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Abstract

The Portuguese trade strategy is an interestintytaos issue. Indeed, as a small economy and
contrary to most other similar European countigstugal, in the post-war, was late and slowly
integrated into the world economy. This was madug to the maintenance of an economic logic
of empire that has only waned in the late 1960d; after a transitory period (1974-1985) where
deep macroeconomic imbalances did not allowed arsall of the trend to neglect the
construction of an effective and large trade stpatehe EC membership in 1986 began to
influence the substance and institutional framewirkthis key area for a country with its
characteristics. This paper basically focuses oe é&volution of Portuguese trade and
internationalization strategies between 1996 ari620

After a brief overview of the trade strategy arg ntain stages in the post-war (1), we
examine the main changes occurred in Portugues@fotrade, particularly exports, since 1996
(IN. The latter chapter is developed under sevpeaspectives: a) the behavior of exports within
the context of the balance of trade in goods andc®s; b) the overall balance of payments with
its flows, giving special emphasis to inward antixard FDI; c) the recent trends to geographical
concentration or diversification of goods’ export§;the analysis of the structure of exports of
goods and services, by kind of products. The twimviong chapters deal with the institutional
framework of Portuguese trade strategy. In chapterthe public agencies with significant
influence on the internationalization process argoduced: the PRIME/SIME and QREN
programs supervised by the Ministry of Economy &mdovation; AICEP, by far, the most
important public body in the field of external protion (since July 2007, covering trade as well
as investment); a shorter presentation of IAPMpke¢salized agency in the support to SMES),
and a view of the cooperation with the Ministry lééreign Affairs complete the chapter. In
chapter 1V, the contribution of employers’ fedenatiand related organization to the Portuguese
trade strategy is appraised, AIP dmlum para a Competitividadare examined in more detalil;
the role of COSEC, the main organization that masatipe credit and finance for exports
(including public funds), is also considered. Irapter V the Portuguese trade is put within the
context of all Ibero-American countries, the bitaterelations with Spain and Brazil, those that
have statistical significance are more developad,deserve some comments. In chapter VI, we
treat the export performance of Portuguese firnmg] present a few experiences (Qimonda,
Renova, Iberomoldes, and EFACEC). Finally, in chaptll, we sum up the main conclusions of
the previous analysis.
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In a brief summary of the findings of this researal far as the external sector is
concerned and during the 1990s and 2000s, the dRmrde economy has not yet overcome
important negative historical legacies like thet fat remaining relatively closed and showing
deep competitive weaknesses. Until the middle ef2000s, the performance of Portuguese trade
was clearly unfavorable from the global and Europeaint of view (one of most striking
examples is the substantial reduction of Portugdiare in the German market). However, at the
same time, there was an improvement in relevardcsf the sector; e.g., the weight of new
and upgraded products in the exports’ structure e enlarged and trade imbalances have
diminished. After 2005, there are a few signs opasitive turn; we can observe a greater
diversification of exports by products or geograghy, in particular towards outside EU and
new member states, and exports are growing athehigite than imports and output (in spite of
the high value of the euro). One of the fundamergasons behind the weak trade performance
since the early nineties has clearly been the latka true and credible strategy of
internationalization, particularly when addressedalve competitive problems in the context of
EMU. In this respect, also in the last years, narezise targets have been put forward and need
to be seriously implemented. Even if these newaitves are successful, due to the size and
persistence of its fragilities, the competitivenstormation of the Portuguese economy in the
globalization era will be a long term process.
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|. Overview of Portuguese trade strategy

In this report we focus on the Portuguese tradgtegy after 1996 A brief historical perspective

is usual in the study of national trade strategaesl it is particularly necessary in the Portuguese
case. Indeed, the country during the last six dexdwhd experience of very different strategies
that left their traces, which, in some grounds,ehawot yet completely disappeared. Hence, we
start with the presentation of the main stagesoofuguese trade strategy in the post-war.

In the late 1940s and 1950s, unlike most Westernof&an countries, Portugal
maintained the interwar policies including an impkperspective of economic “isolationism”
and autarky. By the end of the fifties, export\fdcan and Asian colonies were at their highest
point since the beginning of the™8entury (29% of the total in 1959, but only 12%1938)?
being the most important region of destinationRortuguese exports. However, it was under this
very specific context that in 1949 was createdRtedo de Fomento de Exportacd€$E) “for
the defense of Portuguese products in the foreigmkets”, but bearing in mind especially
traditional products not the export promotion ie ttmodern sense. The FFE is the ancestor of
ICEP, the main Portuguese organization in chargth@fpromotion of exports during the last
decades, incorporated into AICEP in 2007, which el described further in this report.

About a decade later, in an important historicapstPortugal was in 1960 a founding
member of EFTA (European Free Trade Associatidtfypagh within a special treatment clause
for its imports inside this bloc. The country albecame member of the GATT in 1962.
Nonetheless, the move of Portuguese trade towardspE was relatively slow till the middle of
the 1960s. In fact, the ruling political group vssl divided on its dilemma “Europe or Africa”.
Only in 1967, exports towards EFTA+EEGvertook 50% of the total, while, during the dezad
EFTA gradually became the main region of destimatibhe weight of Europe as a trading
partner, and the decline of Africa, has only betanty accelerated by the last years of the

The research underlying this report was carriedmoutine-August 2007. Some data were updated iruBgb2008
when the text was revised. | am grateful to all pkeeple that were interviewed in the beginningudy 2007 (task
jointly conducted with Nanno Mulder from CEPAL wiwarote a first draft of the meetings) and for th&evant
information provided by several institutions. I@lsad the statistical research assistance of anistCechella.

In this point, the figures concerning the Portuguesonomy before the early 1990s come mostly froatels,
2006, Neves, 1996, and Silva, 1990 and 2002.

Within the geographical composition of that time.
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regime (the replacement of Salazar in 1968, althoum the end of the dictatorship, facilitating
the process). In 1973, exports to “Ultramar” (tfic@l denomination of the colonies) were still

at 14.8% of the total, and imports at 10.2%; infiwing years however this trade collapsed,
and despite some surges for the time being, orilyytlyears later a recovery seems to be
perceptible.

During all this period the ratio of exports of ggow GDP remained low (13% in 1973,
11% in 1960, and 9% in 1947). As far as their cositan is concerned, figure 1 shows the
evolution of three economically representative gsoaf exports from the pre-wartime to 1990. It
should be noted that in 1947, foodstuffs summerthto materials still were 58.2% of the total
exports, textilesclothing and footwear 19.3%, and machineand transportequipment a mere
1.6%. However, by the end of the former regimel 93, exports of raw materials and foodstuffs
still represented 25% of the total, textiles, cliothand footwear 29.9%, but machinery and
transport equipment had jumped to 13.2% (from Gf6 in 1965).

FIGURE 1
THREE SECTORS OF PORTUGUESE EXPORTS, 1938-1990 (% ®TAL)
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Up to the early seventies, therefore, the Portug@esnomy was not much exposed to
international trade, basically explored its natueslources and the strong development of tourism
from the sixties onwards completed this “model”. dddition, during the two first post-war
decades, the country experienced a large procdsdustrialization, by far the most important of
its history, essentially based on the rationalengfort substitution policies. In spite of that,eaft
1968, Portugal took clearly an outward orientatioggr to the strategy of the newly industrialized
countries, and its exports of manufactured goodsvgabove the world rate. Also, with a new
executive body in 1970, FFE became more involvatiénexports’ process.

With the 25 of April 1974, after a short period ldgh political and social instability,
Portugal began a new era in its foreign econompatioms. Political impediments removed, in
1977, the Portuguese government presented its dbmfmembership to EEC. Until 1985,
however, Portugal “dived in a sea” of great macooemic imbalances, particularly in the
external payments and public accounts (both defreiiching, in percent, two digits of GDP in
the most critical years). Two agreements were tstablished with the International Monetary
Fund in 1978 and 1983, with the usual conditiogalif that time. During this period,
policymakers were mainly concerned with the managenof short term macroeconomic
difficulties; under these circumstances it was easy to define any consistent trade strategy.
Moreover, after a sharp decline in the contributiotthe world exports, in 1977, Portugal started
a gradual increase in its world share that lastethe early 1990s (see figure 2). Because of
higher inflation relative to its main trading paets, Portugal fell into a period of systematic
devaluation of its currency in order to sustairc@rcompetitiveness what led to deterioration in
the terms of tradéAs a consequence, the weight of standardized iridugoods in exports, the
most sensitive to this kind of competitiveness, wasntained if not reinforced; at the same time,
many exporting firms were working under subcontracschemes. Structural measures for the
external sector were postponed in the name of #dzck for short term equilibriums and
economic stabilization schemes.

FIGURE 2
PORTUGAL'S SHARE IN THE WORLD EXPORTS OF GOODS
1948-2006

0,48

Source: WTO.

4 After 1986, among other factors, the collapse bpace contributed to the reversal of this deteimn; for a view
of the evolution of the Portuguese terms of tradees1950; see for example the Report of the BanRastugal
2006, p. 127.
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A more positive legacy of this transitional periags the creation of thmstituto do
Investimento Estrangeir@lE) in 1977, what, among other reasons, led sulastantial increase
of the FDI inflows (often with significant impactoexports) till the beginning of the 1990s,
enlarging the experience of the Portuguese econathythis increasingly key factor of the world
economy. Later, IIE was absorbed by ICEP, but reapgd in 2002 adgéncia Portuguesa de
InvestimentogAPI). In July 2007, AIP and ICEP merged, and ghiéh to the above referred to
as AICEP.

Portugal became EC member in 1986, and a new sfaije development started, not
only concerning foreign economic relations but dfs® macroeconomic, financial and regulatory
context. It is important to stress that, in theisikial years and in relation to previous trente
macroeconomic imbalances were fairly improved,altgh the public deficit and inflation rate
remained excessive when compared to those of @hespean partners. In this period, high
guantitative growth occurred (GDP grew at 6.1% nual average in 1986-1990), but mainly in
the non-tradable goods sector and public spendipaiticular soared. All this took place without
competitive restructuring of the economy, we neely to take into account to what was, at the
same time, happening in Ireland and Spain (with ukgal costs like high unemployment),
countries submitted to a very similar EU framewddkie of the best examples of this posture was
the increasing weight of the mostly uncompetitivaditional sector of textiles, clothing and
footwear reaching 38.7% of total exports in 1993.1%6 in 1985, and 30.1% in 1980). By the
threshold of the 1990s, however, under a numbeirofimstances (events and economic trends)
like the end of the transitional period to full meenship, the drop in the domestic growth rate,
and the participation of the escudo in the Europdanetary System (April 1992), the imperious
need for a true trade and competitiveness strabegyn to loom on the horizon. To compete
inside and outside the European Union, Portuguéses fshould have strong competitive
foundations, economically as well as financialhattdid not exist and needed to be constructed.
Nevertheless, the definition and implementatiorswéh a strategy where various actors, public
and private, should participate have revealed ta ghly complex and long enterprise in the
Portuguese context. This is one of the main theshése present report.

Summarizing the Portuguese trade strategy in teevear:

* From the immediate post-war to 195Fhe Portuguese economy was maintained in
an autarkic mode of functioning; except for theooits, the trade and investment
links remained weak and at a low historical lewtports were mainly based on
natural resources and agriculture products, orstighs with low labor costs of the
traditional sector.

e 1960-1973 The Portuguese trade becomes increasingly otezhtawards Europe
(EFTA+EEQ), first, in the middle of some contradicis, this path was however
strongly strengthened after 1968. At the same timemufactured goods, traditional
and new, quickly gained ground in exports.

Looking at the two first stages since the war, way racknowledge that in the sub-
period 1968-1973, there was a clear trade stratetiyely embracing international
targets (deeper integration with Western Europe,efcample); some of its main
features however increased the problems that th#udreese economy had to
overcome in the following steps of its road to intionalization. Indeed, the
“model” then adopted was not only based on thelat®on of exports of standard
manufactured goods but also in cheap energy preesin the building of large units
of production (to the Portuguese scale), like fineries and dockyards to repair big
ships for maritime transport, closely linked to timernational markets, under a
context of loose environmental requirements. Wita bil shock of 1973, and the

10
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beginning of systemic industrial restructuring tflowed its aftermath, the features
of this model appeared more as a handicap than dwantage for the
internationalization of the Portuguese economya lmay, we may conclude that this
strategy arrived too late to be successful, anmhdga# lesson for the future: reforms
must be implemented on time if not they will be mand more costly.

 1974-1985 Taking into account the major economic and fit@nambalances
that emerged with the political transition to demaxy, short-term macroeconomic
management dominated trade issues and no consistemhal strategy whatsoever
was defined unless the search for closer links \Eth at various levels. Due to
successive devaluations of the escudo, price catiwpeess substantially drove
exports after 1977.

o 1986-1991 Despite membership in EC, in these initial yeattse weight of
traditional products increased in exports; in d¢rand, the effect of devaluations
was still felt, and on the other hand, they “béref from some protection through
Multi-Fiber Agreement (for example, in relation Maghreb countries); the share of
textiles, clothing and footwear reached an histdrigpeak in the beginning of the
1990s; also, high growth in the non-tradable seetod substantial transfers from the
EU hid the international competitive weaknessestlid Portuguese economic
structure.

e 1992 OnwardsEscudo enters in EMS, and Portuguese economis starway to
Economic and Monetary Union (single European cuygnwithout traditional
instruments like the manipulation of the currermympetitive vulnerabilities become
more and more evident, and Portugal’'s share indvexiports begins to gradually
shrink, particularly in goods. By the middle of th@90s, a program to strengthen
competitiveness inspired by Michael Porter's ideaas neither implemented nor
monitored; up to the middle of the new decade slowgress or stagnation
characterized trade performance what was aggraatddstitutional instability in
the national framework of trade and investmentw8ipbut effectively, the profile of
exported goods was however shifting from traditiggr@aducts of low technology to
medium (low and high) technology what was probabipre induced by the
European process rather than by national poliéies, after 2005, and in relation to
1996, diversification in the exports of goods ardviges is quite apparent from the
geographical and composition perspectives; moredlergreat majority of flows of
goods became more balanced, in some cases ofesethii flows passed from deficit
to surplus. Is this an inaugural step of a newestaga simple short-term twist?

°> The main points raised by this program will be swariged later in the point on thrum para a Competitividade
(FpC) in the chapter IV.

11
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Il. Main changes in Portuguese trade after 1996

In this chapter, we give basic statistical inforimatrelevant for the design of a trade strategy.
Firstly, we analyze Portuguese trade of goods amdces (exports, imports, and the balance),
focusing on the evolution post 1996. Secondly, wetbe Portuguese trade in the wider context
of the balance of payments and present the magondsrof FDI flows, a topic of obvious interest
for a comprehensive study of trade. Thirdly andrtiay, the geographical distribution and the
breakdown of products, particularly of expdtee examined in some detail. Due to very recent
changes in several flows, whenever possible, weridigate year by year in the 2000s,
otherwise they would be less or even not so welttgieed.

A. Exports, imports and balance of trade in goods a  nd services

To begin with exports of goods and services, thayehincreased during the period (either in
euros or in USD; see figure 3), but far from stogpthe decline of their share in the world
exports that began in the first half of the 199U3ufe 4 reproduces and enlarges to other flows
the figure 2). There is however a different perfante between goods and services; the former
shows a clear decrease that, due to its greataghtyénfluences more the overall balance of
trade, although the latter’s share is near stgtsiitice 1998. Nevertheless, after a period of slow
growth, and in relation to the previous year, 20@thessed a strong rebound in the export of
goods 12.7%, and services 15.3% (rates calculatetieobasis of current eurdsin important
outcome in light of the relative high value of #ero, but not yet enough to significantly reverse
the asymmetry with the world trend. In this firpipaoach to Portuguese trade since the nineties it

It must be noted that for the Portuguese econordyitarstrategy of internationalization, the studyerports should
be highly emphasized. In fact, this major variaktedied through different techniques and instruseshows well
whether this economy is responsive or not to wdddhands, the non-responsiveness being one itsweaiknesses
during the last decades.

The figures for January-November 2007, provided@BE and INE, show the maintenance of a sustainadthrfor
exports of goods (8.8% to the equivalent perio@Qf6), in clear deceleration relative to the prasigear but much
higher than the annual average of 2001-06 (4.6%[E Gintese Estatistica de Comércio Internacion@l2/2008, p.
5. This more recent trend will likely be pursuetjeast in 2008, if we take into account the wagftects of the
“sub-prime” crisis and of the high value of the@ur

13
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must be highlighted that the balance of goodsaditionally in deficit, and in 20086, its ratio was
at 0.76 improving in relation to 2000 and 1996. Hatance of trade in services traditionally
behaves quite the contrary, but also showing areasing surplus since the middle of the nineties
(1.53in 2006, and 1.22 in 1996).

FIGURE 3
PORTUGUESE EXPORTS OF GOODS AND GOODS AND SERVICES1996-2006
(Thousand millions)
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Thus, despite very recent progress in several aolis, the clear decline of Portugal’s
share in world exports is a major trend that weehtavexplain in this report. This is all the more

14
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important insofar, at the same time, the ratio>gogts of goods and services to GDP has also
declined (see table ¥)Unlike what happened in 1990, the Portuguese imat®05 is clearly well
below EU averages. Although there is some stagmatidhe ratio since 1997, the comparative
evolution is quite the opposite of the other EUtpenrs that have increased in a few cases very
substantially, and it is a proof that the probleshdPortuguese exports have not been seriously
tackled in the period under analysis.

TABLE 1
EU: EXPORTS OF GOODS AND SERVICES IN PERCENT OF THEGDP
(US Current prices)

1990 1997 2003 2005
Austria 37.7 39.7 48.5 53.5
Belgium 69.5 74.0 81.0 86.7
Denmark 37.2 38.9 45.4 48.8
Finland 22.5 38.7 38.6 41.8
France 21.3 25.7 25.6 26.0
Germany 248 275 35.6 40.9
Greece 15.3 16.6 17.9 184
Ireland 56.6 79.2 83.7 81.3
Italy 19.2 25.2 24.6 26.0
Luxemburg 98.4 120.5 135.1 156.3
Netherlands 56.5 63.3 63.0 69.8
Portugal 31.1 28.6 28.0 28.5
Spain 16.1 26.3 26.3 25.7
Sweden 29.8 41.4 43.5 48.5
United Kingdom 242 28.9 25.8 26.6
EU-12 25.7 31.0 33.2 35.4
EU-15 26.1] 31.6 33.9 36.3
EU-25 25.9 31.7 34.1 36.9
(Mexico 38.6 30.3 27.8 30.0)

Source: OECD and Eurostat.

If we accept the theoretical assumption of therir@onal economics textbooks that
small countries have more advantages in being dpem the big countries, i.e., in channeling
more of their production to the global marketplacterder to benefit from scale effects, Portugal
should show a relatively higher ratio of exports<aDP. In this light, a comparison with the other
EU member states is necessary and useful. In 20@%, a ratio was for Portugal near some big
EU economies like France, Italy, and UK (Germanidewces a much higher ratipamong
small countries, only Greece has a lower positi@mtPortugal® Looking more closely at this
indicator, the contrast with neighboring Spain aher striking, although also decreasing in
relation to 1997, the Spanish ratio strongly insegbsince 1990, and both economies (the big one
represented here by Spain, and the small one hyddy show a not so distant percentage of
exports of goods and services in GDP in 2005: 25(fféfn 16.1%) and 28.5% (from 29.3%),

8 More precisely, the ratio of exports of services3iDP registered a slight increase from 1990 to 2@08 the loss

was particularly felt in the exports of goods; lie twhole, however, exports have decreased.
° Even Mexico has a higher ratio (see bottom of aifdet 1).
10 Anyway, contrary to Portugal, the Greek ratio 002@vas higher than those of 1990, 1997, and 2003.

15
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respectively. Therefore, in this period, Portugas ltlearly lagged behind many other countries,
particularly EU member states, in taking advantafgée globalization potential.

We look now briefly at the composition of the Pguese trade in goods and services,
and its balances by groups of products. Table 2vshbe items where Portugal has a positive
external balance in goods: only two in ten: cloghand footwear, and wood, cork and paper. In
2006, however, the ratio exports/imports has ofelaglen improved for all cases except clothing
and footwear not only in relation to 2000, but agdl996. It is interesting to observe that even
imports of clothing and footwear have not increaedr percentage in the total relative to the
previous years that are considered, although tbi liigures are quite different. Table 3 allows
some similar conclusions about the trade in sesvidgain, in 2006, comparing with 1996, two
of the most important items of this balance, trantspand other services to busindsscame
positive. This means that, beyond traditional traaed tourism (basically receipts of tourism),
other significant items are now contributing to tieéng surplus of services.

TABLE 2
PORTUGAL: BREAKDOWN OF EXPORTS AND IMPORTS, AND RAT 10 EXPORTS/IMPORTS
BY MAIN GROUPS OF PRODUCTS (1996, 2000, 2006)

(Percent)
Exports Imports Exports/Imports
Groups of products 1996 2000 2006 1996 2000 2006 _ 1996 _ 2000 2006
Agric. & foodstuffs 7.4 6.4 8.6 13.8 10.7 120 37.7 36.9 54.2
Energy 2.3 1.3 5.6 7.6 4.7 15|17 21.0 15.2 27.0
Chemicals & plastics 5.9 7.6 10/5 12.8 13.9 13.9 .032 386 57.1
Wood, cork & paper 9.3 10.1 8.8 4.2 4.4 3.2 156.345.9  208.1
Leather & textiles 7.5 6.4 5.0 8.8 6.2 4.4 59.5 169. 86.0
Clothing & footwear 23.4 19.7 10.f7 3.3 3.6 3.3 300. 345.1 245.4
Minerals & metals 8.9 9.3 10.8 8.3 9.7 10.3 747 363 75.7
Machinery 16.1 18.8 19.9 21.2 22.9 19.9 53.2 56.4 567
Transport equipment 15.6 16.9 13.4 14.3 17.8 117 6.27 559 86.7
Miscellaneous 3.6 3.4 7.2 5.7 5.9 5.6 43.9 376 397.
Total 100.0 100.0 100.( 100.0 100.0 100.0 69.9 61.075.7
Source: INE.
TABLE 3
PORTUGAL: TRADE IN SERVICES — MAIN STATISTICAL GROU PS
1996, 2001, 2006
(Million euros)
1996 2001 2006
Exp. Imp. Balance Exp. Imp. Balange Exp. Imp. Batan
Transports 1104 1348 -244 1767 2329 -362 3180 2835 345
Travel & tourism 3686 1763 192B 6124 2363 37161 6649625 4024
Communications 216 132 84 224 198 P6 541 375 166
Construction 208 180 28 214 87 127 439 106 333
Insurance 41 74 -338 67 107 -40 94 186 -92
Financial services 181 140 41 118 156 138 197 206 9 -
Computer & inf. 31 86 -55 67 171 -104 148 239 -91
Royalties & license fees| 15 210 -195 28 279 -251 65277 -212
Other business services 496 732 -236 1582 1447 132475 1782 693
Personal, cultural & rec. 71 121 -50 157 285 -128 022 374 -172
Others 57 237 -18( 143 202 -59 147 237 -90
Total 6106 5023 1083 10496 7627 2869 14141 9247 4489

Source: Banco de Portugal.
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Although we must take into account that very sloawgh in GDP (on average 0.87% in
2001-2006), is depressing for imports, and highagnoin the world exports, has the opposite
effect on national exports; anyway, from the euilim point of view it is clear that, especially
in the 2000s, there are indicators that the fundaate of the Portuguese balance of trade in
goods and services are improving, i.e., are beapteiss vulnerable structurally speaking. As far
as goods are concerned, in all items except oeesatiio exports/imports has increased, and the
same happened in the main services' flows. Thissdoet blur the negative evolution of
Portuguese trade before world trends since thg aarkties, but it is perhaps a sign in the way to
a better performance. However, because many oé tmeses are recent and some of them short
term determined, the problem here lies in knowimgthier or not they are sustained, and only the
medium term can satisfactorily answer to this qoast

B. Balance of payments and FDI flows: some relevant aspects
for the study of Portuguese trade

In the pursuit of this study, and before deeperingcentral issue, it is now necessary to look at
the balance of payments as a whole, its equilib@mth most significant trends. According to the
pattern of the last decades, the surplus of sexigeot enough to countervail the deficit in
goods, both already referred to above, and thelilbequim in the current account was often
reduced, more rarely reached, mainly through peiveansfers due to emigration. In an updated
view, the gap of current account is also partigibvered by the transfers of capital, coming
basically from EU, that produce a surplus in thpiteh account as shown in table 4 for 2002-
2006. It is worth noting that remittances play ardasing positive role in the current equilibrium,
what, beyond obvious exchange reasoris,also due to the shrinking of emigration andhie
increment of immigration and concomitant movesransfers.

TABLE 4
CURRENT ACCOUNT AND CAPITAL ACCOUNT
(Balance in percent of GDP)

2002 2003 2004 2005 2006
Current Account -8.1 -6.1 1.7 -9.7 -9.5
Goods and services -7(9 -6.5 -1.6 -8.7 -7.6
Goods -10.4 -9.1 -10.4 -11.3 -10.8
Services 2.5 2.6 2.8 2.6 3.2
Travel & tourism 2.8 2.7 2B 2/5 2.6
Revenue -2.3 -1.7 -2.0 -2.4 -3.5
Current transfers 2.2 2.1 2.0 1.5 1.6
Remittances of emigrants/immigrants 1.8 4 41 1.2 1.2
Capital Account 15 1.9 15 1.2 0.8
For memory:
Balance of current transf. + balance of capital 3.7 4.0 35 2.7 2.4
Current account + capital account -6.6 -4.2 6.2 648 -87

Source: INE and Banco de Portugal.

1 After 2002, the higher value of the euro relatteethe USD and other currencies, likely also nmatter the
increasingly negative contribution of the revenaecaint to the current equilibrium (see table 4).

17



ECLAC - Project Documents collection Internatiopation strategies in Iberoamerica — The case diifoese trade

The deficit resulting from the sum of current aaubuplus capital accoufitis, in its
turn, covered by the flows of financial accountt(sbown in table 4). Although the detailed
analysis of such flows is out of the reach of tieigort, some considerations on the subject must
be done afterwards, especially as far as concereggh direct investment which is relevant for
trade in several respects. Indeed, the analysiDbfis necessary for a better understanding of
some major developments of Portuguese trade sihee nineties stemming from the
internationalization strategy.

According to the figure 5, the world share of FDdtrinflows to Portugal presents
similarity with the correspondent evolution of exigoof goods and services, i.e., it is decreasing
since 1992, despite higher values in some isolgéads, particularly in 2001 and 2003. This
means that in relative terms (as a general tramel,world FDI inflows have strongly been
increased between 1985 and 2000), Portugal waset of accompanying the steady global
pace of these flows, and its weight has FDI destindas been reduced (and also, very likely, in
its world stock). More precisely, the credit of Fibflows remains significant but also their debit;
in every year, positive net inflows have been iteged, sometimes at a very low level indeed; in
consequence, the entry and the exit of these ftmits reached high levels.

FIGURE 5
PORTUGAL' SHARE IN W ORLD FDI INFLOWS, 1985-2006
(In percent of the total)
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Source: UNCTAD.

Since 1996, the Bank of Portugal presents a stalisteries on FDI with methodological
coherence; table 5 shows the credit, the debitt@dtock of FDI inflows in 1996-2006 also
discriminating it according to the main countrieglaegions of origin. EU represents 73.8% of
the stock, where Spain is the main net investdn wibre than one third of the total, followed by
the Netherlands (12.9%), and the United Kingdor@%®. As far as concerns the sectors where

2 The traditionally high deficit of current accoustd strong reason to give more policy emphasiggorts.

3 This deficit is relatively high, and rising sinc€d3, but Portugal, contrary to what happened inpigod 1974-
1985, needs not a short term adjustment shock beaaaw, with the single European currency, is payire great
majority of its imports with its own currency.

14 The Resolution of the Board of Ministers n°61/9ablshed in April 15, 1997 (biario da Republic, is related to
these issues, and it is a relevant document irdévelopment of a strategy addressed to the interradization of
Portuguese firms.

15 Under this perspective, it must be pointed out tha denominatedermanency ratéthe ratio between the net FDI
inflows and the gross FDI inflows) evidences, onwal average, a sharp fall from 1986-1995 to 199@52 78.5%
and 16.7% respectively; see Silva, 2006, p. 518 [Bads to the conclusion that Portuguese FDbwsl are highly
mobile.

% n table 5, the stock is calculated according ubual methodology of UNCTAD: stock equals theuaudation of
net FDI inflows (the same methodology is used Bt Butflows in figure 6).
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FDI inflows are applied, the same data of the Bahkortugal are much less transparent; in
1996-2005, for example, the item real estate amdcgeto firmsabsorbed 61.9% of the total
stock of inflows, financial activities 9.2%, trams{s and communications 7%, and manufacturing
a scarce 1.7% (Silva, 2006a, p. 510). Indeed, nofithe FDI flows is registered by the Bank of
Portugal as undifferentiated services to firmsl¢wE or outflows), because they come through
the holdings of economic groups, and only moreigetatudies, not easily available or updated,
or direct enquiries to sectors or groups of firmsay proximately determinate the final
destination of FDI inflows in terms of sectors abaomic activity.

TABLE 5
FDI INFLOWS IN PORTUGAL: COUNTRIES AND REGIONS OF O RIGIN (1996-2006)
(Thousand euros)

Credit | % Debit % Net %

European Union 195476 809 85.7| 164846896 88.3| 30629914 73.8
Euro Area 154 755199 67.8| 127773018 68.5| 26894559 64.8
Germany 31323466 13.7| 30787490 16.5 535 970 1.3
France 28744 673 12.6| 26339258 14.1| 2405415 5.8
Netherlands 30445832 13.3| 25069777 13.4| 5376055 12.9
Spain 27 383 30R 12.00| 13120 759 7.0 1426254 34.4
Other EU 40712500 17.9| 37084275 19.8/ 3735355 9.0
United Kingdom 35817297 15.7| 32115033 17.2| 3702263 8.9
Rest of the World 32665674 14.3| 21785127 11.7| 10880551 26.2
USA 7 369 89 3.2 6 571 682 3.5 798 215 1.9
Brazil 1803 63 0.8 1839 289 1.0 -35655 -0.1
Others 234921 10.3] 13374 156 7.1 10117991 24.4
Total 228142 483 100.0] 186632023 100.0f 41510463 100.0

Source: Banco de Portugal.

For a deeper study of Portuguese internationadizatie also need to take into account
the FDI outflows. This matters here because thesesfonly became significant since the middle
of the nineties, just the period covered by oulyaig In 1996, for the first time, the debit of FD
outflows represented more than 1% of the GDP, hatsame ratio quickly reached 13.5% in
2000; moreover, every year between 1998 and 20(kpe 2003, net outflows exceeded net
inflows. Anyway, after 2001, overlapping with theagnation of Portuguese economy, some
decrease is perceptible in the FDI outflows (Sil2806a). By reasons exposed later, in the
Portuguese case there is no evidence of robustlaton between FDI outflows and trade,
particularly exports (sometimes even a substituéffiect to the detriment of exports can be
observed)! In all events, the trend to invest abroad becamenagor ingredient of the
internationalization process of Portuguese firmsj & made possible a more sophisticated
interplay between both flows.

The figure 6 shows the geographical distributionhef stock of Portuguese outflows that
is more diversified than the stock of inflows. Tthemee main countries of destination, Brazil,
Netherlands, and Spain, absorb each of them amab&ishare (this set represents 55.2% of the
total); we have to acknowledge however that the tagi countries are not often the final
destination of the outflows. Regarding the disttitau by sectors of economic activities according
to the series of the Bank of Portugal, like folomfs, the same problem of lack of transparency

7 \We think of the case of moulds industry, where Rgat is internationally competitive. When some mdijans, like
Simoldes, Logoplaste, and Iberomoldes (this firrth né analyzed later in this report), invested na8l, the exports
of this product to host country were reduced.
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exists; in 1996-2005, the iteneal estate and services to firms represented 8bf7#e total
stock of outflows. An enquiry conducted in Braail 2005, directly addressed to Portuguese
subsidiaries showed that the great majority of iRprese firms belonged to the category of
commerce and servic€89.2%), the share of manufacturing and constractias 21.4%, and
that of agriculture and fisheries 9.4% (ICEP, 2006)the services, tourism had relevance, and
10.4% of the subsidiaries were in the categoryabéls. These data lead us to the conclusion that
likely FDI outflows correspond, at least to soméeex, to the Portuguese specialization, where
services like tourism have an advantage.

FIGURE 6
STOCK OF PORTUGUESE OUTFLOWS: COUNTRIES OF DESTINAT ION, 1996-2006
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Source: Banco de Portugal.
Note: Net investment: 42.57 thousand millions eurGsoss investment: 100.88
thousand millions euros.

In spite of the fact that the Portuguese abilityatwact FDI inflows did not follow the
world pattern since the early nineties, it is neaeg to bear in mind that before the eighties, the
experience of the Portuguese economy with this fi@g neither large nor intense. So, we have
to consider that in the last decade, from the hstb point of view, the importance of FDI
inflows increased, and opened the way to the sthengng of the links with foreign firms. On the
other hand, after the middle of the nineties Partsg FDI outflows also reached levels of
statistical significance, contributing to a greadiéversification of external economic relations,
and to the exploration of new routes abroad. Nbsténding natural weaknesses in the process,
these two trends became highly relevant withindbetext Portuguese internationalization, and
they have incremented its potential.

C. Geographical concentration and diversification

In the first decade of membership 1986-1995, esporthe other partners of EU-15 substantially
increased; Spain absorbed however the essentihbsé gaind while some traditional partners
only maintained their share or began to shrink.iluhe initial years of the new decade, these

Bin 1984, Spain represented not more than 4.4%otaf exports, and 5.4% of total imports; Neves96:9349;
regarding these figures and the present oneseibsdike the Portuguese economy goes easily froeneatreme to
the other. According to some agents involved in pinecess and recorded later in this report, th&sesfare
overvalued, and do not reflect the reality of lgitat trade.
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trends strongly persisted, and the Portuguese expecame highly concentrated in EU, if not in
Spain®®

In the 2000s, according to the table 6, it is ctbat the EU-15 destination started, at last,
to lose some weight, in the beginning slowly, betederating in 2005-06 (despite a recovery in
2007, but still below 2005): in 2006, the last fydlar we have data, EU-15 absorbed 75.4% of
total exports after being relatively stable, aro@0&6 in 1995-2004. In the meanwhile, the share
of Spain continued to grow, overtaking Germany sitie early 2000s, consolidating its position
as first client (and as first provider), showinglyom very slight decrease in 2006. United
Kingdom in the first post-war decades and Germanyhe 1980s and 1990s were the main
markets for Portuguese exports, but by the midtiteenew decade their position in the ranking
was much more modest, especially the former. Ituits, France, another traditional partner, only
slightly declines, seeming in a more stable pasjtiand ranking as third destination of
Portuguese exports, being very close to Germarp@8-2007. It may be concluded that, in the

EU-15 context, the orientation of Portuguese expoeinforced the geographical proximity
factor.

TABLE 6
PORTUGUESE EXPORTS OF GOODS BY GEOGRAPHICAL BREAKDOWN, 1995, 2000-2007
(Per cent)
1995 2000 2001 2002 2003 2004 2005 20P6 2007*
EU (15) 80.6 80.2 79.9 79.8 79|3 79.2 78.1 75.4 8 76.
Spain 14.8 18.¢ 19.8 20/8 23.8 25.8 2p.8 264 128
Germany 21.7 17.8 19.0 175 14.6 18.4 12.1 12.8 13.2
France 14.1 12.7 127 13(5 13.2 18.8 13.7 119 261
United Kingdom 10.8 11. 10.0 10{2 10.3 D.4 8.5 6.6 6.1
New EU members** 0.6 1.3 1.4 1.5 17 1.6 1.9 1.8 4 2.
EFTA 2.9 2.3 2.2 1.5 1.9 1.8 11 111 1.0
Rest of Europe 3.5 2.8 28 1{7 2.6 2.2 P.3 1,4 1.2
North America 5.0 6.3 6.3 5.8 6/4 6(4 5.8 6.5 5.2
USA 4.5 5.8 5.7 5.7 57 58 5(4 6.1 4.8
Latin America 1.6 1.5 1.9 1.8 11 1{3 1.3 1.7 1.9
Brazil 0.8 0.7 0.8 0.6 0.4 0.6 0{6 0.7 0.6
Mexico 0.0 0.2 0.3 0.3 0.2 0,2 0|3 g.4 0.3
Africa 3.8 3.7 4.2 4.5 4.4 4.y 417 5|7 7.0
PALOP 2.2 2.0 2.8 3.0 3.1 3]0 33 4.4 54
Angola 1.7 1.4 1.9 2.1 23 2|2 2.6 3.5 4.4
Asia 3.2 2.4 2.7 2.7 3.2 34 3|5 4.2 5.6
Japan 0.8 0.5 0.4 04 0(3 g.3 3 D.3 0.8
China 0.1 0.2 0.2 0.3 0.5 0|3 0.6 0.6 0.5
India 0.1 0.1 0.1 0.1 0.L 01 0j1 g.1 0.1
Oceania 0.3 0.5 0.4 0.4 0|4 0.3 0.3 D.2 0.2
Others 1.3 1.3 0.7 0.8 0.6 113 2.0 1.9 1.1
100.0 100.0 100.¢ 100.0 1000 100.0 100.0 100.0 0.010
Euros value*** 175 26.4 26.9 274 28|11 29.9 30.6 34.5 34.7
Source: INE.
* January-November. ** Enlargements of 2004 and7200 *** Thousand millions euros.

Nevertheless, in the new decade, and especialbe sk®02, Portuguese exports also
experienced other relevant geographical changem, Aear after year is becoming a more

19 Portugal even, in the beginning of the 2000s, bectita member state whose trade was more concehtrateU;
Silva, 2002, pp. 163-173.
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important partnef’ with the China particularly increasing its shaed the same is valid for the
new EU Member states (from 0.6% in 1995 to 2.49%2007). Africa, and especially PALOP
(acronym of African Countries Officially Speakingiffuguese); above all oil booming Angola, is
clearly recovering its place as destination of etgad he trend is not so evident for the Americas,
but even so, gains are clear in some particulagsgder example in Mexico, although starting
from a very low level, is becoming a more intemggtmarket (Portuguese exports amounted by
139 millions euros in 2006, representing aboutladfahe more traditional Brazilian market).

An explanation for the exports’ performance towakdisxico probably lies in the Free Trade
Area agreement with EU, suggesting a possible waydre intense trade relations between EU
member states and Latin America countries.

If we take into account these two trends of Porésguexports (inside and outside EU), a
move towards diversification is clear, obviouslypart favored by short term conditions like the
boom in commodities market (that led to an increzge purchasing power of some traditional
partners in the developing world). Portuguese espand trade in general were described too
many times as rigidly oriented, lacking flexibilitgnd having great difficulties in penetrating into
new markets (particularly when they are distant mmidex-colonies), even in the short frthis
seems to be slightly changing, at least in relatiotihe nineties. In any case, even if it is todyea
to take for granted all these developments, thea idé prolonged stagnation concerning
geographical distribution is being somewhat brokeerhaps opening the way to reduce the
dependency on close neighborhood from the cultoragravitational points of view (with the
possible exception of EU-15). This change will lywimportant for a small economy like
Portugal, to be too dependent on very few marletsn if they are highly industrialized like EU
member states, may seriously handicap the pos&bibf exploring other alternatives, and taking
full profit of its own competitive advantages; is@ leaves the country more exposed to unwanted
turns in a very scarce number of partners. All ehgisnensions are relevant in order to be taken
into account in the design of the advanced tradesly that Portugal needs.

D. Analysis of the Portuguese exports: shifting fro m traditional
to new products

As referred to above, in this point we will focus the changes of the structure of Portuguese
exports of goods and services. Table 4 presentsrragpects of this process as far as exports of
goods are concerned, through a set of selected yedween 1986 and 2006. Firstly, between
1996 and 2006, the weight of traditional goodsl(idmg agriculture, forestry and manufactured
products) has considerably decreased from 47.732.&6%% of the total, and is no longer the most
significant part of exports has happened up taetry 1990s. Textiles, clothing and footwear are
however the responsible for this drop; the shafeékeoother traditional products - like wine, and
some fruits or forestry products - have remainesidadly stable in overall around 17% of the
total what means that they are likely becoming nampetitive, and have a new basis to be
developed (differentiation through quality insteafdprice). Secondly, machinery and transport

Dn January-November 2007, Asia has supplanted-#uitipnal North American market as destinationPortuguese
exports (table 6).

2L1n 2006, there was no product clearly dominatirg Blortuguese exports to Mexico, they were compbge’#73 —
parts of machines for data processivgh 12.3%; 2901 -acid hydrocarborwith 12.1%; 2701 -eil with 7%; 6109 —
T shirts etcwith 5.4%, all the other smaller items represen®ii% of the total; on the contrary, Portugueseoirtgp
from Mexico were highly concentrated in 2709rdt oil with 83.7% of the total; exports to Brazil will lexamined
later in this report.

2 Eor example, the Portuguese exports have neitloditgat from the oil exporting markets in the 197@s from the
US recoveries in the 1980s and 1990s, the Japamaset in the 1980s, etc.

22



ECLAC - Project Documents collection Internatiopation strategies in Iberoamerica — The case diifoese trade

equipment was in 2006 the most important group f@atgcategories of goods. Comparing this
item in 1996 and 2006, there is no substantial ghan the share. But, if we consider as starting
point 1986, we may conclude otherwise. Indeed, aso/uropa (Volkswagen) started its
functioning in 1996 (as full year), and represatitsctly or indirectly a large part of the sub-item
motorvehicles and other transport equipment, the exaruti this group machinery and transport
equipment (including optical & precision instrum&nis impressive: from 15.8% in 1986 to
33.9% of the total exports in 2006. On the otherdhaince 1996, the sub-item motor vehicles
etc. is losing ground, and the figures alreadylafste for 2007 show that this decline continues,
whilst the other sub-item machinery, equipment dali maintains its weight of the 2000s.
Thirdly, mineral and metals also substantially @aged their share in the 2000s, it must be
acknowledged that again the booming price of rawenmwls in the period (in copper, for
example, where Portugal is an exporter) has céytaiontributed to this performance, and
consequently may be temporary; anyway, it is amasign of exports’ diversification. Fourthly,
the group chemicals, plastic and rubber almost aulis share between 1996 and 2006. So,
traditional goods, essentially textiles, clothingidootwear lost weigft for new and likely more
upgraded products, and this process also led toeatey diversification, under this specific
taxonomy of goods.

TABLE 7
PORTUGUESE NOMINAL EXPORTS OF GOODS BY GROUPS OF PRODUCTS
Weights in total nominal exports (per cent)

1986 1996 1999 2003 2004 2005% 2006

Traditional goods 62.1 47.7 443 38.8 36.p 35{0 325
Agriculture 3.1 2.8 3.2 3.6 38 3.7
Food products 4.3 4.p 4]3 41 4.2 4.2
Wood, cork 4.6 4.8 4.y 4.7 415 4.2
Pulp, paper 4.7 4.6 4,9 4|5 4.6 45
Textile products 7.1 7.4 5.8 5|3 5.1 4.7
Clothing 15.6 13.3 10.5 9.p 8|3 7.2
Footwear 7.8 6.9 5.1 45 4|2 3.7
Leather, leather products 0.4 Q.3 D.3 0.3 0.3 30
Minerals and metals 12.5 11.2 11.1 12.3 14.6 16{7 19.2
Mineral fuels 2.3 1.8 2.4 2.9 4]3 55
Mineral, ores 5.0 4.4 4.p 418 5.0 5.4
Basic metals 3.4 4.8 5]7 619 7.4 8.4
Chemicals, plastic and rubber 6.8 5.9 6.8 8.7 9.4 10.6 10.3
Chemicals 3.4 3.6 4.4 4 5|3 5.1
Plastic, rubber products 2|5 3.2 4.4 1.8 5.2 3 5.
Machinery and transport equip. 15.8 32.7 35.2 36.2 358 336 33.9

(Continued)

2 3such a fall may be linked to the losses in theWRaits share in some European traditional markk¢esUK, EFTA,
and even, in part, Germany (see table 6). Accortbinan interpretation heard at tRerum para a Competitividade
(see later)both trends are not that much to blame, afterlalbpite of the fact that they are advanced ecaesmm
Portuguese exports to these European markets angyely characterized by products of the lower starfevalue
chain (again, low-cost labor intensive and reldyiyarotected by regional integration and MFA, téegj clothing
and footwear were the best example of this). Ia light, the situation had its roots in the devetepts across the
continent during the previous decades. In the 1960der the context of EFTA, many northern Europiens in
these industries, searching for low labor costdsaurced to Portugal, as well as to other southl®fropean
countries, and the relation was more or less maietaduring the two following decades. When, in #890s and
2000s, new competitors coming from emergent ecoe®miith substantial labor cost advantages, peeetriato
European markets that had become more open, thaegaese share quickly diminished. To some extéd, is
probably true; the problem however lies in the arste the following question: why Portuguese prasacand
exporters took so much time in adapting to mordifieih demands from European markets? Why the gowent
has not promoted incentive measures in order tedsgiés process of change in due time?
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Table 7 (Conclusion)

Machinery, equipment 16. 190 19.7 19.0 18.7 9.81

Motor vehicles, other trans. equip. 15.6 15.3 5.3 15.3 14.0 13.2

Optical & precision instruments 1[0 0.8 A .0 09 0.9
Other products 2.7 2.6 2.6 4. 4, 4, 4.1
Total 100.0 100.0 100. 100. 100j0 100.0 100.0

SourcesMinistério da Economia e Inovac&oGabinete de Estratégia e EstudtSE and Banco de Portugal.

Figure 7 shows the transformation we have justredeto above in another fundamental
respect, in so far it introduces the technologmatent of exports. Indeed, simple statistical
characterization of industries according to thestgp economic activity is no longer sufficient to
understand what is going on international trade;iristance, in agriculture, or even textiles and
footwear we may have quite different componentsfitbe technological point of view (more
specifically among the firms of each industry). dfere, looking at the figure 7, it is clear that
products incorporating low technology, overwhelminghe 1967, and even in 1986, were near
parity with the others in 1996 but, in the periatdar more detailed analysis; they clearly lose
ground and no longer represent the majority of espdhe weight of high technology goods in
exports, however, although increasing is still I.8% of the total in 2005, but 7.3% in 1996,
and 6.5% in 1986), and the gains went mainly toghare of medium high and medium low
technology products that together represent nowentioan half of the Portuguese exports. In
general, they are exposed to tough internationatpetition, especially coming from Asian
countries and other competitive areas in this ranfjeproducts. Hence, in spite of the
improvement in the composition of exports towardghér technological content, the process
seems to have been too slow in comparison withr dtiséorical experiences, especially those of
more integrated countries into the world economall(Ll2001); so, the changes are relevant but
the Portuguese exports remain vulnerable to thédvdynamic competition.

FIGURE 7
COMPOSITION OF PORTUGUESE EXPORTS
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Source: Chelem database.

Note: The aggregation of the manufacturing sectmsording to its technological
intensity is based on the classification by the OESee OECD Science, Technology
and Industry Scorecard, 2005.
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Similar trends can be observed as far as concbm®itports of commercial services
since 1996 (see tables 8 and 9), whose weightdmswhat been increased in total exports, from
27.1% in 2000 to 29.1% in 2006. Again, the tradisibpillar of these flowsravel and tourism is
losing ground, and in 2006, for the first time &irfong ago, is below 50% of the total of these
exports. In turn, transport and other businessiGes\have strongly strengthened their position in
the ranking as second and third contributors toetkmorts of services, and together are quickly
approximating the amount of travel and tourism igsé* Although to a lesser extent in absolute
terms, communications and construction also inegbdseir share in relation to the beginning of
the 2000s (not to 1996). The value of exports ef dther items remain minor in the whole,
although substantially increasing in some casesge{ation to 1996, the exports of computer and
information have been multiplied by 4.8, royalt@sd license fees by 4.3, and the total only by
2.3). So, a trend towards diversification in th@as of commercial services, increasingly with
new products, is also quite apparent; some morkfigdelows remain nevertheless inexpressive.
These moves, if they become consolidated, areezftgignificance insofar we take into account
the contribution of services flows to the total drale of trade, and consider the Portuguese
international specialization in this same field.

TABLE 8
PORTUGUESE EXPORTS OF SERVICES, 1996, 2000-2006
(Thousand million euros)

1996 2000 2001 2002, 20043 2004 2005 2006

Travel & tourism 3686 5719 6124 6093 5818 6195 61986649
Transport 1204 158% 176/7 1939 2114 2322 2584 3180
Other business services 497 1444 1582 1774 1738 7 [1831995 2475

Merchanting & other trade rel. ser. 138 853 852 418 825 819 874 1022

Operational leasing services 22 R7 34 43 30 39 54 74

Miscellaneous services 337 564 6P6 890 383 979 6410 1379
Communications 216 18y 224 265 318 389 462 541
Construction 208 163 214 217 273 348 293 439
Personal, cultural & recreational 15 148 167 122 811 156 166 202
Financial services 181 261 119 159 111 188 171 197
Computer & inf. 31 82 67 82 96 116 122 148
Others 58 132 144 146 146 156 182 147
Insurance 41 64 67 79 83 110 30 94
Royalties and license fees 15 B1 P8 31 32 33 48 65
Total 6112 9819/ 10494 10910 10912 11863 12255 14141

Source: INE.
TABLE 9
PORTUGUESE EXPORTS OF SERVICES, 1996, 2000-2006
(Percent)
1996 2000 2001 2002, 20043 2004 2005 2006

Travel & tourism 60.3 58.2 58.8 558 53.6 52.3 50.6 47.0
Transport 19.7 16.1 16.8 17|8 19.4 19.6 211 22.5
Other business services 8.1 14.7 16.1 16.3 159 5 [15.16.3 175

Merchanting & other trade rel. ser. 2.2 8.7 8.1 67 7.6 7.0 7.2 7.2

Operational leasing services 0.3 0.3 D.3 0.4 0.3 0.3 0.4 0.5

(Continued)

24 \We must acknowledge that also tourism underwenestmanges in the positive way during the 2000sefample,
“more heritage and culture and less dependencypf) by receipts the region of Lisbon overtook tb&tlgarve
since 2004, and some segments like golf tourismamiecmore present in the offer of Portuguese tourism
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Table 9 (Conclusion)

Miscellaneous services 5 9.8
Communications 3.5 3.8
Construction 3.4 3.1
Personal, cultural & recreational 1 1.4
Financial services 3. 1.4
Computer & inf. 0.5 1.0
Others 0.9 1.0
Insurance 0.7 0.7
Royalties & license fees 0. 0.5
Total 100.0 .00

Source: Banco de Portugal.

So, Portuguese trade in goods and services, particuexports, underwent major
changes in 1996-2006 in their bases (for instawgeards greater equilibrium), and greater
diversification by geographical breakdown and tlmdkof products. Some of them are very
recent; others correspond to trends that have slearty gaining momentum during the previous
decades. In a way, we may say that only very récéiné composition of Portuguese trade is
truly closer to the pattern of the other Europeariners, particularly at the level of EU-15, being
more diversified, less dependent on natural ressuand factors, and, eventually, on low labor
costs and non qualified human resources. Yet tloeegs still needs to be deepened and
consolidated in the coming years. In any case, ciietext of qualitative transformation is
becoming more evident in the evolution of Portugueade during the last decade, and this will
have certainly impact on the implementation of érattategies.

It is important to add some more information abth#& evolution of Portuguese trade
since the middle of the nineties using other intica like specialization coefficients, market
shares, and import shares. In a study on the Rarsggtrade within the context of EU-15 in
1995-2004, Amaral (2006) calculated some of thedeators on a time comparative basis. The
selection of the EU-15 makes sense insofar it gtabsorbed about 80% of the total exports in
this period; in the following step, 45 products fatir digits) whose exports were above 100
million euros representing 47.8% of the total, welnesen for the analysis. The results as far as
concerns specialization coefficients are in talletietween 1995 and 2004, they show a positive
evolution to the extent that according to the séaddnterpretation of the three indicators, intra-
industry trade has raised its level between 199528042°

TABLE 10
SPECIALIZATION COEFFICIENTS
Coefficients 1995 2004
Balassa 0.429 0.389
Grubel and Lloyd 0.611 0.682
Adjusted Grubel and Lloyd 0.707 0.864

Source: Amaral, 2006, p. 10.

However, regarding market shares and import stafréise 45 products, the results are
clearly more disappointing. The author comparedpdgods 1995-2000 and 2000-2004. In the
latter, 21 products, representing 41.4% of expdrésl lost market and import shares a worse
result than in 1995-2000, where only 15 produc&2% of the total) had simultaneously lost

% For technical details, see the original sourceilabie in www.gee.min-economia.pt.
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both shares. At the same time, in 2000-2004, tmeben of winner products in the two indicators

had decreased in relation to the previous perian to 21 to 14 (and their drop in total exports

was from 53.1% to 29.4%). Between the two peridezd was an increase of the products,
among the 45 more exported to EU-15, which had rwetket share (17 to 25) or import share
(22 to 27). Although the commercial services domake part of the sample that was studied by
Amaral, he points out that the item travel and igmralso lose share in EU market between
1995-2000 and 2000-2003 (p. 11). These findingsalirhe more interesting to the extent they
confirm the main trends we have referred to befarg] put the question about how deep are
some signs of change we have just noticed in cailysis of Portuguese trade after 2005 (indeed,
these years have not been included in the studyreveeferring to).

27






ECLAC - Project Documents collection Internatiopation strategies in Iberoamerica — The case diifoese trade

lIl. The institutional framework of Portuguese

trade strategy (I): The public agencies

A. The Programs supervised by the Ministry of Econo my and

Innovation — PRIME and QREN

1) PRIME and SIME (Public Initiative with EU suppor t)

Due to the lack of consistent international trattategies in the past, the EU support has been
crucial in promoting the internationalization of §8lin Portugaf? providing roughly two thirds

of the total public assistance. From 2000 to 2@0& main EU program supporting firms focused
on modernization, and was called Incentive System Hnterprise Modernization (SIME —
Sistema de Incentivos a Moderniza¢gdo Empresarmlt it also had a component callStME-
Internacional SIME was a key part under the Program for Modmton of the Economy
(PRIME), and far as internationalization was conedrthe projects in the following areas were
eligible for funding:

Market studies;

Actions of research and presence in foreign markets

International marketing;

Acquisition and registration of brands, warrantgetents and licenses;

Financial effort to capital sharing associated witw productive investments in
European Union companies.

PRIME had a national scope and included all seacbthe economy (and in some cases
all kinds of firms); between 2000 and 2006 whensas in force, more than 15700 projects were
approved, representing a total investment of 18ghnd millions euro%.Firms from all sectors

% Although more internationalized, big firms remeta tiny proportion of the total in Portugal, ahay need less
support or operate through other routes like ecandiplomacy.

2 In each approved project, the SME firm should imwasleast 150 thousand euros and the non SME 6ot
thousand euros.
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were eligible for support, and there were almos0d@0 applications. In practical terms, in the
name of modernization, many of the subsidies werBMEs in the non tradable sectors. The
SIME funds, in particular, were used in great gartmodernize capital (buildings, equipment)
and labor training, whereas relatively few fundgeavallocated to internationalization activities.
The limited amount of funds used for export promotivas mostly spent on marketing products
abroad. According to these views widely recognizeebn by governmental bodies, in 2006,
PRIME was reformed, and became the New PRIME mocesed on innovation, training and
internationalization.

2) From PRIME to QREN Program (Public Initiative wi  th EU support)

Since PRIME is officially finished, the pursuit thfe “new strategy”, started to be implemented in
2006, will be assured by QRERadro de Referéncia Estratégico Naciondational Strategic
Framework of Reference) in the period 2007-2¢18stitutionally, the QREN is to a large extent
the continuation of what was previously known QEA - Quadro Comunitario de Apoio
(Community Framework of Suppdrt, Il and Ill, in force between 1987 and 2006, endhich

the essential of EU structural funds transferretPéotugal was channeled and managed on the
basis of specific projects. The QREN is announcedeing much more selective, prioritizing
projects which have internationalization, knowledge innovation as their key parameters. As a
consequence, priority will be given to tradabletsec and the focus on internationalization
instead of modernization is now clear. In the pneggogram, the strategic key item Factors of
Competitiveness has 6.001 million euros availahlduinds to distribute. Nevertheless, public
(EU) funds can only finance a minor share of indtionalization efforts. The limits are 7.5% of
“eligible” cost for medium sized enterprises and4dlfor small firms, and, as just referred to
above, another limitation of the EU funds is tHagyt only contribute for internationalization
efforts within the EU but not outside.

Until 2006, at least, taking into account that digribution of funds inside EU is largely
made in administrative and political bases, thenenoc evaluation of these policies by
independent bodies would have been necessary,riitydar as far as internationalization is
concerned (comparing with funds destined to otherag). However, the results of such
evaluations are not systematically conducted, &gedse, and not easily available. An effort to
develop these schemes would be useful for the dutationalization and enhancement of such
programs.

B. AICEP (Agéncia para o Investimento e o Comércio Externo de
Portugal ) — Agency for Investment and Foreign Trade of
Portugal, and “ICEP” experience

Several public institutions, coordinated by the istiry of Economy and Innovation, participate
directly or indirectly in the export promotion. Th&in institution in charge of promoting exports
and investment abroad is presently thgéncia para o Investimento e Comércio Externo de
Portugal (AICEP), which is the merge of ICEP (exports) akll — Agéncia Portuguesa de
Investimento(investment). This merge has become effective aslwy 2007, after both

28 At the time, of our inquiry, in July 2007, the sition was more complex on the ground; the chiefeggntatives of
PRIME were still operating, managing the supporegito projects in the previous years, and QRERL, should be
in force since January 2007, had not yet receitedofficial green light from Brussels to starthaligh this was
expected at any moment. In fact, only by the en@Qfi7 it was announced that applications for QREhNdNg
would be soonly accepted.
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institutions were separated in 2002 as well in 18990 (to mention the major institutional
changes that occurred in the last decades notiownbjving trade and investment organizations
but also tourism). A comparison between past ICE® present AICEP will be made a little
further. Due to its relevance to the Portugues®rsgplet us first make a presentation of ICEP.

As mentioned earlier, under different namfitdCEP exists since the late forties.
Obviously, here we will not give account of all seechanges. Up to the nineties, ICEP had
accumulated experience in export promotion; it&ciefficy was variable, sometimes influenced
by the vision (or its lack) of executives and baartout other determinants, like devaluations after
1977 till the second half of the eighti@siather than promotion activities seemed much more
decisive for governments in order to increase espéior a long time ICEP was a public agency,
surely useful in the diffusion of information abdpebut limited by institutional and financial
means and scope; for example, the promotion of explarough a strong and operative network
of foreign representations is relatively recentleed, the foreign network of ICEP has remained
relatively small comparing to the personnel workingide Portugal (AICEP is now aiming at
strengthening the former).

In 2005, ICEP entered a more dynamical path abitstence. By the middle of this year,
its central objective was clearly defined, and stared into two main targets and four great lines
of strategic orientation. There was not a spedific with the unsatisfactory performance of
exports between the beginning of the nineties &edniddle of the 2000, but of course this
influenced the new program as background. Aftergiang present its most important points.

Central Objective:

To act in the assistance to exports of Portuguess.f
Two main targets:

* To increase the market share of Portugal throaigirowth rate of exports higher
than that of international trad@he italic is ours);

» Trade internationalization of Portuguese firmsigwof the support to exports.

Great lines of strategic orientation:

* Toimprove the levels of efficiency in the suppirexporting firms through the
international network of ICEP.

 To implement a strategy dflarca Portugal unified for goods and services of the
Portuguese firms in all sectors and chains.

 To create mechanisms for actual support to firmghigir actions of export and
international trade.

* To carry out and to expand public-private partn@shwith the associations’
employers, in order to increase the efficiencyhaf promotional effort.

In relation with this new strategy more precise ardbitious measures were also
announced (partly referred to below). Moreover tiveye scheduled to be achieved, and the door
was open to be subsequently submitted to indeperdaiuation. It was stressed that the foreign
branches would play a central role in the invigogof ICEP. Under this context, among other
activities, regular meetings with delegates tortta#n markets (including sometimes ambassadors

29 Even in 2005, ICEP took the official namelGEP Portugal — Instituto das Empresas para os dd€ios Externos.
%0 Also, many firms at that time, exported under sulb@xting schemes what did not required a deeplgnalized
branch of the statecratft.
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or other representatives of the Ministry of Forefgffairs) to monitor the process and exchange
experiences and qualified information are alsoydlement. It is true that some dimensions of
this strategy were already included in the pasvities of ICEP, but now they are integrated in a
full and coherent program.

One of the main strategic features of the Portugiieernationalization carried out by
ICEP, patrticularly as far as the promotion of expds concerned, is the setting up of priorities in
relation to foreign markets. In the 1990s, and witbre emphasis since the beginning of the new
decade, Spain has been chosen as the first peatitharket. ICEP, in partnership with IAPMEI
(see later), has in the neighboring country a lamgévork of branches, including Madrid,
Barcelona, Vigo, Seville and Mérida. Maintainingstloption, the program of 2005 however
stressed more the importance of the diversificatdbnexports, and of the search for new
destinations to the Portuguese products. ICEP was eommitted to intervene in the
international distribution, and it was announced theation of five Centers of Distribution
other prioritized markets like Angola, China, USABrazil, and Russia (measure to be
implemented till the end 2007). According to thewdmentation provided by ICEP, “Centers of
Distribution are logistic platforms composed by armnted store and a show room; in this site,
the firms can show their products to the marked, @nstore them, before they enter in the chains
of distribution”. Not only ICEP but also local aglivas Portuguese entities (AIP, AEP, etc.) can
be partners in this process. The creation of thetee of Distribution should be complemented
by the expansion of the network of Portuguese RassinCenters Centros Portugueses de
Negdciod) which are a logistic structure, an office, usyah the physical installations of foreign
branches of ICEP that firms may use in the begimoiintheir export activities in the new market.
In 2005, twelveCentros Portugueses de Negocaheady existed, and ICEP planned the increase
of their number in the following years.

It must be stressed that, at the time of launchiregnew strategic orientation, oil and
natural gas producing countries as well as the B&vmember states also became prioritized
markets. Here, again, it is true that, acknowlegdime fact of the excessive concentration of
Portuguese trade, geographically and by produwts|GEP started a policy of diversification in
the beginning of the 2000s, establishing new ggagcal priorities especially outside EU non
traditional market&! This policy orientation was strengthened after 208 the light of the
export performance in 2006-2007, after almost tvawadles of high concentration in EU,
particularly in Spain, it seems to be producing sgesults, but as already underlined before, it is
too early to fully evaluate its effects, even frins point of view®”

In the last years ICEP has been equipped with mestruments in order to promote
exports through financing, trainifigand consultancy. Under the general progfRontugal a
Exportar + (presented at the®ICongress of exporting firms held in Porto, in (&o 2005),
several specific lines were developed as possigaiges to assist firms in their expo@amecar
a Exportar — PME Internacional, ABC Mercado, Gantdercado, Unir para Exportar, etdn
2006, ICEP had as available funds 100 million edoopromote exports (about three quarters

*11n order to be better targeted non traditional reexkvere defined in 2005 as being Brazil, CzechuBkp Poland,
Hungary, Russia, Ireland, Algeria, Morocco, MexitigA, and China.

2 For example, the figures for the first semeste2@d7 do not plainly confirm all the good resultseaports in 2006
from the perspective of diversificatioR({blico, August 10, 2007). The increase of exports toidat&U is of 15.8%
(26.9% in 2006), and the results are mixed to tl@nnmarkets of this area: a decrease to the USAziBand
Mexico, and an increase of share of Asia (52.5%h& ' semester of 2007), and Angola (42.3%). On therothe
hand, in spite of the reduction of the remaining-ElJcountries, Spain continues to increase itsesbPortuguese
exports (see table 6).

33 |CEP has developed a program of training addressgdung people just graduated that are initiatehternational
activities in its branches outside Portugal ancelated organizations like chambers of commerce.
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coming from PRIME, and the rest from the Associaiof Employers) what meant an increase
of 122% in relation to 2005 with only 45 million r@s, and likely a more active promotion

policy.

Thus, it is after a few years of change in theitumsbnal landscape of Portuguese trade,
especially since 2005 that took place the recemggenbetween ICEP and AIP, leading to AICEP.
From the organizational point of view, ICEP and B are different in several respects (see
table 11), being the latter more involved and fecuon the projects and actions to be
implemented, under a modern public company apptoach

TABLE 11
ORGANIZATIONAL DIFFERENCES BETWEEN AICEP AND ICEP
Dimension AICEP ICEP
Status Company Ltd (SA), public Government agency
Services Differentiated: large vs. SMEs Universtndardized
Pricing Pricing to cost Low or zero cost
Areas Trade and investment Trade most of the time

Source: The author.

Beyond trade and investment, AICEP must also cezgréhe Portuguese representation
abroad in all the areas of interest for externahemic relations. For example, although there is a
special agency in charge of promoting touri@nstituto do Turismo de PortugalAICEP also
assures its representation abroad, and diffusesiaterials, as otherwise was done by ICEP
before. All this is coordinated by the Ministry Btonomy and Innovation, but as referred to
below, the search for a closer partnership withMiv@stry of Foreign Affairs is in course too.

C. IAPMEI (Instituto de Apoio as Pequenas e Médias Empresas e
ao Investimento ) - Institute of Support to Small and Medium
Sized Enterprises and Investment

Another key agency for SMEs export promotion is M¥H, also under the Ministry of Economy
and Innovation. IAPMEI plays a significant role tine EU programs for internationalization;
indeed, it manages a large part of the funds chedne firms because SMEs, has shown later in
this report, represent the great majority of Parasg firms. In contrast with other public agencies
like AICEP, IAPMEI is specifically orientated towds individual firms and projects, particularly
at their infant phases. Also, this institute is wghced to benefit from synergies with the other
agencies (including in other areas like innovatidn)spite of the fact that its programs, under
previous QCAs as underlined before, have mainly supported nmizitiion, in general, not
necessarily internationalization, since 2006, thees a major change in its strategy following
that of PRIME/SIME: the Institute is now much morfecused on innovation and
internationalization in the projects that are appdh and in a very selective way. Within this new
strategy, IAPMEI also participates in the managenoériechnological centers, and try to make
the bridge with SMEs for commercial and appliedposes. As far as the prioritized sectors are
concerned, we refer to some technological nichesrenewable energies (wind, tides),
biotechnology, and pharmaceutics, at the same tiénnovation in traditional sectors is also
strongly encouraged and some successful experi@mesyed, especially in footwear, where a
few initially small competitive firms have grown értonsolidated their position. At the same
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time, in the course of the internationalizationqass, IAPMEI has supported firms that already
export and have showed some potential to be fudéeeloped.

D. Ministry of Foreign Affairs and the economic dip lomacy issue

Since the early 2000s, there were policy initisgiveoarticularly led by the Portuguese
governments that entered in functions in 2002 a@@d52 towards closer cooperation in the
internationalization process between the agendidgedMinistry of Economy and Innovation and
the Ministry of Foreign Affairs. In the meantimeore integration between the two external
bodies became reality (for instance, they hold tjaimeetings on prioritized markets, and
ICEP/AICEP agents now respond to both hierarchfeShus, there is a natural move to work
together and to explore all synergies. In any cdbe, foundations of a true “economic
diplomacy” and its strategic mode of operation,pitesmany references, officially as well as in
the media, are not yet quite clear, and some prubleeed to be previously solved (for example,
different cultures in each public administrativedipanvolved in the process, etc.; Ribeiro, 2007).
Probably, this cooperation will become more coesistin the future if the institutional
framework for internationalization stabilizes ansbabecomes consolidated.

34In November 2006, it was created a commissionderghe cooperation between both Ministries.
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I\VV. The institutional framework of Portuguese
trade strategy (I1): Employers’ federations and
related organizations

Obviously, what follows is not a complete pictuffeatl the private actors playing a role in the
Portuguese internationalization scenery, and thiatribute to the design and implementation of a
trade strategy at a national level. In this chaptee only refer to the most representative
federations or those organizations that, for saeasan, have a relevant impact on this process.

A. AIP (Associacéao Industrial Portuguesa, Confederacéo
Empresarial ) — Portuguese Industrial Association, Confederatio n
of Employers

AlP-Associacao Industrial Portuguesgathe oldest companies’ association in Portugelia 2007
celebrated its 170anniversary. In present-day, it continues to @lapajor role in the Portuguese
strategy of internationalization. Within AIP, membiigms pay a fee and are regionally organized
—by distrito, an intermediate level of the Portuguese politadininistration—, benefiting from
some support services, particularly in their indional activities (participations in fairs,
information on foreign markets, in the search faelinational partners, and so on). AIP has a
national expression, but its activities and linke aore concentrated in South and Centre of
Portugal.

As an organization, AIP has three sections: instibal, enterprises, and instrumental
(the organization of missions —receiving and segdinand training activities with COPRAI, its
center for professional training). It is importdatnote that especially in the post-war, AIP has
persistently lobbied for the internationalizatioh Rortuguese economy and firms, even before
1974: among other actions, it was a strong suppoft¢the EFTA membership in 1960, and it
was one of the main negotiators of the 1972 agreemi¢gh EEC defending a greater openness to
the Portuguese economy. Also, under its auspitess elaborated the firsGlia do Investidor
Estrangeird (a guide for the foreign investor) in Portugalohd importantly in practical terms, in
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the 1960s, AIP started the organization of theira Internacional de Lisboahat has
progressively been expanded to many industries.

Beyond numerous bilateral partnerships throughleitworld, AIP has a large score of
international links including Business Europe, BIA@CDE), UEAPME (UE), AICO
(Associacao Ibero-americana de Coméjcioutside Portugal, AIP also disposes of brandhes
Brussels, Luanda, and Maputo. It must be stredsatd in its international activities, AIP has a
close partnership with public agencies and relatg@nizations (like Chambers of Commerce),
and it is closely heard by the governments on nspegific issues.

As far as the internationalization and competitesnstrategy is concerned, AIP, since
2003, publishes yearly th@éarta Magna da Competitividadén the introduction to the 2006
report (that of 2007, will be published later tlyisar), AIP exposes its vision in order to make
Portugal,“in the next ten years, one of the most develoged attractive ten countries of the
European Unioh, and considers as substance of this stratdfg ‘treation of competitive
advantages in the traditional European markets, ahd diversification of the trade and
investment relations imply more intense connecthmtg/een the economy and the technological
and scientific system with advanced markets anthpes’. Regarding geographical orientation
outside EU, in its preamble the Carta Magna priwd the USA and the countries of CPLP, the
Community of Portuguese-speaking countries (Br&il.OP and East Timor). Before making
the analysis of the competitiveness’s performairtlce, report presents the “great objectives”
through a list of targets concerning two levelgHg new strategies of firms, 2) and the public
policies. The document also proposes a set of goactices and “intelligent strategies” for these
private and public actors. Indeed, during the yastrs, AIP has insisted on the crucial importance
of the creation of networks and economic intellgemmechanisms within the context of
Portuguese firms’ internationalization.

AEP (Associacdo Empresarial de Portugal) - Employer s Association of Portugal
(the sister association of AlP)

The AEP- Associacdo Empresarial de Portugmrather similar to AIP in many respects,
particularly in the way they are organized, anthimactivities they develop. Like AIP, AEP has a
national expression, but is more concentrated enNlorthern part (thus, in a way, there is a
territorial division of the country between bothganizations). Although there is no common
body between them, AEP and AIP share some projentsjointly organize international events
like fairs in Angola and Mozambique.

B. Forum para a Competitividade (FpC), and the Report led
by M. Porter

The Forum is a relatively small organization but, by reasqastly exposed just below, has
influence on the definition of trade and internatibzation strategies. It is specifically focused o
competitiveness and related issues. All the maipleyers’ associations and public bodies
related to firms are represented in Barum (private like AIP, AEP, CIP, as well as public like
IAPMEI). It is presently located at AIP headquaster Lisbon. It must be pointed out however its
close links with CIP- Confederacdo da Indastria Portuguesthe most representative
organization of Portuguese employers. Every yedR @ctively participates, with other
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employers’ confederatioris the trade unions and the government, in the natimiis leading to
the national guidelines for wages and other s@méties, known as the negotiations of the social
partners (toncertacdo socid). As AIP, CIP also participates in Business Ew@ofo some
extent, we may fairly consider the Forum as thee&aif CIP on the subject of international
competitiveness.

In its regular activities, the FpC diffuses viewslahe results of studies and reports on
Portuguese competitiveness, focusing on specifiecaf firms, particularly successful examples,
and some of its members frequently write or speathé media calling attention to competitive
problems of national industries and firms. From dirto time, the Forum also organizes
conferences and meetings on competitiveness.

The Forum is perhaps the main legacy, at least sloallly, of a study conducted by
Michael Porter's team in the first half of the 1896n the Portuguese competitiveness, and
published under its responsibility with the ti@®nstruir as Vantagens Competitivas de Portugal
(1994), i.e., to construct the competitive advaesagf the Portuguese economy. The follow-up of
the “Relatério Porter” was however quite poor. According to the Presid#nthe Forum (a
former Minister of Industry before 1995) here lies a significant part of thplanation about the
weak performance of the Portuguese economy duhegldst decade, particularly as far as
international competitiveness is concerned. Du¢hto importance of this subject in order to
understand the complexities of Portuguese tradgegly and its disappointing results since the
middle of the nineties, we make just afterwards@tssynthesis of the main questions raised by
the Porter's Report (PR).

The “Relatério Porter” as an attempt to build and s trengthen the competitive
advantages of Portugal: a presentation and some ref  lections.

One of the main messages of the PR was the neeahfapgrading of the traditional
industries. In this vein, those that were selettede intensively clustered, and monitored in the
light of their advances towards greater competii@as, the most important part of what was
called “Initiatives for the Action” in the Reportterminology, belonged to the traditional sector
(agriculture, manufacturing or services): autommbfbotwear, knitwear, tourism, wine, wood
products,where only the first did not clearly fit into théategory. Additionally, in the way to
stronger competitiveness, the selected clusterslghme complemented with public policies in
the areas of education, financing, forestry managgnmanagement abilities, and S&T (for more
details on this subject, see Porter, 1994). laksiral that such recommendations raised polemics;
insofar some people expected that a technologhigl Bang” was perhaps the right solution for
Portuguese competitive weaknesses. However, itigheof the Portuguese industrial structure
and international specialization in the beginnifighe 1990s, the PR obviously offered a more
gradual approach, and, for its authors the essewvdigin the methodology of clusters rather than
in this or that selected industry.

In retrospect, we have to recognize that the PR emuaaluable and reasonable
contributions to the improvement of Portuguese cgiitipeness, and tried to build it in a much

s Beyond CIP, and from the employers’ side, this tiegion also includes CAP €onfederagdo dos Agricultores de
Portugal (agriculture), CCS €onfederacdo do Comércio e Servig¢oetail and services), and CTGenfederagdo
do Turismao(tourism).

Btis important to add that, at the time of thegamation of the Report, there were a Ministry odustry (and
Energy), and a Ministry of Foreign Trade, and satisputes over competences had then arisen betlween The
initiative of the Report belonged to the formerisThlso means, institutionally speaking of coutsat Portugal was
still far from a deep integration between industeiad trade policies, as the experience of Japano#imer Asian
countries had popularized in the post war era,@slheafter the 1970s.
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more solid basis. Above all, it clearly showed ihexistence of true clusters in the Portuguese
economy; indeed they were shallow and embryonics Tan be easily illustrated if we compare
the forestry cluster in Portugal and Sweden (Poi@68, p. 233), a range of products where
resides one of the main comparative advantagesedPbrtuguese economy. To build strong and
dense clusters was thus fundamental. The optirmizaitid the development of the linkages inside
them would lead not only to more international cetitpreness but also to increased value added
exports, and very likely to more national addedigaxports.

In its search for new paradigms that could lead Rogtuguese economy to a better
performance, the Report also stressed the needhéradoption of innovative strategies of
competitiveness, not based on the factor priceo(iin currency devaluations) which was the
main pattern since the second half of the severiiiesthe differentiation of the product, with the
introduction of brands, and better logistic andribsition networks. We must emphasize however
another key aspect of the PR, it was the first g document (of “semi-official” nature)
stressing the risks of maintaining the Portuguesepetitiveness based on a rationale of non-
dynamic labor costs, and to show the inconsistesfcthis model inside the EU, particularly
where most member states were steadily walking ridsv&MU. From this perspective, the
marginalization of the PR was a dramatic turn: Bmrtuguese economy had a very poor
performance in labor and total factor productidtfeom 1995 to 2005, inasmuch as the national
level of labor productivity was already comparalyveery low?’ Under the circumstances where
the Portuguese economy was, the naive belief tmatabbundance of non qualified labor,
consequently low paid, was an advantage (accortiing superficial interpretation of the
theoretical predictions of Hecksher-Ohlin theorgargved to be more of an obstacle in the way
to rising competitiveness. Moreover, the lack oflamge industrial restructuring explicitly
addressed to boost international competitivenesmés of the main reasons that explain why
Portugal had so low unemployment rates relativieUiopartners in the 1980s and 1990s (think of
other “cohesion countries” like Ireland and Spaihe proposals of the PR in this field would
probably bring adjustment costs in the short terat bould positively contribute to the
overcoming of the most serious competitive problémsthe medium/long run. In a final
comment on this subject, we may say that with reimplementation of the Report’'s proposals
good and not so good things alike were all rejecteging the outcome a net loss for the
Portuguese economy and its competitiveness thatiif@yorable effects on the expected benefits
of trade strategie®.

In addition to the previous remarks, in the secbatf of the 1990s, disagreements
between the new government and the employers’ &gt and major entrepreneurs about who
should lead the actions to construct the Portugaesgetitiveness (government or employers?
each group proposing the other one as the drivéneoprocess!) reinforced the trend to its non-
sequitur, and subsequent oblivion, that is beifigeted on the FpC current activities.

37 See the data in European Commission, 2006, pp; B6garticular there is strong contrast betweertual and the
other member states of the “Cohesion” group, liletahd, Greece, and even Spain; a very low leveroductivity
characterized the Portuguese economy before thdlenad the nineties, and this was maintained inldésé decade,
for example, in 2000-2005, labor productivity pargon employed on annual average grew at 0.3% ritudro,
1.9% in Spain, 2.2% in Ireland, and 3.3% in Greece.

Btis interesting to point out that a few yearsdrefthe study of Porter in Portugal, a similar eipee occurred in
Catalonia, the most competitive region of the l@ePeninsula, that was appropriately monitoredvesmsisuccessful
in various respects; see Porter, 1998, pp. 266-269.
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C. COSEC and the organization of credit and finance  for exports

COSEC Companhia de Seguros de Crédjtis a different organization from those previously
described, but it is important to be considereduincontext. It is the main export credit insurance
company, leader in of the market in this criticedaof Portuguese export. COSEC is organized
according to OECD guidelines for premiums and terings a private company and its main
shareholder is Allianz (Euler-Hermes Branch). Imtipalar, its insurances are organized around
two great operational areas: regular risk, and wamwith political risk. Basically, short term
trade risks are insured and managed by COSEC ersyatem, while medium/long term trade
risks benefit from a state guarantee also manage@®SEC, under contract. Recently, the
company has also developed a new product covehirgPortuguese FDI outflows, whose
relevance is increasing as we saw earlier in #ypont; this new line however is not yet much
known. As far as these credits are concerned, @ag®@ similar cases, there is some discretion
in terms of the coverage offered by export destinat

The figures 8 and 9 illustrate some aspects ofattwity of COSEC in the coverage of
exports during the last ten years or so. It isrcthat only a small part of Portuguese exporters
insures its exports (eligible or not). Nevertheledse number of exports with insurance is
increasing, but slowly, around 15% of the tota@06, still less considering the eligible exports.
We may conclude that the great majority of the etgpbbave no insurances; very likely this has a
relation to the willingness of Portugal to penetrémto new and less known markets. For
example, in the 1970s and in the 1980s, most Peesey exporting firms had financial
difficulties, and of course they preferred to exgorsafe countries in order not to run more risks,
and much of this “culture” still persists, it isariging, but rather slowly.

FIGURE 8
EVOLUTION OF THE CREDIT INSURANCE FOR EXPORTS
(Million of euros)
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Source: COSEC.

Regarding specifically countries with political kjsthe public credits for exports
managed by COSEC, are being used to promote exigossme destinations, according to the
guidelines established by the government (for exempspecting prioritized markets). In 2006,
Angola absorbed 88.7% of credit available undesd¢hmnditions. Nevertheless, the total amount
of these credits has been negligible. AlthoughQA72 taking into consideration the objective of
increasing exports, the government approved mobstaatial credit lines for operations with
political risk, at the level of 300 million euro$his instrument may be an important push for
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exports to some specific markets. Anyway in thertskerm it is not likely possible to change
significantly this context; indeed, the limits tobstantial increases in public credit are greagitwh
certainly is connected with the general difficuttiation of the Portuguese public finances in the
last years, and the urgent need for their adjustriterorder to create a new starting potht.
Hence, in the short term, the Portuguese statehaattly concede more substantial support to
exporting firms in order to enter in less safe m#skor even to explore new markets, what is
reflected in the present of export flows. It mustaiso stressed that, according to the figuree9, th
great majority of the available credit insuranceased by firms, showing that this instrument may
be an important stimulus for exports.

FIGURE 9
COVER RATE OF PORTUGUESE EXPORTS BY CREDIT INSURANCE
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Source: COSEC.

3 Considering the evolution since the 1970s, theugoktse state lacks credibility regarding the mamege: of public
finances (in this respect, it was the first counryfficially violate the Stability Pact in 200and where the public
deficit reached a higher level in 2005; this sirais however changing in the two last years, tnedfundamentals
of public finance are improving); in these circuamstes, a prior effort towards a relative equilibriis thus
necessary in order to gain a new status in the ehark
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V. Trade relations with Spain, Brazil, and other
Ibero-american countries

The report must also include the analysis of Poresg trade relations with the other countries of
Iberoamerica; this is made in the present chapitr.us first look at the two most important
partners: Spain and Brazil, and to comment somectsof these bilateral relations.

As already underlined before, Spain became the mnathing partner of Portugal in the
1990s and particularly for exports in the early @0However, during most of the ®26entury,
notwithstanding neighborhood, Spain was a relatiwdcondary partner, and only after the
eighties, especially since 1986, when both coungigered the EC, trade and other flows started
to rise, in absolute and relative terms, almostyeyear without interruption up to 2007. In 2006,
the last year we have complete data, Spain abs@%dd6 of the Portuguese total exports to
Iberoamerica; a little less as supplier, but alsery high figure of 87.1% (table 12; see the table
6 for the case of EU-15 and other internationatrgas). Some actors in the bilateral protess
consider that these figures on the trade betwe#n dmuntries are overvalued; for example, on
the basis of better maritime transport network pai8 (e.g., the case of Vigo's port, very near to
the Portuguese Northern border), the reverse noglirie; also, the existence of more favorable
and larger public schemes to support exports, EtuBuese firms, when possible, to use the
Spanish channels instead of national ones; we thimkever that only further research can
confirm if these arguments have any substance.

The high concentration of Portuguese trade in Spasraised some debate (Dias, 2006).
To a certain extent, it is a natural phenomenoafarsboth economies remained relatively closed
till the seventies and eighties of the last centand consequently, there was a historical gap in
their reciprocal trade that would be fulfilled imet conditions of freer circulation. Also, a part of
these flows is upgraded trade, indeed, the levehtod-industry and intra-firm increased often
being the result of FDI where subsidiaries of tame multinational corporation located in both
sides of the border export to each other componietparts of vehicles as in the case of Auto-
Europa. However, this concentration has develogea #@me where the Portuguese economy
clearly lacked a global and European strategy:ndutiie two last decades, the gains of European
market share have been much more significant fairSgman for Portugal. Moreover, if we look

0 For example, in the interviews we made in July200
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at pairs of other similar European countries (amaigers, Finland-Sweden, Greece-ltaly,

Netherlands-Germany, Ireland-United Kingdom), sitioe eighties the pattern of such bilateral

trade cases is more towards relative reductiore@ally of exports, rather than its increase (Dias,
2006, pp. 521-524). Taking into consideration thmparative low level of Portuguese openness
(see table 1), surely, this does not mean thatréae with Spain will decrease in absolute terms,
but that trade links with other countries, inclugliother member states of EU, might grow at a
relatively higher rate if a more comprehensive glothal strategy is defined.

TABLE 12
PORTUGAL: TRADE WITH IBEROAMERICA
(Million euros)

IMPORTS EXPORTS

2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
Spain 12265 12545 13750 14238 15378 5738 6687 754B43 9139
Brazil 657 661 858 984  123p 164 129 154 178 255
Mexico 172 129 158 256 26[L 73 58 71 87 139
Venezuela 123 25 17 11 211 14 6 10 12 17
Colombia 82 86 124 151 168 7 5 4 4 7
Argentina 172 181 161 150 98 26 26 29 36 49
Costa Rica 47 49 43 31 37 3 6 4 2 3
Chile 31 31 37 38 37 45 44 49 52 56
Peru 5 7 6 8 20 3 4 6 4 6
Cuba 20 19 36 8 19 5 3 3 4 6
Ecuador 29 30 31 38 19 4 2 2 2 3
Uruguay 13 15 19 21 1y 4 2 2 1 3
Paraguay 2 5 13 4 8 2 0 0 0 1
Honduras 3 4 4 6 7 1 1 1 2 2
Guatemala 1 1 2 3 B 3 2 2 3 2
Panama 16 13 10 14 3 5 4 3 6 6
Andorra 0 1 0 2 2 3 3 3 4 3
Salvador 1 1 1 1 ] 3 1 2 4 8
Nicaragua 1 0 1 1 1 1 1 1 0 1
Bolivia 0 0 0 0 1 1 0 0 0 1
Dominican Republic 0 0 0 0 L 6 3 2 2 4
CIP IBEROAMERICA 13643 13802 15273 15964 17524 6109988 7891 8345 9710
CIP TOTAL
PORTUGAL 42466 41754 45861 47644 51286 27398 28092 29576 8(R9B3631
CIP
IBEROAMERICANS(%) 32.1 33.1 33.3 335 34.2 223 24.9 26.7 28.1 28.9
Spain/CIP-
IBEROAMER (%) 89.9 90.9 90.0 89.2 87.8 93.9 95.7 95.6 95.2 94.1

Source: ICEP.

For other reasons, the case of Brazil is also \mtgresting and must be closely
examined. After a long decline and stagnation sitiee beginning of the 30century, the
economic relations between Portugal and Brazitedato rise again in the early 1990s. In fact,
during this period most of the bilateral flows hateongly been incremented but trade in goods,
particularly Portuguese exports, lagged clearlyidmbhhe others (Silva, 2002, 2006b). Indeed,
outside EU, and after the USA, since the late resd®razil became the most important economic
partner (i.e., not only considering trade in gobds also all the other remaining flows like FDI
and those of services). In particular, at the ahistage of the internationalization of Portuguese
firms through FDI, in 1996-2000, Brazil was the mdestination of these outflows (Silva, 2005),
and it still is the most salient presence from ¢kévard FDI stock perspective (figure 6). This
was an important move in order to diversify Poreggl economic relations until then highly
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concentrated in EU, but a significant part of thesestments came from firms of the services,
like utilities of the telecommunications and electnergy (firms like Portugal Telecom and EDP
— initially Electricidade de Portugal, invested a large part of the total), searchiog dn
expansion in the Brazilian market in order to ims® their scale at a world level, and had no
impact on trade. Also several commercial servidestburism and transports have considerably
been boosted since the nineties (in this bilatemak, increased trade in services has been almost
comparable to trade in goods during the 2000s),taadame is true of transfers, revenues, and
other flows, often in both ways. In spite of beimgre important in the context of Portuguese
foreign trade relative to previous decadfdsy the middle of the 2000s, trade in goods haarble
lost weight in the whole of bilateral economic telas since the early nineties (Silva, 2006b).
Moreover, according to the data provided by INEpats to Brazil remain dominated by
traditional products: olive oil, wines, fish, efeand trade is basically inter-industry. So, exports
to this country, in its dynamics, do not seem titofe the rest of the other flows of current and
financial accounts, despite the general increatiesise links.

Regarding the other Iberoamerican countries, ir6208ly in four cases the Portuguese
exports represented more than 10 million euros: ibdexChile, Argentina, and Venezuela.
Almost all these countries are more important gplsers; and the larger and the most consistent
surplus in 2002-2006 was observed in the trade @itthe (table 12); it is relevant to stress that
there is also an Association Agreement betweeneCGinld EU since 2003 (like for Mexico, as
already underlined before). If we exclude Spain Braizil, however, the Portuguese exports to
these countries presented a very modest figuranlgf @67% of the total in 2004, decreasing in
relation to 1994 (0.81%); for the same years, inpavere 1.43% and 1.49% of the total,
respectively. It is obvious that they are quite gizal trade partners for Portugal except in very
few cases like Mexico, Argentina and Chile. Asdarexports are concerned, it is claimed by the
Portuguese side that barriers still persist in maages; this is perhaps true insofar trade
agreements with EU seem to have contributed te raede with Mexico and Chile. Anyway,
there is no specific and continuous approach teetimearkets that for Spain are relevant clients.
In 2003, for example, Portugal exported to theastites (i.e., excluding Brazil) no more than
171 million euros, while Spain exported 2633.4 imilleuros, a ratio of only 6.5%; in contrast the
Spain is relatively much more present in the Brazimarket (table 13).

TABLE 13
EXPORTS OF PORTUGAL AND SPAIN TO BRAZIL 1996-2006
(Million US dollars)

Portugal Spain Ratio %
1996 210 900 23.3
1997 220 1114 19.8
1998 222 1190 18.7
1999 1517 1180 12.8
2000 169 1120 15.1
2001 198 1222 16.2

(Continued)

“11n 1990, in the trade of goods, Brazil was the 12thplier and the 23rd client; the equivalent fegufor 1998 were
11" and 14, and for 2006 are 8th and 13th, respectivelycaitin some instability exists in these flows, maitilye
to exchange turbulence in 1998-2003.

42 According to the data of INE at four digits for Bd01509 —olive oil with 23.2%; 2603 -copper mineralwith
13.5%; 0305 -dry fishwith 9.9%; 2710 -eil with 8.5%; and 2204 wine with 6.4% represented 61.5% of the total
exports of goods to Brazil; the same five produetgesented 57.2% of the total in 2005. It has lpremed to be
very difficult to change the pattern of Portugupseducts exported to Brazil, even in spite of thestantial increase
of all the other flows.
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Table 13 (Conclusion)

2002
2003
2004
2005
2006

970
970
1170
1330
1430

17.4
14.7
16.2
17.1
21.8

Source: MDIC.

Summing up, except in the case of Spain, and testent Brazil, this important world
region seems not yet to have been explored by fese exporters. It does not make much sense
if Portugal has very intense and integrated trades lwith Spain, and has relevant economic ties
with Brazil in a long term perspective, that th&atiens with the other Iberoamerican countries

are almost without meaning.
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VI. Export performance of firms: Some cases

In this chapter, we are focused in the export parémce of firms: firstly, we give a brief account
of the distribution of Portuguese firms by sizeinting out the small number of internationalized
firms, and the role of big exporters among thencosdly we analyze a few selected cases of
exporting firms according to the relevant informatithat was available at the time of the
research. Of course, more large and in-depth stuatie absolutely necessary in this key area for
internationalization, but, in our context, the deaips mainly instrumental in order to have a more
complete view of the Portuguese trade scene, akidaw how it actually works.

The figures provided by INE (table 14), and using ¢triterion of employment, show that
the smashing majority of Portuguese must be canobsidered as SMEs — micro, small, and
medium sized firms. In 2004, big firms represenésd than one thousand (873), but they assured
25% of the employment, and 30% of the overall tuemoWithin SMEs, micro firms were 87%,
the small ones 11%, and the medium-sized firms wermore than 1.6% of the total; in terms of
employment and turnover, however, these three ca=gshare relative approximate proportions
from what is not absorbed by the exiguous althaighificant number of big firms.

TABLE 14
DISTRIBUTION OF PORTUGUESE FIRMS BY SIZE*(2004)
Number Percent Average size
N°firms Employment Turnover (employment)
Micro 315 thousand 87% 27% 23% 2
Small 41 thousang 11% 28% 24% 19
Medium 5.9 thousand 1.6% 20% 23% 95
SMEs 362 thousand 99.8% 75pb 70% 6
Big 873 0.2% 25% 309 778

Source: File of statistical unities of INE.
*Only using the criterion of employment.
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In the universe of Portuguese firms (the total nemtf societies is 363 thousand, not
considering entrepreneurs in individual name), oalytiny part develop export activities.
According to the figures provided by AfP about 28 thousand firms are registered as having
some time exported and the number is being incdeasaecent years, yet not more than 10
thousand have regular export activities (what mgaogimately 2.75% of the universe, 21% if
we exclude the micro firms). In these circumstanieas obvious why presently one of the main
objectives of the Portuguese trade strategy, wpebdic and private actors agree, is to increase
the number of exporting firms.

Portuguese firms are also few among big exportatdg 15). Indeed, within the twenty
greatest exporting firms that assured 30.7% oftthal exports of goods in the' uarter of
20062 only five had the majority of their shares in trends of Portuguese owners, and three of
them exported forestry products (paper and coreign investment was thus leading from this
perspective, and Germany is the most representaatryo with six firms, including three among
the five big exporters, if we consider in the graDimonda, whose capital is disperse but has its
headquarters in Munich and was created by a Gefirmapas detailed just afterwards. In the list,
the USA had four presences; and the other firmsewsr various national origins (France,
Norway, Canada), and included two Spanish subsdiaRepsol,” and Siderurgia Nacional
(Ensidesaf® In this same respect, it is interesting to referanother database (COFACE),
because it offers the ranking of exporting firms goods and services (thus, including
construction, transports, etc.); in general, tlisrse confirms the previous distribution by origin
with a few exceptions. So, for the full year of 800n the ranking of the twenty greatest
exporting firms there were six Portuguese, four n@ars, three from USA, three French
(including one with joint Greek capital), and themaining four were from Italy, CanatfaUk,
and Norway.

It must be pointed out that, by number, the autdradhdustry was the most represented
sector in table 15 with seven firfisNevertheless, two of them, Opel Azambuja (Germamg)
Delphi (USA), just closed their factories in 20Qfe first is concentrating its installations in
Spain and the second went to Romania (illustratingt we have written about the high mobility
of Portuguese FDI inflows). This seems to confirtmiwas emphasized in the empirical part of
this report (chapter Il, point D), that the itemdtar vehicles and other transport equipment” is
losing some weight in the context of Portugueseorsmf the 2000s (table 7). The case of Auto-
Europa (Volkswagen group) is also representativibisfevolution: its turnover reached a peak in

3 AIP NewsletterNovember 2006.

*In relation to the same period of 2005, where tecgntage of the twenty greatest exporting firms @a.2% of
total this is a considerable increase.

*>The most important Spanish investment from the tpofrview of exports was the acquisition by Repsblthe
complex Borealis at Sines Refinery site; oil pribetping, Repsol that has also a large networketrfop distribution
stations, ranked'5in the exports list; it the must be added thatghsject of Sines, launched in the period 1968-
1973, as referred to in the beginning of this repfnctioned for decades at a very low level sfdapacity, the
maintenance of high costs and the lack of extdimiehges not allowing its optimization from the eomnic point of
view.

6 Siderurgia Nacional is the main Portuguese firthbasic metallurgy industry; it was active sitiee beginning of
the sixties, and was nationalized in 1975, aftstrueturing that led to a drastic reduction of agpacity, it was
privatized in the nineties and acquired by foreigms. The Spanish Ensidesa presently owns thesangart of its
shares, with two factories mainly producing thecafled “a¢os longos”; also, Siderurgia Nacional usasider
(owned by the Brazilian company CSN - Companhigeidyica Nacional) ranks second in the productibthe
sector with “acos planos”.

*"The following data come frorRorum EmpresarialVol. X, n® 138, published witdornal de NegdcigsFebruary,
22, 2008.

“8 Like in table 15, it is Somincor, linked to the idtion of copper.

49 Blaupunkt, for example, is owned by the group BéS@mens and mainly produces auto-radios.
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2001, and the peak of unities produced was reaochd®98 with 138.890; after a period of
relative stabilization until 2001, the total protlon gradually fell to 81.835 unities in 2006.
Nevertheless, regarding this firm, some recovemgxisected for 2007 and in the coming years,
with the launching of the new model E&S.

TABLE 15
PORTUGAL: 20 GREATEST EXPORTING FIRMS IN 1 5" QUARTER OF 2006

Ranking in 2005
1- Petrogal (Energy/Portugal) 20
2 - Qimonda (Technology/Disperse but German oyigi 3°
3 - Auto-Europa (Automotive/Germany) 1°
4 - Opel Azambuja (Automotive/Germany) 40
5 - Repsol (Energy/Spain) 6°
6 - Soporcel Figueira da Foz (Paper/Portugal) 50
7 - Blaupunkt (Automotive/Germany) 7°
8 - Peugeot-Citroen (Automotive/France) 9o
9 - Portucel Setubal (Paper/Portugal) 8°
10 - Continental Mabor (Automotive/Germany) 100
11 - Hydro Aluminium (Aluminium/ Norway) 13°
12 - Delphi Automotive System (Automotive/USA) 12°
13 - Comp. Aveirense Comp. Ind. (Automotive/Portuga 11°
14 - Somincor (Mining/Canada) 15°
15 - Visteon Portuguesa (Electronics/USA) 18°
16 - Phillip Morris- Tabaqueira (Tobacco/USA) 190
17 - Amorim & Filhos (Cork/Portugal) 23°
18 - Dow Europe (Plastics/USA) 17°
19 - Vulcano (Heaters/Germany) 20°
20 - Siderurgia Nacional (Steel/Spain) 34°

Source: INE and Cémara Portuguesa de Comércio amlBr

Afterwards we refer to several cases of internafiaation carried out by individual
firms, particularly in the field of goods’ exportd/e do not intend to show a set of representative
cases of the whole universe of Portuguese firngduding foreign subsidiaries) in relation to our
central matter, rather we aim at the emergencewfproblems and perspectives relevant to this
study through the record of recent experiencefefafirms.

“Qimonda Portugal — Leader of national exports”

Qimonda Portugal (ex-Infineon Technologies) thad hafactory of semi-conductors at
Vila do Conde, Northern Portugal, is the new leaafenational exports. Between January and
March 2007, and according to INE, the firm jumpedtie first place in the ranking exporters
(this place belonged to Auto-Europa, on annualshadmitween 1996 and 2005)ndeed, it was
the firm that has more contributed to boost thealtaxports of goods by 10.7% and,
consequently, to the fact that the Portuguese engpiritad an improvement of 6% in coverage of
its balance of trade. Comparing with the equivalesmtiod of 2006, Qimonda Portugal exports

0 ExpresspAugust, 18, 2007.

1 This phrase was picked up from the Portuguese escnoedia by the middle of July 2007 (for examjaeRblico
11.07.2007).

2 Not surprisingly, according to COFACE sources, je$trred to in the main text, the first placehie tinnual ranking
of 2006 went to Petrogal — Petrdleos de Portugal, S
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evidenced an increase of 40.8%. In the first fismahester that ended in March 31, 2007, the
sales of this firm reached 2.1 thousand milliorosur

With 1800 employees, Qimonda is the greatest Eamopactory of assembly and test of
memory products, property of Qimonda AG, whose feaders are in Germany. Its production
of semi-conductors, in particular DRAM memoriesdestined to computers, servers, and other
digital terminals, like MP3 devices, cell phonegjitdl cameras, and game consoles. In 2005,
Qimonda Portugal had a turnover of 997 million euaad 1413 employees. The firm exports all
its production to distribution centers located isigh Europe and the USA, from where they arrive
to the clients. In 2004, Qimonda had exported 84dllfon euros.

At the origin of this firm was Infineon Technologie- Fabrico de Semicondutores
Portugal created by the Siemens group in 1996ugir@ greenfield investment under the initial
denomination of Siemens Semicondutores. Later, &wrmmade a spin-off and 30% of the firm’s
shares were distributed in the New York and FramkBiock Exchanges and took the name of
Infineon Technologies AG. In the beginning of 200&jneon acquired the rest of the shares
belonging to Siemens, becoming the owner of altdgital. In May 2006, Infineon Technologies
Portugal changed its name to Qimonda Portugal.

At the time where Qimonda was emerging as firstoetgp, in March 2007, after
negotiations with API, the firm had signed with tR®rtuguese government a contract of
investment of 70 million euros, and was planning ¢heation of 140 new jobs; from this amount,
four million euros would be channeled to profesalotmaining>® With the completion of the
present program of investments, Qimonda will bectimesecond greatest foreign investment in
Portugal (after Auto-Europa).

Why such developments? It is not easy to find auate answer. Prima facie, by the
scale of its exports, Qimonda Portugal seems dat&bcase of success in the high technology
industries. Perhaps the main explanation liessiroitginal ties with Siemens subsidiaries in the
North of Portugaf.4 We must take into account that, some time agaon&mns established in this
area a pole of technological excellence at int&nat level (its location was recently disputed by
several countries), but with its local connectiamsl “good knowledge of the territory”, and in
fact, it was also this group that founded Qimondaictv reaped the benefits from Siemens
linkages, inside and outside Portugal. As refetoeid the beginning, German FDI how seems not
to be as present in this Portugal as it was befmenineties® but maintains its roots and has
provided some of the best examples of impact oresgsee table 15), particularly of new and
upgraded products.

This case of Qimonda illustrates well the potentiithe Portuguese economy in the
export of a new product of high technology throutjie gradual accumulation of small
advantages. It is necessary however to expand arstréngthen experiences like this one,
providing it with a more competitive environmenterl future of Qimonda will be at risk if it
remains an enclave vis-a-vis the rest of Portugeesmomy and exports. For example, in the
middle of the 1990s, there were strong expectatbmmeerning the automobile industry, but the
lack of a deep and effective competitive clusteemss to have contributed to its present weaker
position.

3 The financial support of professional training,aiigh EU funds, European Social Fund in particutanne of the
main forms of public aid to investment, namelyflareign firms.

>4 Siemens is in Portugal since 1905; in the last dedavested around 1000 million euros in severajgats and has
2000 employees.

s According to the data of AICEP, Germany was howeéwet006, the country with the highest contractedestment,
but not necessarily that with the highest effectimaual investment.
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RENOVA

Within the Portuguese context, Renova is an intergsase of internationalization, often
referred to as an example, especially as a braatcgttined its own place in the foreign markets.
Located in Torres Novas, in central region of Pgatuthe firm is presently one of the most
important fabricants of hygienic and cleaning pidun Southern Europe. But, for generations,
it was a simple old familiar company, whose rootskmck to 19 century, and, taking into
account this background, has around 200 sharelsolder

Let us start with some basic data about Renova:

* Main countries to where the firm exports: Spairgriee, Belgium, Luxemburg, USA,
and Angola; but has received orders from 57 diffemuntries from Dubai to New
Zealand;

* International presence: France (Renova France S8pajn (Renova Espafa, SA),
twenty agents in the European markets, and otteeit/SA;>®

e Annual turnover: in 2005, 120 million €;
* 9% of exports in turnover: in 2005, for the firshe, more than 50%.

In 1991, Renova began its internationalization pgif, more precisely in Andalusia, but
quickly moved to Madrid where the main distributioetworks were centralized, and, therefore
more accessible. The Spanish market of these pioudias then close to saturation. To penetrate
and gain roots the firm was “condemned” to innoviatavhat it was successful, creating and
strengthening its brand. In 2002, Renova arrivedriance, and, in 2005, it was the time of
Belgium and Luxemburg. At the same time, the filsbaeached the United States, giving to the
internationalization of its brand a more global/fia

It is clear that Renova constructed its way to gdiare in the foreign markétdased on
innovation (instead of price which was the moralitranal behavior of Portuguese firms and
leaders) and put the proximity to the client at thee of the company’s strategy. Analyzing the
internationalization path of Renova, its marketiliigector emphasized: “we are always launching
new products, we know that innovation is ephemdralpur market the products are easily
imitated; more difficult is to imitate the behaviof the mark, that of innovating all the tim&”.
According to the information provided by the firon average, two new products are launched
every month?? As complement to this strategy, and in order teedise the new products, the
Renova has had an “aggressive” way of communicatimough marketing campaigns that
became one of its more outstanding images for émeml public. Of course, innovation and the
commercial launching of new products require presicesearch which is the other key element
of the company’s strategy. Contrary to many otherti|gjuese firms, Renova is well equipped
from this point of view, and has its own technoldgy production. Research teams are organized
aiming at the study of the qualities of intermedigioods used in the manufacturing of its
products, among others, in the areas of aromatenddvelopment of fibers.

¢ Renova has recently announced that was plannibgikd its first unity of production outside Portuiga Angola.

57 Being leader in Portugal, Renova has 6% of the Spanarket in its range of products, but it is disader in the
neighbor country in the segment of kidnappings; 2¥dof the French market where is associated witbhan and
Carrefour.

%8 Luis Samarago tBiario Econdémico November 11, 2006.
%9 Prior to its entry in the US market with a luxumpgduct, Renova had to patent its innovation.
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Iberomoldes

Iberomoldes was founded in 1975, and it is a remtagive firm of the moulds industry
where Portugal became internationally competitivehe last decades. Before describing this
case, we pay some attention to the developmentisfihdustry in order to understand its
environments and main problems. Almost inexistenthie early 1970s, by the middle of the
2000s, it was composed by 300 firms, in the greafority SMEs, basically concentrated in
Marinha Grande and Oliveira de Azeméis, both indbetral region of the Portuguese littoral,
slightly to the north, and are separated by ardustlkm. The labor force in this industry is about
7500 people. In 2005, its production was of 334iomleuros, and the exports 303 million euros
(i.e. 90.7% of the total); being clearly dependaminternational markets (the USA have been the
most important client of the Portuguese mouldsh tmay, and according to what was underlined
in the beginning of the report, this industry grdinst in the period where devaluations
determined the evolution of Portuguese exports, laigdr, since the nineties it succeeded in
adapting to the new competitive conditions. Of eseuliit is not a battle definitively won, and in
the last years, with the depreciation of the USBing price of oil (with deep effects in the
plastics industry, their main client as sector) antll 2005, a stagnation in some big European
economies, these firms are living in a difficultusition, but most of them stay in the world
competition trying to overcome the challenges.

Iberomoldes is located in Marinha Grande, an oldhufecturing area (with a long
tradition in the glass industry, but that is nowifay), where are the majority of firms producing
moulds. With 900 employees, Iberomoldes has grhddaleloped towards a complex structure
of an economic group with, among other divisiongranch of engineering and development of
the product, six unities of production, five spdizeed unities, a professional training school, and
an international department. The use of the aailatost advanced technology has been a
persistent characteristic of this firm since iteation. In fact, Iberomoldes is one of the greatest
world groups in the project and production of maeutif precision for the plastics industry and
injected foundry of light metallic compounds; itshalso a factory in Brazil, and offices in
Sweden and China.

Since its very beginning, Iberomoldes has a stexpprt vocation, and presently 95% of
its production goes to foreign markets (like, forample, Spain, Germany, Slovakia, Israel,
Mexico, Argentina, and China). In the segment ofulds to the automotive industry, the firm
exports 90% of the production, and the remainingp Ifpes basically to Auto-Europa, but its
dependency on this local client has been reduaetk sh few years ago. Beyond innovation,
taking into account that the main interface of éimoldes is with R&D departments of big firms
that naturally want to innovate; perhaps its motgstanding contribution to promote the
Portuguese internationalization lies in the fiedlprofessionals training and logistics. According
to its president and found® py the threshold of the 1990s, it was realizedth®y executive
board that tough world competition would come ia ttear future, particularly from China (with
much lesser labor costs), what implied more intensand qualified training of people to
specifically operate in the international markéts.a consequence, the firm has presently a set of
technicians that is “always” traveling to get infa@tion in several respects, and is trained
according to its needs and fragilities. Furthermdleromoldes also makes all the time a
remarkable logistic effort because, every dayaig to deliver its products in very distant places
like Germany, USA, Argentina, and China.

&0 Henrique Netan Revista Portugal em Exame (25.05.2006).
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EFACEC

EFACEC is another relevant case of internationatimaof the last decade. Almost one
hundred years old, and with cycles in its existéhdeis the greatest national group of electro
mechanics. The company employs more than 2000 @eogdPortugal (three complexes, and a
share of 30% of the market), and has 500 emplogbesad. Through investment and trade,
EFACEC has been constructing a large internatioealvork, and is present in more than one
hundred countries, having gained, often in partiiprsnany contracts of technical provision and
assistance throughout the woffdlts president claims that EFACEC although mairitejrits
Portuguese root is “probably the most internatieal of Portuguese firmg®,

EFACEC is organized around three fundamental asedgtions for energy, solutions for
transports and logistics, and solutions for engingeand services. According to the information
provided, EFACEC is world leader in the technologly very big transformers called the
transformers of Shell power type. Its exports asidally constituted by technology and solutions
technologically sophisticated, particularly wherpligd to energy and transports. In 2006, its
turnover reached 370 million euros, with 35% oladin foreign markets; and exported 104.7
million euros around 43% of the production in Pgaiu

Being in a difficult situation a few years ago (ttren had losses of 25 million euros in
2001), EFACEC succeeded in achieving a completedtwund where its international activities
made a significant contribution; and in 2005, eyt the second best performance in the
Portuguese stock excharfjeMore recently, considering that foreign markets igs main factor
of growth, EFACEC in order to substantially incredss size, presented an expansion plan,
dividing its operations in six great platforms: Pertugal and Spain; 2 — United States; 3 — China
and India; 4 — Brazil, Argentina, and Chile; 5 —gafa, Mozambique and South of Africa; 6 —
Northern African countries. Outside Portugal, theup has factories in China, Malaysia, Angola,
Mozambique, Brazil, and Argentina. In the contektRortugal, playing at the same time in
exports and in the internationalization of its protion, the group has demonstrated to be a
successful example in both fields. Although supmlyrelatively diverse products to different
areas of economic activity, EFACEC is specializedhie niche of very big transformers of the
Shell power type, and it is important to emphagtzat its international reputation is closely
related to the quality of its products, particufdts durability.

Obviously, here, we will not develop all the intational extensions of EFACEC, but we
only make some remarks to that purpose. The USihesmain destination of its exports, and
maintains a prioritized place in its expansion planthe coming years (with a target of 100
million euros as turnover in this country until 291 Looking now at its Latin American
activities, where the group is focused on mediunwvgy engineering and transports, and is
growing on the basis of the triangle: Brazil, Argea, and Chile. In this region its
internationalization began in Brazil, where EFACB®ns a factory in S&o Paulo, an office in
Salvador, and recently acquired a small specializedin Recife; in 2007, on the other hand, a
new unity was inaugurated, after enlargement, irdGlma, Argentina. In its turn, Chile is a client
since fifteen years ago, and in 2006, for exampleACEC exported to this country 11 million
USD in products, 7 million from Portugal, and 4 lioih from Argentina. Through its new plans,

61 Contrary to Renova however, during a very long tEACEC was tied to core foreign firms, initially Belgian
origin, and after Westinghouse, Mitsubishi, andeoghlater, it was acquired by Portuguese groups.

%2 Some of its clients include NASA, European Spaigéncy, and CERN.

83 Luis Filipe Pereiran Expressq16.06.2007).

% However, EFACEC went out of the stock exchange 0062 alleging that the group needs a cohesive obre
shareholders in this phase of its expansion, azaidwhl return later.

51



ECLAC - Project Documents collection Internatiopation strategies in Iberoamerica — The case diifoese trade

EFACEC has now a comprehensive approach to these lthatin American markets, while, at the
same time, it also seeks to expand its links tosvérd rest of the region.

At last, in an example that shows how operatesRbeuguese system of support to
exports, EFACEC had approved by the governmer2qBv) an incentive to increase its capacity
of production of big transformers for exports, fromelve to twenty unities; the firm will invest 9
million and 266 thousand euros, and the contrilbuttd SIME will be of 2 million and 517

thousand euros; other similar projects are beirgamed by the firm.
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VIl. Concluding remarks

Previously, in this report, we examined the magsues with respect to Portuguese trade strategy,
particularly focusing on the period post 1996.

)

ii)

In an overview of what has happened since the adempite being regarded as a small
economy, Portugal has demonstrated during thesaddecand through different
stages, a relative neglect of trade strategy, amdetissues have been often
approached under short term considerations and &hms of contempt (e.g., the
preference for the production of non traded gooidsparticular, a solid basis for a
sustained and competitive growth of exports hag/abbeen developed.

In the period under closer scrutiny, the empiritaia evidence several main trends
in a complex landscape: a) Portugal’'s share invibdd exports, particularly in
goods, has substantially shrunk since the earlgti@s; also, comparing to 1990,
unlike the majority of the other EU member staths,ratio of exports of goods and
services to GDP was reduced, and in 2005, wellvb&b averages; b) exports of
goods are shifting from low to medium (low and bhigiechnology products;
traditionally uncompetitive products of textilesJothing and footwear have
significantly lost weight in the total; c) the exppof commercial services have also
been diversified, they are now less dependent axiitional tourism receipts, and
new items have increased their share in the tdjatonsiderable current account
imbalances remain, but the balance of goods andcesrhas improved in various
important items, especially in the last years; &praa decade of very high
concentration of exports in the European Union{idticularly in Spain, a move
towards their diversification is perceptible afg8l05; Africa (Angola), Asia, and the
new EU member states are clearly gaining weighegi®ns of destination of goods.

The analysis of the programs of public agenciesagiang EU funds shows that they
have incorporated a component of internationabmatibut only in 2006, the
internationalization and competitiveness issuesitmeceffectively more focused on
precise targets, and a tighter control of the msc@so seems to be in course of
implementation. ICEP, that recently became paAIGEP, has a potential, but most
of the time has been a relatively passive playehénforeign trade scene by several
reasons (for example due to the instability ofitasbnal framework or to the lack of
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Vi)

clear strategic objectives); after 2005, howevemare dynamic path of ICEP,
AICEP since July 2007, towards a sustained inteynalization was initiated. Given
its proximity to firms, particularly SMEs, and tieet management of specific projects
with EU funding, IAPMEI can play the role of a levim the internationalization
process. In the institutional context relevant foade, the issue of “economic
diplomacy” (thus, also including the Ministry of feign Affairs) has raised some
interest as instrument of promotion parallel toeotimstitutions, yet the bases of the
process do not seem clear or stable.

Employers’ federations and related organizations @mportant players in the

elaboration of a strategy addressed to the probleinieade, competitiveness, and
internationalization, and they cooperate in manyioas with public agencies.

Nevertheless, a more ambitious plan to developoaeclpartnership aiming at the
construction of the competitive advantages of R@attubased on Michael Porter's
methodology of clusters was blocked in the middfette nineties on several

grounds, and did not produce the expected systeffécts. More recently, AIP has

insisted on the necessity of creating internationatworks and implementing

economic intelligence schemes in the approach terriational markets by

Portuguese firms. At the same time, the organiaatid credit and finance for

exports, particularly as far as concerns publicrgoiees does not seem much
developed yet, and it is a limitation for firms thaant to operate in unknown

markets or with political risk (except in a few easparticularly in Angola).

In the 2000s, Portuguese trade with Iberoamericab®®en highly concentrated in
Spain, and although the economic relations withzBrhave also undeniable

importance (i.e., FDI, commercial services, remit&s, etc.), trade in goods,
particularly exports, remains a small expressionthie total. From the trade

promotion point of view, these two countries haveer prioritized targets,

particularly Spain, but the rest of region has bgemerally neglected: the economic
relations have not been optimized nor object obmprehensive approach, and the
Portuguese flows with the other Iberoamerica agarty under potential.

Only a tiny proportion of the Portuguese firms depeexport activities, and foreign
firms clearly dominate the list of big exporterdelreport analyzes some cases of
firms, Portuguese or with foreign origin, that havad an active role in exports
during the last decade: it is obvious that therm imany firms a high potential for
exports, including the launching of new productsl éme entry in new areas and
regions, especially when their orientation is vietlused on the client, and they take
profit of advantages, sometimes relatively ancidmugh adjustment to present-day
demand and technology. Taking into account theadvegsults of exports since the
nineties, one of the main problems of Portuguesdetiseems to lie in the difficulties
of multiplying the good examples of a few firms andgiving them a greater scale
like other European countries have made duringptist-war, including in the more
recent decades of economic restructuring.

In his study on trade relationships with Europeaniod (14) in 1995-2004, Ferreira do
Amaral, an influent policymaker adviser, summarittes main problems of Portuguese trade in
the following terms:

“Portugal is suffering in its foreign trade, fronhé exports point of view, the greatest
negative shock, in peacetime, since reliable stesigre available.

The reasons of this shock are tied to the emergehioig) countries in the world economy
such as China and India, and to the EU membershigastern European countries which is
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having a very profound effect on exports to then@er market that until a few years ago was our
main client.

The Portuguese economy was not able to become etjapt due time, to this double
shock, perfectly predictable and that was predicted the contrary, during more than a decade
economic policies were adopted that, objectiveliyilpged the production of non traded goods
to the detriment of the production of traded godasly very recently the economic policy shifted
away from this course and some significant impramsh were possible in the attraction of
foreign investment and in the creation of a monofable environment to the output of traded
goods” (2006, p. 4).

This author is right in emphasizing the importantadaptation in order to overcome the
main challenges the Portuguese economy is facirterfield of international competitiveness
and increased competition entailed by globalizattoRurope and elsewhere. As member of the
European Union, and particularly as participanttie Euro Area, Portugal has a lot of
opportunities and advantages (almost no constiaitiee balance of payments, easy access to the
most advanced industrialized markets, structuealdfers, etc.) that are not available for many
other countries throughout the globe. It has beamahstrated however that the country has had
difficulties in taking advantage of these favorabtenditions, particularly in their transformation
as levers of a successful trade in comparativeselynder this perspective, the importance of
economic adjustment and restructuring to world deinan due time if not in anticipation, is
crucial. As we have put it in the beginning of theport, in the analysis of the last decade or so,
one of the main questions of the ongoing debatehisther changes occurring in the Portuguese
trade scene after 2005 are (or not) a turning paithe path to deeper adaptation, leading to a
more competitive integration into the world econon@f course, a few steps in the good
direction have been taken, yet it is too early itee ga fair answer to such a question, and the
evolution is not enough clear in several importagpects; thus, acknowledging some actual
signs of change, we are in face of an evolutionh tmast be closely monitored. Anyway, a deep
turn towards greater competitiveness needs soliddations, and their construction is a long
term process.
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