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24 Scptember 1974

MEMORANDUM FOR:

SUBJECT : Contribution to Interagency
Memorandum on Portugal

Attached are the sections you requested on the current °
econonic situation in Portugal and the economic impact

of freeing the African colonies. If you need any further

information, pleass

Oftice or Economic Research
Attachment: As Stated
Distribution: §-6491

Original + 1 - Addressee (handcarried)
1l - D/CZR

21 September 1974

7

Approved For Release 2005/12/14 :CIA-RDP85T00875R001900030099-7- - o v ©




T

Approved For Releas¥ Y00/ 12717 . CIA'RDP85T00875R001900030099-7

PORTU_GI\L:. THE ECONOMIC IFPACT OF LOSIHG ANGOLA, FOZAMBIQUE,
AD PORTUGUESE GUINEA

SUNMMARY

Angola, Mozambiqgue, and Portuguese Guinea as a group
clearly have becn net economic liabilities to Portugal in
recent years. The costs to Portugal were mainly attributable
to the gﬁerrilla wars. The cost of military operations in
Africa has been equivalent to perhaps 3% of Portugal's GNP
and these opecrations have diverted about 4% of its lebor
force.into the armed foxces. In other respects, economic
relationships between the Metropole and the three territories
have been fairly well balanced and, probably, mutually
.beneficial. If the move toward independence follows its
present course, these relationships -- both private and

governmental --- will not be sgeverely disrupted.

At home, Portugal faces severc economic problems s temming

from the new governmeut's failure to provide economic
lcadérship. Thé self-made probléms are.compoundcd by

the adverse balance-of-payments cffécts of a higher oil
import bill and of the loss of forecign exchange carnings

from tourism and from bxpatriaﬁe Portuguese workers as ecoromics:
siump clsewhere. The slack in Portagal's cconomy will

rcduce one of the immediate bencefits expected fxom the cut

in military operations, bocausce discharxged soldiers 7111 have

great difficulty finding civilian jobs.

CONFIDERTIAL
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TRADE WITH THE TERRITORIES

Trade between Portugal and the threce territories

appears to be mutually beneficial, with neither side

having a particular advantag:. In rccent years, Portugal

has run annual trede deficits with the group ranging as

high as $75 million. The deficits have resulted mainly

from trade with Angola. Trade with Mozambique has been
roughly in balance and there is regularly a surplus with
Portuguese Guinea. But with the Portuguese econony's

rapid expansion and the development of itg$ trade with

other West European countries, the colénies‘ relative
. importance in Portugal's trade has declined rapidly.

The three arcas' share of Portugal's'ex?orts dropped

from 23% in 1970 to 10%'in the first four months of this
year; their share of Portugal's imports fell from 14% to

$. The Metropole remzined the key trading partner of the
three territories in 1973, taking about 25% of Angola's
exports, 30% of Mozambique's, and 90% of Portugucse Guinea's.
Both sides enjoy some special privileges in the trading

relationship. Portuguese exports, though subject to tariffs,
find a shelterzd murket in'the territories. Goods fromn the
three arcas =-- of which céffoc, sugar, bahanaé, and crude

0il are the nost important -- normally cnter Poxrtugal

dufy*frcc. The most valuable special privilege to

GOEFIDENTIAL
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MiLiTary CosTs

"The main burden on Portugal of keeping the threce
African colonies hau been the cost of fighting guerrilla
moverents. The overall military budget in 1974 is about
$580 million -- 27% of the total budget and equivalent
to about 6% of GNP. Nearly 40% of the military budget
{somz $220 million) is for oversecas ﬁilitary operations.

Allowing for Lisbon's habitual underestimation of government

spending in its budget proposals, the true financial cost
of the wars is piobably close to $300 million annually.

In terms of manpower, Portugal keebs about 250,000 men

in unifo;m -— about 8% of the total labor force. Half

of these troops are stationed in Africa. In normal
Eircumstanpes, the men now in Africa could be holding
productive civilian jobs, either in Portugal or elsewhere

in Western Europe. At present, however, economic conditions

in Portugal are chaotic and unemployment is rising : ;

elsewhcre 'in Europe. With jobs scarce, the immediate benefit
from relecasing men from military scrvice would be reduced. : i
There would still be some economic gain even if all the

returnod soldiers are kept in uniform becausce they w' il

be spending more of their wages in Portugal, providing |
sone stinmulus to the domestic economy and reducing the ?

flow of funds oult of the country.

"OMFIDERTIAL
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Portugal is its option of purchasing up to one-half of
Angola's crude oil production. It was this provision that
effectively shielded Portugal from the Arab oil embargo
last winter. Portugal reportedly pays relatively low
prices for coffee and tobacco from the territories but

the total value of ‘this benefit appears to be small --
pexhaps élo million annually for Angolan products and

much less for those from lMozambigue. The Metropcle is
currently getting sugar from Mozambique at a bargain --
about one-fourth the world price, ‘equivalent to an $80
million annual saving. Arising.from contracts signed
prior to the recent spectacular rise iﬁ world sugar prices,
‘this windfall will not endure. Indeéd, until fecently,

Portugal was paving a premium price for Mozambique's sugar.

Financial FLews

The net f£flow of payments for services and unilateral
transfers.betwaen Portugal and its Overseas Provinces!
was ncarly in balance in 1973. Portugal receives a
substantial net inflow of foreign ewchange from such
jtems as foreign travel, investment.income, and private

transfers. ‘These receipis are offsct by large government

transfers to the provinces --  $180 million in 1973.

YT 15 not pessivle to separate the three African territorics
in question, but they account for an overwhelming share of
transactions belween Portugal and the Overscas Provincoes.
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With respect to long-term rovements of capital, there was

a substantial net flew ol funds from Portugal to the Overseas R |
Provinces. The net outflcw in 1973 was $88 million, nearly o :

all official. Short-term cepital flows are quite small, i f
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perhaps because oI the eichange controls within the escudo

zone, PRI

Tue Escuno Zeous AlD THE BaLANCE OF PAYMENTS

; There will be a2 smz2l)l net disa

1
dvantage for Portugal i

. i

if the escudo zone -~ consistiing of Portugal and its :
o overseas territories --- breais up. Angola has a large

trads surplus with thiré countries, and the foreign i
. exchange reservas it earns and turns over to Portugal

strengthen the Porxtucuese escudo. Even without this

(
t

help, howvever, Portugal's own balance-of-payments position

]

has been very streng in recent years. The current account

PR —

surplus in 1973 was about $600 million, a very large amount
for an econcnmy of Portugal's size.s Admittedly, higher oil

costs will cut the current account surplus by half, and

the current econcmic disrustions in Portugal will further

erode it. Nonetheless, over the next few years, Portugal
will probably have onc of the stronger payments positions

in Western FEurcpe, if there is at least a senblance of

domestic econonic ordor.
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THE ‘WHITE SETTLERS ' .

* The one way in which loss of the colonies could impose

a severe immediate burden on Portugal would be {through

a mass return of white settlers. There are approximately

400,000 such people in the three areas, most of them Portuguocse,

If a majority chose to return to the‘ﬁetropole, Lisbcn -
would ha&e enoxmous difficulty trying to feed, clothe,

house, and employ them on top of its nther econonic

problems. It appears, however, that most of the settlers

will stay in Africa. Most want to stay and their- skills

5 _ certainly will be necded there.

-y
kY

Approved For Release 2005/12/14 : CIA-RDP85T00875R001900030099-7 |




