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Metropolitan Portugal, which includes Madeira and the Azores, crowds 

nearly nine million inhabitants into an area of less than 36, 000 square miles. 
In contrast, an estimated twelve million people are dispersed over the 800, 000 

square miles of Portuguese territory in Africa and Asia. Portugal disputes 
with Spain the unwanted distinction of the lowest level of living in Western 

Europe, and the colonies hardly constitute an affluent society. Some of the 

problems of economic growth in an underdeveloped country which rules even 
less developed overseas possessions are carefully explored in a doctoral dis- 
sertation presented to the University of Basel by Ralph von Gersdorff. 1 

Portugal's gross national product amounted to $203 per capita in 1955; 
in Mocambique and Angola, the largest colonies, it was probably less than $50. 
The current rate of gross domestic capital formation--about 14 percent of the 

gross national product--is the lowest in Europe. Gersdorff reports an increase 
in the gross national product of only two percent annually in 1950-1955. The 
O. E. E. C. accepts much higher estimates for recent years, e. g., 4. 2 percent 
for 1956. Both agree on the urgency of measures to increase these rates of 

growth. 

Gersdorff holds that more rapid development depends on the accelera- 
tion of capital formation. Capital imports are essential, but only a rise in 

private domestic savings can sustain the desired rate of growth. The stimula- 
tion of domestic capital formation is viewed as a problem of designing institu- 
tions to facilitate saving and of quickening individual responses to the opportuni- 
ties for investment. 

Portuguese economists, notably A. Ramos Pereira, consider Portugal 
an underdeveloped country sui generis. The Corporative State, under the long 
rule of Prime Minister Salazar, has rejected inflation and the sort of forced- 
draft economic development which has characterized some Latin American 
countries. Portugal has long enjoyed a stable exchange (the esucdo is one of 
the "hardest" currencies in Europe), a favorable balance of payments, and a 
balanced budget. Prices responded to universal inflation during World War II, 

1. Massnahmen zur Forderung der privaten Kapitalbildung im Portugiesischen 
Reich. (Staatswissenschaftliche Studien, Neue Folge, Band 33). Zurich: 
Polygraphischer Verlag, 1958. Pp. xvi. +265, 12. 45 francs. Dr. von 
Gersdorff is presently on the staff of the Hamburgischen Welt-Wirtschafts- 
Archiv. 
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ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 

but between 1948 and 1957 consumer prices in Lisbon advanced only five per- 
cent. At the end of 1957 gold and foreign exchange reserves of the escudo area 
surpassed $700 million, or about 50 percent of the deposits and note issue of 
the Bank of Portugal. Gersdorff criticizes the "extraordinary liquidity" in- 
duced by "Salazar's orthodox credit and financial legislation", while the 0. E. E. C. 
insists that the nation's financial structure is sound enough "to risk energetic 
expansion". 

Every sector of the Portuguese economy furnishes examples of the ob- 
stacles to "energetic expansion". As in most underdeveloped countries, produc- 
tivity in agriculture is distressingly low. Gersdorff estimates that agriculture 
employs 47 percent of the labor force and contributes 25 percent of the national 
income. In 1957 output per worker was 9 contos ($315) as compared with 21 
contos ($735) in industry. Rural areas furnish the bulk of emigration--Portu- 
gal's "safety valve" for one of the highest birth rates in Europe--but in the main 
those who leave the country to settle abroad, particularly in Brazil, are the 
robust and energetic, instead of the submarginal, workers. Agriculture was al- 
lotted 13. 8 percent of the 9. 6 million contos budgeted for the Six-Year Develop- 
ment Plan (1953-1958), and some improvements have been realized in irrigation 
and cultivation; but low wages and chronic underemployment in farming have im- 
peded mechanization. A similar dilemma faces fishing. Although this is an im- 
portant part of the export economy, the modernization of equipment and methods 
proceeds slowly because of the fear of displacing labor. And fishermen are "the 
poorest of the poor" in Portugal. 

Fish, wine, cork, and wolfram have traditionally provided the major 
share of Portugal's exports. While these commodities have often brought rela- 
tively high prices, creating ample foreign exchange for imports of capital goods, 
competition on world markets and the development of substitutes (e. g., for 

cork) have produced abrupt declines in export earnings. In the search for more 
diversified exports Portugal has captured some foreign markets for cotton tex- 
tiles. But this industry is hampered by inefficient methods and the lack of 
modern machinery--factors which largely offset abundant raw materials (from 
the Portuguese African provinces) and cheap labor. (Textile workers earn an 
average of $. 80 per day!) 

Foreign trade promotion is carried on by both private and state agencies, 
but Gersdorff thinks more should be done, probably by the government, to en- 
courage and assist exporters. "The organization of the English export insurance 
could serve as a model for Portugal". Portugal should also seek international 

agreements for the stabilization of the prices of the raw materials exported by 
the motherland and its overseas provinces. One branch of the export economy, 
tourism, has grown satisfactorily through the combined efforts of state promo- 
tion and private capital. Transportation by air, rail, and highway has been im- 
proved and modern hotels have been built to accommodate foreign tourists, who 
find Portugal, after Spain, the cheapest country in Europe. 

Officially, Portugal "considers private initiative the most fruitful instru- 
ment of progress and of the nation's economy". Unfortunately, private views of 
what undertakings are profitable and the government's concept of what it is neces- 
sary or desirable frequently differ. The gap has been closed by state enterprises, 
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which currently absorb 60 percent of new capital funds. Eventually, Gersdorff 
believes, private firms will take over some of the state enterprises or at least 
share in the ventures through mixed corporations. The shortage of competent 
entrepreneurs is only relative. Portugal may boast of some first-rate business- 
men, but the "pre-capitalistic mentality of most Portuguese" tends to put pro- 
fessionals and civil servants higher up on the social ladder. The recruitment 
of able young men for the entrepreneurial ranks involves a wider adoption of the 
"industrial mentality" (Industrie-Mentalitat). In the same vein the Seventh Re- 
port of O. E. E. C. deplores the insufficient "propensity of the private sector to 
invest in productive enterprises that would raise employment and real wages... 
The main task of official policy therefore must be to impart to the economy suf- 
ficient stimulus to obtain a higher rate of development". 

Anticipating, perhaps that the "industrial mentality" will not take root 
overnight, the draftsmen of the new Six-Year Plan (1959-1964) have increased 
the projected outlays for industry. With German and Belgian help, Portugal will 
soon have steel mills to "save", through the reduction of imports, an estimated 
$35 million annually in foreign exchange. In both Plans investment in electric 
power ranks high (38. 1 percent of total expenditures under the first Plan), since 
the shortage of power has long been an obstacle to industrialization. Although 
consumption of electricity has increased at the rate of 12 percent per annum 

(1945-1955), per capita consumption of electricity is the lowest in Europe, ex- 
cepting Greece and Turkey. The dearth of petroleum deposits in the Iberian 
peninsula forces both Spain and Portugal to import most of their oil, but recent 
explorations in Angola have proved sufficiently productive to justify the erection 
of a refinery in Luanda. Both Portugal and the African provinces have substan- 
tial deposits of uranium ores, the economical utilization of which might help to 
meet the power needs of future six-year plans. 

Starting with the proposition that "the Portuguese is not a saver", 
Gersdorff explores numerous devices which might be introduced to encourage 
thrift, overcome the "demonstration effect", and make private enterprise a 

larger and more vigorous part of the total economy. The rudiments of the 
savings institutions typical of more advanced countries already exist in Portugal. 
Despite the low level of wages, Gersdorff supposes that even low-income fami- 
lies would save more if, for instance, savings accounts received not only inter- 
est but also "premium awards determined by lottery" and if the nominal amounts 
of savings deposits were adjusted to the cost of living. "Baby bonds" with a par 
value as low as 100 escudos ($3. 50) are recommended. The premium income of 
all types of insurance companies represents 2. 2 percent of the net national in- 
come, and much of the reserves find their way into long-term investments. If 
the demand for life insurance has a positive income elasticity, any impetus to 
economic development would raise the amount of insurance in force far above the 
present average of $15 per capita and correspondingly increase the invested re- 
serves. 

For potential investors of more ample means Gersdorff proposes several 
experiments based on the experience of other countries, e. g., investment clubs, 
mutual funds, and instalment purchase of corporate stocks. One may wonder 
whether the Portuguese securities market needs a Monthly Investment Plan, a 
scheme which in the most "capitalistic" country has only a few years' history. 
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ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 

In one important case employee stock ownership through a profit-sharing scheme 
has proved successful; but it strikes Gersdorff as curious that the Portuguese 
employer, who typically displays a paternalistic concern for his workers, gen- 
erally spurns proposals which smack af co-partnership. 

Well-to-do Portuguese, like the wealthy of other developing countries, 
have a high propensity to invest in real estate, which is not only socially accept- 
able but also comparatively safe, as long as population grows. But saving in 
the form of land and houses, Gersdorff believes, "is the worst method, if one 
wants to achieve the swiftest possible economic development of Portugal". Sev- 
eral years ago an E. C. A. mission in Portugal recommended the restriction of 
credit for construction, especially for high-rent housing, in order to channel 
funds into "economically more productive projects". 

The earnings and dividend records of Portugal's major enterprises sug- 
gest that the marginal productivity of capital remains at a high level. Further- 
more, a study of corporate earnings shows a rise in profits as a percentage of 
national income. While recognizing that this may favor capital accumulation, 
through the re-investment of earnings, Gersdorff has some misgivings about the 

perpetuation of extreme inequality in the distribution of income. "It is difficult 
to decide which is more important for Portugal, capital formation through an in- 
crease in entrepreneurial income or the long overdue raising of the much too low 

wages". There is no question about the urgency of increasing labor productivity, 
and the first Six-Year Plan earmarked 3. 8 percent of the outlays for technical 
schools and training courses. Gersdorff approves of the adjustments of wage 
rates to gains in efficiency but suggests that a part of the gain from higher labor 

productivity might be channeled into capital formation, perhaps through forced 

saving. 

Discussion of measures to promote economic development cannot neglect 
what Lewis calls the "will to economize". If "the greatest growth occurs in so- 
cieties where men have an eye to the economic chance, and are willing to stir 
themselves to seize it", 2 Portugal hardly promises soon to be in the forefront 
of rapidly developing countries. Officially, Portugal is dedicated to providing the 

people with an increasing flow of goods and services, but the Corporative state 
does not recognize this as necessarily its most important obligation. "For 
Salazar", Gersdorff reminds us, "material progress is admissible only if it 
serves as a foundation for culture, a nobler life, a higher civilization". By way 
of further explanation of somewhat elusive concepts, Salazar has declared that 
"the nation can create conditions of material prosperity, linked to the development 
of wealth and the satisfaction of individual or collective needs. We are far from 

believing, however, that for nations or for individuals the satisfaction of more 
numerous wants adds to happiness". Gersdorff finds "Portugal today... still an 

idyllic little country" (author's italics). "Despite their poverty the Portuguese 
appear to have more joy in living (Lebensfreude) than, for instance, the rich 
Swiss". It would be unfair to conclude that he supposes the Swiss would be 

happier if poorer, or that the Portuguese would surely be unhappy if they were as 
well off as the Siwss. As long as the correlation of happiness with material 

2. W. A. Lewis, The Theory of Economic Growth, London, 1955, p. 23. 
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possessions lacks an acceptable statistical base, it will be easy for those who 
falter in the quest for material progress to argue that they have been more con- 
cerned with preserving spiritual values. 

Any estimate of the prospects for economic growth in the Portuguese 
Empire may fall wide of the mark if political factors are ignored. Gersdorff 
seems to feel that the present government is secure--that the "Salazar regime" 
will outlast its creator and the empire remain intact. Only ignorance, he con- 
tends, would lead one to the error of comparing Portugal with Mussolinis' Italy 
or Hitler's Germany. To many outsiders the elaborate structure of employers' 
guilds and workers' associations, controlled by an equally elaborate superstruc- 
ture of government boards, is likely to appear cumbersome, inefficient, and in- 
flexible. One might also harbor a doubt about the permanency of the "principle 
of the Portuguese Corporative System", which is "not only economic, as one 

might suppose, but also has the objective of uniting into the system gradually 
all the scientific, cultural, literary, educational and welfare organizations, 
institutes, and corporations". 

The Iberian peninsula presents the curious spectacle of two ageing dic- 
tators who, so far as the outside world knows, have not provided for their 
succession in such a way as to guarantee the continuance of their totalitarian 

systems. May they not, in fact, outlive the years which make their claims to 
be saviors of the country seem plausible--and the search for new saviors pro- 
tracted and painful? 

Gersdorff makes it clear in his Foreword that "for the most part" he 
has studied the Portuguese economy "without theoretical analysis". Lack of 
space precluded anything except an occasional consideration of a theoretical 
issue. But the attempt to describe so fully so many aspects of the national 
economy, to say nothing of long and often irrelevant digressions on institutions 
in other countries, has nevertheless resulted in a lengthy dissertation. Apart 
from the neglect of theory, some questions may be raised about the choice of 
data reproduced in great detail. Surely, few readers will stop to compare the 
cost of room and board in first-class hotels and pensions. Many, on the other 
hand, might appreciate a number of statistical time series, such as wages and 
prices. There is a great deal on social security and the insurance business, 
but practically nothing on morbidity, mortality, and longevity. 

In the search for measures to promote capital formation Gersdorff has 
traveled, literally and figuratively, over a wide expanse of the Portuguese 
imperial economy. Not the least of the many by-products of this journey are 
abundant statistics and detailed descriptions of institutions, agencies, firms, 
and associations related to economic life in Portugal and the provinces. The 
usefulness of the work as a compendium of Portuguese economic information 
is greatly enhanced by a 31-page bibliography and a good subject index. 
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