroving needs over end ahove
tre budget figure can be prevented, .¥e have Eade some recom-
cendztions which, we believe, would help 4in this respect and
they should be implemented soon if the budget fipgures &re to
be used zs & solid basls for 8 financlzl program, It is =zlso
essential that any significant change in the budzet proposals
ezich threatens to enlarge the deficlt be cffset by sore other
soarce of revenue or by expenditure reductioms, Othervise,
the objective of achieving &2n appreciable recductior in the
overall deficit by compariscn with 1975 would not be attainead
and a reasonzble credit policy could not be followed without
crce agaln excessively restricting credit to the private
sgector,

Ag for the public enterprises, by the time our negotie-
tions resume, we would expect the fipancial situation of
the=ze enterprises end their prospects for 1572 to be better
¥nown, This wonld eneble us to zscertetin that both their
current operatling results and tkeir investzment programs zre
consistent with the mein elements of the stand-by program,
particalarly the zllowable expansion of bznk eredit and the
terget for the current account deficit of the balance of
payments, : ’

Ve shall take with us to Weskington the Government's
proposed mlternztives -to-sorme of the targsis and poilcles
that ve suggested, and they will be given ceareful considara-
tion by the Fund Kanagement and staff, ‘It remains our sin-
cere hope that we can scon reach cormplete zgreement on & pro-
grar which w11l contribute to the ixzprovementl oI econmcmrice
conditions in Portugal,
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February 27, 1979

MEMORANDUM FOR FILES

Subject: PortugalA

Mr. de Fontenay phoned from Lisbon today. He said that they
had now had an opportunity to study the budget and on paper it looked
acceptable, but there had to be great skepticism as to whether or not it
was realistic. He gave some examples of this throwing doubt on the
likelihood that a large “extraordinary” tax would be introduced and also
whether a wage tax that virtually halved the 13-month bonus would be
implemented. He also thought that the estimates of other items on the
receipts side were over optimistic. He had muchthe same doubts on the
expenditure side giving one example that the new budget presumed no
increase in health expenditure, whereas last year such expenditures had
risen by 30 per cent and no changes in the system of benefits had been
made. All in all he conveyed the impression that in reality the budget
could turn out to be a very great deal weaker than the estimates that
had been presented. '

~He had now come to the conclusion that it would be better
to write a letter to Minister Nunes and explain his broad doubts and
then return to Washington with the intention of resuming discussions
after Easter. Hopefully, by this time the Portuguese Govermment would
have taken measures to validate the budget estimates. Mr. de Fontenay
gave some examples of the points he wished to make in his letter, and
said that he had wondered about including a reference to a need for a hiring ~
freeze for the public sector. T suggested that this latter point should
be dropped from any written communication.

As regards the exchange rate de Fontenay thought that it would be
“inadvisable to make any concession at this stage both for tactical reasons

and because until the budget outcome could be seen very clearly there would
have to be great doubt as to what rate of depreciatidn would be appropriate.

L. A. Whittome

cc: SED
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February 23, 1979

MEMORANDUM FOR THE FILES

Subject: Portugal

Mr. de Fontenay phoned yesterday. He reported that the discussions
to date—-and they have been there three weeks already--have been slow and
painful and they had yet to discuss 1979 or be given a copy of the proposed
budget.

In an attempt to speed mattérs, Mr, de Fontenay summarized his
own views, namely a target in 1979 of a current account deficit of $800 million
and through the year a rate of growth of 3 per cent (2 per cent, 1979 over 1978)
and a reduction in inflation. The response of the Portuguese was to counter
with a statement that they needed a growth rate of 3.5 per cent in order to
ensure no further increase in unemploymeént, and this implied a current account
deficit of $950 million. -In addition, they insisted that the presently agreed
rate of monthly depreciation be reduced to 0.5 per cent.

Mr, de Fontenay said that they might need to remain for some time
yet as not having been given the budget figures they had yet to discuss credit
targets. Moreover, the budget presentation might be less than candid--he
mentioned a large appropriation pushed through in December in order to improve
the look of the 1979 budget.

I counselled against trying to tie up all the ends at this stage and
suggested that he should seek a private meeting with Nunes, during which he
would get away from arguments on precise figures and instead emphasize the
need for a conservative approach in the present stage of convalescence (if it
is that) and to end up by taking the line that of course tactically it was
tempting to put forward bargaining positions but a sense of responsibility and
of time was needed. I also cautioned him not to forget that there were surely
at least two views within the circle of Portuguese officials and our job was
to attempt to strengthen those who might think as we did whilst helping to
puncture the arguments of others.

If the mission continues for some time, Mrs. Teigeiro will need to

return early for medical reasons, .

L. A, Whittome

cc: SED
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February 16, 1979

MEMORANDUM FOR FILES

Subject: Portugal

I spoke to Mr. de Fontenay on Wednesday, Februaty.l4d, He .gaid
that the budget would be presented to Parliament on Wednesday and on
that day he would meet with Mr. Nunes. He said that go far they had
only been able to make an assessment of developments in 1978 for the
Portuguese authorities were not yet prepared to discuss 1979. He had,
however, some reason to believe that the prospects for 1979 would be
disappointing in that a revenue sharing bill giving local authorities
more than 10 per cent of the State Budget receipts was likely to
prove more costly than had been originally expected. TIn addition,
there had recently been heavy flooding which would certainly affect
agriculture this year. 'The Portuguese had again emphasized that they
wished to move to a slower rate of exchange rate depreciation, to
reduce interest rates and to relax overall credit,

Mr. de Fontenay said that the figures available suggested
that the economy had weakened rather more than had been expected and
he said that he himself would favor a relaxation in credit designed
to allow a real rate of growth of 3 per cent during 1979 which would
be consistent with a growth rate of some 2 to 2 1/2 per cent 1979 over
1978, It had been calculated that this would be compatible with the
current account deficit of $800 million., It was emphasized that:the
financing of the current account provided no problem at all at present.
Mr. de Fontenay envisaged that it would be necessary to return to Lisbon
once the outcome of the budget was known—-perhaps around April--and it
might be advisable to pay a further visit in May when the wage position
would be clearer. In conjunction with Mr. Schmitt T said only that
great care should be exercised when leaving any memorandum behind at
this stage and in particular it would be wise to eschew figures. I
also said that if he thought it proper to relax.the present set of
conditions it would seem preferable to agree to a somewhat lower rate
of depreciation (exports in volume terms had jumped very sharply in
recent months) but to make as little concession as possible on interest
rates. I also said that I thought we would never be in a position
where we knew all the answers and that therefore he should not think in

terms of more than one return visit.

L, A. Whittome

cc: SED
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Portugal — Briefing Paper for the Managing Director

.

1. Introduction

A Portuguese delegation consisting of Dr. Jose da Silva Lopes, Governor
of the Bank of Portugal, Dr. Vitor Constancio, Deputy Governor, Dr. Anibal
Cavacocgilva, Director of Research of the Bank of Portugal, and Dr. QOhen
Goncalves, Director of Research of the Ministry of Finance, is coming to the
Fund on April 19 and 20, in connection with the current discussions on a
stand~by arrangement. Silva Lopes has no political affiliation, but he w;;
Minister of Finance in the short-lived Government of Nobre da Costa last year.
He has been courteous and often sympathetic in dealing with us. Constancio
is an important figure in the socialist party. He was Minister of Finance
‘in the second Soares Government and the last stand-by was largely negotiated
with him. He was also until recently in charge of the negotiations with
the EC. He is a well frained economist but tends to be somewhat mercurial

and can dominate the proceedings on their side.

2. Portugal's relations with the Fund

Negotiations on a new stand-by arrangement in the second credit tranche,
which took.place in Lisbon in February—-March, were suspended until Parliament
had voted on the budget, prices and rates charged by public enterprises hadA
been raised, and the Government had disclosed its proposal on the implementa-
tion of the new revenue-sharing legislation. The position taken By the staff
team is summed up in the attached letter to the Minister of Finance.

The current second tranche stand-by arrangement with Portugal, under which
no drawings have been made, runs out in June. The Fund's holdings of escudos
are equivalent to SDR 172.3 million compared with a quota of SDR 172 million.

These holdings include SDR 0.9 million resulting from the third distribution

of gold and Portugal has thus gll its credit tranche position available to it.
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The Portuguese have told us that they need to reach an agreement with us
in order to be able to continue borrowing in tge international capital markets,
and up to now the discussions have focused on an arrangement which would
include the second credit traﬁche. They have inquired about the SFF and a
third credit tranche but‘they have so far agreed that their borrowing needs
will grow in the coming years as a result of their debt repayment obligations
and their investment program and that it would thus be preferable to link
the SFF to a future EFF ﬁrogram. The Portuguese and we had hoped that the
latter could be negotiated this fall, but it is now unlikely that they can

meet such a timetable.

3. Recent developments

The 1979 budget and economic plan, as well as the proposed 18 per cent
ceiling on wage increases in 1979, were narrowly defeated in Parliament on
March 22. The Government stayed in office, however, and it has already sent
back the wage ceiling to Parliament and intends to resubmit its budget with
little change. The recent split of the Social Democrat party,lwhich abstained
on the budget, is said to improve the chances of passage of the Government's
proposals. Nevertheless, the position of the present Government, made up of
lawyers and technocrats appointed by President Eanes, without support from any
of the political parties, remains weak and is likely to grow weaker as the
general electiéns, scheduled for early 1980, come closer.

In the early months of 1979, inflation remains a serious problem while
there is no reason to expect that the economic downturn which occurred in the
third quarte; of 1978 has been reversed. The surge in inflation to 25 per
cent at end-1978 had been attributed to some administered price increases late

in the year and some moderation from this rate of inflation was anticipated.

-
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It did occur in January, but consumer prices rose by almost 2 per cent in
February and prices were once again 25 per‘éeﬂt above year earlier levels.

The recent decision to raise by 18 per cent the prices of some basic staples,
and the expected increase in public utility rates will push up prices further.
On the external side, the monetary authorities have been intervening recently
in the foreign exchange market more heavily than in the same period in 1978.
Official holdings of foreign exchange declined by US$170 million to USS665 mil-
lion between end—Decembe£ 1978 and end-March 1979.

4. Main issues for discussion

For the Portuguese, the purpose of the visit is said not to be to resume

negotiations on a stand-by arrangement but to exchange views on recent develop-

ments and prospects and to seek guidelines on the policies to be followed by

Portugal in the months ahead, particularly with regard to the exchange rate,
interest rates, credit policy, and public finance. The discussion will,
neverthelesé, be very material to any new stand-by program. We have arranged
that the Portuguese delegation should meet primarily with the staff team which
haé handled the current negotiations, but the delegation will also want to
hear your views. At lunch on Thursday you may want to support the.position
taken by the staff so far, viz. that credit policy must remain prudent, in
view of the continued inflationary pressures and large current account defi-
cits, and that steps must be initiated immediately to bring public sector
expenditure under control. If we are satisfied with the commitments on

these two points, we could then agree to a further reduction in the rate of
depreciatien of the exchange rate and to a small cut in interest rates. We
would like to leave open the possibility of a meeting with you on Friday

afternoon if this should appear necessary in the light of our discussions.

.
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The Portuguese have agreed that the stand—by program should aim at a
further reduction in the deficit on the current account Qf the balance of
payments. We have Insisted on a maximum of US$800 million (v. US$950 million
in 1978); they prefer US$$850 million (Table 1), The difference is insignifi-
cant, but what is important is fhat thé outturn should not be worse than that
recorded in 1978. For the stand-by program we have projected an overall
balance of payments deficit, including government compensatory borrowing,
roughly the same as last }ear's (USS300 million). The Portuguese beliéve
that their curremnt account target is consistent with a 3 per cent rate of
growth of real GDP in 1979 (implying a rate of growth of about 6 per cent in

through~the-year terms). We have many doubts on this and suspect that it is

not reconcilable with a rate of growth of more than 4 per cent during the-

year {2 per cent on average)} (Table 2).

The Portuguese authorities afe concerned at the high rate of inflation
and are detérmined to prevent a further decline in real wages (which in 1978
fell to 13 per cent below the 1975 level 1/ and were only 7 per cent above
thé 1973 level). They believe the proposed 18 per cent wage ceiling can only
be approved by Parliament and respected by the unions if it becowmes more
apparent that the inflatioﬁ rate will also be brought down to 18 per cent
during 1979. For this they look mainly to a reduction in the monthly rate
0of depreciation of the effective exchange rate from 1l.25 per cent up to end-
March 1979 to a proposed 0.50 per cent thereafter.

We have argued against using the exchange rate mainly to reduce infla-
tion and suggested that a reduction in the rate of depreciation could be

acceptable provided financial policies were restrictive enough to make the

1/ The postrevolutionary wage explosion of 1974-75 raised real wages by
23 per cent. . . ‘ .
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new exchange rate policy viable. Meanwhile the Portuguese have taken advantage
of the fact that their commitment to the Fund on the exchange rate ran out

at the end of March to reduce the monthly rate of depreciation for April to

1 per cent. We were told that this was subject to discussion with us and the
change in policy has not been officially announced.

We agree that, at its present level, the effective exchange rate for the
escudo is very competitive (see attached Chart). This is appropriate given
the balance of payments c¢=ficit and domestic unemployment, but there is no
need to increase the undervaluation, inasmuch as capacity limits are being
approached in the export industries and have already been reached in the
tourism sector. The differential between the rate of increase of wages in
Portugal and in its main trading partners is about 9 per cent (0.75 per cent
a month). While we have no difficulty in accepting a reduction in the rate
of depreciation to 1 per cent now, there would be some advantage in postpon-
ing a further reduction to 0.75 per cent until we get a firm commitment on
the stance of credit policy and on public finance.

Credit policy remains an important area of disagreement with the
Portuguese who want to reflate the economy with easier credit. We agree that
something must be done to promote a recovery of economic activity, but we
believe that it would be dangerous, given the present rate of inflation and
the balance of payments deficit, to have a major relaxation of credit policy.
A rate of increase of M2 of about 23 pér cent during 1979, implying a credit
expansion of 26.5 per cent (as a percentage of initial money stock) seems to
be the maximum acceptable (Table 3). The Portuguese proposal (of a 31.2 per
cent increase in credit) assumes a significant decline in the income velocity

ol money. Un interest rates, we could accept the Portuguese proposal of a

.
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2 percentage points reduction and perhaps a fuyther cut in six months if the
rate of inflation decelerates. So long as ﬁhe reduction in the annual rate
of depreciation is larger than»that in interest rates, there would be no
incentive to capital outflows.

An improvement in public finance should be the main contribution of the
next stand-by and it must be made clear to the Portuguese: (1) that there is
a maximum increase in credit to the public sector which would be regarded as
acceptable to us and (2) lhat we must have some guarantee-that, in contrast
with the two previous stand-bys, this subceiling will not be exceeded. There
is a need for a major administrative reform, a tax reform, and as far as the
public enterprises are concerned, changes in labor legislation. These will
ébviously take time. In the meantime, it is important to make a start now
by putting in place measures of expenditure control. We have suggested a
hiring freeze in the public sector but we would like to supplement this with
other measufes such as quarterly budget reviews and monthly cash limits on
public spending.

As far as the public sector deficit is concerned, the defeat of the
budget puts the goal of eliminating the Government's current deficit and of
reducing the overall deficit to Esc. 75 billion or less than § ﬁer cent of
GDP (v. 10.7 per cent in 1978) in jeopardy (Table 4). We should, however,
continue to press for an overall deficit below last year's Esc. 84 billion
(v. Esc. 47 billion in 1977); otherwise the burden of adjustment will again
fall entirely on the private sector. An overall deficit of Esc. 80 billion,
of which the banking system would finance about Esc. 50 billion, would be

barelyv acceptable. If this target is impossible to achieve due to the unpop-

ularity of certain tax measures included in the recently defeated budget

-
-
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propcsal, we would have to press for restraint on government expenditures,
even investment expenditures, if necessary, as a means of reducing the deficit
in the short run. We have warned the Portuguese that we would prefer putting
the public enterprises under the public sector subceiling but we may, in the
end, have to settle for an indicative céiling, We shall, however, insist that
price measures be taken to make the reduction in subsidies as shcwn in the
budget realistic. We also want to review the investment program of the public
enterprise sector to check its consistency'with the macroeconomic projectionse.
On restrictions, we do not anticipate major difficulties in reaching an
agreement. We shall continue to press for the elimination of the 30 per cent
import surcharge on Qctober 1 and for initiating a progressive reduction in
the 60 per cent import surcharge (which affects about 2 per cent of imports)

and quantitative restrictions.



Balance of Payments 1977-79%

S~ Table 1. Portugal:
s
(In millions of U.S. dollars) 1/
1977 1978 1979
Estimate Projectien
Exports of goods and services 2,890 3,513 4,165
Unit value 4] 8
; Volume 15 10
Imports of goods and services 5,344 5,713 6,340
Unit value i ; 6 9
Volums 1 2
Balance of trade and non~
factor services ~2,454 -2,200 -2,175
Investment income -179 -327 =415
Private transfers 1,134 1,585 1,750
- ]2
(:) Current account -1,499 ~942?’5 -800
(9) (3) (4)
Capital movements
Medium-term and long-term
capital, net 95 739 600
Of wnhich:
Government compensatory
borrowing (-=) (450) (300)
Short-term and errors and
omissions =33 356 200
Bzlance on nonmonatary
transactions -1,437 153 ——
Overail balance, inclu-
ding government com-
pensatory borrowing -1,437 -297 -300
Memorandum item: P
Growth-in foreign markets 3.3 4.8 5.2
_ources: Dzte provided by the Portuguese authorities; and
S staff astimates ' :
s



Table 2, Portugal: National Accounts, 1970-79

1970-73 1974 1975 1376 1977 1378~ 19702/
Annual percentaga change '

SYCSS COomestlc expen-
ditures 9.6 6.3 -8.58 8.2 6.8 0.4 0.7
Private consumption 9.7 9.7 -0.9 2.0 0.6 1.2 _—
Puslic consumption 7.6 17.3 6.6 7.0 8.0 7.8 3.0
Investment 10.8 ~-8.5 -45.3 32.8 29.1 ~6.2 1.6
Of which: ‘ ’
Gross fixed capital
fTormation 14.9 -7.0 -11.3 1.0 12.0 4.0 . 1.9
Exports of goods and
services 10.9 -15.7 -15.6 - 6.1 15.3  10.0
Imports of goods and . :
services 13.2 4.8 -25.,2 3.4 9.6 O.% 2.0
GDP at market prices 8.6 1.1 ~4.3 6.9 6.1 3.2 2.0
Memorandum items:
Partner cog?tries
real GNP= 4.8 0.6 -1.3 4.2 2.2 3.2 3.3
. GDP deflator 4/ 7.4 19.4 15.8 16.0 26.0 21.4 20.0
Savings ratic— 24.8 19,5 14.1 14.5 19.4 22.8 22.6
Contribution ?o growth
rate of:=
Domestic expenditure 10.2 6.9 ~10.2 8.0 8.0 0.5 0.7
0f which:
Changes in stocks 0.4 -0.8 -8.5 5.2 3.8 -2.4 _
Foreign balance ~1.5 -5.8 5.9 -1.1 -1.9 2.7 1.3

Sources: Bank of Portugal, Annual Reports; National Institute of Stetis~
tics, Monthlv Bulletin of Statistics; and data provided by the Portuguese
eauthorities.

1/ Preliminary estimate.

2/ Staff projection,

3 Industrial countries, trade-weighted.

E/ Total nationeal savings, including foreign remittances, as a percentage

5f total disposable income of households and businesses.
5/ Change in constant prices as a percentage of previous years GDP,
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Table 3. Portugal: Comparison of Monetary Projections

1978 : 1979
Through the Year
Through Portuguese IMF

Average  the year 1/ proposal I2/ IT 3/

Per cent change

GDP (market prices) 3.2 - 6.0 3.0 4.0
GDP deflator ~ T21.4 25.0 14.0 18.0 18.0
Velocity ~0.6 ~-2.6 -4.5 . — -
Average money stock 26.0 26.0 27.3 24.5 25,2

December/December money
stock 28.3 28.3 26.4 21.5 22.7

Domestic credit expan-
sion as a percentage
of initial money
stock, end-period 30.3 30.3 31.2 25.2 26.4

Change in billions of escudos

Net foreign assets 4/ ‘ 15.2 -14.7 5/ - -
Net domestic credit 172.0 233.8 183.6  192.4
Public sector 48.7 60.0 47.2 53.0
Private sector 123.3 6/ 173.8 136.4  139.4
Money stock 160.7 198.7 156.5 165.3
Other items, net 26.5 20.4 27.1 27.1

Sources: Data provided by the Portuguese authorities; and staff estimates.

1/ Estimated.
2/ Program as presented to Portuguese.

3/ Maximum acceptable.

4/ Including effect of coumting special compensatory borrowing by the
Central Government as an above-the-line capital inflow.

5/ *he Portuguese have indicated that the Central Government may increase
its net foreign borrowing in 1979 by US$300 million or Esc 15 billion. To
the extent that such borrowing actually takes place, the net foreign assets
of the banking system could show no change, while domestic credit to the pub-
lic sector could be reduced to Esc 45 billien.

6/ 1Including credit to public enterprises estimated at Esc 42.2 billion
du*lng 1978,

4717779




Table 4. Portugal: Pubﬁic Sector Finances, 1977-79 1/

(In billions of escudos) 2/

1977 3/ 1978 1979
Budget . Budeget IMF 4/
forecast Outturn 3/ forecast alternative

Current receipts 173.6 225.9 210,5 279.9 271.0
Direct taxes and con-
tributions to social

security 80.5 107.2 103.0 136.3 127.4
Indirect taxes 82.1 106.3 97.4 123.5 123.5
Other 11.0 12.4 10.1 20.1 20,1

Current expenditures 182.1 222.,6 238.,7 279.3 276.0
Goods and services 87.0 105.8 112.4 136.3 133.0
Subsidies ©21.7 28.3 30.5 31.8 31.8
Transfers 61.9 63.5 73.1 82.6 82.6
Interest payments 11.5 25.0 22,7 28.6 28.6

Current balance -8.5 3,3 ~28.2 - 0.6 ~5.0

. (-1.4) (0.4) (-3.6) (0.1) (-0.5)

Capital receipts 5.3 3.7 3.4 3.9 3.9

Capital expenditures 41.9 54.6 55,1 74.6 74.6
Investmant and transfers 39.8 42,6 43.7 56.9 56.9
Net lending 5/ 2.1 12.0 11.4 17.7 17.7

Capital balance -36.6 -50.9 -51.7 -70.7 -70.7

Other Treasury opera-

tions, net -2.1 -6.0 ~4.1 -3.6 -3.6
Overall balance -47.2 -53.6 -84.0 -73.7 -79.3
(-=7.5) (~6.9) (-10.7) (-7.7) (-8.3)

Memorandum items:

Bank credit to pub-

lic sector 47.8 37.0 48.7 47.2 53.0
Bank credit to Pro- e .
ductive sector: 138.1 104.7 123.3 145.2 139, 4

Sources: Data provided by the Portuguese authorities; and staff estimates.

1/ The public sector is defined to include the central government autonomous
funds and services, plus the local authorities and the social security system,
but excluding public enterprises, :

2/ Numbers in parentheses are per cent of GDP at market prices.

3/ Previsional.

4/ Maximum acceptable deficit.

5,/ - Net lending by the central administration to the productive sector,

-
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INTERNATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Minutes of Meeting No, 1

Held at the Bank of Portugal
on Thursday, May 17, 1979, at 4:00 p,m,

Portuguese Representatives

Fund Representatives

Dy, Cavaco Silva Mr, de Fontenay
Dr, Alfredo Amaral . Mr, Premchand
Eng.a Engrid Almeida Mr, Osunsade
My, Stuart
M:x, Mitra

I, Introduction

At this meeting, the basic schedule of the mission was agreed
before turning to a review of recent economic developments, particularly
as they related to production and demand, unemployment, prices and wages
and the trade account of the balance of payments,

Dr, Cavaco Silva recognized that the staff team would like to
concentrate on a review of the government budget and the situation of
the public enterprises, These areas would be examined in meetings
within the Ministry of Finance, Following a review of ecomnomic
indicators and a meeting on recent monetary developments on the following
day, discussion with the Ministry of Finance could begin on Monday, May
21, Mr_, de Fontenay indicated that beginning on May 21, the staff teanm
would like to meet with Dr, Ohe Concalves; Dr, Almeida, the Secretary
of State for the Treasury responsible for Public Enterprises; represen-
tatives of the Public Accounting Department; the Secretary of State for
the Budget to look at budgetary procedures and controls; and the
Szcretary for Public Administration to look at administrative reforms
and wage policy, Also, Mr, Premchand would be interested in meeting
with a section of the Public Accounting Department attached to a major
spending Ministry, Finally, Mr, Osunsade would be interested in
reviewing with Dr, Mendes the recent evolution of the external debt
and progress in improving the reporting system, and Mr, Premchand
would want to meet with the people in the Bank of Portugal who were
responsible for recording the operations of the Treasury,

I1, Recent Developments in_ the Domestic Econony

The Portuguese representatives presented several tables, most of
which had been prepared in connection with work on the Annual Report of
tie Bank of Portugal, Dr, Cavaco Silva indicated that it was his
impression that the economy continued to stagnate; price data for April
were in line with an average rate of price increase in 1979 of 21 per
cent, Unemployment had increased slightly, Data on exchange market



- 2 - Meeting No. 1

intervention by the Bank of Portugal suggested that the balance of
payments had performed well in the first quarter of 1979, Data on
foreign trade were still only available for January,

Q Q&ﬁ -

By way of introduction to a more detailed review of the tables
being presented, Dr, Amaral noted that little or no data were available
on 1979, while the recent data for 1978 were little changed from
previous estimates, In Table 1, the sectoral composition of GDP, the
only important change was a downward adjustment of the estimate for
electricity production, Real domestic product at factor cost was still
estimated to have risen by 3,4 per cent in 1978, However, the time
path of activity was now thought to be different (Graph 1),

The deceleration in activity in the second and third quarter had
been greater than originally thought, with a recovery in the fourth
quarter, This recovery was concentrated in export-oriented light
industry, It was felt that during the earlier part of the year,
stocks of exportables had been run down, but as the recovery of demand
continued, production of exports started to increase toward the end of
the year, Heavy industry experienced a decline throughout 1978,
Looking at capacity utilization ratios (Graph 2, Table 24), all sectors
had shown declines except for consumption goods, closely related to
exported goods, where capacity utilization ratios had risen in the
third quarter of the year, The investment goods sector showed a strong
decline after the second quarter of the year,

For comnstruction, sales of steel and cement (Graph 3, Table 29) <:>
suggested a decline beginning in the second quarter of 1978 which
extended into the first quarter of 1979, It was accepted that bad
weather conditions in the first quarter of 1979 may have been a factor
in the continuation of this tremnd, Also, the decline in sales of steel,
which was more marked than the decline in sales of cement, could have
been related to the fact that speculative stock piles of steel products
had been built up during the speculative period prior to mid-1978,

Dr, Mateus noted that in addition to the recovery of export production
in the fourth quarter, retail sales (Graph 6) had also shown a strong
recovery in the fourth quarter, Demand for consumer and intermediate
goods may have recovered as early as the third quarter of 1978, though
demand remained below 1977 levels (Graph 4), Mr, Stuart noted that

it was generally accepted that destocking had been an important factor
in turning the balance of payments around in 1978, He wondered whether
there were any signs that a general replenishment of stocks, such as
had affected export production toward the end of 1978, was now spilling
into an increased demand for imports, Eng,? Engrid replied that
preliminary figures for January did not show any signs of this, but she
had recently been informed that import figures for January were to be
revised substantially upward, Also, leading indicators suggested a
significant increase in imports in February,
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Turning to expenditure (Table 3), Dr, Amaral noted that the major
change from previous estimates was a reduction in the increase in public
consumption in 1978, related to an upward revision of the base figure
for 1977, due to a reclassification of public transfers as consumption,
The investment figure was unchanged, the volume of exports had been
revised downward to take account of a higher deflator, and a decline in
import volumes was now shown, Private consumption had increased by
1 per cent, despite a sharp decline 1n purchases of consumer durables,
particularly automobiles, despite a further decline in labor incomes,
(Total wages and salaries grew by only 17 per cent compared to an
increase in consumer prices of 22 per cant (Table 11)), Other incomes
(profits and interest in particular) and private transfers had risen
sanarply, As a result, real disposable income grew by 6 per cent, As
private consumption grew by only 1 per cent, there was a substantial
rise in the propensity to save, and the Portuguese representatives
attributed this to the large increase in the importance of private
remittances from abroad in total disposable incone,

As for investment, the Portuguese representatives argued that a
number of the available indicators showed a decline in investment
activity beginning in the third quarter of 1978, Thus, although invest-
ment intentions for the year as a whole showed an increase in escudo
terms of 60 per cent from a year earlier (Table 31), quarterly figures
dropped sharply in the second half of the year (Graph 7)., Demand for
investment goods declined steadily through 1978 (Graph 4), Mr_, de Fontenay
questioned this pessimistic view, The total supply of machinery in the
economy had rebounded in the fourth quarter of 1978 to its peak level
of the second quarter of 1978 (Graph 9, Table 28), mainly due to the
spectacular recovery of domestic production, DBuilding permits issued
in 1978 stabilized at about the level recorded in respective quarters
of 1977,

By way of summary, Mr_ de Fontenay recalled that earlier in the
year it had been thought that real output was declining, following a
downturn in mid-1978, It was now apparent that a recovery had occurred
in the fourth quarter but due to a lack of data of 1979, it was not
known if this recovery had continued, It could be assumed that private
consumption continued to develop in 1979 as it had in 1978, buoyed by
jncreases in non-labor income and private remittances from abroad as in
1978, It was likely that public consumption was still increasing,
while the foreign balance continued tc make a positive contribution
to domestic growth, It was difficult to gauge the present level of
investment activity, The Portuguese representatives were of the
opinion, in the absence of firm indicators, that the economy was
stagnating, All areas of investment activity, but in particular
construction, were in serious difficulties, Dr, Covaco Silva noted
that banks were unable to lend the amounts allocated to them by the
Bank of Portugal for the productive sector,
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Reviewing recent price developments, Dr, Cavaco Silva noted
tiat consumer prices in the first quarter of the year were 25 per cent ;
above year levels (Table 12), Certain administered price increases had
occurred in mid-April and part of their effect would be felt also in May,
On average, prices rose by 3 per cent in April, but given the much
larger increase of 6 per cent in April 1978, the through the year rate
of price increase declined to 21 per cent in April, Some moderation
was expected in the second half of the year, and for the year as a whole
it was expected that prices would rise on average by 21 per cent,

The composition of price increase in 1978 was explored (Tables 14
and 15), where for the second year in a row, almost half of the rate of
inflation was attributed to increases in other incomes, Imported
inflation continued to be a problem despite the decline in world prices,
due to the depreciation of the escudo, Mr, de Fontenay asked why profit
margins had continued to rise in 1978, when demand was not seen as
excessive, The Portuguese representatives attributed this to increased
profit margins in the export sector, higher administered prices which
had raised margins in the public enterprise sector, and higher interest
rates, They also felt that expectations of higher prices had operated
directly to raise prices beyond what would have been expected given cost
developments, Finally, continued low agricultural output contributed to
gome price increases, though periodic shortages of imported agricultural
goods were less of a problem recently as import limitations had been
liberalized,

Turning to unemployment, Dr, Amaral indicated that between the
second half of 1977 and the second half of 1978, the unemployment rate,
as measured by the Institute of Statistics, had increased from 7,9
per cent to 8,4 per cent (Tables 7 and 8), Employment had increased
slightly, on average, in 1978, and this was concentrated in such export-
oriented sectors as clothing and footwear, and in the chemical sector,
due to the opening of the refinery at Sines (Table 10), Limited data
were available for early 1977, which showed a slight increase in the
number of people looking for a new job (Table ), but this could have
been related to seasonal factors,

4

As for labor income, the total wage bill had risen by 17 per cent
in 1978 (Table 11), and with employment rising by as much as 1 per cent,
the per capita annual wage bill had risen by slightly less, There was
an acceleration in the rate of increase in daily wages, particularly
in Oporto, in the fourth guarters of 1878, and this was attributed to a
concentration of wage agreements in this quarter (Table 33), A set of
indicators showing the timing of wage negotiations was to be provided,
It was pointed out that the daily wage continued to understate increases
in labor costs, as certain benefits such as lunch subsidies had been
increased in 1978,

Salaries of civil servants had been increased by 14 - 15 per cent
in May of June 1978, retroactive to January of that year, Also certain
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benefits, such as bonuses according to years of service and lunch
subsidies, had been introduced during 1977 but affected all of 1978,
It was estimated that the average annual salary of civil servants had
risen by less than 20 per cent in 1978,

I1I, External Trade Developments

Eng_a Engrid Almeida presented a series of tables showing the
final trade figures for 1978, showing exports and imports by industrial
and functional classification, and imports of food by public agencies,
according to the "Food Plan,"” Preliminary trade data for January were
also presented, Eng,? Engrid noted that the forecast for 1978 exports
made in February 1979 turned out to be quite accurate, However, the
import figure for December 1978 turned out to be much less than had been
expected, The low level of petroleum imports in December because of the
closing of ports due to bad weather conditions had already been antici-
pated, In addition, actual food imports under the Food Plan were much
less than had been indicated by the public agencies, suggesting that
some planned purchases would not clear customs until early 1979, In
the preliminary January figures, only two groups of products showed an
increase, and these were petroleum products and food products, Mr,
Stuart asked if these two factors could be quantified and Eng_ & Engrid
replied that oil imports for December were some Esc, 1,5 hillion less
than had been expected, while food imports were some Esc, 2,0 billion
less than expected,

In 1978, there had been a small increase in imports of equipment
goods, a decline in intermediate goods, which would have been much
larger were it not for imports under the Food Plan, and a further
large decline in imports of consumer goods, Meanwhile, exports grew
by almost 13 per cent in volume terms and there was a gain in the terms
of trade of almost 2 per cent, The growth in export volumes was largely
due to increased sales of textiles to the U,K, and Germany, Agricultural
exports did very well in the fourth quarter of 1978 and chemicals and
common metals did well in 1978, Machinery and appliances did not have
a very good performance but these are products which in general take a
long time to produce, and prospects for 1979 were very encouraging,
Exports of ships were also expected to do very well, Exports of cars
were becoming significant, There was at least some gualitative
information that suggested that investment in the export sector was
picking up, particularly in the wood and furniture sector and automobiles,

The January 1979 trade data showed a continued strong export
performance and information from marketing boards for exports suggested
continued increases further into the year, Imports in January showed
declines, for all categories except oil and food products, but it was
now known that these data would be revised significantly upward, The
evolution of import licenses granted and subsequent imports had been
examined and a relationship between import licenses granted in one month
and actual imports in the following month had been indicated, If this
relationship held, imports would rise significantly in February 1979,
for all categories of imports,
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M», de Fontenay asked if any further work had been done on a
forecasting exercise for 1979, Eng_,? Engrid replied that the price
forecast for imports had been reviewed and a world market price
increase of 7 per cent in local currency terms (11 per cent in
U,S, dollars based on February cross rates) seemed reasonable, The
previous volume forecast based on 3 per cent real growth for the
economy had not been changed, Exports had been projected earlier to
grow by 8 per cent, based on a § per cent growth in foreign markets,
and this had not been revised despite expectations that world
markets would now grow by less,

Mr, de Fontenay asked if bad winter weather would noticeably
affect the trade balance and Eng,2 Almeida replied that the effect
of weather on domestic agriculture would mainly be reflected in higher
domestic prices, affecting imports only with a lag, Exports would be
little affected, as the government had already decided on importing
wine to save domestic production for export,

Finally, Eng,? Engrid noted that revised trade figures for
January and preliminary data for February would be available very
shortly,
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TRODUTO lN]‘ERr%U BRUTO, AQ Csi hos Fal funrics
Unidade: wilharvs de contos
1976 1972 1978
Discriminagao Pregos | Preyos Taxa de Pregos Taxa de | Pregoa Taxa de Pregos Taxa de
corren | const. creact?  corfen cresct® | const. crescey  corren  cresck®
tes de 1976 en volume  tea doa preged de 1977 em valume rtes dos pregos
’ 1 z F
3
Agricultuca e Pesca 6l 494 55 349 - 10,0 71 948 30,0 74 826 4,0 . 90 519 21,0
Inddstrias Extractivas 2 524 2 910 15,3 3 788 30,2 38 1,2 4735 21,5
Inddserias Transformadorag 142 754 ] 156 A73 9,4 200 004 28,1 200 687 3.3 156 192 24,0
~ Electricidade, Gis & Agus 10 528 12 610 10,6 15 114 19,9 16 G%6 6.5 21 408 33,0
- . i
Construgdo 27 194 30 185 11,0 36 222 20,0 8033 - 5,0 45 640 20,0
Transpoctes ¢ Comunicagoes 28 060 29 042 3,5 36 702 26,4 37 069 . 1,0 45 224 22,0
Comercio por Grusso e a Retalho 53 054 54 858 1,4 70 190 27,9 70 500 ° 1,0 86 SOBI 22,0
Bancus, Seguros e Propriedades t ‘: )
Twobi liarias 27 009 ‘29 110 16,0 37 083 24,8 38195 ! 3,0 46 598 22,0
- _ i
Administragao Publica e Defesa, |
. Saude e Educagdo, 52 160 55 811 7,0 66 977 20,0 70 996 6,0 85 195 20,0
Scrvigos Diversos 17 877 1 19 665 10,0 25 726 30,8 26 369 2,5 33 239 26,1
. Produto Interno Bruto ac Custo dos .
s Factores 422 634 | 46b J09 5,6 563 834 26,3 1583 004 1,4 715 376 21,7
Produto Interpo Bruto (sem Adminiatragne . :
‘ Publica) 370 474§ 190 498 3,4 496 857 27,2 512 008 3,0 630 181 23,1
' R g
” ] o i ‘
ORIGEM: 1976, INE, Contas Nacionais (com excepgao da Construgao);” 1977 « 1978 : it
oatimativas do Banco de Portugal e Depactanento Centrsl da FPlumeamento ‘
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PRODUCAO INDUSTRIAL :

[O

VALOR ACRESCENTADO BRUTO

DAS INDUSTRIAS TRANSFORMADORAS

Pregos constantes de 1976

BANCO DE PORTUGAL

cﬁ&&gﬁxad2>hbtxl
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|12

O

Unidade : milhares de contos
» 1977 1978-
Sectores 1976 Taxa de . Taxa de
Valor Cresct?® Valor Cresct?
7 z
Alimentagzo, bebidas e tabaco 16 382 | 17 430 6,4 18 929 8,6
£y : ]
S Taxteis, vastuirio e calgado 29 078 | 27 944 - 3,9 27 916 =~ 0,1
Madeira, cortiga e mobiliario 8 207 9 134 11,3 79 225 1
‘ Papel, tipografia e editoriais 5969 | 6 339 6,2 6276 -1
Quimicas e conexas 18 333 | 20 643 12,6 21 923 6,2
Produtos minerais nao metialices 12 298 | 14 143 15,0‘ 15 161 7,2
Metalirgicas de base 2 502 | 3040 21,5 3587 18
§ ~ indiscrias
= ‘Produtos metalicos,/ mzecanicas,
\
s material elactrico e de trans-
- " porte 42 985 | 49 121 14,3 49 612 1
"T:) ~ Transformadoras diversas 7 000 8 379 19,7 8 698 3,8
Y . .. o
Total 142 754 {156 173 9,4 | 161 327 3,3

AfaA 1RIR Y

- - ORIGEM: 1976,
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-

INE, Contas Nacionais; 1977’3-L978, estimativas do

arco de Portugal e Departamento Central de Planeamento
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1976 1977 1578
P Taxa de Taxa de Taxa de Taxa de
. B - regas h P Pregos P P
Discriminagac Pregos N crescimentu] Pregoa }crescimento} crascimento Pregos |crescimento
constanges constankes
£orrencea . em voluxme | correntus|] dos pregos en voluwe correates | dos pregos
de 1976 . de 1977
X z .3 1
Consuma Privado 367 179 369 382 .6 470 223 27.3 414 926 1.0 579 8B4 22.1
Bups dJduradouros  © 40 105 38 812 - 3.2 50 742 30.7 41 101 -19.0 51 40 30.0
bens nao duradouzos J27 074 330 560 1.1 419 481 26.9 . 433 825 3.4 526 431 2).4
Coauume Pablico * 66 122 72 295 9.} 88 200 2.0 93 139 5.6 111 767 0.0
Civil 51 949 57 §59 10.8 10 223 21.0 74 981 6.8 ! 90 026 0.1
Militar 14 173 14 736 C 4,0 17 917 22.0 18 158 1.0 21 11 19.7
lavestinenca Bruto 97 3313 126 073 29.5 157 936 5.3 150 727 ~ 4.6 180 718 19.9
Forma¢ao Bruta de Capital Fixo ‘88 931 95 060) 12.0 125 500 26.0 130 520 4.0 t156'626 20.0
do quals Casas de habitagao - Kwoe =™ 16 335 17 992 ‘ 10.1 12 129 24.1 23 898 7.0 2 207 18.0
Tuvestinento produtiva o dwd 59 BO2 66 968 12,0 84 851 26.1 88 186 3,97 106 383 20.6
B [V B . 2} 3
Iovestimento publico (Estado) 12 774 14 643 14.6 -18-320-- 25.1 13 436 .6 22-024 19.5
da qual: Construgdo Yo 59 868 66 203 10.6 B2 414 4.5 86 529 5.0 102 075 18.0
Equipauento 249 062 33 400 14.9 43 0B6 29.0 - © 473 991 2.1 54 549 24.0
Variagao de exiscéncias 8 042 26 410 32 436 22.5 20 207 . 24 094 19.2
Expottagao de bens ¢ servigos : 18 679 83 21 5.9 110 984 33.2 126 411 13,9 156 ll]. 23.5 Vv
fmpurtagao de Lens e servigos 141 658 158 630 12.0 205 109 29.3 203 055 - 1.0 246 606 21.4 v
Produte isterno bruto u pregos de warcado 467 655 492 441 5.3 .. 622 234 26.4 642 145 3.2 781 .876 21.8
Saldo dos rendimentos do resto do mundo .- 4021 -6 872! - 14 487
Produto nacional bruto a pregoa de mercado 463 634 - 615 362 4] - | ~ : 167 389
Menus: imposto indirectos 61 681 - 79 300 | 'l‘ 97 400
Mais: subsidias 16 660 ~ 20 900 30 900
Produco nacional bruto ao custo dos factores 418 613 556 962 700 839
Origem: Estimativas do Banco de Portugal e Depurcsuzento Central do Planeamento K
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- - DESPESAS DOS CONSUIDORES EM BENS E SERVICOS

v ‘ 1975 ) 1972 1978
) ) ' . Pregos - \ S - Taxa de|  Pacgos Taxa de | Paeces Taxa de
Discniminacdo conat. g:::cdri ;PM-C.'J,'5 N c::::cof.sc.. consl, ciaé;t::‘d;‘ ‘PAWN Mf{ﬁﬁ' 'conat. : linzéac.daen Precas c'th.DAJC.
S velne  comnentes  Pacges velume  conaenies - Prcgod volume correntes Paegos
a de- 1975 H 1 de 1918 1 $ de 1917 Z g
Au;rentac.:lo bebidas ¢. tabaco 165 51t 6,8 104 077 23,3 | 204 597 .1 257 405 30,9 | 152 544 5.4 349 309 23.1
‘ des quaiss L ‘ ‘ : ,
,"1.1. Ceneais 16 346 8.0 ts 319 .2 Is 543 1.0 21 183 37,6 23 446 -7 3.0 38 346 0.5
1.7, Bamta; ) 4103 4.0 - 4439 8.1 4 883 10.0 4 320 -ia.s. 3758 . ~14.0 2 627 -30.1
1.3, Agucar R 2.0 32137 136 3 309 3.0 339 .0 3448 35 3§12 11.3
1.4 Frutas ¢ tégumu . 28 101 4.0 38 603 4.9 50 842 -20.0 . 47 852 54.3 80 232 164 . 64 027 6.5
1.5, Carnes | Pl szess 100 43 9sr sis | 41 ans 0. sissr as | seewm .13 67 1297 17.9
“1.6. Pascado ' 18 052 5.0 27 987 sl 3aa 1.0 30 042 5.3 26 7113 -11.2 35 101 314
1.7. Lleite e q&aja . 4 943 ‘lo~.o $914 - 7 111 5.0 9 073 7.4 10 824 19.3 13 108 1.1
1.8, Vinho € cmveja:. 30 838 7.0 32 150 8.2 3188 -850 o 57289 81.8 55 249 5.7 .97 273 76.0
1. Vestudrio e Caleado 5 36 922 .:.5 87 623 1.4 88 451 2.1 41 448 10.5 aEs -1 g0 e1z~ 19.%
3. Rendas e iluminagdo . 14 819 s.'p v 19 284 30.0 11 190 10.0 13 309 10.0 25 453 ¢.2 33 168 3.0
4. Guactina e outras despesas com . A . ) ‘. _

wtilizegdo de velculos 15 385 = -12.0 17 845 15,0 17 131 - 4.0 13 17 35.0 22 849 - 1.1 77 159 9.3

5, S‘a_n.m duradourod 31 604 1.4 40 108 4.9 38823 - 3.2 S0 742 30.7 41 101 -19.0 53 431 .30.0
Sub-togal ‘m 240 a1 SIB 9IS 350 182 A 407 47 413 638 1.5 513 279

6. Outros bens ¢ senvigos 71 697 .3 71934 9.0 80467 1.4 102 555 27.3 {101 488  =-1.0 115 690 14.0
Tolal 336 931 1.3 398 259 15.2 { 400 649 .6 510 026" 27.3 515 126 1.0 628909 22.1
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RENDIMENTO DISPCNTVEL DOS PARTICULARES

PRECOS CORRENTES

v

/ : ’
. | Unidade: mithares de contos
X 1977 - : 1978
Diseniminacae 1975 - Taxa : Taxa
T ' Valor de crese. Vaton de crese,
'l % % .
I. Rendimento nacional . 398 445 529114 32,0 | €43 7% 25,8
2. () Junos da divida piblica {inteana) 1 619 9 447 19 597
3. {+) Taansferincias comnentes do Estado {£iquidas) 50 193 60-900 21,3 73 900 21,3 .
4. (#) Taansfertnedas privadas do extendon (2quidas) 79 848 43 410 45,6 72 602 67,0
5. [-) Rendimentos do petrimonio e empresas do Estado 4477 ( 5 684" 10 100 '
6. (-). Lucnos das emph..ebaA publicas ‘
. _ v -5 4654 . 14 65)/ - 18 160
7. (-} Lucnos das aociedades privados nas distribuidos J ‘
< & {-) Impostos dinectos incfuindo contribuigoes para ;
a seguranga docdal 55 718 . g0 997 45,12 103 100 27,4
9. Rendimento disponlvel | 428 3847 . 541 694 26,5 - 700 233 29,3!
10. {-) Despesas de conswro privado 361 179 470 223 26,5 570 854 23,5
. Poupangp ded panticufares ‘81 IBS‘ 11471 120 339 -
Taxa de peupanca (%) 14,28 13,19 17,19 7

LS THA

ORIGEM: Estimaiivas do Banco de FPoriugal ¢ Departameinto

-

Central de PLaneamento.
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INDICSE CA RENTASILITASE 20 INYESTIMEYWTO EM CASAS 0F HABITACAY

" BASE [100}: 1970

faorces Teoices g
TOTAIS UC CUSTO oA
RENDAS DAS _consraucle ve

PERIODIS HASTTAGIES €M EDTFICIUS QUOCTENTE

. PARA HASITACXO .
LISE3A B t15304 17 (2
(1 {2}

1974

I TALFZSEAZ wer vee mae aee aee waw - 165, 8 145,9 13,6
10 TAUMISLEE ver ver eve enn vee ne 169,5% 153,9 110,
JT TALIIIAT vve see aad asn 452 ann 174,4 164,0 104,3
T4 TAGTESLAR tin ten ane eee aen as 169,1 184,0 81,0

1975 ’ : - ] .

19 Tw_ig:uou ves bee vee s wes aas 154,5 - 191,46 18,1
20 TAIAZILIZ wvr ves sen aes ene era 165,9 199,4 13,1 ()
50 TALMEALAZ vev ver aee nee aer aes 185,71 199,4 63,1
¢ 40 Taimistiz ... .. C eee e een e . 111,18 200,6 86,1

1916 . 1. -

B

12 TRAMEALAZ ver ven e e aee e 1862 £13,8 7,1

29 TALTIILAZ cvr vev osa e see san 183,13 215,12 81,0
30 TALTESLAZ vee ern vun ser 2o wes 14,9 36,6 - 20,8
L 49 TALREAZAE el en eie eee ene aen 115,0 Ut 89,1

1911 " g g .
19 Tairestre ... .. e et e s v a23,9 - - 270,85 . - 42,2
19 TALMRALINZ vve 10l vee sen see wee 14,3 79,7 .. 76,8
30 TAIMZAIAL w1t we wan eee weeieeee O 118,2  290,8 74,3
49 TRAMEBLAC o vue aes see essines o 114,3 300,46 .. .- 72,0

1974 : . o . - . L

- 18 TRmesERR L.l i eee .. S 1 7 B LN 68,5

79 TALMBAZAZ. vas ver vse ser e sus 714,21 17,5 68,1
v 30 TALMEALIZ ver var wer ean aee e > 115,12 349, 4 61,8

4 TRUMZAZAE 4ot wavivns wes wae ans 35,7 59,0 §5,7

ORIGENS: “Anuinlo E4iatiitico”, "Scfctim Mensal de fszaclesica”, do INE @ T de: Es:a‘,lsuu;_qo

elementos foanccidos pefo Ministizlo da Hablizgds ¢ Obras PIblicas.

-
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QUADRO—E—13

. P "EVOLUGAO DA POFULAGAO £ DO DESEMPREGO (CONTINENTE)

) . . (Com base no Inquérito do 29 semestre)

R B

) " Discriminagio = 1974 1975 | 1976 1977 1978
Populagao residente total (103) 8 650 8 947 9 123 -9 168 9 204
‘Populagao activa civil# (103)' 3 853 3 957 4 096. 4 107 4 157
Desemprego (103) 86 222 276 326 348

- procﬁra de novo emprego(lOB) 45 136 ‘ . 151 160 150
~ procura de 19 emprego (10?) 41 Bé 125 166 198
Taxa de accividade (7) ’ 44,5 44,2 44,9 44,8 45,2
Taxa de desemprego(%) , 2,2 5,6 - 6,7 7,9 8,4/
B \
%~ Inclui empregados e desempregados de idade entre 10 e 14 anos ,

Origem: INE, Inquerito Permanecute so Emprepgo

o O

T
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EVOLUCAO DA POPULAGAQ E DO DESEMPREGO (CONTINENTE)

| -OQUABRO—I=H4

L

(Com base no Inquérito do 19 semestre)

1

o Discriminagao 1974 1975 1976 1977 1978
Populagao residente total (103) 8 532 8 810 "9 027 9 143 é 168
Populagao activa civil# (103) 3 668 3 847 4 003 4078 4 055
Desemprego (103) 47 133 l244_ 291 319

—~ procura de novo EMPrego (103) 23 81 152 149 141

- pfocura de 12 emprego (103) 24 52 92 142 178
Taxa de actividade (Z) 43,0 43,7 44,3 44,6 44,1
Taxa de desempréga z) 1,3 3,5 6,1 7,9

|

* - Inclui empregados e desempregados de idade entre

. ‘
Origem: INE, Inquérito Permanente ao Emprego

10 e 14 anos,

‘:ﬂ .
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SETHNNRN M ; 1D EMPRERO
Unidade: Milthares
‘ 1078 1978 1079
10¢rim, [2otrim, Potrim, (Aotrim. Jan. Fav,
Pedidos de emnpreso rolativos . ,
a descuprerados (na Tinal do periodo) 309 5 2701 280,0 297,14 302,5 305,09 308,09
- 19 gmproego G140 51,4 54,2 58,0 61,4
—- HOVO GHIPreeo a2 200,77 2257 229 h 2451 ,2
Qiurila de enprero no Mfianal do periodo 5,1 5,5 6,0 6,5 5,1 5,2 5,3
Colocactes cfectuadas ao Yongo do periodo 17,1 3,0 i, 7 Iy h I 1,0 1,1
I
i
\ N »
| v
‘ . i
O eom o Divocedo do Servigo de Bapreso. ‘ if N
e ! “ ™
8
W o
R{SWALD 8&
5 O
m i
N
- a ‘c
(=3
g;
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45 -
INDICES DE EMPREGCO, PCR ACTIVIDADES
Base: 19&8 = 100
1977 19
Sectores de actividade 1974 1975 1976 § 1977 | 1978
1 I ITI v I II IIT v
Tocal 103,3 {104,2 105,2 {105,5 | 106,2 105,21 105,31 106,5 | 105,0{106, 1] 104,58 106,61 105,86
Pesca 3,,8 | 81,8 | 77,41 76,9 | 78,0 71,3] 13,2 82,29 81,0) 73,01 77,9 17,71 73,2
Ind. Extractiva 83,4 82,5 aa,s8 79,8 80,4 79,3 79,3 79,8 B0.6| 50,8 80,3 80,6 79,9
Ind. Transfocradora - Tocal 10],; 102,6 103,3 |103,2 [ 102,38 103,41 103,5¢ 103,0) 102,3{1G62,7 { 103,0 103,11 102,5
Alimentagio 79,1 | 79,9 | 81,9 83,2 sz,3 | 82,2 82,8} s&,2] 8l,4] 81.,5] a2,4{ 85,4} 79,8
Bebidas e rabaco 158,5 {164,7 | 170,1 {175,6 {175,8 | 172,6] 179,01 173,8] 171,8(i73,% | 179,2 { 179,21} 171,7
Texteis 102,4 J100,1 99,6 99,3 ! 98,3 99,2 99,3 99,3 99,21 93,9 93,7 97,7 97.7
Vestuatic 2 calgado V/’ 7215,4 [115,3 115,7 J114,6 | 116,5 115,01 114,7 | 114,7 il&,l 115,23} 114,9 116,561 119,4
Madeira e cortiga 83,9 87,6 86,1 86,31 87,0 36,3 86,2 86,1 £6,3| 84,7 87,0 87,3 87,1
MobiliZrio 116,0 j119,9 | 121,1 {117,6 {113,9 | 119,5} 118,3) 116,3 115,5]115,7 ] 115,2 | 113,0] 111.8
Papel 90,8 | 89,8 ] 90,7 94,3} 95,5 | 91,9] 94.5] 95,5 95,4 95,5 95,61 95,3 94,7
Borracha 93,3 | 93,8 93,3 93,5} 93,5 94,1 92,9 93,2 93,94 93,3 23,5 93,6 93,8
Quinicas e petrdleo 08,9 {111,0 | 112,7 | 111,35 |108,8 | 115,4! 116,01 107,0] 107,4/198,3 1 108,2 { 137,8] 110,2
Minerais nao metalicos n09,5 1108,1 107,8 | 108,5 | 110,1 107,5{ 108,6{ 109,1{ 108,7 169.& 110,5 110,41 110,1
Mf:alﬁrgicas e mecalome~
‘ cinicas 110,7 [109,4 | 110,4 |10%,3 | 110,3 | 109,7| 109,0| 108,9| 109,4{110,2 | 110,% | 119.3] 110,1
‘ Diversas 120,08 17,5 ¢ 119,1[121,1 {123,0 | 120,64 121,7 121,01 120,6/121,4 ¢ 122,1 122,34} 122,4
Construgdo e Cbras ?iblicas 1,1 ] 93,7} 93,5 97,2 102,0 | 92,00 94,5! 101,s} 1Qg,s{101,5] 103,2 | 102,3{ 100,39
_Eleccricidade, gis e izua 96,6 97.9 101,7 } 104,2 | 115,5 102,5 103,86 104%,9( 103,9112,1 1 114,5 117,47 115,%
Servigas =~ Toral 118,8 j120,2 122,9 | 124,5 | 125,2 123,35 124,91} 125,11 124,51124,8 | 125,5 125,61 124,56
Comércia 106,8 [106,5 108,7 { 1056,2 ¢ 105,58 195,2] 106,5 iOS,J 105,8i105,9 | 103,7 105,61 105,2
Bancos, Seguros, Op. s/
Imdveis 164,9 J171,9 180,8 | 190,8 | 198,7 185,8} 189,7( 193,5; 194,1{195,1 | 197,6 200,21 201,8
Transporres e Comunica=- = - ‘
goes ’ 112,1 |116,5 122,11} 123,81 122,5 123,31 124,0} 124,01 123,94123,2 123,1 122,9] 120,5
Servigos Pessoais 139,2 1135,0 [ 136,7 13§,1 141,2 | 136,3] 142,2| 139,8 137,7(138,7 | 145,2 | 142,7] 138,0

Yonte:

Ngtas

Servico de Escatistica do Miniscério do Trabalho, Inquéricto ao emprege

Os valdres acéd 1977 das saries relativas ac total, Inddstria Transformadora (Total), Mobili3rio, Quimicas e

Petroleo, Construqﬁo e Obras Puhlicas, foram compatibilirados com os novos valores para 1978,resultantes das

e P S N I3 - - » I . -, -~ .
revisges de criterios efectunadas pelo Servigo deEstatistica do Ministerio do Trabalho

3G/ =MT

O

vy ey e - <o



e 2 - s e . e+ e o R SOV ST -
7@4& VN
. L.
. . R .
.. 0 PR | i ’
~ ! Diatr]lm\'u;.ﬁn do Rewdimento Nacional
\ ~ - N A '
. . { Pregos carrentas )
. 1976 1977 1974
Rubrica
’ Valar o Valor o Taxn de Valor . Taxa da
£ “ 6 - creac, (%) 6 e creac, (%)
' (10" fixe) (10 Bac) - AT 007 Ese) e
1, Encargos com o factor trabalho 273 Bh7 ﬁﬂ.f 321 159 60'7' 17,3 375 334" 56,4 16,9
a) Ordenncdos e salArios 200 420 50"3 228 048 43,1 13,8 259 9725 39,1 1'1,0:
1) Remaneragdas das Forgas ‘Armadas 10 223 a2, .
¢} Remanerncdas o Pessoal Civil do 60 ALA 11,5 .2’l.7 74 660 11,2 22,7
gectour piblico 38 559 2,7 ' ‘
d) Coutribmig8eas natronals para a
Seguranga  Social 24 645 6,2 32 263 6,1 30,9 4o 699 6,1 26,1
2. Rendimenta de . ompresa e de pro- !
pricdado dos particularcs 125 612 31,5 .
. 145 752 35,8 51,0 273 67 41 1 Iy, 2
1. translevéncinas das socliedades para- .
o8 purticulares . a6 0
. Poupanga das sociedades - 5 (54 - 1,4 14 651 2,8 359,1 18 760 2,8 20,0
H
5. Tmpastox directaw sobro as’ T [ )
sociecdades L 9Gs 1,3 0 uéé 1,6 70,5 10 653 1,6 25,1
]
6. Rendimenio g propriedade o da
euprasa do Bstado . y 77 1,2 5 &AL 1,1 21,6 10 100 1,5 77,6
7. Menos juras da dfvida pahlica 5 04n - 1,3 10 00 - 2.0 100,3 22 7200 -3,k 114,2
. Rendimento Nacional o 390 445 100, 0 529 114 100, 0 32,8 665 794 100, 0 25,8
Ovigem : EBstimativas do Danco de Portugal o Departamaento Cuniral de DPlancamento ‘ ?
=

L

LT
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IMDICE DE P2ECOS NO CONSUMIDOR

CONTINENTE

—

f’*:lt\:‘l/"— - ;\:\ 5
o }J“‘N)\’ pN]

Base (100) : ?feéos Medios de 1976

Classas de Despesas

Pericdos Alimencagdio e | Vestuario e Despesas de Diversos | Iocal, com ex-
bebidas calgada Habicagio clusao_da ha -
. bicagae (1)
1977  wie ven ves tid o van een 131.9 118.7 126.5 119.7 127.3
1?2 crimestre rer ere tre 118.2 112.0 112.3 110.3 115.6
29 rrimestre sees saw waw 135.5 115.6 124.0 117.5 128.9
: (14.6) (3.2) (10:4) (6.5) (11.5)
39 crimestre cee eee ees 134.1 118.0 133.1 "T122.2 129.4
(-1.0) (2.1 7.3) (4.0 o
49 crimestre ... .e. ... 138.6 129.2 136.6 . 128.3 135.0
(3.4) (9.5) (2.6) (5.0) (6.3)
1978 it tee ea4 see eas seu wse 161.5 141.8 156.6 145.0 155.4
(22.4) (19.5) (31.9) (ZL.I) (22.1)
192 trimastre e mea sas 147.1 131.8 139.1 132.6 141.5
: (6.1) (2. (1.9) (3.4) (4.8)
‘29 trimestre see sme vas 160.2 133.6 153.8 140.0 152.4
(8.9) (1.4) (10.6) (5.6) 7.7
39 tripestre cee sne wes 165.6 139.8 162,8 149.4 159.2
(3.4) (4.6) (5.9) (6.7) (4.5)
49 trimestra ren ema een 173.3 149.5 166.0 158.6 169.7
(7.7) (6.9) (2.0} (6.2) (6.8)
1979  cuh sih sve sas wee awa wws
19 trimestre es ees ene 187.7 155.9 168.1 161.1 176.5
(5.3) (4.3) (1.3) (L.9) (4.0)
Japeiro was ves ana 183.2 153.9 167.7 159.7 173.3
Fevereiro cee sas vea 1a7.7 155.6 168.2 161.4 176.5
Margo cae was eee 192.3 158.2 168.3 162.3 179.6;>, \
- >
vee sre aes 2Q00.8 163.1 169.3 162.8 185.1
e ? ; :
R eid b POy Dot s
(1) Base de ponderagao: "Inquérita 3s despesas familiares, de 1973/74" (TNE)
NOTA: 0Os nimeros entre paréntesis representam taxas medias anuais e trimestrais de crescimento dos pregos
ORIGEM: INE, "Indices de Pregos no Consumidor”,
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INDICE DC PREGOS NO CONSUMIDOR

543
CONTINENTE
-
Base (100) : Pregos Medios de 1974 (j)
- _ Taxa de
Classe, grupos e subgrupos 1677 1978 Cresct®
Z
Alimentagio e bebidas ... ... ... 131.9 161.5 22,4
; Alimentagao _ cer vee wee e aes 132,1 156.3 18.3
g Cereais et ebe nen e aas 122.4 145.1 18.5
Batatas, leguimes e frutas 144.8 142.5 - 1.6
) CArnes ai ir eee een . 137.2 161.7 17.9
- Pescado Vi e hee aee b 130.2 175.5 34.8
Leite e ovos et eee aee e 124.3 149.3 20.1
fleos e gorduras vet eee ao 119.6 140.7 17.56
Alimentagaa consumida fora de
casa e e e e 123.9 156.6 26.4
Quttos Ceee s ces s aen 141.1 173.7 23.1 <:>
. Bebidas e e e e e e 129.2 220.7 70.8
;; | Vestuirio e calgado fee eae e e 118,7 141.8 19.5
: veééuario R L IR TR TR 117.9 140.3 19.0
- "y .  Calgado U cee e 122.7 149.3 21.7
~ ". _Despesas de habitagﬁb cie e e e 126.5 156.6 23.8
_quuisigEo de bens duraveis e 123;1 143.1 16.2
Outras despesas ... O 129.7 169.8 30.9
DiYe;sas Gee ann aee ses s T 119.7 1145.0 21.1
TranspOTERS ... L.+ oo ns s e 124.5 148.5 19.3
Outros T 116.3 142.5 22.5
Total, com exclusde da habitacao ... 127.3 155.4 22.1

—

ORIGEM: INE, "Indices de Pregos no Consumidor'

LA/-MT
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CONITRIBULGAQ DAS VARIAS COMPONENTES DO CUSTO E DA DESPESA PARA A VARIACAQ

DOS PRECOS TMPLICITOS NA DESPESA FINAL TOTAL

(em percentapgem)

5.

Contribuigdo das compenentes do custo. (em X do total) v f,ax“.;:ed Contribuigao das compon. da despesa (em % do total)
; . ariag: 0s )
f f : . - . -
Hos ) - Impostos 1ndi- Pregos implicitos :
Remuneragoes Outros ren— . ~ . Cansumo Consuino Invescimanto -
A - . rectos mencs Importagoes na Despesa Final . - Exporragaes
do trabaiho dimentos - e privado publico bruro
. subsidios Total
; .
1974 . 42,1 9,5 2,0 46,4 25,2 64,2 ‘11,6 9.1 15,1
14975 102,7 -7,9 11,8 ~-6,6 15,1 -111,6 21.;3 ~-21,3 - ~11,6
1976 52,5 19,1 11,1 17,3 16,1 57,9 6,2 39,4 - 3,5
1977 16,9 46,3 5,9 30,9 22,2 45,9 10,1 30,0 14,0
1970 26,8 48,3 3,8 21,1 21,0 55,0 " 12,4 12,6 20,0
/ ol
Ocigem: 1974 ¢ 1975 - INE, "Contas Nacionais® é
1976, 1977 e 1978 ~ Contas nacionais estimadas pelo Banco de Portugal & pelo Departamento Central de Pleineamento. :
‘ ) . /
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CONTRIBUICAO DAS IMPORTACOES PARA A VARTACAQ DOS PRECOS IMPLICITOS NA

4

. .

i

DESPESA FINAL TOTAL

(em percentagem)

“
. A?“

: Tax%;de : Contribuigao das importagoes
! variagao dos Atribulvel a:

fnos Pregos implicitos VariagEO do "Grau .~ . s~

: sa T o Variagao dos Variagao da

na Despesa Final Total de penetragao das . :

v importagoes" pregos . taxa de

Total t ) internacionais Cambio efectiva

1976 ... 25,2 46,4 Vb 42,8 3,2
1975 ..... - 15,1 - 6,6 -29,7 16,5 6,6
1976 ..... 16,1 17,3 - ,6 3,7 14,2
1977 ... 27,2 30,9 4,8 1,5 24,6
1978 ..... 21,0 21,1 - 1,9 ~4,3 27,3

(1) Peso das importacoes na despesa final total (PNBrm + Importagoes), ambas as grandezas expressas
o »

a pregos constantes de 1963. , : ' ' '

RC/AS

O
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FRUDUTO INTERND SRUTC, A PRECUS CCRREMTES

[

- —— 7 —— ot <7

.

A~fEmad

1974 2 1975, lnsticule Nacional 4z

Eatatistiea, Conmtas Maclonads; 1976, 1977 o 1974, 2sfdmatfivas 4o

de Portugal e Departuniide Caniral de Ploneamenta.

~ . -

-

-~

Uriidade: M{lhases dz contos
O~igem, 2 ds P.1.5. |
SECTORES 1974 1375 1976 1977 1975
1977 14973
Asriculiusz ¢ Pesez ; 47 728 53 137 61 434 71 948 30 539 12,5 7
Tndlistrias Erlanetival 1 250 7028 1 514 37es 4735 0,7 6,7
Tndlstriay Tmansjasradotas 112 53 134 617 147 754 ze3 884} 155 231 15,3 35,3
Etezinvicidads, Gaz g Kjua 6 254 6 976 1o S04 18 114 1433 7,7 3,0
Corstaugis IAREE T 73 619 17 194 34 171 {5 s40 5,4 §,3
Transposles ¢ Comandcagdas 19 243 73 122 18 ¢40 36 162 45 124 §,3 3
Cemiteds pon Grosda ¢ a Retlho 37 578 i1 978 53 984 19 130 15 586 12,4 !
Eancos ¢ Sizuncs ' 12 1s¢ 13 133 17 474
vt v 37 083 FEL 6,6 5,5
Proprdedadas Imob {330z £ 953 7§14 % 531
Adminisizglo FInllcn ¢ Peddaa 17 376 1147 i
. - é6 417 £5 193 11,9 5
Seavigss d2 Saudy ¢ fdueasde 1154 13 174 23 §39 )
Seavigay Olvenses . 13 189 14 152 17 $37 15 715 13 159 4,5 4,5
P.I.B., 20 cutfo 233 {actunes 393 942 347 138 $77 434 1 581 Q534 718 37¢ {oe,s 1eo,c
| Hads: Impostes Indinectos 37 g02 {1 141 61 631, 72 340 31 {00
Menoes :Sahaldics 7 550 ¢ 7 840 16 660 ¢ 904 30 900
P.1.B., a pragos, de meteads 338 414 | 376 239 | 447 555 | 622 234 | 781 875 110,: 19,4
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Un: mithares de contos.

Texa a;unﬁnde cAesCAen-
5 :

. O/v\-j S

Joralods

de Pontugal e Depantamento Centnal de Plancamcndo.

P

1974 ¢ 1975, Tnstituto Nacional de Estatiatica, Conlas Nacionais ; 1975,.1977 2 1978,

3

1

v
Sectores 1574 1975 1976 1971 {913' 1375 7378
. 'j.
Agnicultura e peaca 19 414 18 160 17 859 16 100 16 144 -10,0 | 4,0 '
Indistrias extractivas 947 959 1 096 1 264 1 164 15,3 .0
Tndistrins tnans forzadorns 85 943 59 534 67 207 63 055 70 181 9,4° | 3,3
| Efectricidade, gas e dgua 5 714 "5 706 5 771 6 845 7311 20,0 6,5
Cons Lrugho 9 575 3074 8 478 g 410 9 831 11,0 -5,0
Tharnsperles e comunieagdes 12 414' 1] 483 11 749 12 18!} 12 323 3,5 1 \
Comincio pen grosso e a netalho | 17 7757 ) 16 955 18 017 18 623 | 18 623 3.6 | oi
. ' i . i
Briacos e Seguaos 5 883 5 184 & 517 17 739 15121 10 3t
Pacpriedades drobifidnins 4 140 49n 5064 {0 ' g
: ' ' i
Adninistaacio pablica ¢ defesa - | 11 457 17 803 15 786 ‘ o
dninistaagae publica ¢ def . 5 17 895 | 29 569 ; p il %':
Scavigo de saude e educasdo 6 811 g 335 1o 2384 : I -
’ 1
Senvigos diveiscd 6 038 5 643 6 557 T7 a2 7 392 10 2,5 '
P16, ao custo das factorca 166 773 | 158 947 | 169 35 | 180 34 |.146 489 8,5 3,4
. . 4" . :' ., (ra I!‘:g“? 4“{;\ 6"2 7 v . e
-" <

.eatdmativas déiﬂanco a

o —— A o + g 0 g~

i & e b, ¢
.
- .
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", ~ PRODUTO INTERNQ BAUTO DA TNDUSTRIA TRANSFORMADORA, A PRECOS CONSTANTES DE 1953

.

Un: nilhares de confos

“ 1914 ' 1975 1974 4 1917 i 1978
: SECTORES . CAcscdmen Creaci/o Crescifo Crescd/
O o _ . Vaten Valoa to {4) Valena (3) | valor (1) vaton o (8]
)
Alimentagdo, bebidas ¢ Labaco 6 40 7 145 i1 7 254 12 7118 &4 8§ 385 8,6
Texteds, vestutrio ¢ calcada 17 915 15 442 ~-14,1 1§ 437 ) 6,4 15 196 -3,¢ VIS 171 -0,1
Kadeina, contica ¢ mobilifrio 37115 g 750 ~26,4 1758 -0,4 3081 11,3 1112 !
Papef, tipcguifia e editonials | 3 140 1 459 ~15,3 14693 1,3 7 §60 6,2 2 831" | -4
Quiricas e concras 7 504 7080 -9,3 7807 | T4 ¢ 545 12,6 § 9 098 8,2
Picdutes minenals ndo metalicos| 4 ;24 § 861 -1,3 50171 4,9 5 819 18,0 "6 242 7,2
Hetalurgicas de bcue‘ l. 07} . §25 ~-13,6 i Hf 20,5 I 355 21,5 I 599 g
) Pacdutos mefalices, magulnas, ‘
madferdal electrdco ¢ de ) . .
Luanzpoale . 17 918 16 421 -5,4 14 351 § -0,2 19 103 | 16,8 19 294, 1
Thans fonradorns diversas Q 1 1851 7400 | -9,5 2 875 19,8 3 738 30,0 3‘923'. 5
Tolal : 65 943 5¢ 54 9.7 61 20')‘ 4,5 ‘ 68 055 e,4 .70 281 . 3,3
. . A - ! ; ’
Ordgana: INE, IR LI A N )
Eaczebs 1974, 1975 ¢ 1915, inkbitateNaionat—de—fetatistiony Cantgﬁ_.ﬂaclanaa‘; 1917 ¢ 1973, estimativas do Banco dg Poatu-
gal e Depentamente Central de Plancamenta, . - -~ o ‘.' ! o ' y
) y
JGIMD ) i h

v——e

— o
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Coin o S wwbin naelORAL, A PRECOD CORRENTES

. .

Unidade: Milhares de.contos

Discriminagdo - ) 1974 1975 1976 1977 1978
Consuma privado e T 2574070 | 303 768 | 367 179 | 470 223 | 579 684
. o . , .
Bens duradouros » i, 26 008 31 168 40 105 50 742 53 431
: Bins nao dursdouros o " 231 ;01 212 600 | 327 074 A19‘431 526 453
EConsu:no publico . ". : 49 136 57 983 66 122 88 200 . 111 767
Civil " o 29 034 41 242 51 §h9 70 223 50 036
Milicar a - o “ 20 102 16 741 w3 | 179777 | 2173
Investimente brute : . ' .84 287 61 547 97 313 157 936 | 180 718
l Formagdo bruta de capital fixe 66 761 73 992 " 88 831 125 500 156 624
da qual: Casas &e#hnbi:néio . < 13 452 14 116 16 JSS‘ 22 329 28 207
, Investimencto produtivo . 46 478 ' 50 608 59 802 84 851 .| 106 383
Investimento piblico (Estado} .68 9 068 12 774 18 320 22 024
da quul: Construgde 40 423 47 914 59 B68 82 414 102 075
Equipamentos : 26 338 | 26 078 29 052 43 036 54 549
Veriagio de exiscéncies : T17 526 -12 445 8 402 32 436 24 094
Exportegao de¢ bens ¢ servigos ! 87 745 74 067 73 679 k 110 934 156 113.
loportagac de bens e servigos ; E . 140 161 121 050 141 658 205 109 246 606
Produto intermo bruto a pregos de wercado 333 4ld 376 239 467 655 622 234 781 B76
Saldo dos reundimentos do Resto de Mundo 3 229 - 369 ~ & 021 ~ 6 872 ~14 487
Produso nacional bruto a preges de mercado i 341 693 3?5 870 Agl €34 615 302 767 3091
Menoa: lwpostes indirectos 37 002 41 741 61 681 79 300 97 400
Mais : Subsidios 7 550 7 640 .16 660 20 %00 ?0 900
?rodurce pacional bruco so custo de factorea 312 241 ALl 769 - 418 613 556 962 . _ 700 889

Origens: 1574 e 1975, INE, Concas Naclionalu; 1976, estimaciva do Banco de Pgrcugal e Departemento Central
v - :
; |
do Placeanynia ¢

)

e e - ——— & ot . ——
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LDANCO DI

-QUADK,; .
’/‘»‘fv(;j Q'O

DzSPESA IRTERNA, A PRECOS CONSTANTES DE 1963

DISCRIMINAGAQ 1974 1975 1976 1977 1978
Consume privado . e ess aaa 137 311 136 096 140 859 141 704 143 121
Consumo publico cae cse ssn ass 26 315 28 057 -'30 021 32 813 34 650
Civil ce- .o .o 9 866 8 172 7 362 ! 8 525 -9 280
Militar ves . 16 449 19 885 .. 22 659 24 388 25 370
Investimento bruto e e 41 348 22 615 29 321 39 487 36 994
Formagao bruta de capital fixo .o - 32 026 28 406 28 639 32 076 33 359
G-
Vaeriagao de existencias e eas 9 322 - 5791 682 7 411 3635 - o~
Exportagao de bens e servigos cer 38 757 32 715 32 715 34 645 39 461
Importagao de bens e servigos - ' ... 65 404 48 909 50 572 56 641 56 074
Produto interno bruto a pregos de {
mercado  ee eee aeaianns e , 178 327 ‘ 170 574 182 344 1921008 158 152
k . |
‘3»
3
P
Origens: 1974 e 1975 - INE, Contas Nacionais -
. PR
, ' . £,
1976, 1977 e 1978 - estimativas do Banco de Portugal e do Departamento Central de Planeamento., C}
. >
)



nonruag an ledtae

cantrolado)

{aiserns enatre pardémtexiag os valorea parn o Ieclta

1077 1974
) é Taxa de Taxa de
& R 1974 1975 1976 Quant, | variagia Quant ., variagice
- () (%
(?\nm'cm..a ’

J Corcats (10°t) ..2!“3(” 7‘((73)
Trigo 533,6 601,12 (85,7 224,31 -67,3 252 12,3 )
Milho hBs3,s 451,13 378,5 hhl, 9 16,8 443 9,2
Centelo 142, 8 145,09 164, 8 102,7 | -37,7 104 1,3
Arroz 129,5 132,7 97,2 95,0 | - 2,3 135 42,1
Aveia 99,1 120,7 126,7 59,5 | -53.0 50 1. 0,8
Cevada 74,5 2R, 4 116,8 39,4 | -66,3 39 |- 1,0

Tubdrcnios ¢ Legumes (lojt) - 21,‘5“) - 5’5(2)
Fava - 27.1 25,9 26,2 14,8 | -43,5 17 14,9

, Fetde ' 39,6 39,3 3.7 37,7 | 18,9 37 |- 1,9
. Grio~-de~bico 14,2 15,0 1h,7 11,2 _23'8 16 42,9
Batnta . 1 114,8 | 1 012,9 28,1 | 1 200,6 | 30,8 1 o%0 |-to,0

¥inha (10°n1) ; 13 872,6 | 0 783,3 | 9 52,9 | 6 596,9 | 28,8 5 968 [ g,1(2)

Areite (1031\1) V 525,6 533,9 391, 5 325,82 16,9 303 - 1'0(2),‘

Frutas (103:) '.....4_..‘23'0“) 3‘1(3)
Castanha 32, & 2,7 33,4 28,7 | <181 20 - 2,4
MagA 122,2 140,5 154, 6 94,5 | -3A.9 117 21,8
Pera . h9,5 f1,9 65,0 Aot =323 45 2.3

. PRaseqo 52,6 63.0 793 2,6 | -30,9 36 | 10,4
Amglxa - 8,4 ) 8,0 3,71 -53.8 36l. o,
Cereja 15,0 15,4 21,0 1,7 | =131 10 .14,
Flgo 84,3 gna 62,14 35,8 -42,8 36 0,6

<::> Am3ndoa — 18,2 1,5 17,0 5,3 | -GB,8 9 69,8

. Laranja 114,13 120,0 104, 4 116,0 11,1 97 1-16,4

X .

Vegetals (1o’e) (

; 2)
-Toma ta - . VA, 4 f2G,1 49),2 663,48 35,0(1) 679 2,0
.- £
L Jdatal 16,000 s g6t
‘I

WCHAATA -

Gadé abatido (ptj-so 1i‘mpo,t) - Total] 175 561 197 f91 183 9453 189 .‘.’F!"; 29 219 R3s 161
Bovine ah 72 2069 | 79 821 | 77705 | —2,? B9 923 15,7
Gvino - . 10 347 10 055 9 273 7 932 | <14,5 9 494 22,3

" Caprino . ) .1 965 2 245 1 903 1 f72 | 12,1 210 10,4
Saino . 77 745 2 4as5 92 075 jol 200 L0,0 _ 117 2GA 15,7

. Eqrine . 1134 1 037 869 692 | -20,4 - azs 10,2

. Animais de¢ capocira (tgn.) . -

: Frange ) e 81 558 1 7909 95[?90 115 179 19,0 117 398 1.9

! Ovos (t) ST T 23 064 2t 926 397 2 4o | 27,5 16 922 14,1

' 637 7121 673 7R

Leite (10% ) - 600 118 626 484 (322 :?.6} (361 504) 5,4 (438 970) [{21,4)

Manteiga (t) 1776 1351 y 475 | (2 1)) oun,s (2 7237) {(30.2)

, ah B2A | 27 Ak

Qued fo (t) 21 473 21967 1 (21 18%)] (23 366) ) 12,1 (37 7963 1(33,2)

Toral ) '

asa do variagdn Aos indicna e gquarttidades calculados ¢com hasa nna precma de 1976,

axa de variagio Ades lndlcea dr quantidades calenladoas com bnse nos pregna de 1977,

ot INE, Annario Satat{stica, Naletim “leasal das= Fatat{sticas «n Avrienliurn ¢ Poacng
CiP, TararmaciAa SAcin-lecnnimica d{rnm rerapaitn



INOICES DE P gRaerTeiag
, FRALIREL

. dnad
Produi it leslustrialy coelfelvnton de ranaaat {dmde furneel

. f
Fonte: [N7, Coletin weamal Uan Extatinrican [nduntriain

' L/_— E INGESTR LA TRANS Fosir 1y i Awe TOTAL
t .
. ’ {Freieov—tauton i
(Basa : 1872 = 10Q)
) . . uidia das Kidia des Tadices memsals
Yeriodos iadices :‘;\-ns.ﬁ.s du::‘.,f.hﬂhﬂlitﬂ@W: ¢ zae=
. Lewise rigidas dad dias afeis
. « ‘ 1970 tie ven e eee aee ea 1086 108,)
: 19 crimestre ... ... 94,2 59,1
) . W trimestre Cae wee 11,1 108,20
I erimestrc .. .. 1i0,5 107,12
A9 trimestes ... ... 118,7 19,0
. o 1972 tol tee ieh cen e s 1227 e
) ) TN erlsestre  au. ... 14,0 16,
. s W trimestre  aer oa. 121,1 119,0
. . <39 trizestre cen ses ’ 1317 151.0
. ‘ . A® erimescre 124,1 125,3
B 3 ' - 1573 : 17,2 12,3
. 17 ctrizestra vse wmm 129,46 A 120,4
. : 1 teinercre sves sas 135,1 * 1313
T 3¢ trimercre cae ane 137.,4 137,2
: 49 trimedtee  aee aas 146, 1is .1
N ' CB ees et e e e e 103 1604
) Lo-l 19 erisescee  .ue aen 14,2 1466
E . 22 trimestre oo ans 163,86 1414
! . “.‘ N IT trinescen ers saw 133,02 136,48
R « . : R .. 49 crinescre ves ses 13¢,5 136,83
[9R% ) ' R U £ T, iy 3
- T v 19 cricesice  ap. oo 14,6 135,6
‘ } o 7T 19 trimestce ane e 13,1 11,3
-F J . : h IR teiwesere res uas 127,0 1.3
- M ‘ N . ’ k? grisestce et wse- !}G;Z 131,28
s ’ ] T TI916 e et e e e s 13,8 15,3
e : f 19 teiscatre veu oee 137,2 136,2
L 20 ceisestre  aay eae 142,71 138,
-~ . - i i W crimescre tee vay 139,58 136.3
-~ g ’ . 42 tri=meatre sen can 1486 145,2
: “n ) ‘ 1977 aes sas cac ver eab cae L83 PN _ 153,8
P ) 19 triacsere  cee ses 1581 150,3
-7 T , 2 trioestre el e © o~ 158,2 153,5
* " I —u;.. T 39 trimestre ves .}.. 143,39 157,9
' - i rricesize  .es ees 164,3 161,7
~7 . TITB  wer e wie nee ae aen 1651 1666
1¢ trioesere s see . 166,9 1657
) : 19 trisszere ... ea. 120,2 1641
! ) } 19 trincutre iee ren 1S54 16445
- 49 trimearre rev ane 1721 172,41
-
.y

e Indires Jde

peln
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s g L )
e ATe S S -, INDICES DE PRODUCAQ INDUSTRIAL

. (#3dia dos Tudicen mensais, corrigidos don dias iteia)

.

(Base 3 1970 = 100)

: 1377 1978
Sectocres de actividade 1974 1975 1976) 1977} 1978| i9crim| 29crim. 30trim] AQtrim 19bciny 20tring 3tringiPtrin.
Industrlas extractivas 100.2) 91.61{ 8d.0] 21,2 72,8} ¢8,2 n,z 62,6 82,7 ¢ 70,2 1 68,3 | 67,8 | 84,7

Indﬁﬂtriis tranformadaraa-Ydal Tolat 140.21132.2 J 129,40 155,81 1066,8] 150,9 | 160,6 | 145,08 | 165,27 }166,8 }172,3 {152,6 {175.5

A{imentngﬁo . 129.511%6.5 | 162.701 127,21 169,01 166,9 173,5 1115,2 1193,4 1178,) lBl.?\ 182,4 1213,5

' ﬂuyldna : . S 197.61209.6 | 206.4] 213,32} 239,71 183,9 | 247,) ] 264,7 | 157,3 {201,0 26415 330,8 j242,5
Textefis ‘ : . 147 122.2 } t23.77 120,31 22,5} 126,8 | 126,6 99,5 f128,1 j123,2 {131,1 | 97,2 {131,5
Madeica e cortiga 121,51 99.9 | 107.8] 122,81 124,%¢ 15,2 | 129,5 97,7 1128,8 1127,4 1125,0 [108,5 |idG,6
Papel ’ . . 143.41131.9 | 138.8} 159,61 154,5] 161,9 | 164,6 | 146,2 16517 165,6 [155,8 1142,9 [153,5 °
Quimicas - . 135.11130 146,11 138,31 121,00 15,0 | 164,5 | 151,9 ' 163,5 1176,4 {179,5 {136,7 {171,9
Borracha | 118,411092.6 99.9] 124,35} 127,67 134,6 | 134,2 91,1 137,9 11368,9 [143,5 | %0,8 {137,0

Derivados de petr§leo bruto ’
¢ carvio 146.3[149.9 | 149.2f 131,8] 160,8} 14,1 | 150,6 | 162,3 | 148,4 [146,4 [151,0 {174,9 [170,8

Minerais nio metilicos « j142.4{136.8 | 148.5) 170,27 107,2] 163,6 | 119,0 | 170,7 | 167,3 |184,2 |196,7 |177,9 }189,9
‘Metalargicas de base : 121.31109.8 | 124.8] 162,6 | 201,11 101,5 | 162,1 | 155,0 | 201,7 |200,3 {210,4 |190,5 {203,2
Produtos metalicos - - 121.9{116.1 J120.5) 143,3] 138,2§ 141,8 | 153,8 § 113,7 | 164,0 [166,1 [173,2 }123,0 {170,5

Construgao de miquinas

wecinicas 199.71110 114,47 147,7 ] 142,01 145,2 | 138,8 | 139,2 | 167,B {154,5 }136,7 {102,5 {174,1

Construgdo de maquinas e - . ’
aparcihoa elctrhcoa| 139.31119,5 | 110.8} 136,3| 133,2{ 135,7 | 140,7 | 1104 | 158,3 |164,9 |170,3 {135,2 [162,2

4 1

Actigos de matérias : ) § .
plasticas " Juas.eirsee [ aso.ifass.e| 203,8) 193,8 | 205,7 1472,9 | 206,3 {213,5 {219,2 {177,7 |204,8
Mateckal d¢ tranaporte verafizne {13724 136,30 100,86 135,7 | 149,7 | 110,4 | 158,3 {169,2 {188,4 |127,8 |157,1
Electricidade, gis e vapor 1£5.8{144,6 {132.6| 129,0} 187,01 205,4 167,4 151,5 | 195,4 226,A>‘l92,4 134,6 1?4,7
Tadice geral ' 139.71133.0 132.3) 135,4{ 166,0f 153,2 | 158,35 § 144,21 | 165,9 {169,1 |171,2 |148,9 [174,7

Fonte 3} INE, Baoletio meuzal das Estatieticas Indusctriale o Indices da Produgao Industrial

.

AOINT : ’ t o
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CRAY HF UTILIZACIO DA CAPACIDACE PREODUTIVA HA INDTSTRTA TRANSFORMADOZA

(Ea persentagen)

&

@

] 1973 1974 | 1975 | 1975 | 1977 ‘ 1578 o

Diseriminagio Varco Set? | Masgo| Midia| wiJii] 19 29 39 49 12 29 @ a3
anuali 2aual rrim. trim, Crim. trim. | crim.  grim, crda, tvim,

. Bens do ¢onsumo 80 81 84 32 77 78 16 18 77 15 74 15 73
_ Bins incermidios es | &7 | ss~| 6 73 ga 79 18 79 78 78 77 NM
" Bens de investinenco s | 81 | 33| 8] so 81 8 81 B0 80 80 8 16
Tocal g | 8s 86 75 10 6 76 18 76 78 78 18 77
ALIMEALAGAD  iou voe 204 sea coe mes sau sre evs aes 74 71 15 14 75 73 . 2 73

Bebidas et e et tee ee e eee e e e s 70 ph] 58 59 67 8 59

Tabaco 100 100 160 100 100 85 95 95

Texteis Ts o n 76 15 75 1 N

Calgado ¢ vescuiriotl ’.‘.. ver wae see mde een s 110 76 74 74 15 1 7%

. Hadeira e cartiga “en :.. ces 444 sea eee axs sae 75 73 76 76 .. 12 17 75 76
ESBL1D3€18 wus ves wew ses exe ase qes ses sie axe ” 61 64 70 70 635 50 64 66

- Papel P ’ 8s &l 87 €5 54 85 89 eq

- krtes Erificas © editocriais cev eva voa sne sud e 711 11 75 75 76 73 74 13
éumau‘ gz - 19 82 8 19 7 74 73
Borracha e e s Vie ee eee een dhe e e 2 81 82 84 85 86 g3 2
Quinieas? cee e eee eem mee e e e e % 17 g 0 19 718 1\
Derivadas do pcttaltét?) * see wer mew waw ses see dse 61 &1 £2 . 69 19 53 53 26
Produtos minerais fio zecilicos s con bns wue wee 81 30 82 2 65 83 g3 84
Hc:alﬁ:gica= de basc(si et een eee v wee een ..... ) 17 19 L3 84 84 85 84 81
Produto: nc:iiicas "_:"__J,i tet ses eme wes see suv . 16 17 60 .8 77 78 78 16
Hiqdin:s e30 eli::riCTS' Ted mer ene sar eae een R ki 81 73 83 82 3] gt
Material elczerico ‘ ) vew vee tae sea  79 79 80 el 86 85 87 g3

o Material de ¢gansporse 8D B2 8 82 81 81 18 73
©LOUETES  aee eee eee dee eme eee eee see sre ead %115 76 17 78 noon

Origem: INE, Inquirico de Conjuniura i Industria Transforuadora (ICIT)
Noca : O ICIT formeccu o3 alzeros de 1977 segundo 1 versio de 1964 da CAE o o3 de 1978 segundo a versio de 1972 da Cak
:fA‘Para o3o haver quebra da sdrie, ajustaram~ce alguns ndceros de 1978:‘de acordo com o refcride nas notas (1) a (3).

(1) = cm 1975 esca classe corTespondeu is classes do calqade ¢ do vestuirio,

(2)

em 1978 : producos quizicos induscriais + cutros produtas quimicos,
(3) =~ em 1978 : refinarias de perrdleo + darivados do petrdleo brute ¢ carvio

{4)

R

em 1978 : oporcelana, pres fina e olaria + vidre e artigos de vidro + oufros produtos minerals nao metalicos
(5) = ew 1878 : bisicns de ferro e ago + bisicas de metaia nis fecrosas

O
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TIAXSPCRTES

/. Tipos de transporte

1975

197¢

1227

1978

19tria.

1978
2Qtria.

3%trin.

&Qtrim,

FPerroviario

Passagairoa/quildmecvto

E . ’transpor:ados {m{1hden)
3

Mercadorias/quildectro
cransportadas

(uilharea de tonelzdas)
Rodaviarie (interurbano)

Passageiroafqullometre
ranspertadoa
(ailhoes)

Aeceo (companhias metropolitanan)(3)

Passageiros/quilceetro
transpoctados

{mithoca) o

Mercadorias/quilometro
trunuportidas

'.j (:nﬁalndns)

>

Maricimo (porto de Liaboa)

Mercadorias embarcadas e
desenbarcadas (milharea de

toncladas)

4 858

" 754 004

3 o023

y o0z

60 308

9 743

£36 154

67 814

11 931

3 134

1 836

s 243
(4.:1151)

884 70

}
(237 )19 )

2 2
(1’9e1§~

3 0i7

»

2

179 5160

2 08s‘?

3 604

105 459

1 313

253 316

359

197

243 695

154

23 649

3 103

’

1 321

: ¢
205 633

1 287

28 335

I

766 -

28 228

2 B16

o PSS oo e e e+

(1)Referente a JaneirofOutubro
{2)Kzferante a JancirofNovembro
() Nao inclui movimento da SATA

Origems INE, Boletim Mensal de Petatiatica
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VENDAS DE MATERIATS A0 SECTOR DA CONSTRUCAO
Vendaa de .eimente Yendas dec aga Indice
“{ecompasto(1)
Periodos Miltsarcs Indice Milhares Indice
de ton. (Base ! fie ton, (Base ! (Name
1973=100) 1973=100) §1973=100}
1973 es eee ae seo  794.5  100.0 53.3 100.0 100.0
12 erimestre ... 712.3 89,7 50.4 A6.5 87.9
29 trimostre ... 786.8 99.0 59.4 102.0 100.7
19 trimestre ... 860,9 "108.4 61.0 104,7 106.3 -
49 trimeatre di7.9 102.9 62.2 106 .R 105.1
1974 2ee wun ome wen B53.3 107.4 62.6  107.4 107.4
. 12 trimestre ... 802.6 101.0 ?71.0 121.9 112.6
20 trimestre ... 8A0.2  110.8 64,0 109.9 110.3
34 trimestre ... 898.6 113.1 60.3 103.5 107.3
4o trimestre ... BJ1.6 104.7 55.0 FYNA 99,0 ;
1975 cev sus ave aee- B39.7  105.7 39.5 7.8 84,7 '
. 19 trimestre ... 750.1 gh.b 40.0 8.7 80.1
% ' 20 trimeatre ... 826.8 104.1 50.% ah.4 94.3
39 trimestre ... 475.9 110.z2 71.6 54,2 79,1 .
49 trimestrs ... 996.0 114.0 3.1 62.0 85.1 \
i 1976 ves ven awe ase  $57.3 120.5 44 .6 76.5 LS
19 trimestre ... 931.6 117.3 39.7 6R.2 -- 90.0 ‘
‘ 22 trimestre ... 946.3 119.1 45,4 77.9‘ 96.2
\ 39 trimestre ... 1 007,6 &125-3 8.2 65.6 92.8
x 40 trimestre ... 943.8 118.8 55.0 94, & 105.3 .
; 1977 one ave xes aes 1 108.7 139.6 73.4° 126.0 132.0 -
' 12 trimestre ... 954.5  120.1 61,6 105.8 1iz.z2 (
{ 2¢ trimestre .,. 1 16L.5 146.2 74,7 120,22 136.2 g
' 39 trimestrs ... 1 150.3 L44.8 76.0  1130,5 136.9 ;
Lo 4a tx;imastre v..-1 L6AL6  147.1 1.2  139.4 142,83 ‘
» T21978 e ies wme ee. L 2000 162.4 77.4  132.8 146.0 r
Lo 19 trimestee ... L 2L6.3  15).1 B7.1  149.5 151.1 ,
1% T trimestre ... 1 324.0 166.7 88,2 15'1*.l| 15R,2 :
E 38 trimostre ... 1 327.5 167.1 9.4  119.1 140.5 i
K © 4w tru-esu-e; cee 1 92,2  162.5 64,8  111.2 134.1
1970 g
1% trineatees ,,, 1 194,58 45,1 f)
Janeirn ... .. 2020 181 ,7 2.5 110,4 1270 (
Faverairn .. ...  125,° 171,01 11.e 0.0 7.6
Maren,.u vue wu.  h2AR 1601,1 ;
Fante : CEP, InCormagdo 36cio fcandmica.
(1) . pandarngBes : cimenta ©,%45 , ago 0, 355. ‘
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20 trimesiTre  ,as acs sos 19 19 12 s20 3 R0y 3 07 5119 .
30 trAmentra  aes ese aes ts 7 1) 2k 43179 3 fan’ 5 351 .
. Ge Lrimratrd  sas ses 4ss 12 297 9 797 : i
ettt e . : .
(1) Total anual das Fatatistlican dn Canedrngha. ) :'r. i
O grmi ]-\'l‘:, “Doletim Menanl e Faratlinttica®, "Balatim Mogaral dne Entoatisticos Tndusiriala® e .

“Eatatfoticnn da Canntenghn®™,
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7721/6,62 ;3/ ' IntcnqﬂcJ d;"I5v;n§§ﬁcnto ®» do Empr;go na IndGatria Trunnrormnd;ra . ~§:: ’
. 1976 1977 1970
Investimanto Fmpregon JTavecatimento Emprogo Inveatincento Emprego
. ’ ()Ononc) N (Ioﬁcﬂc) (1OGC$C)
Alimentaglo,behidan ¢ £abACO sisctnnsinasancnnrsnenae 1 537 s bho 3 938 6 562 5 015 5 667.
TeXtels seunecacacansnosansssssnscesosasnssenangmanncas 0, 792 450 1 501 377 hs
Vestuario o ;alﬁndo excepto do borrncEn s plistico .. . 19 1 246 i 197 : 2 309 179 1 592
Cnrtume:-.-.-.;:....',.-................a............. 6 . 119 . ‘ " 13 . 181 8 39
.\xndciru,coruq.{ @ MabLLIArLO cavnnanvassoncoantasanncn 495, 1 9214 Do 2 hyd 1 437 2 959,
Pnpel ¢ artos Graflcas sesedescaccasnsccnsccssccscans 65 242 . 5h7 6&% 1 23% 923
Quimicas industrinla o ontros produtos qulm!co; aseea 123 728 3%3_ , 7h2 BGQ. %19
Derivados do patréleo a-do CATVAD cusnsnnassncessoasa 10 L6 : éﬂ . 94 69 Al
Borrachka R L EE PP T 17 . 71 j2 92 334 '3]2
Artigon plSsKICOn.......----L.a.......-..--,........ '39 i 456 , '1 155 f 945 .1, 864y
Porcelann, fnalongn,gris fino a o}nria da BATFO taanesa 7 ‘ Ly 20 { | 109 325 576
Vidro...-.........;.........-...-.-...-.....-.g.-.... i 35 _‘ 14 \ 55 lj 8’(__5
Outros produtes minerals nho motﬂllcou.r............ J19 -'i 033 S o2 812 3 287 ~ 5 150 LY oy~
MetalGrgicas do bn'looa. o 250 . 3192 L N3 499 s89
T P10 TOn MCLALACOM 44 counaanonaassvacenersesasaryenna h?ﬁl 2 099 e 839‘. 2 Oh5 1 ©0aB 1 .731
HSquinﬂn ndo clbctrlChY ceesesnsorsencasvescannnscsnsca ) 718 1 670 509 -1 6h9 1 Lol '2/?“1
. . . : . -
Maquinoa e material CLECErLCO aasrannnnronseannannnss 17 560 4173 1 h70 514 1 534
Material de trnnaportgi.;;.......;...-....a.-...a.;- . 25 ; l { 104 . 496 1 967 * 520 ) 644
Inatrumentos profi:alonnln clentfricon o T 'fi' RN ; - A
aparelhos de 6ptlcasecass 5 R BT . 435 . 42 153 G
: Cutrusvindﬁztrlns transformadorad cesescascssnanncsos . 50 - 270 . : 135 .}hﬂ 105 ZBB'E
Serviges deo reparncbes dlverson coveienssacennnsoaans 159 750 451 Vi 314 S 460 1 1200)
TOTAL « e e vt asansssnseonosnssnsaaenoannsas s 10 273 12 8k - 28 200 20 506 29 0235
\ = C
N -

Orizem: Gabloncte de Catudos ¢ IMlancamcnto do Miniotlric da IndGatria o Tecnovlogina
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DISTRIBUICAO PERCENTUAL DO EMPRECQ POR CLASSES

DE REMUNERAQKO(I)

Inquérito de Janeiro
© "Escaloes
: 1977 ‘ 1378
- N Valores Valores Valores Valores
S simoles acumulados simples acumulados

Henos de 4 0003500 2,6 2,6 1,2 : 1,2
De 4 000300 a 4 999500 12,0 14,6 3,0 4,2
De 5 000300 a 5 999330 14,7 29,3 10,9 15,1
De 6 000800 a 6 939500 19,3 48,6 12,4 - 27,5
De 7 COCSCO a 7 999500 19,0 67,6 15,0 42,5 §<:>
De & QGC0S0Q0 a 8 999$Od 12,7 83,3 25,9 68,4
De 9 0GG300 a § 999500 6,3 86,6 12,3 80,7
De 10.000$00 a 11 999$00 | 6,7 93,3 10,1 30,8
Igual ou superior a 12 000500 | 6,7 100,0° 9,2 100,0

-

Origen: Elementos fornecidos pelo Servigo dc EstatIstica do Ministcrio do

'.:.Trébalho._

-

7" (1) N3o inclui trabalhadores das actividades agricolas.
: e T

e

Toet.
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- INTICRS DY SALNALOS NOMINALS § RLAIS

I
;7’;' _,é} Y Varjagres trimautraia, em percentasum
i
¢ ‘-\’ .
1975 \ 1976 . L1917 1978
. B AY
Rubricas . .
! R 1 O IX 111 v I II 4 §4 1v I II IXI v 1 II Il Iv
Trabalhadores rurais
"Homenas }A o : . ’
Salicios noominais A . 3,8 4,7 2,1 0,6 6,2 3,4 . -0,6 3,2 2,6 . 6,4 0 2,0 3,7 2,0 wW0,0 2,0 2,9,
Salirios resis(® S 0,4 ~0,6 ~0,1 ~2,3 | -2,6 4,7 3,4 -0,8 7,6 -4,9 - 5,4 ~0,5 | ~3,1 2,7 -1,2 "-3,1
Hulhercs: B
Salicios nominais . 5.8 6,4 .3 12,8 2,3 5.3 1.7 41 5. 6,5 3,4 3,4 | -4,5 8,0 9.6 1,8
Salirios rcnis(a) - 1,6 1,1 0.1 0,2 -6,2 4.7 ~31,2 ~-1,6 -5, =48 6,9 ~0,8.:1 -9,4 O,h 6,1 =5,2
Profiscionais da industria | ) . . ’
e dos tcansporikes )
Lisboa: ) ’ \)r
Salivios mocinais - 2,9 3.9 1,2 63| 26 1,0 1,5 1,0 .7 3,0. 31 1,3 | oy 5.2 z5 59 /50
Salarios rcai:b) -2,4 1,0 -1,0 2,% -3,0 1,] ~3,5 -8,0 ~1,% ~-6,0 51 ~0,2.1 -4,0 ~-1,5% -2,1 -0.,4
. . . . . . .
Parto: .
Salirios nominais . 1,9 10.2 3.1 5.9 1,5 1,0 1,1 0,2 &3 6,8 1,7 2.2 0.8 1,7 0,9 9,9 AL
Salicios reaisS -,0° 1,86 2,0 2,5 | -5.8 -0,6 0,7, -6,7 | 6,3 -6,8 9,9 -6,3 | ~4,7 -4,6 -1,2 0,7 /
v’ . . i
D . \

RC/MI

(’ Faeen IKE, Dolerim Mensal de Estutistica

Banco de Porrugal,
) Salarios rominais deflacionsdon pelo indice de pregoa no conausidor, s¢m habitagso, pura a cidada da Lisboa.

(2)  S5aldries noainais deflacionados pelo indice do pre¢es ne consuajdor, sem hubi:qg:n, para a cidade do Porto

' . .
L . .

-y

i

(a) S5al3rics nominafs deflacivnados por um indice oidio ponderado dos pregos no consumidor para ee tonas rurais, calculada pelo

m‘jxj!j;tr\iiij

\
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Indices do Precon médlox, no rroditor, deo aroditos de arirem vapetal - Continente

e

{ médinn nonato e trimestrnis )

o
tase (100):19G8

¢

Mjmentagfia lumana

Alimcntagfio

P
oriocdoa ‘ Total Cooiin 4 Frntos Animal ' .
ConjruntnlPanifichvela | Leramns Natnta Vinha Frescas (Con junto)
1970 cer sis cee eha ces wne aae 166G.9 - 166.7 127.9) aoh Ly 24.0.8 168.6 167.6 169.6 N
1@ Trimestre ca e ise ass 165.4 165,14 1146 200.9 275.9 189.0 107.9 165.7 ’
22 Trimeatre .o vee ass aos 165.2 164, 7 1214 205.3 259.3 184.5 167.6 1714 .
39 Trimeatrs .o see ses eee  1061.1 61,1 129.9 226.0 2364 154.1 157.0 6k
L0 Trimoatre eu ase sos sas 175.b 175.4 S ] 20 .3 271.7 146G.8 157.8 179.7 -
CA9T5 et vee v sse abs sas aes 191.,5 192.0 167.1 327.2 345.3 130.1 172.5 179.1
© 19 Trimestre .. see aes ase 173.5 173.2 152.9 anz.3 264, 7 13601 113.8 193.3 :
20 Trimostre .o sy ose oas 105, 4 10854 153.9 6.9 336.3 125.9 167.7 186.4
32 Trimoatre s see axe asa 193.0 194,2 167.5 3N .9 343.9 119.2 217.2 167.6
49 Trineatre f.‘... vee san 234,0 215.1 T 1789 372.A7 436.5 140.2 171.3 179.0
197G .. tii anse ace sae ses sae 2hh,0 245,48 175.2 t)9.9 554,48 12,7 165.9 106.6
12 Trimeatre sa sae ase sas 239.9 2h .7 10,2 7191.6 57h.2 167.9 147.0 thz.9
20 Trimeatro .o ses see sas 242,72 24h, ) 173.1 499.0 ShR.7 174.5 103.1 180.2 ™~
30 Teimestre ro ees.nse ne 240.8 2h2.6 171.6 W53.0 514.5 109.6 176.9 1848
5o Trimeatre o sae ;.. tee 253.1 2540 175.0 505.4 sh1.9 19,9 156.4 198.6
B N34 312.3 200.% ¢10.9 620.3 252, 285.0 351.1 :
12 Trimesatre .o soe see oo 20606 20Nt 193.7 §40.06 ‘ 702.5 216.6 - 173.5 236.,0 ?.I‘
29 Trinmestre oo eos ana cae I2h.6 326.0 v194,2 (09,1 Mmae.n 221,7 T 295.1 277.0 -
30 Trimeatre ee cee nee saw MALh 3.7 209,7 . 610k.9 sta.8 2h3.0 404 .73 Lo1.5
42 Trimestre .. .o. wee oa- jz2f.2 171.9 'zlh.) 66s.A WiG.) 327.7 . 270.4 LEHUNS |
. | | - i '
1978 i e eeh ien e mee aas 399.3 G 217.5 G3n.2 342,) 537.1 262.9 Kn2 .0 :
18 Trimeatra .o see eee aea  1I2.5 127.0 23,6 641.2 195.5 307.5 1977 6.1 O
29 Trimestro .o sces aae sas 3156, 4 3934 222,08 657.7 374.0° 453.8 ° 230.3 h33.8 .f"
39 Trimentre ou ses cse ama 106.) ho3.2 255.4 65)‘1‘ 362.9 550.5 351.3 300.5 . E%n
H9 Trimeatrre ee nee sse asx a6l.d 139.9 256.1 6oz, 7 396.2° 7h0.7 27¢,4 " 52).5 T

Orlgem & INE, “Doletim Manoal das Eatatlotican da Agricultura a Peacas”,

LAME
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INDICE DE PRECOS POR GROSSO EM LI'SBOA.

* (Base: 1963 = 100)

X\ﬂ 9\'1

<

\ .
N

—pe

Variagac anual

Grupos- e subgrupos . Medias )
1976 : 1977 1978 - 1977 1978
Indice geral , N ” 260 334" A441 28,5 32,0
Dispositivo fundamental
Alimeatagio . - . 303 389 453 28,4 16,5
Bebidas e tabaco 260 347 642 33,5 85,0
'_HatErias~primas ndo alimen |
" tares, excepto combustiveis 197 296 348 50,3 17,6
. Comb;ﬁcfécis e lubrificantes 283 345 T 454 21,9 31,6
Produtos da indastria quimica 174 205 272 17,8 32,7
Produtos manufccturaéas 192 232 281 20,8 ZL;L
JD15posiﬁiuo complecentar
Produédé nacionais 276 357 501 29,3 40,3
Prod&tos fabricados 5 pargir : ' - | |
f{’dé matE:ianprimas importadas 250 : 2é¢ | 324% 12,0 15,7
:r}PfodUEos d; eégrangeiro 235 326 - ~390 - 38,7 . . 19,6

Origem: INE, Boletim Mensal de Estatistica

3
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BANCO DI MORTUGAL

|

Tk e 26

. .

S

o

3 DT PRECCS NO CONSLMINOR

Kaae (100): 1967

PP

#idins Anuais Variogoes anvais em
Cidadea percentagen
1976 1977 1978 1977776 1978777
Linboa
Total  suv crr sre wan mue bas ses sen sea 353.¢6 440, 8 502.5 + 26,0 14.0
N . )
Total sen habitagso sas msn ses aas ses 19 41,4 507.0 + 25.8 17.5
Porto
i . .
TOLBL  wou 4es sba mos see ses sas ara sas 345.90 £36.0 815,17 + 26.4 1.3
Total sem habltagio 313.2 403.2 490.8 + 28.7 + 21.7
°  Coimbra
TOEAl  was wes o see sus sae ses ses ees 1,1 426.0 496,2 + 2.1 16.5
+ Total gem habltagdo 296.0 367.3 L 437.2 4 241 19.0
Evora
i
L A 1 28 49.1 5141 ‘2.0 145
Total sem habitsgio “ie sms cea sua wen 310.9 3194.6 4£69,9 ‘+ 26.9 19.1
Vigeu
TOUAL  eee aee sse o0 sre sy sms wnu wee 350.0 436.8 540.8 + 24,8 25.6
Total sem habltagio cer san ses ass asa 298.1 37 445.8 * 25,8 18.8 -
Faro
I TORAL  vae wse woe mee 4oe ese sen ase ass 403,3 491,86 655.4 + 21.9 33.3
Total sem habditagdo 310.5 402.0 "513.9 + 29.5 27.8
media (1) ! .
. i
Total  eer e ves wae tue ems wes aee sus 356,27 47,3 520.3 +23.3 19.0
Total sem habitagho 4ev vus nes sus sen 322.1 -~ L08.S 483.) +.26.8 19.8
. !
i +

I ———— - ot o

(1) Hidia ponderada pela populagdo realdente en ¢cadn eno nos distritoa a quc pertencem cada uma das seis cidades

ORICEM:

L AS-HY

INE, “Boletlm Mcasal de Eatatieclea™ & n® 54 da serie "Eotudoe”

Ry
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INTERNATIONAL MONETARY FUND
Portugal-~1979 Use of Fund Resources

Minutes of Meeting No, 2

Held at the Bank of Portugal
on Friday, May 18, 1979, at 10:30 a,nm,

Portuguese Representatives : Fund Representatives
Dr, Cavaco Silva Mr, de Fontenay
Dra, Cardoso Mr, Premchand

Mr, Osunsade
Mr, Stuart
Mr, Mitra

The meeting was devoted to developments in money and credit in
1979 and to the present stance of monetary policy, The Portuguese
representatives stated that the figures for February and March were
provisional, The money stock at the end of February was somewhat
lower than had earlier been estimated, principally owing to a
reduced rate of growth of demand deposits, but overall domestic credit
was higher on account of larger net credit extended to the public
sector, The esarlier estimate for the net foreign asset position of
the banking system stood, The first gquarter showed a surplus of
US $ 20,5 million (+ US $ 79 million in January, - US $ 29 1 million
in February, - US $§ 29,5 million in March) in the net foreign asset
position, and according to balance of payments indications in April
the net foreign asset position was expected to decline by
US $ 21 million and in May by a further US $ 20 million, The money
stock, particularly time deposits, continued to increase as expected,
but the rate of increase of demand deposits was substantially lower
than had been the case earlier, According to the seasonal pattern,
emigrants' deposits increased rapidly in January and February, The
credit figures had not been collected for the outstanding credits
to the ex-~colonies extended by the Caixa-Geral and the Banco de
Fomento, The credit ceilings that were presently placed on the
commercial banks now included their bad (uncollected) debts, However,
only January figures were available for credits inclusive of
uncollected debts, as the Caixa-~Geral took a long time to classify
bad debts, Revisions of bank credit data for December 1978 had been
suggested by the monetary authorities, However, in flow terms
expansion would not significantly be affected by these revisions, as
the stock of uncollected debts was almost stable, In annual terms
there was an increase in the money supply of 27,6 per cent imn
February and 28,2 per cent in March; the latter figure being subject
to revision, As there was a jump in the money supply in April 1978,
the next annual figure would have an obvious bias, '
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The credit ceilings imposed upon the commercial banks were
revised in February and March principally because uncollected debts
were now included in the limits, and also because in the absence of
a firm figure that was implicit under a Fund program, the authorities
had decided to act very cautiously, They tended to estimate the
increase in demand of money holdings by the public conservatively
and, in addition, to aim for no increase in the next foreign
liability position of the commercial banks, The loang delay in
obtaining monetary statistics made the task of setting credit
ceilings very difficult, but developments in the monetary base which
were available with practically no lag, offered a reasonably good
guide to the projected increase in the demand for money, There was
an increase in the demand for credit in January but not so in
February, a further increase in March, a flattening out in April,
and an increase 1s anticipated in May, The banks were making full
use of the credit limitations, which reflected the tightness of
existing c¢redit conditions as well as greater familiarity with this
system of monetary control, Special monetary institutions such as
the Caixa-Geral were allowed a margin above the credit ceiling, which
they often used, but such a margin was not cumulative in practice
and had ultimately to be liquidated,

Since the period September/October 1978 there had been a change
in the way credit ceilings had been placed on individual commercial
banks, Earlier there had been wide variations in departures from
the credit ceilings in both directions, but now the pattern of
observance was more uniform as the allocation of credit by the
monetary authorities corresponded rather more closely with the
anticipated needs of the commercial banks, However, problems of
uncertainty remain, In October and November, a relatively high
ceiling was given to the commercial banks which were then unfamiliar
with the new method, but a low indicative ceiling was placed for -
December, At the end of November, the December celling was raised,
but this caused difficulties as the banks were informed too late to
make use of the liberalization, It was the present intention of the
authorities to give commercial banks at least two months' notice,
The rediscount policy of the authorities mirrored the overall level
of the credit ceilings given to the banks and their utilization,

In November a tight rediscount policy was followed and the banks
could not finance the admittedly high ceilings, Subsequently,
rediscount policy was loosened and the liquidity position of the
banks improved with the balance of payments surplus, There has been
a shift in the proportion of credit towards those extended by the
special credit institutions which tended to go for housing and
construction, Such credit was extended by the Caixa~-Geral and by
Montefin, The housing fund obtains credit from the Caixa-Geral

and also partly from the central government budget,

O

S
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It was the intention of the authorities to keep the commercial
banks within the first tranche of allowable rediscounts now that they
were up to their credit ceilings, It was further the intention to
keep the growth rate of the overall volume of rediscounts as stable
as possible, The authorities intervened in the money markets as
well as in the inter~bank bond market in consonance with their
liquidity intentions, But there were considerable difficulties
as the banks were still familiarizing themselves with the new
institutional operations and not all were fully aware of the
monetary stance of the authorities, For example, certain banks
were not always aware that during the two middle weeks of the month
the volume of currency always decreased and this needed to be
compensated for by the authorities, The money market now principally
dealt in 90-day instruments in contrast to the 7~day maturities of
the past, The surplus funds of the Caixa-Geral, often of
substantial magnitude, were invested in the money markets or the
bonds market, DBut as the latter tended not to be a highly efficient
market, there was a greater reliance on the former, as a source of
funds for the banks that provided an alternative to rediscounts by
the Bank of Portugal, There was at the moment considerable room for
improvement, especially in the bonds market, In addition, the non-
bank public held Bank of Portugal bonds, generally of 8 years
maturity, with reasonably attractive interest rates,

Dra, Cardoso undertook to supply information regarding the
transactions of the autonomous funds vis-a-vis the Caixa-Geral -
of these the supply fund was the most important and the Caixa~Geral
was its major supplier, There remains some Bank of Portugal
participation in the operation of the autonomous funds, especially
that of social security, The Caixa~Geral also extended credit to
the public enterprises,

Turning to more recent developments, Dra, Cardoso stated that
at present the credit ceilings for the commercial banks for May
were the only compulsory ones, Indicative ceilings for June and
July had been decided upon, and these would be revised and made
obligatory in due course, The authorities used the method of
rolling ceilings two months at a time, But the notice given to the
banks depended greatly on the speed with which the banks themselves
supplied statistics to the authorities, Once the April figures were
known, the ceilings for June and July would be put on a firm basis,
The monetary survey showed that the net foreign asset position for
December 1978 differed from that provided earlier only in Escudo
terms as the different exchange rate was used for transactions with
the IMF: the dollar figure remained the same, The growth rate in
the money supply in annual terms was 28 per cent for December 1978,
28,2 per cent in January 1979, 27,6 per cent in February 1979, and
28,2 per cent for March 1979, but Dra, Cardosa, for purposes of
credit ceiling calculations, was working on a 27,5 per cent
expansion in the money supply for March 1979, It remained the policy
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of the authorities to prevent a decline in the net foreign assets
position of the commercial banks, although lately there had been

an increase in their side: this was defined to be of up to one

year maturity, Most bank liabilities were for 6 months, Only the-
liabilities of the Banco de Fomento and one loan that had been
obtained by the Caixa-Geral were liabilities in excess of one year,
The Sociedade Financeira was at present not included in the monetary
survey as they were practically inactive, although monthly data are
provided by them, Their activities were largely limited to paying
their foreign liabilities upon maturity, The investment institution,
once it isset up, is to be principally financed by long~term domestic
deposits (5 years or more) and by foreign loans, But there were
delays in the legislation concerning this institution,

The discussion turned to the seasonal pattern of the acquisition
of government bonds by the commercial banks, This development took
place largely in December and January (the complementary period) as
the Ministry of Finance issued bonds at that time and these were
taken up by the banks, Traditionally during the rest of the year
the Republic did not issue bonds but financed its deficit with the
aid of the Treasury subject to ceilings that had been established
by law--such ceilings were the equivalent of 3 per cent of the
latest available annual current receipts of the budget, A ceiling
calculated in such a way had proved to be highly restrictive in
recent periods, given the high rate of inflation and the lags in the
collection oi budgetary data; therefore, another account entitled
"Loans to the State™ had been created in the Bank of Portugal and
this permitted the Ministry of Finance to borrow from the Bank of
Portugal virtually without limitations, The rate of interest on
such borrowings were substantially lower than on government bonds
that had been placed with the commercial banks or with the non-bank
public, In addition, the Caixa-Geral which in the past had been a
department of the Ministry of Finance, also extended loans to the
Ministry of Finance, It was established in the discussions that the
Bank of Portugal had no effective way of enforcing any public sector
credit ceiling that may be established upon either the Ministry of
Finance or the enlarged public sector, The treatment and size of
the profits of the Bank of Portugal was of little economic significance
as most of it was transferred to the Ministry of Finance in order to
cover interest payments by the government on its outstanding hbonds,
and only part of it went to the interest subsidy scheme on certain
loans extended to the public, ©Some bonds issued to the non-bank
public were linked to the rediscount rate,

Dra, Cardoso stated that a special team consisting of representa-
tives from the Bank of Portugal, the Ministry of Finance, and the
Planning Department had been created to examine the credit requirements
of the public enterprises; this team was mainly concerned at tihe moment
with obtaining past data, At least for the 18 public enterprises that
had been identified for the Fund mission, the data for 1978 on a
monthly basis may be available according to credit guaranteed by
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(1) the Government, (2) banks, (3) or non-~guaramteed cradit, and would
be made availlable to the missiosn, The authorities were aware of
serious problems of seasonality of credit requirements of the autonomous
funds; for example, the supply fund and the social security fund, The
latter generally experienced a hump in August owing to the payment of
double pensions and at such times increased recourse was made to the
Caixa-Geral, In practice the automomous services did not borrow from
the commercial banks, although it was clearly open for them to do so,
The autonomous funds, particularly the housing and the supply funds,
tended to borrow only small amounts from the commercial banks, with
the Caixa-Geral being the major source of their financing,

A discussion on interest rate developments followed, It was
observed that the Eurodollar interest rate had tended to increasz in
razcent months but given a lower rate of depreciation of the Escudo
relative to the US dollar (as the dollar exchange rate tended to
depreciate), the relative interest rate differential in favor of
Portugal was relatively stable during 1978, In their calculations
the Bank of Portugal used mainly the 6-month and the l-month Euro-
dollar interest rates, as local deposits tended to be of the same
maturity, The developments in emigrants' remittances since December
did not sugzgest that domestic interest rates had lost relative
attractiveness,
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INTEBRNATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Minutes of Meeting No, 3

Held at the Bank of Portugal
on Friday, May 18, 1579, at 3:00 p,m,

Portuguese Representative Fund Representatives
Engeneira Engrid Alameida Mr, Premchand
(Ministry of Trade) Mr, Osunsade

Mr, Mitra

The meeting was convened to discuss recent developments
concerning trade restrictions, In response to questions by the staff
team, Eng,2 Engrid Alameida commented on various recent developments,
as summarized below:

1, Import Surcharges, The 20 per cent import surcharge was
reduced to 10 per cent, effective April 1, 1979, By Decree-Law No,
109/79, promulgated on April 17, 1979 and published on May 3, 19873,

a list of import items (consisting mainly of intermediate and durable
consumer goods, and amounting to 1,9 per cent of 1978 imports) was
exempted from the 10 per cent import surcharge and made subject to
basic import tariffs which were simultaneously introduced; the items
affected were the so-called "non-bound" items under GATT regulations,
The new basic tariff rates for these items ranged between 12 per cent
and 18 per cent, ad valorem, for imports from EEC and EFTA countries;
these were to be reduced in stages and to be fully eliminated Qy

January .1, 1985, in accordance with the following schedule (cumulatively):

(a) Reduction on date of introduction: 10 per cent, (b) Reduction on
January 1, 1980: 30 per cent, (c) Reduction on January 1, 1983:

60 per cent, (d) Reduction on January 1, 1985: 100 per cent, For
other trading partners, the rates of the new basic tariffs were
generally higher than those applicable to trade with EEC and EFTA
countries,

Concerning the 60 per cent surcharge, no change ia rate or
commodity coverage has occurred,_ Howaver, a technical group was
established earlier in the year to explore ways of replacing this
surcharge with domestic tax measures, but no follow-up action has
so far been taken,

2, Quota Restrictioans, Coffee and plastic products were
exempted from the value quotas recently established for 1579, For
the items still subject to quotas, the overall limit for 1979 was
Esc, 2,365 million, compared to Esc, 2,005 million for the sanme
items in 1978, or a planned increase of 18,4 per cent in value terms,
The basic determining criterion was to allow for at least the same

volume as in the preceding year,
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3, Other Aresas, Concerning importation by the commodity
marketing boards in the public sector, the import programs and
related foreign exchange budgets for 1979 had not yet been finalized,
In the meantime, the boards had been allowed to make purchase plans
up to 60 per cent of their individual import programs for the
proceding year, and to base their domestic marketing of the relevant
products on the actuals for the previous year, Delays ia finalizing
the import programs were said to be related to the fact that decisions
about changes in the administered prices of these products had not
been made,

-
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INTERNATIONAL MONETARY FUND
Portugal--i279 Use of Fund Resources

Minutes of Meeting No, 4

Held at the Bank of Portugal
on Friday, May 18, 1979, at 5:00 p.m,

Portuguese Representative Fund Representatives
Dr, Mendes (Bank of Portugal) Mr, Premchand

Mr_ 6 Osunsads

Mr, Mitra

Dr, Mendes' responses to questions raised by the staff team
concerning external debt data covered the following areas:

1, Source of External Debt Data, External borrowing by the
traditional public sector is handled by the Treasury in the case of
cash loans, and by the Junta do Credito Publico in the case of sales
of government securities abroad, For all other foreign borrowings
with an original maturity of one year or over (including those by
the public enterprises), authorization "bulletins" are required
from the Capital Department of the Bank of Portugal, Information
derived froa these bulletins, including the draw-down and
amortization schedules of foreign loans were stored in the computer,
and constituted an important source of data on Portugal's extermnal
indebtedness, For foreign borrowing by the public enterprises,
bulletin~derived data were believed to be comprzhensive, except for
some isolated cases oi suppliers' credit, It was not guite clear by
what criteria authorization bulletins were issued; it was understood
that they were issued more or less automatically for the public
enterprises, though this was said not to be the case for other
sectors,

2, Compilation of External Debt Data, Some external debt data
have been compiled from the computer-based information on autinorization
bulletins; but, largely because they reflected original borrowing
plans, these data were considered inaccurate in several respects--2o g,
in counting as debt outstanding some yet undisbursed foreign loans,

As a separate =2xerciss, the balance of payments division of the Bank

of Portugal has compiled external debt data basesd o4 actual capital
movements as reported by the intermediating banks; these were said

to be more reliable than those derived from the authorization

bulletins,

In connection with technical assistance provided by Mr, Aimé
Billoud of the Fund staff, a working group on the compilation of
external debt data was set up in the Bank of Portugal, In a report
submitted in early May 1979 to the Bank's Board of Directors, this
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group recommended, inter alia, an integrated, centralized compilation
of external debt data, The report had not yet been discussed by the
Bank's Board,

3, Other Aspects, Concerning commercial bank guarantees of
external borrowing, it was explained that this could happen only for
the public enterprises, and only in cases of the use of buyers' credit
to finance essential importsg~~i,e,, payment for imporis by means of a
bank loan raised abroad with the guarantee of the domestic bank (such
loans were in fact being classified as foreign liabilities of the
domestic banks, though it was planned to shift them "above the line"
as short-term capital movements), For 1977 and 1978, it was promised
to provide end-~of-year external debt data broken down among (a) those
with government guarantee, (b) those with commercial bank guarantees,
and (c) those non~guaranteed, External debt flow data for 1977 and
1978 were also requested in respect of the public enterprises, both
for the total of such enterprises and for the 18 largest units for
which domestic credit data had previously been provided, Dr, Mendes
promised to report back early in the following week about the
feasipility of these three requests,

S
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INTERNATIONAL MONETARY FUND
Portugal--~1979 Use of Fund Resources

Minutes of Meeting No, 5

Held at the Ministry of Finance
on Monday, May 21, 1979, at 10:00 =a,m,

Portuguese Representative Fund Representatives

Dr_, Ohen Gongalves Mr, de Fontenay
Mr, Preamchand
Mr, Osunsade
Mr, Stuart
Mr, Mitra

The meeting was devoted to a discussion of the 1979 budget,
budgetary controls, and possible longer-term reforms of budgetary
procedures and systems, Dr_ Gongalves stated that the complementary
period expenditures for 1279 would be roughly equal to those of
1978; Treasury operations were extra=budgetary and difficult to
project, He confirmed that the financing regquirement for the 1979
fiscal year was Esc, 51,4 billion and that, at present, an
assumption of nil had been made for Treasury operations,

v, Gongalves stated that the January and February figures for
tax collections were available and he expected that the March figures
would be available soon, The figures for direct taxes collection
were particularly important as the professional (labox income) tax
was collected essentially in the months of January, April, July, and
October, Given the healthy development in this item in the first
two months of the year, the new budget proposal contained a higher
revenue forecast by Bsc, 0,3 billion, at Esc, 14,6 billion, The
extraordinary tax on labor incomes, which included civil servants',
was reduced from 4 per cent to 2 1/2 per cent, and the revenue fore-
cast from the extraordinary tax reduced from Esc, 16 billion to
Esc, 13 billion, In the latest budget proposal the extraordinary
tax on pensions has been dropped, In the first two months of the
year collection of the tax on interest and dividends was particularly
encouraging, and it implied a significant recovery as compared with
the last two months of 1978, when, given the increase in interest
raves, the volume of these taxes did not show a commensurate increase,
Forecast receipts were raised from Esc, 6,4 billion to Esc, 6,75
billion, The collection of the complementary tax in the first month
of the year, which really reflected arrears in tax collection, was
again encouraging, but as the earlier revenue forecast had been
considered to have been on the high side, it was left unchanged,

As the industrial tax was primarily collected in July and October

and the real estate taxes only in October, with the bulk of the real
estate tax revenues going to the local authorities, developments in
these and in other direct taxes in the months of January and February
were not considered to be of significance, Taxes on imports were
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chiefly four in number. import duties, the import surcharge, tax

on cars, and the gasoline tax, In the first quarter the import
duties were not very buoyant, perhaps even pointing to a stagunation
in revenues from this item for the year, but the previous proposal
of receipts of Esc, 6,5 billion or a 20 per cent increase was left
untouched, Also, in the first quarter the import surcharge amounted
to Esc, 1,5 billion, but this was largely artificial as early in
1978 there had been problems in collection, The new forecast of
Esc, 3,5 billion (reduced from Esc, 4,3 billion from the last
proposal) was considered to be gquite feasible, The forecast of the
yield from gasoline taxes was left unchanged, although developments
in the first quarter should have led to a reduction in the budget
estimate, However, an improvement in the collection of this tax

was anticipated, The revenues from the automobile tax was increased
in the latest proposal in the wake of collections of Esc, 1,6 billion
in the first quarter of this year to Esc, 5,7 billion, No change has
been forecast for the yleld from stamp duties, The yield from sales
taxes had been revised from Esc, 43,2 billion to Esc, 41,2 billion,
partly owing to the fact that the extension of this tax to services
has been delayed until July (rather than April) with proceeds omnly
from August, The element of the sales tax attributable to services
is now expected to yield only Esc, 0,6 billion, The inerease in the
rate of sales tax from 13 to 15 per cent would occur not in March

as earlier expected, but in June, and this explained part of the
reduction in the forecast, The collections in the first 2 months of
1979 came to Ese, 5,942 billion (Esc, 4,703 billion in 1978),

Dr, Gongalves considered the new yield forecast to be rather
optimistic and much would depend on the effectiveness of tax
collection, The tax on tobacco was still expected to yield

Esc, 8,75 billion, but in June the rate of tax may be raised to

50 per cent, which was a higher rate than had been proposed initially
and which would also come into effect two months earlier than the
initial proposal, Dr, Gongalves considered that the main sources of
revenue difficulties for the budget were those expected from import
duties as well as sales taxes, The reduction in the yield forecast
for the latter was probably an underestimate, The import duty
collection tended to be irregular and often stagnant,

On the expenditure side, there were a few differences between
the two budget proposals, Current expenditures were marginally below
the earlier figure with higher expenditures on subsidies and transfer
payments but lower expenditures on goods and services and interest,
There was Esc, 0,9 billion more on transfers, mainly owing to an
increase in the appropriation for medical services for civil servants,
The budget figures reflected a rate of implementation of 96 per cent
for goods and services as well as for transfers, Local authorities’
transfers were expected to be implemented fully, The 98 per cent
implementation figure for other expenditures was not anticipated to
be difficult to attain, But if full implementation were to take
place, the current deficit would rise by Esc, 6 billion to
Ese, 10,92 billion,



®

Meeting No. 5

The rate of implementation on capital expenditures was assumed
to be 87 per cent, which was less thac the initial assumption of
95 per cent and, indeed, less that the actual implementation ratio
0of 92 per cent for 1978, Dr, Gongalves stated that the government
would take action to prevent full spending, The capital expenditure
figure for local authorities, Esc. 8.2 billion (a high figure) was
left unchanged, The lower rate of implementation saved Esc, 5,5
billion in the capital budget and thus Esc, 11,5 billion in the
overall budgetary deficit, Expenditures on investment transfers
to autonomous services werz to bDe subject to the strict implementation
ratio, Non-local authorities spending was expected to he ‘
Esc, 32 billion, of which Ese, 16 billion was in housing and public
works, The achievement of budgetary targets would require further
positive action by the government,

Turning to the implementation of the budget, Dr, Gongalves
stated that departments could use 1/12th of the budget appropriation
figure (i,e,, excluding the rate of implementation), but there were
exceptions that are provided for under the decree law, In principle
a decree law could be issued that would restrict departments to
1/12th of the expenditures adjusted for implementation ratiss, For
capital expenditures there were monthly allocations, but this was
hardly a control mechanism as the bulk of expenditures were made in
the months November to January, There were no monthly allocations
on commitments, Commitments were simply based on the global budget
figures and additional action was necessary if these were to be
subject to control,

Mr, de Fontenay inguired what possible further measures could
be taken to improve control over expenditures and the government
deficit, Dr, Gongalves stated that the monthly allocations could be
.based on the implementation ratios, For capital expenditures there
would be difficulties in revising the presasnt budgeted programs even
though, as the budget had been delayed, this would be a desirable
course of action, as such revisions would take too 1loug, The simplest
way would be to leave the investment programs unchanged and to
implement strict control, It was true that the spending intentions
of autonomous services had been probably revised downwards as the
budget had been delayed by three months, but the budget did not
significantly reflect this development, Many services were not
expected to fully use their appropriations, The Ministry of Finance
could only control expenditures made during the fiscal year, but

not commitments, particularly as certain commitments gave rise to
spending only in the following fiscal year, The commitments were
subject to registration in the central Planning Commission and the
Ministry of Finance was informed only at the spending stage, The
figures for expenditure this year indicated spending by the services
up to the budget's ceiling that had been provided to them for certain
items, If budgetary expenditures tended to exceed the implementation
ratios, the Ministry of Finance could free past savings that had

been made from the 1/12 appropriation figure by ministries through
the use of a budget decr=ze,
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The discussion turned to various areas of problem in keeping
to budgetary estimates, Transfers to the health services was one of
these, But Dr, Goangalves expected that the problems of 1978 would
not recur in 1979 as adequate provisions for the health services had
been made, The Supply Fund and expenditures on subsidies could be
problematic especially as the transfer to the Supply Fund has fallen
to Esc, 3,4 billion in 1979 as compared to Esc, 5,6 billion in 1878,
and the increase in gasoline prices has been considerably delayed,
The rate of subsidization of essential fondstuffs remaians such as
to be a potential source of concern to the Supply Fund budget,
"There had been no change in the gasoline price since October 1978,
The new budget proposal provided for Esc, 7,3 billion in subsidies
for the public enterprises which represented a large decline conpared
to Esc, 11 billion in 1978, Most of the transfers are expecited to go
to the railways--nearly Esc, 5 billion, The budget included an
increase in the equity of enterprises with Esc, 11,8 billion being
the overall amount to be distributed, a large part of which would
go to the transport sector, The Esec, 7,3 billion figure for
subsidies for the public enterprises was another major area wihere
the budget was probably too optimistic,

The government had not acted as yet to raise the prices of
various services largely for political reasons, and it was not known
when these prices would be revised upwards,

Transfers to the local authorities, according to one part of
the new local authorities' financing law, would have been
Esc, 26,7 billion, but responsibility for some Esc, 18,4 billion
of expenditure by the central government (mainly on education) was
notionally being transferred to the local authorities, so that only
Esc, 8,3 billion was to be transferred, In total, in the present
fiscal year there was to be a transfer of Esc, 4,2 billion to the
local authorities, over and above what had heen foresesn in the
original budget proposal, Net tax revenues accruing to the locail
authorities would decline by Esc, 1,6 billion, Of the net gain
to the local authorities, only Esc, 0,6 billion would be spent and
the current savings of the local authorities were expected to rise
by Esc, 2 billion, On the capital side new transfers totalled
Esc, 13,0 billion (the initial proposal was Esc, 9,7 billion) but
this increase in transfers corresponded to an increase in their
overall savings, The additional cost to the state budget of the
implementation of the new local authority financing law was
Esc, 7,5 billion, but not all of this was to be spent; the net
increase in expenditures was estimated to be Esc, 2,2 billion,

The discussion turned to longer-term reforms of budgetary
procedures with particular attention to the autonomous services and
autonomous funds, Dr  Gongalves stated that there were a large
number of autonomous services, but the major ones were undoubtedly
the health services which constituted a large and complex group,

In 1978 the government assumed respounsibility for the health
services of the working population which had previously been a

O
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responsipility of social security, and this was managed by a
coordinating committee and was therefore not really an autononous
service as yet, Various autonomous services such as the ports

and airports functioned well without intervention of the Ministry
of Finance, All autonomous services submitted their accounts to
the Court of Audit in detail, The Contas de Ordeam included fower
than 30 autonomous services, For most autonomous services,
transfers from the state budget were the main source of revenues
with sales of their goods and services being an additional source
of revenue, The former could be made subject to monthly allocations,
but a major problem remained the coordination of state budgets and
those of autonomous services, in order to get a consolidated budget
upon which monthly controls could be based,

The autonomous funds numbered 20 - 30, and most of them could
in practice be included in the Contas de Ordem, These funds
relled execlusively upon transfers from the budget, with the
exception of four, the Supply Fund, the Employment Fund, the
Land Transport Fund, and the Tourism Fund, Except for the Manpowar
Development Fund, their budgets were approved by the Ministry of
Finance, but controls over their expenditures were entirely ex-
post, A working group is being set up to examine the coordination
of the budgets of the services of the funds, Dr, Gongalves
considered that the 96 per cent implementation assumption for
transfers to the autonomous funds may be difficult to obtaia without
further action on the part of the Ministry of Finance, The Treasury
could also take administrative action to keep payments to the publie
enterprises within policy limits, Dr, Gongalves added that the
general intention was to include gradually more and more services
into the Contas de Ordem so that better control could be exercised,
but in this regard a problem existed with regard to the health
services and hospitals which were not subject to public accounting
and enjoyed a great degree of autonomy,
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INTERNATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Minutes of Meeting No, 6

Held at the Office of the Director General of Public Accounting
o1 Tuesday, May 22, 1979, at 10:30

Portuguese Representative Fund Representatives
Mr, J, M, Lourenco Gones Mr, de Fontenay
Director General of Mr, Premchand
Public Accounting Mr, Osunsade
Mr, Stuart
Mr, Mitra

The discussions with the Director Gemeral covered a wide range
of the procedural aspects of release of funds, extent of control
exercised by the Public Accounting Office, relationships with
autonomous agencies and funds, role of delegations attached to the
spending ministries, and related aspects,

Reiease of Funds, The Director General indicated that funds to
the spending departments were released at the rate of one-twelfth
of the actuals for 1978, for each month of the current fiscal year,
In some cases, depending on the nature of the transactions, amounts
approximating one-twelfth of the budget for 1979 were also released,
However, to ensure that the overall levels of spending were well
within the limits indicated in the budget, they have restricted
releases on the capital side, only to the ongoing projects, Further,
the authorities were also envisaging to exercise more rigorous
controls on the budget provision for "miscellaneous expenditure”
and it was their expectation that there would be marginal reductions
in the eventual expenditure under this head, On enquiry from the
staff, he clarified that the amount provided under this head consti-
tuted about 3 per cent of the current expenditure of the state budget,

As for the autonomous agencies and funds, releases were made at
the rate of 1/12 of the actuals of 1978 and no restraint was exercisad
at this stage on these releases, It was his view, however, that the
only item that would lend 1tself for the exercise of control, was
the provision under the head "transfers" but added that no view has
been taken on using it as an instrument of control,

The Director General added that the monthly releases on the basis
1/12 ratios were confined only to current expenditures, In regard
to capital expenditure, a major role was played by the Department of
Central Planning which reviews the reguests for funds from the
spending departments and authorizations were made by the Public
Accounting Office on the basis of the certification by the Planning
Department,
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Responding to questions from the staff, the Director General
pointed out that under a law enacted in 1977, the Ministry oif Finance <:)
was empowered to issue budget decree that inter alia provided for a
reduction in the expenditures of the administrative departments,

Such adjustments could be made both for current and capital
expenditures, The staff enquired whether in releasing funds for

the period July to December, there would be a catch-up %5 the
expenditure estimates of the new budget and whether the differential
betweentthe entitlement on the basis oif the new budget and the amounts
released on the basis of the previous year's actuals would be released,
The Director General responded in the affirmative and indicated that
there would be a catch-up except in regard to the miscellaneous
expenditure head in the current budget in regard to which a further
tightening was expected,

Role of delegations, The delegations of the Public Accounting
departments are attached to the spending departments and are entrusted
with the responsibility of verifying the transactions and the issue
of authorizations, 'The delegations do not keep a record of the
commitments, It is expected, however, that the administrative depart-
ments would watch the commitments and generalily adhere to the ceilings
indicated in the budget, In view of this adherence, there was unlikely
to be any excess expenditure excepting for emergent expenditure
incurrzsd in the context of natural calamities and similar events, In
response to a query from the staff on the nature of supplementary
estimates during 1978 and whether they were obtained for regularizing
already incurred expenditures, the Director General pointed out that (:)
1978 was a somewhat unique year in that lack of anticipation of
expenditure requirements and the instability at the political level
had in some measure contributed to the situation,

Cash management, The Director General stated that the actual
process of payment and related resource management was the responsibility
of the Treasurer, On the whole, however, it was his feeling that
there was no cash management in terms of a systematic forecast of
receipts and outflows,

Status of reporting, A monthly report on the authorizations
issued by the Public Accounting Office is published by the Director
General, However, owing to reporting lags and associated delays,
the latest available report is for the month of February (1979) only,
In response to an enquiry from the staff, the Director General
indicated that these reports were not reviewed in detail within the
Ministry of Finance to identify the leads and lags of expenditure
flows,

Coordinating entry (Contas da ordem) for autonomous agencies
and funds, The Director General stated that the new entry in the
Ezaget on the net position of certain agencies and funds was
primarily in the nature of a statistical device to bring together
the autonomous agencies and funds, So far, harbours, land transportation
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fund and others have been brought into the purview of this device,
and it was their intention to gradually extend the scope of this
to include the other major funds, He added that this device had
proved helpful in ascertaining the surpluses available with some
agencies and funds,



s
H
T

INTEENATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Minutes of Meeting No, 7
Held at the Bank of Portugal

on Tuesday, May 22, 1579, at 3:00 p,m,

Portuguese Representatives Fund Representative

Dr, Cavaco Silva Mr,

Osunsade
Dr, Mendes

1, 1Introduction, The meeting was convened as a follow-up
on a number of guestions previously discussed, Before proceeding
to the discussions summarized below, Dr, Cavaco Silva was given a
copy of the staff mission's outline of the proposed stand-~by
arrangements for onward transmission to the Governor of the Bank
of Portugal,

2, Meeting Schedule, Dr, Cavaco Silva confirmed the
mission's scheduled meeting with the Secretary of State for Public
Administration in the afternoon of the same day, and another with
the Secretary of State for the budget at 11 o'cloeck the following
morning, He was unable to specify the timing of the expected meeting
with the Secretary of the Treasury, owing to the latter's absence
abroad; he hoped to confirm this the following day,

3, Phasing of Profit Remittances, It was reported that
Mr_, Rodrigues (Deputy Director of the Capital Transactions Despartment
of the Bank of Portugal), who used to discuss this matter with the
Fund staff, was no longer in charge; the Department's Director
(by name of Dr, Caeiro Pereira) was now responsible for this matter,
On the basis of his discussions with Dr, Pereira, Dr, Cavaco Silva
promised that the reguested data on exchange authorization and
evolution of waiting time regarding profit remittances would be
ready on Thursday, May 24, 1979, and possibly a meeting could be
arranged on this subject for that day,

4, External Debt, The Bank of Portugal's study group that
recently submitted its report to the Bank's Board of Directors,
consisted of 6 staff members (from the Bank's Capital, Computer,
and Research Departments); the group worked on the project for

five months, The main feature of the group's recommendation was
the call for the establishment of an extermal debt data unit in

the Research Department of the Bank, to be staffed with the various
people currently handling external debt matters (some in other
departments), A revised format of the authorization bulletins
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for capital transactions was also prepared hy the group, as a -
means of facilitating the collection and processing of external debt fﬁw
data, For foreign borrowing transactions by the Treasury and the N~
Junta do Credito Publico (which are not subject to authorization
bulletins), the study group also designed a format for routine
reporting of external debt developments at the level of the
traditional public sector,

The Portuguese representatives expressed optimism that the
recommendations on external debt data management would be accepted
by the Bank's Board of Directors, They stated that there was great
awareness of the external debt situation by the Bank's Governor and
his Deputies, In fact, it had been intended that the new Annual
Report of the Bank would contain a chapter on external debt develop-
ments, but this idea had to be abandoned for lack of data, As for
timing, the Portuguese representatives stated that, if the establish-
ment of the new unit could be approved within the next few weeks, the
earliest time at which it could be expected to become fully operational
would be September this year,

Concerning foreign borrowing by the public enterprises, they
hoped to provide some data on the fnllowing day, for a siightly
bigger sample than the 18 for which data had earlier been supplied to
the Fund staff,

O



INTERNATIONAL MONETARY FUND

Portugal--1979 Use of Fund Resourcss
Minutes of Meeting No, 8
Held at the Office of

the Sacretary of State for Public Administration
on Tuesday, May 22, 1979, at 5;30 p,m,

Portuguese Representative Fund Represantatives
Mr, Figueiredo Lopes : Mr_, de Fontenay
Secretary of State for Mr, Premchand
Public Administration Mr, Osunsade
Mr_,Z Stuart
Mr, Mitra

Mr, Figueiredo Lopes was asked about the present government's
thinking on salary increases for civil servants in 1979, about
recent changes in the number of civil servants, and finally about
current projects for a raform of the civil service, Mr, Figueirsdo
Lopes did his best, and then some, to answer the three questions,

On salariess he said that the government was trying to allocate the
Esc, 10,5 billion provided in the budget for salary increases, betwsen
a general increase and some selective inecreases in salaries and
benefits, such as pensions (Esc, 1,2 billioan), health and other
benefits (Ese, 400 million), reclassification of certain jobs
(Ese, 1 billion), The government was also trying to "rationalize"
civil service careers, to deal with "distortions", to incresass the
differential at the top of the scale, and to widen the salary scale
from 1/3,5 to 1/4, This would leave only about Esc, 5 billion
for the general salary increase, which, if it were to be retroactive
to January 1 as the unions wanted, would imply an increase of 14,8
per cent, The government was hoping that the selective incresases
which would be part of the "restructuration" package could be put
into effect as of July 1 only, At present the unions were demanding
a 23 per cent general salary increase retroactive to January 1, The
cost to the budget of such an increase would be Esc, 11 billion or
0,5 billion in excess of the budgetary appropriation of salary
increases, /This is a surprisingly low figure, which probably
excludes autonomous services/

Mr, Figueiredo Lopes confirmed that nobody had thne slightest
idea what the number of civil servants was at present, He offered
an estimate for May 1978, which was politely declined, He then
described what had been done for the 45,327 civil servants returning
from the foramer colonies (Pessoal Adido), More than 12,000 of them
had been fully integrated in permanent civil service jobs; 22,000
were "floatiang"; 6,563 were "desvinculados™, i,e,, about to be
pensioned off or working in the private sector; finally, 3,200 were
sitting at home waiting for a job, but still getting paid,
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Mr, Figueiredo Lopes said that ne was headiag a ceairal committee
for the rationalization of public service personnel, the uwain tasks aof
which wersz to identify redundancy, simplify public service structures
and career streams, facilitate the redistribution of personnel tarough
training and recycling, and improve mobility between the various de-
partments, which is practically nonexistant at pr2sent, A central de-
partment of recruiting and training would be created as well as a
central filing system which, hopefully, would then be able to produce
an estimate oI the number of people employed in the civil service,

On administrative reform Mr, Figueiredo Lopes said that the main
impetus had come from the second provisional goverament which had
established a Ministry of Administrative Reform, The first step had
been to set the goals for the reform, such as raise the moral standards
of the e¢ivil service, restore dignity to same, corresct distortion and
injustices, and so on and so forth, The next step would ve to try to
"rationalize existing structures,” whatever that means, modernize
management, improve the relations between the civil servants and the
public, and promote innovation and modernization in the civil service
through a magazine called "The Public Administration Review,” The
meeting was then rudely interrupted by the President, who called to
enquire what progress had been made on a project for a National
Institute for Administration, which would train the top civil servants
aloung the lines of the ENA in France, Mr, Figueiredo Lopes confirumed
that that institute could start operating in less than a year,

O
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INTERNATIONAL MONETARY FUND
Portugal - 1979 Use of Fund Resources
Minutes of Meeting No, 9

Held at the Ministry of Finance
on Wednesday, May 23, 1979, at 11:00 a,m

Portuguese Representatives ' Fund Repraesentatives

Dr, Joao Pinto Ribeiro Mr, de Fontenay
(Secretary of State for Mr, Premchand
the Budget) Mr, Osunsade

Dr, Antdnio J, Carvalho Mr, Stuart
(Under-Sezratary of Mr, Mitra

State for the Budget)
Dr, Ohen Gongalves

(Director of Research,

Ministry of Finance)

The meeting focused on the basic theme o0f what steps could
be taken to ensure that the ove:all deficit figure in the proposed’
budget for 1979 would not be exceeded, The ensuing discussions
cantered around the following principal issues: (i) On the
coming into effect of the new budgét, would spending departmants
be allowed a "catching~up" (in the form of utilizing the excess of
their monthly appropriations under the new vudget over the 1978~
basad monthly allocations they had so far been given)? (1i) What
procedures were in place regarding commitments of capital expendi-
ture? (1ii) The prevailing policy on the hiring of personnel in
the civil service; and (iv) Wnat preparations, if any, ars under
way for the 1980 budget?

Responding to questions on the above-mentioned areas, the
Secretary of State for thé Budget statad that gquestions dealiag
with capital expenditures and subsidies (together with transfers)
should be directed to tie Secratavrizs of State for Planning and the
Treasury, respectively, As for current expenditures (which were

under his Jjurisdiction), his intention for thz current fiscail year
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was to cut spendings for goods and services by 50 per cent and f~>
by 15 per cent for other current operatiag items, beginning July )
13279, Expenditure requests beyond these limits would be made
subject to substantial justification, On tihe questioan of the
effaoctivaness of the rule o0f one-~twelfth in the context of the
control of commitments, the Secretary of State atatad that there
difficult cases of "{fait accoapli--e ,g,, spendings relatiang to
hospitals, On the question of whether spending departments could
be required to submit lists of all commitments already made, he felt
that this could be done, but added that there was at present no
mechanism for control at the commitmeau: stage, Turning to health
expenditures, he commentasd that these increased sizeably during the
past budget year, and the Esc 30 million in the 1979 budget did no%
appear adequate; any over-runs in this regard might, however, he <:>
2ffset by likely underspendings ia other current account headings,
Commenting on the fact that budgeted expenditures for health
services had generally turned out to be substantially lower than
actuals, the Secretary of State said that appropriations for these
items were often set deliberately on the low side, to discourage the
relevant departments from excessive spending,

Concerning personnel policy, the Secrstary of State saild
that recruitment into the civil service was subject to his approval,
The trend in this regard was said to portray a decline in new

recruitments in relation to applications, as evidenced by the

following data.
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-3 -
Number of
&N\ Period : Numper of Applicants Recruited Applicanis
- 1978 (Full Year) 1,496 2,560 (56,9 %)
1979: Januaxy 415 211 (30,8 %)
February 373 173 (46,4 %)
March 814 309 (38,0 %)

Most of the new recruits were from overseas; and the posts r=latad
mainly to social services (nurses and doctors) outside the major
citiés. By the end of 1978, civil service peréonnel totalled
302,504, the security forces 23,900, and the miliary 65,000, Priority
in niring was given to technicians and employment outside the cities,
Plans were on hand to freeze employment in the civil service, but
it was difficult to put sucn intentions into practice, The question
was answaered in the affirmative as to whether personnel requests Dy

o departments were 28% inflated with a view to malkiang such departments
still comfortable personnel-wise despite a cut in their requests,
It was added that under the existing procedure, some autoaonous
services (e,g,, universities) could recruit personnel without prior
autinorization by the Sacretary of State,

Turning to the various stages in the budget formulation
exercise, the Secretary of State explainad that usually the exercise
must start in June of each year, with =2ach service requirad to
submit its raquest by the =2nd of that montn, The budget document

P r('.s‘&\‘tﬂd
itself must be prepETad to Parliament by October 15, In reply to

a question, the Secretary of State agreed with the point that

under this budget preparation procedure, expenditure estimates
submitted in mid~year might be out of date by year-~=snd when the

)
CZ budget is due for approval by Parlianment,
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INTERNATIONAL MONETARY FUND
Portugal - 1979 Use of Fund Resources
Miautes of Meeting No, 10

Held at the Bank of Portugal
on Wednesday, May 23, at 3:;00 p,m,

Portuguese Representative Fund Represzntative
Dr, Mendes Mz, Osunsade

(Bank of Portugal)

The purpose of the meeting was to follow up some oub-
standing questions on external debt, Dr_  Mendes began by making
availlable to the staff mission a copy of the report containing the
recommendations of the working group set up in the Baank of
Portugal with a view to improving the machninery for the
collection of external debt data,

On the extermal debt of the state enterprises, Dr, Mendes
produced data showing that the net use of foreign loans by a
selactad list of 26 public enterprises in 1978 amounted to the
equivalent of US $ 223,7 million, This amount, however, excluded
foreign borrowing during the year by a nunber of public enter-
prises, of which the following accounted for US $ 100,3 million

(in US $ wmillions):

1, DBanc¢o de Fomeanto : 51,0
2, SFP : 13,3
. 3, SECIL (Cement company): 9,0
4, IAPO : _27.0

Total . 100,3
To obtain stock and flow data on the extarnal indebtesdness of all
the public enterprises would, according to Dr, Mendes, require

about 3 - 4 weeks of work, using the information stored in the
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conpater, Part of the problem was thal the Bank of Portugal
depended on a conputer time-sharing arvaangement with the Caixa
Geral; but the Bank was planning to nave its in-houses computer

services soon,

O

D

-
~.



INTERNATIONAL MONETARY FUND

Portugal--1979 Use of Fund Resources

Minutes of Meeting No. 11
Held at the Ministry of Finance on
Wednesday, May 23, 1979 at 4.00 p.m.

Present:
Portuguese representatives . Fund representatives
Dr. Almeida, Secretary of State Mr. de Fontenay
for the Treasury - Mr. Premchand
Dr. Cavaco Silva, Bank of Portugal Mr, Osunsade
Dr. de Melo, Director of the Treasury Mr. Stuart
Dr. José Silva Rodrigues Mr. Mitra

Dr. Castro Guerra
Dr. Adriano de Carvalleo

At this meeting, two general topics-—-the financial situation and in-
vestment plans of the public enterprises, and the possibility of imple~
menting a cash management system for the central administration--were dis-—
cussed.

I. Public Enterprises

Mr. de Fontenay opened the meeting by recalling that in February, the
system of Planning for the Public Enterprises (SPEPP) had just gone into
effect and the hope then was that by late March more data would be available
on the financial situation, investment plans, and overall credit needs of
the public enterprises sector. It was also expected that these data would
be useful in determining new prices for the services and products offered
by the enterprises. The Secretary of State for the Treasury, Dr., Almeida,
replied that all the reports related to SPEPP had been received and these
were being reviewed at the sectoral and enterprise level. Some historical
figures were now available related to 1978 for 26 of the largest public
enterprises. The data on bank credit to these firms as provided by the
firms themselves had been compared with data from the banks, and there were
only relatively minor discrepancies. Banking data showed that bank credit
increased by 40 per cent, from Esc 83,2 billion at end-1977 to Esc 117.4 bil-
lion at end-1978, Indebtedness to foreign banks and suppliers reached
Esc 96.58 billion at end-1978. All foreign credits were now being carefully
monitored, irrespective of maturity. It was estimated that these credit
figures, domestic and foreign, represented over 90 per cent of credit to the
public enterprises sector,

The financial needs of the 26 enterprises, a$ indicated in requests for
1979, totaled Esc 104 billion, of which Esc 17 billion was for working capi-
tal, Esc 60 billion for projects already underway or approved, and
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Esc 24.5 billion for new projects (Table 1). These requests included that
some Esc 45 billion would come from the budget through either subsidies or
equity, and Esc 55 billion from borrowing domestically and abroad. This

was the only global indication of financing needs in 1%79. Dr. Almeida
indicated further that a figure of this magnitude (Esc 104 billion) was
clearly unrealistic. For example, the state budget included only Esc 18 bil-
lion in financing to the public enterprises (Esc 7 billion for subsidies and
Esc 11 billion for equity) compared with Esc 45 billion requested. The total
figure was not based on a detailed list of projects. A detailed list of pro~
jects had been submitted by the transportation sector but no list had yet
been received from the Ministry of Industry. In deciding on the total of
projects that would go ahead in 1979, Dr. Almeida indicated that the Govern-
ment would take into account the amount of financing to come from abroad
given the balance of payments outlook, the foreign borrowing to be under-
taken by the Govermment and financing to be made available through the
domestic banking system, It was the Government's firm intention not to
increase the amount shown in the budget for equity transfers, although it
would be necessary to raise subsidies. During the meeting, the Secretary

of State for the Treasury contacted the Minister of Industry, who indicated
that some Esc 38-40 billion would be required for projects in the industrial
sector which were approved in 1978. Decisions on which projects would be
given priority would be made project by project, as no plan existed as of
yet. Allowance would have to be made for projects approved or committments
given in the past, such as for the national bus company (RN) and the Lisbom
bus company (CARRIS). Investment in railways and the Lisbon Metro were also
being promoted, as these investments provided employment in the metalworking
sector. An airport at Madeira and an investment by the electricity company
(EDP) had been approved. Also, four big ships for the merchant marinme might
go forward. The steel project had been approved in principle, and would
start once a market for the production was assured.

On the question of subsidies to public enterprises, Dr, Almeida pre-
sented a series of tables showing the subsidies provided by sectors and firms
for recent years (Attachment 7). Data on increases in prices and charges of
public enterprises and utilities were also presented (Attachment 2). Looking
at the prospects for price increases in 1979, Dr. Almeida recalled that in
February, price increases had been expected to come in late March. It had
now been decided to raise prices only after the budget had been approved,
perhaps within two weeks. Mr. de Fontenay noted that in April, price
increases in the range of 18-20 per cent were thought to be imminent but
these had been postponed. He suggested that even price increases of this
magnitude would not cover increased costs since the previous price increase,
and could only worsen the financial situation of the public enterprises.

Dr. Almeida doubted whether, given the present political situation, the
Government was likely to raise prices by more than 20 per cent. He admitted
that given increases of 20 per cent, the figure for subsidies in the present
budget, Esc 7.3 billion, was unrealistic. The total would be closer to
Esc 9,0 billion and even that would require strict control. Without such
control, the final total might be Esc 14-15 billionm.

1I1. (Cash Management for the Central Administration

Mr. de Fontenay asked if it were now feasible to administer the state
buaget in such a way that the Government could predict three to six months
into the future the cash needs of the state. Prior to the arrival of the
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Director of the Treasury, the Secretary of State for the Treasury offered
his personal opinion. He indicated that such a system had been written
into the program of every recent Government, but cash management continued
on a day~to-day basis. There was a very good system of day-by-day controls,
including a very traditional system of paying bills. However, a system for
projecting needs three months into the future would require a completely
new computerized system, with a new department operating with models for
projecting expenditures,

The Director of the Treasury, on the other hand, thought that a system
of quarterly cash management presented much less of a problem. Expenditures
related to the budget were not difficult to project, and while revenues pre=-
sented more of a problem, these were not impossible to forecast. The real
problem was related to "other Treasury operations,'" extrabudgetary operations
which tended to cancel each other out over the course of the year but could
result in substantial credits or debits over a three-month period.

Attachments
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ELEMENTOS(;;%ATTSTICOS : . <:>

Empresas Publicas -

(em contos)

1 . . -

'SUBSIDIOS N/RCEMBOLSAVEIS(OGE)

EPRE S AS

v]976 19?7 | 1978 TOTAL
I - DA TUTELA DO MIT 1.249.005 1.364.000 2.613.005
T - DA‘TUTELA DO MTC 3.5d0.000‘ ’6.1Q6.100 8.2i6.325 | 17.862.425
111 - DA TUTELA DO MAP- » B j o 480,875 747175 1.228.050
IV - DA TUTELA DO MCT - | | - 1 o 1.300  92.000 | 93.300
v - DA TUTELA‘DO MCS. 152.060 o '5202300 682,300
~ VI - DA TUTELA DO MHOP 460.000 ' 460.000

A

T 0T AL

3.960.000.

8.039.280°

10.939.800

22.939.080

VST




 ELEMENTOS ESTATISTICOS

Empresas Publicas

(em contos)

E P RE S AS

-

" SUBSIDIOS N/REEMBOLSAVEIS(OGE)

1976 1977 1978 TOTAL
1- DA TUTELA DO MIT
CNP - Companhia Nacional de Petroquimica,E.P. |
. EEM - Empresa de Electricidade da Madeira,E.P.
FDP - Electricidade de Portugal,E.P. 600.000 636.000
EPPI - Empresa Publica de Parques Industriais,E.P 157.000 15.000 172.000
ENU - Empresa Nacional de Uranio- 17.005 17.005
ENVC - Estaleiros Navais de Viana do Castelo,f.P. 75.000 75.000
FEIS - Fabrica Escola Irmaos Stephens,t.P. .. 60.000 60.000 ¢
PETROFIBRAS - Petroguimica e Fibras Sintéticas, :
: . E.P.
PETROGAL - Petroleos de Portugal,E.P. ~120.000 120.000
QUIMIGAL - Quimica de Portugal ,E.P.
SETENAVE - Estaleiros Navais de Setdbal,E.P. - 300.000 1.214.000 1.514.000
"SIDERUGIA NACIONAL,E.P. 35.000 | .~.35.000
SMS - Sociedade Mineira de Santiago 20.000 20.000 O
: =7
[
A
Nl
N TOT AL :(:S‘ 1.249.005 1.364.000 (1%613.005 -
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Empresas Publicas

O

(em contos)

EPRESAS.

SUBSIDIOS N/REEMBOLSAVEIS(OGE)

1976 1977 1978 . TOTAL
1T - DA TUTELA DO MTC
'ANA - Aeroportos e Navegacao Adrea,E.P.
CP - Caminhos de Ferro Portugueses,E.P. 2.700.000 2.918.100 4,663.325 - 10.281.425
- Companhia Carris de Ferro de Lisboa 345.000 550.000 895.000
DRAGABOR - Dragagens.de Portugal,E.P.
METRO - Metropolitano de Lisboa,E.P. 294.000 242.000 536.000
NAVIS - Navegacao de Portugal,E.P. (CTM/CNN) 1.025.000 ° 1.200.000 2.225.000
RN - Rodoviaria Nacional,E.P. 760.000. 950.000 1.710.000 |23
STCP - Servigos de Transportes Colectivos do. : ’ )
Porto © 250.000 300.000 - '550.000
TAP - Transportes Aereos Portugueses,E.P. 800.000 500.000 241,000 1.541.000
TRANTEJO,E.P. 54.000 70.000 .124.000
. 9
§¥
{0
.!\
e
‘ 0
T 01 A L 3,500,000 6,146,129 8.216.325 17.862.425 | =




ELERERTOS ESTATISTICOS

Empresas Publicas

(em centos)

SUBSIDIOS N/REEMBOLSAVEIS(OGE)
E PR E S A S ,
1976 1677 1978 TOTAL
I[1T - DA TUTELA DO MAP
PP - Cbmpanhia Portuguesa de Pesca,SARL . 150.875 108.175 259.050
Companhia das Lezirias.E.P.. 7.000 7.000
Complexo Agro-Industrial do Cachao 80.000 99.000 179.000
DOCAPESCA - Sociedade Concessionaria da Doca-
pesca ,SARL 75.000 107.000 182.000
PESCRUL - Sociedade de Pesca de Crusticeos, : | -
SARL 12.000 4.000 16.000
SNAB - Sociedade Nacional de Armadores de Ba- . : A
calhau.SARL 108.000 107.000 - 215.000
SNAPA - Sociedade Nacional dos Armadores da : ~
" Pesca de Arrasto.SARL 55.000 315.000 370.000
I(’\’
ke
0
.
(T) T 0T AL (fv 480.875 . 747.175 (JBEZB.OSO
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Empresas Publicas

o

(em contos)

SUBSIDIOS N/REEMBOI.SAVEIS(OGE)

E PR E S AS
1976 1977 1978 TOTAL
IV - DA TUTELA DO MCT
ENATUR - Empresa Nacional de Turismo,E.P. 1.300 T.éOO )
FRIANTARTICUS ~ Frigorificos de'Caﬁcais,E.P.,' 1.000 1.000
GELMAR - Empresa Distribﬁiqo}a de Productos | ‘
' Alimentares ' 41.000 41.000
SAPP - Servico de Abastecimento de Peixe ao - o C A j
Pais,E.P. . 50.000 & 50.000
0
T 0T AL 1.300 92.000 93.300 -

AT A S Ve sl



[ e N N R e R R
——

Empresas Publicas

(em contos)

SUBSIDIOS N/REEMBOISAVEIS(OGE)
EPRESAS — '
1976 ‘ 1977 1978  TOTAL
V - DA TUTELA DO MCS
ANOP - Agancia Noticiosa Portuguesa,E.P. e 32.000 76.000 - 108.000
Correio do Minho I . | 500 . . 4.500 5..000
E.P.N.C. -Ewmpresa Publica doé'Jornais Noticias . - - : : . '
- e Capital,E:P. | - 15.000 o 42.000 57.000
E.P.S.P. - Empresa Publica dos Jornais Seculo B o A ' ,
" e Popular,E.P. - = 56.000 | 190.000 146.000
Jornal Comércio o S g.212 2.800° 11.012
Radiotelevisao Portuguesa,E.P. : ' 45,000 | ©70.000 115.000
ROP - Radiodifusdo Portuguesa,E.P. | o ~.110.000 - - 110.000
Subsidio do papel de jornal (Vide relagio ane- o
xa) ’ ) ‘ - 125.000 125.000
Diversas empresas estatizadas S ‘ ‘ - 5.288 . - 5.288
. : 19!
T O0OTAL 162.000 © 520300 682. 300
N SN, S a ‘
o ), P -

A
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Empresas Publicas

O

(em contos)

L =AY

h A

: _ SUBSIDIOS N/REEMBOL.SAVEIS(OGE)
E P RE S A S : -
1976 1977 1978 TOTAL
VI - DA TUTELA DO MHOP .
EPAL - Eﬁpresa Publica das Aguas de Lisboa,E.P. *'460.000 460.000
- O
T 0 T A L 460.000 460,000

.



Evolugdo do prego-base dos produtos

(fmou srif) STLEL PaayucTy)

Siderdrgicos (%)

1975/1974 | 1976/1975| 1977/1976 | 1978/1977
Vardo para Hetdo eeesasas 0.0 24.6 18.7 38.9
Barras comerciais ....... 0.0 22.1 20.5 62.0
Fio 1laminado ceicescoaves 0.0 27.7 21.9 83,0
Perfis .!00"..".00.....- 0.0 42.6 20.2 61.4
Chapa laminada .c.ceveeass 0.0 34.4 22.9 52.7
Chapa galvanizada ....... 0.0 58.4 22.9 50.3
Folha deg Flandzes seseasnse 0.0 5Q0.2 22.9 57.0
Acréscimos de pregos no mesmo ano
1976 1978

Vardo para betdo ... 10.3 20.0 47.6

Barras comsrciais .. 18.6 27.9 58.8

Fio 1aminado seeesse. 12.3 31.7 31.6

Perfis eesedceaaccone 18.3% 24.4 65.4

Chapas laminadas ... 18.0 24.5 20.7

Chapas galvanpizada . 18.0 22.9 4.3

Folha de Flandres .. 16.7 22,7 22.7

Y A .
;omom -

e

2y < - e -

-y g




7 - Al |
| (a) r~Q&‘IL~m Noe.

PASTAS CELULSSICAS -~ EVOLUGAO DE PREGOS (%)

(PULPS>
1977/1976 | 1978/1977 | 1379/1978

Pagta de sucalipto branguesdo ‘ 74.3 Q 24.5

Pasta da pinho branqueado ' 93.1 0 . 12.4

CIMEWTO(b)EVOLUQnO DE PREGOS (%)
( EH):,M’T) .
1977/1976 | 1978/1977

Cinento Portland pmormal 15.0 50.0'

VIDRO PLANO {e )?VOLUYAO IE PEEGOS (%)
(Gl 1976/1975 | 1977/1976 | 1978/77

Vidro plano | 23.6 23.0 0.0

Fonte: DirecgﬁoQGeral do Comércio nfo aAlimentar

a) As pastas celuldsicas sfo produzidas pela PORTUCEL, empresa nacionslizada
que detéa 60% do mercado, pela Celvi, empresa privada com participagio de
capital sueco @ pela C s empress privada com participag@o de capital
inglés.

b) 0 cimento & produzido pels CILPOR, emprese naclonalizada que detém 755 do
mercedo e pala SECIL, empresa em que a CILPOR detea 59% do capltal e em que
ha participeg¢do de capitsl dinamarques.

¢) O vidro plano & produzido pela COVINA eam que 80%

. Gave
/




EVOLUGAO DOS PREGOS DOS ADUBOS (%)

ADUBOS Precos aprovados aos fabricantes Pregcos de tabela
CoMPOSTOS 16/75 17/76 78/177 79/78 _16/75 77/76 78/77 79/78
Binarios
7-21-0 49.8 14.2 28.2’ 28.8 0.0 38.1
10-20-0 49.9 12.4 27.7 28.5 0.0 38.1
18-36-0 50.0 18.4 29.7 28.6 0.0 38.0
20-20-0 49.9 26.0 23.6 28.4 0.0 38.0
Ternarios
7-14-14 46.4 14.7 31.4 25.5 0.0 37.9
10-10-10 47.3 13.6 29.3 26.4 0.0 37.9
15-15-15 17.4 23.7 28.4 26.4 0.0 38.1

FONTE: A partir de dados fornecidos pela Direcgao Geral da Coordenacao Comercial
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EVOLUGAO DOS PREGOS DOS ADUBOS (%)

( FonmiLrens)

Precos aprovados aos fabricantes Pregos de tabela
ADUBOS AZOTADOS 76 /75 71/76 78/717 | 78/75 71/16 78/77
Sulfato de amonio a ‘
20/21 % 50.1 39.6 12.6 23.6 - 38.0
Dil. de nitrato de amo-
nio a 20.5 3% 50.1 }8.2 19.9 28.6 - 38.1
pil. de nit. amdnio a
26/26.5 % 49.8 20.8 11.3 =2.9 - 38.0
Dil. de nit. amonio a
33.5 & - - 19.9 - - 38.1
. Pt
Sulfnitrato de amdénio a ¢
26 % 49.8 42.9 15.7 24.6 - 36.0
Nitrato de calcio a
15.5 % 50.1 28.4 19.2 ~3.6 - 38.1
Cianamida calcica a
20.5 % - - 33.0 -
Ureia a 46 % 49.8 18.2 25.1 28.8 - 38.0 @
‘ =

FONTE: A partir de dados

fornecidos pela D. G.

do Comércio Nao Alimentar

X
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.
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EVOLUGXO DO PREGO DOS COMBUSTIVEIS (%)

(Fecie)

Produtoa 1975/14 1976/175 | 1971/76 19768/71
Gasolina Super ..s.. 40.0 0.0 48.6 19.2
Cesolina normal ... 36.4 0.0 53.3 21.7
Gnedled ceveces cesas 0.0 50.0 23.1 33.3
Fual6leo seeeseccnes 53.8 0.0 65.0 21.2
 Potlr3lE0 seesncsnsoce 0.0 33,3 50.0 50,0
Gaz bUtANO .ceescosese 6.6 2.5 38.5 49.6
Gez Propano ssssssss 6.6 3.9 45.9 49.2
de C1dade ..ceece 0.0 0.0 25.0 57.1

Combustiveis

& - \./_/.,-‘a 7 - <.

«\/ AL
/

FONTE; & partir de dados fornacidos pela DirecgHo Geral dos
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Electricidade 41,8 32,9
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INTERNATIONAL MONTETARY FUND
Portugal--1979 Use of Fund Reasources

Minutes of Meeting No, 12

Held at the Bank of Portugal
on Wadnesday, May 23, 1979, at 5:30 p,m,

Portuguese Representative Fund Representatives
Dr_  Ramalheira Mr, Premchand
(Bank of Portugal) Mr, Osunsade

Mr, Stuart

The meeting was held to discuss the structure of government
accounts in the Bank and the efforts made by it to collect up-to-
date information on the financial transactions of the Goverament
and autononous services and funds,

Structure, Dr, Heira indicated that basizally two current
accounts are maintained by the Bank for the Government of Portugal--
the current account of the Treasury and the account of the Junta de
Credit Publico, All the transactions of the Government pass through
its current account and periodic overdrafts witihin the current
limits are 2xtended by the Bank whenever necessary, The fund main-
tained by the Government also includes transactions or sslectad
autonomous services and funds, The Treasury also r=zceives some
deposits (suen as those from the Soszial Sascurity System, postal
orders and related transactions), In response to a guestion frou
the staff, Dr. Heira pointed out that there had been some delays in
the collectlion of recaipts during 1978 as most firms preferred to
use them to finmance their activities in view of the credit
restrictions,

The autnaomous services and funds conduct their operations,
he stated, through the Caixa Geral,

Reports, The Bank of Portugal prepares daily statements on
the operations of the Government, As for the autonomous services
and funds, monthly reports are received (by the 15th of the following
mouth) from the Caixa Geral, Dr, Heira stated that he was heading a
group within the Bank to look into the ways and methods that could
be adopted for getting information from the autonomous services and
funds and he expected that the report of his group would be rsady
by the end of the year, Meaanwnile, he thought that it would Dde
possibla for them to alert the Government regarding the potential
implications of the flows of public expenditure, As a preraquisite,
howaver, it is esszntial that a ceiling should be indicated by the
Government regarding the flows for each specified period,
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INTERNATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Miautes of Meeting No, 13

Held at the Department of Central Planning
on Thursday, May 24, 1979, at 3:00 p,m,

Porgu=zsz Representative : Fund Representatives
N 4 .
Dr, Maria Jose Constancio Mr_, de Fontenay

Mr, Premchand
Mr_, Osunsade
Mr, Sctaart
Mr, Mitra

The meeting was held to discuss the procedures adopted by the
Department of Central Planning for the preparation of the capital
budget and its implementation, and the issues relating to the 1979
budget,

Budget formulation and execution, Dr, Constancio indicated that
the annual prograxz is drawn up on the basis of the lists of projscts
and programs furnished by the spending agencies, Detailed proformas
have been evoived for submitting information on the sources of
finaneing, e,g,, internal resoirces, foresign loans, transfsrs fron
the State budget, etec, In the absence of a development plan, ad
hoc procedures are adopted for the review of the departmental
requests, After the broad program is approved, specific approval for
each project is given by the Secrztary of State for tne Treasury,
Where however detailed information is not available or the groundwork
for the implementation is not adequates, approvals arz deferved,
Insofar as projects of autonomous services and funds are concerned,
the reviaw by the planning department is confined to the budgetary
transfers, It was her view that the projects underiaken by the
services and funds wers generally decided more on politicalil grounds
than on economic considerations,

In the preparation of the projects, most recent price data,
particularly those furmished by the Ministry of Public Works, are
used, Notwithstanding this, there are considerable variations in
the costs of the projects which are examined by the department, often
after they have taken place, toward the end of the fiscal year, No
specific attszation has thus far been given to the computation of the
maintenance expenditures of completed projects,

After the approval of the budget by the Asseably, the Departmaent
of Central Planning issues an autaorization for each project for thae
y2ar as 1 whole, but the monthly are traasfesrred %o restricted ba_
1/12 entitlesments, The Department receives guarterly reporis on the
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financial progress tiuat inter alia show the level 2f commiiments
made, However, these are not systematically follbwed tiarouga in the
department, The flows of funds generally tend to be heavy during
the last quarter in part because of the fzar of lapse of fuads,
Actual realization tends to be different from sector to sector,

New projects tend to have substantial shortfalls in the first year,
Proj=scsts involwving construction activity however appear to2 utilize
the full appropriated amounts, As for transfer of funds from one
project to project, she indicated that this could be done wiih the
approval of the Planniag Department,

1979 Budget, She indicated tnat pending tue approval of the
budget, authorizations had been limited to the pro-ratiad actuals
of the previous year, However, there would be an acceleration in the
issue of authorizations after the approval of the budget, Insofar
as she is aware, there wers no new projects in the budget for 1379,
In response to an enquiry from the staff, she stated that in some
cases, particularly where construction was involved, local
authorities have alrszady olaced contracts in anticipation of funds
from the 1273 budget,



<:> e

INTERNATIONAL MONETARY FUND

Portugal--1979 Use of Fund Resources

Minutes of Meeting No. 14
Held at the Bank of Portugal on
Thursday, May 24, 1979 at 4.00 p.m.

Present:

Portuguese representatives Fund representatives

Dr. Pinto, Bank of Portugal Mr. de Fontenay

Dr. Adriano de Carvallo, Mr. Premchand
Ministry of Finance Mr. Stuart

Mr. Mitra

At this meeting the Portuguese representatives presented a number of
tables showing domestic and foreign borrowing by the 26 major public enter-
prises. T;e data in Table 1 show an increase in total domestic credit to
these enterprises of Esc 35.6 billion in 1978. The stock figure for end-~
1978 of Esc 133.1 billion, after deducting rediscounting by these firms of
other firms' bills, and foreign borrowing with a bank guarantee, became
Esc 117.0 billion which was very similar to the figure reported by the
firms themselves of Esc 113.6 billion (Table 2). Although the stock figure
for end-1978 for the 26 firms represented only 68 per cent of total credit
to the public enterprises sector as reported in the monetary survey, the
change in credit to the 26 firms in 1978 represented 92 per cent of the
change to the public enterprises sector. The Portuguese representatives
noted that the data for the 26 enterprises was much more accurate than
that shown in the monetary survey, particularly the end~1977 stock figure.
However, they thought that it was reasonable to expect that the bulk of
credit would be taken up by the 26 major firms.

On external borrowing, data provided by the 26 firms indicated that
total external debt outstanding was Esc 96 billion at end-1978, while data—.

information taken directly from the computer gave a figure of Esc 89.6 bil~
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lion (Table 4). The Portuguese representatives saw the data provided by
the firms as being more accurate, as it covered all operations, regard-
less of size or maturity. The estimate of net capital movements taken
from Table 4 differed slightly from that taken from flow data provided

by the computer, but both sources suggested that the bulk of "private
sector'" medium~term and long-term net capital inflows was being undertaken
by the public enterprises sector. Noting that the end-1978 stock figures,
which showed that the total stock of publicly-guaranteed medium~term and
long~term debt was virtually the same as publicly~guaranteed debt of the
public enterprises,the Portuguese representatives saw this as a reasonable
result. The fact that the publicly-guaranteed debt of the public enter=-
prises exceeded the total figure for publicly-guaranteed debt at end-1977
was not explained.

The discussion then turned to the likely financing needs of the pub-
lic enterprises sector in 1979. The Portuguese representatives were un-
able to provide a detailed breakdown of the total investment plans of
Esc B85 billion. Of the total requested, Esc 60 billion represented pro~
jects already underway or formally approved. The Portuguese representatives
added that it was realistic to expect that an additional Esc 10 billion of
projects would go ahead, as these projects had been given at least informal
approval, In addition, some Esc 15 billion for working capital would be
required, bringing the total financing needs to Esc 75-385 billiom.

A partial breakdown of the Esc 85 billion originally requested was
provided.

Total Value of

Projects Requested Esc 85.0 billion

Industrial sector Esc 64.0 billion
Electricity (20.0)
Petroquimici (11.0)

Steel ( 9.3)
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P
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’ Total requested Esc 85.0 billiom
Transportation and
communication ) 19.0
Trains ( 4.5)
Telephones . ( 8.0)
Housing ( 1.5)
Attachments
-
(.
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SALDOS DO CREDITO COMCEDID) A ALGUMAS EHPRESAS PUDLICAS

Em nilLies da escudos

T N/12/T) Ea 30/6/70 ' Ec 51/12/73
_ Nidlo Fédio .o Kadio
Gurto a loago Total Gurto & longo Total Gurto o lorrzoe Total
prazo prazos praso prizos p"'," prazos ]
, | - -
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Table 2. ©Portugal:

Domestic Credit

(In billions of escudos)

RS,

Banking System

Data Provided

Monetary Survey Data for 26 Firms 1/ by Firms
End-1977 156.6 97.435 e
End-1978 195.3 133.075 113.577
Change 38.7 35.640 -

1/ 1If short-term foreign credits with a bank guarantee, as
well as bills of other companies discounted at the commercial banks, are
excluded to make the concepts consistent with data provided by firms, the
numbers would be:

Credit at end-1977
Credit at end-~1978

Increase

83.244
117.049

' 33.805



Table 3.

Portugal:

2

Foreign Credits

(In millions of U.S. dollars)

Stock

Total
End-1977
End-1978

Change
Medium-term and long-

term with public
guarantee

Data Provided

End-1976
End-1977
End-1978
Change in 1978

Net capital movements

1977
Short-term
Medium-term and
long~texrm

1978
Short-term
Medium-term and
long~term

Data Computerized

at Bank

by Firms of Portugal
e 1,760.8
2,099.1 1,948.2
187.0
Publie
Enterprises Total
. 328
556 488
613 615
57 127
Derived from:
Balance of
Table 6 Table 4 Payments
. -33.0
55.3 19.0
s -9-5 175.0
223.7 198.1 249.0
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B DE CETATISTICA € CETUOCS CCSNOMICOR | t
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DIVIDA EXTERNA DE ALGUMAS EMPRESAS A e -
. ~ oy - Fg
] _ PUBLICAS E NACIONALIZADAS ' f/f7"" 4

Em milhdes de escudos

S e

e —

- , Médio e
- Curto prazo longo prazos Total
Em 31/12/977
Com aval do estado =« « v « = o« o = L 22 164 %) 22 168
Com garantia bancaria e sem aval do ,
estado . - L] - - L J - L] L] - - L] L ] - 22 929‘ l? 896 -‘l'?" C‘ 40 82“&
Sem garantia bancaria e sem aval do ‘
estado * - * L ] .. .' L ] * * - - - -* 894 6 290 '—55 ? 185
Total L ] - L] L ] - L J "w L ] L 2 - - L ] L] - L 23 827 46 350 70 175
. - . N LT )
- ‘Em 31/12/73
- écﬁ &Y&l d.O estadoxo e e & » s ¢ @ - 28 197 Eﬁ;i‘ - 28 19?
: Com garantia bancaria e sem aval do : o~
' O eatado ® 4 e ®@ ®© 4 e & & e o o o 26 1}16 23 223 B ‘ 49 639
Sen garantia bancaria e sem aval do . o
. eﬂtado - e e @ e e e e e ¢ e @ e 600 11 205‘@ﬂ5 ll 805
q&. 'Total e & e & @ 3 @ e e © a % e o o 27 016 62 625 89'639
L : et b l
- Variagio de 1977 para 1978
— Com aval do estado .« « « o o o « o - L + 6 033 + 6 025
: -;f' Com gafantia bancAria e. sem aval do B ’
Lo ) estado . ; e & & 5 o & 8 ¢ s s oo + 3'487 ' +.5 327 + 8 812
:5 Sem garantia banciria e sem aval do . o
- -e5t8d0 . 4 s 4 v v s s e e o = o - . 294 + 4 915 + b 820
/ N . . )
o TOtAL < < i s s o o'a s s o o o o o + 3 189 +16 275 +19 464

= —

Nota: Devido a arredondamentos os totais ndo correspondem 4 soma das par-

-

celas indicadas.
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" BANCO DE PORTUGAL
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PORTUGAL : EXTERIAL DLBT CUTSTANDING
(In millions of U.S.dollars)
End»pcriod

1976 1977

wt

(L)
Goyernment

Bonds
Multilsteral Joans

Bilatecrzl loans

Govermment guarantcc(“)
Irivate bhanrlis
Bonds

Hultilaterzl loans

258 319 894
31 27 26
23 -5k 112

20k | . 238 756/

\"\

%28
140 232
23 - 68, 52
S5

Zilateral loans 55 L 50
. -
Supplier's credits 15 =20 32
. p b - .
Bank of Fortuga14< ) 1,166 1,680 a2k
Other private (). 1,140 l,&:9 1,927
R /’,f "\‘
Mediua and long-term 927 1,115 1,348
'Y " Shori-terg™ T i Tk - "203 |-+ 82k 639
With bank guarcutee 166 803 618
Without bank guarentsze 7 21 2%
Total 2,852 hoh2t 5,420 |
(2) Previclioasal BVRIE G ool
-~ /s —s -\%‘ 2,( J/J_\Ji-/
“{v) Digoursed o 9] t
N . ;’7\}:\ "\q\ _:\ ,Q~C\
(27 May inslude undisbursed smeunts, 5 o .
/ ) e 4

O
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° MEDIUM AND LONG-TERM CAPITAL [FLOWS $25
OF SO“E PUBLIC ENTERPRISES q
<:>‘ ‘ -In millions of dollars-
1977 1978
Drawings (capital inflow) 151,6. 260,2
Repayments (capital outflow) 96,3 36,5

Note: These flows refer to the following public enterprises:

AGA-Administragdo Geral do Agucar e Alcool, CIMPOR-Cimentos de
Portugal, CNN-Companhia Nacional de Navegagido, CNFP-Companhia
Nacional de Petroquimica, CCFL-Companhia Carris de Ferro,

CP- Caminhos de Ferro Portugueses, CTM-Companhia de Transportes
Mafitimos, CTP-Correios e Telecomunicag¢des, EDP-Electricidade
- de Portugal, ENVC-Estaleiros Navais de Viana do Castelo,

C:J EPAC-Abastecimentos de Cereais, EPAL-Aguas de Lisboa, EPG-Petro-
quimica e Gas, ML-Metropolitano de Lisboa, PETROGAL-Petrdleos
de Portugal, PORTUCEL-Celulose e Papel, QUIMIGAL-Quimica de
Portugal, RDP-Radisdifusdo Portuguesa, RN-Rodoviaria Nacional,
RTP-Radio Televisdo Portuguesa, SETENAVE-Estaleiros Navais de
Setibal, SN=Siderurgia Nacional, TABAQUEIRA-Empresa de Tabacos,
TAP-Transportes Aéreos Portugueses, TLP-Telefones, TRANSTEJO-Trans

portes Tejo.

Derived from the capital transactions record used for
balance of payments purposes, Covering only flows equal or above

& 32 million.

ERVIGOS
DIRECCAC OF S
[ ESTATISTICA € £STUCOS EconaMIcCs

poNARCIO TXTERKO € CAPITAIS

23.5.79



2 INTERNATIONAL MONETARY FUND
Portugal--1979 Use of Fund Resources

Minutes of Meeting No_,k 15

Held at the Bank of Portugal
on Thursday, May 24, 1979, at 4:00 p,m,

Portuguese Representative Fund Respresentative
Dr, Rodriguez (Deputy Mr, Osunsade
Director, Capital
Department)

The meeting was coanvened to discuss the latest position with
respect to the phasing of foreign exchange authorizatiom for outward
remittances of profits and dividends from nonresident investments,
Data provided by Dr, Rodriguez showed that the waiting time for this
authorization has declined further duriag 1979, down to an average
of 37 days in April,

Asked about the prospects for further cuts in the waiting period,
Dr, Rodriguez stated that it would take about a year to reduce the
average delay to around one week, He showed some examples of
authorization applications, to illustrate his point that the delay
was due in many cases to incompleteness in the supporting documen-
tation submitted by applicants, Among the required supporting
~materials areg (i) proof of payment of relevant local taxes; (ii)
latest balance sheet of the relevant companies; (iii) minutes of
the corporate meeting at which the profits and dividends in question
were declared; and (iv) certification of eligibility from the
Foreign Investment Institute, Dr, Rodriguez produced two cases of
concluded applications to show that, when these criteria are fully
met, remittance authorization could be given within a period of one
to two weeks, In general, however, documsntation submitted by
applicants was incomplete, and it was necessary to go back and forth
before the necessary criteria for approval could be satisfied,
Dr, Rodriguez felt that increased familiarity of applicants with
the documentation requirements would also help in curtailing the
waiting period for foreign exchange authorization for these
remittances,



INTERNATIONAL MONETARY FUND

Portugal--1979 Use of Fund Resources

Minutes of Meeting No. 16
Held at the Bank of Portugal on
- Friday, May 25, at 3.00 p.m.

F

Present: .
Portuguese representatives ) Fund representatives
Dr. Vitor Constancio, Vice Governor ' Mr. de Fontenay
of the Bank of Portugal . Mr. Premchand
Dr. Cavaco Silva, Bank of Portugal ’ Mr. Osunsade
) : Mr. Stuart
Mr. Mitra

1

At this meeting, the Portuguese representatives offered comments on the
draft letter of intent. Dr. Constancio opened the discussion by noting that
the authorities were not presently in a position to conclude the discussions,
which would have to be resumed following approval of the budget. Furthermore,
many of his preliminary comments were not official as not all aspects of the
draft letter had been discussed with the Government.

The first point referred to the external current account target of
US$800 million for the year ending March 1980. Dr. Constancio argued that if
an economic recovery were to be initiated soon, by the first quarter of 1980
some deterioration in the external balance could bé expected., He was also
concerned about the implication in paragraph 2 that the domestic counterpart
of the external deficit was private and public consumption. Dr. Constancio
requested a change in a sentence which seemed to suggest that consumption
was a major cause for the current account deficit.. Mr. de Fontenay replied
-that. a figure of US$800 million was already generous, .particularly when com~
pared with the 1likely fipure for the year ending March 1379 of about
US$500-600 million. A deficit of US$800 million was still a large ome, and
one that could only be justified by an even greater investment effort.

Dr. Constanclo worried that a balance of payments test based on the
assumption of a zero balance in the overall balance of payments might be too
restrictive, particularly given the unpredictability of the exact timing of
. government borrowing abroad. 'Mr. de Fontenay noted that only two ceilings
on net foreign liabilities would be set, and the second one (for March 1980)
would be set only after the mid-term review. The ceiling for September 1979
was not particularly ambitious.

Dr. Constancio disputed the references in paragraph 4 to a lowering of
the rate of inflation in 1979. With a new wage norm of 20 per cent it would
be very difficult to achieve a lower average rate of inflation in 1979 than
in 1978, particularly with the annual rate running at 24 per cent so far in
1979, Mr, de Fontenay replied that the authorities would have to be ambitious
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in their targeﬁs for reducing inflation, and look to the causes of domestic
inflation. The agreed deceleration in the monthly rate of depreciation meant
that imported inflation should be less of a problem than in the past.

Dr. Constancio was concerned about the credit program included in the
draft letter, particularly the ceilings for June which were much lower than
were being expected by the Portuguese. He was also concerned that too strict
a credit program would result in a balance of payments of surplus. Time
deposits were after all the only savings instrument available to domestic
savers. Mr. de Fontenay argued that the authorities should pay closer atten-
tion to the high growth rate of the domestic money stock, which was probably
closely related to the high rate of domestic inflation. He agreed that there
was little that could be done to change the June figures this late into the
quarter, but that much of any upward revision in the June ceiling would have
to come out of later quarters in the program. He noted that the monetary
programming exercise had been started several months earlier when it was
pretty generally accepted that the economy was quite weak., Given the strong
performance in the fourth quarter of 1978, the situation called for cautiom.

Referring to paragraph 7, Dr. Constancio wondered if reducing expendi-
ture entitlements to 75 per cent of budgeted amounts wan't too restrictive.
In any event, the Ministry of Finance would have to react on the points of
fiscal policy and budgetary controls. Mr. de Fontenay noted that reviews
of expenditure plans were to be called for after the figure of 75 per cent
of appropriations had been reached, after which some expenditures could be
authorized. The system was designed to provide considerable flexibility.

On the question of compulsory ceilings for domestic and foreign bor-~
rowing by public enterprises, Dr. Constancio noted that lack of control
over these enterprises by the Government might lead to some difficulties.

He suggested that indicative targets would be more acceptable, He wondered
if the intention was to limit foreign borrowing by enterprises to 1978
levels. Mr. de Fontenay emphasized that the problem of public enterprises
were seen as very serious and despite repeated requests, the Portuguese had
yet to suggest an alternative to compulsory credit ceilings. Limits on for-
eign borrowing would be related to the current account deficit, figures for
investment plans and repayment needs.

Dr. Constancilo argued that a compulsory debt ceiling would be very dif-
filcult to accept, although the gross comcept being proposed would be easier
to accept than a net figure. Mr. de Fontenay noted that a debt ceiling would
have to be an integral part of the program, as access to excessive capital
inflows could be a serious problem for Portugal in the near future. The
ceiling would be on the flows for the program year, and the figure to be set
now would be subject to review.

Referring to trade and payments restrictions, Dr. Constancio stated that
he was under the impression that it had been agreed that the abolition of the
once 30, now 10, per cent surcharge would be postponed beyond October 1, 1979,
Mr. de Fontenay replied that if the abolition was to be postponed to end-1979,
the Portuguese would have to argue on the gounds of revenue needs or that the
tariff structure was being re-examined. Dr. Constancio replied that revenue

O
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considerations were very important. He also noted that the possibility of
reducing the waiting period for the remittance of profits and dividends to
one month had yet to be discussed with the Government. Mr. de Fontenay
replied that such a short period was very close to being realized.
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INTERNATIONAL MONETARY FUND

Portugal--1979 Use of -Fund Resources

Minutes of Meeting No. 17
Held at the Ministry of Economic Coordination
on Friday, May 25, 1979 at 7,00 pm

Present:
qutuguese representatives ' Fund representatives
Dr. Jacinto Nunes, Minister of Mr. de Fontenay
Finance and Economy Mr. Premchand
Dr. Silva Lopes, Governor of the - Mr. Osunsade
Bank of Portugal Mr., Stuart
Dr. Vitor Constancio, Vice Governmor Mr. Mitra

of the Bank of Portugal

Dr. Almeida, Secretary of State
for the Treasury

Dr. Cavaco Silva, Bank of Portugal

Mr. de Fontenay opened the meeting.by stating that the Fund had found
the visit to Washington. of the Governor of the Bank of Portugal and his
team to have been very useful,

It was disappointing that the mission had not been able to make more
progress during the recent visit to Lisbon. Imn his wview public finance
continued to be the most important problem confronting the Portuguese econory
and urgent methods were necessary to prevent a deterioration in fiscal
policy. He hoped. that the Minister would be able to take the necessary
measures and announce them together with the concessions that had been
made on the rate of devaluation and the level of interest rates so as to
increase public acceptability. It was even possible to blame the Fund for
unpopular measures. Mr. de Fontenay stressed the dangers of postponing
agreement and said that it would be more difficult to reach agreement with
the onset of the general election campaign. In the view of the Fund two
sets of measures were indispensible and were preconditions for a stand-by
agreement: (1) increases in the prices of the output of the public enter-
prises. and of o0il products so that the revenue raised would be consistent
with the subsidy estimates in the budget and with the financing of the
Supply Fund and (2) the Decree Law implementing the budget should fully
reflect underspending on account of delay in the passing of the budget;
only then would the implementation ratio assumed in the budget forecast be
realized. It was particularly important that there should be no catching
up in public expenditures and therefore visas for capital projects should
be extended with caution and the budget Decree Law should provide for re-

- straint.

‘The Minister stated the Decree Law would contain the implementation
ratio figures and that instructions had been given to the Ministries on
‘spending limits. It was the general intention to raise certain adminis-
tered prices after the passing of the budget. He noted that the letter
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of intent mentioned a freezing of 25 per cent of total budgetary expendi-
tures, which would be virtually impossible to implement and no Decree Law
could contain a provision of this kind., However, given the strictness of
this Decree Law and the firm intention of the authorities in sticking to
the implementation ratios, the budget estimates should not be exceeded.
Mr. de Fontenay replied that the letter of intent would be changed in the
light of the Minister's statement,

The Minister continued by saying that the implementation ratio in the
Decree Law would be 96 per cent for current expenditures and 87 per cent
for capital expenditures and that the 1/12 ratio for all Departments and
Ministries would apply to the estimates taking account of implementation
ratios. However, if it was not possible to raise public prices sufficiently
to validate the subsidy estimates of the budget, the authorities would cut
" public expenditures elsewhere, possibly in nonpersonnel current expendi-
tures. Mr. de Fontenay confirmed that this would be acceptable to the Fund
and enquired whether supplementary estimates had been ruled out. The
Minister said that such estimates were not being considered because a re-
duction in overall expenditures was the major aim of the authorities. The
Minister stated that the 87 per cent implementation ratio on capital expen-
ditures would restrain new projects and would keep catching up to a minimum,

In reply to Mr. de Fontenay's question as to whether an agreement with
the Fund could be reached very shortly, the Minister noted that an agree~-
ment had been reached on the rate of depreciation, the level of interest
rates but differences existed on the credit limitations of public enter-
prises and on credit policies as well as on the 10 per cent import sur-~
charge. The Fund team had raised the credit ceilling by more than Esc 20 bil-
lion and they considered this to be sufficient for the needs of the Government
and private sector and consistent with the desire for deceleration of infla-
tion. If an agreement could be reached on this point a letter of intent
could also be agreed, and then the Fund staff would present a paper to the
Board concluding a stand-by arrangement once adequate publlc sector pricing
measures had been taken.

After a break during which the Minister of Finance telephoned the Prime
Minister, the former stated that price measures would be taken by the
Government after the passing of the budget but the latter did not want to
commit himself before the budget had been approved by Parliament. The
Minister further wished to point out that although the proposed deficit on
the current account of the budget was lower than that of the previous fiscal
year, Parliament may act to increase transfers to local authorities and
would almost certainly strike down the proposal on the extraordinary labor
tax. In that case the current deficit would rise by Esc 7 billion.

Mr. de Fontenay replied that, as indicated in Washington, an increase in the
deficit of this magnitude would not be acceptable to the Fund and he suggested
reductions in total expenditures possibly by a lowering of implementation
ratios. The Minister replied that it would be possible to pare expenditures
on the current side and if this were done the deficit would probably increase
by Esc 5 billion. Mr. de Fontenay porposed additional efforts on new invest-
ment projects so that further cuts, that were regrettable but necessary, on
the capital side could take place. The Minister stated that the increase in
the deficit in that case could be limited to Esc 3 billion and Mr. de Fontenay
indicated that this would be acceptable to the Fund.

O
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At a further meeting at 3 p.m. on Monday, May 28, 1979 the credit ceilings

for the program year April 1979 to March 1280 were asreed (see attached).
The Minister was given a note from Mr. de Fontenay on the two measures
considered essential by the Fund that also were preconditions for agree-
ment, namely public sector pricing measures involving adequate price in-
creases by an average of 25-30 per cent in the prices of oil products and
charges of public utilities, and a sufficiently stringent public Decree

Law that would make the budget estimates achievable. The Minister under-
took to take acticn on these issues and he understood that the staff's
paper on Portugal would not be presented to the Board until these measures
had been taken. It was further agreed that the external debt ceiling would
cover only the nonfinancial public sector. It was also agreed that ceiling
for credit to the public enterprises would be an indicative ome. The
authorities would provide justification for postponement of action on the
10 per cent import surcharge but they undertook to reduce the waiting period
for repatriation of profits and dividends of foreign investment to the nor-~
mal period by end-October 1979. The draft letter of intent was approved in
its essentials.

Attachments
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INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources
Minutes of Meeting No, 1

Held at the Bank of Portugal
on Tuesday, February 6, 1979 at 5:00 p, m,

Present.

~Portuguese Representatives FYund representatives
Dr, José da Silva Lopes, o ' Mr, Patrick de Fontenay
Governor of the Bank of Portugal Mr, Festus Osunsade
Dr, Victor Constancio, Vice- Mr, Brian Stuart
Governor of the Bank of Portugal Mrs, Claire Teigeiro

Dr, Rui Vilar, Vice Governor
of the Bank of Portugal
Dr, Pinto, Vice Governor
of the Bank of Portugal
Dr, Covaco Silva, Bank
of Portugal .
Dr, Saldanha do Valle,
Bank of Portugal

Dr, Silva Lopes opened the meeting by indicating that
Dr, Jacinto Nunes, Vice Prime Minister in Charge of Economic
Affairs, would meet with the Fund Mission on the following day,
Wednesday, February 7, 1979 at 9:30 a,m, This meeting would be
. mainly to discuss the public sector budget for 1979; Dr_ Silva
Lopes warned that-certain difficulties had been encountered in
formulating the budget which was to be presented on February 15,
Furthermore, this budget would be subject to possible revision
by the parliament, Following the meeting with Dr, Nunes, :
Dr, Covaco Silva would provide technical data related to economic
performance in 1978, It would likely take the remainder of '
the week to discuss these data but perhaps by Friday it would
be possible for the mission to meet with Dr, Silva Lopes to
present its preliminary interpretations, The Governor saw
some difficulties in reaching agreement within three weeks,
Dr, Constancio thought it might be possible to reach preliminary
agreement on the basis of the budget presented to parliament
and if parliament made substantial changes, negotiations would
have to he reopened,

Mr, de Fontenay observed that the international community,
as represented by the Fund's Executive Board, viewed Portugal's
economic policy in 1278 as courageous, It was now important
that these efforts not be-in vain but that the authorities per-
severe with another year of stabilization, .By the end of the
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year, it could be possible for the Fund to support a medium term
program based on an investment program, For the present year,
the Fund saw the need to concentrate on the finanecial difficul-
ties of the public sector, this time including the public
enterprises,

Mr, de Fontenay asked for a review of recent developments
and the authorities' views on appropriate policy for 1979,
Dr, Silva Lopes replied that it would not be possible to discuss
the outlook for 1979 as much of it depended on the outturn of the
budget exercise currently underway, Looking back on 1978, it was
now apparent that in many respects the situation had developed
much more favorably than had been thought at the time of the
Fund mission in November, Total credit expansion had been brought
within the ceiling by end December, even though the ceiling on
credit to the public sector had been exceeded, The externmnal
current deficit had been reduced to about U_,S, 920 million, De~
tailed estimates of the capital account were not yet available
but it was known that a large surplus had been recorded, bringing
the overall balance of payments approximately into balance; per-
haps even a small'surplus had been registered, Inflation had
slowed to an average of 22 per cent for the year, There had
however been a clear slowing of economic activity, The latest
estimates showed a growth of real output of 3,4 per cent, but
most of this had occurred in the first half of 1978, There was (i)
stagnation or perhaps a decline in activity in the second half
of the year,

Dr, Silva Lopes indicated that it was possible to discuss
two policy areas where the Portuguese authorities saw a need
for change, One was in regard to the credit ceilings set by
the existing stand-by arrangement for end March 1979, These
ceilings were now seen as excessSively tight, Policy was still
being set keeping these ceilings in mind but some difficulty was
foreseen if those were not changed, The second area where an
early change was required was in the area of exchange policy,
Their calculations showed that if the present rate of depreciation
was continued until end March and the rate was then fixed, the
average effective depreciation in 1979 would be 13 per cent,
which was seen as excessive, Dr, Constancio amplified on these
two points by indicating that the credit ceilings had been set
on the basis of a forecast increase in the velocity of circula-
tion of money balances of 7,5 per cent; it now appeared that
velocity was actually declining, If it was not for the fact
that the ceilings on credit expansion had been defined to exclude
the allowance for bad debts, the agreed ceilings would have been
completely impossible to meet, 1t was hoped that some new under-
standings could be reached on the ceilings for end March, perhaps
even before a stand-by program had been completely agreed, On (j
the question of exchange rate policy, it was seen as preferable
to slow the rate of depreciation as soon as possible so as to
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avoid the need for a sudden change in policy, such as fixing
the rate at end March,

Mr_ de Fontenay replied that he could fully accept the
need to change the March ceilings but he warned against a pre-
mature relaxation of policy which could undo much of the achieve-
ment of 1978, Similarly on the exchange rate, it was important
that the system not he changed abruptly or in such a way that
the problems associated with speculation against the exchange
rate reemerge, He emphasized that the authorities' concern that
the growth rate of economic activity be maintained would argue
for keeping the exchange rate very competitive, Dr, Silva Lopes
indicated that the ceiling of 18 per cent of wage increases
that the government had announced only 2 days earlier would only
be observed if price increases were held below 18 per cent, In
his opinion it would be impossible to hold the rate of price
increase to 18 per cent unless the rate of 'exchange rate depre-
ciation was slowed,



INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 2
Held at the Ministry of ‘Finance
on Wednesday, February 7, 1979 at 9:30 a,m, -

Present:

Portuguese representatives Fund representatives
r, Jacinto Nunes, Vice Prime , : Mr, de Fontenay
Minister for Economic Affairs + - Mr, Osunsade

Dr, Silva Lopes, Governor of the ' Mr, Stuart
Bank of Portugal . Mrs, Teigeiro

D», Rui Vilar, Vice Governor of
the Bank of Portugal

Dr, Cavaco Silva

Dy, Marta

Mr, de Fontenay opened the meeting by remarking that the
achievements of the Portuguese authorities in 1978 had been
substantial, The external accounts had improved beyond expec-
tations, real wage increases had been contained for a third
successive year, and the rate of inflation had decelerated,

He noted, however, that it would be unfortunate if such hard-
won gains were to be lost through a premature relaxation of
present policies, Thus another year of stabilization would
be necessary to consolidate the achievements of 1978,

The public sector budget would be a central issue during
the current negotiations, with the public sector being defined
to include the public enterprises, DBroadly, the mission sup-
ported the objectives recently announced by the Government of
a balanced current account for the traditional public sector
and a reduction of its overall deficit to 7 per cent of GDP,
Mr, de Fontenay further explained that it would also be impor-
tant for the public enterprises to achieve a balance in their
current transactions, Thereby permitting credit expansion to

" be used for investment, It would be highly desirable for the

authorities to present a realistic budget and to execute it
as planned, In this connection, he thought that a ceiling on
the domestic credit operations of the overall public sector,
including the public enterprises, would be necessary. It
could also be useful to discuss expenditure ceilings for some
parts of the budget, Exchange rate policy and credit policy
would also figure importantly during the discussions, however,
their eventual stance would depend to a large extent on the
final shape of the budget,
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Dr, Jacinto Nunes replied that it was the Government's firm
intention to implement whatever measures might be necessary to <:)
ensure a balanced current account for the public sector, Some

of these measures had already been prepared while others were
awaiting Parliamentary approval, The Government's position

was an unpopular omne, but he felt that it had to be taken in

the present circumstances, He thought that activity in the pri-

vate sector had suffered in 1978, particularly in the second half

of the year, because of tight credit policies, He hoped that

in 1979 more room could be made for private sector credit expan-

sion, leaving somewhat less for the public sector,

Mr, de Fontenay asked what timetable could be expected for
the presentation and approval of the 1979 budget, Dr, Jacinto
Nunes replied that the budget would definitely be presented to
Parliament on February 15, It would then be considered by a
parliamentary committee for five days, after which it would be
discussed by Parliament itself, He felt that the budget debate
would not be lengthy, as the Government intended to press the
political parties to conclude the discussion as soon as possible,

Dr, Jacinto Nunes noted that part of the delay in present-
ing the budget this year had arisen because of administrative
problems connected with the implementation of the new law on
local authority finance, Many tax receipts which normally
accrued to the budget of the Central Government would now flow <:>
directly to the local authorities, Similarly certain expen-
ditures, particularly for education, social security, and public
works, would now fall upon the local authorities, There were
Problems in setting up the necessary administrative structures
to take over these functions which formerly had been handled
by the Central Government,

Mr, de Fontenay asked what action had been taken in the
area of medium-term planning, Dr, Jacinto Nunes explained that
developing a medium~term plan was the Government's first prio=-
rity after approval of the budget, He intended to create a
small working group to study the issue, Some support had
already been given by the IBRD, and their further help in devel-
oping the orientation of such a plan was anticipated later in
the year, Dr, Jacinto Nunes explained that the Govermment was
acutely aware of the need to develop a medium~term framework
in view both of impending EC membership and the need to solve
Portugal's structural problems within a longer-term time span,
He noted, however, that there were political difficulties in
implementing a medium term strategy; certain aspects of the
plan could not be settled until after the 1980 elections,

Mr, de Fontenay asked whether any new taxes were being
contemplated in order to achieve a balanced public sector cur-
rent account in 1979, Dr, Jacinto Nunes repliied that new tax <:>
measures were indeed being considered, but these would be dis-

cussed with the mission later, Mr_ de Fontenay wondered how
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the authorities intended to tackle the problem of the large
operating deficits of the public enterprises, Dr, Jacinto Nunes
explained that a system designed to ensure greater control over
their expenditures had been implemented recently, Under this
system (SPEP) some of the enterprises' financial activities now
required the approval of the Minister of Finance as well as the
Minister directly responsible for the enterprise, Thus a greater
degree of financial control was gradually being established,

A technical discussion with Dr, Cavaco Silva concerning the
availability of certain data and the scheduling of future meet-
ings then followed,
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Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 3
Held at the Bank of Portugal
on Wednesday, February 7, 1979 at 3:30 p.m,

Present:

Portuguese representatives _ ' Fund representatives
Dr_, Cavaco Silva Mr, de Fontenay

Dra, Constancio Mr, Osunsade

Dra, Cardoso , ‘ Mr, Stuart

Dr, Abel Mateus _ . Mrs, Teigeiro
Dr, Alfredo Amaral :
Dra, Cocco

The meeting covered recent economic developments, the na-
tional accounts, prices and wages, Dr, Cavaco Silva explained
that there had been a market slowdown in output in 1978, The
average rate of growth of GDP of 3,4 per cent was misleading
because it did not reflect the sharp difference between the first
half of the year and the second half when most of the decelera-
tion took place, It was clear however that the slowdown had
started before mid-year, Dr, Cavaco Silva thought that the
reasons for the slowdown were the restrictive credit policy, the
high interest rates, and the wage policy which had resulted for
the third year in a row in a decline in real wages, In addition
there had been special factors such as the bad grape harvest,

Dr, Mateus and Dr, Amaral then reviewed the main economic
indicators, Industrial production for the three months from
August to October 1978 had declined by 2 per cent over the pre-
vious three monthsg, Capacity utilization had also declined in
the third quarter, The industrial survey for the fourth quarter
scemed to suggest a recovery but Dr, Mateus said that in 1978
firms had been over-optimistic as to the evolution of output,
For example in the third guarter the difference between -the
percentage of firms forecasting an increase in output and that
projecting a decline was -9, while the difference between those
actually recording an increase and those recording a decrease
in output was -15, the lowest figure since early 1977, Surveys
of orders in commerce also showed a sharp decrease, Electricity
consumption had increased by 10_7 per cent in each of the first
two quarters of 1978 and by 4,7 per cent in the third quarter,
Consumption of fuel had increased by 9,4 per cent in January -
October 1977 and by 6,8 per cent in the same period of 1978,
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Transportation of goods by ships had increased by 12,7 per cent
in January-October 1977 and declined by ,8 per cent in the same
period of 1978, The number of new enterprises had risen by 37,7
per cent in the first ten months of 1977 and declined by 13,1 per
cent in the same period of 1978, Production of steel for cons-
truction had increased by 78 per cent in the first 11 months of
1977 and by only 12 per cent in the same period of 1978, Estimates
of imports of equipment goods for the whole year showed an in-
crease of 21 per cent in 1977 and only 1,2 per cent in 1978,

For intermediate goods, the figures were 70 per cent and _8 per
cent, respectively,

In answer to a question Dr, Mateus said that there had been
a decline in stocks of imported goods but that firms had recorded
an increase in stocks of finished products due to a weakening of
demand, He also gave the breakdown of the estimated increase in
real value added in the services sector as follows: transports,
2 per cent (the weight of that subsector in services is 16 per
cent); commerce, nil (weight of 14 per cent); public administra-
tion, 7 per cent; other, including tourism, 3 per cent,

The discussion then turned to expenditure, Dra, Constancio
and Dr, Mateus explained that there had been a marked decline
in the investment activity of public enterprises, They explained
that those enterprises had to request the authorization of the
Ministry of Finance for any investment in excess of 30 million
escudos, The authorization covered access to domestic bank credit
up to a certain limit and access for borrowing up to a 1imit,
While the initial investment plan of public enterprises had been
around 58 billion escudos, the actual investment was probably
much lower, only 30 billion escudos had been authorized by the
Ministry of Finance, Dr, Mateus also explained that in 1977 the
traditional private sector accounted for 17,3 per cent of total
gross fixed capital formation, public enterprises for 27 6 per
cent and the rest was private sector investment,

On wages Dr, Cavaco Silva explained that the Government had
just set a limit of 18 per cent on new wage settlements but the
decision had been accompanied by a commitment to keep the rate
of inflation at 17 per cent, He also confirmed that in 1978 the
wage bill had gone up by 18 per cent and the average wage by
17 per cent,

The meeting adjourned at 6:15 p m,

O
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TABLE 1

GROSS DOMESTIC PRODUCT FACTOR COST

Meeting No. 3

, 1977 ' 1378 1978
SECTORS current - 738_/77 1977 pri- 7.8/77 current
prices volume ces prices prices
AGRICULTURE +.vvveoeen- 71 948 4 74 826 21 90 539
INDUSTEY wvveveenenons 203 872 | 3.3 210 523 | 24 260 944 .
ESERGY eveeens ceenes . 15 114 9 16 474 33 21 910
CONSTRUCTION «veeennes 36 222 5 38 033 20 45 640
SERVICES eveeeesensene 236 678 2.7 243 003 | 22 | 296 343
e S 3.4 562 859 | 22.7 | 715 376

563 834




GROSS DOMESTIC EXPENDITURE

TABLE 2

Meeting No. 3

Million contos

SECTORS cuizZZt 78/77 (197%9;3i— 78477 cuizzgt
prices volume ces) prices prices
Private Consumption .... 472 1.3 478 22 583
Public Consumption vo... 85 ~7-8 92 20 110
GaFaCaFe vevnsonnssacans 127 4.0 132 22 161
Changeé in stocks sseeee 34 x 19 x 23
Exports of goods and ser
IVACEE saveessenransnnans 111 15.3 128 21.4 155
Imports of gﬁods and se;! , )
ViCeB teeesssccscccccane 205 0.2 205 22 . 250
GDP market PTrices sceess 624 3.2 644 21.4 762
~Net indirect taxes ceees 60 x x 67
GDP factor COSt seeeeess 564 3,4 583 22,8 715,




TABLE 3

DISPOSABLE INCOME AND SAVINGS

Meeting No. 3-

Million contos current prices

1977 1978

G’DP fBCtor GOSt.-......-..-o.o......-..v..V....o. 564_ 715
Net foreign factor income ceececencencccreacons -6.9 =14.5
Foreign transferE .O.l...l....l...‘..._..'..l‘...l 43.5 70.3
Public tranSferS ........’.‘..o-..’..v'.n.‘luoQn...l‘. 63.9 72.6
Interest on PUbliC AEbt vuveseseoconcscnensnons 11.5 22.5
Dil‘ect faxea ao..oo.--olo.t:..novo-oo-oo’.oo... _8005 -104.0

Other public current receipts (not inéluding

indirect taxeS) ao-ooo-.o-oono.---oo..no..l..ooA "11.0 —9.9

. . (1) ‘ ;

Disposable Income seaeesessssesscons 584.5 752

Private consumption ...Q.........ﬂ..‘ 472 583

Private domestic SaViNgSeeessseasess 112.5 169
Public SaVingB-..-no.oooq.olo-oo.inoo -8.5 "25.2
Foreigﬂ savings.l...ll;..lil....-.... 57.5 2‘6.1

saVings= InveAStment Sscsesssesnsesens 16105 184
Private domestic savings ratio % eevececccccess 19.3 22.5

(1) - Including depreciation.




Wages indices 1970/78

(Annual percentage change)

Meeting No. 3

Manufacturing, Cons- Agriculture
truction and Transport Agriculi:une {annual
(daily wages) (daily wages) wages)
Lisbon Oporto Males Females
1970-73 10.8 12.0 12.7 13.9 12.8
1974 32.3 38.5 32.6 40.6 45.5
1975 18.7 27.8 24.3 34.5 41.9
1976 11.9 11.4 14.5 13.6 22.5
1977 12.0 12.2 14.7 19.0 16.0
1978 |
1977(1) .
.; ‘March 9.4 (5.7) | 6.6 (4.3) | 16.7 (4.1) | 23.6 (8.4) -
Jure 11.6 (3.0) | 12.9 (6.8) | 12.8 (2.5) | 17.0 (3.1) -
Septenber 13.3 (3.1) | 13.5 (1.7) | 17.6 (3.6) | 21.4 (1.7) -
Decenber 13.7 (1.3) | 15.7 (2.2) | 13.2 (2.4) | 17.1 (3.1) -
1978V Marcn 8.3 (0.7) | 11.8 (0.8) | 13.5 (4.3) | .4.2 (-3.6) -
June 10.6 (5.2) | 6.5 (1.7) | 18.1 (6.6) | 13.8 (12.6) -
Septenber 10.0 (2.4) | 5.7°(0.9) |18.2 (3.7) |17.6 (5.1) -
. Decenber - - - - -

Sources: Monthly Bulletin of Statistics - National Institute of Statistics
Annual Corporations Statistics

(1) - Percentage change from year earlier; numbers in brackets represent pércentags
change since last month of preceding quarter.
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<::}NDIGE DE PREGOS KO CONSUMIDOR - 1978 - VALnR,s MEDIOS TRIMESTHAIS E AJUAL
(1976 = 100)

129rim | 2°Prim | 39Trim * | 4°Tria | -Anual

' ALTMENTAGEO E BEBIDAS VE 147.1 160.2 165.6 178.3 | 161.5
ve +6.1 +8.9 +3.4 +7.7 -

ALIMENTAGZO VE 144.0 157.8 160.4 168.2 | 156.3
ve +5.2 +3.6 +1.6 +4.9 -

VEHE +21.3 +15.1 +19.2 +22.9 +168.3

BEBIDAS VE 182.1 188.4 226.1 | 294.7 | 220.7
ve +15.5 +3.5 +20.0 +30.3 -

YV H +61.4 +60-8 +75u9 ! +87.0 +7O-B

VESTUARIO E CALGADO VY E 131.8 137.2 137.4 149.5 | 141.8
. Y¢C " +2.0 +401 +O.1 +8.8 -

Y H +17.7 +18.7 +18.5 +15.7 | +19.5

SSPZSAS DA HABITAGXO VE 139.1 157.5 162.8 166.0 | 156.6
V C +1-B +13v1 +3.5 +2|0 -

. YH +24.0 +26. 4 +22.3. +21.5 | +23.8

(::>AGUA VE 137.7 144.0 157.8 160.2 | 151.9
YC 0.0 +4-6 +9'6 +1.5 -

. YH +24.8 +7.1 +14.6 +16.3 | 4+18.8

COMBUSTIVEIS E ELECTRICIDADE VE 134.3 | 183.0 193.2 198.5 |} 178.5
ve 0.0 +36.3 +5.6 +2.7 -

v H +14.0 | +36.3 | +43.9 | +47.8 | +37.3

DIVERSOS VE 132.5 141.0 149.4 181.5 | 145.0
YC +2.8 +6.4 +6.0 +21.5 -

VH +20.2 +20.0 +22.3 +23%.0 | +21.1

TRANSPORTES VE 134.1 146.9 149.8. | 164.8 |148.5
¥ C 0.0 +9.5 +2.0 +10¢0 -

v +16.1 +23.4 +16.1 +22.9 | +19.3

COMUNICAGUES Y E 141.2 144.2 219.1 | 219.1 {180.5
) YC 0.0 +2.1 +51.9 0.0 -

VH +38.8 +2.1 | +55.2 | 455.2 | +34.4

TOTAL SEM HABITAGEO VE 141.5 153.4 159.2 169.7 }155.4
ve +4.6 +8.4 +3.8 +6.6 -

Y H. +22.8 +19.6 +22.7 +25.4 | +22.1

FONTE: INE; DCP

N
N




DORIUGAL: DCPUIATION AND EMPLOYEMEINL :

1 T '_.--"‘ . Meeting No. 3
Coooneat , e
1974 ' 1975 1976 1977 1978
the the the the the the the the the
1158 nate |2 nare |35t harr 129 ma1r (15 nare (2% hate 115 hare {29 taie 150 hals
Pozulation 8 537 8 650 8 810 8 947 9 027 9 123 9 143 9 168 9 138
Ishor force 1 3894 4 048 3 993 4 065 4 079 4 16l 4 152 4 177 4 123
Military 227 195 147 109 78 65 75 70 73
Civilian ermplovment . 3620 | 3 767 3 713 3 734 3.757 - | 3820 3 786 3 781 3 736
Cnemployzent ' (1) 47 86 133 222 244 - 276 201 326 319
Unemployment Rate 1.2 2.1 3.3 5.5 6.0 6.6 7.0 7.8 7.7
1974 1975 1976 | 1977 1 1978
Erployment : . . 3 ‘ : _ -
Primary sector 1 264 1 312 1 260 17265 1 282 "1 286 1 263 1 228 1 187
| Se Seccndary sector . o ' :
of which: .. . - - |1 188 1 300 1 245 1 268 1 262 1280 | 1250 1 253 "1 283
Manufacturing 872 ' 962 ' 921 939 955 961 - 93} 905 | 936
Constructicn 277 306 280 297 268 . 284 211 | 313 298
Terclary sector . . - |
of which: 1 162 { I 148 1 193 1 195 1 207 1 249 1269 1 294 1 259 -
Public Adninistration '
ozl (2) 3 620 3 767 3 713 3 734. 13 757 3 820 . 3 786 3 781.. 3 736.

Notes: é;) It doesn't include the total uncmployrent of those who returmed from Africa
2) There 1s a statlstlcal difference between the total and the some of individual items.

Scurce: Data of zll series refer to the half-vearly labor-force survey carried out thxough the whole period by Fatioral Inst
of Statistics (IE — Instituto Nacional de Estatistica) .
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POOULACAO ACTIVA CIVIL, EVPRAGADA-E-DISErPRLGADAsX. PROCURACDISEOVO: H.PPDCC? SEGUNDO
oA SINUACIO TA PAO:IO;KLI {0 SEUTOR PRIMARIO i hares
s hn 12 senm.| 29 sem,| 19 sem.| 29 sem. | 19 sem.| 29 sem.| 19 sem.| 29 zex. 19 cexm.
olliuacad na prolrissac 74 74 75 75 76 76 77 77 78
Patroes 20 21 23 15 9 10 9 B 11
(100.0)| (105.0) (115.0)| (75.0) | (45.0) | (50.0) (45.0)| (40.0)} (55.0)
Isolados 404 397 392 413 408 395 409 391 372
. (100.0) (98.3)| "(97.0) | (102.2) (101.0) | “(97.8) | (101.2) (96.8)] (92.1)
Trat at:adOrvﬁs por eonta | 345 | 378 357 | 348 313 | 307 256 263 272
Qe oubrzes (100.0)| (109.6) (103.5) | (100.9) | (90.7) | (89.0) (74.2)} (76.2)| (78.8)
, zaumarzo‘ e outros nao | 492 512 485 | 483 532 553 566 549 517
rezunerados (100.0){ (104.1)| (98.6)| (98.2) (208.1) |(112.4) | (115.0)| (211.6)} (105.1)
- Outros . - - - 2 15 17 18 14 12
Erro estatistico - 3 ‘4 3 4 5 4 ‘ 5 3 ’ 3
TOTAL 1 264 1 312 1 260 1 265 L 282 286 1 263 1 228 1187
| | (100.0)] (103.8)] (99.7) |} (200.1) | (101.4) J(201.7) [ (99.9)| (97.2)| (93.9)]
Fonfeﬁ INE <« Inq. Perm. . ’
ao Bmp. (Valores
Provisdrios)
B
— D
rt
E’uh
oQ
5
W
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POFPULAGAO ACTIVA CIVIL, EMPREGADA-E™DESENMPREGADA-XATPROCURA™ CESNOVGH HIEFTET,- SECUNDO
e A SIVU "t,“':) na Pf\OFIoo:'\v' 0 SECTOR QEQUIIDARIO ilhares
- .~ 12 gon.| 29 sem,| 19.sem.| 29 gem. | 19 sem.| 2% sem.| 19 sem.| 29 sem.| 1% sam
3ituacao na profissao e '
iiiagee TR B 74 14 75 75 76 76 71 71 78
Patroes 33 35 34 37 32 27 b 33 32 32
(100.0) | (106.1) | (103.0) | (112.1) (97.0)] (81.8){ (100.0)| (97.0)| (97.0)
Isolados 63 70 72 75 63 73 71 77 T4
(100.0)| (111.1) | (114.3) | (119.0) | (107.9)| (115.9)] (112.7)}| (122.2)} (117.5)
Trabalhadores por conta |3 o75 . |1174 [1 118 1137 1139 |1156 1119 |1 113 |1 148
de outrem C ‘ .
_ (100.0)| (109.2) | (104.,0) | (105.8) | (106.0)| (107.5)| (104.1)| (103.5)| [106.8)
. Pariliares e outros nao 11 14 14 13 15 16 16 22 . 19
rezunarados (100.0)| (127.3)| (127.3) | (118.2) | (136.4)] (145.5)| (145.5)| (200.0)| (172.7)
Qutros 1 2 2 2 1 4 5 5 7
Erro éstatistico 5 5 5 4 7 4 6 4 3
TOTAL 1186..|1300 (1245 Jr268° 1262 {1280 [1250 1253 |1 283
- (100.0) (109.4)| (104.8) | (106.7)| (r06.2)| (107,7)] (r05.2)} (105.5)} (108.0)
Fonte: IUE -~ Inq. Perm. . | ’ | . ﬁ
ao Emp. (Valores - &
* Provisérios) *
) 3
: &
. H-
- =]
09
2
2
(9%
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POFULACAD ACTIVA CIVIL, EXPREGADA BTDESEMPR REGH DATAPROGURA “DE"} NOVOSELENTIN0, SECUNDO
A SIUAGRO ¥A PROFISSHO N0 SBCIOR TERCLANIO " s ’
continente : wiilhares
1?2 sem.| 29 sem.| 12 'sem.| 22 sem. |} 12 sem.| 292 sem.| 19 sem.| 29 sem.| 1&¢ sem
t f.l. L)
oltuagao na pro 5540 74 74 75 75 76 76 77 77 '{8
Patrges a7 49 45 . 51 45 43 43 41 42
(100.0)f (104.3)| (95.7)| (108.5) | (95.7) (91.5)| (91.5)} (87.2)}  (89.4)
Isolados 134 119 133 127 126 135 146 146 153
oatathad (100.0)] (88.8)| (99.3) (94.8) | ~ {94.0)] (100.8) (109.0)| (109.0)} (114.2)
é;a;i;rtm°r“9 por conta | g5 924 964 950 979 |1 005 . |1 020 1054 | 1 006
A (100.0) (100.1)| (104.4)| (104.0Q) | (106.1)| (108.9)| (110.5)} (112.0)] (109.0
Faniliares e outros nao 48 48 48 - 43 46 50 AT 54 42
rezunerados (x00.0 | (100.0)] (100.0){ (89.6) [ (95.8) (104.2)| (97.9)} (112.5)] (87.5)
Outros - - 2 - | 1 5 3 6 4
Erro estatistico 10 : 12 14 10 11 10 13 12
TOTAL 1 162 1 148 1193 1195 |. 1207 }|1249 |1 269 1 294 1 259
|- (10c.0){ (98.8)] (1c2.7)| (202.8)] (103.9) (107.5)] (109.2)| (111.4)| (108.4)
Tonte: INE - Ing. Perm. - ‘ '
20 Emp. (Valores .
Provisdrios)
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oy hoadrg 1950 » 100 / Continonia
, 1977 \ 1978
r Nk \
AL AETIVIDIDES Janoire | Rorl | Julha [oalibro amoire | AT Juite Toutiire
TOTAL 05,6 1054 | 1060 {1056 |15 | 1083 | 1068 | 05
4 PESCA e I ngs 73,2 | 8,2 | 8,0 7L |9 7.0
1 IAASTRIAS EXTRACTIVAS 03 | M3 | 2 | W7 WS | B3| w3 8
1 1 STRIAS TRANSFORY00AS w5 s pezs (w2 (o5 | ooLe | e |1
20 Mirentacio 82, |82 82,8 | 85,2 | BLA BLY | &%
2 Pebidas
2 Tihats 169,9 {172,6  19,0 {1788 178 | 1B.0 {1792
pxi Texteis 9,7 9,2 }-9,3 | %5 99,2 93,9 9.7
) Vostuiric e Calgads 16,3 [N50 {47 |NAT [T | 500|149
5 Padeire e Cortiga 86,2 | 8,5 8,2 | 6,1 | 8.3 8,7 | 8.0
tubilidrlo NYE - NEE fN72 |52 (A NG | T
a Pasol k|99 6,5 | 95,4 | 54 %.5 | .6
i Tipojrafia 85,3 | 85,3 65,9 | 854 | %S5 B3 | &3
» Curtures 83,5 | 83,9 g, | g,5 | &4 8.8 | 8.3
n Rorracha 93,4 84,1 92,9 | 93,2 9.9 93,3 9.4
o’ A 3,8 {155 {160 | o8 | B2 | %] %9
32 Pelrilen ,
n Produtos Finerifs n Vetalieos . 006 (17,5  [1@,6 (19,1 | I087 09,5 | 10,5
4/39 Mstalurgicas e Vetalcoacanices o, {103,7  [163,0 (63,9 | 1094 130.2 | No,4 C)
1 Transformadorss [fversas 1202 o (12,7 pao o (1205 | 12y 20
4 QUSTRUT £ (BRAS PALICAS 86 |8 04 180 (1001 1082 §109.7 | 1005
5 ELECTRICIDADE, 645 £ FCA w2, hes  [1s,6 (ke {1058 ] M0 1S |
6 CCf1310, BANCOS, SEGLROS 00,8/ 1MAVELS 15,0 D129 w0 25 [126.2 | 1285 | 126,59
6 Condrct | 165 D2 |iss |1s,3 |058 | wsd |
ol Lancos, Sequros e op, s/Imgveis 1856  1165,8 18,7 {193,511 1551 11906
TRAISPORTES, AFRAZERACEN OOMUAICAQCES W6 N33 [0 ke (1239 1232 123,01 | 123.0
85 SIVIC0S PESSOnIS(2) 1%,6 (13,3 {wek [133,8 BT | VLT | K2 | whg
FCATE: M.T. = S.E. = Inquiritos 20 Fmpregn,
WTAS:{1) Treduz a evolucfo do ndmero de trebalhadores por conta de outrém,
(2) 1 inclui os servigos donésticos
/\
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INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 4
Held at the Bank of Portugal
on Thursday, February 8§, 1979 at 3:;00 p,m,

Present.

Portuguese Representatives IMF Representatives
Dr, Cavaco Silva, Bank of Portugal Mr, de Fontenay
Dra, Constancio, Ministry of Planning Mr, Osunsade

Dra, Cocco, Ministry of Commerce Mr, Stuart

Dr, Matheus, Bank of Portugal - Mrs, Teigeiro

Dra, Cardoso, Bank of Portugal

1, Introduction: Before proceeding to the balance of payments,
the meeting discussed a new set of tables on certain real aspects
of the economy, as follows: (a) Seasonally-adjusted index of
industrial production: Abstracting from the usually lean month
of August, the data for 1978 showed a persistent decline in the
monthly index, following a peak level in May; this was seen as
confirming the overall impression of a marked slow-down in the
economy during the second half of the year, (b) lgdex of Supply
Conditions for Equipment Goods: this showed a steady decline
during the first three gquarters of 1978 in respect of domestic
production, and a drop from the second to the third quarter in
respect of imported equipment, but an estimated increase in

both cases for the last quarter of 1978, Why there should be

an upturn in the December quarter in view of the slowdown in
economic activity could not be satisfactorily explained, except
that it could perhaps be due to statistical inaccuracies in
estimation, (c) Stocks of finished goods: A chart provided

by the Portuguese representatives showed that the stock of
domestic manufactures rose 'during the first and second quarters
of 1978, but declined slightly in the third quarter as sales
picked up in that quarter, On a related note, the Portuguese
representatives commented that the rate of capacity utilization
"in the economy had declined to 77 per cent, (d) Stock Levels in
Retail and Wholesale Trade: Two charts provided by the Portuguese
representatives showed that the stocks of retail trade declined
during the second and third quarters of 1978, while those of
wholesale trade showed an increase during the first three quarters
of the year; the Portuguese representatives explained that this
experience could be seen as consistent with their earlier state-
ment that stocks of imported goods have declined in 1978 while
those of domestic goods have increased,
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2, Balance of Payments: The Portuguese representatives explained (:)
that balance of payments data compiled for 1978 were based on
actual data for the January to November period, with the exception
of foodstuffs and petroleum for which complete annual data were
available, The data showed that, in US dollar terms, exports
increased by 20,23 per cent in 1978, and imports by 6,62 per cent
(see attached table); the corresponding rise in volume terms was

by 14,2 per cent and 0,2 per cent, respectively, On the same basis,
the average price of exports rose by 5,3 per cent during the year,
while that of imports increased by 6,4 per cent, The deficit on
account of services increased marginally to US $132 million in

1978; this included a sharp rise from US $179 million to US $327
million in the net payment of investment income, Receipts from
tourism were estimated to rise by 44,7 per cent in US dollar terms
during 1978; during the first nine months of the year, the nunmber
of tourist nights spent in the country and US dollar receipts per
tourist rose by 12,2 per cent and 15,3 per cent, respectively, over
the corresponding period of the preceding year, The main cons-
traint on the growth of the tourist sector now appeared to be one
of capacity; a marginal increase (about 3 per cent) is expected

in this capacity during 1979, At US $1,585 million, net receipts
from private transfers rose by close to 40 per cent in 19783 the
Portuguese representatives considered this particularly satisfac-
tory in view of the reduction in emigration during recent years,
All told, the foregoing developments yielded a current account
deficit of US $943 million (5,8 per cent of GDP) in 1978, or O
US $0,556 billion lower thanm in 1977,

The capital account (including errors and omissions) showed
an even bigger turnaround in 1978, rising by over US $1 billion
to US $1,095 million, Net inflow of medium and long term capital
amounted to US $739 million, of which US $527 million was by the
public sector, Net short-term capital movements (including errors
and omissions) showed a sharp swing from a negative of US $6 mil-
lion in 1977 to a positive of US $356 million in 1978, The
Portuguese representatives thought that this development was re-
lated in part to a change during the year to a system under which
importers could be expected to arrange short-term trade financing
directly with the foreign suppliers, since short-term foreign
borrowings guaranteed by domestic banks were covered by the credit
ceilings in the stand-by arrangement with the Fund, As for inward
direct investment, this was estimated at US $50 million in 1978,
compared to US $68 million in 1977; the Portuguese representatives
commented that current expectation was for a pick-up of inward
foreign investment in 1979,

3, Trade Performance: The virtual stagnation of the import

volume in 1978 was attributed by the Portuguese representatives

partly to the economic slowdown in Portugal and partly to the
decumulation of stocks, In this connection, they explained that

the reduction of the 30 per cent import surcharge by 10 percentage (:)
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points on October 1, 1978 has shown no perceptible effect on im-
ports, On the export side, they pointed out that the better
export performance in 1978 has included an improvement in textile
exports, particularly in Sweden and the U,K,, where Portuguese

exports amounted to 14 per cent and 10 per cent, respectively of
the domestic market,
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Table 1, Poftugalg Balance of Payments, 1977 and 1978

(In millions of U,S, dollars)

1077 1978

Merchandise Trade (net)

Exports
Imports

Services (net)
of which: Tourist receipts
Investment income (net)

Private Transfers (net)
Current Account (1 through 3)
Non-monetary capital (net)
of which: Medium & Long~term Capital (net)
Short-term Capital (including

errors and omissions)

Overall balance (4 + 5)

-2, 506 =-2,396

2,027 2,437
4,533 4,833

=127 =132
(403) (583)
(-179) (-327)

1,134 1,585

-1,499 ~943

89 1,095
(95) (739)

(-6) (356)

-1,410 152

Source: Data provided by the Portuguese authorities,
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1.P.1. GERAL - VALORES CORRIGIDOS DOS DIAS UTEIS

VALORES CORRIGIDOS DA SAZONALIDADE

Ao | Janeino | Fevereino | Margo | Abril | Maio | Junho | Jutho | Agosto | Setembro |. Outubro | Novembro | Dezembho
1974 | 148,14 143,25 | 148,59 | 145,40 | 135,58 | 137,22 | 138,60 | 137,20 | 127,90 139,35 | 133,53 140,12
1975 | 136,54 138,39 | 152,85 | 129,14 | 134,50 | 134,96 | 136,90 | 117,60 | 131,73 136,07 | 134,75 130,67
1976 | 132,72 135,17 | 135,94 | 13634 | 141,67 | 136,97 | 136,00 115,95 | 138,48 | 140,01 | 148,06 148,13
1977 | 151,19 | 150,70 | 150,18 | 154,67 | 156,27 | 156,99 | 154,61 | 135,88 | 161,83 | 159,39 1‘63,5'1 163,95
1978 | 169,15 | ore4,05 | 164,67 | 168,36 | 169,44 | 167,43 166,51 | 141,48 152;94 161,58

Onigam: Centro de Estudos de Planeamento

AS/MA
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- INDOSTRIAS TRANSFORMADORAS

VALORES CORRIGIDOS DA SAZONALIDADE

ANO JAN, FEV, MAR. ABR. MATO JuN. Jut. AGO. SET. out, - Nov, DEZ. TOTAIS
1974 | 147,36 | 143,93 | 148,50 | 145,82 | 139,91 | 138,43 | 138,54 | 141,94 | 129,81 | 137,41 | 133,26 | 139,86 | 1 684,77
1975 | 135,61 140,48 | 130,71 | 126,95 | 132,62 | 134,39 | 135,83 | 126,29 | 133,52 135.,88 135,17 | 130,47 | 1 597,92
1976 | 133,16 | 136,67 138,.67 ’ 137,03 | 139,81 | 138,06 | 137,99 | 130,75 | 140,90 | 141,89 | 146,74 | 149,93 | 1 671,55
1977 | 150,78 | 150,34 | 149,71 | 153,06 | 152,51 | 154,79 | 155,31 | 155,92 | 159,84 | 160,67 | 161,98 | 162,52 | 1 861,43
1978 | ‘168,64 | 162,41 | 165,90 | 164,74 | 162,85 | 164,62 | 168,33 161,‘38 164,39 | 163,41
N
AS/MA Cox \’:s? w(bJ
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INTERNATIONAL MONETARY FUND

(:) Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 5
Held at the Bank of Portugal
on Friday, February 9, 1979 at 3:00 p,m,

Present:

Portuguese representatives A Fund representatives
Dr,Z Cavaco Silva V Mr, de Fontenay

Dra, Constancio Mr, Stuart

Dra, Cardoso ' Mrs, Teigeiro

Dr, Mateus

At the outset of the meeting Dra, Cardoso provided the mission
with a number of tables, including the monetary survey, monetary
base, net foreign liabilities of the banking system, use of redis=
counts, and utilization of credit ceilings, She noted that the
data for December 1978 were only estimates based on the weekly
reporting sheets of the banks, For this reason the final figures
for the money stock would probably be rather higher, B8he also
(:) thought that the weekly figures underestimated domestic ecredit

expansion, but not by as much as in the case of the money stock,
The net foreign liabilities data were relatively firm, so the
major portion of the counterpart to the overestimation of M2 would
probably appear in "other items, net,"

Turning to the evolution of the monetary aggregates
Dra, Cardoso explained that most of the increase in M2 in the
fourth quarter of 1978 had been in the form of time and savings
deposits, particularly emigrants deposits, BShe explained that
since the differential between the yield on 6 months' deposits
and deposits with a maturity of one year was only one percentage
point, there appeared to be a decided preference among savers
for six months' deposits, Deposits in this category had shown
the largest increase among all maturities, At the end of December
the estimate for the total domestic credit of the banking system
was just under the stand-by ceiling, however credit to the public-
sector exceeded its subceiling by Esc, 11,2 billion, She noted
that the decline in bad debts in December could have been due to
end-of-year "window dressing” by banks, and thus could be expected
to rise somewhat sharply in January, She explained that the monthly
increase in bad debts was always deducted from the banks' indi-
vidual credit ceilings, so any increase in subsequent months would
have to be compensated for by a decline in the other components
of domestic credit, ' '
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In answer to a question about the composition of "other items, <:>
net” Dra, Cardoso explained that the foreign currency deposits of
residents now included in "nonmonetary liabilities" covered the
proceeds of foreign loans deposited and held in foreign exchange
with the Bank of Portugal by resident firms such as the Post Office
until needed for domestic transactions, "Fundos publlcos para
concessao de crédito" referred to the counterpart of a 1little used
credit facility provided by the Central Government to the Caixa
Geral and the Banco de Fomento for credit to public enterprises,
She further explained that the rather large increases in "contas
diversas"™ in "other unclassified items"™ were the counterpart of

the profits of the banks, especially the Bank of Portugal, Around
May every year these profits were divided between the Ministry

of Finance and the banks, with the banks' share being transferred
to profits, i,e, recursos proprlos" in the monetary accounts,

Mr, de Fontenay asked how the Bank of Portugal's rediscount
ceilings were set, Dra, Cardoso explained that the rediscount
ceilings were set as a residual within the framework of the
monetary base, The monetary base target was itself set by linking
it to a monetary growth target consistent with the banks indi-
vidual credit ceilings and the overall credit ceiling of the Fund
stand-by, During December and January considerably less use was
made of rediscounts than in previous months because the larger
than expected expansion of credit to the public sector had pro-
vided ample liquidity, To correct for this problem as well as k<:>
to permit greater flexibility, the rediscount ceilings were now
being fixed by-weekly instead of monthly,

Concerning the credit ceilings on individual banks,
Dra, Cardoso explained that there had been a change in the
system in September/October, Previously some banks had been
permitted to exceed their ceilings, because their excess demand
was generally always compensated for by other banks which failed
to use up all of their ceilings, Now, however, all banks were
required to remain within their ceilings, Moral suasion and
reducing rediscounts were the only penalties used until now in
deterring banks from exceeding their ceilings, Mr_, de Fontenay
asked why the credit ceilings had not been as fully utilized
in the fourth quarter as in the preceding quarter, Dra_, Cardoso
explained that this was due to the change in the system, out-
lined above, and also to an apparent weakening in the demand
for credit,

Mr_  de Fontenay asked whether any data were available cover-
ing the distribution of credit, particularly preferential credit
and credit to the public enterprises. Dra, Cardoso explained
that this was very difficult as the banks did mnot have their
loans categorized in that way, She explained that the figures
for credit and deposits of public enterprises which appeared in
the Bank's Annual Report for 1977 had been discarded because (:)
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they were considered too unreliable, A 1list of public enter-
prises was given to the bamnks, but the accounts were apparently
kept haphazardly, and there was a significant amount of double
counting in the statistics, Other problems arose in trying to
classify credits by maturity, Loans which were in fact rolled
over every six months, were classified by their final maturity
date which was usually considerably longer, Dra_, Cardoso did
note that the data which had been received from the Caixa Geral
since July on credit to public enterprises were reasonably good,
and the Caixa was one of the major lenders to such entities,
Some 40 per cent of the Caixa's credit to the private sector.
went to public enterprises, Looking only at data received from
the Caixa, credit to public enterprises had apparently rFisen
much faster in 1978 than in 1977, In addition credit for hous-
ing had also increased sharply at a rate of about Esc, 1,0 bil-
lion per month, Much of this increase, however, was due to the
decentralization of the Caixa's loan approval system at the end
of 1977, which had considerably reduced administrative delays,

Mr, de Fontenay asked how the preferential credit systen
operated, Dra; Cardoso explained that an application for a
subsidized credit is first submitted by a bank for approval by
the Bank of Portugal, If the request is granted the bank then
lends the funds to the borrower at the subsidized rate and re-
ceives the subsidy from the Bank of Portugal, The subsidy is
financed from the Bank of Portugal's compensation fund which
also collects the interest surcharge on consumer durables, Any
shortfall is financed by the Bank of Portugal, Administrative
delays were apparently quite common, biasing the statistics
accordingly, but Dra, Cardoso undertook to provide the mis-
sion with data on the amount of credit actually subsidized and
the interest rates paid,

Mr, Stuart asked how important was the Government's role
in the housing sector, Dra, Constancio explained that of
38,000 houses finished in 1978, some 6,000 had been built at
public expense, These were financed by the budget and through
the Caixa, and were rented out at subsidized rates, Under the
new law for local authorities, the responsibility for building
subsidized housing would be transferred from the central govern-
ment to the local authority,

Mr, de Fontenay asked whether there had been much switching
between domestic and foreign financing by firms in 1978,
Dr Cavaco Silva pointed out that all foreign borrowing by
banks or with bank guarantee was subject to the stand-by ceilings,
Direct foreign borrowing outside the ceilings by Portuguese
firms was quite uncommon as few firms except Petrogal or the
Post Office were sufficiently well known to be able to borrow
abroad, In addition, rising foreign interest rates and the present
system of depreciation made such borrowing relatively unattractive
to most firms, Within the ceilings, the banks, which only received
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a commission for their services instead of the full interest
rate, apparently preferred to lend from their own resources as
their gross foreign liabilities, nearly all of which represent

bank guaranteed foreign debt to the private sector,
during 1978,

declined
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INTERNATIONAL MONETARY FUND

Portugal -~ 1979 Use of Fund Resources
Minutes of Meeting No, 6

Held at the German Embassy (Lisbon)
on Friday, February 14, 1979 at 4:;00 p,m,

Present:

German Embassy IMF Representative

Mr, Jurgen Oestreich : Mr, Osunsade
(Economie Counsellor)

I, Introduction: The meeting was convened to get a clear idea
about the flow of German financial assistance to Portugal,
Specifically, as part of an effort to have firm data on the
capital account of the balance of payments, it was desired

to ascertain (a) disbursements of German aid on annual basis,
(b) any repayments falling due, and (c) aid commitments in

the pipeline, including probable draw-downs in the near term,

‘In response to questions in the above-mentioned areas, Mr, Oestreich

commented as summarized below,

2, BSize of Aid Program:; Beginning in 1975, official aid to
Portugal by the Federal Republic of Germany has amounted to
roughly DM 70 million per annum in terms of commitments, making

a cumulative total of DM 280 million by the end of 1978, Of

this total, only about DM 50 million (some US $24 million) was
estimated to have been utilized during the four-year period, The
slow rate of draw-down was attributed to administrative and tech-
nical constraints in project preparation and other factors
limiting absorptive capacity, For 1979, disbursements are ex-
pected to increase to about DM 70 million, or some US $35 mil-
lion, The terms of the financial assistance are; 10 years grace
period, 30 years original maturity, and interest at a rate of

4 1/2 per annum, Except for an insignificant amount, use of this
financial assistance is not tied to purchases of German goods

and services, As for amortization payments, these have related
to loans given before the revolution, Because of the slow rate
of draw-down, continued repayments on old loans have entailed
little net inflow of German aid; indeed, a net outflow was regis-
tered in 1976, For the foresseable future, commitments are
expected to continue at the same annual rate of some DM 70 million,
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3, Aid Projects: German financial assistance to Portugal is
channelled generally to projects that are labor-intensive and
have low import content, The already agreed projects within
this framework are the following:

. Rural Electrofication

. Development of feeder roads

., Construction of fishery ports

. Flood control program

Irrigation projects '

. Railroad modernization (DM 9 million pledged in 1978)

. Establishment of a Project Study Fund (to finance
pre-feasibility or feasibility studies),

NGO R WY

As regards aid administration, the procedure is for the Portuguese
Ministry of Planning and the German Embassy in Lisbon to agree
first on the relevant projects; thereafter, the related financial
transactions are between the German aid agency (Kreditanstalt

fur Wiederaufbrau, KFW) and the Portuguese 'Junta Nacional do
Credito Publico',



INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources
Minutes of Meeting No, 7
Held at the Bank of Portugal
on Monday, February 12, 1979 at 9:30 a,m,

DPresent:

Portuguese representative . IMF Representative

Mr_  Rodriguez (Head, Capital Mr, Osunsade
Income Division of the Bank
of Portugal)

1, Summary of Data:; Mr, Rodriguez provided tabulated data show-
ing that (a) the number of remittance applications subjected to
phasing was 5 out of a total of 34 received during ‘the three month
period ended in January 1979 (i, e,, 15 per cent), compared to

52 out of 178 (or 29 per cent) during the preceeding 12 month
period; and (b) the average waiting period for phased applica-
tions was 58 days during November 1978 through January 1979,
compared to 91 days in the seven months to mid~1978 and 70

days during the July-October period of 1978, By early February,
"the delay was reported to have been further curtailed to about
one month, Mr, Rodriguez promised to supply requested data on
the outstanding number of pending applications for remittances

of profits and dividends, together with the value of the cumu-
lative backlog,

2, Historical Background: In an effort to establish the point
that the present practice amounted to a liberalization as com-
pared to the practice previously in place, Mr, Rodriguez des-
cribed the evolution of the system as follows: The period of
about three years immediately following the revolution in

April 1974 was characterized by a very low limit on individual
invisible payments (including those for investment income) that
the banks were permitted to authorize (in the Fund's Annual
Report of Exchange Restrictions for 1976 and 1977, this limit
ranged between Esc, 30,000 to Esc, 60,000, i,e,, under US $2,000),
Those wishing to make outward remittances beyond this limit were
required to make applications to the Bank of Portugal; however,
because of the tightness of the foreign exchange situation, such
applications were rarely granted, Abstracting from possible
remittances outside the banking system, this situation meant

that several foreign-owned enterprises in Portugal resorted to

a more or less involuntary ploughing-back of profit'(re—investment),
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With the introduction, on August 24, 1977, of a new Invest-
ment Code, remittances of investment income were placed on a
free basis, with, however, a provision for possible phasing
of such remittances if it was felt that the balance of pay-
ments position was threatemed, This liberalization was followed
by a rapid increase in remittance applications, including pent-
up applications, As a result, the authorities felt the need
to invoke the phasing provisions of the Investment Code, begin-
ning during the third quarter of 1977, However, as the flow
of remittance applications has settled down over time towards
a more normal rate, the authorities have been able to curtail
the phased proportion of these applications as well as the
average waiting period, Moreover, the minimum single amount sub-
ject to phasing has been increased over time; im July 1978, it
was ralsed from the equivalent of US $40,000 to the eguivalent
of US $250,000, According to Mr, Rodriguez, the currently pre-
vailing waiting-period could be attributed largely to adminis~
trative bottlenecks, '

In reply to a question as to why problems about profit remit-
tances should be reported only by the British, Mr, Rodrigues=z

explained that this must be related to the experience of a British-

owned firm operating in the wine industry, On the basis of a ~
revaluation of its assets, this company had submitted unusually
high profit figures to be remitted in respect of 1977, The
Capital Income Division of the Bank of Portugal, however, took
the view that this case involved strictly a repatriation of
capital, rather than a pure case of profit remittances; and the
Bank's Legal Department subsequently reached the same conclu-
sion, The company's application was therefore later passed on
to the section of the Bank of Portugal dealing with capital
repatriation,

(

(



INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 8
Held at the Bank of Portugal
on Monday, February 12, 1979 at 3:00 p,m,

Present:.

Portuguese representatives " IMF representatives
Dr, Cavaco Silva, Bank of Portugal Mr_, de Fontenay

Dr, Onhen Goncalves Mr, Osunsade

Dra, Teodora Cardoso, Bank of Portugal Mr_, Stuart

Dr, Alfredo Amaral Mrs, Teigeiro

At this meeting the outturn of the public sector budget for

1978 and the implication of the recently published law on Local
Authorities Financing were discussed, Dr, Ohen Gonecalves pre-
sented two tables, one showing the financing of the deficit of
the state and the public sector in 1978 and one showing the
consolidated accounts for the public sector in 1978, He indicated
that the data on the state were firmly based, but given the large
number of public entities covered by the definition of the public
sector, the results for the public sector were somevhat more
preliminary, For the state, the deficit of Esc, 79,1 billion

was adjusted for the amortization of existing debt and the effect
of the complementary period, and this total was compared to known
sources of finance, This yielded the discrepancy item which cor-
responded to net other treasury operations, This item included
15 inflows some borrowing abroad, mainly PL480 loans, These
.oans were considered as finmancing items in the accounts of the
ublic sector, Outflows in this account included some subsidies,
oans and expenditures, For the public sector, this discrepancy
tem represented a residual item,

The adjustment for the complementary period consisted of:

Es¢, 17,0 billion expenditure paid in Jan, 1978

‘ect of comple- Esc, 22,4 billion expenditure paid in Jan, 1979
‘tary period 5,4 billion

The table on the Consolidated Accounts of the Public Sector
.cated a current account deficit of Esc, 26,1 billion and an
'‘all deficit of Esc, 79,9 billion, The deficits were much
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higher than had been anticipated in March 1978 and even in the
original budget, In preparing the forecast outturn for the budg:
the budgeted receipts had been used as well as historical utili=-
zation rates of appropriations -- 95 per cent for personnel,

92 per cent for expenditure on goods and services and 90 per ce:
for investment expenditure of the plan, In the end, utilization
rates had been much higher, close to 100 per cent, In addition,
the Government had anticipated some expenditure for 1979 by appr
priating a number of expenditures late in 1978, After fully
utilizing the Esc, 10 billion provision for unallocated appropri.
ations, the following proposals for new expenditures were presen

Appropriations in December 1978
(Billions of escudos)

Subsidy for Supply Fund 2.4
Increase in health services 3,2
Sines projects 2,0
Railway subsidy 0,7
Pension Fund for Railroad 0,4
Credit for refugee investments 0.6

Total 9,3

There had also been an unanticipated expenditure for intere
on public sector floating debt of Esc, 1,2 billion but this was
more than offset by the fact that total interest payments were 1
than budgeted, The increased appropriation for health services
raised the total excess for the year to Esc, 6,6 billion, Also
contributing to the higher than expected expenditure was the
increased expenditure of the employment fund (Esc, 1,5 billion)
and the higher pensions paid by the social security system
(Esc, 4,2 billion on an annual basis) which had been reviewed
with the staff mission in November, Mr,  de Fontenay asked if
increase in pensions after presentation of the budget, which b
contributed to the overruns in 1978, was a normal timing patte
Dr, Ohen Goncalves replied that even for 1979, the budget had
been prepared on the basis of the existing level of pensions
though increases were considered possible,

Turning to tax receipts, Dr, Ohen Goncalves reported th:
there had been a shortfall in indirect tax receipts of Esc,
billion, despite an increase during the year in the tax on
gasoline, The shortfall on the transactions tax was Esec, 5,
billion of which Esc, 1,7 billion was due to the failure to
extend the tax to a list of services, even though the measu
had received Parliamentary approval, In addition, budgeted
receipts for the transactions tax had been traditiomnally ox
estimated, as the average rate for the tax applied to nati-
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accounts estimates for expenditure suggested receipts should

be much higher than in fact they were, Finally the increase
from 12 per cent to 13 per cent in the basic tax rate which had
been introduced in May was not effective until Jumne, as receipts
are collected with a two month lag,

Receipts from customs duties and the import surcharge had
been Esc, 1,2 billion and Esc, 1,5 billion less than had been
budgeted, and were less than the receipts for 1977, There had
been an increase in the number of importers asking for exeumptions
under the drawback scheme for exporters, and collections were
delayed until requests were processed, Also, some receipts from
both the surcharge and import duties may have been classified
with other treasury operations, which would be corrected in the
final figures for 1978, In forecasting revenue from the surcharge,
account had been taken of the reduction in the surcharge, but in
general the forecast had been too optimistic, Receipts from the
tobacco tax*and stamp duties had been disappointing due to the
delays in taking tax measures in 1978, Only the taxes on gasoline
and car sales had exceeded expectations,

As for direct taxes, only the complementary tax receipts
had been surprising, Collection of the tax had only begun in
December, compared with the more normal time of August or
September, As a result, some collections would only be made
in January and February 1979, The delay in collecting this tax
was related to delays in issuing tax notices for the real estate
tax until October 1978, This was due to problems with the com-
puterization of the collection of this tax, which would delay
receipts until early 1979, The lower than expected receipts from
the professional tax were related to an over estimation in the
budget regarding the elasticity of the tax as nominal incomes
rose, There were also indications of tax evasion within the
liberal professions, Receipts from other taxes had been fore-
cast fairly well, '

The total increase in tax receipts for the state had been
only 21 per cent in a year of important tax increases -- a 15
per cent surcharge on direct taxes except the professional tax
where the surcharge was 10 per cent, an increase in the trans-
actions tax from 12 to 13 per cent and important increases in
stamp duties and taxes on tobacco and alcohol, It had been
estimated in the budget that the increase 'in receipts due to these
measures alone would total Esc, 11 billionj in the end total
receipts had risen by only Esc, 19 billion,

Dr, Goncalves indicated that monthly figures for the stamp
duties and the transactions tax revealed a declining trend which
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he felt was related to a recession in the economy, Even annual
projections based on October data had proved to be overoptimistic,
Direct taxes had not exhibited such a trend -- annual projections
based on August data had been reliable, There were also indica-
tions that tax payments were being delayed as a means of subs-
tituting for high cost credit,

Looking at the current accounts of the subsectors of the
public sector, Dr, Goncalves noted that he would supply a table
showing the outturn for the components of the public sector,
Latest estimates suggested that only the state had a current
deficit,

Current Balances in the
Publie Sector

(Billions of escudos)

State -38,0
Autonomous Services 1,0
Autonomous Funds . 8,2
Local Authorities 1,3
Social Security Systen 1,5

The subsectors had achieved this surplus, however, because
of transfers from the state, These included a transfer of
Esc, 31,5 billion to the autonomous services (Esc, 14,2 for medi-
cal services) Esc, 3,5 billion to the local authorities, and
Esc, 5,6 billion to the supply fund, The unemployment fund had
a surplus of Esc, 5 billion and transferred Ese¢, 3,5 billion to
the social security system for payment of unemployment benefits
and Esc, 1,0 billion to the Manpower Development Fund, The Social
Security System had a surplus of Ese, 1,5 billion, receiving the
transfer from the Unemployment Fund and Ese, 3,1 billion from the
state for pensions of railroad workers,

On capital account, the Unemployment Fund transferred
Ese, 2,0 billion to the state and the state in turn transferred
Esc, 8,0 billion to the local authorities, It was difficult to
breakdown in a detailed way capital expenditure by the state,

By way of summary, Dr, Goncalves noted that, as in the
past, the outturn for the state budget was a good indicator
for the remainder of the public sector, In particular, in 1978
the state had helped finance the deterioration in the accounts
of the rest of the public sector, thus raising its current deficit
to Esc, 38 billion, The balance of all other subsectors had been

O
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better than budgeted, except for the social security system
where the surplus was Esc, 1,5 billion compared to the budgeted
figure of Esc, 3,5 billion, Within the budget for the state,
interest or the public debt had been lower than budgeted,
subsidies had been Ese¢, 10,5 billion vs, Esc, 11,3 billion in
the budget and there had been no increase in current expendi-
tures, There had however been a short-fall of Esec, 23 billion
in current receipts: tax revenue contributing Esc, 14,9 billion,
current transfers not received from social security, Esc, 6,2
and property earnings Esc, 1,7 billion due to no profits being
remitted from public enterprises nor rent on state land held in
the area of the Agrarian reform (which accounted for Esc, 0,4
billion of the Esc, 1,7 billion), Perhaps Esc, 0,6 billion in
budgeted receipts from minting was presently being accounted in
other treasury operations, Capital receipts had been affected
by the fact that the Unemployment Fund had transferred only
Esc, 2 billion vs, the budgeted figure of Esc, 5 billion,

Mr, de Fontenay asked about the implications for credit
demands by the public sector in the first quarter of 1979,
particularly in light of the spending in the complementary period
of Esc, 22,4 billion, Dr, Goncalves replied that the subsequent
deposit of tax receipts, including the postponement until early
1979 of collection of 1978 taxes, would limit the increase in

public sector credit from the banking system to Esc, 13,0 billion,

Mr, de Fontenay asked if it were possible to identify the
subsidies and capital transfers that went to the public enter-
prises in the budget results, Dr, Goncalves replied that
subsidies totalled Esc, 10,5 billion, for which a breakdown was
available and would be provided, Approximately 40-50 per cent
went to the railway company and other transportation companies,
Subsidies were also provided to some industrial and fishing
companies and newspapers, The original budget had provided for
subsidies of Esec, 10,3 billion; the railway subsidy had been
increased in December as noted earlier and there was some under-
spending of the total appropriation for subsidies, as per usual,
The other type of financing to public enterprises consisted of
increases of Esc, 7,2 billion in equity capital for firms, A partial
breakdown showed:

Increases in equity capital in 1978
(Biilions of Escudos)

EDP ‘ © 0,50

Quimical , 0,65
Urban Transport, Lisbon 1,20

Maritime Transport A : 0,27
Institute for State Participation = 1,20
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In reply to a question about how the amount of subsidies
and capital transfers :was decided, Dr, Goncalves indicated that
for 1979 it had been decided to reduce the level of subsidies
while increasing the amounts for new equity subscriptions,
Subsidies would be limited to Ese¢, 6,0 billion of which the rail-
ways would take an important share and share capital would be
ralsed to Esc, 11,5 billion, It was hoped that the lower level
of subsidies would result in better management of firms, How~
ever, there were no specific provisions for raising charges of
the public enterprises to lower their operating deficits and
emergency amounts could be made available out of the unallocated
appropriations or through other treasury operations, 1t was also
possible for firms to borrow directly fram banks although firms
in real difficulty required a guarantee of the state, The state
was careful in granting these guarantees and there were legal
limits on the total value of guarantees, On domestic guarantees
the limit was Esc, 43,5 billion and on external debt the ceiling
was US $1_7 billion, Dra, Cardoso noted that commercial banks
were also quite particular in their lending to public enterprises,

Regarding subsidies in support of the system of subsidized
prices, Dr, Goncalves noted that the subsidy for the basket of
essential commodities had been set in the budget at Esc, 8 bil-
lion but this may have been exceeded, The supply fund had been
budgeted to provide Esc, 17,7 billion for subsidies but these
had likely risen to Ese, 19,2 billion,

On the question of indemnification bonds, 1t was indicated
that no bonds had yet been issued but individuals had submitted
to banks declarations of amounts to be compensated and it was
expected that some bonds would be issued in 1979, The budget
for 1979 contained provision for Esc, 2 billion in interest pay-
ments on these bonds,

In reply to a question on the relationship between interest
paid on debt held by the Central Bank and profits of the Central
Bank transferred to the Government, the Portuguese representa-
tives indicated that the general rule was for a one to one
relationship, There was however a lag as interest payments
were made in December and January and profits were transferred
in May, For example, in 1977 the Central Bank received Esc, 6
billion in interest payments on Central Government debt and
transferred profits of Esc, 5,8 billion in 1978, Meanwhile,
in 1978 interest payments were Esc, 11 billion and these would
be transferred to the Government in 1979,

Mr, de Fontenay asked about the financial position of the
social security system, In reply, it was indicated that as a
result of the shifting of the responsibility for medical servic
to an autonomous service, the main expenditures of the social

C
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szcurity system were for old age pensions, family allowances

and unemployment benefits, There were indications that the sys-
tem was having considerable difficulty in collecting revenues,
although in 1978 receipts had risen from Esc, 46 billion in 1977
to Esc, 56 billion with no increase in rates, '

The discussion then turned to a review of the new Local
Authorities Financing Law, which had been published on January 2,
1979, It represented an important change in the fiscal system
and it was the intention of the government to proceed slowly
in implementing it, The main difficulty with the law was that
it provided for the almost immediate transfer of important amounts
of money from the Central Government to the local authorities
with no corresponding transfer of responsibilities for providing
sarvices, Working groups had been set up in various ministries
to review which services currently being provided by the state
could be shifted to the local governments, The law consisted
of three parts or tranches, The first part would transfer revenue
from the real estate tax and the stamp .tax on automobiles to
the local authorities, This would represent Esc, 4,4 billion,

In addition revenue of some other public entities related to
tourism would be transferred, amounting to Esc, 0,7 billion, for

a total of Esc, 5,1 billion from the first part of the law,

The second part of the law would transfer 18 per cent of revenue
from almost all of the remaining direct taxes, representing a
total of Esc, 8,3 billion, The third part, which was not to

be implemented immediately, would involve an attempt to bring

the total transfers from the second and third part of the law

to 18 per cent of Central Government expenditure, The third part
alone would require the transfer of Esc, 28,2 billion, The

total amount of transfers would be divided among the municipa-
lities according to various demographic and socio~economic indi-
cators such as population, surface area, per capita income, number
of young and old people, etc, On the expenditure side some of

tne working groups had taken decisions, for example responsibility
for schools would be transferred to the local authorities,



. FIRANCING OF THE PUBLIC SECTOR DEFICIT -~ 1978
(in billions of escudos)
State Publi
Budget Secto
Deficit 79,1 79,
Amortization of debt held by nonbank
public 0,98 o,
Adjustment for complementary period -5,4 -5,
/Discrepancy {(a) -2,6 +4,
TOTAL 72,0 79,
Financing <:
Domestic nonbank borrowing 5,0 5,
Foreign borrowing 20,6 26
Net credit obteined from the banking
system 46,4 4
TOTAL 72,0 7

(a) Includes movements in treasury operations, namely foreign borrowin
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Consolidated Budget of the, Public Sector

(in billions of escudos)
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19 78
Original Estimated outturn
Budget (March 78) | (Feh.%9)
irrent receipts 225.9 225.9 2/e5
Direct taxes and contribution to '
social security 107.2 107.2 Aol 0
Indirect taxes 106.3 106.3 914
Transfers 12,4 12,4 Ao 4
arrent expenditure 230.8 1 222.6 2,3@4
Goods and services 115,7 105.8 (a) A4
C“)ubsidies 29.1 28,3 19,8
fransfers 60.3 63.5 (a) 149
Interest on public debt 25.7 25.0 La.5
Current balance - 4.9 + 3.3 ~26.4
pital expenditures 59.1 54.8 5+.2
Fixed capital formation 42.4 36.6 4o 3
Capital transfers 6.3 6.0 5.8
Net lending 10.4 10.2 JA
ital receipts 3.7 " 3.7 3.y
‘apital balance - -51.1 ~53.8
verall budget balance -~ - ~47.8 —319.

vpenditure with refugees and civil servants from Overseas have been classified as

wrent transfers.
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Minutes of Meeting No, 9
Held at the Bank of Portugal
On Tuesday, February 13, 1979 at 3:00 p,m,

Present.

Portuguese representatives IMF representatives
Dx, Cavaco Silva Mr, de Fontenay
Dra, Constancio Mr, Osunsade

Dr, Abel Mateus Mr, Stuart

Dr, Alfredo Amaral Mrs, Teigeiro

1, Introduction: The meeting was convened to discuss external
debt developments, investments by the public enterprises, and
administered prices in the public sector, Owing to the unavoidable
absence of Dr, Cavaco Silva at some stage during the meeting,
clarification of certain aspects of external debt developments

was postponed until a later date,

2, External Debt: According to the available information pro-
vided by the Portuguese representatives, the end-~of-year stock

of external debt of Portugal, including short-term debt (i,e,,
those with an original maturity of less than one year) increased
from US $2,892 million in 1976 to US $4,426 million (or by 53 per
cent) in 1977, and to a provisional US $5,420 million (by 22 per
cent) in 1978; excluding short~term debt, the corresponding figures
are US $937 million, US $1,115 million (a 19 per cent increase)
and US $1,348 million (21 per cent increase), respectively, Abs-
tracting from the foreign debt of the Bank of Portugal, the out-
standing end-of~year stock of external debt for 1976 to 1978,
inclusive, would be US $586 million, US $807 million, and US $1,5009
million, respectively, representing an annual increase of 38 per
cent and 87 per cent during the two latter years, The private-
sector components of the debt (both those with and without Govern-
ment guarantee) possibly included an uncertain amount of undis-
bursed funds, On the basis of external debt outstanding at the
end of 1978, debt service payments (excluding those by the Bank

of Portugal) were estimated by the Portuguese representatives

at US $1,173 million in 1979 (or 36 per cent of 1978 exports of
goods and services),

Commenting on the quality of the available data, the Portuguese
representatives stated that it was as yet virtually impossible to
raconcile changes in the debt stock with capital movements in the
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balance of payments; one reason given for this related to the <:
exchange rate factor, which would affect flows and stock valua-
tion differently, The currently available data on the debt

stock had been based on information obtained directly from the
users' side, On the question of the existing machinery for the
collection of data on external debt, the Porguguese representa-
tives explained that three main agencies were involved -~ the
Treasury, the Junta Nacional do Credito Publico, and the Bank

of Portugal; a new unit was being set up in the Bank to coordi-
nate the whole exercise, As regards authorization, it was pointed
out that all external borrowing with anm original maturity exceed-
ing one year is subject to prior authorization by the Bank of
Portugal; even for maturities shorter than one year, such authori-
zation would be required in cases involving importation of essen~
tial goods -~ such as wheat or oil,

3, Investment Spending by Public Enterprises: Data provided by
the Portuguese representatives on the scope and activities of
the public enterprises could be summarized as follows:

(i) Total number of Public Enterprises (including 13
mixed enterprises):; 74; of which

(ii) Number of Enterprises which presented Investment
Proposals for authorization in 1978: 513 of which (:)

(iii) Those which received spending authorization from
the Ministry of Finance and Planning:.: 25,

(iv) Number of Enterprises which submitted reports on
their investment operations during the year: 35,

In summary, data provided for public enterprises in the 'indus-
trial' and transportation sectors showed the following features
for 1978.

a Industrial Sector

(i) Authorized total investment: Esc, 22,9 billions of w
(ii) Financing from the State

budget :« Bsc, 4,0 billion
(iii1) Self-financing : Esc, 0,4 billion; the

other financial resources being raised in the form of domestic
credit and external credit, ‘
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b Transportation Sector

(i) Authorized total investment:; Esc, 8,2 billion; of which

(ii) Financing from the State
budget

(iii) Self-financing

Esc, 1,8 billion,
Esc, 0,8 billion, with

domestic and external credit supplying the other means of finan-
cing, For a separate list provided on public enterprises in the
transport and communication sectors, it was explained that requested
investments in 1978 amounted to Esc, 18 billion; authorized in-
vestments totaled Esc, 14 billion, of which actual investments:
amounted to Esc, 8,49 billion, :

Ou the scope of these enterprises, the Portuguese representa-
tives explained that they covered a wide range of firms in manu-
facturing, electricity, water, gas, transport and communication,
but did not include cooperatives, There were, however, certain
cases in which an enterprise's operations included participation
with private businesses -- 1_,e,, mixed enterprises, On the nature
of the institutional arrangement, it was explained that, by law,
prior authorization by the Ministry of Finance and Planning was
raquired for investments by these enterprises, In practice,
however, some of the investments were undertaken without the
Ministry's authorization, In 1978, requested authorization of

.investments by these enterprises totaled Esc, 58 billion, of which

Esc, 30 billion was actually approved, As for a Technical Group
that was set up to screen investment requests by the public enter-
prises, the Portuguese representatives pointed out that the Group
had ceased to function since August 1977; subsequently, authori-
zation decisions had been taken by the Ministry of Finance, In
general, the decisive criteria in granting the investment appli-
cations included overall domestic budgetary constraint and the
balance of payments constraint, It was explained that invest-
ment approvals included specified limits on any necessary recourse
to domestic bank credit, On the relationship between the capital
account of the state budget and the budget’'s contribution to the
finances of these enterprises, the Portuguese representatives
pointed out that the former was decided only as a global sum;
allocation therefrom to individual public enterprises was deter-
mined on the basis of such eriteria as the implementation capacity
of the relevant enterprises and the need to stimulate economic
activity in particular sectors deemed to be in difficulty, As

for the authorization limits for 1979, the Portuguese representa-
tives explained that the details of these were still being worked
out, :

4, Administered Prices; The discussion of administered pricing
in the public sector sought particularly to clarify the questions
of (a) on what basis decisions were taken to change these prices:
(b) what was the usual time~table; and (c) what was the time=-
table specifically for 1979, No firm information was provided
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on the last-mentioned guestion; though it was pointed out that
work was under way regarding domestic price adjustments in res-
ponse to the increase in oil prices announced by OPEC, 1In-
creases in all these prices, however, usually took place in the
first half of the year, In 1978, the prices of gas, electricity,
water and communications were raised in March, and those of the
items in the "basket' in April, The underlying objective for
these price increases was to strengthen the financial position

of the relevant enterprises, to ensure that they would be able

to cover the cost of their operations, In general, proposals

for price increases by large enterprises required official authori-
zation, initially through the responsible ministries, With these
exceptions, however, the enterprises were generally free to manage
their prices in accordance with market forces,
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Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 10
Held at the Foreign Investment Institute
on Wednesday, February 14, 1979 at 10:00 a,m,

Present.

Portuguese representatives IMF representatives

Dr, Vaz Pinto : Mr, Osunsade
Mrs, Teigeiro

Dr,Vaz Pinto opened the meeting by outlining the principal
functions of the Institute, He explained that the Institute
had been created in August 1977 in order to centralize within
a single body all governmental activities connected with foreign
investment in Portugal, The Institute issues all authorizations
for foreign direct investment, i ,e,, for the creation of the
stock of a company, for additional capitalization of a company,
and for imports of technology, The Institute may authorize

investments of up to US $2,0 million on its own initiative, how=

ever, for larger amounts the approval of the Minister of Finance,
or in some cases the Council of Ministers, is required, The
normal processing time for investment applications is two to
taree months, However, by law, the Institute is required to
answer all applications within three months; no answer denotes
automatic approval, He explained that most investment applica=-
tions did receive approval, in 1978 some 120-130 applications had
been authorized and only two or three rejected,

Approval of an investment takes the form of a "bulletin” 6 a
copy of which is sent to the investor, his bank, and the Bank
of Portugal, The bulletin has an initial validity of three
months during which the investor may initiate his project; how-
ever, the bulletin may be renewed, In the past, because bul-
letins are denominated in foreign exchange, some firms had ap-
plied for an unreasonable number of consecutive renewals, sug-
gesting some speculation regarding the depreciation of the
escudo, To avoid this the Bank of Portugal was now actively
considering measures to limit the number of consecutive renewals
to only two or three, with subsequent renewals being issued at
a fixed exchange rate, The Bank of Portugal normally provides
the Institute with a report on the utilization of investment
authorizations; in 1978 roughly Esec, 1,8 billion had been autho-
rized, about 50 per cent of which had been implemented, For
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1979, an optimistic assumption, taking into account the Renault (:
automobile project, was for authorizations totaling Esc, 3,0 bil-
lion, with roughly Esc, 2,0 - 2,5 billion being implemented,

Dr, Vaz Pinto explained that authorizations were granted on
the basis of a feasibility study of the investment project which
was carried out by the Institute, For increases in capital stock
and for investments of up to Esc, 5,0 billion, approval was
granted virtually automatically, however, for other investments
special criteria were employed in appraising the project, These
included: the project's contribution to the balance of payments,
the value added to domestic output, the number of jobs created
by the project, the guality and cost of the technology required
to develop the project, and the existing productive capacity in
the sector where the investment would take place,

Apart from project evaluation and authorization, promotion
of foreign investment was the third major function of the Insti-
tute, The Institute's budget was small so promotion had initially
been confined to publicizing the Institute in trade journals
abroad, However, in 1979-~1980 the setting up of branch offices
in Oporto, New York, Frankfurt, and Japan was planned, In addi-
tion, the Institute planned to broaden its participation in trade
fairs and industrial exhibitions worldwide in order to further
publicize itself,
Dr, Vaz Pinto outlined some of the attractiomns as well as <:
the disadvantages of investing im Portugal, He felt that the
low cost and the ready availability of skilled manpower, impending
entry into the Common Market, relative political stability, and
an attractive corporate tax rate (40 per cent on average compared
with 50 per cent in the EC) were the principal advantages to
investing in Portugal, In addition, foreign investors generally
were able to benefit from interest subsidies on domestic credit
for exports and new investments, Their access to domestic credit,
was however limited by the amount of foreign participation in
their capital stock, Firms which were only 25 per cent foreign
owvned enjoyed the same bYenefits as domestic firms, those which
were 25~50 per cent foreign owned were eligible to borrow up to
70 per cent of their resources domestically, while those with
over 50 per cent foreign participation were only permitted to
obtain 50 per cent of their borrowed resources domestically,

Foreign firms were most often deterred from investing in
Portugal by the still somewhat uncertain state of the payment
of indemnities for property nationalized during the revolution,
In addition, the lack of a domestic capital market, the absence
of domestic firms dealing with leasing operations and invest-
ment banks, and the lack of a medium-term investment'plan' were
also often.cited as disadvantages to investing in Portugal,
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D», Vaz Pinto felt, however, that the depreciation of the exchange
rate was not a deterrent to investment as many firms apparently
covered their debt service payments with exchange rate guaranteed
contracts from export-import banks and other such institutions,

or with special domestic accounts denominated in foreign exchange
in which export earnings were earmarked for debt service payments,

Dr, Vaz Pinto explained that foreign firms could invest in
any sector which was not publically owned, However, in certain
sectors such as mining and fishing, 50 per cent Portuguese par-
ticipation was obligatory, The sectors in which there was pre-
sently the greatest concentration of foreign investment included
the mechanical, electrical, chemical, and tourism industries,
However, the Institute was currently trying to promote more invest-

ment in the food processing industry, defined by the Government
as a priority sector,
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on Wednesday, February 14, 1979 at 4:30 p,m,

Present.

Portuguese representative Fund representatives
Dra, Cocco, Ministry of Foreign Mr, Osunsade
Commerce ‘ : Mr, Stuart

At this meeting, certain aspects of the system of import
restrictions were discussed and a detailed description of export
developments in 1978 was presented,

On import restrictions, Dra, Cocco explained that the
value quota on automobile parts had been revised in December
1978, After taken into account the fact that the new quota
would apply for a full year while the previous one covered
only 10 months, the new quota was still some 18 per cent higher
in escudo terms, Some 70 per cent of the gquota would be allo-
cated on the old basis while 20 per cent would be related to
a firm's exports in the previous year and 10 per cent to the
firm's exports in 1979, The decision on this quota had been
taken in December as the old law was. running out and firms
needed information to prepare their budget for 1979, It was
understood that the law was open to discussion under terms of
the current stand-by negotiations, as were the other quotas
and the surcharges, The authorities saw 1979 as a year in which
restrictions could be relaxed, but careful attention would have
to be paid to the effects on firms which had benefitted from
the protective aspects of the balance of payments measures which
had been taken,

Referring to the statement in the letter of intent that
the authorities would study alternative tax measures to the
present 60 per cent surcharge, Dra, Cocco indicated that this
had been studied in a technical group, The tax covered about
2 per cent of 1975 imports, including some goods which had
domestic substitutes, It would be difficult to place a high
tax on a general category of goods, e,g,, clothing; in order.
to tax Jjuxury items in that category, Furthermore, some items
were already subject to high domestic taxes, In replacing the
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old 30 per cent surcharge, which was scheduled to be removed

on October 1, 1979, the authorities had negotiated with Portugal's
partners in the EEC and EFTA to replace the surcharge with a
customs duty of 18 per cent (or 12 per cent in some cases) on

one third of the items traded with the EEC and EFTA_, These were
items for which the tariffs had been reduced earlier but were

on a list of products of so0 called "o0ld industries"™ which could
be raised in the future, These barriers would have to be phased
out by 1985,

Referring to the value quotas on consumer durables, Dra, Cocco
noted that in 1978 all licenses under the gquota system had been
utilized and data would be provided comparing the actual im-
ports of goods with the applicable quotas, New measures for the
year would be taken in April following the expiration of the
existing law at end March, Perhaps some items could be removed
and the overall value raised, In considering relaxation of the
quota, it should be remembered that all goods under the quota
system were subject to the old surcharge of 30 per cent,

Mr_  Osunsade asked if there had been any changes in the nega-
tive import list and for an update on the import policy of the
state trading monopolies, Dra, Cocco replied that there had
been no changes in the negative import list, and in any event
this was not a particularly important list, as it applied only
to those countries with which Portugal had no trading agree-
ments, As for the food import programs, no annual budgets had
been decided upon as of yet, For the first few weeks of the
year, imports were related to orders placed in 1978, Subse~-
quently, the importing agencies had been informed of the per-
centage of last year's allowance that could be imported by the
end of March, This was a high percentage of the total alloca-
tion of last year, perhaps as much as 70 per cent, similar to
the procedure followed in 1978,

Mr, Osunsade asked about the special agreement with the
EEC and EFTA countries for agricultural products and for a list
of the imports for which foreign financing was redquired,
Dra, Cocco replied that the agreements on agricultural products
ware trade agreements resulting from the fact that the major
agreements with the EEC and EFTA covered only industrial pro-
ducts, She agreed to provide the 1list of imports for which
foreign financing was required,

The discussion then turned to a review of export develop-
ments in 1978, Dra, Cocco noted that the forecast for the
volume growth in exports for 1978 as of last November was 10 per
cent, while present estimates were for an increase of 14 per

(Y
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cent, A major factor in this revision was the present estimate
of 23 per cent for the growth in textile exportis, compared to
an initial estimate of 16 per cent, '

Mineral products and glassware had increased due mainly to
a recovery in the glassware sector and in marble products,
both of which had been doing badly previously, This was the
first year of recovery in these sectors, and no direction of
trade analysis was available, It was thought likely that the
recovery was in traditional markets, There was no increase
in exports of petroleum products, as Sines had started pro-
duction only late in the year,

The recovery in chemical products was due in most part to
one product for which Portugal had a virtual monopoly in the
west -~ pez louro, a natural resin, This was a primary product
and output and sales were very unstable, The increase in exports
of metal products was related in large part to exports of ura-
nium which had been stockpiled during years in which no sales
ware made, An alloy of iron and manganese had also done well,

The increase in exports of transportation egquipment was
related to the exporting of cars, which occurred for the first
time in 1978, Non electrical machinery, which went mainly to
eastern countries, Cuba, Africa and the Middle East, did not
perform particularly well in 1978 but on the basis of orders
already received, would do better in 19879, By way of contrast,
electrical machinery did well in 1978 but on the basis of pro=-
tactionist tendencies in Germany as a result of Japanese com-
petition, the outlook for 1979 was not good,

Dra, Cocco then reviewed in some detail developments as
they affected textile exports, DBeginning in 1975, there had
been a recovery in the OECD market for textiles, but Portuguese
exports had declined steadily until 1978 when there was a sharp
recovery, In trying to explain why the recovery had been delayed
until 1978, a country by country analysis had been undertaken,

In 1977, textile exports to all major markets had increased
substantially, except to the UK, and Sweden, which accounted
for 26 per cent and 13 per cent respectively of Portugal's
market, A special factor for the decline in exports to these
markets was that in 1977, volume quotas on textile imports were
imposed by these two countries, The EEC had limited restric-
tions to tariff quotas, i,e,, above a certain level of imports,
tariffs were applied, In addition, the general economic recovery
was delayed in the U K, However, in 1978, there was a signi-
ficant recovery in the U K, market, private consumption rose by
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8 per cent, and the impact of the dquotas was much less than
had been anticipated, The quotas were actually set at pre-
crisis levels which turned out to be not very restrictive,

Percentage Change in Volume of Textile Exports to

1977 1878
U.K, -8 47
Sweden -14 24
West Germany 23 62
France 28 48
U,s, 19 - 31

In reply to a guestion about the different evolution of
import and export prices of agricultural products Dra, Cocco
noted that the large increase in export prices (14 per cent in
US dollar terms) was fairly general throughout the category,
except for tomato paste, Wine and canned fish had been sold
mainly to Europe where the exchange rate had moved more favorably,
In the field of wine exports, there was an attempt to specialize
in better wines, for instance bottled wine vs, bulk wines,

There had also been an increase in prices due to difficulties
with the grape harvest in Portugal, Similarly, the decline in
agricultural import prices was fairly general, Oil seeds pri-
ces had risen by only 4 per cent in escudo terms, cotton and
sugar prices had actually declined, Coffee prices declined in
dollar terms while prices of cereals had remained unchanged,

N
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Portuguese representatives : IMF representatives
Dr, Jacinto Nunes, Minister of Mr_, de Fontenay
Finance : Mr, Osunsade
Dr, Bilva Lopes, Governor of Mr, Stuart
the Bank of Portugal Mrs, Teigeiro

Dr, Rui Vilar, Vice Governor
of the Bank of Portugal
Dr, Cavaco Silva, Bank of Portugal

At the invitation of the Minister, Mr, de Fontenay provided an
assessment of the current economic situation and its broad implica-
tions for policy in 1979, He noted that economic activity had
clearly weakened in 1878, although some of this was related to the
reversal of speculative stock building and was therefore welcome,

A negative rate of economic growth during 1979 would not be desirable,
however, measures to restore a positive rate of growth should be
taken cautiously, with fthe emphasls being placed on stimulating

xports and investment, With this goal in mind any major relaxa-
tion of interest rates and credit policy or a deliberate overvalua-
tion of the exchange rate could lead to a revival of speculative
stock~building and inflationary pressﬁres, instead of to the desired
increase in investment,

Turning to the balance of payments, Mr, de Fontenay noted that
the large improvement in the vurrent account had been very important
in 1978, Nevertheless, even taking into account structural factors
which tended to reduce the scope for improvement, the current ac-
count deficit still remained uncomfortably high, While ample
financing for the deficit had been forthcoming in 1978, the absence
of a clear attempt to further reduce the deficit in 1979 could have
an adverse effect on the availability of external finance, In addi-
tion, Portugal's debt service burden was already high and any fur-
ther borrowing to cover an external deficit largely caused by consump-
ion would jeopardize future investment and long-term development
oals,



-2 - Meeting No. 12

Speaking specifically about credit policy, Mr, de Fontenay
noted that it was difficult to argue that the expansion of credit
in 1978 had been too low, The money stock had grown very rapidly
and domestic credit had been supplemented by capital inflows, in part
resulting from the increase in interest rates, Rather, the principal
problem in 1978 had been the allocation of credit, There had been
no reduction in credit to the public sector, with the result that
the private sector had borne virtually all of the adjustment, It
was undesirable for this misallocation of credit to continue in 1979,

The public sector accounts now appeared rather worse than when
the staff visited Lisbon in November, The traditional public sector
deficit had reached 10 per cent of GDP and the current account defi=-
cit had widened further, Part of this increase was related to spe=~
cial appropriations for expenditures which would normally have taken
Place in 1979 but which were shiften backward to 1978, while some
1978 revenues had been shifted forward into 1979, This had the
effect of making the 1978 budget outturn léok much worse than it ac=-

tually was and the 19789 budget, correspondingly better, In view of
- this, it would be doubly important to achieve a significant reduction
in the 1979 budget deficit with respect to 1978, More information
on the operations of the public enterprises was also needed, From
the little information that was available it appeared that many public
firms had large operating deficits, Mr, de Fontenay urged that in
future their operating expenses be covered by current receipts,
either by raising prices, reducing expenditures, or by direct budgetar
transfers which would be covered by tax receipts, It should be made
clear that capital transfers and bank credit were to be used for genui
investment expenditures, He hoped that the budget about to be pre-
sented to Parliament met these concerns, Final agreement on a stand-
by program could not take place until after the budget had been apprec

Dr, Jacinto Nunes replied that the Government intended to take
a firm stand against attempts to weaken the budget, A copy of the
budget would be given to the staff in the afternoon and negotiation:
could begin as soon as possible, The authorities were particularly
interested in coming to some agreement on the exchange rate as soon
as possible, In their view the present rate of depreciation shoulrc
be slowed down,

Mr, de Fontenay replied that any final decision on the exchar
rate would have to be taken in the context of an overall progranm,
that this would ultimately depend on the budget, The authorities
growth target, which to a large extent depended upon the continue
strength of exports, argued against any significant relaxation o?
sent policies, Dr,  Silva Lopes explained that, on the basis of
of Portugal's calculations, in order to maintain external compet
tiveness in 1979 it was not necessary to maintain the present de¢
ciation schedule, On the contrary, a significantly lower rate
depreciation was called for, If the exchange rate were deprecia
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by 1, 25 per cent per month in effective terms until the end of March
and left unchanged for the remainder of the year, this would result
in an average annual rate of depreciation in 1979 compared to 1978
of 12 per cent, more than enough to maintain Portuguese competi-
tiveness abroad,

In addition, Dr, Silva Lopes noted that it would be important
to discuss as soon as possible the March credit ceilings, Mr, de Fontenay
explained that the March figure should not be significantly affected
by the new stand-by program as lang as it incorporated a smooth ad-
justment from December, He felt that the staff were prepared to raise
the March ceilings and that reaching agreement on this point should
not prove too difficult, ’ :

Dr, Silva Lopes also hoped that the mission could express its
views on restrictions and external debt at an early date, Mr, de Fontenay
explained that it would be important to continue the momentum of the
previous stand-by program in the area of restrictions, however the
point would have to be discussed in more detail later, External
debt, however, would remain a serious and continuing problem, The
debt service ratio, at about 30 per cent, seemed very high, The mis=~
sion did not intend to include an overall ceiling on external debt
in the stand-by program, however, after agreeing on a reasonable
figure for the recourse of the public sector to external borrowing,
any excess external borrowing above that figure would be deducted
from the credit ceiling, In 1978 this had been a problem as there
had been 1little incentive to reduce the public sector deficit because
ample financing had been obtained abroad,
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At this meeting, certain aspects of the problem of control-
ling the public enterprises sector were discussed,

My, de Fontenay began the discussion by noting that the pro-
blems of the public sector had existed for some time but these problems
had recently been emphasized in the speech by the Prime Minister on
January 22, 1979, In the speech, the Prime Minister had implied that
the deficit of the public enterprises in 1978 was Esc, 23 billion,

Mr, de Fontenay asked about the exact magnitude of the problem, the
various sources of information, the main enterprises that were in
difficulties and what were the main difficulties, He also asked about
the main sources of finance and about possible measures that could be
taken to equilibrate the accounts of the enterprises, ’

The Secretary of State for the Treasury, Dr, Almeida, began his
remarks by stating that unfortunately he did not have a great deal
of information, Since the sudden enlargement of the number of public
enterprises in 1975, their control had been under a number of secre-
taries of state and the several changes in staff had created pro-
blems of continuity, The enlarged public sector had been created
" quickly, in the beginning had been very disorganized, and untill mid
1976 there had been a great deal of independence, He noted that even
before the revolution, the railway company (CP) had been in diffi-
culty and several of the transport companies such as TAP had been af-
fected by the loss of their monopoly position in the former terri-
tories, Very strict labor relations legislation affected parti-
cularly the public firms, DBeginning at the end of 1976, the Govern-
ment had tried to control the public enterprises more effectively,
In 1978, the Government had concentrated on trying to limit the
deficits of the largest corporations, including the road transport
company (BN) and the public transportation of Lisbon (CARRIS),
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It was not possible to provide data for 1978, The 15 largest <:)
companies had been asked to provide data on the production, employ-
ment, cash flow and financial outcome but so far no reports had
been submitted, Only data on government subsidies, guarantees and
capital transfers were available and a detailed listing was pro-
vided, In 1978, subsidies to cover deficits totaled Esc, 11 billionmn
(US 225 million) of which Esc, 8,2 billion went to the transport
sector and Esc, 1,4 billion went to the industrial sector, Capital
transfers in 1978 totaled Esc, 5,4 billion, (US 111 million) of
which Esc, 2,7 billion went to transportation and Esc, 2,2 billion
went to industry, External guarantees totaled US 842 million
(Esc, 40,3 billion) of which the industrial sector got Esc, 19,62
billion and the transport sector Esc, 6,5 billion, Ese, 14,7 bil-
lion was guaranteed for the Banco do Fomento and Sines, Government
guarantees for internal credit totaled Esc, 7,8 billion (US 163 mil-
~lion) of which transportation received Esc, 6,2 billion, In addition,
guarantees granted by special funds in the ministries of Industry
and Transport totaled Esc, 10 billion to the transport sector, The
latter guarantees could be used for domestic credit or for domestic
banks to obtain credits abroad,

Looking at the 1979 budget, subsidies were to be reduced to
Esc, 6,0 billion and capital transfers raised to Esc, 11,0 billion,
Dr, Almeida noted that in his opinion, it was not realistic to expect
that in one year subsidies could be cut to Esc, 6,0 billion, Some
results could be expected from increased charges and better manage- (:)
ment, Mr, de Fontenay asked how it was possible to ensure that the
higher appropriations for capital would not be used to cover operat-
ing losses, Dr,  Silva Lopes replied that to some extent the capital
increases would be used to retire some existing debt of the companies
on which the interest burden was very large, Dr, Almeida emphasized
that efforts were to be taken to control the investment of the public
firms, as it was the feeling;of the present Government that through
controlling investment it was possible to control the companies,

In order to better control the companies, Dr, Almeida reported
that two schemes were to be put into place, DBy the end of the fol-
lowing week (viz, February 22, 1979) the Minister of Finance would
have put into place a special institution to gather the information
necessary for control -- Sistema de Planeamento das Empresas Publicas
et Participadas (SPEPP), It would likely take a year for this sys-
tem to become fully effective, It was designed to require all enter-
prises to provide, at the beginning of each year, a current and
capital budget, specifying sources of finance, The Minister of
Finance would be responsible for making the aggregate of these bud-
gets consistent with developments in the gemneral economy, This
measure had been approved in the final days of the third constitu-
tional Government but subsequently was resisted by the public enter-
prises, However, the decree law was published on December 30, 1978
and would soon take effect, :
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In addition, Dr, Almeida referred to an effort on the part
of the Ministry of Finance to require each ministry to evaluate
the investment proposals of all the firms under their control
and submit a list to the Minister of Finance for approval, The
various industries would refer also to the likely sources of finances
including any self financing, He admitted that control in 1979
would be limited to investments planned in 1978 which had as yet
no assured financing, All foreign loans and domestic loans of more
than six years required the approval of the Secretary of the State
for the Treasury, This new approach, which had been approved with
a revision of a 1976 law only three weeks ago, gave the Ministry of
Finance much greater control, In the past, the Minister respon-
sible for each industry was able to grant approval and the approval
of the Ministry of Finance was necessary only when a guarantee was
required, Often orders were placed and the Ministry of Finance
was forced to accept a fait accompli at the last minute, Also,
theoretically, under the old system investments were to be included
under the investment budgét for the public enterprises (PISEE),
However, firms often made commitments for investment different from
those proposed in the budget and the Ministry of Finance was unable
to undertake the required feasibility studies in time to control
the investment, At present, no figures on total investments to
be undertaken by public enterprises in 1979 were available but it
was expected that a list of proposed projects would be submitted
by end March 1979, At that time, the Esc, 11 billion of capital
transfers in the public sector budget for 1979 would be allocated,

In the budget for 1279, the legal celling on guarantees for
internal credit was raised from Esc, 43,5 billion to Esc, 45 bil-
lion, The limit on external credits was raised from US $1,6 billion
to US $2,0 billion, These limits were to remain in effect until
the end of April when they would be changed in line with the in-
vestment proposals of the public enterprises, The Directorate
General of the Treasury in the Ministry of Finance was responsible
for granting guarantees, External guarantees were granted to firms
in good financial condition to improve the terms of the external
credit, Internal guarantees were given to firms which would have
a difficult time getting credit without the guarantee, The railways
waere the best example of this,

Mr, de Fontenay recalled that there had previously been a pro-
posal to limit the access of public firms to bank credit to only
finance investments and wondered if this was still being considered,
Dr, Silva Lopes replied that it was often difficult to separate out
credit needed for working capital and credit needed to cover operat-
ing losses, When an enterprise borrowed for non-investment purposes,
the banks were very reluctant to lend and often a government guarantee
was required, In 1976, guaranteed bank credit was used to a large
extent to help finance losses and some of the capital subscriptions

‘¢
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in the 1979 budget would be used to cancel these debts, His per-
sonal opinion was that, at present, bank credit was not used to a
large extent to cover losses,

Mr, de Fontenay asked about the magnitude of the problem of
public firms not paying their taxes to the budget, The Secretary
of State replied that this was a real problem with Petrogal, where

the amount involved could be quite large, and with the beer company,

The tax on beer was currently being remitted but arrears on pre-
vious taxes had not been collected, The problem of Petrogal was
complicated as their financial difficulty derived to some extent

from the fact that some transportation companies were not paying for

their oil,

In response to a question about the likely timing of price
increases for the products of the public enterprises, Dr, Almeida
indicated that action would be required before the end of March,
The exact increases would depend on the reports submitted to SPEPP

O

and on any changes Parliament made in the appropriation of Esc, 6 bil-

lion for subsidies to public enterprises, He referred to the fact

that the Government was now operating on a prorated version of last

year's budget in which subsidies to the public enterprises were
Esc, 11 billion, If the decision on the price increases for these
firms was delayed much longer, firms would have received the bulk
of their allocation for subsidies in the 1979 budget very early in
the year and the situation would be untenable,

As to the exact figure for the operating deficits of the
public enterprises, Dr, Almeida supposed that figures such as the
Exc, 23 billion suggested in the Prime Minister's speech were de-
rived from an aggregation of the deficits of a few large firms,
He indicated that much more information on the various activities

of the enterprises for 1977 and 1978 would be available in one week,

O
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The meeting was convened to clarify a number of outstanding
points on external debt, as described below,

1, Data Discrepancies: The discrepancies between capital movement
data in the balance of payments series on the one hand and in the
debt data series on the other, included an excess of the latter

over the former with respect to net external borrowing by the
Government during 1978 -- i,e,, US $527 million versus US $575 mil=~
lion, a difference of US $48 million, The Portuguese representative
pointed out that exchange rate valuation differences between flows
and stocks would be a major source of the discrepancy; the debt
instruments were denominated in different foreign currencies, though
most of them were expressed in US dollars, In addition, the two
series were derived from different sources; the series in the BOP
table were based on authorization 'bulletins®' issued in connection
with the approval of the related borrowing; they could therefore

be said to be more reliable, since they reflected actual transactiomns,

As regards the private sector, the debt table showed that
medium and long-term extermal debt (both with and without govern-
ment guarantee increased by US $360 million in 1978, whereas the
BOP table showed a corresponding figure of US $212 million for the
same year,6 representing a difference of US $148 million, In addi-
tion to the exchange rate valuation factor already mentioned,
possible explanations cited by the Portuguese representative in=-
cluded the fact that the data on the private sector's stock of
outstanding external debt included an unknown amount of undisbursed
loans, It was also thought possible that part of the discrepancy
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was due to possible time-lags between the issuance of authori- (:)
zation bulletins and the actual drawing of the related loans,

On short~term foreign borrowing, the Portuguese representative
pointed out that the data on such borrowings with bank guarantee
related mainly to the importation of certain essential goods,
Concerning the fact that short-term foreign borrowing with bank
guarantee fell to US $618 million in 1978 following a sharp rise
from US $196 million to US $803 million in 1977, it was believed
that this development could be attributed generally to the inclu-
sion of such guarantees within the ceilings agreed with the IMF
with respect to the expansion of domestic bank credit,

2, Undisbursed foreign loans and projected disbursements: Data
provided by the Portuguese representative showed that, as re-

gards direct foreign borrowing by the public sector, undisbursed
loans at the end of 1978 amounted to US $248 million, of which

US $190 million were administered by the Treasury and US $58 million
by the Junta Nacional do Credito Publico, (Cumulative disburse-
ments of direct Government loans administered through the Treasury
amounted to US $835 million at the end of 1978; the proportion

of such loans operated through the Treasury has generally amounted
to about 93 per cent), On the basis of a partial reporting of draw-
down plans for 1979, it was expected that undisbursed loans out-
standing by the end of 1979 would amount to US $79 million, consist—<:>
ing of US $51 million at the Treasury and US $28 million at the Junta,
Of the US $190 million undisbursed foreign loans in Treasury re-
cords as of the end of 1978, no firm information on draw-down

plans in 1979 was available in respect of US $106 million, For
those loans amounting to $85 million with a known disbursement
schedule, $4~35 million were expected to be disbursed in 1979,
leaving 51 million undisbursed, As for the end-1978 figure of

US $58 million undisbursed foreign loans in the Junta's records,

the estimated corresponding figure of US $28 million for the end

of 1979 would imply a projected draw-down on this account, of

US $30 million, Taken together, the known cases of projected
draw-down of undisbursed direct government loans during 1979 would thus
amount to US $65 million, The Portuguese representative underlined
the fact that loans for which no disbursement schedule was known
were related to project-financing, and that the actual rate of draw-
down would therefore he related to progress in the execution of the
relevant projects, No data were available on projected draw-

downs of other undisbursed foreign loans, including those with
government guarantees,
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3, Debt Service Payments: For 1978, total debt service payments
was estimated roughly at US $748 million, derived as follows (US $
millions): (A) Interest Payments: (i) Public Sector

(a) Direct Government: 16

(b) Other ' : :+ 42

(ii) Bank of Po?tugal « 137
(iii) Private Sector + 180
Total, 375

(The figure of US $180 million for the private
sector was derived as a residual, by subtracting
the other specified interest payments from the
US $375 million gross payment of factor income
in the BOP table),

(B) Amortization Payments: (i) Public Sector

(a) Directo Gov,: 29
(b) Other . 72
(:) (ii) Private Sector . 272

Total, 373

(The US $272 million figure for -the private
sector was also derived as a residual, by
subtracting the US $72 million repayment shown
under 'other' in the data for the public sector,
from the US $344 million gross repayments of
medium and long-term trade credits and finan-
cial loans as given in one of the supporting
tables for the BOP series),

In relation to the exports of goods and services in 1978, the esti-
mated overall debt service payments of US $748 million would yield
a debt service ratio of 21 per cent for the year,

For 1979, data provided by the Portuguese representative
showed a projected debt service payment of US $1,477 million, con-
sisting of US $1,007 million amortization and US $380 million in-
terest payment, The Portuguese representative agreed that the
projected amortization payment of US $1,007 million of private
nonguaranteed debt included the US $618 million short-term debt
with bank guarantee, as reported for the end of 1978; exclusion
of the latter amount would leave a projected repayment of medium
and long-term private nonguaranteed debt of US $389 million for 1979,
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Added to the projected US $90 million repayment of direct govern- (::
ment and government-guaranteed debt for 1979, this yielded an

overall projection of US $479 million amortization payments on
external debt during the year, Attention was drawn to the fact

that the projected repayment of US $389 million in respect of

medium and long-term private nonguaranteed debt for 1979 amounted

to nearly 30 per cent of the outstanding amount of such debt at

the end of 1978, implying an average pay-off period of about three
years, Though no particularly strong reason could be adduced

for such a comparatively short repayment period, the Portuguese
representative thought that the evidence would be consistent with

a situation in which the stock of outstanding debt was risen by rather
Small amounts over time while amortization payments were falling due
on old loans, As for the terms (including amortization schedule)

of the two consortium loans totaling US $450 million contracted

‘last year, the Portuguese representative was unable to add much to

the already known facts that the original maturity was for seven

years and the interest rate, one percentage point over the London
inter-bank offer rate (LIBOR),
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Dr, Serrao described the system of interest rates rebates
which, starting in 1976, replaced the system of preferential
rediscount rates, Interest rebates are subsidies granted by the
Bank of Portugal for short-term agricultural credit, export
credit, "financial restoration" and (since last year) housing,
In 1977 the Bank of Portugal paid Esc, 807 million in rebates,
The largest amount had gone to export credit, Esc, 375 milliong
the second largest amount to agricultural short-term credit,
Esc, 210 milliony then investment, Esc, 139 million; and stocks
for exports, Esc, 70 million, The system had not been operative
for the whole year, however, and in 1978 the total amount of
interest rate subsidies rose to Esc, 2,022 million of which
22 per cent went to exports, 32 per cent to agriculture, 1§ per
cent to investment, 6 per cent to housing, and 2 per cent for
working capital of exporters, These subsidies applied to loans
amounting to a total of Ese, 74 billion, There was no relation-
. ship between loans eligible for interest rebates and loans
radiscounted, but to compare magnitudes, in 1978 total redis-
counts amounted to Esc, 254 billion, "Another way of looking at
it is that loans which benefited from interest subsidies re-
presented less than 10 per cent of the total credit granted
in 1978, : ’

Turning to the application of the present system, Dr, Serrao
said that banks charge immediately the interest rate net of
the subsidy then'apply for a refund, It was mainly for invest-
ment that there had been complaints that the system was com-
plicated and that there had been delays in obtaining a refund,
Some changes had been introduced to accelerate payments of the
refunds, and it had -been suggested that banks should calculate
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the refund and present an application even before the loan

had been extended, At present the criteria for new investments
are: 1) the import content of the investment, which has to

be less than 50 per cent and 2) the number of new jobs created,
It had been found, however, that the first criterion was too
restrictive in the sense that the average investment had an
import content of about 50 per cent and the system penalized
those projects which included new imported equipment even if
they were export-oriented, A new system had therefore been
devised and discussed for the funds and it was hoped to be

put into effect in the following months,

Mr, X, attempted to describe the new system and only
managed to get everybody, including himself, utterly confused,
A distinction is now made according to the size of the pro-
ject, For investments of less than Esc, 25 million, the pre-
sent system continues more or less to apply, For the larger
projects the rebates are linked to the exchange earning potential
of the project per worker, Mr, X £ said that this was based
on the concept devised by Israeli economist, Michael Bruho,
which required the use of shadow exchange rates, effective pro-
tection rates, etec,, but Mr, X, was still incapable of des-
cribing it plainly, In addition, certain conditions were placed
on the granting of rebates: the share of the equity capital
of the firm must exceed 25 per cent and the payment of divi-
dends above a certain level is restricted, Each project is to
be evaluated and 1if it is not found good enough it would not
even be eligible for rediscounting,

The calculations of the rebates will be based on 1) the
old criterion including import content 2) employment creation
and 3) the value added of output, Dr, Serrao said that he
expected the new system to be operational within a month and
to apply to about 20 to 30 per cent of mew bank financed in-
vestments and that most of these would come to the Banco do
Fomento and the Caixa Geral, He added that for some projects
there would be a third category, meaning that the project would
be eligible for rediscounting but would get no interest rebate,
Iana order to provide an additional incentive for firms to come
forward with projects eligible for interest rate rebates, the
scheme was supposed to end in December 1980, Dr, Serrao
" expected that it provide a strong incentive for certain types
of investments, The main limitations were the resources of
the Bank of Portugal which had to pay the rebates, In answer
to a question Dr, Serrao described the so-called financial
restoration contracts which are managed by the Bank of Portugal
for the account of the Government, For those companies, mostly
companies with state participation or cooperatives with financial
problems, the Bank studies them and classifies them in five
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groups, depending in what shape they are in, The best group,
Group ‘A could receive an interest rate rebate of 5,5 per cent,
up to a maximum of 10,5 per cent for Group D, Group E included
firms which were not regarded as viable, Assistance included
conversion of short-term debt to long-term debt, fiscal exemp-
tions and guarantees from a special fund which was initially

to receive a starting capital of Esc, 200 million from the budget
but, because of financial difficulties, had received no transfer
from the Treasury, Since June-July of last year, however,

the fund was receiving the product of the interest rate sur-
charge on consumer loans and it had extended guarantees for 100
contracts, Dr, Serrazo confirmed that the surcharge on con-
sunmer loans used to go to a fund financing exchange risk con=-
tracts for importers but that these contracts were no longer
being drawn up and the fund was used mostly to guarantee ex-
change risk for exports but it received the gains resulting from
the devaluation of the escudo,

Dr, Serrao explainéd that since last January the system
of interest rate rebates was limited to the traded goods sector,
In the past there had been a tendency for hotels to retain
their foreign earnings, A recent attempt to link short-ternm
credit to sales of foreign exchange to the banking system had
proved fairly successful, Dr, Serrao also added that the
interest rate rebates could apply to projects with maturity
as long as seven to ten years but rebates would be paid for
a maximum of 5 years, He also added that the average subsidy
amounted to about 5 per cent points,

In answer to a final question, Dr, Serrao said that one
major problem at present was the lack of equity capital, One
possibility to deal with this problem was to use the resources
of the compensation fund which provide guarantees for financial
restoration contracts out of the receipts from the surcharge
on consumer credit loans, This fund had fairly large resources
and could perhaps be used for that purpose,

The meeting adjourned at 11:15 a,m,
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I Introduction

The meeting took place in response to the expressed wish of
the Portuguese representatives to present calculations showing
that the continued depreciation of the escudo in recent years
has resulted in more than a restoration of Portugal's international
<:> competitiveness to the pre-revolution level,

11, Exchange Rate and International Competitiveness

The Portuguese representatives explained that the Bank of
Portugal had made computations of international relative costs,
not only vis-a~vis Portugal's main trading partners as a group,
but also vis-h-vis its competitors, represented by Greece, Italy,
and Spain, Quarterly time-series data provided by the Portuguese
representatives showed that, in US dollar terms, the index of labor
cost per unit of output had declined in Portugal from a peak of
185 in the third quarter of 1975 (on a base of 1973 = 100) to
129,2 during the third quarter of 1978, During the same period,
the corresponding index rose from 141,1 to 175 (same base=year
value) for the main trading partners, defined to comprise the
Federal Republic of Germany, France the Netherlands, Italy, the
United Kingdom, Sweden and the United States, Consequently, the
relative cost index for Portugal (with the same base of 1973 = 100)
was computed to decline to 73,8 by the third quarter of 1978; the
Portuguese representatives added that, according to preliminary
estimate, the index stood at 61,6 during the fourth guarter of
1278, Calculations made by the Bank of Portugal on the same basis
showed that by the third quarter of 1978, the index of relative
cost of production in Portugal had declined to 61,2 vis-a-vis
Spain, 52,1 vis-a-vis Greece, and 62,9 vis-h-vis Italy_ -
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On the estimation approach, the Portuguese representatives
pointed out that the index of labor costs in the calculations
by the Bank of Portugal had been derived from the wage index, non-
seasonalized, The series therefore differed from those calculated
by the Ministry of Planning, which were based on average annual
earnings in industrial employment, The Portuguese representatives
stated that this difference of approach did not, however, signi-
ficantly alter the fact of a marked and continuing improvement
in Portugal's international competitiveness, Commenting generally,
they noted that Portuguese exporters now readily admitted sizable
profit margins and had reported pressures from foreign buyers to
lower export prices in view of the favorable effect of exchange
rate depreciation on the escudo value of export proceeds, Respond-
ing generally to the foregoing presentation, the staff team com-
mented that the direction of change in Portugal's intermnational
competitiveness was indeed not in doubt, though differences in
estimation approach would affect the computed magnitude of change
in the relevant indicators,

IIT, Other matters: In a follow-up to other questions previously
raised, the meeting also touched on the items mentioned below:

(a) The 18 largest public enterprisess The names of these
enterprises were giveny it was stated that the 18 accounted for
55-60 per cent of total credit outstanding to the public enter- <:>
prises sector, '

(b) Foreign loans to be disbursed in 1979: In addition to
information previously provided concerning projected draw-downs
of direct public sector foreign loans in 1979, new projected dis-
bursements of US $145 million for the year were given as follows;

(i) Banco de Fomento US $45 million
(ii) Portuguese Airways (TAP) US %50 million
(iii) BRISSA (Fighway Construction):; US $50 million

Further disbursements of foreign loans during the year were expected
by a number of other public enterprises, but detailed information
on these was not yet available,

()



OUADRO 1

EVOLUCAC DA COMPETITIVIDADE

-

PORTUGAL/EXTERIOR *

(INDICE: 1973 = 100)

PP

5 R R

PORTUGAL EXTERIOR" |  CUSTOS
PERTODOS RELA-
SALERIOS PRODUTT- C.T.U.P. C.T.U.P. TIV0S
{U.8.%.) YIDADE {U.S.%.) {i.8.3.)
1973 100.0 100.0 100.0 100.0 100.0
1974 137.3 101.7 135.0 112.5 120.0
1975 175.5 97.0 150.9 141.0 178.3
I 175.1 100.0 175.1 139.9 125,92
11 150.6 99.0 180.4 145.8 125.1
111 170.0 91.9 185.0 141.1 131.1
1V 176.3 9§.0 150.0 137.1 131.3
1976 175.0 101.6 170.6 135.0 126.4
1 186.6 100.3 174.5 135.9 128.4
11 173.3 102.3 "169.4 132.1 128.2
111 170.3 9§.3 173.2 134.2 129.1
v 170.7 105.5 161.§ 134.9 120.0
1977 154.§ 115.5 134.0 144.4 97.8
1 164.5 171.8 147.1 136.3 106.4
11 151.2 11£.9 127.92 141.7 - 89.%
71 153.7 108.7 142.1 145.6 97.6
v 151,0 123.4 122.4 151.3 0.9
1978 . '
, o >
1 2096 152.6 124.2 122.9 161.1 76.3
11 hus 146.9 127.9 114.9 165.2 £9.6
111 146.17 113.2 129.2 175.0 - 73.8
er') 6Ly !

* Exterion: Palscs que xepresentam em media, entre 1973 e 1976, 58% do Hedsoe comzicid

extenno ¢ Ado, com indicagac do nespective coesdcdiente de ponderacde: R.F.AL(0,202),

e .
IAPTRUPEE

. . = e TN P Y.
Franga (0.744), Holanda (0.062), Tiaddu {0.077), Relnu lindue {0.2465)
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QUADRO 2

EVOLUCAQ DA COMPETITIVIDADE

PORTUGAL/ESPANHA
(INDICE: 1973 = 100)
PERTODOS PORTUGAL ESPANHA ﬁ§§§£§
SALARIOS | PRODUTI- | C.T.U.P. | SALARIOS | PRODUTI- | C.T.U.P. TIVOS
(u.s.3.) VIDADE (t.8.%.) (U.8.3.) VIDADE (u.s.$.)
1973 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1974 137.3 101.7 135.0 134.7 108.9 123.7 109.1
1975 175.5 97.0 160.9 176.7 104.3 169.4 106.8
1 175.1 100.0 175.1 158.5 98.3 161.2 108.6
11 180.6 99.0 182.4 166.0 102.9 161.3 113,70
111 170.0 91.9 165.0 190.0 103.1 184.3 100.4
1v 176.3 95.0 180.0 184.9 113.1 163.5 110.1
1976 175.0 101.6 170.6 162.9 12.7 162.3 105.1
1 186.6 100.3 174.5 162.9 104.8 155.4 112.3
11 173.3 102.3 169.4 167.9 113.0 148.6 114.0
111 170.3 98.3 173.2 203.9 113.8 179.2 96.7
v - 170.7 105.5 161.8 | = 195.6 121.9 160.5 100.8
1977 154.8 115.5 134.0 213.0 120.1 177.4 75.5
1 164.5 111.8 147.1 195.7 117.6 166.4 §5.4
11 151 115.9 127.2 212.9 1197 175.8 71.1
111 153.7 106.2 142.1 224.9 120.1 187.3 75.9
v 151.0 123.4 122.4 215.4 123.6 174.3 70.2
1978 _
1 152.6 124.2 122.9 724.9 127.1 154.8 66.5
11 146.9 127.9 114.9 262.9 rzé{s 212.4 54.1
111 146.2 113.2 129.2 266.9 127.3" 211.2 61.1

*Vaton estimado

JV/AS
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OUADRO 3

EVOLUCAO DA COMPETITIVIDADE

PORTUGAL/GRECTA
(INDICE 1973 = 100)
: PORTUGAL GRECTA CUSTOS
PERTODOS RELA-
SALARTOS | PRODUTI- | C.T.U.P. | SALARIOS | PRODUTI- | C.T.U.P. TIVOS
(u.s.4.) VIDADE {u.s.$.1) {U.8.%.) VIDADE {U.s.$.)
1973 100.0 100.0 100.0 100.0 100.0 100.0 “100.0
1974 137,3 101.7 135.0 | 124.9 97.1 125.6 105.0
1975 175.5 97.0 180.9" 144.7 100.6 143.8 125.8
I 175.1 100.0 175.1 137.3 98.7 139.1 125.9
11 180.6 99.0 182.4 149.5 101,17 147.0 124.1
111 170.0 91.9 185.0 143.3 95.1 146.1 126.6
v 176.3 98.0 180.0 148.1 102.8 144.1 124.9
1976 175.0 101.6 170.6- 164.7. 104.6 157.0 108.7
1 166.6 100.3 174.5 153.5 101.5 151.1 115.6
11 173.3 102.3 169.4 160.5 106.7 150.4 1126
111 170.3 96.3 173.2 165.4 100.8 167.1 103.7
v 170.7 105.5 161.8 173.8 108.3 160.5 100.5
1977, 154.8 115.5 1340 197.0 101.3 194.5 68.9
1 164.5 111.8 147.1 181.4 101.3 179.1 82.1
11 151.7 116.9 127.2 194.5 100.7 194.1 65.5
1 | 153:7 108.2 142.1 207. 8 991 204.6 69.5
1V 151.0 123.4 122.4 210.9 104.0 202.8 60.4
1978
1 152.6 124.12 '122.9 226.7 103.0 219.6 56.0
11 146.9 127.9 114.9 238.5 108.0 220.8 52.0
111 146.1 113.7 129.7 250.5" 1011 247.8 52.1

* Valon estimado

JV/AS
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OUADRO 4

EVOLUCAD DA COMPETITIVIDADE

PORTUGAL/1TALIA
,,,,,, {INDICE 1973 = 100
PORTUGAL ITALIA CUSTOS
PERTODOS RELA-
SALARIOS | PRODUTI- | C.T.U.P. | SALARIOS | PRODUTI- | C.T.U.P. TIVOS
{U.5.%.) VIDADE {U.5.3.) (u.5.$.) VIDADE (U.5.%.)
1973 100.0 100.0° 100.0 100.0 100.0° 100.0 100.0
1974 137.3 101.7 135.0 107.7 100.4 107.2 125.9
1975 175.5 97.0 180.9 137.3 91.0 150.9 119.9
1 175.1 100.0 . 175.1 132.6 91.5 155.2 112.8
11 180.6 99.9 182.4 1420 91.4 155.4 117.4
111 170.0 91.9 185.0 137.8 §7.1 158.2 116.9
v 176.3 98.0 180.0 137.0 94.0 145.7 123.5
1976 175.0 101.6 170.6 130.3 101.9 128.2 1331
1 186.6 100.3 174.5 124.6 98.9 126.0 138.5
11 173.3 102.3 T169.4 ™) 1212 103.6 117.0 144.8
1T 170.3 9.3 173.2 136.7 100.0 136.7 126.7
}v 170.7° 105.5 161.% 135.4 105.5 131.2 123.3
b 1977A' 154.5 115.5 134.0 156.4 108.9 143.6 93.3
7 164.5 111.8 147.1 144.5 116.3 124.2 118.4
"I"‘n~ 151.2 115.9 127.2 153.2 107.9 142.0 §9.6
- 111 153.7 108.12 142.1 161.6 105.4 153.3 92.7
v 151.0 123.4 122.4 167.9 106.2 158.1 77.4
1978 " |
1 152.6 124.2 122.9 176.3 109.8 160.6 76.5
11 1469 127.9 114.9 152.2 109.8 165.9 69.3
111 146.2 113.2 129.2 195.9 106.5 150.1 62.9
JV/AS
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INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 17
Held at the Bank of Portugal
on Tuesday, February 20, 1979 at 5:30 p,m,

Present:

Portuguese representatives . Fund representatives
Dr, José da Silva Lopes, Governor of . » Mr, de Fontenay

the Bank of Portugal ' . ' Mr,6 Osunsade
Dr, Rui Vilar, Vice Governor of the Mr, Stuart

Bank of Portugal Mrs, Teigeiro

Dr, Victor Constancio, Vice Governor of
the Bank of Portugal

Dr, Pinto, Vice Governor of the
Bank of Portugal

Dr, Cavaco Silva

Dr, Saldanha do Valle

At this meeting, Mr_ de Fontenay presented a document which out-
lined the staff team's preliminary approach to the programming exercise
for 1979 which he emphasized was only a working document, It had not
yet been possible for the staff team to have a detailed look at the
budget, which was why the document was being presented to the Bank of
Portugal rather than the Minister of Finance and Planning, Mr_,  de
Fontenay recognized that the mission was taking a risk by putting
- forth a proposal without the benefit of having the views of the Portu-
guese representatives regarding 1972, He hoped that the presentation
of the document would accelerate the pace of discussions, as the staff
team review of 1978 had been completed almost one week.ago, He saw
the program being proposed as reasonable, emphasized that it should
not be read as a bargaining position, and hoped that the discussion
of the program would not be a confrontation, As he had indicated at
the meeting opening the negotiations, the Fund and the Portuguese
authorities had the same goal in mind -- a sustained improvement in the
economic situation in Portugal, :

The external current account target was for an improvement to a
deficit of US $800 million, The program for credit expansion allowed
plenty of room in the early part of 1979, as well as for the year as
a whole, to allow a recovery from the present low level of activity,
On average, the growth in M2 in 1979 would exceed 24 per cent, which
if anything was on the high side given a target rate of inflation of
13 per cent, The public sector subceiling was based on earlier dis-
cussions and a readingvof the budget document presented to Parliament



Meeting No. 17

last week and assumed a balanced current account budget and an overall
deficit of 7 per cent of GDP, The type of ceilings that would be
included in the program were roughly the same as in the pPrevious <:>
program, with two exceptions, Due to the concern about the finan-

cial situation of public enterprises and the need for improvement,

the public enterprises should be included in the credit subceiling

on the public sector, In addition, any foreign borrowing in excess

of an amount agreed in the preparation of the program would be deducted
from the credit subceiling of the expanded public sector,

The details of the program included a reduction in the external
current account deficit to US $8GO million or 4 per cent of GDP,
The volume of exports of goods and services would rise by 9 per cent
while imports of goods and services would rise by 2 per cent, The
macroeconomic projections consistent with this external target included
a rate of price increase during 1979 of 18 per cent and a growth in
real output through the year of 3 per cent, The choice of Programming
in through the year terms had been made due to the difficulty of say-
ing exactly what the profile of activity had been in 1978, Given the
slowdown that had occurred during 1978, the 3 per cent growth through
the year implied an average for 1978 of somewhat less, It was re-
garded as necessary that public and private consumption be kept cons-
tant in real terms allowing gross fixed capital formation to rise by
4 per cent, Thus, growth would come entirely from exports and invest-
ment, The money and credit projections would have to be revised as
more information becomes available on the public enterprises' bor-
rowing program, The distinction between public enterprises and the (:)
traditional public sector was only for exposition; in the final pro-
gram the two would be combined under one sub-ceiling, The proposals
for revising the exchange and trade system were included in the ap-
pendix to the document, and would involve further progress in the
relaxation of restrictions begun in 1978, There was no discussion
of the exchange rate because change in present policy of the order
of magnitude that could be considered reasonable would not seriously
affect the projections for 1978, In summary, Mr, de Fontenay emphasized
that the program being proposed was designed to give some room for a
recovery in 1979 in line with the goals of the previous program of
reducing the rate of inflation and the balance of payments deficit,
It would avoid a premature relaxation of policy; given the present
high level of liquidity in the economy it would be very dangerous
if expectations were to change for the worse,

Mr, de Fontenay asked how the negotiations should proceed, This
outline had been provided as a catalyst to the discussions and it was
hoped that the Portuguese representatives would present their own
thoughts on the various issues that had been raised and not only
their reaction to the specific proposals, Dr, Silva Lopes indicated
that the program outline would facilitate their owm work and speed
up the discussions, The proposals would have to be studied; it was
already apparent that on the basis of their projections there were

O
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some differences of opinion but these were not as large as some

people might think, He was concerned about the consistency of the
proposal with a reduction in the rate of inflation to 18 per cent

and also whether the 2 per cent growth target was consistent with

a current account target of US $800 million, On the question of
scheduling, there was a problem as both he and Dr  Constancio would

be away from Lisbon for a few days although it would be possible to
meet the next day, Wednesday, February 21, to present some preli-
minary reactions, In the following days the budget could be discussed
in detail and discussions on the exchange and trade system could begin,

Dr, Constancio argued that the assumption of no significant change
in exchange rate pelicy was inconsistent, given likely world trade
price developments, with the price objectives of the program_, Mr,6 de
Fontenay replied that the 18 per cent through the year rate of increase
in prices was bullt up from an 18 per cent increase in wages, a 16 per
cent through the year rate of depreciation and a 2-3 per cent increase
in world market prices, .Dr, Silva Lopes countered that all forecasts,
including the OECD and UNCTAD (for raw material prices), showed a
major acceleration in prices, Dr, Constancio also questioned the
consistency of a rate of inflation through the year of 18 per cent
and an average increase for 1979 of only 19 pexr cent, given that the
rate of inflation at the end of 1978 was 25 per cent, The staff
representatives replied that the forecast for world prices used in
their working document was based on a detail forecast made for each
country in connection with the Fund's world economic outlook exercise,
On the latter point raised by Dr, Constancio, Mr, Stuart indicated
that given the unpredictable pattern of price increases during the
year, the factors affecting price increases on average and through
the year had been used in the forecasts, The two results were not
necessarily inconsistent,

Dr, Constancio noted that the subceiling on credit to the 18
largest public enterprises would reduce their share of credit from
13 per cent in 1978 to only 10 per cent in 1979 and asked about the
rezasoning behind this, He stressed that a ceiling on total credit
(domestic plus foreign) to these enterprises would be a very difficult
point in the negotiations as important investments of these firms
(particularly the electric company, the fertilizer company and per-
haps the steel company) were to be implemented, He saw the limita-~
tion of total credit as an inadequate instrument for controlling the
operating losses of these corporations, Dr, Silva Lopes noted that
as most of the foreign borrowing of the economy was done by the public
sector and public enterprises, a ceiling on their borrowing was es-~
sentially an overall debt ceiling, In reply o these points, Mr. de
Fontenay indicated that the very preliminary figure in the monetary
survey for credit to the public enterprises took into account the
increase of Esc, 6 billion in capital transfers from the budget to
the public enterprises, He emphasized that there was no intention to
stop foreign borrowing or investment spending by these firms, but
to make sure the borrowing and investment which was undertaken was
consistent-with the remainder of the program,
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Mr, Constancio asked what assumptions on interest rate levels (:)
were included in the program, Mr_  de Fontenay indicated that the
zero change in velocity that had been assumed precluded any change in
deposit rates,
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Qutline of Program for 1979

The objective of the program is to achieve a further reduc-
tion in the current account deficit of the balance of payments
and in the rate of inflation, while maintaining a positive rate
of growth for the economy, In view of the fact that the deficit
and the rate of inflation remain excessive, a premature relaxa-
tion of past year's stabilization efforts would be unadvisable
despite the progress achieved last year, Any policy action which
could be interpreted as likely to lead to an acceleration of the
rate of inflation and exchange rate depreciation could, given the
large increase in liquidity in the economy, have disastrous
consequences, including pressures on the exchange rate, Another
objective of the program is to attain a better allocation of the
stabilization effort between the public sector, including public
enterprises, and the private sector, 1In 1978, the former did
not contribute at all to the reduction.of dissaving in the
economy, In 1979, the public sector should make a positive con-
tribution to the savings effort and reduce its- claim on financial
resources, Finally, further progress should be made in reducing
restrictions on trade and payments,

In quantitative terms, the targets of the program should be
a reduction in the current account deficit of the balance of pay-
ments to not more than $800 million; a reduction in the rate of
inflation to not more than 18 per cent; and a rate of growth of
real GDP of 3 per cent during 1979, The policy instruments used
to achieve these targets are the same as in last vear's program
with minor adaptations, The detail of the program is described-
in the attached four tables, These should be regarded, however,
as no more tham a preliminary attempt to present the program in
a consistent framework,

Tables 1-2 show balance of payments and national accounts
projections, It should be noted that for the purpose of finan-
cial programming, given the uncertainties on the course of the
economy in the last guarter of 1978, 2ll projections are made
from end-~-78 to end-79, In Table 2, however, average rates of
change are shown, Thus the objective of a 3 per cent growth
rate during 1979 translates into an average growth rate of about
2 per cent,

Table 3 presents the budget of the traditional public sector
wihich would be consistent with the objective of stabilizing both
private and public consumption in real terms: this requires



roughly that current receipts match current expenditures, Wnile
this represents apparently a considerable effort compared with
1978 results, one must view most of the 9 million contos of
extraordinary appropriations in December 1978 as expenditures
which would normally have taken place in 1979 and should there-
fore be substracted from the 1978 budget and added to the 1979
budget, Thefefore, while it may appear that the reguired change
is from a current deficit of 26 million contos in 1978 to egui-
librium in 1979, this represents in actuality a shift from a
deficit of about 17 million contos in 1878 to one of about 9
million contes in 1979, ) '

Table 4 is a preliminary outline of the monetary and credit
targets, It shows for 1879 a further reduction in the rate of
growth of money and credit, in line with the lower rate of growth
of nominal income and expenditure, By comparison with the 1978
program the two main differences are: l) the inclusion of
public enterprises in the public sector subeceiling in order to
avoid that they pre-empt an excessive share of the overall per-
missible credit expansion, possibly to finance current expendi-
tures, Due to data limitations, credit to only 18 public enter-
prises is shown in the table but it is hoped eventually to in-
clude credit to all public enterprises: 2) foreign borrowing
by the public sector in excess of the amount agreed in the program
will be counted against the credit ceiling, Figures given in the
table for the public sector may need to be revised after discus-
sion of the foreign borrowing prospects for 1979,

Appendix 1 summarizes proposals on restrictions,




Table 1, Portugal: Balance of Payments 1977-1979

N, (In millions of US dollars)i/
(J |
1977 1978 1979
Estimate , Projection
Evxports of goods and services . 2,890 3,513 4,060
Unit value . ) 6 6
Volume ‘ : 15 - 9
Imports of goods and services V 5,344 5,713 6,175
Unit value » 6 6
Volume 1 2
Balance of trade and nonfactor ~-2,454 -2,200 -2,115
services '
Investment income ' -179 ‘ -327 -415
N .
\__ Private transfers 1,134 1.585 1.730
Current account ~-1,499 ~-g942 -300
(9) (5) (4>
Memo.
Growth in Foreign Markets 3.4 4,1 . 4.8
Sources: Data provided by the Portuguese authorities and staff
projections,
2/ Numbers in brackets are percentage of GDP,
\ i



Table 2, Portugal; National Accounts 1978-79

(In pillions of escudos) <:
1978, 1979
- Price Volume
~ _deflator - 1978 1979
Percentage Increase Prices Prices
’rivate Consumption : 581 19, 2 - 581 692
2ublic Consumption 112 18,0 - 112 133
Investment ' 184 19,2 3.8 . 1ol 228
Fixed capital ‘161 19,2 4.3 168 200
Stocks : : : . 23 19,2 - 23 28
Domestic expenditure ‘ 877 19,1 0,7 884 1,€53
Exports of goods and : 1585 20,0 9,0 169 203
services ' ' <:>
Inmport using expenditure 1,032 19,3 2,0 1,053 1,256
Imports of goods and 250 20,0 2,0 255 306
services .
Gross domestic product 782 1976 2.0 798 250
‘ 20.0
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(Inr billions of escudos)

Table 3, Portugal:

Public Sector Budget 1978-79
1/

1978 158709
Estimate Program
Current receipts on basis of
no tax changes 210,5 257,6
Tax Effort 16,8
Current receipts 210,5 274,5
Current expenditures 236, 6 274 .5
Goods and Services 112,4 133;0
Subsidies and Transfers 101,7 107.5
Interest on Public Debt 22,5 34,0
Currentibalance -26_1 -
Capital receipts 3.4 4.0
Capital Expenditure 57,2 66,0
Other treasury operations, net -4.1 -5,0
Overall bhalance ~84,0 -67,0
(-10,7) (~7.0)

1/ Numbers in brackets are percentages of GDP,



Table 4, Portugal:

Monetary Projections

(Changes in billions of escudos)

End period stock

1978 1979
1/ 2
i1/ 1v2/ 1078 I 17 111 18 1979
' |
- N 2* 3/
Net foreign assets— -34,8 -18.,0 13,6 - -— 5,1 ~5,2 --
Money stock 666,0 728,0 160,6 28,0 27.0 45,5 56,0 155, 5
Other items, net 126,8 -  138_1 28,6 - - -- - -
Domestic creditd’ : .
omestic credit— 827, 6 884, 1 175, 5 . 28,0, 27,0 40,4 61,2 156,ﬂ
Public sector 5/ ~156,6 17,5 <48, 2 513_0 ¢7,0 7.0 %lB.O x45_q
Public enterprises— 106,7 1146 ?22,9 3,0 4.0 4,5 5,4 ?16_%
Private sector 564, 3 598,0 104,4 - 12,0 16,0 28,9 37.8 04,6
Memorandum items:
Domestic eredit expan- 36,1 30,9 28,8 24,2 22,8 21,5 |
sion as a percentage )
of initial M2
Annual percentage change 26,4 28,3 27,0 26,1 24,4 21,5
in M2 ]
Quarterly change in 6,7 5.5 6.3 5,4 5,3 3.5

descasonalized M2 6/

Sourcce. Staff projections,
1/ Actual,
2/ Staff projection,
3/ LExcluding valuatio

[or 1979 of. 46,884, 48,6666,.50,515, 52,435,
4/ Including uncollectable debts, :
5/ Bightecn enterprises only,

g/ -nik of Portugal adjustment factors,

O

-

n adjustment and assuming average quarterly US $/Escudo exchange rates

O



o ) Apoendix 1

Portugal. Measures Concerning the Exchange and Trade Svsterm (1879)

N
1, Remittances of Profits and Dividends
a, The waiting period resulting from the phasing of these
remittances averaged 58 days in January 1979; this should
be reduced further to the point vhere it could be attri-
buted entirely to administrative factors,
b, The basic objective should be the restoration of prompf
- payments, defined as not involving a delay beyond ome or
two days,
¢, Procedurally, discontinuation of the present practice of
Phasing these remittances, need not involve a change in
the relevant section of the Investment Code (i,e,, Article 14,
Section 2 of Decree-Law No, 348 of August 24, 1977); it can
be done through a Central Bank circular to the banks, grant-
ing general authorizatiom for such remittances to be effected
in all bona fid= cases,
2, Import Surcharges
(i) The 20 per cent surcharge:
TN .
\\) a, It is important to adhere to the declared timetable

of phasing out this surcharge by the beginning of
October 1979,

b, It is understood that an alternative measure being con-
templated is in the form of a replacement of the sur-
charge by a geheral import tariff om the relevant items,
following agreement with the EEC,

N

(ii) The 60 per cent surcharce:

a, It is also important to make progress towarcs the de-
clared objective of replacing this surcharge with
alternative measures, beginning in early 1975,

b As a minimum, a beginning can be made by exerpiing
from the surcharge, a defined list of items currently
subject to it,

c There is also need for a time-table substantiating
the intentions of the authorities to eliminzte this
surcharge,



Quantitative Restrictions on Imports

a

Progress would also need to be demonstrated regarding the
declared intention of the authorities to reduce or eli-
minate the restrictiveness of these trade restrictions,

As an initial step, an announced list of currently affected
import items could be made free from quota restrictions,

and/or the relevant qudtas could Be increased in foreign
exchange terms, ‘

o

~_



INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No_, 18
Held at the Bank of Portugal
on Wednesday, February 21, 1979 at 6:00 p,m,

Present.

Portuguese representatives: , Fund representatives
Dr, Silva Lopes, Governor of the Mr, de Fontenay

Bank of Portugal Mxr, Osunsade
Dr, Constancio, Vice Governor of - . Mr, Stuart

the Bank of Portugal Mrs, Teigeiro

Dr, Oliveira Pinto, Vice Governor
of the Bank of Portugal .
Dr, Cavaco Silva, Bank of Portugal

Dr_ Silva Lopes explained that the Portuguese representatives
had examined ‘the staff's preliminary macroeconomic program and had
found that it coincided with their own thinking on a number of
points, While the Portuguese projected an external current account
deficit of about US $950 million for 1979, compared with the staff's
target of US $800 million, both progectlons assumed the .same in-
crease in export volume’s (9 per cent), private transfers, and invest-
ment income, and roughly the same elasticity of imports with respect
to changes in import using expenditures (1,0), The Portuguese projec-
tions differed from those of the staff on a number of key points,
however, They had assumed an increase in real GDP of 3,5 per cent
{compared with the staff's 2 per cent), a considerably higher increase
in world prices (6,5 per cent in effective terms versus the staff's
1,0 per cent), and a significantly lower average rate of deprecia-
tion (0,4 per cent per month in effective terms after March 31, 1979,
compared to the staff's assumption of no change in present policy),

After noting these differences Dr, Silva Lopes explained that
the Portuguese forecast for the growth of real GDP of 3,5 per cent
was considered to be the minimum necessary to avoid a further dete-
rioration in unemployment, He noted that the index of employment
had already begun to show a decline at the end of 1978, and it was
the authorities' intention to try to avert the social and political
tensions which would follow a large increase in unemployment,
Turning to the composition of GDP, which was as follows:
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1979
percentage change in
constant prices

Private consumption 1,7
Public consumption 3,0
Investment 4,9
xports 9,0
Imports 3.5
GDP 3,5

GDP deflator 19,3

Dr, Silva Lopes explained that the figure for the growth of public
consumption had been taken directly from the 1979 budget, while
private consumption had been obtained as a residual, The projected
increase in private consumption would be accounted for by increased
consumption among non-wage earners as some further decline in real
wages had been built-into the forecast, The targeted increase in
real investment was not considered to be overly ambitious in the
light of publiec (and some private) investment projects known to be
in progress, The projected increases in the volume of exports and
imports were derived directly from the balance of payments forecast,

In summary, Dr, Silva Lopes felt that the principal points of
disagreement between the staff and the Portuguese representatives
centered on the growth of real GDP, the increase in international
prices, the current account deficit target, and the rate of depre-
ciation, Of these he considered the international price assumptions
and the rate of depreciation the most difficult to resolve,

In reply, Mr, de Fontenay stressed that in the staff's view
the principal target of the program should be a further reduction
in the external current deficit, This objective was consistent
with a through-the~year increase in real economic growth of about
3 per cent, Achieving a further reduction of the rate of inflation
was also very important, He felt that the staff and the Portuguese
representatives were not far apart in their targets for the balance
of payments, growth, and domestic prices, but differed on how such
goals should be achieved, The Portuguese placed greater stress
on reducing the rate of depreciation, whereas the staff placed
greater emphasis on the contribution of fiscal and monetary policy,

The discussion then turned to an explanation of the assumptions
underlying the staff's and the Portuguese representatives' inter-
national price projections, Mr,Z Stuart explained that the staff's
projection was taken from the Fund's most recent World Economic
Outlook forecasting exercise, completed just before the mission
left for Portugal, This forecast showed a deceleration in the rate
of growth of world prices in US dollar terms between 1978 and 1979,
assuming unbroken cross rates for the dollar and other currencies
at the end of 1978, Dr_  Cavaco. Silva explained that the Portuguese
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projections had been based on recent price forecasts by the
OECD and UNCTAD, The Portuguese had adjusted the general world
price assumptions implicit in these forecasts for the par-
ticular composition of Portuguese imports, The projected in-
crease in oil prices in 1979 would add 1,0 to B_,5 percentage
points to the price forecast, In his view the decline in
Portuguese import prices in 1978 had been due largely to the
effective depreciation of the US dollar and to very favorable
agricultural price developments, In 1979, a catching-up effect
was expected to offset the decline in world prices of the
previous year, This would lead to a 6,5 per cent increase in
Portuguese import prices in effective terms, including petro-
leum, Mr, de Fontenay commented that the increase in Portuguese
import prices in foreign currency terms over the past four years
had been strikingly low, It was hard to reconcile this past
parformance with such a large increase in import prices in

1979, At Dr_ Constancio's suggestion it was agreed that the
Portuguese representatives would prepare a memorandum stating

in detail the assumptions and calculations underlylng their
import price forecast,

Turning to the influence of the raté of depreciation on
domestic inflation, Dr, Silva Lopes felt that the Portuguese
model was based on a cost~push approach to controlling infla-
tion whereas that of the staff emphasized demand factors, He
explained that the Portuguese representatives had prepared
an econometric model which indicated that the rate of depre-
ciation was a crucial factor in explaining domestic price develop-
ments, Demand management policies were of course important in
controlling inflation, however, they could not nullify the
effect of labor costs, interest rates, and the rate of depreciation,

Mr, de Fontenay replied that the staff had no guarrel with
the argument that depreciation was an important element deter-
mining the rate of inflation, The real qguestion was to what
extent the exchange rate could be utilized as an instrument in
reducing the rate of inflation, If the exchange rate were to
be given a key role in this process, it would undoubtedly have
an undesirable effect on economic growth and reserve manage-
ment, Under present conditions, i,e,, a large external defi-
cit, surplus labor, an unfavorable composition of exports, and
the need to find new foreign markets, it was necessary to
maintain an exchange rate which, if anything, would be overly
competitive, In addition, in order to encourage import substi-
tution it was important to ensure that the prices of traded
goods rose faster than those of nontraded goods through exchange
rate policy, He felt that there was no doubt that Portuguese
exports were highly competitive at present, arguing for some
slowing of the rate of depreciation, However, any signifi-
cant alteration of present policy could only be contemplated
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in connection with further reductions in the rate of infiation
and the current account deficit of the balance of payments, It
was important not to be too ambitious now in order to avoid a
sudden increase in the rate of depreciation later which could
have disastrous consequences for expectations,

Dr,_Cavaco Silva explained that he felt that there was

no basic disagreement between the staff and the Portuguese re-
presentatives on the need to maintain the competitiveness of
Portuguese exports and the need to reduce the rate of domestic
inflation, However, by slowing the rate of depreciation to

an average of about 14 per cent during 1979, the Portuguese re-
presentatives felt that both goals could be achieved, It was
very important to avoid the vicious cycle of inflation leading
to faster depreciation leading to more inflation, He felt
that with the important gains made in reducing the rate of
inflation and the current external deficit in 1978, it was now
time to significantly alter the rate of depreciation in order
to avoid falling into the inflation-depreciation trap,

Dr, Constancioc added that the Portuguese representatives

hoped that by reducing the rate of depreciation, and hence
inflation, this year they would be in a position to set lower
depreciation and inflation targets next year, This would mean
an end to the repeated reductions of real wages experienced
over the last three years, This was important because it was
unlikely that the policy of reducing real wages to control
inflation could be followed for much longer,

It was agreed to continue the discussion of world prices
and the exchange rate at a later time and to begin discussion
of the public sector budget and exchange and trade restrictions
as soon as possible, '

Turning to the question of the public enterprises,
Mr, de Fontenay explained that it would be important for the
staff to have a clear idea of their investment plans for 1979
and theilr intentions with respect to obtaining foreign and
domestic financing, Dr, Constancio explained that no new major
investment projects were now being considered as the financing
for such projects was not presently available, He was con-
cerned that the Portuguese representatives not be asked to
commit themselves to a figure for overall credit to these enter-
prises as their investment program was still very unclear,



(:) INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No, 19
Held at the Bank of Portugal
on Thursday, February 22, 1979 at 10:00 a, m,

Present:

Portuguese representative ' Fund representatives

Dx, Cavaco Silva, Bank of Portugal Mr, de Fontenay
Mr_, Osunsade
Mr, Stuart
Mrs, Teigeiro

The purpose of the meeting was to follow up on a number of
outstanding questions on which the Portuguese representatives had
promised to provide detailed information, The information gathered
during the meeting is summarized below;

1, Restrictions on trade and payments: The Portuguese representa-
<:> tive said that discussions were still going on concerning further
liberalization of trade restrictions, In the view of the autho-
rities, there were two distinct aspects to be taken into account --
that of the balance of payments, and that of economic development
(protection), These matters were under the jurisdiction of the
Minister of Trade, who had not yet finalized his thinking on the
necessary adaptations, On the 60 per cent surcharge, it had also
not been decided whether adaptation should be in the form of a
reduction of the level or the commodity coverage, As for the sur-
charge which had been-reduced to 20 per cent, though active con-
sideration was being given to replacing it with general import
tariff to be negotiated with the EEC, no firm decision had yet been
taken, No major problem was envisaged on the need for further
liberalization of the payments restriction arising from the phasing
of outward remittances of profits and dividends from nonresident
investments; the related delay had already been substantially cur-
tailed, and the objective was to reduce it further to the point
where it could be attributed entirely to administrative factors,

agreed that it was high time for details of the new budget (includ-
ing the budget report) to be made available to the staff team; for
tiis reason, he had himself decided to contact the Minister of Finance
directly on the matter, but no progress had so far been made; he

would keep trying and notify the staff team about subsequent develop=-
(:) ments, He felt, however, that there were already some preliminary
indications about certain important aspects of budgetary policy =--
such as the 3 per cent increase in public consumption contained in

2, Details of the New Budget: The Portﬁguese representative




Meeting No. 19

the financial projections given to the mission team on the previous
day by the Bank of Portugal, On the question of an apparent in- C:)
consistency between this projected increase and the unchanged level
mentioned in the new Plan, the Portuguese representative said that

the 3 per cent figure was what had been officially given to the

Bank of Portugal for purposes of monetary programming for 1979, He
was not sure to what extent the projected increase in public con-~
sumption was related to a planned increase in transfers by the

Central Government,

3, Investments by Public Enterprises: Concerning the public enter-
prises' investment activity in 1978, the Portuguese representative
reported that Mrs, Constancio of the Planning Ministry had some data
ready, and these would shortly be made available to the mission
team, It was decided that the team would wish to have a further
mezeting with Mrs, Constancio after receiving these data, As for

the investment plans of these enterprises during 1979, no informa-
tion was yet available; the Portuguese representative promised to
contact the Secretary of the Treasury again on the matter, He
commented that, like the staff mission, a broad section of opinion
in the Portuguese administration was agreed about the importance

of these enterprises in the efforts to flnd solutions to the pro-
blems of the Portuguese econonmy,

4, BOP capital account in 1279: The Portuguese representative
pointed out that so far the firmly known cases of draw-down plans (:>
for foreign loans by the public enterprises during 1979 were the

following (US $, million);

1, Banco do Fomento « 45
2, TAP (Portuguese Airways): 50
3, Portuguese Railways : 50
4 BRISA : 50

here were, however, several cases of on-going negotiations of
foreign loans by other enterprises, but these were as yet in the
preliminary stages, Those for which numbers could be given in
this context were the following (again, US $, millions);

The Post Office; 75
Quimigal . 25
Caixa Geral «+ 100

ll
2,
3l
As for direct foreign investment inflows, the Portuguese repre-
sentative pointed out that these had been projected at US $58 million
for 1979 (i,e,, same as the provisional data for gross inflow in
1978), Should the Renault investment project come on stream during
the year, it would entail an additional inflow of about US $15
million, :

O
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Concerning use of foreign loans by the Government during
1979, the Portuguese representative pointéd out that the Belgian,
Italian and Japanese tranches of the Paris loan were yet undisbursed,
Disbursement of the Japanese tranche during the year was already
negotiated, and those of the Belgian and Italian tranches were under
negotiation, He added that the Portuguese Government planned to go
to the intermnational capital market also this year, but no precise
indication was given as to the size of such new borrowing,

1
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INTERNATIONAL MONETARY FUND

Portugal -~ 1979 Use of Fund Resources

Minutes of Meeting No. 19A
Held at the Bank of Portugal
on Friday, February 23, 1979 at 4.30 p.m.

Present:

Portuguese representatives Fund representatives
Dra. Maria Jose Constancio Mr. de Fontenay

Dra. Cocco Mr. Osunsade

Mr. Stuart
Mrs. Teigeiro

At this meeting, more details on investments undertaken by public enter-
prises in the industrial sector in 1978 were provided, followed by a detailed
discussion of proposals by the Ministry of Foreign Trade related to changes
in the restrictive system in 1979.

Dra. Constancio presented a table which showed that industrial public
enterprises had spent some Esc 30 billion on investments in 1978. In con-
trast with developments in the transportation sector, where considerable
delays had been achieved as a deliberate result of policy and actual invest-
ment had been below the level authorized, investment in the industrial sec~
tor had actually exceeded authorizations. The Government had been less in-
tent on delays in this sector and the firms had been more agressive. The
petroleum industry, where expenditure was almost double that authorized,
had access to own sources of finance as well as more foreign capital than
had been expected. In the chemical industry, mainly petrochemicals, access
to foreign credits was responsible for higher than authorized expenditure.
Data on base metals were not available but investment in this sector had not
been important’ in 1978, as one major project had been stopped. The figure
of Esc 30 billion for total investment by industrial public enterprises was
seen as reasonable, as it represented a 28 per cent increase over 1977,
approximately the increase achieved for investment as a whole.

Looking to 1979, Dra. Constancio noted that the proposal by Petrogal
was for an investment of Esc 3.7 bi-lion compared with Esc 5.2 billion in
1978. Investments in the chemical and electricity sector would be higher.
In 1978, the electricity sector had been restricted; only investment of
Esc 10.6 billion had been authorized compared with an initial request of
Esc 12,0 billion. The steel industry had requested Esc 8 billion for 1979
but the project was not well defined at thig time. The decision on this pro-
ject, as well as on requests made by the petrochemical sector, would have to
be taken by the Government.

Mr. de Fontenay asked about the existing procedure for controlling the
investments of the public enterprises. Dra. Constancio replied that a new
law had been issued on December 30, 1978 which was designed to give the
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Government better control of public enterprises. It was now expected, how-
ever, that this law would be revised, The Central Planning Department was
currently receiving investment proposals; a list would be prepared and limi-
tations by sectors would be proposed. Meanwhile, the Secretary of State for
the Treasury was to receive data on the financial situation of firms during
March and the Government had until the end of March to decide on the invest-~
ment program of public firms. This concluded the discussion on public enter-
prise investments.

Mr. de Fontenay asked Dra. Cocco when trade data for December 1978
could be expected. Dra. Cocco replied that the data were expected at any
time~~the institute of statistics was careful to correct for major errors
in the end of year data before presenting even preliminary data, and this
was responsible for the delay at the end of the year. Mr. de Fontenay then
asked about forecasts for export trends in 1979. Dra. Cocco noted that the
Ministry of Foreign Trade had prepared a forecast based on the methodology
used in 1978, taking into account the evolution of markets and the pros-
pects for changes in market shares for each main category of goods. Present
projections were for a volume increase in total exports of 9 per cent. The
most difficult sector to forecast was textiles, for which a hypothesis of
continued recovery, though at a slower pace than in 1978, had been used.
The factor that most restrained optimism on textile exports was the agree-~
ment with the EEC which set a limit on exports of individual commodities
by country; the most restrictive limits were set by the U.K., Portugal's
most important market. The agreement with the EC went into effect in 1978
and was to last for three years; restrictions by the U.K. had been imple~ :
mented in 1977. 1In 1978 the textile industry 1n Portugal had:reacted sur-
prisingly well to the situatilon. It was also important to note that the
gquotas had been set on the basis of pre-crisis levels in line with tariff
quotas included in the 1972 agreement with the EC; these were not very re-
strictive given the low level of exports from Portugal in 1977. For 1979,
the quotas would be more restrictive, though some expansion was possible,
particularly for products where exports in 1978 were well below the set
limits., Prospects were also good in countries which did not apply restric-
tions and Portugal was doing well in developing new products. Portugal had
an advantage vis-d-vis other competitors as EC tariffs did not apply to
Portuguese products. The outlook for exports to Sweden was not good. A
very restrictlve system had been in effect for two years and was due to be
renegotiated in March of this year. So far no agreement had been possible
as Sweden had wanted to extend the list to other products and lower the
limits. The danger was that a new system would be imposed unilaterally.

The discussion then turned to a review of Portuguese import restric-
tions. Mr. de Fontenay expressed the hope that 1979 would see a continua-
tion of the marked progress toward the relaxation of import restrictions
that had occurred in 1978. A schedule for the phasing out of the old 30 per
cent surcharge had already been agreed in connection with the previous stand-
by arrangement. It was understood that this phasing was to be partially
offset by an increase in some tariffs in line with multilateral agreements
between Portugal and her trading partners in the EC and EFTA. As a point
of information only, the Fund would be interested inm more details on these
tariff increases. On the 60 per cent surcharge and the quantitative restric-—
tions, there had been statements in the previous letter of intent that the

C
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Portuguese Government would attempt to replace the 60 per cent surcharge
with domestic tax measures and reduce therestrictiveness of the system of
quantitative restrictions. It should be part of a new stand-by agreement
to reduce the coverage of the quota system and/or increase the value of the
quotas.

Dra. Cocco indicated that it was not possible to present a definite
proposal on the 60 per cent surcharge pending further discussions with the
Minister of Finance. The matter had been studied by an interministerial
group with a view to either reducing the coverage and replacing by domestic
taxes or establishing a timetable for the removal of the surcharge. A num-
ber of the items were nonessential foodstuffs which were produced domestic~
ally for which an internal tax would be too harmful to domestic producers.
Other items were true luxury goods, but on many of these domestic taxes were
already very high. Also, for some items, it would be difficult to make the
translation from trade category (import surcharge) to industrial classifica-
tion (on which basis the domestic tax could be applied). In any event, the
technical work had been completed and now a political decision could be
required. ' She emphasized that the surcharge applied to about 1 per cent of
imports in the first 11 months of 1978, Mr. de Fontenay indicated that
there was little to choose between a reduction in the rate or a reductiom
in coverage. He noted that the authorities would have to argue that there
were no alternative sources of tax revenue if -the surcharge was to be justi-
fied on the basis of fiscal requirements. From the balance of payments
point of view, Portugal was in a position to reduce restrictions.

Dra. Cocco then referred to the proposal to raise some tariffs to par-
tially offset the reduction in the 20 per cent (formerly 30 per cent) sur-
charge., As a result of the October 1976 protocol agreement with the EC,
Portugal had the possibility of reintroducing customs duties on products
produced by a list of s-called "old industries, as long as they were subse-
quently removed by 1985. A similar agreement was also made with EFTA coun-
tries. The list was finalized and it was agreed that the tariffs could only
be increased if all other restrictions on these items had been removed.

Thus it was proposed to retire the affected products from the list of the

20 per cent surcharge to be replaced by a tariff of 18 per cent. The items
covered represented 2.4 per cent of 1976 imports, compared with the total
coverage of the 30 per cent surcharge of 26.9 per cent. For some EFTA coun-
tries, the replacement tariff would be only 21 per cent. It was expected
that this action would take place before the end of March 1979. The sur-
charge would be removed on the affected products from all origins; the
Portuguese Government would apply to GATT to raise duties on these products
from non-EC and non-EFTA countries.

Mr. de Fontenay asked for confirmation of the authorities' intention
to maintain the agreed schedule for phasing out the 20 per cent (formerly
30 per cent) surcharge. Dra. Cocco recognized that it was important that
such a declaration be made, but it would have to come from the Minister of
Finance or the Governor of the Bank of Portugal,

Turning to the quotas on consumer goods, Dra. Cocco presented a pro-
posal to retire two items from the list (coffee and bananas) which would
reduce the coverage of the quota from 4.1 per cent of 1976 imports to



-

-4 - Meeting No. 194

3.2 per cent, and raise the quota on remaining items by 16.4 per cent from
Esc 2.005 billion to Esc 2.335 billion, which she argued would maintain the
foreign currency value of the quotas. Of the two items retired, coffee was
quantitatively the most important, as coffee imports had totaled Esc 0.9 bil-
lion in 1976, Esc 2.0 billion im 1977 and Esc 1.2 billion in 1978. The
Government was replacing the quota with an internal tax to be collected in
customs which would be a receipt for the supply fund. To reduce the impact
of speculation in the sector, legislation on commercial margins for coffee
would also be introduced. The second item to be removed, bananas, had repre-
sented imports of Esc 0.253 billion in 1976 and Esc 0.212 billion in 1979.

The authorities had also investigated the possibility of reducing the
quota coverage on manufacturing items. Dra. Cocco noted in this respect
- that seven industrial items, including wallpaper, electrical stoves and
trailers, had been removed at the end of 1977. The main industrial products
that remained were domestic appliances~~refrigerators, dishwashers, washing
machines for clothes-~small electrical appliances and radios and televisionms.
For some of ‘these products, domestic production was becoming significant,
whereas when the quotas had been introduced production was practically non-
existent. Television sets were now being exported. It was the hope of the
authorities to introduce into the quota system exemptions for exports in
order to promote exports.

Dra. Cocco presented further details on the quota on completely knocked
down automobiles (CKD) which had been revised in December 1978. The autho-
rities were not proposing any further changes in the law; Dra. Cocco pre-
sented a table which showed, given certain arbitrary assumptions, that even
if the new '"tranche' of the quota that was set aside to allow for exports
of automobiles was not completely utilized, the new system would be less
restrictive than the one prevailing prior to December 1978.
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TNVESTIMENTOS N0 SECTOR INDUSTRTA E ENERGIA (P.1.S.E.E.}

1978
{I03 contos)

Tnv.em 1977 Inv, awtordzade para 1978 T, nealizade em 1978

Dispendide Total F.B.C.F. Dispendido | $nealizacao

1 2 3 4 5=4/2
Extractivas 98.2 184.9 168.1 129.4 70
Quimicas 4 563.3 9 584.4 B 447.0 11 364.1 119
Metalirgias de base 260.0 156.0 x X x
Bebidas e Zabaco 355.% 672.3 242.0 409.2 61
Construgao Naval 597.1 735.0 273.0 387.1 A 53
Cimentos 255.7V 1 836.0 1 836.0 522.8 |’ ‘ 28
Penoleos e derivados .7 628.3 2 723.0 2 723.0 5.209.0 191
Pasta para papel 420.4 1 2642,8 x 867.3 69
Electricidade 9 360.0 10 635.0 10 5§3.0 11 380.0 ' 107
Minehais ndo metalicos X 95.5 44.0 5.9, 6
Servicos prestados as empresas 99,7 193.0 193.0 97.6 48
TOTAL 23 669.5 22 920.4 21 736, 30 347.4 132
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Sistemas de continpentes de automoveis em CKD aplicados

‘f_\
em 1978 e a aplicar em 19879 \“)
Valor Periodo de
(1000C.) - aplicacgao
PORTARIA 762/77,de . 15 Fev078
17 de Dezembro - : 3 224,7 10,5 meses 4
31 Dez?78
PORTARIA 712/78,de | 1 Jano7e
6 de Dezembro 4 376,0 12 meses
| 31 Nez979 | .
QUADPO 2

Comparagao entre as quotas previstas para 1978 e 1279

1978 19791
.~ Parcela completamente livre 2 579,8 2 680,3
- Adicional para exportagao B4L,9 765,8

- Adicional resultante de ) t
exportacao efectuada no - 382,9
anc anterior

TOTAL 3 224,7 3 829,0

Variacao em 1979/78/% T 18,7%

P~

(1) Considerou-se 10,5 cdo valor total pera o ano
: T :
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Held at the Ministry of Finance
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Present.

Portuguese representative o Fund representatives

Dr, Onen Gongalves : Mr, de Fontenay

Mr, Osunsade
Mr, Stuart
Mrs, Teigeiro

1, Introduction

The principal topic of discussion during the meeting was the
proposed 1279 budget of the public sector, Outlining the prin-
cipal features of the budget Dr, Goncalves explained that the
balance in the current account had been achieved at the cost of a
very significant effort to hold down expenditures and raise addi-
tional tax revenues, While the Government's principal aim had been
to present a balanced current account, an effort had also been made
to restrict the overall budget deficit to one percentage point of
GDP less than was reached in 1978, This roughly translated into
an overall defieit in 1979 equivalent to about 8 per cent of GDP,
The consolidated budget presented on a national accounts basis was
estimated using actual expenditure implementation ratios expected
in 1979 and thus represented a "best estimate" of the likely out-
turn, abstracting from any additional appropriations which might
be made during the year, The implementations ratios assumed were
the following:

(in per cent)

personnel 97,0

goods and services ' 95,0

other current expenditures 92,0

subsidies, current transfers, _ 100,0
and interest payments -

capital expenditures and capital 95,0
transfers

financial assets/liabilities 1d00,0
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On this basis an overall budget deficit of Esec, 68,4 billion,

excluding amortization and other financial charges was prOJected
Including financial charges the overall budget defic1t was fore-
cast at Esc, 80,1 billion, of which Esc, 10,4 billion would be
financed from the sale of bonds to the nonbank public, Ese, 3,7
billion from foreign borrowing, Esc, 60,5 billion from net domestic
bank borrowing, with the remaining Esc, 5,5 billion representing
amortization of bank debt, Dr, Gongalves noted that the Esc, 3,7
billion forecast for forelgn borrowlng only represented flnanc1ng
for investments included in the Plan,

2 Direct taxes

Dr, Gongalves reviewed the estimates for direct taxes con-
tained in the budget:

(a) Industrial tax, The estimate for the industrial tax
had been based on the development of profits in 1978, The esti-
mate of Esc, 9,1 billion contained in the budget was considered
realistic, and Dr, Gongalves pointed out that it was the only
major tax for which collections had exceeded forecast receipts in
1978,

(v») Real estate tax, The receipts actually collected from
this tax in 1978 had been disappointing: they had risen by less
than expected, taking into account the 15 per cent surcharge
introduced during 1978, Taking into account the tax rate and the
present tax base, the receipts which should be collected from the
real estate tax under normal circumstances could be expected to
be rather higher than what in fact was normally collected, Part
of the problem sezmed to be due to delays in issuing tax notices
for the real estate tax until October, which were related to
problems with the computerization of collections, While forecast
raceipts in 1979 did take into account the payment of Esc, 0,1
billion of arrears from 1978, there was no guarantee that the
computerization problems experienced in 1978 would not be repeated
in 1979, For this reason Dr, Gongalves felt that 1979 receipts
from this tax might be somewhat overestimated,

(¢) Professional tax, The Esc, 14,6 billion estimate for
rzceipts from the professional tax in 1979 was based on the assump-
tion of an average increase in wages and salaries of 18 per cent,
The forecast also took into account some fiscal drag as well as
the effect of the elimination of the 10 per cent surcharge and the
increase in personal exemptions from 80 contos to 92 contos pro-
posed in the budget,

(d) Tax on interest and dividends, The forecast for this
tax was based on an estimate of the interest income earned on
time deposits during 19278 as this represented the main revenue
source for this tax, While the tax covers interest income earned
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during 1979, because of the practice of paying interest at 6~monthly
or annual intervals, the tax revenue would in fact be influenced

by increases in interest rates and the level of time deposits

held during 1978, Dr, Gongalves felt that the estimate for this

tax contained in the budget was about right because the tax base-
could be accurately calculated, and in previous years actual col-
lections had differed 1little from forecast receipts,

(e) Complementary tax, The problem of arrears was tradi-
tionally an important one complicating accurate forecasts of
receipts from this tax, The gap between forecast receipts and
actual collections in 1978 was large - Esc, 2,3 billion - how=
ever, the 1978 forecast was known to have been seriously over-
estimated to begin with, and delays in issuing tax notices for
the real estate tax, mentioned above, had also contributed to the
large shortfall in receipts in 1978, Except for the problem of
arrears, Dr, Gongalves nevertheless felt that the 1979 forecast
for receipts from the complementary tax was fairly realistic,

The forecast had been based on the assumption of the collection
of at least Esc, 0,5 billion in 1978 arrears (although this could
be higher), a decline in the surcharge from 15 per cent to 10 per
cent, larger personal deductions, and an increase in wages and
salaries of 18 per cent, ‘

(£f) Extraordinary tax, Dr, Gongalves explained that the
budget forecast of Esc, 16,0 billion for receipts from this tax
was very optimistic as it was based on the maximum rates for
each of the taxes contained in the overall proposal, These were:
4 per cent on income subject to the tax on wages and salaries,

3 per cent on income from pensions, 4 per cent on income subject
to the industrial and real estate taxes, 5 per cent on income sub-
ject to the tax on interest and dividends, and a 35 per cent sur-
charge on the vehicle tax, ' ‘ ‘

(g) Other taxes, The estimate for the tax on gifts and in-
heritances of Esc, 0,8 billion was considered realistic, and
represented only a small increase over collections in 1978,

Dr, Gongalves felt that the forecast 20 per cent increase in the
real estate transfer tax (SISA) could be slightly optimistic as

it depended primarily on transactions in the housing market which
were not always easy to predict, Receipts from the tax on motor
vehicles were forecast to total about thesame as in 1978, This
reflected stagnation in the market for motor vehicles as well as
the fact that the tax rate would remain unchanged, (The 35 per
cent surcharge on the vehicle tax proposed in the budget came
under the heading of the extraordinary tax and thus did not affect
forecast receipts for the vehicle tax itself),

Looking at direct taxes as a group, Dr, Gongalves_felt that
the forecast for the real estate tax was probably too optimistic
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wvhile the complementary tax, and particularly the extraordinary
tax, were difficult to predict and should therefore be treated
with some caution, Mr,_ Stuart noted, however, that the forecast
receipts from the industrial tax may also have been overesti-
mated, Receipts in 1979 had been assumed to rise in line with
profits, implying an elasticity of 1,0 with respect to the tax
base, However, in previous years this elasticity had in fact
been closer to 0,5, Dr, Gongalves said that he would cheek this
point, He noted that the 1979 forecast had taken into account
some changes in the tax legislation which would have affected
collections, These changes would not now be implemented, so

to some extent the forecast did represent a slight overestimate,

3 Indirect taxes

(a) Import duties, The 21,0 per cent increase in import
duties forecast for 1979 was based on a projected increase in
import prices in escudo terms of 20~21 per cent, and the recovery
of about Esec, 0,5 billion of 1978 tax arrears, No allowance
had been made for increases in customs duties,

(b)Y Import surcharge, Receipts from this tax had been
projected on the assumption of a delay from April to July in
the reduction of the 20 per cent surcharge to 10 per cent, and
its elimination in January 1980 instead of in October 1979,
This delay was considered necessary in order to generate addi-
tional revenue to balance the current account of the public
sector,

(c) Stamp duties, The 1979 forecast of Esc, 17,5 billion
for stamp duties takes into account the proposed introduction
of a 20 per cent surcharge on a wide range of fiscal stamps and
stamp duties as well as a surcharge of 3 per cent on the stamp
duty required for banking operations (some Esc, 0,3 billion in
additional revenue was expected from this measure alone), The
forecast was to a large extent dependent on the level of economic
activity and to the extent that activity remained depress=d
during 1979, receipts from this tax could in fact be overesti-
mated, During 1978, stamp duties were overestimated largely be-
cause the tax, which was expected to be introduced in April, was
in fact only implemented at the end of Jume, resulting in the loss
of 2 1/2 months of additional receipts,

(d) Transactions tax, During 1978 there had been a large
shortfall in revenue from this tax due to the failure to extend
it to the full range of services provided for in the budget, as
well as to a lack of firm knowledge about the tax base, For
1979 the forecast for receipts was based on an increase 1in prices
of 18 per cent, an increase in the "normal” tax rate from 13 per ceni
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to 15 per cent, similar rate increases for other groups of transac-
tions, and the extension of the tax to the full range of services
provided for in the 1978 budget law, The effect of price increases
on tax receiptz was expected to yield about Esc, 515 billion,

while higher tax rates would result in an increase in revenue of
about Esc, 5,6 billion, A further Esc, 1.2 billion was projectad
to come from the extension of the tax to services not previ-

ously affected, while the remaining Esec, 1,2 billion of the in-
crease over 1978 collections would result from the fact that

the additional 10 per cent surcharge provided for in the 1978
budget was only applied during the second half of 1978, but would
affect all of 1979,

Mr__de Fontenay asked whether measures had been taken
already to extend the transactions tax to other services,
Dr, Gongalves explained that some tentative steps had been
taken, The tax department of the Ministry of Finance had pre-
pared a set of draft regulations in June of 1978 which were subse-
quently revised, however, these regulations had not in fact
been implemented as yet, The authorities' experience in trying
to extend the tax to other services had not really met with much
success to date, In July 1978 the Government had entered into
an informal agreement with the telephone company whereby a part
of the increase in telephone rates granted at that time would
represent the collection of the transactions tax, ‘However, at
the end of 1978 the telephone company was unable to transfer
the proceeds earmarked for the tax as planned because of its
large operating deficit, Mr, Stuart asked whether further
research had been conducted into assessing the base for the
transactions tax on services, Dr, Gongalves replied that no
further work on defining the tax base had in fact been done,

(e) Other indirect taxes, Dr, Gongalves explained that
the forecast for receipts from the national salvaton tax, which
mostly affected gasoline and sugar, was considered realistic,
or perhaps even on the lowside, as collections were traditionally
very stable, The forecast for the automobile sales tax took
into account the projected stagnation of vehicle sales in 1979,
The small (Esc, 0,5 billion) increase over actual 1978 collections
was due to the assumption that the import surcharge on automo~-
biles would be replaced by domestic tax, The increase in pro-
jected receipts from the tobacco tax in 1979 was wholly due to
the proposed increase in the tax rate to the maximum of 40 per
cent provided for by law:; no increase in consumption was assumed,

4 Other revenue

(a) Rendimentos da propriedade, The Esec, 1,7 billion short-
fall in receipts from this source in 1978 was mainly accounted
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for by the absence of income from rents on collective farms

(Esc, 0,4 billion) and the inability of public enterprises to
remit profits to the Government (Esc, 1,0 billion), For 1979

the estimates were more realistic, however, Profits from credit
institutions were expected to total Esc, 12,7 billion (about

Esc, 7,0 billion in 1978), of which Esc, 11,4 billion would be
derived from the Bank of Portugal; some Esc¢c, 0,3 billion had been
forecast for income from rents on collective farms, while a
further Esc, 1,0 billion was expected from the profits of public
enterprises, The remaining Esc, 0,6 billion would be derived
from remuneration from the statutory capital of public enterpri-
sa2s and other property revenues, Dr, Gongalves felt that receipt
of the Esc, 1,3 billion from collective farms and public enter=-
prises would depend very much on the Government's determination
to collect it,

(b) Current transfers, The 1979 forecast included Esc, 1,8
billion in transfers from the social security system to the budget
(Esc, 6,0 billion in 1978) arising from the planned 1,0 percentage
point increase in contributions on a projected wage bill of
Esc, 240 billion,

(c) Capital transfers, Capital transfers of some Esc, 3,2
billion from the employment fund were built into the 1979 budget,
In 1978 such transfers had reached only Esc, 2,0 billion, although
Esc, 5,1 billion had been forecast, The 1979 forecast was a
reasonable one but its realization depended very much on the
Government's determination to obtain the funds, Capital trans-
fzrs from the employment fund to the budget were based on a
"gentleman's agreement” which, as in the case of 1978, was not
always kept, Dr, Gongalves explained that some Ese, 1,0 billion
in funds to be transferred were in fact loaned to enterprises to
boost employment, while a part of the rest was used to build up
the cash position of the employment fund, Dr, Gongalves noted
that the emnployment fund's receipts were derived from a tax on
wages (which would not be increased this year), Such receipts
amounted to Esc, 10,3 billion in 1978, The employment fund did
not pay unemployment compensation directly but transferred funds
to the social security system for this purpose,

5 Expenditures

Mr, de Fontenay asked how the Esc, 9,3 billion in special
appropriations approved at the end of 1978 had been allocated,
Oin an administrative basis Dr, Gongalves explained that the
special appropriations had been allocated as follows:
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+ (billions
of
Escudos)

Subsidy for supply fund - Mlnlstry of Flnance ‘ 2,4
(outras despesas da adminlstragao)

Increase for health services - Ministry for Soc1a1 3,2
Affairs ‘ .

Sines projects - Ministry of Finance , 2,0
(despesas propias)

Railway subsidy - Ministry of Finance - 0,7
(subsidios as empresas)

Pension fund for railroad - Mlnlstry of Transport 0,4

and Communications
Credit for refugee investments (General charges
of nation)

In terms of economic classification these items were all included
in current transfers and subsidies, Within the Esc, 9,3 billion
in special appropriatiohs,'me additional expenditures for the
railway pensions, railway subsidies, health service, and social
security were considered urgent and could not be delayed further,
The appropriation for the Sines project and the supply fund was
not as urgently needed, however, and could have been postponed
until 1979, Dr, Gongalves added that the Esc, 2,0 billion in
special appropriations for the social security system had in
fact been financed by Treasqry operations and not by the budget,
This loan from the Treasury to the social security system was to
be repaid over several years from subsidies to the public enter-
prises which had evidently not been remitting social security
contributions,

Mr, Stuart asked how the 3 per cent real increase in'public
consumption on a national accounts basis had been distributed
by economic classification, Dr, Gongalves explained that most
of the increase by economic classification could be found in wages
and salaries, He noted that the final estimate for this item in
1978 took into account expenditures for increased benefits, promo-
tions, the creation of new services, and increases in persomnnel
during the year, The 1979 forecast, however, was based on present
knowledge of the public sector workforce and did not generally
take into account increases for promotions, etc,, except in the
case of the armed forces, Dr, Gongalves noted that while the
Government had made statements from time to time about limiting
hiring in the public sector, about 30,000 new public employees
had in fact been hired in 1978, or an average of around 2-3,000 per
month, This increase was responsible for the additional Esc, 0,5
billion appropriation for health services for civil servants con-
tained in the 1979 budget under "other current expenditures,”

Under "interest payments" Dr, Gongalves noted that in 1979
Ese¢, 2,0 billion represented projected interest payments on
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nationalization bonds, A further Esc, 13,0 billion corresponded {
to interest paid to the Bank of Portugal, compared to Esc, 11,0
billion in 1978, The interest rate on all existing and new
government debt held by the Bank of Portugal had been lowered

to 5 per cent in 1979, from 10 per cent in 1978, and 18 per

cent in 1977, A further Esc¢, 1,0 billion in interest payments

was earmarked for special payments on two types of securities

issued by banks before the revolution, This payment amounted to

Esc, 0,4 billion in 1978,

Mr, Stuart asked why the increase in current transfers from
tne Central Government to the rest of the public sector appeared
so low, Dr, Gongalves felt that -this was a rather low figure
. and was perhaps unrealistic, He explained that this was due in
part to a lack of coordination among public sector bodies, The
autonomous funds and services submitted their 1979 expenditure
proposals in June of 1978, With the delay in presenting the 1979
budget some of these bodies had submitted new proposals while
others had not, so it was entirely possible that the final outturn
in 1979 for this item would be much higher than forecast,

In answer to a question about transfers to the supply fund,

», Gongalves indicated that in 1979 some Esc, 3.4 billion had
been earmarked for this use, which included subsidies for the
basket of essential goods (cabaz de compras), compared with an
original appropriation of Esc, 3,2 billion in 1978 and a final (
outturn of Esc, 5,6 billion, The Esc, 2,4 billion overrun in
1978 had been used to repay financial obligations to the banking
system,

In summary, Dr, Gongalves explained that current transfers
during 1979 could be subdivided into the following categories:

(In billions of escudos)

Actual Projected

Use 1978 1979
Housing fund 0.2 1,3
Institution for assistance to school 1,7 1,9
children
Réfugee Institute 1.4 1,0
"Pension fund for railways 1,3 1_11/
Health service for civil servants (ATSE) 1,1 1, 1=
Health and hospitals N.A, 27,2
Local authorities 3,5 4,0
Pension N. A, 1,1
Supply fund 5,6 3.4
Housing N A, 1,3
Export promotion fund N.A, 0,7 (
Highways - N.A. 1,2
Sources for agriculture and fishing N A, 0,8
Other N_A 2.7
48, 56 48.8

"+<~nal Esc, 0,4 billion in "other appropriations” is
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Turning to capital expenditures, Dr,  Gongalves felt that
the forecast for expenditures for investments of the Plan could
be an overestimate as a certain amount of underspending was normal
in this area, He felt that financial charges for decolonization
might also have been overestimated slightly, but that the esti-
mate for servicing the public debt was accurate,

The meeting was adjourned for.lunch, and would resume at
4:00 p,m, the same afternoon,
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At this meeting, Dr. Ohen Gongalves continued his review of the budget
report for 1979. Mr, de Fontenay recalled that the official communique
announcing the budget had referred to significant increases in spending on
health, education, and agriculture. However, in reviewing the morning
meeting, it was difficult to find these increases. Dr. Gongalves replied
that he too was puzzled by the announcement but had not yet been able to
check the source of validity of these figures; perhaps they were based on
a comparison of the 1979 budget with initial budget figures for 1978.

Referring to the indications given during the morning meeting that
the number of employees in the public service had risen considerably during
the year, Mr. de Fontenay asked for information on which services had shown
particularly large increases in 1978. He asked if it wasn't necessary for
ministries to indicate the number of posts in their ministries when submit-
ting their requests for appropriations. Dr. Ohen Gongalves replied that
there was considerable administrative difficulty in this area and they were
forced to rely on indicators, such as the number of civil servants enrolling
in the medical services plan. The Parliament did not approve the budget on
the basis of functional classification but only according to Ministry. Each
agency had a list of its posts which it used in filling vacancies and in some
cases these had increased during 1978 and would have their full effect only
in 1979. .

Last year, the total cost of increases in salaries had come to approxi-
mately Esc 10 billion, Esc 7.5 billion for the Central Administration,
Esc 1.2 billion for the local authorities and Esc 1,3 billion for hospitals
and autonomous bodies. The cost of increases in the military services
totaled Esc 2.4 billion of the total for the State of Ese 7.5 billion as
the military got higher increases than other ecivil servants, The cost of
restructuring in the armed services was an additional Esc 0.3 billionm.

Dr. Gongalves then turnmed to a detailed review of Table V, showing the
appropriations by the Ministry. General Charges of the State were to decline
by Esc 645 million due mainly to a decline in expenditure on refugees--
from Esc 1.4 billion in 1978 to Esc 1.0 billion in 1979. There were also
some problems with classification, as this heading now included the Secretary
of State for Culture and the Office of Administrative Reform.
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National Defense appropriations had increased by Esc 4.5 billion due
to increased expenditure on personnel and purchases of fuel. Salaries
of military personnel would also be increased through allocation of some
of the unallocated budget (Dotagao provisional) of Esc 10 billionm.

Under other general administrative expenses of the Ministry of Finance,
there was a decline of Esc 2.5 billion due mainly to a decline in the trans-
fer to the supply fund from Esc 5.6 billion in 1978 to Esc 3.4 billion in
1979, The increase in "Despesas Proprids,” within the Ministry of Finance
were mainly for the tax department and for customs guards to control smug-
gling. This guard service was to be provided with better equipment and
there was al allocation to provide some housing facilities for the guards.

The Ministry of the Interior had an increased appropriation of 17 per
cent in Esc 2.3 billion including Esc 0.5 billion in transfer to the local
authorities, Esc 0.6 billion in capital transfers and the impact on the full
year in 1979 of new expenditures for security forces approved during 1978.

The Ministry of Justice had a 21 per cent increase largely due to a
transfer of responsibility of labor tribunals from the Labor istry.

The Ministry of Agriculture and Fishing had an increase of 42 per cent
or Esc 3.5 billion as there was a very complex plan to reorganize the
Ministry to enable it to intervene more effectively in the economy which
required Esc 1.9 billion for personnel expenditure. There was also an in~
crease of Esc 1.3 billion for investment.

The Ministry of Industry and Technology was to receive Esc 555 million
or 39 per cent additional of which Esc 260 million was to be used to esta-
blish a new institution, the National Laboratory for Engineering and
Technology. There was also Esc 190 million for investments of the planm.

Commerce and Tourism was to be appropriated an additional Esc 800 mil-
lion or 29 per cent but this was not a very meaningful figure. The lar-
gest amount of thils, Esc 530 million, was for the Contas da Ordem of a pub-
lic agency that was borrowing from the Caixa Geral on its own account to
lend to hotels. This agency used to guarantee borrowings by hotels and in
order to borrow on their own account they were required to submit an appropri-
ation. There was also an allocation of Esc 165 million for investment in the
plan. '

The 4 per cent increase in the appropriation to the Ministry of Education
was difficult to discuss because of a change in the designation of directorate
within the Ministry.

The Ministry of Social Affairs was to receive an additional Esc 2.8 bil-
lion or 10 per cent more. In the final budget last year, some Esc 23,2 bil-
lion had been transferred to the health services (including hospitals) while
this year Esc 27.5 billion would be transferred. (N.B., transfers from the
social security system to the health services were to decline from Esc 3.4 bil
lion to zero, implying that total transfers for medical services were
Esc 26.6 billion of which hospitals received Esc 9 billion in 1978 compared
with Esc 27.5 billion of which hospitals would receive Esc 10 billion in 1979
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The Ministry of Transport and Communicatlons was to receive Esc 722 mil-
lion or 8 per cent less. This was partly due to a reduction in a contas da
ordem item for the land transportation fund. Another decline was in the sub~
sidy to the railroad pension plan of Esc 277 million which Dr. Ohen Gongalves
thought was wishful thinking. There was an increase of Esc 328 million for
investments of the plan,

Housing and Public Works would receive Esc 5.8 billion or 24 per cent
more, of which Esc 4.1 billion was for investments of the plan. Also, another
"contas da ordem” account, an agency for the promotion of housing, was indi-
cating additional revenues and expenditures of Esc 1.4 billion for an expan-
sion in its activities.

Dr. Ohen Gongalves then referred to Table VII on the functional classi-
fication of expendiures. The points to be mentioned that were not clearly
brought out in the discussion of expenditure as shown in Tables V and VI
were (1) a 19 per cent increase (Esc 5.2 billion) in health expenditures
which was shared in by the Ministries of Social Affairs, Housing and Public
Works and Education, (2) under the heading "Servigos Gerais da Administrcao
Publica"was included Esc 10 billion for pay raises in the public sector.

Mr. de Fontenay recalled that Dr. Gongalves had indicated during the
morning meeting that the Ministry of Finance had issued guidelines to the
various ministries to be used in the preparation of their requests for cur-
rent appropriations. He asked about this procedure that had been followed
in setting the capital budgets. Dr. Chen Gongalves recalled that during the
life of the third Government, it had been indicated that in preparing the
1979 budget the current deficit should be eliminated and the overall deficit
should be reduced in relation to GDP from the level then being estimated for
1978 (8.5 per cent) to 7.5 per cent. It was felt that a capital budget of
Esc 45 billion, compared with Esc 35 billion in 1978, was consistent with
this target. The Central Departmtnt of Planning was responsible for re-
celving proposals and establishing priorities.

Mr. de Fontenay asked for a clarification of how the new law on local
authorities' financing was being handled in the new budget. Dr. Ohen Gongalves
replied that pending the preparation of the list of responsibilities to be
transferred to the local governments by end-March and the subsequent parlia-
mentary debate and approval, (followed by a revision of the budget law), it
had been decided to keep current transfers at the 1978 level, Esc 4 billion.
This compared with a potential loss to the budget 1if the first two parts of
the law were implemented of Esc 13.4 billion,

Mr. Stuart referred to the consolidated public accounts table (Table XVI)
on a natlonal accounts basis and asked what implementation ratios had been
used in preparing this forecast. Dr. Ohen Gongalves indicated the following:

Implementation

Expenditure Ratio
Personnel 97%
Goods and Services : 95%
Transfers, subsidies and 100%
interest payments 100%
Other current : 927
Capital expenditures and transfers 95%

Financial operations ’ 100%
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The meeting was held to conclude the discussion of the 1979 budget of
the public sector. At the outset of the meeting Mr. de Fontenay asked
Dr. Goncalves to explain the content and purpose of the "contas da ordem"
in the budget. Dr. Goncalves explained that the contas da ordem was a bal-
ancing item composed of certain of the receipts and expenditures of many
of the autonomous funds and services. Any autonomous fund or service whose
transactions were included within contas da ordem automatically became sub-
ject to public accounting regulations. WNot all such bodies were so inclu-
ded, but the authorities' aim was to eventually include at least the prin-
cipal ones in order to introduce a greater degree of fiscal control over
their operations. Dr. Goncalves noted that in the 1978 budget the port
authorities of Lisbon and Oporto, two autonomous services, were included
in the contas da ordem as were a number of other services. The principal
autonomous funds so included were the Tourism, Merchant Marine, Fishing,
Land Transportation, and Housing Funds, while the Supply Fund and the Unem-
ployment Fund were not included. Borrowing by these funds, whether from
the Treasury or the banking system, were counted as a receipt in contas da
ordem in the budget of the state, but as a financing item in the consoli~-
dated public sector accounts.

Turning to the budgets of the autonomous funds and services Dr. Goncalves
explained that the figures for transfers from the Central Government to
these bodies should be treated with caution as in some cases there were dis-
crepancies between the amount of transfers provided for in the budget :and
what these entities were expecting to receive during 1979, This problenm
stemmed from the fact that some of these bodies had not revised their esti~
mates of projected budgetary needs for 1979, which were prepared in June
1978, to take into account any new requirements which might have surfaced
between then and the preparation of the budget in February 1979. While it
was hoped that these entities would practice greater restraint with respect
to expenditures if their budgeted transfers fell short of their financing
needs, Dr. Goncalves explained that they could bridge the resource gap by
running down cash balances or by borrowing.
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Mr. Stuart asked whether the 1979 forecast for transfers to and expen~
ditures by the medical services was realistic in view of the fact that
transfers to this service were so large in 1978. Dr. Goncalves explained
that the medical services had submitted a request for transfers from the
1979 state budget of Esc 13.0 billion on the basis of their budget proposal
prepared in June. However, the final figure now included in the 1979 bud-
get was for transfers totaling Esec 17.0 billion, or about the same as in
1978 (Esc 17.6 billion). He pointed out that if the Esc 2.0 billion of the
1978 outturn specially transferred to pay for arrears to pharmacies was ex-
cluded, the 1979 forecast represented an increase of Esc 1.4 billion (9 per
cent) and therefore was not quite so unrealistic.

" In answer to a question concerning why the 1979 forecast for expendi-
tures for goods and services of the autonomous funds and services showed
virtually no increase over the November 1978 outturn estimates, Dr. Goncalves
explained that in 1978 part of their expenditures which should have been in-
cluded in current transfers, i.e., certain expenditures of the health ser~
vices, were instead counted as goods and services. The error had now been
rectified and this would be reflected in the final outturn for 1978 which
was to be provided to the mission.

Turning to the budget of the social security system, Dr. Goncalves
explained that the large increase in administrative expenditures contained
in the 1979 budget reflected higher expenses for personnel. In the past
wages and salaries in the social security system had been lower than else-~
where in the public sector and the intention was to raise them in 1979 to
the level of the rest of the public sector. With respect to revenues the
1 percentage point increase in the contribution rate included im the 1979
budget was expected to generate an additional Esc 1.8 billion in revenues
(calculated for a nine-month period). Dr. Goncalves explained that the
recurrent sale of bonds by the social security system included in the 1978
budget exercise did not in fact occur because it was dependent upon the pub~
lication of legislation regulating the indemmification of the former owners
of nationalized firms, which did not take place. In 1979, however, the sale
to the banking system of some Esc 1.4 billion of the equities of such firms
held in the portfolio of the social security system was planned and would
be used to repay previous bank borrowing.

Concerning the financing of the deficits of the various components of
the public sector, Dr. Goncalves explained that, excluding amortization and
decolonization charges of Esc 11.7 billion, the Esc 60.1 billion deficit of
the state (national accounts basis) would be wholly financed by borrowing.
The deficit of the autonomous services (esc 5.7 billion) would be financed
by borrowing of Esec 3.8 billion and the use of cash balances of Esc 1.9 bil
lion. The deficit of the autonomous funds (esc 2.4 billion) would be fi-
nanced by the running down of cash balances of Esc 2.8 billion (some
Esc 2.4 billion from the unemployment fund) implying a repayment of
Esc 0.4 billion in financial obligations. The Esc 1.6 billion deficit of
the local authorities would be wholly financed by further borrowing, whil
the Esc 1.4 billion surplus of the social security system would be used t
retire outstanding financial obligations. Overall, the deficit of the pt
lic sector was expected to reach Esc 68.4 billion in 1979 on a natiomal
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accounts basis. Including financial charges of Esc 11.7 billion, the glo-
bal deficit of Esc 80.1 billion woudl be met by net borrowing from the bank-
ing system of Esc 60.5 billion, foreign borrowing of Esc 3.7 billion, the
sale of Esc 10.4 billion of bounds to the nonbank public, with the remaining
Esc 5.5 billion discrepancy being accounted for by the amortization of debt
held by the banking system.

Mr., de Fontenay asked whether estimates could be provided for the 1979
complementary period and for Treasury operations. Dr. Goncalves explained
that not enough information was presently available to forecast either of
these variables accurately. The complementary period for 1978 had been
higher than expected as a result of the additiomal expenditure appropria-
tions made at the end of 1979, but the 1979 complementary period could be
expected to conform to the more normal pattern of previous years.

Dr. Goncalves felt that it was very risky to try to pinpoint a value for
Treasury operations in 1979 as this item was subject to the influence of
many unpredictable factors.

In answer to a question concerning whether transfer payments among the
various elements of the public sector were evently spread throughout the
vear, Dr. Goncalves explained that in previous years (including 1978) inter-
governmental transfers did not generally conform to any particular time path.
Most transfers were based on ''gentlemen's agreements" and as a result the
actual transfer of funds was often haphazard. It was hoped that in 1979 a
quarterly schedule could be established, at least for the most important
elements of the public sector.

Mr. de Fontenay asked whether there had been any indications of diffi-
culties in tax collections in recent months. Dr. Goncalves explained that
there had been a decline in tax collections during the‘final months of 1978.
Part of this was undoubtedly related to cash-flow difficulties in some com-
panies; this was particularly true in the case of the stamp tax. But in
other instances, i.e., the real estate tax, the computerization of tax col-
lections had accounted for at least some of the delay. He observed that at
present a late charge of 2 per cent per month was imposed on all tax arrears.



INTERNATIONAL MONETARY FUND

Portugal - 1979 Use of Fund Resources

Minutes of Meeting No. 23
Held at the Bank of Portugal
on Wednesday, February 28, 1979 at 5.30 p.m.

Present:

Portuguese representatives Fund representatives
Dr. Silva Lopes, Governor ) Mr. de Fontenay

Dr. Vitor Constancio, Deputy Governor Mr. Osunsade

Dr. Oliveira Pinto, Deputy Govermor Mr. Stuart

Dr. Saldanha do Valle, Bank of Portugal -~ Mrs. Teigeiro

Dr. Cavaco Silva, Bank of Portugal

1. Introduction

The meeting was convened by the Governor, Dr, Silva Lopes, who opened
the discussions by referring to the technical document prepared by the
Ministry of Commerce, concerning the projection of Portugal's import prices
in 1979. The Portuguese representatives were informed that the mission team
had recently consulted headquarters about this matter and the consultation
did not appear to warrant a change in the numbers discussed in earlier
meetings. It was agreed to have a meeting on the following day, aimed at
reaching a common position on the behavior of international prices.

2. Unresolved guestions

Concerning the proposed program for 1979, Dr. Silva Lopes proceeded to
outline what he called "areas of disagreement" as follows:

(i) the GDP growth target;
(ii) international price projections;
(iii) depreciation rate of the escudo; and
(iv) external current account (deficit) target

He commented that early agreement on the question of internmational prices
would facilitate an agreement on the rate of depreciation, thus leaving two
questions (on the growth and external current account targets) to be resolved.

Commenting on the suggested approach, including the time-ordering of
proposed policy changes, Mr. de Fontenay sdid that the exchange rate policy
followed thus far has been a notable success story, and that it would be un-
fortunate to make major changes in this policy at such an early stage. A
change could be considered justifiable only at a later stage, if close exa~
mination of the related macroeconomic variables should show clear improve-
ments. Consideration of the matter should also take account of reductions
in import surcharges, since these were equivalent, on the import side, to a
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lowering of the rate of depreciation. For example, phasing-out of the 20 per
cent surcharge on 30 per cent of import payments would amount to a reduction
of 6 per cent in the rate of depreciation, or by 0.5 per cent per month.
However, should the evaluation of on-going discussions support an improvement
in the underlying economic and financial situation, the mission would be
willing to consider a modest downward change in the rate of depreciation,
essentially as a reflection of an improvement in the underlying situation.

As regards the limit on the extermal current account deficit,
Mr. de Fontenay commented that there was no room for flexibility in terms
of upward revisions; indeed, an improvement in the evolution of this deficit
was a raison d'etre of Fund assistance in support of stabilization programs.
It would therefore be difficult to justify a stand-by program with the Fund,
‘should the external current account deficit be higher than the indicated
figure of US$800 million. Concerning the GDP growth target, Mr. de Fontenay
pointed out that the Portuguese authorities' target of 3.5 per cent on aver-
age through 1979 was clearly on the high side, and would imply a growth rate
of up to 7 per cent by the end of the year. Such a growth rate could not be
considered consistent with a limit of US$800 million on the external current
account deficit. 1In this context, attention was drawn to the fact that the
mission's visit was in connection with the formulation of a stabilization
program, whereas the Portuguese authorities appeared to have somewhat differ-~
ent objectives in mind.

Responding to Mr. de Fontenay's observations, Dr. Silva Lopes stated
that, given the wide differences in position between the two sides of the
meeting, it was difficult to proceed; his side would like to re-examine
their position in the light of the mission's presentation. He wondered,
however, whether there were other areas that could be usefully discussed.
Mr. de Fontenay stated that the objective should be to make as much progress
as possible in the on-going discussions. On this basis, the discussions
touched upon the new budget and the broad elements of credit ceilings for
the proposed program, as summarized below.

3. Preliminary impressions on the new budget for 1979

Mr. de Fontenay pointed out that the mission was not yet in possession
of full information on the new budget. Incomplete data thus far available,
however, suggested that there were problems. How the budget would emerge
out of forthcoming parliamentary debates was also uncertain. On the revenue
side, considerable uncertainty appeared to surround the "extraordinary'" tax
(on workers' end-of-year bonus). Although the choice of individual tax
measures was not the business of the mission, the rationale for the extra-
ordinary tax was rather difficult to understand, in view of its apparent
unpopularity. It was therefore difficult to count on the implementation of
the tax, especially considering past failures to implement such a measure.
Prospects alsp remained unclear concerning the recent law on revenue-sharin:
with local governments; no information was yet available to the mission on
the proposals which the Government was expected to make concerning the im-
plementation of this law. On the expenditure side, though greater realism
than in the past was generally evident, there were problems in certain im-
portant areas. For example, it was not clear how the budgeted cut in sub-
sidies was to be achieved. In respect of health services, budgeted outla:
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for 1979, though high in absclute terms, appeared not to adeugately reflect
the large expansion of these services during 1978. On the whole, revenue
seemed to have been at least slightly.overestimated, while the picture on

the expenditure side remained largely unclear. Looking ahead, Mr. de Fontenay
added that the mission intended to give an assessment and some related sug-
gestions to the Minister of Finance; discussions could therefore resume at

a later date when the budget situation would be clearer. Sometime around
mid~April 1979 was thought feasible for such a resumption of discussions.

In this connection, it was agreed that the mission would meet the Minister

of Finance on Friday, March 2, 1979.

4. Elements of a new credit program

As regards their thinking on a new credit program, the Portuguese rep-
resentatives promised to provide the mission with relevant data at a meeting
scheduled for Friday of the same week. Proceeding to other aspects of the
financial program, they stated that the proposed inclusion of the public
enterprises within the subceiling on credit to the public sector would create
difficulties. Apart from the unavailability of adequate data on the finan~-
cial operations of those enterprises, their inclusion in the fiscal subceil~-
ing would render the Govermment vulnerable to political accusations of try-
ing to stiffle the private sector {(within which these enterprises are insti-
tutionally classified). The Portuguese representatives also wondered whether
the Fund had ever adopted this approach toward public enterprises in stand-by
arrangements with other Fund member countries; this question was answered in
the affirmative by Mr. de Fontenay, citing the cases, inter alia, of the
United Kingdom, Egypt and Jamaica. The Portuguese representatives were in-
formed that the mission would be open to any alternative approach they might
wish to suggest, consistent with the common objective of ensuring that these
enterprises took necessary price and management steps to prevent excessive
dependence on the budget and/or banking system credit.

As regards measures on the exchange and trade system, it was noted that,
as stated in earlier meetings, no major problem was envisaged in the dis-
cussions. However, no official proposals had yet been made concerning al—
ternative measures to replace the agreed phasing-out of the 60 per cent sur-
charge. As for the other import surcharge which had already been reduced
to 20 per cent, the mission hoped that Portugal would adhere to the phasing-
out timetable agreed under the prevailing stand-~by arrangement with the Fund.

Concerning interest rate policy, the Portuguese representatives informed
the mission that their plan was to lower interest rates by 2 percentage points
immediately following the proposed stand-by arrangement with the Fund, and by
further 2 percentagepoints later in the year. They explained that high in-
terest cost was a major factor holding back the expansion of the economy,
and that in the absence of such a relaxation, attainment of their growth ob~
jective would be impossible. Furthermore, in combination with their planned
reduction also of the rate of depreciation, they did not see any serious
danger that such a lowering of the rate of interest would create problems
of leads and lags. Responding, Mr. de Fontenay expressed concern about the
probable announcement effect of such a change in interest rates. Attention
7as also drawn to the fact that a lowering of domestic interest rates at this
‘ime would be contrary to on-going trends in the rest of the world. Im any
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case, to the extent that the financial problems of firms related to low
cash flows, deriving in turn essentially from low capitalization, a differ-
ent approach other than simply a lowering of lending rates might need to be
considered. As for stimulating economic activity through a reduction in
the cost of borrowing, this could in the meantime be done through selective
changes in lending policies~~such as an enlargement of the first tranche

of the Central Bank's rediscount ceilings with the banks. The attention

of the Portuguese authorities was also drawn to the fact that the provis-
ion for a mid-term review in the proposed program argued for a.:cautious
approach in making policy changes; any further necessary changes could be
identified at the review stage, in the light of evolving circumstances.

On the qiestion of possible enlargement of the first tranche of the Central
Bank's rediscount ceiling, the Portuguese representatives pointed out that
such a step would be unlikely to prove helpful to final borrowers, since

- there was no assurance that the banks would pass on the benefit to their
customers. Concerning the implications of their proposed interest rate
changes for the income velocity of money, the Portuguese representatives
pointed out - that, with an assumed deceleration of the rate of depreciation,
the income-velocity of money should remain stable or perhaps decline some-
what.

With respect to growth .and price objectives, the Portuguese represen-
tatives characterized the policies embodied in the 1978 stand-by arrange-
ment as too restrictive arguing that these measures had produced overall ex-
ternal surplus and a deceleration of inflation, but little economic growth.
They expressed surprise that, in spite of this outturn, the mission was
still not changing its negotiating stance, adding that in the absence of
such a change, resumption of growth would be impossible. They were, however,
reminded of the available scope for growth, notably in the form of export
expansion and investments by the private and public sectors; in addition,
the new budget had provided for a 3 per cent increase in public consumption
in real terms. As regards price policy, the Portuguese representatives
argued that, considering the expectational factor, the present time was
most opportune to start bringing down the inflation rate through a reduction
in the rate of depreciation; otherwise, it would be difficult to avoid the
vicious circle of high inflation leading to rapid depreciation, leading in
turn to further inflation. They added that the Government had nepgotiated
the 18 per cent annual limit on average wage increases in 1979 on the under-
standing that the rate of depreciation of the escudo during the year would
not exceed 14 per cent in effective terms. 1In this connection, the atten-
tion of the Portuguese representatives was again drawn to the fact that a
reduction of the import surcharge was bound to exert a downward effect on
import prices in escudo terms. They argued, however, that the domestic
price effect of such a measure would not be much, because of the limited
coverage of the surcharge, the significant level of exemptions, and the pl
to replace the surcharge with another tax in the case of automobiles.

Before closing the meeting, Dr. Silva Lopes reiterated that agreemer
on the question of international prices would facilitate progress in the
discussions. In the meantime, he would contact the Minister of Finance
explore the scope for further re-examination of Govermment policies.
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1. Introduction

The meeting was convened to discuss the projections made by the
Portuguese representatives concerning the behavior of import prices in
1979. These projections showed average price increases during the year,
in U.S. dollar terms, of 2.5 per cent for agricultural products, 7.2 per
cent for industrial raw materials, 10.0 per cent for fuel, and 12.4 per
cent for manufactures; with allowance for the oil price increases announced
for the year by the OPEC countries, the projected annual increase in the
dollar price of manufactures was marked up by 1 percentage point, i.e., to
13.4 per cent. For the projection of import price increases in the local
currencies of supplier countries, the approach followed by the Portuguese
representatives was based on the shares in Portuguese imports, of eight
countries accounting in 1977 for about 34 per cent of total imports and
61 per cent of manufactured imports, namely Belgium, the Federal Republic
of Germany, France, Italy, the Netherlands, Sweden, the United Kingdom and
the United States. By weighting the individual country shares with the
expected local-currency price increase in each case, the Portuguese rep-
resentatives obtained a projected overall price increase of 5 per cent in
local currencies for imports of manufactured goods in 1979; this was raised
by 1 percentage point on account of the expected impact of the increase in
0il prices. Taking account of the probable rise in the local-currency pri-
ces of the other import categories, the Portuguese representatives arrived
at an overall projection of 6.3 per cent average increase in the supplier
countries' local currency prices of Portuguese imports in 1979,

2. Areas of difference

Commenting on the presentation made by the Portuguese representatives,
Mr, de Fontenay stated that the work had undoubtedly been done with great
care. The Portuguese projections of 1979 price changes for agricultural
products, Industrial raw material and fuels, were seen as presenting no
major problems, as they did not differ substantially from these of the
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mission team. The main inconsistency to be resolved related to prices of
manufactured goods: the 1979 price increase projected for this group of
imports by the Portuguese representatives was far in excess of expected
price changes derived on the basis of the recent World Economic Outlook
(WEO) exercise by the Fund. This exercise had yielded a projected 1979
price increase of 4.6 per cent for manufactures, which was close to the
corresponding price projection by the OECD, in contrast to the 6.0 per cent
increase (including oil price effects) projected by the Portuguese repre-
sentatives. In response to the Portuguese representatives' point that the
OECD price projection for 1979 (i.e., roughly 5 per cent increase for manu~-
factures in 1979) was done before the increase in 0il prices, and that the
OECD had subsequently estimated an additional price increase of 0.5 per-
centage point to 1.0 percentage point on account of the oil price increase,
the Portuguese representatives were informed that, arguably, an increase in
0il prices, by increasing the danger of a recession, could lead to a rein-
forcement of anti-inflation measures in the industrial countries, which
would therefore lead to a deceleration of upward pressure on the prices of
manufactured exports by these countries. In answer to a question by the
Portuguese representatives, it was explained that the projected price in-
crease of manufactures in the WEO exercise was derived on the basis of the
forecasted unit price increase of exports in the producing countries,
weighted by country trade shares. In U.S. dollar terms, this approach
yielded for manufactures a 1979 price increase of B.l per cent as weighted
by shares in total trade, and 8.3 per cent in terms of their weight in
Portugal's import trade. The Portuguese representatives drew attention to
the fact that, in contrast, their projected price increase for manufactured
imports had been derived on the basis of the shares of these countries in
Portugal's manufactured imports, as noted in section 1 above.

3. Currency conversion problems

In answer to inquiries as to how they have proceeded from the computed
local~currency price changes noted above, to their projected 1979 import
price increase in overall terms of 21.33 per cent and 10.8 per cent in escu-
dos and U.S. dollars, respectively, the Portuguese representatives explained
that these were derived on the policy assumption of a depreciation of the
escudo during the year by 14.0 per cent in effective terms and by 9.5 per
cent in terms of the U.S. dollar; the assumption of 14 per cent effective
depreciation during the year was consistent with a 0.4 per cent monthly rate
of effective depreciation beginning after the first quarter of the year.
Should the U.S. dollar and the escudo start to move together for the remain-
der of 1979, this would yield a depreciation of the escudo by 9 per cent
against the U.S. dollar in 1979. In this context, attention was drawn to
the point that, whereas the WEO exercise had assumed no change in cross-
rates during the projection period, the Portuguese price projections appea-
to be based on a different assumption on cross-rates, since they implied a
17.2 per cent effective depreciation of theescudo vis—a-vis the currencies
of the eight principal trading partners mentioned in section 1 above, in
contrast to a projected 14.0 per cent effective depreciation in overall t
The Portuguese representatives attributed this discrepancy to the fact th
their manufactured imports were mainly from hard-currency countries. The
also pointed out that whereas the Bank of Portugal's effective exchange -
calculations were based not only on merchandise transactions but also on
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current invisibles, the effective exchange rate concept for their price pro-
jections related only to import weights. As to the countries supplying the
balance of 39 per cent of their manufactured imports, they mentioned that
these consisted of a wide range of countries, including Canada, Japan, Norway,
Spain and Switzerland.

In conclusion, it was agreed that the mission team would have another
look at the computations, and would at a later date prepare a short note on
this subject for the Portuguese authorities. It was noted that at least the
main areas of difference in these projections had been clearly identified.
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Before the presentation of the Portuguese proposal on credit policy
for 1979, Dr. Cavaco Silva presented a number of tables. One table indi-
cated the effective exchange rate and U.5. dollar rate for the escudo for
the period 1977~1978, Another table indicated the amortization schedule
for the external debt of the Bank of Portugal in connection with which
Dr. Cavaco Silva added that the Bank of Portugal was scheduled to repay
some of the short-term BIS credits at a rate of US$30 million a month.

The loan agreements for the two 1978 consortium loans totalling US$450 mil-
lion were also presented.

Turning to the proposed credit program, Dra. Cardoso began the dis=~
cussion by noting that most of the hypotheses on which the program was
based had been mentioned previously. These included the almost immediate
reduction in interest rates of 2 percentage points followed by an additional
reduction of 2 percentage points in the period July-September 1979. The
figures on net foreign liability developments were being presented for the
first time and they indicated a loss of US$300 million dollars. As for non-
monetary liabllities, allowance had been made for an increase of US$45 mil-
lion in the foreign 1liabilities of the Banco do Fomento in the first quarter
of 1979, as part of the loan agreement concluded toward the end of 1978. Also,
US$100 million was to go to the Caixa Geral-~this was assumed to come iIn the
second quarter of 1978, although it was possible it would be delayed until
the third quarter. Finally, in the third quarter the Banco do Fomento was
to receive an additional US$20 million. The change in other items net inclu-
ded the profits made by the banking system, including the Bank of Portugal.
The change in the second quarter reflected the transfer of profits from the
"Bank of Portugal to the Ministry of Finance. Profits of other banks were
accumulated during the year and transferred to the capital account in the
new year. Profits of the Bank of Portugal were projected to rise by less
than in previous years due to the reduction in the rate of interest on.pub-
lic debt held by the central bank,

The exchange rate assumption on which the program was based had been
indicated earlier to the mission but the specific Escudo/Dollar rates that
were assumed were:
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Exchange Rate for the Escudo

(Escudo/U,S, dollar) 1/

End of
Period Average
1979
I 47,515 47,194
11 48,087 47.896
11 48.666 48.472
Iv 49,252 49,056

1/ Assuming cross rates of January 1979.

The valuation adjustment for bank credits denominated in foreign cur-
rencies was based on the outstanding level of these loans at the end of
1978. It was not the policy intention of the authorities to have these
credits decline in 1979, as it had been in 1978.

There followed a lengthy discussion on the subjegt of the velocity
of circulation which had been projected for 1979. Dr~. Cardoso noted that
for 1979 a reduction in the velocity of circulation of 3.3 per cent had
been projected, compared with a reduction of 0.2 per cent in 1978,
Dr~. Cardoso also indicated that it was important to consider the change
in velocity during the year, as dramatic changes in nominal GDP and velocity
developments were being projected. 1In the absence of quarterly national
accounts estimates, the consumer price index and industrial production index
had been used as indicators to trace velocity developments in 1978. On this
basis, real output was estimated to have been about 5 per cent above year-
earlier levels at the beginning of 1978, and by year-end, real output was
estimated to have been at about the same level or slightly below year-
earlier levels. This pattern had been distributed in a very rough way and
combined with the consumer price index to yield the following series.

Price and Income Developments

(Percentage Change from Year-Earlier Levels)

Real Output Prices Nominal Income
1978
I 5 23 29
II 4 20 25
III 2 23 25
. IV 0 25 25
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To estimate velocity changes, a rapid adjustment of money holdings to
nominal income developments had been considered unlikely, so a four-quarter
moving average, seasonally adjusted, money stock series had been generated.
Using this series in combination with the nominal income series shown above,
the followlng velocity changes were derived.

Change in Velocity of Circulation

Percentage
Changed During
Quarter
1978

I 0.2
I1 -2.5
IIT -3.8
- IV -2.0

This series compared with little or no veleocity change on average in
1978, but Dra. Cardoso indicated she had not yet worked out the relation-
ship between the concept of velocity and the quarterly estimates; the cor-
respondence was difficult to make.

For 1979, a series for nominal income on a quarterly basis had been

projected which indicated a marked slowdown in the rate 6f price increase
and an acceleration in economic activity.

Price and Income Projections

(Percentage Change From a Year Earlier)

Real Output Prices Nominal GDP
1979
I -1 25 24
11 -1 25 24
IIX 2 18 20
Iv 5 12 18

The conclusions for the velocity of circulation that had been drawn
'om this projection were the following: With the rate of price increase
ong with the rate of depreciation of the exchange rate falling rapidly
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toward the end of the year, the effect of declines in the interest rate
would be more than offset. For example, the rate of depreciation at the
end of the year would be approximately 5 per cent at an annual rate while
the three~month Eurodollar deposit rate in London was currently about

12 per cent, Thus the interest rate differential would be less than when
the Eurodollar rate was 7-7.5 per cent and the rate of depreciation was
16 per cent. Mr., Stuart noted that the rate of depreciation of the escudo
vig—éwvis the dollar had been considerably less than 16 per cent in 1978.
Dr . Cardoso suggested it was not so much what had actually happened to
the U.S. dollar rate, but what expectations had been, that mattered. The
conclusions for velocity were the following: The average decline in
velocity would be between 3 and 3.5 per cent, and through the year would
continue the trend established in the second half of 1978,

Velocity of Circulation

Percentage Changes
During Quarter

1979
I -2.5
II -3.5
I1I ~4.4
Iv -4.5

Mr. de Fontenay enquired as to how this series was a continuation of
the series for 1978 which showed -3.Bafor the third quarter of 1978 and
only -2.0 for the fourth quarter. Dr . Cardoso replied that the figure
for the fourth quarter of 1978 was difficult to interpret as the historic
seasonal adjustment factor for the fourth quarter was becoming less rele-
vant. Increases in the money stock at the end of December were becoming
less and less important. Abstracting from the fourth quarter figure for
1978, the projection for 1979 could be seen as a continuation of the trend
established in the second half of 1978. Dr>. Carodos emphasized that the
velocity numbers related through-the-year nominal income to changes betwee
quarters in a four-quarter moving average seasonally adjusted money serie
It had not been possible to relate through~the~year money numbers to nomi
nal income, because the monetary series had behaved very strangely in the
fourth quarter of 1977.

Mr. Stuart noted that according to the projections, the money supp.
would rise during 1979 by 26 per cent, while nominal income at end-1979
would be some 18 per cent gbbve that of a year earlier, implying a velc
decline of 6 per cent. Dr . Cardoso repeated that she had not worked :
the implications of her exercise for velocity measured in this way.

Mr. de Fontenay noted that in addition to the relationship between the
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of depreciation and the rate of interest, an important factor affecting
ve%ocity was the relationship between inflation and the rate 6f interest.
Dr~. Cardoso replied that the second adjustment of interest rates would
come only as the rate of inflation was declining. Mr. Stuart noted that
the first reduction which was planned would almost coincide with the surge
in inflation resulting from the administered price increases.

Mrs. Telgeiro asked which sectors were expected to provide the basis
of the recovery, and the Portuguese representatives replied that the inter-
. est rate reduction would benefit the construction sector. Dr. Cavaco Silva
warned in this regard that, just as in the case of inflation, something
must be done soon to start the recovery or the average growth projected for
1979 could not be achieved. Given the fact that two months of 1979 had
already passed, it might be necessary to think in terms of -a March 1979~
February 1980 year in order to achieve the price and growth objectives.

Mr. de Fontenay asked why 1t was seen as necessary for the net foreign
liabilities of the banking system to decline by US$300 million in 1979 when
the current account deficit was to be roughly the same as in 1978 and suf-
ficient financing had been found in 1978 to actually reduce net foreign
liabilities. Dr. Cavaco Silva replied that the favorable developments of
1378 should make a reduction possible in 1979. The figure of US$300 mil-
lion was not high in relation with what had been considered reasonable for
1978 when the previous program was agreed. Developments in short-term
capital movements which resulted in an inflow of US$350 million were lar-
gely once-for-all developments that would not be repeated. Mrs, Teigeiro
asked what form it was expected this increase in foreign liabilities would
tage and how the remainder of the current account deficit was to be financed.
Dr . Cardoso replied to the first question by noting that the net foreign
liabilities of the commercial banks had declined toward the end of 1978 and
it was possible for them to rise a bit, although it was not likely that they
would be allowed to rise above their level of March 1978. The remainder
would be financed using Bank of Portugal reserves. On the second questionm,
Dr. Cavaco Silva replied that Information on prospective capital flows had
already been provided. There was a possibility of an additional loan to
the budget which had not been mentioned but this information would have to
come from the Minister of Finance. He suggested that all these credits
made it possible to finance the current account deficit without using a
large amount of Bank of Portugal reserves.

Mr. de Fontenay concluded the discussion by noting there was considerable
disagreement on even the major basic assumptions--interest rates, exchange
rate, growth rates, net foreign liabilities, and the velocity of circulation.
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The Minister of Finance invited the mission to comment on the 1979 bud-
get. Mr. de Fontenay replied that he would like first to report on the rea-
sons for the difficulties met so far in reaching an agreement. The Fund mis-
gion had gone to Portugal on the understanding that a.stand~by arrangement
would be negotiated on the basis of a program which, as most such programs,
would feature a reduction in the deficit on the balance of payments. Con-
trary to last year's experience, it was also understood that the adjustment
would have to come this time mainly from the public sector. If this could
be achieved then it might be possible to envisage a lower rate of depreci-
ation of the exchange rate, and, possibly, lower interest rates. However,
the Portuguese negotiators had tried to reverse the order of the discussions
and to get the mission to agree to a change in the exchange rate policy and
to a lowering of interest rates before agreement could be reached on finan-
cial policies. Unfortumately, the mission could not accept such a proposal
because there was a serious danger that a reduction in the rate of depreci-
ation and a lowering of interest rates, accompanied by lax financial poli~
ciles, might lead to the same difficulties encountered in 1977 of inflation,
speculative stockbuilding and capital outflows. There was also a basic dis-
agreement on the role of exchange rate policy: the Fund mission did not
regard the exchange rate as an appropriate instrument to achieve a pre-
determined price target. Rather it regarded the exchange rate as an instru-
ment which should enable Portugal to achieve an improvement in its balance
of payments at a minimum cost in terms of output and employment. The mis~
sion was still, in principle, ready to accept a reduction in the rate of
depreciation and to discuss a lowering of Interest rates so long as financial
policies were under control.

As far as credit policy was concerned, only preliminary discussions had
been held and positions were still very far apart. But credit policy was
largely dependent on the financial outcome of the public sector and
Mr. de Fontenay said that he would now like to comment on the budget pro-
posals. The mission was well aware of the difficulties the Government had
faced in preparing the budget and that some of these difficulties were re-
lated to problems which could not be corrected quickly, such as the need to
reform the tax system, and the relative incompressibility of expenditures
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for personnel, Nevertheless the Government had undertaken a courageous
commitment, and here Dr. Nunes commented that indeed it had been politi-
cally difficult, to balance the current account budget and reduce the
overall deficit. The figure in the budget on the financing requirements
of the traditional public sector gave no difficulty to the mission; how-
ever Mr. de Fontenay said he was worried about the implementation of the
budget and whether the estimate of the deficit was realistic.

On the receipts side there was obviously a need for a strong effort
to reverse the declining trend of tax collections. Furthermore because
of the tax reductions included in the budget, the bulk of the tax effort
came from the extraordinary tax. Mr. de Fontenay said he would like to
return to this question later. On the expenditure side there also was a
need for a stronger control over current expenditures in order to avoid
the same problem as in 1978 of expenditures exceeding appropriations.

The budget featured a reduction in subsidies to public enterprises, which
could be achieved only if the necessary measures, mainly in the form of
increases in prices and rates could be taken. The amount of transfers
from the state budget to the rest of the public sector showed practically
no increase over the amount spent last year and since this included among
others the health services whose expenditures had increased wvery rapidly,
one could question the realism of such a projection. There was no room
in the budget for possible additional expenditures such as increases in -
soclal security pensions. Finally the projection for the deficit was
dependent on normal rates of utilization of appropriations for investment
and there was of course a danger that these might be exceeded.

Mr. de Fontenay commented that there were major uncertainties re-
garding budget policy which had led him to propose that the mnegotiations
be suspended until mid-April. TFirst there was the obvious question of
the fate of the budget proposals in Parliament. Second there was the
question already mentioned of the measures to be taken to improve the
financial position of enterprises, such as administered price increases
which normally took place in March. Third there was the question of the
law on revenue sharing with local authorities. Mr, de Fontenay said that
the mission would want to see what would be the Govermment's proposals in
this respect and how it would be possible to suspend the application of
this law or at least to transfer to local authorities both expenditures
and receipts at the same time in order to avoid unbalancing the budget.
Dr. Nunes commented that this was indeed the intention of the Government.

Mr. de Fontenay then sald that it might strengthen the Government's
position in achieving the desired implementation of the budget if the
mission made some specific recommendations. These included (1) the im-
mediate implementation of the proposed extraordinary tax with the excep-
tion of that part of the tax dealing with labor income which the mission
could not support becuase of the danger that it might lead to higher wage
demands and becuase it seemed inconsistent with the Government's efforts
to reduce taxation of labor income. At this point Dr. Nunes interrupted
to say that this would leave the budget with a shortfall of 8 billion
escudos and asked whether this would be acceptable to the Fund.

Mr. de Fontenay replied that if the projected deficit were enlarged to
Esc 8 billion this would mean little progress over 1978 and he hoped
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that it would be possible to find offsetting revenues or expenditure cuts.
Dr. Nunes then asked whether the mission could agree to a postponement of
the reductions in the import surcharge scheduled for April 1 and October 1,
Mr., de Fontenay replied that as far as the April 1 reduction was concerned,
this was awkward because it fell during the period of the present stand-by
agreement and it would not be a good precedent if Portugal did not abide by
its commitment. Furthermore it was difficult to present a program which
would feature both a reduction in the rate of depreciation and a retention
of the surcharge. Dr. Silva Lopes then commented that the removal of the
surcharge would have little effect as compared with a change in the exchange
rate policy. Mr. de Fontenay replied that it was difficult to argue both
that the retention of the surcharge was needed for revenue purposes and that
its retention would not have any effect on the price level,

The second recommendation of the mission was to implement the extension
of the transactions tax to telephone service and to hotels, which had been
decided in 1978 but not put into effect. The third recommendation was to
take the necessary measures in terms of price and rate adjustments to im-
prove the financial situation of public enterprises and to make the reduc~
tion in budget subsidies realistic. The last recommendation regarding the
traditional public sector was to impose a hiring freeze, with the exception
of a limited number of priority services such as agriculture, the new labor-
atory for the Ministry of Industry and the Tax Department. Although it was
difficult to obtain figures on public sector employment, it seemed clear
that it had increased quite rapidly in 1978 and there was a danger, if not
controlled, that it might again be a source of excessive expenditure.

Dr. Nunes commented that the Government was indeed trying to get better con-
trol on hiring of public employees. Turning to public enterprises,

Mr, de Fontenay said that the mission had suggested including them in the
subceiling on credit to the public sector in order to avoid their stepping
up their bank borrowing in order to offset the reduction in subsidies.
Finally the mission suggested that guarantees extended by the state to pub-
lic enterprises for borrowing from the domestic banking system should not

be increased by more than they were last year.

Thanking Mr. de Fontenay for his presentation of the mission's views,
Dr. Nunes summarized the position of the Portuguese authorities. On the
basis of an increase in private remittances of US$40 million, which final
December 1978 figures showed to be higher by that amount than origimnally
estimated, and a2 reduction of USS60 million in their earlier forecast for
imports in 1979, the Portuguese were now willing to accept a target of
US5850 million for the current account deficit of the balance of payments
in 1979. This target would be consistent with an increase in real GDP on
average in 1979 of 3.0 per cent. Regarding the exchange rate, Dr. Nunes
explained that an average effective depreciation of the escudo of 15 per
cent instead of 14 per cent in 1979 would now be acceptable, implying a
monthly rate of depreciation of 0.5 per cent after March 31. The forecast
for the increase in international prices in local currency terms would be
correspondingly reduced from 6.5 per cent to 6.0 per cent, on the assumption
that the 10 per cent U.S. dollar increase in petroleum prices projected for
1979 would contribute only 0.5 percentage points to the international price
forecast instead of 1.0 percentage points as assumed previously. Dr, Nunes
proposed that interest rates be reduced by 2.0 percentage points as soon as
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a new stand-by arrangement was concluded, followed by a further reduction of
2.0 percentage points sometime during the third quarter of 1979. Concerning
the 20 per cent import surcharge, Dr. Numes asked that both its reductiom to
10 per cemnt on April 1 and eventual elimination by October 1 be postpomned by
three months.

Mr. de Fontenay said that he intended to send to the Minister a letter
summarizing the position taken by the mission. He asked that the letter not
be made public and said that he hoped that the Minister would find it pos-
sible to come to Washington to present Portugal's case to the Managing
Director.
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TO : The Deputy Managing Director DATE: March 9, 1979
FROM P. de Fontenay?/
SUBJECT : Portugal'— Use of Fund Resources

Negotiations with the Portuguese authorities on a new stand-~by arrangement
were suspended after four weeks at our request until some major uncertainties
surrounding the 1979 budget had been removed (see below). Lack of progress on a
number of key issues was another consideration. I was asked whether it would be
helpful if the Vice Prime Minister and Minister of Finance, Dr. Nunes, came to
Washington before negotiations resumed in Lisbon and I agreed that this could be
a useful step. The Portuguese now intend to send to Washington a sizable delegation
and suggested April 9 as a possible starting date, with discussions resuming in
Lisbon on April 17. They are anxious to reach an agreement soon, not only in order
to be able to continue borrowing in the internztional financial markets, but also
because they need guidance on policies, particularly as regards the exchange rate.

"It was clear from the start that while the mission had come to negotiate

a stabilization program, the Portuguese were thinking in terms of a reflation program.
and we had to fight on all fronts to avoid a major relaxation of practically all the
policies agreed in the 1978 stand-by program, particularly those dealing with the
exchange rate, interest rates, credit and trade restrictions. The sense of urgency
which existed last year, when the memory of the mid-1977 exchange crisis was still
fresh, is largely gome and the ability of the present government to push through
unpopular measures is limited at present and will vanish completely as the 1980
elections approach. Last year's stand-by program was agreed with a Socialist
government, supported by the largest party in Parliament: by contrast the present
government is only tolerated by the major parties out of a reluctance to bring about
a gevernment crisis and anticipated elections which would, under the Constitution,
"need to be repeated next year.

The Portuguese insisted that they needed a growth rate of 3.5 per cent in
1879 (iwplying close to 7 per cent growth through the year) and could not therefore
reduce the current account deficit below last year's deficit of $950 million (5 per
cent of GDP). They also wanted to bring down the rate of increase of prices to
18 per cent (v. 22 per cent in 1978) by reducing the monthly rate of depreciation
to 0.4 per cent in effective terms after March (from 1.25 per cent under the policy
agree¢ with the Fund) and to lower interest rates by 2 percentage peints now and
another 2 points six months later. This strategy was, as it turned out, not just a
" negotiating stance but one which had been carefully prepared before it was adopted
by the government and used as a basis for the macroeconomic projections presented
with the budget. The commitment to a reduction in the rate of inflation was also
made to agsure Parliamentary approval of a statutoryv 18 per cent limnit on wage
increeses (down from 20 per cent in 1978). The mission argued instead that a further
. reduction in the current account deficit to $800 million (%4 per cent of GDP) weas



required and that a growth rate of 3 per cent during 1979 (equivalent to about

2 per cent on average) was the maximum consistent with that target. A modest
‘reduction in the rate of depreciation, and perhaps in interest rates, could only

pe decided in fine provided the financial policies agreed upon were sufficiently
restrained to avoid the risk of a resurgence of inflationary pressures and exchange
rate speculation. At a last meeting Dr. Nunes offered the following '"concessions';
they accepted a current account target of 5850 willion (having "discovered" that the
inflow of private transfers in 1978 had been underestimated by $40 million) and a
rate of depreciation of 0.5 per cent a month,
A Y
In defense of the Portuguese position, it must be recognized that the

economy has weakened markedly since mid-1978 as a result of the credit squeeze and
high interest rates, and that the rate of growth is probably negative at present.
Also, based on standard cost-price comparisons, the exchange rate appears under-
valued and the competitive position of Portugal continues to improve, with wages
rising by 18 per cent amnually (v. 9 per cent on average in trade.partner countries),:
while the effective rate of depreciation is now about 16 per cent in annual terms.
The only moot point is how much uvndervaluation Portugal needs to achieve both growth
(through exports and import substitution) and a reduction in the current account
deficit. One important consideration is the emergence of capacity constraints in
the export sector, and particularly in tourism, as a result of a lack of new invest-
ment in recent years. However, the Portuguese would have to be prepared to put into
place the type of financial policies necessary to support a lower rate of depreciatiocn.

’ On paper the figures in the 1979 budget are in line with the targets of
eliminating the deficit of the public sector on current operations (which reached
Zsc 28 billion in 1978, egquivalent to 4 per cent of GDP) and to reduce the overall
financing deficit from Esc 84 billion (11 per cent of GDP) in 1978 to about
Zsc 70 billion (7 per cent of GDP) in 1979. On closer analysis, however, revenue
projections appear optimistic, while the realism of some of the expenditure forecasts
seems questicnable. The mission was particularly concerned at the uncertainty
surrounding three major problems, (i) the current budget is balanced only through
the introduction of an Esc 16 billion "extraordinary tax', of which about Esc 10 bil-
iion would result from taxing away more than half of the salaried workers' "13th
nonth'" pay. Even assuming passage of the measure, its implementation would seem
doubtful im & pre-election climate; (ii) an Esc 6.5 billion reduction in subsidies )
o public enterprises is only feasible if measures are taken promptly to raise pricés.\
znd rates charged by these enterprises; and (iii) there was no allowance in the budget
for any effiect of a new law on revenue-sharing with local authorities. This law, /
which could have a potentially disastrous effect on the budget would, if it is
followed to the letter, transfer this year Esc 28 billion from the state to local
zuthorities while discussions would be held to transfer also certain responsibilities
Zrom the state to the local governments. It was on the basis of these concerns that
the mission suggested adjournment of the hegotiations until the budget had been
zpproved by Parliament, the price and cost measures introduced, and the situation
mad clarified regarding the impact of revenue-sharing. Meanwhile, the mission
recommencec zn immediate hiring freeze, except for a limited number of priority
services, to put an end to the large recent increases in the number of government
emplovees, which threaten 2 repetition of the 1978 experience of personnel expendi-
rures exceeding appropriations. . The position taken by:the mission was summed up in
z letter sent to Dr. Nunes on March 5.



On credit policy, the Portuguese presented their counter-proposals only on
the last day and positions were so far apart that it seemed pointless to prolong
negotiations om- that item. In private, they argued that they had had to restrict
credit drastically after August last yvear in order to remain within the agreed
ceiling but they recognized that it was largely the excessive expansion of credit
to the public sector which had forced them to squeeze the private sector. Whether
the public sector, including public enterprises, can be brought under control remains
one of the main issues for this year's program. 'In the absence of administrative
and tax reforms, and in the case of the public enterprises, of a reform of labor
legislation; the ability of the government to abide by its commitment om credit to
the public sector, which it failed to do in the two preceding stand-bys, remains
very much in doubt.

The Portuguese inquired about the Supplementary Financing Facility but
agreed that while their financing needs were manageable at present, they were ex-
pected to grow rapidly as a result of debt repavment obligations and could become
a major problem by 1981-82. It therefore seemed preferable to link Portugal's use
of the Supplementary Financing Facility to an Extended Fund Facility. There continue
to be delays in the elaboration of a medium-term program, but.the Portuguese still
hoped that following the review of the public investment program by a World Bank
mission iIn April, discussions on an Extended Fund Facility could take place in the
fall of this year. ‘
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