
Estudos de Economia, val. XI, n.D 4, Jul.-Set., 1991 

FOREIGN PUBLIC DEBT AND ECONOMIC GROWTH 
IN PORTUGAL 1830-1985 (*) 

Eugenia Mata (**) 
Nuno Valerio (***) 

1 -Introduction 

This paper is a summary of the main results of a research about the evo
lution of the foreign public debt of Portugal between 1830 and 1985. It will be 
concerned only with the broad lines of the theme. Further details about shorter 
periods may be found in papers and studies quoted in sections A and B of the 
list of references. A summary of the more relevant figures may be found in 
tables 1 and 2. 

The study of the history of contemporary Portuguese foreign public debt 
may begin in the 1830's. As a matter of fact, in spite of all foreign loans con
tracted before that epoch, no significant foreign public debt existed in 1830, when 
the decisive phase of the civil war between the absolutist government and the 
constitutional rebels began. More specifically, neither the Portuguese participa
tion in the so-called French wars (1793-1795, 1801, and 1807-1814), nor the 
problems that led to the independence of Brazil (suspension of the colonial pact 
in 1808; proclamation of a United Kingdom of Portugal and Brazil in 1815; dec
laration of independence in 1822) led to the permanent existence of a signifi
cant Portuguese foreign public debt, because the debt due to the French wars 
was paid with the indemnities of the Treaty of Viena (1815) and the debt due to 
later incidents became Brazilian debt. Internal debt and depreciated paper-money 
currency were the financial consequences of these events, but they need not 
concern us here. Of course, a more detailed study of these epochs is needed, 
but it is impossible to go into such a task here. 

2- A first cycle of indebtness -1830-1856 

Both the absolutist government and the constitutional rebels borrowed money 
abroad during the decisive phase of the civil war (1830-1834): 40 million francs 
(£ 1, 589, 193) in France for the government; £ 4, 600, 000 in Britain for the 
rebels (the higher figure for the rebels merely reflects their lack of a sizable 
tributary basis until mid-1833). As the rebels won and became governmment, 
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the absolutist debt was repudiated, though an indemnity of 2.5 million francs 
(£ 99, 325) was paid to bondholders in 1891 to stop worrying attempts to dis
turb Portuguese borrowing in France by some of them. 

The post-war years saw three new loans of £ 2, 900, 000 (£ 1, 000, 000 to 
be used in an attempt of a monetary reform; £ 900, 000 to pay debt service; 
£ 1, 000, 000 to cover general expenditure), and a first conversion to reduce 
the interest rate, from 5 or 6% to 3%. This conversion was not enough to avoid 
a first su,spension of payments in 1837. That suspension put an end to the bor
rowing phase of this first cycle of indebtness. During it, the Portuguese govern
ment had contracted loans of about 9.1 million pounds that produced about 4.1 
million pounds. No sizable part of this money seems to have been devoted to 
capital formation. 

Payments were resumed in 1841 with an attempt to consolidate the debt 
at 5%, followed by a new conversion in 1845 to 4% of interest and a promise 
of payment in a period of sixty years. However, these manipulations did not 
prevent a second suspension of payments in 1846. 

A definitive conversion and resumption of payments was obtained in 1852, 
though the initial conversion plan had to be modified in 1855 to obtain the quo
tation of Portuguese bonds at the London Stock Exchange. A new loan in the 
next year was the start of a second cycle of indebtness. 

By the middle of the 19th century, the foreign public debt of Portugal 
amounted to about one fifth of the national income, and its service amounted to 
about one sixth of public receipts, and to one fifth of exports. (As a matter of 
fact, service was not being paid, as explained above.) 

The 1852 conversion did not reduce the capital of the debt (about 11 mil
lion pounds, because of capitalization of unpaid service), but reduced the inter
est to 3%, and suspended amortization. This reduced the ratio of foreign debt 
service to public receipts to less than one eighth, and the ratio of foreign debt 
service to exports to about one seventh. 

3- A second cycle of indebtness -1856-1902 

The borrowing phase of the second cycle of indebtness lasted for three 
and a half decades (1856-1892). It may be divided into three periods. 

The first period (1856-1866) was characterized by consolidated loans de
signed to be spent in public works. There were six loans at 3% amounting to 
£ 15, 476, 300, that produced about 7 million pounds, of which about 4 million 
pounds were spent in railroads, the other 3 million pounds being spent in other 
transportation facilities. This was an attempt to implement an economic devel
opment policy based on the building of transportation facilities financed by public 
loans. The plan was to pay these loans with the higher receipts that would be 
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later afforded by the economic growth. However, the plan did not work well, 
and budget deficits became a constant feature of Portuguese public accounts in 
spite of some economic growth. 

The second period (1867-1887) was characterized by a majority of consoli
dated loans designed to be spent mainly on consolidation of foreign floating debt, 
miscelaneous indemn~ies, and expenditure in general. There were eight new 
loans (six consolidated loans at 3% amounting to £ 42, 210, 000, and two re
deemable loans at 5% amounting to £ 1, 808, 400) that produced about 20 mil
lion pounds. Public works received about 3 million pounds; financial manipula
tions and current expenditure took 17 million pounds. 

The third period (1888-1892) was characterized by a majority of redeem
able loans designed to be spent mainly on consolidation of foreign floating debt, 
conversion of previous foreign redeemable debt, miscelaneous indemnities, and 
expenditure in general. There were four new loans (three redeemable loans at 
4 or 4.5% amounting to £ 667, 000) that produced about 15 million pounds. 
Public works received less than 1.5 million pounds; financial manipulations and 
current expenditure took about 13.5 million pounds. 

The total amount borrowed during the second cycle of indebtness attained 
about 89 million pounds. Until 1892, about 28 million pounds had been con
verted into internal debt, 2 million pounds had been converted into other foreign 
debt, and 2 million pounds had been redeemed. Adding the 11 million pounds 
inherited from the first cycle of indebtness, we get a total debt of about 68 million 
pounds. This was a huge amount, but the most worrying feature of the process 
was certainly the increasing rhythm of borrowing (1.5 million pounds per year 
until the mid-1860's, 2 million pounds per year between the mid-1860's and the 
mid-1880's, 7.5 millions pounds per year between 1888 and 1891). 

The early 1890's saw the consequences of such increasing difficulties: in 
1891 Portugal left the gold-standard (that had been adopted in 1854), and in 
1892 the payment of the amortization of foreign public debt, and of two thirds of 
the interest, was suspended. (There was an exception to this suspension: the 
service of the last redeemable loan of 10 million pounds at 4.5%, which was 
guaranteed by a company that received the tobacco monopoly in the country, 
went on being paid as initially designed. This allowed a small new loan of 
0.8 million pounds with the same characteristics to be contracted in 1896.) 

Negotiations for a conversion dragged on for ten years. An agreement was 
reached in 1902: all consolidated and redeemable loans affected by the 1892 
suspension were converted into a redeemable loan of about 35 million pounds 
at 3% to be paid until 2001 , which received the privileged guarantee of the 
customs revenue. (The loans that had escaped the 1892 suspension of pay
ments were paid until 1926.) 

By 1890, the foreign public debt of Portugal was higher than two fifths of 
national income, and its service amounted to about one fourth of public receipts 
and to about one half of exports. If we considerer that the Portuguese balance 
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of payments was always on the verge of high deficits, because of high trade 
deficits only partially compensated by emigrants remittances (coming mainly from 
Brazil), and that the early 1890's witnessed a short-term crisis in these remit

tances, we shall understand why the 1892 suspension of payments was una
voidable. 

The 1902 conversion meant a significant lowering of the burden of foreign 
debt: the capital/national income ratio became about one third, the service/pub
lic receipts ratio became about one fifth, and the service/exports ratio became 
about one third. Anyway, these figures were higher than those that had led to 
the crisis point of the first cycle of indebtness, and foreign financial markets re
mained closed to Portugal. 

4- A pause -1902-1950 

The exclusion of Portugal from international capital markets lasted until the 
post-second world war years, except for small floating loans. However, the first 
half of the 20th century witnessed four important events. 

The first of these events was war debt. As Germany declared war on 

Portugal on the 9th March 1916, the Portuguese government decided to send 

troops to fight on the European western front and asked for financial help from 

its allies. The Bank of England granted a 22 million pounds loan for that purpose 

(Portugal used £ 19, 084, 000 of this sum). According to the Treaty of Versailles, 

Portugal should receive a 49.5 million pounds war indemnity from Germany, and 

the Portuguese government promptly linked the payment of war debt to the 

receipt of the war indemnity, in spite of the British disagreemant. This led to the 
payment of only £ 947, 714 by Portugal until Germany suspended the payment 

of war indemnities in 1921, to the registration of £ 5, 390, 900 of interest by 

Britain, and to the postponing of a definitive solution until Germany resumed 

payments under the Dawes plan. A 1926 agreement between Portugal and Br~ain 

established a payment schedule for Portuguese war debt until 1988 (Portugal 

would pay£ 23, 925, 000, which had a present discounted value of about 5 million 

pounds at the prevailling interest rate of 8%). As a matter of fact, the Hoover 

moratory (1931) and the Lausanne conference (1932) suspended the payments 

when Portugal had paid only £ 1, 150, 000 to Britain and had received only 

£ 4, 635, 000 from Germany. 

The second of those events was the division of the bonds of the 1902 

conversion loan into stamped bonds (the service of wich was paid in pounds) 
and unstamped bonds (the service of which was paid in escudos). This division 

was established in 1924, as one of the measures intended to fight inflation and 

the depreciation of the Portuguese currency (before the war the exchange rate 
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was £ 1 =5.2 escudos; in 1924 the exchange rate attained a maximum of 

£ 1 =157 escudos). Bonds owned by foreign bondholders were intended to be 
stamped, bonds owned by Portuguese bondholders were intended to remain 
unstamped. As a matter of fact only about half of the bonds were stamped, 
what showed that an important part of Portuguese foreign public debt was in 
the hands of Portuguese bondholders. 

The third of those events was the unsuccessful attempts made in 1927 
and in 1928 to borrow 12 million pounds to set on a firmer basis the financial 
stabilization that was being attained in the country. Potential lenders required 
an agreement between Portugal and the League of Nations about the economic 
policy to be followed by the Portuguese government. The League of Nations 
demanded some control clauses to accept the agreement, but the Portuguese 
government refused to accept them. At last, stabilization took place without the 
need of the foreign loan: Portuguese currency was pegged to the sterling at the 
rate of £ 1 =11 0 escudos in 1931, and that situation remained until the outbreak 
of the second world war. After a transition period in the 1940's, the escudo was 
pegged to the dollar at the rate of $1 =28.75 escudos until 1971. 

The fourth of those events was the voluntary conversion of about three 
fourths of the 1902 loan into an internal consolidated loan the early 1940's. The 
advantages for bondholders (even of unstamped bonds) were rather illusory. 
However, the possibility of the conversion was announced at the moment of the 
celebration of the eighth centenary of the independence of the country and of 
the huge defeats of France and Britain during the second world war, and the 
psychological effects of these associations assured the success of the operation. 

Ratios of foreign public debt to national income and of the service of for
eign public debt to public receipts and to exports tended to decline during the 
first half of the 2oth century as a consequence of the absence of borrow_ing and 
of economic growth. On the eve of the second world war the capital/national 
income. ratio had become about one sixth, the service/public receipts ratio had 
become about one eighth. The conversion of 1940's accelerated these trends. 
As a matter of fact, at the beginning of the second half of the 20th century, 
Portuguese foreign public debt had been reduced to trifling proportions. 

5- A third cycle of indebtness -1950-? 

Portugal was one of the seventeen European countries that accepted the 
American aid under the Economic Recovery Program (Marshall plan). However, 
the favourable situation of Portuguese reserves of international means of pay
ments delayed the use of that aid until 1950 and implied it was not very impor
tant. During the 1950's, Portugal got five loans adding to about 54 million dol
lars under the program (39.5 million dollars for investments in Portugal, 14.5 
million dollars for investments in Mozambique). This was the start of a third cycle 
of indebtness. 
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A modest start indeed. When the war with independentist movements in 
the Portuguese African colonies began in 1961 , ratios of foreign public debt to 
national income and of the service of foreign public debt to public receipts and 
to exports had only tripled compared to the mid-century levels. 

During the colonial war years of 1961-197 4, Portugal got seventeen for
eign loans adding to a little more than 1 billion dollars. About two thirds of this 
amount was the price of the Cabora Bassa hydroelectric station in Mozambique; 
about one fourth was spent in investments in Portugal proper (the most impor
tant of these investments was the bridge over the Tagus in Lisbon); and smaller 
amounts were explicitly devoted to military equipment, cereal imports (American 
aid under Public Law 480), and investment in other overseas provinces. Diver
sification of currencies and markets was an important feature of the loans of 
this period: as a matter of fact, Euro-markets afforded about three fourths of the 
borrowed amount, American markets afforded about one fifth, and the South
African government contributed with something less than one tenth of the same 
total. 

Portuguese economic growth of the 1960's and the early 1970's prevented 
ratios of foreign public debt to national income and of the service of foreign 
public debt to public receipts and to exports to increase in spite of the important 
loans of the years under consideration. When the revolution of the 25th April 
1974 brought decolonization and the democratic regime to the country they were 
even lower than at the beginning of the colonial war. 

During a third period of the third cycle of indebtness, which started in 1974, 
the growth of Portuguese foreign public debt accelerated, the diversification of 
the markets and currencies in which new loans were obtained increased, and 
the number of loans itself augmented very significantly. 

As a matter of fact, there were about 150 loans during the period of twelve 
years 1974-1985 with a total amount of more than 4 billion dollars, borrowed in 
American, European, and Japonese banks, in the World Bank, and in EEC 
governments and institutions. 

Huge deficits in public accounts and in the balance of payments were, of 
course, the reason of such an increase in foreign borrowing. Those deficits fluc
tuated according to short-term tendencies, but they have not yet disappeared, 
what means that the third cycle of indebtness is still running its course. For the 
moment, the ratio of foreign public debt to national income is still below any of 
the pre-second world war crisis levels, and only the ratio of the service of for
eign public debt to public receipts is approaching the crisis level of previous 
cycles (note that post-second world war loans have varying interest rates and 
shorter amortization periods than pre-second world war loans). Future evolution 
is, of course, uncertain, but it may be confidently said that the danger of a sus
pension of payments is not an important one as long as the deficit of the bal
ance of payments remains at acceptable levels and renegotiation of the loans 
that come to be due is possible. 

426 



6- Foreign loans and economic growth 

The epoch under consideration must be divided into two periods in what 
concerns the association between foreign public debt and economic growth: 

a) Before the first world war, foreign public borrowing played an im
portant role in fostering Portuguese economic growth; 

b) After the first world war, there is no association between foreign 
public borrowing and economic growth. 

The only period of significant economic growth between the 1830's and 
the first world war coincided with the borrowing phase of the second cycle of 
indebtness, that is to say with the only period during which significant amounts 
borrowed abroad were used by the government to finance public investment. It 
is likely that: a) borrowing in foreign markets was perhaps the only way to 
concentrate in the hands of the government (or anyone else), what was needed 
to the building of basic modern transportation facilities; b) these transportation 
facilities were vital to Portuguese economic growth; but c) borrowing policy and 
the use of the borrowed money were quite inefficient. Data is too scarce to allow 
any formal counter-factual test of the role of foreign public debt in Portuguese 
economic growth between 1856 and 1890. However, we shall try some rough 
computations to confirm these hypotheses. (In what concerns the building of 
modern transportation facilities, we will consider only railways, because they were 
the most important of these facilities, and they are the only case already stud
ied in detail). 

A- The importance of foreign public debt in fostering investment 

Total national income between 1856 and 1890 attained about 3.5 billion 
pounds. If a savings rate of 5% (that leads to a capital-output ratio of 4) is 
postulated, we get a total investment of 175 million pounds. Public investment 
in nineteen of these thirty-five years attained about 14.5 million pounds; inferring 
from the implicit average we get a total of 25 million pounds for the whole period. 
Somewhat less than half that amount (11.5 million pounds) was explicity financed 
by foreign borrowing. This means that: a) the ratio of public investment to total 
investment was about 14%; b) about 6.5% of total investment was explicity fi
nanced by foreign public borrowing. These are not trifling amounts, specially in 
a country where hoarding was the dominant behaviour. 

Let us now consider the case of railways. The first 2, 000 km of Portuguese 
railways were built between 1855 and 1890. Their cost attained about 15 million 
pounds. About 10 million pounds were spent by the State (about half of that 
amount in state-owned lines; about half of that amount in subsidies to private 
investors). About 5 million pounds were spent by private investors. This means 
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that the State payed about two-thirds of the cost of building these first 2, 000 
Km of railways. If we suppose that, in the absence of foreign public borrowing, 
public investment would have been reduced by 11.5 million pounds, and that 
public investment in railways would have been proportionately reduced (4.6 million 
pounds), we get a public expenditure in railways of only about 5 million pounds, 
and a total expenditure in railway building of only about 1 0 million pounds. Of 
course, it is impossible to know what this would have meant for the Portuguese 
railways. However, we think it may confidently be said that without foreign pub
lic borrowing, the Portuguese railways in 1890 would have been much less than 
2, 000 km. It is likely ~hat the lines to be sacrified would have been the state-owned 
lines in the less accessible regions of the northern interior part of the country, because 
they were not v~al to foreign connections and their prof~abil~ was rather doubtful. 

8- The importance of transportation facilities in economic growth 

Navigable stretches of river attained about 800 km in the mid-19th century. 
The regions that layed more than 25 km away from the coast or from these 
navigable streches of river attained about 35,000 km2 (40% of the continental part 
of the country). The building of railways changed that situation radically. They 
added about 1 ,600 km to the extension of good transportation facilities (considering 
that about 400 km merely duplicated. navigable stretches of rivers), and reduced the 
area of the country to which these facil~ies were not available to about 12,000 km2 

(13% of the continental part of the country). The increase in accessibility is undeni
able, even if not pos~ively evaluated by all studies about Portuguese economic growth. 

C- Inefficiency in the management of foreign public debt 

89 million pounds were borrowed by the State to obtain only 42 million 
pounds in cash; investment atta.ined 25 million pounds, but only 11.5 million 
pounds were explicitly financed with the borrowed money. 47 million pounds of 
useless nominal debt, and at least 17 million pounds spent in current expendi
ture is certainly a not very good management of foreign public debt. These in
efficiencies may be blamed for the 1892 partial bankrupcy; and, if we accept 
the thesis of the importance of foreign public borrowing in Portuguese economic 
growth during the previous decades, they may even be blamed for the subse
quent stagnation of the Portuguese economy, because only in the inter-war period 
did Portugal find its way into modern economic growth without the need of large 
foreign loans. 

After the first world war, we may find almost all possible combinations of 
attitudes towards borrowing and types of economic evolution. The pause from 
the first world war on was a period of moderate and irregular economic growth 
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without foreign borrowing. The third cycle of indebtness was a period of eco

nomic growth with foreign borrowing, but the highest rates of growth were at

tained in a period of moderate borrowing, and the period of higher borrowing 

know only moderate and irregular growth. All this suggests that foreign public 

borrowing was neither a decisive help nor an obstacle to economic growth, and 

that 1he key to understand Portuguese economic growth and ~s problems since 

the 1920's must be found elsewhere. 

7 - Conclusion (post scriptum) 

A comparison of the evolution of Portuguese foreign public debt with the 

worldwide trends of foreign loans, foreign investment, and economic growth that 

emerge from the papers presented to the section and from the debates of the 

meeting held in Campinas in July 1989 shows that: 

a) Before the first world war, the Portuguese situation was not differ

ent from that of countries with similar degrees of development, 

except for the exclusion from international financial markets during 

the «belle epoque>>. As a matter of fact, heavy borrowing, mis

management of debt, and occasional payment default were quite 

usual, but the absence of borrowing from the 1890's on was rather 

excepcional. This exclusion from international financial markets was, 

of course, a consequence of previous bad behaviour, but foreign 

direct investment was perhaps a partial substitute for public debt, 

even if at the cost of growth stagnation- a study of foreign direct 

investment in Portugal is needed to test this hypothesis; 

b) During the inter-war period, the Portuguese situation was not a 

typical one. As a matter of fact, Portugal shared the war debt and 

indemnities problem, but there were no borrowing during the 1920's, 

and no payment problems during the 1930's; 

c) After the second world war, the Portuguese situation was again a 

typical one, except for the absence of very difficult servicing prob

lems in the 1980's. As a matter of fact, there was some moderate 

borrowing until the early 1970's and huge borrowing thereafter, and 

an evolution from foreign governments or World Bank to private 

banks as lenders. Acute balance of payments problems in 1977-1978 

and in 1983 made for some difficutties in debt servicing in these years, 

but payment problems were never very important in other occasions. 
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In what concerns the importance of foreign capital in economic develop

ment, general trends are more difficult to ascertain. However, if we accept a 

thesis of some dependence upon foreign capital until a certain per capita income 

level is attained, the Portuguese situation of dependence on foreign capital 

markets before the first world war, and the lower degree of dependence upon 

foreign capital thereafter may be related to the very process of Portuguese 

economic growth. 

TABLE 1 

Foreign public debt 

(1) (2) (3) (4) = (2)/(3) 

Foreign public National income 

Year debt current current prices 

prices 

(103 cantos) (103 cantos) (%) 

1850 .................................. . 41 224 18 

1890 ................................. .. 295 679 43 

1902 .................................. . 258 816 32 

1914 ··································· 216 862 25 

1926 ··································· 5 183 12 075 43 

1938 .................................. . 3197 19 123 17 

1950 .................................. . 647 42255 2 

1962 .................................. . 5 079 85655 6 

1974 ................................. .. 15 302 353 226 4 

1985 ................................. .. 786 089 3 661 467 21 

Sources: 

(5) 

Period 

1850-1890 

1890-1902 

1902-1914 

1914-1926 

1926-1938 

1938-1950 

1950-1962 

1962-1974 

1974-1985 

(6) 

Rate of growth of 
real per capita 

income 

(%) 

+ 1.2 

+ 0.7 

-1.2 

+ 0.3 

+ 3.2 

+ 0.8 

+ 4.3 

+ 6.8 

+ 1.2 

Data about foreign public debt: papers quoted in section A of the list of references; 

Data about Portuguese gross domestic product and Portuguese economic growth: 

430 

NUNES, Ana Bela, MATA, Eugenia, e VALERIO, Nuno, «Portuguese economic 

growth 1833-1985», in The Journal of European Economic History, vol. 18, no. 

2, Fall 1989. 



(1) 

Year 

1850 ··································· 
1890 .................................. . 

1902 ··································· 
1914 ................................. .. 

1926 ··································· 
1938 ··································· 
1950 ··································· 
1962 ··································· 
1j374 ··································· 
1985 ··································· 

Sources: 

TABLE 2 

Service of foreign public debt 

(2) (3) 

Service of foreign Public receipts 
public debl 

( 1 03 contos) (103 conlos) 

1.7 10.6 
10.2 38.6 
9.8 50.0 
9.7 59:2 

107 1 143 
125 2 250 
28 4 820 

249 12 086 
677 52 173 

128 747 779 114 

(4) = (2) /(3) 

(%) 

16 
26 
20 
16 
9 
6 
0.6 
2 

17 

(5) 

Exports 

(103 contos) 

8.0 
21.5 
28.4 
27.1 

736 
1 139 
5 334 

10632 
58 014 

971 747 

(6) = (2) /(5) 

(%) 

21 
47 
35 
36 
15 
11 
0.5 
2 

13 

Data about the service of foreign public debt: papers quoted in section A of the list of 

references. 

Data about public receipts: papers quoted in section B of the list of references and 

Conta Geral do Estado (several issues). 

Data about exports: NUNES, Ana Bela, MATA, Eugenia, e VAL~RIO, Nuno, «Portu

guese economic growth 1833-1985», in The Journal of European Economic His

tory, val. 18, no. 2, Fall 1989. 
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