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ABSTRACT

This paper presents the main features of the financialisation of the
Portuguese economy and society by focusing on the relation between the
Portuguese financial sector and both external and domestic economic
agents. It underlines the role played by the insertion of domestic finance
into international financial markets in the financialisation of the country.
Based on the Portuguese case, it elaborates on the theoretical
understanding of the context-specific nature of semi-peripheral
financialisation aimed as a contribution to an emerging body of literature
addressing this phase of capitalism.
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1. FINANCIALISATION: A CONTEXT-SPECIFIC PROCESS

Financialisation, broadly understood as the rise of the economic and
political power of financial actors, motives and markets in the economy
and society, has emerged as one of the most studied subjects within polit-
ical economy over the past 10 years (e.g. Epstein, 2005; Fine, 2010;
Krippner, 2005; Lapavitsas, 2009; Van Treeck, 2009). Critical international
political economy (IPE), in particular, has contributed to this literature,
challenging the notion of a homogeneous erosion of state power caused
by global financial markets (Helleiner, 1994; Konings, 2007). It argues
instead that changes in the world economy stem from an institutional
reconfiguration of international power carried out by dominant States
through their capacity to devise new rules that have different national
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and regional impacts. The notion of structural power, i.e. ‘power that is
exercised indirectly and operates through shaping preferences and influ-
encing the conditions under which other actors make decisions” (Kon-
ings, 2007: 37), is here decisive to account for the way in which the
United States acquired a new power position in the international arena
through its ability to maintain the dollar as world money after the demise
of the Bretton Woods system. This was due, among other things, to the
capacity of the US government to promote, and benefit from, the rise of
financial markets.

However, studies on financialisation have mainly focused on the most
mature capitalist countries of the centre, taking the USA and the UK as
archetypes of financialised economies and societies. This has also been
the case of IPE, with few exceptions (e.g. Abdelal, 2006). Financialisation
in critical IPE has also focused on the Anglo-American world. The role of
European integration, in general, and of the Euro, in particular, in pro-
moting financialisation, with asymmetric contents and impacts, and its
unfulfilled potential to become a hegemonic currency have not deserved
sufficient attention (Fields and Vernengo, 2013).

But increased interest in the varied nature of the rise of finance in other
geographical contexts is now emerging (e.g. Becker et al., 2010; Lapavitsas
and Powell, 2013). This paper aims to contribute to this recent literature
by focusing on the Portuguese case, both in its commonalities with other
processes of financialisation and, most importantly, in its specificities. By
drawing attention to semi-peripheral realities and the way these are
moulded by the European Monetary Union it endeavours to enrich criti-
cal IPE.

We argue that the financialisation of the Portuguese economy and soci-
ety was a rapid, but effective, process of socioeconomic transformation.
Within the time-span of a mere decade, between the mid-1980s and the
mid-1990s, the Portuguese financial system evolved from a State-
controlled and ‘repressed’ financial regime to become a fully integrated
and liberalised one, supported by firm insertion in international circuits
of finance. Despite the speed of these transformations, the transition was
smoothly produced without the financial instability that frequently
accompanies such processes (Kaminsky and Reinhart, 1999). The Portu-
guese case is even more remarkable when considering the scope and
depth of these transformations. The recent evolution of the (non-finan-
cial) private sector testifies to the magnitude of these changes, progress-
ing from a very timid engagement with finance to skyrocketing levels of
private indebtedness, the main culprit for turning Portugal into one of
the highest externally indebted countries in the world. While some of
these trends are partially shared with other semi-peripheral European
countries that have common structural elements, namely Greece and
Spain, the combination of high external debt and economic stagnation,
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starting at the beginning of the millennium, sets it apart from these
countries.

This paper starts, in Section 2, by setting out our theoretical starting
point within political economy and advancing our understanding of
semi-peripheral financialisation. It then moves on to the analysis of the
recent evolution of the Portuguese financial sector and of its relation with
other economic agents. Section 3 presents the main institutional transfor-
mations of the financial sector, namely through the national transposition
of progressively market-creating and market-conforming EU regulation
in the financial sphere. Section 4 examines how Portuguese finance
engaged with international markets, particularly money markets. Section
5 analyses the relation of finance with non-financial firms, which is piv-
otal to understanding the dynamics of stagnation and crisis of the Portu-
guese economy since 2000. Section 6 addresses the relation of finance and
households, which have also become increasingly integrated with finan-
cial markets through their borrowing and saving decisions. Finally, and
based on the main features of the financialisation of the Portuguese econ-
omy and society, Section 7 elaborates on the theoretical understanding of
the context-specific nature of semi-peripheral financialisation aimed as a
contribution to an emerging body of literature addressing this phase of
capitalism.

2. THEORISING SEMI-PERIPHERAL
FINANCIALISATIONS

At the most general level, financialisation has been defined as a set of his-
torical and institutional processes whereby specific financial actors,
motives and markets have gained an increased weight in, and exerted a
growing influence upon, the rest of the economy and society (Epstein,
2005). These processes, most visible in the Anglo-Saxon world, are
deemed to encompass a wide range of socioeconomic phenomena: priva-
tisation, deregulation and market-led reregulation of financial activities,
allowing the penetration of finance into ever more areas of economic and
social life; the expansion and proliferation of different types of financial
asset; the primacy of financial interests and imperatives in capital accu-
mulation, increasing income inequality arising out of the weight of finan-
cial rewards; consumer-led booms based on credit, and so forth (Fine,
2010).

The term financialisation, which started to be used by Marxist political
economists in the 1990s, has gained increasing currency among other het-
erodox economists — of post-Keynesian and institutionalist, mainly regu-
lationist, persuasions — and other social scientists interested in real-
world transformations of the economy. At risk of oversimplifying what
has been a vibrant discussion about complex phenomena, we distinguish
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two main positions in the literature focusing upon the causes and effects
of the rise of finance to a hegemonic position within capitalism since the
1970s. First, a Marxist tradition takes as the main factor leading to the
rise of finance the escape of capital from a stagnated or depressed pro-
ductive sphere, riddled with problems of profitability, to the more
rewarding financial sector (Arrighi, 1994; Foster, 2007; Sweezy, 1994).
Second, from a post-Keynesian and an institutionalist tradition, the rise
of finance has been interpreted as the product of dominant neoliberal
economic policies and institutional transformations — ranging from the
privatisation of the banking sector, the opening up of capital-accounts
throughout the world economy to disinflationary policies, which have
caused a general decline in capital accumulation in a context of growing
economic inequality, wage-stagnation and financial instability (Boyer,
2000; Krippner, 2005; Van Treeck, 2009). The literature has since matured
while continuing to focus on the most financialised Anglo-Saxon econo-
mies. But, as Fine (2011: 6) underlines, rather than an ‘analytical tool
from which outcomes can be readily and simply read off’; financialisation
must be first and foremost understood as a “process that interacts with
others in the context of specific economies’, underlining the importance
of taking into account specific, historically-given conditions and particu-
lar geographical contexts.

Converging with Fine’s concern, and located within the Marxist tradi-
tion, Lapavitsas (2013: 39) states that ‘the aim of theoretical analysis can-
not be to produce a generally valid abstract model of financialization but
rather to specify its underlying tendencies and to ascertain the particular
form and content it acquires in different contexts’. From this it follows
that ‘period analysis must occupy a middle ground, departing from theo-
retical concerns while systematically integrating historical phenomena in
a theoretically informed way’ (Lapavitsas, 2013: 169). With these con-
cerns in mind, Lapavitsas has developed a theoretical framework that
incorporates the historically and institution-specific nature of financiali-
sation processes and the spatially varied interactions between finance
and the rest of the economy. In this view, States, endowed with different
degrees of power and capacity for intervention, are of fundamental
importance in accounting for the deliberate political and institutional ele-
ments that have shaped the rise of finance in a necessarily hierarchical
world economy. This does not exclude the influence of more spontaneous
processes, such as those stemming from the relations among agents occu-
pying different positions in the spheres of production and circulation,
within capital accumulation. Thus, the rising political and economic
power of finance results from profound changes in the social relations of
financial markets, banks, non-financial firms and households, where the
State is a most relevant actor. This is taken as relevant to critical IPE since
power relations in the world economy increasingly depend on a set of
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varied, mostly credit based, social relations between finance and other
economic agents.

Based on the experience of mature capitalist economies, Lapavitsas
identifies several tendencies shaping the financialisation of capitalism:
the rise of investment banking; the rise of finance-to-finance lending;
and, most importantly, the new centrality of bank lending to households.
He then highlights the importance of these tendencies to compensate for
the retreat of non-financial firms from loan markets due to an increasing
reliance on capital markets for investment and funding. This is deemed
to signal the changing nature of banks since ‘at the root of financialization
lies loanable, [i.e. hoarded funds collected either from the circuits of pro-
duction and/or personal income] — not fictitious [i.e. net present value of
securitised assets], capital’ (Lapavitsas, 2013: 29).

For Lapavitsas, the concept of loanable capital is not circumscribed to a
‘monied’ capitalist class that lends interest-bearing capital (IBC) to
‘functioning’ capitalists who borrow it and invest in the productive
sphere (see also Lapavitsas, 1997). Nor are interest payments conceived
solely as the material basis of a specific group of capitalists, such as the
Keynesian rentier class that profits from the mere accumulation of finan-
cial assets. Lapavitsas proposes instead a broader notion of loanable capi-
tal, which also mobilises idle money from workers and other social
groups, and expands it to lending to non-productive activities, such as
household consumption. The notion of ‘financial expropriation” is then
advanced to account for exploitative aspects deriving from new power
relations emerging between capital and labour, where profits are increas-
ingly generated out of wage income through payments of interest to
financial institutions (Lapavitsas, 2009).

This approach differs from other Marxist approaches to financialisa-
tion, most notably that developed by Fine (2010, 2013), which restrains
the use of IBC to the realm of production and capital accumulation and
refuses the concept of financial expropriation. In fact, Fine defines finan-
cialisation as a “peculiar modern form of incorporating a variety of credit
relations into the orbit of fictitious capital” (2013: 56), with the latter con-
ceived of as ‘the independent circulation of IBC in paper form’ (2013: 50).
In this view, then, credit outside the realm of production also becomes
forms of interest-bearing capital when these credit relations are con-
verted into securitised assets and sold. The implication of this is that
‘those buying the fictitious capital are advancing money capital in the
expectation of a surplus even though the origins of this surplus do not lie
in such an exchange’ (2013: 55).

While finding the notion of financial expropriation debatable, espe-
cially so in the Portuguese case (see Section 6), and acknowledging the
growing relevance of the extensive and intensive expansion of interest-
bearing capital in paper form (i.e. fictitious capital), Lapavitsas’s broader
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notion of loanable capital is more adequate to account for semi-periph-
eral forms of financialisation. As we shall see, in Southern European
countries, where capital markets are less mature, national and interna-
tional bank loans have been the main driving forces behind financialisa-
tion, increasingly involving non-financial firms and households in
finance (particularly as debtors, but also as asset holders).

The prevalence of loanable capital, whose scale and forms are shaped
by the political and institutional conditions of the spaces where it is
rooted, is a critical source of variation in financialisation. In order to
understand why ‘neither the content nor the form of financialization is
fixed” across countries (Lapavitsas and Powell, 2013: 360), it is necessary
to enlarge the scope of the analysis beyond countries of the centre of the
capitalist world economy. To this end, Lapavitsas (2013) put forward the
concept of ‘subordinated financialization’, according to which peripheral
countries are compelled to join an increasingly financialised world econ-
omy, through formal and informal pressures, mainly by opening them-
selves up to financial flows and by accumulating reserves of quasi-world
money (mostly dollars) needed to ensure their participation in interna-
tional trade and financial transactions (Lapavitsas, 2013; Painceira,
2009)." While illuminating important aspects of financialisation outside
the core, namely the way the periphery tends to be crucially shaped from
the outside by the interests of international finance located in the major
advanced capitalist countries, and from the national and international
institutions under their influence, the notion of subordinated financialisa-
tion has less to say about the equally crucial relations taking place outside
the core between financial institutions, non-financial firms and the new
major recipients of credit, households. The lack of attention to domestic
interactions between financial and non-financial agents is shared by other
accounts of financialisation processes outside the core (Hardie, 2011;
Zhang, 2009).

Lapavitsas’s framework can be usefully complemented by Becker et al.’s
(2010) adaptation of the regulationist approach to grasp the heterogeneous
nature of the ‘regimes of accumulation’ across the peripheries and semi-
peripheries of the world economy. Through a tripartite typology of
regimes of accumulation — productive versus financialised, intensive ver-
sus extensive and introverted versus extraverted — they analyse the com-
monalties and specificities of the trajectories of four different countries —
Brazil, Chile, Serbia and Slovakia.” Resulting from external impositions,
although necessarily linked to the goals and interests of fractions of
domestic capital, financialisation outside the core tends to require high
interest rates in order to attract international capital flows, producing
bouts of speculation and leading to overvalued exchange rates and to the
erosion of productive capacities. This means that low interest rates and
more substantial inflows of capital can only be, and temporarily so,
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achieved through ‘(semi)dollarized or euroized models’, i.e. under regimes
of fixed exchange rates, with nationals having incentives to become highly
indebted in foreign currency (Becker et al., 2010: 230).

Becker’s framework is sharp and flexible enough to account for the
Portuguese case. With a colonial past, Portugal is a semi-peripheral coun-
try within the world economy, which combines characteristics of devel-
oped and developing countries, being marked by late industrialisation
and lasting backward economic development relative to the core North-
ern and Central European countries (Santos, 1985). With decolonisation
occurring in the 1970s, the country rapidly geared towards integration in
the then European Economic Community (EEC), formalised in 1986
(Pinto and Teixeira, 2002). New foreign direct investment, benefiting
from structural EU funds and lured by low wages, fuelled economic
growth during the first years of integration. Despite some localised bouts
of industrial modernisation and overall catching-up, the Portuguese
economy continued to rely on traditional labour-intensive industrial sec-
tors such as textiles (Rodrigues and Reis, 2012).

Portugal’s laggard position in the European context reinforced the role
of the European Union in driving the financialisation of the Portuguese
economy and society. The participation in the Eurozone, in particular,
brought unprecedentedly advantageous financial conditions, such as an
almost unlimited access to hard currency and loanable capital at low
interest rates, which are often unavailable to countries with similar levels
of development. But this process ultimately had to face the structural
contradictions of the country. The absence of an autonomous monetary
policy in the face of growing international competition exacerbated the
structural economic weaknesses of the Portuguese economy, manifested
in a persistent and growing current account deficit, fuelling an equally
growing external debt.

The notion of semi-peripheral financialisation is particularly useful to
account for the convergences and divergences between the Portuguese
economy and financialisation processes occurring both in the core and on
the periphery. The term semi-periphery is here adopted in a double
sense. First, it accounts for the intermediate position of the Portuguese
economy in the world economy, i.e. as an industrialised country that is
increasingly unable to compete with countries with which it is most
closely integrated, favouring the growth of the more protected non-
tradeable sector. Second, it refers to the institutional features of its finan-
cial system, which shares characteristics of both core and peripheral
countries, being mostly shaped by the process of European integration
and by the predominance of loanable capital.®

As will be argued below, the notion of semi-periphery is also most
helpful to underline the ‘uneven and combined’ character of capitalism
(Ashman, 2009), allowing for better accounting of the national and
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sectoral variation of financialisation processes. Different financialised
configurations are not only shaped by extant interests and power rela-
tions, among domestic and international agents. They are also influenced
by underlying social, political, economic, geographic and historical fac-
tors, avoiding simplistic relations of dependence between the semi-
periphery and the core. Particular attention needs to be paid to distinc-
tive and commodity-specific systems of provision and how they interact
with finance (Bayliss et al., 2013). In the case of household engagement
with finance, for example, particular attention needs to be given to the
Portuguese housing provision system that is mostly directly associated
with household borrowing as access to housing has been increasingly
associated with mortgage markets.

The concept of semi-peripheral financialisation put forward thus
points to differences in form and content relative to financialisation pro-
cesses in core countries. It underlines the more predominant and critical
role of bank loanable capital in shaping recent and profound changes in
semi-peripheral countries. It emphasises the role of international finance
located in advanced capitalist countries. And it incorporates domestic
relations between financial institutions, non-financial firms and house-
holds, which are crucial to account for variation within semi-peripheral
countries.

3. FINANCIALISATION IN PORTUGAL: THE
INTERNATIONAL CONTEXT

This section briefly summarises the main hallmarks of the recent history
of Portuguese finance, which was one of the most ‘repressed’ financial
systems in Western Europe in the early 1980s, becoming rapidly, but
effectively, a highly liberalised one.

The democratisation of the country in 1974—75 led to the nationalisa-
tion of relevant private economic groups that had dominated the
country’s political economy during Salazar’s dictatorship, including all
major banks. In this highly interventionist period, interest rates were set
administratively, and credit was mostly directed towards the needs of
the State and of the associated public enterprises in strategic sectors;
there were also strict controls on capital flows, and the exchange rate was
defined using a sliding scale pegged to a basket of foreign currencies
from 1978 onwards. This configuration, locked-in by a socialist leaning
Constitution declaring nationalisations as ‘irreversible conquests of the
working-class’, was antithetical to the wider neoliberal international
trends of the early eighties with which Portugal eventually aligned,
albeit, as typical in a semi-periphery, with a time lag.

The combination of two IMF interventions (in 1979 and in 1983—85)
and the preparation for accession to the EEC set a favourable context for
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what has been uncritically labelled as the ‘modernisation’ of the Portu-
guese financial system from the mid-eighties onwards (Pinto, 1996;
Nunes, 2011). Indeed, the liberalisation of the banks began in 1984 when
new private banks were allowed. The first Portuguese private bank, the
Banco Comercial Portugués, was founded, soon followed by the entry of
new foreign banks, such as the Spanish bank Santander (Mendes and
Rebelo, 2003). In 1989, following a revision of the Constitution, allowing
the reversing of nationalisations, the move towards privatising State
banks began (Banco Totta, Banco Espirito Santo, Banco Portugueés do
Atlantico), with the exception of the Caixa Geral de Depdsitos, which
remains state-owned to the present day. In just seven years, between
1990 and 1996, State banks became just one fourth of the market share,
falling from 74% to approximately 24%, while the market share of foreign
banks tripled from 3% in 1991 to 9% in 2000, maintaining more or less the
same position since then (Antao ef al., 2009). However, as a result of fur-
ther mergers and acquisitions, activity in the sector was eventually con-
centrated around five major banks: the Caixa Geral de Depositos, Banco
Comercial Portugués, Banco Santander, Banco Espirito Santo and Banco
Portugués de Investimento.*

The privatisation and liberalisation of the financial sector, which put an
end to credit limits and administrative interest rates, was the first set of
factors contributing to the increase in bank loans in the 1990s. A second
set of factors is linked to the release of (poorly remunerated) compulsory
reserves deposited in the Bank of Portugal, which were subsequently
transformed into public debt negotiable at market prices. The rate for
compulsory reserves in the Bank of Portugal fell from 17% in 1989 to 2%
in 1994, in line with European practice. There was, therefore, a quantity
and price effect associated with the growth of credit in Portugal, i.e.
greater available liquidity at lower prices, which favoured the expansion
of credit.

The expansion of credit cannot therefore be separated from the mone-
tary policy of the Portuguese State. The State’s role in the necessary task
of politically constructing financial markets also involved the gradual
rise of securitised public debt, traded on secondary markets and open to
foreign investors. Moreover, from 1990, the Bank of Portugal started to
restrict its treasury loans as part of the process of breaking national links
between the Treasury and the Central Bank, supposedly as a means of
assuring Bank of Portugal independence. As a result, the State became
totally dependent on the financial markets for financing its deficits.

Legislation regulating the financial system — under Decree-Law no.
298/92 — was the last milestone in the deregulation of the financial sec-
tor, transposing the 1989 European Directive into Portuguese law. Within
the framework of the European single market for goods and services, this
law aimed to liberalise and harmonise the different segments and
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practices in the European banking sector, putting an end to the tradi-
tional distinction between investment and commercial banking, abolish-
ing restrictions on the entry of new agents and aligning prudential
requirements for the sector with the 1989 Basel Accords. European inte-
gration was therefore central to the entire process. As Pinho (1997: 2)
states: ‘without the need for alignment with single market legislation, the
deregulation of the banks would have been much slower and probably
less extensive’.

The removal of all national controls over the international circulation
of capital, reflected in the full convertibility of the escudo, was the culmi-
nation of the process of transformation of the financial sector. It contrib-
uted to attract foreign capital, helping to peg the exchange rate of the
escudo, and generating significant revenue from privatisations. The
changes in the exchange rate policy in turn meant the substitution of
the goal of competitiveness by a disinflationary target, in line with the
strictures of the European Monetary System and the Exchange Rate
Mechanism, to which the country adhered in the 1990s (Pinto, 1996).
With the active participation of the State, this trajectory illustrates an
active political commitment to a process of integration increasingly
guided by market forces and, in particular, by finance.

The processes of bank privatisation and financial liberalisation, which
were basically completed at the beginning of the 1990s, and the nominal
convergence trajectory culminating in adherence to the Euro — all con-
tributing to the overvaluing of the escudo — were decisive factors in trans-
forming the Portuguese economy into a financialised economy. Indeed,
the official justifications and optimistic evaluations that underpinned the
strategy for joining the Euro explicitly underline the aim of expanding
the financial sector, perceived as being in the vanguard of
‘modernization’ (Barbosa, 1998). The remarkable decrease of real interest
rates was then seen as the most relevant sign of the successful insertion
of national finance in international financial markets. The expectation
was, on the one hand, that it would allow firms to accelerate capital accu-
mulation, taken as a pre-condition for future increases in overall produc-
tivity; and, on the other hand, that it would favour accumulation of
wealth on the part of households, particularly through the purchase of
housing stock. From indebtedness levels below the European average in
the mid-1990s, Portuguese households and firms were geared to the top
in the first decade of the Euro, with levels similar only to the UK and
Ireland.

The policy of nominal convergence, as part of the construction of the
single European currency, ultimately created conditions for future trou-
bles. Portugal, in contrast to Spain, entered the Euro with an overappreci-
ated exchange rate and with an already unbalanced economy
(Garcimartin et al., 2010; Leao and Palacio-Vera, 2011). A huge current
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account deficit started to mount, since the government no longer had
available the traditional means to manage it, having previously relied on
devaluation to boost its exports and solve its balance of payments prob-
lems (Ferreira do Amaral, 2006). The strong Euro aggravated this prob-
lem further. In a context marked by continuing downward pressure on
prices, Portuguese firms, mostly price-takers when operating internation-
ally, saw a decrease in their profit margins. Incentives were thus geared
towards the profitable non-tradable sectors of the economy, less exposed
to foreign competition — from construction to retail and privatised utili-
ties — but heavily inserted internationally. The banking sector played a
pivotal role in these structural transformations, channelling foreign
credit, directly or indirectly (i.e. through households), to these sectors.
But before moving to the analysis of the relation between the banking
and the non-tradable sectors, a closer examination of the recent evolution
of the banking sector is in order.

4. THE RELATION BETWEEN NATIONAL AND
INTERNATIONAL FINANCE

The rise of finance-to-finance lending is of paramount importance to
understanding financialisation. In the Portuguese case, cross-border
lending is particularly relevant to explain the insertion of the economy in
the international financial sphere, as this has been the preferred channel
of foreign financial investment over the past twenty years. Indeed, cross-
border loanable capital flows between the Portuguese banking sector and
foreign financial agents grew from 9 billion to almost 50 billion euros
between 1993 and 1999 (Figure 1).

While this growth was balanced between assets and liabilities until
1999, Portuguese banks’ assets and liabilities started to diverge during
the 2000s, with the latter growing at a much faster pace reflected in the
concomitant widening of the current account deficit. It mirrored, on the
one hand, the growing negative net investment position of the country.
And it signalled, on the other hand, the unconstrained access of the Por-
tuguese banking sector to foreign debt markets until the 2008 interna-
tional crisis, which helps explain the absence of classic balance of
payments crises typical of peripheral countries. These capital inflows
were also driven by real interest rate differentials during the new millen-
nium, favouring the domestic demand for new loans. Interest rates and
inflation converged during the nineties (both part of the Maastricht Crite-
ria), but the creation of the single currency interrupted this convergence
process. Despite having a common monetary policy, with inflation being
the exclusive responsibility of the ECB, inflation differentials rose
between the core and the European semi-periphery.”
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Bank credit inflows to Portugal not only changed in magnitude but
also in content, noticeable in their maturities. During the 1990s, the
growth of credit flows was dominated by short-term loans (Figure 2),
mainly in the form of money-market instruments. But since 2000, after
the creation of the euro, long-term funding (mainly in the form of bonds
and notes) surpassed short-term flows.

This difference in maturities is common to other early experiences of
financialisation, being, in a first phase, associated with the proliferation
of new short-term financial instruments that promote market liquidity —
T-bonds on repos, commercial paper, certificates of deposit, promissory
notes, etc. — through money markets, as happened for example in the
USA in the 1980s (Gindin and Panitch, 2012). These financial claims are
only granted among financial institutions, and are subsumed under the
evaluation criteria of payment probability. This involves a homogenisa-
tion of loanable capital that ‘cuts across economic and geographical areas
and makes it possible for idle money funds to acquire a common and
general character across society’ (Lapavitsas, 2003: 83). Credit rating cri-
teria, internationally defined, act here as a unique set of information
wherein all the relevant dimensions are integrated, submitting all the sec-
tors, countries or individuals. Such homogenisation of underlying social
relations in credit allows for money markets to prevail over context-spe-
cific realities. With a new-born private and liberalised banking sector,
this has been the case too in Portugal since the 1990s.

Moreover, as pointed out by Gabor (2010), in her analysis of the recent
evolution of Eastern European banking sectors, the pivotal role of securi-
tised money markets was typically the outcome of a changing relation
between banks and central banks. In the face of the excess of liquidity
coming from abroad, central banks in this region resorted to sterilisation
operations that further promoted bank securitisation operations. Central
banks induced not only the regulatory standardisation of financial practi-
ces that allowed these cross-border flows but also acted as active partici-
pants in the moulding of these markets. In fact, the role of central banks
in financialisation should not be understood as an aberration in the
newly liberalised credit markets, but instead as a consequence of their
role in the credit system. Central banks need to support every financial
liability in the economy, converting money market instruments into cur-
rency and reserves. Hence, there cannot be a functioning money market
without a credible and robust intervention of central bank money. With-
out it, credibility can be damaged to the point of collapsing the credit sys-
tem (Lapavitsas, 2003). However, in Eastern European countries, the role
of central banks was constrained by the need to accumulate international
reserves in order to sterilise capital flows. This was also the case of Portu-
gal during the 1990s, when a rising current account deficit led the accu-
mulation of foreign exchange reserves.
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Figure 1 Bank liabilities and assets with rest of the world agents, 1990—2015
(Source: Bank of Portugal, million euros).

With the Euro and its own powerful central bank, the European Cen-
tral Bank (ECB), the profile of banking credit flows changed, and long-
term bonds and notes became the preferred form of indebtedness of the
Portuguese banking sector with the rest of the world. The advantage of
having access to these debt markets is apparent as it involves fewer costs,
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Figure 2 Foreign bank credit inflows by maturity, 1990—2014
(Source: BIS, million dollars).
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thus further enabling the leveraging and profitability of their balance
sheets. At the same time, lenders’ risk decreased since the single currency
eliminated currency risk. Moreover, ECB independence from political
power and its mandate devoted to target an inflation rate of no more
than 2% enhanced trust among financial agents in the real value of their
future promises to pay.

Coinciding with the creation of the Euro, mortgage securitisation also
had a role in expanding credit facilities in Portugal, most importantly by
serving as collateral in the ECB’s refinancing operations. Created legally
only in 1999, under Decree-Law n° 453/99, the first loan securitisation
operation was carried out in December 2001. The amount of loan securi-
ties issued by Portuguese banks would reach 26 billion euros in 2011,
with 39 securitisation funds operating on the market (CMVM, 2012). The
scale, sophistication and variety of financial instruments available to the
Portuguese banking sector shows that, despite its semi-peripheral posi-
tion, banks benefited from (long-term) funding only available to the most
financialised core countries. Hence, membership in the European and
Monetary Union (EMU) contributed to the deepening of financialisation
processes during the 2000s, going beyond the pattern of financial integra-
tion shown by peripheral countries.

The role of the EMU becomes even more salient when analysing the
nationality of foreign bank credit flows into the country. Bank credit was
dominated by inflows from other Eurozone countries: from Spain, with
which the Portuguese economy was increasingly integrated, and the
major financial powerhouses of the Eurozone, Germany and France.
Although rising, inflows from other major financial centres outside the
EMU, such as the UK and the USA, were not as significant (Figure 3).

This pattern shows not only the importance of the single currency,
backed by the ECB, in granting the needed credibility of the Portuguese
banks, but also the close relation between financial accumulation and the
general dynamic of capital accumulation in Portugal. Indeed, the inflows
of credit have their origins in the countries with which Portugal has more
intense trade relations, and thus current account deficits, most notably
Spain. Cross-border credit was thus intertwined with consumption and
investment between Portuguese households and non-financial firms and
their suppliers within the Eurozone. The foreign and domestic national
banking sectors acted as crucial mediators as they benefited from their
domestic position in terms of information gathering and power in their
relation with other sectors. While the common financial architecture fos-
tered cross-border lending, the close relation between financial flows and
trade relations among European countries indicates that, from its incep-
tion, the EMU did not succeed in creating a common securities market
where the national origin of capital would be irrelevant. The Euro crisis
of 2011 ultimately exposed the fiction of totally integrated financial
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markets, with the sudden drop of capital flows from the core to the least
developed EU countries, which cannot be justified by the financial health
of particular agents, revealing instead the fragmentation of national
financial markets.

5. FINANCE AND THE NON-FINANCIAL SECTORS OF
THE PORTUGUESE ECONOMY

The securitisation of Portuguese public debt — Treasury bills and
bonds — has been the backbone of further financial developments, as has
been the case in most developed economies (Gindin and Panitch, 2012).
It has allowed the creation of exchangeable collateral essential for money
market liquidity operations among financial agents and for modern mon-
etary policy open-market operations. This strategic choice was coupled
with another, also made within the EMU framework: the opening up of
the public debt market to foreign investors, which further consolidated
the insertion of Portuguese banks in the international circuits of finance.
Portuguese banks were further helped from the late 1990s onwards in
accumulating a net negative financial position with the rest of the world
through the supply of this internationally accepted collateral.

Portuguese public debt thereby became increasingly internationalised.
In 2008, 80% of public debt was held by foreigners, 50% was held by for-
eign banks and 28% by other foreign institutional investors (pension,
investment and hedge funds), (Caldas et al., 2012). This deteriorated the
State’s investment position in the first decade of the Euro — from a nega-
tive position of 29% of GDP in 2001, it rose to 60% in 2009 (calculated
from international investment position statistics; BAP, 2015), nonetheless
being somewhat contained by financial engineering strategies to avoid
the rise of public deficits (e.g. public-private partnerships). However, the
growing dependence and therefore vulnerability to international
finance partially contributed to the financial stress observed in the imme-
diate aftermath of the international crisis. As has been pointed out (e.g.
De Grauwe, 2011), while the semi-peripheral States of the Eurozone
appeared to have borrowed in a domestic currency at very low interest
rates, it is as if they had in fact borrowed in a foreign currency over which
they had no control. Thus, the presumed low level of risk, and hence of
defaulting, allowed an overextension of loans from core banks to the EU
periphery, both in the public and private sectors.

Benefiting from the increased sophistication of the newly liberalised
financial system and from the privatisation of major Portuguese non-
financial firms during the 1990s, major Portuguese companies began to
access international capital and debt markets and started to accumulate
financial assets. These assets grew from around 29 billion euros in 1994,
to 160.5 billion euros at current prices, in 2013, most notably in the form
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Figure 3 Foreign bank assets in Portugal by nationality, 1999—-2013
(Source: BIS, non-consolidated, million dollars).

of shares in other companies, which grew from 5.3 billion euros to 40 bil-
lion euros in the same period (consolidated, current prices, national
financial accounts statistics; BAP, 2015). However, this engagement with
financial markets did not represent an accumulation of net financial
assets (or of financial profit, for that matter). On the contrary, the net
financial position of Portuguese firms deteriorated from —60 billion to a
record negative position of —252 billion euros in the same period (consol-
idated, current prices, national financial accounts statistics; BdP, 2015).
The negative position of non-financial firms can be partially attributed to
the issuance of shares (whose importance in balance sheets depends on
market fluctuations) and debt securities, such as bonds. However, (bank)
loan is the liability that most contributed to this negative position (consol-
idated, current prices, national financial accounts statistics; BdP, 2015).
Thus, the rising financialised profile of Portuguese non-financial firms
did not imply a turning away from banking credit, but, on the contrary, a
strong and growing dependence on it. And this dependence is mostly
related to the domestic banking sector whose loans to domestic non-
financial firms has grown at a very fast pace since the beginning of the
1990s (Figure 4).

Far from being evenly distributed across all sectors, the boom in bank-
ing credit to non-financial firms was highly concentrated. The
manufacturing sector, which at the beginning of the 1990s absorbed
almost 40% of all loans granted to business, saw this percentage drop by
half in the 2000s (Figure 4). In contrast, bank credit to construction and
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real estate activities, which represented about 10% of the entire business
debt in 1992, reached almost 40% in 2008 (Figure 4). This reflects the
move of domestic capital to sectors protected from international competi-
tion in the new context of a strong currency that penalised the tradable
sectors such as manufacturing. The Portuguese banking business thus
changed both in size and content. These transformations were further
encouraged by the adoption of international banking regulations that fav-
oured the financing of homeownership through mortgages (considered
the most secure form of credit since they are based on a durable asset as
collateral), and thereby the up-stream activities of construction and real
estate. Continued public investment in infrastructures further favoured
these sectors. Even if the Maastricht fiscal criteria and the Stability Pact
constrained public investment, various financial engineering arrange-
ments, such as the creation of State owned enterprises or Public Private
Partnerships, allowed for averting the registration of public investment
in infrastructure as public expenditure (Teles, 2015). This financial engi-
neering, primarily engendered by the banking sector, allowed for the rise
of aggregate investment in the 1990s, pulled by the housing and construc-
tion boom of that period, having attained 28% of GDP in 2000. But this
investment would soon drop and stagnate around 23%—24% of GDP
from then up to the crisis. This evolution reflected not so much a submis-
sion to financialised short-term investment time-horizons, as a form of
financial mimicry, but mainly a slow burn crisis in the domestic construc-
tion sector, starting in 2001, beleaguered by problems of housing over-
supply (Santos et al., 2015).

As domestic investment stagnated, foreign direct investment by Portu-
guese firms abroad started to rise consistently, from around 20 billion
euros at the beginning of the 2000s to more than 50 billion euros at the
end of the decade (current prices, International Financial Position Statis-
tics; BAP, 2015), indicating the search for new foreign markets by major
Portuguese corporations. Using their holding companies, they benefited
from eased access to cheap loans in a strong currency (the Euro) to
expand to new markets abroad, especially outside the Eurozone, such as
in the Portuguese-speaking countries Angola and Brazil.

If the evolution of the banking business in Portugal differs from that of
the US and UK banking in its relation with non-financial firms, the same
cannot be said of the relation between banks and households. Similarly
to core EU countries, household debt grew, already in the second half of
the 1990s. This was promoted by various policy changes including: those
relating to the creation of the EMU, inducing a significant decline in real
interest rates and the expansion of foreign loanable capital; regulatory
changes in the banking sector at EU level, such as those implemented by
the Basel Accords, inducing a more favourable treatment of mortgage
risk (Allen, 2004); and the promotion of capital markets through the
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Figure 4 Composition of bank loans to non-financial firms, total and by selected
sectors, 1992—-2013
(Source: Bank of Portugal, million euros).

introduction of the securitisation of mortgage loans (Aalbers, 2008). The
shift of lending towards households during the 1990s is impressive,
going from around 45% of bank lending to non-financial corporations in
1992, to 115% in 1999, having grown more slowly since then (Monetary
and Financial Statistics; BAP, 2015). The centrality of household debt in
financialisation is the issue to which we now turn.

6. THE UNEQUAL ENGAGEMENTS OF PORTUGUESE
HOUSEHOLDS WITH FINANCE

The extraordinary growth of household debt over the past two decades,
and of its weight in the overall level of indebtedness of the (non-financial)
private sector, provides a remarkable synthesis of the unbalanced semi-
peripheral nature of the Portuguese financialisation processes. It conveys,
in particular, the financialisation of the housing sector as banks not only
financed the construction of family dwellings but also home purchases,
thus controlling their production and provision. Indeed, household debt
is likewise the outcome of European integration, allowing unprecedented
access by the Portuguese banking sector to European credit markets, as
noted above, making credit available to households at low interest rates.
And it is a manifestation of the structural imbalances of the Portuguese
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economy, favouring the non-tradable construction sector, in general, and
the production of new homes, in particular, as the bulk of household
debt pertains to housing loans.

In Portugal, household debt grew from 35% of disposable household
income in 1995 to reach its highest value of 131% in 2009, declining since
then and representing 118% of disposable household income in 2013
(Eurostat, 2015a). The rise in Portuguese household debt is easily identi-
fied with housing loans. It not only constitutes the main portion of house-
hold bank debt, but its weight in total debt increased from 70% in 1995 to
80% in 2009 (ECRI, 2014). The construction of household dwellings rose
dramatically in the same period, when the number of homes built per
annum tripled from 40.000 in 1995 to 120.000 in 2002 (INE, 2015a). This
growth in housing construction and mortgage debt corresponded to a
rise in the proportion of property owners relative to tenants, with home-
ownership representing 73% of accommodation in 2011, growing from
65% in 1991 (Pordata, 2015).

The extraordinary growth of household debt over the last two decades,
reaching levels comparable only to those of the countries of the North
and Centre of Europe, offers a clear illustration of the magnitude of socio-
economic transformations in Portugal. In 2009, when the crisis hit, Portu-
guese households were among the most indebted in Europe. In this year,
the average level of household debt for the 18 Euro countries, as mea-
sured by the percentage of household debt to disposable household
income, was 98%, while it reached 131% in Portugal, surpassed only by
six other EU countries (Eurostat, 2015a).°

Besides the financialisation of the Portuguese economy within the con-
text of EU integration, the traditional weakness of the Portuguese Wel-
fare State, together with a housing policy focused on the promotion of
private ownership, he17p to explain the magnitude and content of Portu-
guese household debt.” Already prior to membership of the EEC, owner-
ship rates were high in EU terms, as State intervention favoured private
forms of provision (Santos et al., 2015). The financialisation of the Portu-
guese economy ultimately provided the conditions for the success of a
policy model focused on homeownership through the use of credit,
which from the second half of the 1990s onwards became cheap and plen-
tiful. In the first years of the millennium, subsidies associated with loans
for permanent homeownership and tax incentives granted under the
Income Tax Code for the acquisition, construction or improvement of pri-
vate housing reached 80% of total public funding on housing (CET-
ISCTE et al., 2008).

Thus, rather than being associated with the retreat of the Welfare State,
as has been argued for other contexts, in Portugal the evolution of house-
hold debt is more directly the result of financialisation. This nonetheless
points to the importance of relevant systems of provision and broader
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welfare provisioning, which are shaped by country-specific social, politi-
cal, economic, and historical factors (Bayliss et al., 2013), entailing differ-
entiated extents, natures and uses of finance. In the Portuguese case, the
almost non-existent public provision of housing explains by and large
the extent and magnitude of household debt. Yet the State has played a
critical part, ensuring the synchronic evolution of demand to the supply
of credit to households through fiscal incentives to home purchase with
credit.

However, household engagement with finance is not a transversal phe-
nomenon within Portuguese society. Unlike recent household credit
expansion in the American subprime market, this expansion was not
directed at all at the lower social classes at greater risk of defaulting, but
to households with higher incomes and better guarantees of financial sol-
vency. In 2010, only 38% of Portuguese families were in debt, approxi-
mately 25% had a loan on a household home, 3% had mortgages for
properties other than their home, and 18% had loans not secured by
property (ECB, 2013). Moreover, the level of household involvement in
the debt market rises in line with income level, ranging from 18% for the
lower income quintile to 57% for the highest (BdP and INE, 2012).

The fact that household debt consists mainly of mortgage loans and
that it is concentrated in higher-income households exposes the unequal
access to and the unequal impact of finance on households. For the Portu-
guese middle to upper classes, homeownership has emerged as the best
option for meeting accommodation needs. Benefiting from low interest
rates and long maturity periods on their housing loans, these households
saw a reduction of their housing costs (when compared with the rental
market) and accumulated wealth. This is clearly evidenced by the differ-
ence between the cost of a mortgage and of paying rent. In 2013, only 7%
of families with mortgages were bearing an excessive burden of expendi-
ture on housing (i.e. over 40% of the available household income),
whereas the figure was 35% for households who were renting the house-
hold home (Eurostat, 2015b). The extraordinary expansion of household
debt should thus be understood as the easiest and cheapest way for the
wealthier households to gain access to housing. Departing from very low
debt levels, this rise of indebtedness was not only generally sustainable
in respect of a household’s ability to pay, but was also a relatively safe
way to accumulate wealth, despite the modest drop in housing prices in
recent years. With most of these mortgages contracted at variable rates
indexed to the interbank rate Euribor, monthly repayment amounts have
followed the decline of ECB interest rates since 2009 allowing for a signif-
icant reduction in levels of mortgage loan repayments (INE, 2015b).

The participation of Portuguese households is even more unequally
distributed in financial assets markets. In 2010, the top income decile con-
centrated all financial assets, where 33% of these households held
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tradable assets (mutual funds, bonds and shares) and 43% held voluntary
private pensions or whole life assurance, while the bottom income quin-
tile held, respectively, 1% and 3% of the same assets (BdP and INE, 2012).
This means that high-income households have substantially higher rates
of participation in financial markets, both as debtors and holders of finan-
cial assets. The concentration of specific financial liabilities such as mort-
gage debt, and of financial assets such as mutual and pension funds, in
high-income households suggests that they have a balanced and benefi-
cial relation with finance. This is so not only because financial liabilities
are contracted on more favourable terms and can be converted into real
wealth, but also because these households have a more diversified and
balanced set of financial assets, thus being better able to hedge their port-
folios against financial volatility. In contrast, low-income households
tend to contract debt with higher interest rates for the purchase of con-
sumer goods, having fewer means to deal with liquidity or solvency
problems, being more vulnerable to personal and social contingencies
that compromise their wage income. By benefiting the high-income
households more and in relevant areas of provision, such as housing and
retirement, financialisation is further detrimental to the most vulnerable
segments of the population in promoting and reinforcing private and
commodified forms of provision.

The rapid expansion of debt among Portuguese households over the
past two decades has been associated with low levels of default. It was
the crisis — and the consequent drop in household income and overall
increase in the cost of living — that led to bad debt in bank portfolios.
Reflecting the differentiated engagement of households with finance, the
default rate on credit for consumer goods and other purposes rose fastest,
from around 6.6% in 2009 to 14% in 2014, while the default rate for hous-
ing loans remained relatively contained, increasing from 1.6% to 2.7% in
the same period (BdP, 2015).

It was therefore essentially the crisis itself that revealed the seriousness
of debt incurred by Portuguese families and made them more vulnerable
to the economic and financial instability of the country. Vulnerability to
debt problems was not caused by the bursting of inflated mortgage mar-
kets, leading to the fall in housing prices as in the USA and to a lesser
extent Spain. It was first and foremost caused by the rise in unemploy-
ment and the sudden lack of income caused by austerity conditionality
imposed by the European Union and the IMF and endorsed by the
Government.

Thus, the claim that it has been the growth of income inequality and
the rollback of the State that have forced households to engage with
finance to fill the gap between income and acquired standard of living
does not apply to the Portuguese case, as has been argued for the USA
and the UK (see, for example, Barba and Pivetti, 2009; Cynamon and
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Fazzari, 2008). And while households have been a new source of revenue
for the banking sector, what we observe is by and large a shift in the
transfer of income stream from private landlords, positioned in a shrink-
ing market, to banks benefiting from the rise of homeownership rates.
Hence, contrary to Lapavitsas’s (2009) hypothesis of financial expropria-
tion, the financialisation of households, at least in the Portuguese case,
should not be taken as a detrimental relation across all income brackets
but as a phenomenon that exacerbates existing income inequality, result-
ing in the concentration of wealth and capital within the financial sector.

7. TOWARDS A SEMI-PERIPHERAL
CONCEPTUALISATION OF FINANCIALISATION

Critical political economy should devote more attention to the concrete
institutional underpinnings of the recent rise of finance and to power
relations beyond the Anglo-American world. This is precisely what this
paper has done through scrutiny of the content of financialisation in the
semi-peripheral Portuguese economy, bringing to the fore the role of the
EU. In so doing, it has shown how and the extent to which Portugal
benefited and, at the same time, was constrained by the direct and indi-
rect EU rules that promoted the international financial sphere.

Having described the main features of the financialisation of the Portu-
guese economy and society, we are now in a better position to elaborate
on the theoretical understanding of the context-specific nature of semi-
peripheral financialisation aimed as a contribution to this emerging body
of literature. We begin by synthesising the main differences between core
and semi-periphery and between semi-periphery and periphery. Based
on the Portuguese case, we then highlight the main features of the rela-
tion between finance and other economic agents, national and interna-
tional, in semi-peripheral contexts and underline the role of the State in
shaping them.

In contrast to core countries, in the Southern European semi-periphery
the major institutional transformations involving finance occurred at a
later stage, evolved at a faster pace and were strongly determined by
external factors, even if mediated by the enabling role of the State (Gam-
barotto and Solari, 2015). In Portugal in the early 1980s, within what was
then considered a highly ‘repressed’ financial system, the scale and speed
of these transformations were remarkable and directly associated to the
process of European integration. The insertion of the national financial
sector in the international circuits of finance had as its main outcome the
growing accumulation of external debt from the 1990s onwards, with no
parallel in either core countries or countries with similar economic struc-
tures. Portuguese banks successfully positioned themselves in the new
emerging monetary and financial hierarchy associated with the
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construction of the EMU. This has meant the formation of ‘a hierarchical
alliance of sovereign states’ so as to produce ‘a new form of world mon-
ey’, benefiting particular fractions of capital both at the national and at
the international levels (Lapavitsas, 2013: 300). This not only goes beyond
the “Americanisation of Finance’ (Gindin and Panitch, 2005), by showing
the role of other agents and means by which structural power has been
harnessed in global financial markets (Konings, 2007); it also shows that
these have been central to account for the dynamics of financialisation
and crisis in semi-peripheral EU countries such as Portugal.

Although Portugal shares many features usually identified with
peripheries, namely rising capital inflows in the immediate aftermath of
financial liberalisation and privatisation, rising real exchange rates and
external indebtedness (Becker et al., 2010), relevant differences apply.
Having joined the Euro, Portugal benefitted from cheap and abundant
capital, consisting mostly of banking loans. It did not need to hold high
exchange reserves, nor did it need to keep high interest rates to attract
foreign capital, as did other peripheral and semi-peripheral countries.
However, facing high real exchange rates, resulting from a backward eco-
nomic position and rising productivity differentials with the Eurozone,
credit was directed to sectors which were relatively insulated from for-
eign competition, such as construction and real estate. This has meant
that the extraordinary influx of capital, even if at a low cost, has not
resulted in positive structural transformations in the economy. On the
contrary, a decaying manufacturing tradable sector was progressively
substituted by the construction and real-estate sectors. High external and
unsustainable debt is thus not so much related with the cost of capital
per se but largely with the insertion of its less competitive economy in
the international arena and resulting intertwining with international
finance.

The context-specific nature of semi-peripheral financialisation in
Southern European countries stems by and large from the hybrid nature
of these economies, combining elements of relatively backward struc-
tures with a rapidly modernised financial sector fully articulated with
core financial centres. They share many features that are manifestations
of the same processes — the predominance of loanable capital from exter-
nal sources, capital accumulation geared towards domestic non-tradable
sectors, rising levels of household debt, and a State overly dependent on
foreign funding (Orsi and Solari, 2010). But Southern European countries
also differ in many respects. For example, while external debt rose in all
countries, in Portugal and Spain this was mostly private whereas in
Greece it was mostly public (Lapavitsas et al., 2012). And while house-
hold debt rose dramatically in Portugal and Spain over the last two deca-
des, due mainly to the evolution of housing loans, only the latter
displayed continued high levels of investment in the sector feeding a
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housing bubble in the 2000s (Lépez and Rodriguez, 2011; Santos et al.,
2015). This partially explains why the Euro is associated, in Portugal,
with prolonged economic stagnation before the crisis; a feature shared
only with Italy within the Eurozone, although the latter did not register
the same high levels of external debt.

As regards the relation of finance with non-financial firms, and in con-
trast to other experiences in core countries in Europe and elsewhere, the
Portuguese case shows that the development of capital markets did not
imply a ‘crowding-out’ of bank funding (cf. Lapavitsas and Powell,
2013). It also shows that financialisation did not involve the shortening of
the time horizons for investment, taking the more profitable short-term
financial investment as the new benchmark and adopting a corporate
governance model based on short-term results (Stockhammer, 2004). In
Portugal, domestic securities (whether equity or debt) markets have been
and still are relatively underdeveloped.

The insertion of Portuguese banks in international financial markets
allowed non-financial firms to access foreign funds, contributing to
unprecedented and exceptionally high levels of private debt. Rather than
reflecting the mere submission of the ‘real economy’ to financial interests,
non-financial firms have simply adjusted to the new financialised con-
text, developing a symbiotic relation with financial actors, investing,
domestically and abroad, in accordance with the opportunities and
incentives offered by context-specific socioeconomic conditions.

From this it follows that increased access to and engagement with capi-
tal markets should not be taken as defining features of financialisation in
the Southern European semi-periphery. The Portuguese case instead sug-
gests that the financial operations of non-financial firms are part of an
overall process of economic restructuring whereby major corporations
mutated into transnational industrial-financial groups, managing delo-
calised production and benefiting from financial engineering in their
domestic and international operations. This was most significantly the
case in the non-tradable sectors both domestically and internationally; in
the latter case through investments outside the Eurozone (Teles, 2015).

The Portuguese case also offers a seemingly different interpretation of
the rising involvement of households. The extraordinary rise of house-
hold debt undoubtedly conveys households’ increasing dependence on
finance to access a host of goods. It has also meant that wage income has
become an ever more important source of revenue for finance. And it
likewise exposes an asymmetric power relation between banks and
households, unfavourable to the latter. However, the contents and mean-
ings of these relations are not comparable to those that have been identi-
fied in the UK or USA.

In Portugal, the shift of finance towards households is not explained by
the growing reliance of non-financial firms on capital markets for their
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financing since lending to firms never ceased to grow. Nor can the rise in
household indebtedness be justified by the retreat of the Welfare State,
rising inequality and wage stagnation, increasingly compelling low to
medium income families to resort to credit to access fundamental areas
of social provision. As we have seen, the growing involvement of house-
holds with finance cannot be attributed to the retrenchment of the State
in housing provision since public provision in this domain of social pol-
icy has been historically residual. Until the 2008—09 crisis, Portugal had
in effect registered social progress on many fronts, resulting in steady
declines in income inequality (Rodrigues, 2012).

Moreover, the rise of household indebtedness is concentrated on high-
income households. These households not only tend to have higher rates
of participation in debt markets, but they have even higher participation
rates in financial asset markets, indicating that their engagement with the
financial sector is generally made on both sides of the balance sheet, with
assets more than covering liabilities. Thus, rather than being associated
with attempts at preserving a previous standard of living, household
debt has been first and foremost a means through which the higher stra-
tum has strengthened its relative advantage, reproducing and consolidat-
ing corresponding inequalities. However, the crisis, namely the austerity
policies pursued since 2011 as part of the conditionality of the financial
assistance by the Troika, is leading to the retrenchment of public provi-
sion, particularly in healthcare and social security, resulting in rising
inequality. The effects of the deterioration of living conditions on house-
hold engagement with finance are as yet uncertain. But as the national
banking system recovers with the help of European institutions, in a
rather indebted and stagnated economy, it might be expected that house-
hold participation in financial markets will become even more concen-
trated among the better off, instead of moving progressively towards the
inclusion of the lower echelons of society.

All these trends were shaped by and simultaneously shaped the nature
of the Portuguese State. Under European influence, namely through the
national transposition of a progressively market-creating and market-
conforming regulatory apparatus in the financial sphere, successive Por-
tuguese governments played a role in the insertion of the country in the
international financial circuits, thus mediating between the European
and the domestic levels. One of the major transformations in the country
was thus the loss of important elements of sovereignty in the economic
and monetary realms as European integration moved forward. The dire
consequences of these changes were mitigated, or disguised, until the cri-
sis of 2008—09, due to easy access to funding at low interest rates. The
financial crisis then morphed into a crisis of public debt, revealing the
full extent of State dependence on external funding, whether from finan-
cial markets or, in their absence, from official creditors with their rigid

504



RODRIGUES ET AL.: SEMI-PERIPHERAL FINANCIALISATION

conditionality. The hierarchical nature of the Euro, as a fragile form of
quasi-world money without the backing of a real State, has ultimately
been brought to the fore.

To conclude, this paper presented the main features of the financialisa-
tion of the Portuguese economy and society by focusing on the relation
between finance and external and domestic economic agents. It under-
lined the context-specific nature of semi-peripheral financialisation pro-
cesses, and of underlying social relations, by examining: (1) the historical
and context-specific international insertion of Portugal as a semi-periph-
eral country in international financial markets, as external agents are the
main driving force in promoting financialisation in the periphery and
semi-periphery; (2) the impacts of international financial integration on
the economy through changing the incentives of national (financial and
non-financial) agents; (3) the impacts of international financial integra-
tion on individuals and households, taking due account of how finance
interacts with relevant systems of provision; and (4) the role of the State
in mediating between the international and domestic levels. Based on the
Portuguese case, the paper then proposed a theoretical framework for
the analysis of the context-specific nature of semi-peripheral financialisa-
tion processes that combines and integrates all these features, that aims
at avoiding unwarranted generalisations while going beyond mere
descriptive exercises. The concept of semi-peripheral financialisation put
forward signals differences in form and content relative to financialisa-
tion processes in core countries. It underlines the more predominant and
critical role of bank loanable capital in shaping recent changes in semi-
peripheral countries. It emphasises the role of international finance and
its intertwining with domestic agents, including financial institutions,
non-financial firms and households, which are crucial adequately to
account for variation in financialisation processes in semi-peripheral
countries.
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NOTES

. The term quasi-world money refers to Marx’s concept of world money and
accounts for the need for a common international means of payment and
hoarding (reserves) in the world market. This has been mostly assured by the
dollar, which has given the USA the ‘ability to exercise monetary policy
domestically, to maintain foreign trade deficits and to import and export capi-
tal’. It has also ‘spurred financialization in developing countries and systemat-
ically transferred value to the US’ (Lapavitsas, 2013: 104).

. They argue that in the peripheries and semi-peripheries, where financial secu-
rities markets are less developed, financialisation is more directly associated
with the expansion of loanable capital provided by banks, national and
international.

. Notwithstanding the intensification of economic relations with its former colo-
nies (namely, with Brazil and Angola), promoted too by cheap and easy access
to loanable capital in a hard currency (the euro), these economic ties have
remained of marginal importance to the Portuguese economy as a whole. For
this reason the traditional intermediation role between core/empire and
periphery/colony (e.g. Wallerstein, 1974) is not taken as significant for the
contemporary Portuguese case.

. After the 2008—09 crisis, the Portuguese banking sector has undergone a new
wave of mergers and acquisitions, further intensifying concentration in the
sector, now with the increasing participation of foreign capital.

. In contrast to what was observed in Portugal, in Germany wages grew at a
slower pace than productivity. The difference between the unit labour costs of
the two countries explains, at least partially, the continued relative loss of
competitiveness in Portugal (Lapavitsas et al., 2012).

. Denmark (270%), the Netherlands (244%), Ireland (209%), the UK (147%),
Sweden (142%) and Luxembourg (132%).

. In contrast to core EU countries, the building of the Portuguese Welfare State
is not an outcome of the post-war compromise that aligned economic growth
with overall social progress. It is instead a late, post-1974 product of the demo-
cratisation of the country, often depicted as a ‘southern welfare regime’ (Fer-
rera, 1996) or as a ‘welfare society’ (e.g. Santos, 1985), supplying limited
welfare benefits, and supplemented by more traditional intermediary institu-
tions such as the family.
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