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PREFACE

In September, 1979, the Agency ior International Development
contracted with MASI (Contract # AID/PDC/SOD-C-0218, Work
Order #2) to «carry out a brief assessment of Portugal's

agricultural sector. The scope of work called for a team to:

Review the past and current performance of Portugil's
agricultural sector and its present and potential role in

relation to overall economic development.

- Assess the effects of past policies and public interventions
on performance of the sector and identify areas where changes

are needed tc improve the sector's performance.

- Examine the organization and structure of agricultural
production to identify major constraints on increased output,
such as rural institutions and services, infrastructure,

levels of technology, market conditions, and 1labor supply.

- Evaluate public and private investment levels, income levels,
investment returns and incentives, adequacy of credit, and

price and subsidy policies.

- Review the role of U.S. funding in addressing important

constraints and recommend priorities for future USAID

assistance.



MASI arranged for a team of three U.S. agricultural development
specialists, Drs. Fletcher, Newberg and Ream, to carry out the
study. After background briefings in Washington by World Bank,
AID, State Department and USDA personnel, the team visited
Portugal from September 6 to September 23 to discuss the agri-
cultural sector and 1its potential problems and needs with
Portuguese officials, and to visit principal production areas to
observe at firsthand conditions under which production is carried
out 1/. The team was cordially received and extensively briefed by
officials in various sections of the Ministries of Agriculture and
Fisheries, Commerce, Planning and Internal Affairs, and IFADAP 2/
and other agencies. The team was fortunate in having access to a
large number of Portuguese Government reports and planning
documents, several economic, sectoral and project studies of the
World Bank, and U.S. Government reports. These reports, all of
which are publicly available, provide detailed background
information on the past and present overall economic and
agricultural sector situations, discussion of problems confronting

agriculture, and projections for the future.

This large amount of available background information is only
summarized briefly in this report. The team concentrated most of

its time on appraising impacts of past actions, establishing

1/ The team traveled nearly 2,000 km by car visiting first the
Alentejo Region and later the East, N.E., N.W. and Littoral
Regions.

2/ Financial Institute for Agricultural and Fisheries
Development - a department of the Bank of Portugal.
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priority problems and constraints requiring attention, and iden-
tifying specific courses of action that might most appropriately
be taken. In so doing, the team has considered the possible

impacts of anticipated entry of Portugal into the EEC in 1983-4.
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SUMMARY

The 1974 Portuguese Revolution initiated a process that resulted
in an abrupt and radical transformation of the country's political
and economic systems. The Colonies, which previously were inte-
grally linked eccnomically with Portugal, were separated and began
to pursue independent economic development and trade policies.
This territorial contraction brought with it significant changes
in Portugal's trade relationships and internal economic patterns.
The Revolution resulted in profound changes in the land tenure
structure especially in the South_(Alentejo) where large private
holdings previously predominated. Much of the' land in large
holdings in the Alentejo was taken over by landless workers and
formed into collective or cooperative production units. Many
large-scale financial, transportation, utility, commercial, and
industrial enterprises were nationalized. Unions were encouraged,
minimum wages were established, and restrictions were placed on
employers' rights to discharge or layoff workers. Worker
absenteeism increased and productivity declined. Confidence and
willingness to invest in the private sector plunged both in

agriculture and non-agriculture.

During the decade prior to 1974, agriculture had suffered from a
low rate of investment, deficiencies in publicly provided
services, and policy distortions, partially related to dependence
on colonial food production and emphasis on internal industrial

development. Agricultural production lagged well behind the
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overall growth rate in 3DP, imports of food and other agricultural
products grew more rapidly than exports, and the disparity in
rural and urban income levels contributed to a major exodus from
rural -areas to urban industrial centers in Portugal and EEC

countries,

After 1974, agricultural production, especially principal cereal
crops, stagnated and imports of both food and feed grains grew
rapidly. A large number of costly subsidies were implemented to
stimulate production and moderate the iapacts of inflation and the
decline in the value of the escudo on the cost of living. The
overall public sector deficit grew from U.S. $330 million in 1974
to U.S. $1,620 million in 1976 (10% of GDP). Portugal's export
receipts declined and imports increased in real terms. As a
result, the balance of payments on current account, which was in
surplus by U.S. $350 million in 1973, shifted to a strong deficit.
In 1977, the deficit on current account reached U.S. $1.5 billion.
In 1978, it fell to about 0.8 billion and is expected to be at

about that same level in 1979.

The large increase in population resulting from decolonization and
return of Portuguese citizens to Portugal was an important factor
in the increases in consumption and imports. However, the most
serious and continuing adverse factor has been the stagnation of
domestic agricultural production, with the consequent 1large
imports of wheat for subsidized human consumption, feed grains and
protein concentrates for subsidized livestock production, vege-

table o0ils and oilseed.



The large internal fiscal deficitec and adverse balance of payments
experienced since 1974 have resulted mainly from high consumption,
low rates of savings, heavy domestic subsidies, and efforts to
maintain high investment rates (near 20%) despite the low domestic
savings. However, external factors have also contributed, particu-
larly the sharp increase in fuel prices and the slowdown in world
trade and economic activity. Particularly in the case of the EEC,
the latter reduced job opportunities for Portuguese workers abroad

and export demand for Portuguese goods.

The need clearly was to reduce domestic demand and imports and to
increase savings and exports. Several measures were introduced in
1977 including higher taxes, ceilings or real wages and salaries,
increases in utility and fuel prices, reduced subsidies,
relaxation of price controls, devaluation of the escudo, and

special export incentives.

However, credit to private enterprises, ccoperatives and collec-
tive farms offset much of the budgetary impact of these measures.
Recognizing thaf: deficits of the levels of 1977 could not be long
maintained despite Portugal's large gold reserves, assistance from
the IMF was sought and in 1978 special credits were extended. The
principal conditions negotiated by the IMF emphasized more
stringent measures to reduce consumption and increase domestic
savings. These measures were expected to result in elimination of
some marginal industrial enterprises and to increase unemployment.
The escudo was further J3d2valued and allowed to move freely.

Interest rates were raised. A large standby credit was negotiated
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which included a U.S. commitment of US $ 300 million in addition
to regular Foreign Assistance Act and PL-480 funding. By
mid-1979, these stringent measures had begun to show some

favorable impacts on the country's external balance of trade.

The relatively unfavorable crop output expected for 1979 coupled
with high grain and oilseed prices may make this improvement of
relatively short duration unless stronger and more effective
measures Aare taken in agriculture. In the August 8, 1979 report
the USDA estimated total grain production in Portugal in 1979
would be 908,000 m.t., down 7.8 percent from 1978, while total
disappearance was estimated to be up 5.3 percent, requiring
substantially increased imports, drawdown of stocks, or both.
Major factors in this continued adverse trend of decreased produc-
tion and increased consumption are policies involving a complex
system of price controls and subsidies that affect almost all
parts o©f the agricultural sector. Excessive moisture also
contributed to the 1979 decline in crop output. Livestock
production is expected to continue to grow, based largely on

subsidized, mostly imported, feed supplies.

In addition to low investment rates in agriculture (probably
negative net investment in recent years) and distortions brought
about by pervasive subsidies, weaknesses in institutions serving
agriculture (research and extension), inadequacy of credit (both
in quantity and d.rection), weakness in the marketing structure,
high 1levels of rural illiteracy, and poor tenure structures

(small, fragmented holdings in the North and large, inefficiently
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operated cooperative and collective units in the South) have all
contributed to the present state of Portugal's agricultural

sector.

The natural resource base for agriculture, though not abundant, is
reasonably good in terms of population density and the availabil~
ity of cultivated land. For example, Portugal has about 2/3 of
the population of Holland and about four times the land area.
Population density is only slightly over 2 persons per cultivated

hectare.

Rainfall is generally adequate for cropping from October through
June. Winters are mild except in the mountains of the north.
Soils are generally shallow and low in fertility, yet research
indicates they are potentially much more productive than suggested
by present average yields. Irrigation water though used by large
numbers of farmers on a small scale, is generally not well

developed nor efficiently utilized.

Yields of most crops are low and areas planted to most crops are
declining. The 1low yields reflect very low levels of use of
fertilizer, limestone and improved seed, especially for grains,
legumes and forage crops. The large amount of interplanting,
especially of grains and pasture with tree crops, probably also is
a factor contributing to poor cultural practices and low yields.
Relatively efficient and high levels of production of tomatoes,
wines and poultry products are bright spots in Portuguese

agriculture.

viii



Yields of major field crops currently are about the same as they
were a quarter of a century ago. For most crops, yields increased
somewhat from 1455-9 to 1970-4, but have declined since then.
Except for rice, which is produced in small quantities under
irrigated conditions, yields of most crops are but a small

fraction of yields in EEC countries producing the same crops.

There are significant disparities among different parts of the
country in per hectare value of production. A 1line drawn from
north to south through Vila Real and Setubal separates the areas
in the West with generally higher and more rapidly growing value
of production per hectare and increasing population from those in
the East with low value of production per hectare and declining
population. There are distinct regional variations in the latter
area, with the North characterized by very small, fragmented lower
productivity farms and low incomes and the South by large farms
and higher per capita incomes but still low productivity per unit

of land area.

The long list of existing structural and policy constraints on
Portuguese agriculture suggests a need for a comprehensive
restructuring of agriculture and the policies, programs, and
institutions designed to serve it. The comprehensive nature of
these restructuring needs and specific programs and projects
addressing these needs have been pointed out in several GOP and
World Bank reports. The team believes it can be most helpful in
identifying constrzints that are considered «critical and
suggesting specific measures to reduce their impact. Our overall

recommendations include the following:
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Policies and programs to increase the use of improved eseed,

fertilizer and limestone on grain and forage crops.

Emphasis should be on improvements in supply and in the
distribution system to make essential yield-increasing inputs
readily accessible to all farms within short distances at
reasonable prices. For fertilizer, prices currently are not
excessive relative to prices of most crops, but access does
appear to be a problem, in part, because the policy on
pricing and trade margins appears not to provide adequate
incentive for private wholesalers and retailers to pursue an
aggressive marketing policy. For 1limestone, which is
essential to correct the low pH of most soils and increase
effectiveness of fertilizer in raising yields, both price and
availability are serious constraints on greater use. Adapted,
improved varieties of seed are needed for cereal, oilseed,

vegetable and forage crops.

Rationalization of livestock, grain and mixed feed policies

and prices.

Livestock, feed grains and mixed rations are subject to a
complex set of price control subsidies that result in
distortions in production and consumption, a heavy drain on
the public budget for subsidies, and large expenditures of
Foreign Exchange on feed imports. The distorted price
relationships supported by costly subsidies have resulted in a
domestic livestock industry heavily dependent on imported

concentrates which, in the case of ruminant livestock

X



(especially beef cattle), would be more economically based on
locally produced forage. A part of the resources used to
import feeds and subsidize mixed rations should be utilized
to carry out a major forage production program based on high
yielding, improved forage varieties and application of

fertilizer and limestone.

Improvement in research and extension services, particularly
to expand and make research more relevant to farmers'
problems and more rapidly deliver research results to

farmers, both large and small.

Recolution of major land tenure problems, especially in the
Alentejo Region where wunsettled tenure is inhibiting

production~increasing investment.

More detailed recommendations, including the objectives, targets

and expected costs of priority investment programs, are given in

Chapter IV of the text.



1. OVERALL ECONOMIC SITUATION AND IMPLICATIONS

A, Structural Change ind Agricultural Stagnation, 1960-73

The late 1960's and early 1970's were years of rapid economic
growth in Portugal. Real growth in overall GDP averaged 6-7
percent per year during the 1960's, and then accelerated to near

10 percent per year between 1970 ard 1973.

Manufacturing was the leading sector in the Portuguese economy in
this period. From 1%63 to 1973, industrial output grew at 11
percent per year. By 1973, industry accounted for 37 percent of
GDP, employed 25 percent of the labor force, and contributed 60
percent of total goods exports (See Tables I-1 and I-2). This
impressive industrial growth was led by textiles, clothing, shoes,

metal products, machinery and transport equipment.

Up to 1973, Portugal relied on private ownership and investment,
stimulated by government policies that provided attractive fiscal
incentives, tax concessions, wage level and import protection.
Some inefficient industries serving captive domestic and colonial
markets prospered under these incentives and protective policies.
Other industrial producers, taking advantage of the low wages and
investment incentives, successfully supplied markets in the U.S.
and Europe. In 1973, a year in which investment reached 23
percent of GDP, industrial investment accounted for a third of
total investment. It was concentrated in metal products,

machinery, petrochemicals, textiles and foodstuffs.



Table I-1.

GDP BY SECTOR
(Constant 1963
Prices)

Agriculture, Forestry and
Fisheries

Industry

Construction

Utilities

Services

TOTAL (GDP at Factor Cost)
(Millions of Escudos)

POPULATION
(thousands)

GDP PER CAPITA
(Thousands of escudos per
persons)

EMPLOYMENT
(thousands)

Agriculture, Forestry and
Fisheries

Industry
Construction
Utilities
Services

TOTAL

GDP_PER WORKER
(Thousands of Escudos)

Agriculture, Forestry and
Fisheries

Industry

Construction

Utilities

Services

TOTAL (GDP/WORKER)

Source: National Statistics

PORTUGAL: GROSS DOMESTIC PRODUCT,

POPULATION AND LABOR FORCE

1970 1973 1974 1975
19,557 19,590 19,226 18,712
46,891 64,801 66,890 60,493

6,607 9,248 9,575 8,063

4,029 5,409 €,157 6,352
48,441 63,494 63,577 65,141

125,525 162,542 165,425 158,761
9,015.7 8,978.2 9,218.4 9,633
13,926 18,104 17,945 16,480
3,757 3,728
1,312 1,265
978 955
306 297
16 16
1,145 1,195
3,757 3,728
14,653 14,792
68,394 63,343
31,290 27,148
384,813 397,000
55,525 54,511
44,031 42,586
Institute and Bank of Portugal

1976

18,990
63,305
8,478
5,721
76,415

1977

16,100
69,319
9,410
6,865
78,680

172,909 180,374

.1 9,694.1 9,766
17,836 18,469
3,815 3,775
1,286 1,228
978 921

284 313

18 19
1,249 1,294
3,815 3,775
14,766 13,110
64,729 75,264
29,852 30,063
317,833 361,315
61,180 60,803
45,323 47,781

1978

16,738
71,593
9,880
7,311
81,057

186,579

.2 9,810.

19,019

3,802

1,170
1,003
321
20
1,288

3,802

14, 305
71,378
30,778
365,550
62,932

49,073



Table I-2 PORTUGAL: SECTORAL COMPOSITION OF GDP

SECTOR 1970 1973 1975 1977 1978

(Percent GDP at Constant 1963 Prices)
Agriculture, Forestry and

Fisheries 16 12 12 9 9
Industry 37 40 38 38 38
Construction 5 6 5 5 5
Utilities 3 3 4 4 5
Services _22 39 41 _44 _43
TOTAL 100 100 100 100 100

Source: Based on Table I-1



In contrast, agricultural output had been virtually stagnant since
the mid-1960's. In the late 60's and early 70's, while overall
economic growth surged in excess of 6 percent per year, agricul-
tural output grew less than one percent per year. As a result,
the share of the agricultural sector (including forestry and
f£isheries) in total GDP declined from around 33 percent in the

late 50's to 12 percent in 1973 (See Table I-2).

Investment in agriculture in this period was low relative to
output (less than 10 percent) and lagged somewhat relative to the
economy. What investment there was had little effect on output.
The only major increase in inputs used was the number of tractors
and combines, both of which tripled during 1965-74. These capital
goods were substituted for the labor that migrated from the

sector, but in a context of generally stationary yields and

output.l/

The demand for labor in industry, construction and services,
combined with a rapidly increasing migration of Portuguese workers
to Europe, were sufficient to maintain near-full employment in
the economy, despite the major sectoral shifts in workers. Open
unemployment in 1973 was measured at only 2.2 percent of the labor

force.

Between 1970 and 1973, total employmertc actually declined

slightly. In these years, the full equivalent of the annual

1/ See Section I.C. for a more complete discussion of capital
formation in agriculture.



increment in the economically active population emigrated abroad.
In 1973, some 800,000 Portuguesec workers were working in Western
Europe, equivalent to one-fourth of the total labor force remain-
ing in the country. While the agricultural labor force continued
its absolute decline, agricultural employment still accounted for

27 percent of total employment in 1973.

In the face of a sluggish rate of growth in output, even the
exodus of workers from agriculture resulted in only a modest gain
in output per worker of 3.8 percent annually. If this figure were
adjusted to take account of the absolute decline in the labor
input, the underlying increase in labor productivity would have

been less than one percent per year.

In relation to other sectors, agricultural GDP per worker was two
thirds as high as overall GDP per worker in 1950. By 1973, this
ratio had declined to .37. That decline signaled a qrowing pro-
ductivity gap between agriculture and the rest of the economy. It
indicated that productivity and income in agriculture were lagging
behind other sectors, creating continuous pressure for workers to

shift to higher-income occupations.

Generally, social services and infrastructure were deficient
especially in the lagging rural areas. Income distribution was
highly unequal. In 1973, the poorest 25 percent of households in
the country received only 7.3 percent of total income, while the
richest 25 percent received 56 percent of the total, a distri-
butional pattern that had prevailed since the 1960's (See

Figure I-~-1).



L) I.
100

Income

Figure I-1.

Family Income Distribution
(concentration curves) in

mainland Portugal in 1567/68,
1973/74 and 1977 (Lorenz curves).

80

10

9
S

50

L0

30

20

10

30

0

emenes 1967/1968

1977

1973/1974

10

80 80

100,

FAM;ucs

Source: Ministério da Habitagao e Obras Publicas, Gabinete de
Planeamento e Controlo, Estimativa da Distribuicao das
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Labor's share in national income barely exceeded 50 percent

(See Table I-6).

An overview of the effects of industrialization, heavily con-
centrated in the Lisbon and Oporto areas, agricultural stagnation,
and labor exodus is given in Tables I-3 through I-5. Estimates of
GDP per capita by district are shown for 1964 and 1970 in Table
I-3. 1In those years of rapid economic growth, high investment and
consistent balance of payments surplus, output per person almost
doubled. Per capita GDP increased in every district except
Lisbon, where an influx of rural migrants entered low-paying
unskilled occupations leading to a slight decline in per capita
product. The largest increases occurred in Viseu and Setubal. 1In
relative terms, per capita output is lowest in the eastern, north-
eastern and northwestern provinces, and these districts also

registered average or lower increases in per capita output.

The distribution of the agricultural lahor force (in 1970) and
agricultural output (GDP) in 1973 are shown by district in Table
I-4., These are then used to calculate an index of agricultural
output per worker, which shows a geographic distribution similar

to that for overall GDP.

Agricultural GDP per unit of cultivated land is analyzed in
Table I-5 for each district for 1960 and 1970. This measure of
land productivity fell during 1960-70 in Faro, did not change in
Vila Real, and increased very 1little in Braganca. Lower-than-

average increases were generally recorded in the poorer districts.



Table I-3: PORTUGAL - Regional Per Capita GDP
Index
District 1964 1970 1964
Northwest
Viana do Castelo 5.2 9.3 53
Braga 6.9 14.9 70
Porto 11.0 19.1 111
Aveiro 10.0 12.1 101
Coimbra 7.6 13.3 77
Northeast
Vila Real 5.2 9.3 53
Braganca 5.3 10.5 54
Viseu 5.4 15.8 55
Guarda 5.4 12.3 55
Center
Castelo Branco 6.5 13.3 66
Leiria 7.9 19.1 80
Lisbon 18.0 T 17.4 182
Santarem 9.3 18.4 94
Cetubal 15.3 33.3 155
South
Portalegre 7.6 18.6 77
Evora 8.3 20.5 84
Beja 6.4 15.9 65
Faro 7.1 18.0 72
Total 9.9 18.5 100

Index
1970

50
81
103
65
72

50
57
85
66

72
103
94
99
190

101
111
86
97

100

Source: World Bank, Portugal - Agricultural Sector Survey,

November, 1978. p 163.



Table I-4:

Viana do Castelo
Braga

Porto

Aveiro

Coimbra

Vila Real
Braganca
Viseu
Guarda

Castelo Branco
Leiria

Lisbon
Santarem
Setubal

Portalegre
Evora

Beja

Faro

TOTAL

PORTUGAL - Regional Agricultural Employment and GDP

Agricultural Agricultural Agricultural Index
Labor Force GDP GDP/Worker{j
1970 1973 __(Esc.)

Number % of Value % of

('000) Total (11il.Esc.) Total

63.8 7 1,443 4 22,620 ° 57
90.9 9 2,492 6 27,410 69
58.0 6 2,794 7 48,17C 121
52.4 5 2,618 7 49,960 125
57.6 6 2,221 6 38,560 96
55.8 6 1,776 5 31,830 80
40.2 4 1,121 3 27,890 70
87.4 9 2,921 7 33,420 84
41.6 4 1,541 4 37,040 93
44,7 5 1,616 4 36,150 90
57.4 6 2,545 7 44,340 111
51.2 ° 5 3,382 9 66,050 165
66.0 7 3,662 9 55,480 139
40.4 4 2,131 5 52,750 132
35.0 4 1,567 4 40,770 102
36.8 4 1,820 5 49,460 124
52.0 5 2,292 6 44,080 110
46,1 5 1,139 3 24,710 62

977.3 100_/ 39,081 100 / 39,990 100

1/ Figures have been rounded.

Source: Same as Table I-~3



Table I~-5

PORT'UGAL:

10

AVERAGE LAND PRODUCTIVITY

(GROSS AGRICULTURAL PRODUCT/CULTIVATED AREA)

(Contos 1/ per Hectare)

In 1970 In 1960
DISTRICTS

% Increase

at Current at 1960 (Current at constant

Prices Prices Prices) 1960 Prices
Porto 9,6 7,2 5,1/ +26
Lisboa 9,0 6,7 4,6 +46
Braga 9,0 6,7 4,6 +46
Aveiro 7,6 5,7 4,1 +39
Viana do Castelo 7,3 5,4 3,7 +46
Viseu 5,5 4,1 3,2 +28
Leira 5,3 4,0 2,7 +48
Coimbra 4,4 3,3 2,5 +32
Vila Real 4,2 3,1 3,1 0
San;arém 4,1 3,1 2,3 +35
Setubal 3,0 2,2 1,5 +47
Guarda 2,3 1,7 1,3 +31
Portalegre 2,1 1,6 1,4 +14
Evora 2,0 1,5 1,2 +25
Faro 2,0 1,5 1,6 -7
Castelo Branco 2,0 1,5 1,2 +25
Braganga 1,7 1,3 1,2 + 8
Beja 1,7 1,3 1,0 +30
Country 3,5 2,6 2,0 +30

1/ 1 Conto = 1,000 Escudos

Source: Pereira, M. Some Elements for Characterizing the Regional

Asymmetry of Portuguese Agriculture, Agrarian Economics

Research Center, Gulbenkian Foundation, 1974.



Table I-6. Portugal: Structure of GDP by Expenditure

(In current prices)

1973 1974 1975 1976 1977 1978

Percents
GDP (at Market Prices) 100.0 100.0 100.0 100.0 100.0 100.0
Consumption 8l.1 90.6 96.2 93.1 89.6 91.0
Private (67.9) (76.1) (80.8) (76.7) (74.6) (76.0)
Public (13.2) (14.5) (15.4) (16.4) (15.0) (15.0)
Savings 18.9 9.4 3.8 6.9 10.4 9.0
Investment 26.3 24.9 16.3 19.9 25.2 23.0
(fixed investment) (23.8) (19.8) (19.6) (18.6) (20.2) (20.0)
Exports (goods & NFS) 25.8 26.0 1.6 16.4 17.4 20.0
Imports (goods & NFS) 33.2 41.5 32.1 29.4 32.2 32.0
Labor Share in National Inocome 51.6 52.2 63.4 61.8 54.9 51.5

Source: World Bank; .Bank of Portugal

1T
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The information in Table I-5 was combined with population data to
identify the regions of lowest value productivity of land and of
the highest absolute decreases in population (See Figure I-2).
This figure shows that the 1lcw-productivity districts in the
northeastern, eastern and southern areas are also the areas that
suffered the largest population losses during the 1960-70 decade.
The littoral districts were the location of a growing concentra-

tion both of population and of agricultural output.

B. Revolution and Reform: The Portuguese Economy from 1973

to 19789.

GDP in real terms rose slightly during the revolution year of
1974, but then fell in the first post-revolution year (1975). From
this 1low point, a fairly strong recovery took place in overall
output in 1976 (9 percent). More modest increases of 4 and 3
percent in GDP were registered in 1977 and 1978, respectively (See
Table I-1). The leading growth sector in recent years has been
the public sector, which has shown a growth rate since 1973 of 16%
per year, By‘1978, overall GDP per capita had climbed again to
its 1973 level, a remarkable achievement given the profound struc-

tural changes and influx of labor in the economy in the post-

revolution years.l/

The Revolution resulted in a major shift in relative availabili-

ties of factors of production. Some 600,000 civil servants,

1/ World Bank, Portugal: Current and Prospective Economic Trends.
1978, p. 4.
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settlers, soldiers and their dependents returned after decoloni-
zation. 1In addition, a marked reduction in European demand for
resident Portuguese workers had an equally important effect on the
domestic labor supply by reducing outmigration and causing some
workers to return. 1In 1978, some 590,000 Portuguese were working
in EEC countries. This increase in labor supply coincided with a
sharp decline in labor demand in the troubled domestic economy.
Open unemployment 1rose to 8 percent or more of the labor
force.l/ Equally important, underemployment rose in agriculture

with a consequent decline in output per worker.

Different estimates of the number of workers in the agriculture,
forestry and fishing industries exist. Possibly the most satis-
factory for recent years are those that come from reqular labor
force surveys carried out By the National Institute of Statistics,
although the level of employment in these surveys is higher than

that reported in other data sources on employment.

In Table I-1, estimates of sectoral employment from that survey
are given for 1974~78, although comparable figures for 1970 and
1973 were not obtained. These figures suggest that some absolute
increase may have occurred in the level of agricultural employment
during 1974-76 as an aftermath of the Revolution, and especially
the change in land ownership in the Alentejo. As a minimum, they
reveal a strong decline in the rate of migration of workers from

the sector. Just as important, they show that almost one-third of

1/ oOther estimates, placing unemployment in 1976-7 as high as
14-15 percent, are available.
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the total labor force remains in this sector, and that this large
group of workers 1) contributes only 9 percent of total GDP, and
2) produces only 30 percent as much per worker as the average for
the overal) economy. The productivity gap between agriculture and
the rest of the economy widened rather than narrowed in the post-

Revolution period.

Consequences of the fundamental changes in economic and social
structures that came with the Revolution are apparent. 1In 1977,
the share of income going to the poorest quartile of households
had risen to 9.2 percent while that received by the highest quar-
tile had fallen to 45.5 percent. Even more impressive gains in
income shares were registered for the second and third quartiles.
What this means is that income was shifted from the upper quartile
to the three lower inconz classes, especially the 2nd and 3rd
quartiles, leading to a significant increase in equality of income

distribution.l/ (See Figure I-1).

This income shift was associated with a marked increase in both
public and private consumption (See Table I-6). 1In 1974-7s6,
consumption rose as a percentage of GDP, led by a sharp incredse
in the level of private consumption. The increase in cansumption
followed the increased equality of income distribution, which came

about through an increased share of wages in total income.

The full nature of the shifts in income and their long-term con-

sequences for the economy are not yet clear. One result was a

1/ The magnitude of the shifts in income distribution is unusual,
especially in a short period of time.
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sharp decline in savings. Surprisingly, gross fixed investment
has been maintained at a level of 20 percent of GDP despite the

fall in the savings rate (See Table I-6).

Another consequence was an increase in the demand for food, most
of which had to be imported. Because of a decline in exports,
tourism and workers' remittances, the growth in food and other
imports in recent years has led to a serious deterioration in the

country's trade balances.

In 1973, Portugal enjoyed a favorable balance on current account
of $348 million, including worker remittances and other transfers
(See Table I-7). By 1977, this had changed to a net unfavorable
balance on current account of $1.5 billion, despite worker remit-
tances of $1.2 billion. The major factor in the drastically
changed situation was an inc¢rease in imports from $2.7 to $4.6
billion, while exports grew only from $1.8 to $2 billion. The
rapid growth in imports of agricultural products was an important

contributor to the unfavorable shift in the balance of trade.

During this period, the terms of international trade turned some-
what against Portugal. Based on an index of terms of trade of
1970 = 100, the index had improved by 1973 to 105, but in 1977 was

only 84. (See Table I-8).

Since 1977, the GOP has undertaken a series of strong short-term
stabilization measures to curb the high domestic consumption level
and large imports and to stimulate exports and domestic savings.

In 1978 these stringent measures were further strengthened in



Table I-7. Portugal: Balance of Payments

(In Million US Dollars)

1973 1974 1975 1976 1977 1978
Exports (F.o.b.) 1,843 2,278 1,935 1,823 2,031 2,433
Imports (f.o.b.) 2,745 4,277 3,605 3,932 4,562 4,748
Trade balance -902 -1,989 -1,670 -2,109 -2,531 -2,315
Nonfactor services (Net) 67 =74 -169 26 77 -96
(Tourism receipts, gross) (550) (513) (360) (332) (405) (431)
Net Investment income 86 129 -14 -133 =177 N.D.
Transfers (Net) 1,097 1,111 1,037 972 1,136 N.D.

of which: workers' remittances (n.a;) (n.a.) (821) (914) (1,176) (1,671) :

Current account balance 348 -823 -817 -1,244 ~-1,495 -776

Source: Bank of Portugal and World Bank.
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Table I-8. Portugal:

(1970 = 100)

Terms of Trade

Export Price Import Price Terms of Trade
Index Index

1970 100 100 100

1971 104.0 102.7 101.3
1972 110.6 104.5 105.8
1973 125.4 119.6 104.8
1974 171.9 177.2 97.0
1975 167.2 194.8 85.8
1976 177.9 217.6 81.8
1977 237.0 280.9 84.4
1978 289.7 337.4 85.9

Source: Bank of Portugal; Ministry of Finance and

Ministry of Planning.
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connection with standby credit provided by the IMF and a consor-
tium of donors. Some improvement in the current account balances
occurred in 1978. A better export performance combined with a
slackening in the growth in imports and increased workers' remit-

tances reduced the current account deficit to $776 million.

The balance of payments is expected to continue to improve
somewhat in 1979, at least in part as a result of the measures
taken in 1977 and further reinforced in 1978 under terms of the
IMF consortium standby agreement. The current account deficit is
expected to decline by about $100 million from the 1978 level of
$776 million, primarily due to growth in workers' remittances (up
$200 million) and tourism (up a net of $150 million) while the

trade imbalance will be worse (about $100 million).

The commodity composition of exports and imports is shown in
Tables I-9 and I-10, respectively. Traditional exports (fish,
wine, cork, wood, textiles, shoes) dominate exports along with
machinery and transport equipment. Agricultural products (mainly
food) represent the largest import category, having registered a
strong increase in 1977. 0il, machinery, and industrial fraw

materials are the other largest categories of imports.

Total foreign currency reserves are expected to grow to about $7.8
billion in 1979, largely due to the rapid increase in the value of
Portugal's gold stock at world prices. The country's foreign debt
is expected to increase by about $500 million. These general

trends are expected to continue in 1980 and 1981.



Table I-9.

(in millions of escudos, current prices)
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Portugal: Exports of Some Main Products

. 1/ % of Total
1974 1975 1976 1977— in 1977 _
Fish (preserved) 1,145 1,214 1,532 2,259 2.9
Wines 3,795 3,318 3,543 5,069 6.5
Vood and wood products 2,009 1,172 1,759 2,721 3.5
Cork and cork products 3,798 2,972 3,742 5,719 7.4
Kood pulp 2,517 2,391 3,525 3,644 4.7
Textiles ¢nd clothing 16,251 13,424 14,489 20,435 26.3
Footwear &rd leather articles 1,128 1,522 1,620 2,622 3.4
Metal products 1,249 1,300 1,178 2,037 2.6
Machirnery (non-electric) 2,280 1,949 1,727 3,444 4.{
Machinezy (electric) 3,821 3,530 3,566 5,314 69
Transport equipzent 1,257 __99¢ 1,654 2,753 3.5
Sub-total (a) 39,250 33,588 38,335 56,017 72.1
Total exports (b) 58,014 49,310 54,779 77,665 100.0
Yero it
Exports of main products as .
% of total exports (a/b) 67.7 63.1 70.0 72.1

1/ Estimates

Source: World Bank and Ministry of Commerce.



Table I-10.

Portugal:

Imports by Major Categories

19771/ Annual Growth Rate in
(M{l1ion Escudos) % of Total Constant Prices

1974 1975 1976 1977

Agricultural products 34.446 18.2 22,2 ~20.2 9.3 17.1
Mineral products (petroleum) 30,862 16.3 16.5 -7.8 7.5 b4
Chemicals and related products 25,066 13.2 -5.9 -24,2 55.7 13.4
Vood, cork, pulp and paper 6,875 3.6 7.2 -33.4  22.3  60.6
Textiles, clothing & footwear 16,021 8.4 -10.8 -27.1 33.5 ~4.9
Metals & metal products 18,972 10.0 36.1 -31.6 18.0 38.7
Machinery & appilances 32,515 17.1 23.4 n.a. 19.5 13.2
Transport equipment 16,379 8.6 13.6 -33.8 12.6 22.2

"Miscellaneous 8,856 4.5 ~7.5 - 11.2 o
TOTAL 189,993 100,0 6.3 -24.7  11.5 13.1

1/ Estimates
2/ Figures may not add due to rounding.

Source: World Bank and Ministry of Commerce and Tourism.

| ¥4
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Since 1973, internal public sector financial accounts have shown a
generally unfavorable trend, with the public sector fiscal deficit
growing rapidly. Subsidies, which have been an increasingly large
factor in agricultural production and food consumption, have
contributed heavily to the growing public sector deficit. Between
1974 and 1978, subsidies grew about 7-fold. The negative public
balance of capital expenditures, which grew about 6-fold, was
another important contributor to the growing public sector

financial deficit.

Since there is virtually no virgin land to be brought under cul-
tivation in the country, the basic need for increased agricultural
production can be met only by intensification of production and
increasing output per hectare. Other important objectives are:
to raise the income of the rural population, to contribute to the
country's balance of payments equilibrium, and to mobilize addi-
tional savings to meet the sector's requirements for capital

investment.

Additional labor transfers from agriculture are likely in the long
run and even desirable from the standpoint of narrowing the gap
between agricultural and non-agricultural incomes. This would
require a renewal of the process by which workers have been led to
leave agriculture by the 1lure of more 1lucrative employment
opportunities in other occupations und abroad. The rate at which
this transfer can - or should - take place over the next 5 to 10

years, however, is open to question.
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Given the recent increases in urban unemployment and the poorer
prospects for emigration of workers, it will be extremely diffi-
cult for Portugal to generate enough new non-agricultural jobs
each year to absorb the expected increments in the work force and
avoid increases in unemployment. That makes the likelihood of
absorbing the current stock of underemployed agricultural workers
even more unlikely. Thus, while a long-term continuation of the
"structural transformation" of 1960-73 is needed, concentration in
the medium term should be on possibilities for increasing produc-
tivity in agriculture without prematurely displacing large numbers

of workers.

After a long stagnation, it may have seemed in 1973 that the
agricultural sector could not worsen its performance. It was
contributing only 12 percent of GDP, employing a third or more of
the labor force, and providing a third of total exports.
Nonetheless, further declines in production were ahead. The
disorganization in the Alentejo subsequent to the Revolution
accounted for most of the decline in 1974 and 1975. Exceptionally
poor weather in 1977 reduced agricultaral GDP by as much as 10
percent. Some recovery in output occurred in 1978. Production of
major crops and livestock products in 1978 is compared to the
1972-76 average and to 1977 in Table I-11. All crops except
potatoes were lower in 1978 than in the 72-76¢ period, some by as
much as 50 percent. In 1979, further declines in crop production

are beinc experienced.

Within the agricultural sector, the livestock subsector, which has

benefitted frem the largest subsidies, has grown relative to grain



Table I-11.

Portugal:

Crop and Livestock Production

(1,000 Metric Tons)

{
WheatLaizeRye Bar- |OatsRice PotaJToma<Oran-Ap- Wine Olive Meat Milk { Eggs
ley toes toes ges |ples/(1000 0il {BeeflPorkPoul-
hl) (1000 try
hl)

1978 252 1442 {104 39 59 (135 |1 080 679 |111 |117 |5 563 | 321 88 102 142 822 62
Increase

%
78/72-76 -57 =5 |-31 | -51 |-42 ]| -2 +2 -11| -7 |-13 -46 | =36 +6 +41 +50 +36 +48
Increase

3 |
78/77 +12 0] +1 -1 +1 |+33 -10 +2 | -4 H24 -1l6 -2 +19 +17 +6 +22 +19
Source: National Institute of Statistics

ve
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crops, wine and olives. 1In fact, production of most crops has
declined significantly during the 1970's (See Table I-11).
Illustratively, wheat production declined between 1974 and 1979
from 534,000 m.t. to 210,000 m.t. For 1979, total grain produc-
tion is expected to be less than 1 million m.t. =~ only about one
fourth of domestic disappearance. Furthermore, it is not only
grain production that has declined during this period. Production
of mosc fruits has also declined, and wine and olive oil

production in 1978 was well below earlier years.

Total production of beef, goat and sheep meat combined was up
4,000 m.t. between 1974 and 1977, with beef production up about
5,000 tons and sheep and goat meat down slightly. Pork production
grew from 78,000 to 117,000 tons and poultry meat from 82,000 to
117,000 tons. Egg production was up about 13,000 m.t. Milk
production changed little, with fresh milk down about 160,000 m.t.
and cheese production up 16,000 m.t. There are indications that
cattle, sheep, goat, swine and horse numbers all declined between
1972 and 1976.1/ However, the USDA Agricultural Attache estimates
increases in numbers, especially for sheep and swine, in 1977 and

1978.2/

Particularly disturbing developments in agriculture have been the

declines in investment, use of inputs, and in hectares of field

1/ World Bank, Portugal, Agricultural Sector Survey 1978. pp. 192-4.

2/ USDA Report, May 1979.
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crops harvested. As a result, imports of feed grains and protein
supplements to support the modest growth in total 1livestock
production have risen rapidly. 1/ Yields have increased very
little for any field crops during the past 25 years and have

declined significantly for some. 2/

The stagnation in production is closely related to the quantities
of the physical inputs going into agricultural production. As
noted, the area planted to most crops has declined; that area
planted to annual crops declined by about 20% between 1974 and
1977 (1.8 million ha to 1.5 million ha). Employment ia agri-
culture has declined by about one-third since 1960. Production
increases inputs and investments, such as fertilizer and irri-
gation, that were about the same in 1978 as in 1970. Only about
108 of the total agriculture and forestry area of 7.2 million ha
is irrigated. Traditional irrigation increased by only about 5%
between 1955 and 1970 and publicly funded irrigation has increased
by only about 1,000 ha per year since 1972. Further, the extent

of use of irrigated areas is estimated to be only 50%.

Fertilizer consumption between 1972 and 1978 increased from
126,000 to 138,000 m.t. for nitrogen, 68,000 to 71,000 m.t. for

P,0¢ ., and 24,000 to 34,000 for K,0. (For nitrogen and potassium

2
combined the growth rate was only about 1% per year; for K,0 about

1/ Every percentage point in growth of livestock GDP in 1971-76
was associated with a 10 percent increase in imports of feed
grains.

2/ See Chapter 2 for a more complete discussion of land-use pro-
duction and yields.
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6% per year. The latter may reflect greater emphasis on
potatoes.) These growth rates are low compared to the generally
high growth rates worldwide in fertilizer consumption. Limestone
application 1is practically zero despite high acidity of most

soils. Use of improved seeds is low.,

An overall view of the deplorable agricultural trade situation is
given in Table I-12. No specific way for calculating an "agri-
cultural balance” exists. Nor is it necessarily the case that a
country is always better off to seek self-sufficiency in a certain
class of products. That said, the value of total imports related
to agriculture was 162 percent of exports in 1978, which was only
slightly lower than the 170 percent recorded in 1977. The con-
tribution of the sector to total exports was down to 25 percent in
1977. This performance has exacerbated the country's balance of
payments problem, as well as contributing to domestic inflation.
(Food prices rose by 32 percent in 1977 compared to an overall
inflation rate of 27 percent). The generally unfavorable

agricultural trade situation is continuing in 1979.

c. Rate of Capital Formation in Agriculture

One of the important factors in the decline in agricultural pro-
duction, and consequently in the increasing dependence on food and
feed imports, is the low rate of investment in agriculture which
has persisted for decades., The overt policy of encouraging
investment in industry through a wide variety of protective

subsidy and credit measures diverted resources to industry that



Table I-12, Portugal: Foreign Trade in Major n'd-te
Agricultural Products and Offers
Related to the Sector

(1 000 Contos)l/

Exports | Imports
(Jan./Nov.) (Jan./Nov.) !

| 1977 1978 1977 1978
lég;icultural & Livestock Products '
EFood
‘Meat x x 2 245 | 1 018
Wheat and Rye X ? X 1l 717 i 4 096
;?ats and Oils X | X 306 425
Tomato 1l 789 : 1l 849 X ’ x |
Wine 4 580 ' 6 289 X X
Coffee ; X ; X 1l 583 1 094
Sugar 263 | 22 | 2230 |1 732
Animal Feed ; ; |
Corn and Sorghum I X ‘ X 6 176 9 720 !
0il, Meats and by-products X : X 2 392 2 811 :
Forestry Products | '
Wood (Whole and sawn) 1 989 | 2 573 1827 | 1029 |
Cork and by-products 5 118 6 543 X X
Paper pulp 3 321 2 954 X X
Turpentine T 1l 012 1l 768 X X
Raw Materials
0il, Seeds X X 3 842 5 714
Cotton 3 X X € 398 | 6 479
Inputs from other sectors ;
Fertilizers and Pesticides 717 1l 045 532 777
Machinery and Agricultural

Equipment X X 2 727 2 415
TOTAL 18,789 23,043 31,975 37,310

;/ 1 Conto=1,000 Escudos

Source: Ministrv of Plannina.



29

might otherwise have gone into domestic agriculture. Competition
from agricultural opportunities in the colonies was also an
important factor prior to the recent decolonization process. More
recently, the tenure changes in the South and uncertainties
created by these tenure changes have introduced new disincentives
when the domestic investment climate might otherwise have been
tilting toward agriculture. Internal agricultural policies,
especially pervasive Government controls and unpredictability of
future price actions, have introduced additional risk and

uncertainty.

Whatever the causes, the rate of capital formation in agriculture
and forestry has been dramatically low compared with the sector's
contribution to employment and GDP. Since 1970, fixed capital
formation in agriculture, forestry and fisheries has varied
between 4 to 6 percent of the total for all sectors while its
contribution to GDP has been 10-13 percent (depending on the base)
and it has contributed about 27-30 percent of total employment
(See Table 1I-13). Annual investment per worker has been only
about 12% of the per-worker level of fixed capital formation in
the overall economy. Considering the low level of gross fixed
capital formation in agriculture relative to production, net
capital formation (net of depreciation) has probably been

substantially negative in most years.

The nature of the capital formation that did take place is also a
matter of concern since it does not appear to have been efficient
in increasing production. As noted above, fertilizer use has

grown at only about 1% per year in the 1970's. Limestone, which



Table 1-13. Portugal:

and Forestry Sector
(Current Prices)

Millions of Escudos

30

Gross Fixed Capital
Formation (G.F.C.F.) in Agriculture

Agriculture Percentage
Total & Forestry (2) /(1)
1970 31,255 1,775 5.68
1971 37,259 1,901 5.10
1972 47,526 2,048 4.31
1973 57,256 2,382 4.16
1974 66,761 2,808 4,21
1975 73,992 3,368 4.55
1976 78,784 4,678 5.93

Source, MAP.
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should be very important and widely used, is hardly used at all,
and there currently appear to be no plans to promote its case.
Improved seeds are not widely used. Pasture and forage is largely
natural growth rather than seeding of improved varieties with
fertilizers, limestone and good management. Irrigation receives
little attention or resources. Research receives about 0.2% of
agricultural GDP compared with 1-2% as a reasonable target. There
has been some planting of tree crops, but it is not certain
whether this represents a net increase in potential production or

simply replacement.

In contrast to low levels of investment in these potentially
productive inputs and services, the number of tractors increased
by nearly 70% (to an estimated 121,000 in 1978) between 1973 and

1978. 1/

In Table 1I-14, fixed capital formation in agriculture in EEC
countries is compared to that in Portugal. This is one of the
most revealing indicators of what entry into the EEC portends for
resource allocation in Portugal. Portugal's annual investment in
agriculture will need to go up by 200-300 percent to be on par
with the ratio in the lowest EEC country and by 600 percent to be
on par with the highest. And that 1level of annual investment
would do nothing to make up for the low level of capital formation

that has existed for two decades or more!

1l/ UsbA, FAS, Portugal; Agricultural Situation. 2/5/74, p. 4.
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Table I-14. Ratio of Gross Capital Formation
in Agriculture to Agricultural
Gross Domestic Product

(Current prices)

1970 1973 1974 1975 1976
Germany 27,5 28,7 28,7 28.8 31l.1
France 18,1 20,3 23.6 23.2 24.1
Italy 15.5 15,0 17.2 17.8 20.1
Netherlands 18.5 24.2 27,1 20.3 24,2
Belgium 14.4 19,2 21,0 1647 19.0
Luxembourg 31.2 30.9 35.9 39.3 ° 5145
Ireland 22.6 25,2 16.3 10.1 24,1
Denmark 18,4 30,7 32,6 3542 39.6
Portugal 645 6.1 6.2 6.6 8,0

Source: MAP, Algunos Aspectos Documentais da Agricultura
Portuguesa, p. 48.
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D. Credit

The World Bank analysis of the agricultural credit situation in
Portugal, published in its recent (November 1978) agricultural
sector survey, indicates the inadequacy of institutional credit
available for financing production and investment in agriculture,

forestry and fisheries.l/

The report notes that though the sector contributes 11-12% to GDP,
it received only 5% of the total institutional credit, and that
availability of credit was heavily oriented toward short-term
lending. 1Institutional credit reached only 10% of the 800,000
farmers while private lenders, including input suppliers, may have
reached another 15%-20%. Major sources of formal institutional
credit were:

a. Caixa Geral de Depositos (CGD), a central savings and

loan bank;

b. 142 Caixas de Credito Agricola Mutua (CCAM), a system of

mutual or cooperative savings banks;

C. Instituto de Reorganizasao Agraria (IRA), which

administers 4 special funds;

d. Commercial banks, (now nationalized);

1/ World Bank, Portugal, Agricultural Sector Survey. November,
1978, pp. 265-88.
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e. Banco de Fomento Nacional (BNF), a public sector

development finance company;

f. Special funds for investment and subsidies in forestry,
fisheries and livestock, administered by entities of the

Ministry of Agriculture and Fisheries;

g. Regulatory boards, commissions and institutes (also
officially considered as "economic coordination
entities") concerned with commodity stabilization and
marketing of oils, fruits, wine, livestock products and

cereals.

The amounts of credit supplied by formal institutional

sources in 1973 and 1974 were:

BANK LOANS TO AGRICULTURE AND FISHERIES
(Amounts outstanding in million Esc. at end of year) 1/

Short-Term Long-Term

1973 1974 1973 1974

Bank of Portugal 699 651 - -
Commercial Banks 6780 5866 392 412
Caixa Geral de Depositos 75 74 2486 2287
Caixas Economicas 138 124 136 168
Non-Banking institutions __ ~- - 333 338
Total 7692 6715 3347 3205

e —

Source: Banco de Portugal, Annual Report, 1974. No data is
supplied in the 1975 Annual Report as to the composition
term of credit to agriculture for that year.

1/ Excludes financing by Government agencies such as IRA and
non-government institutions.
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The World Bank Mission observed:

"The government hés searched for a satisfactory way to resolve the
institutional and financial problems of agricultural credit since
1975. The participation of the Ministry of Agriculture and
Fisheries (MAP) in the process and the establishment of an agri-
cultural development bank have been uppermost considerations.
With the role of the MAP assured, by virtue of providing technical
assistance to borrowers, the pending issue is whether an agricul-
tural bank is indispensable at present. An alternative proposal
to establish an agricultural trust fund has been deemed more
expedient by the Bank of Portugal and the MAP. Such a fund, the
Financial Institute for Agricultural and Fisheries Development

(IFADAP), has been legally established in the Bank of Portugal.

The creation of IFADAP is propitious because institutional and
financial conditions do not yet exist to create an agricultural
bank from one of the nationalized commercial banks. This is
because (a) some of the existing institutions, e.g. the

Caixa de Depositos and the CCAM, have a continuing and expanded

role to play in agricultural credit in the country as a whole, and
should become part of the new system; (b) a new bank takes consid-
erable time in establishing itself and accumulating sufficient
capital; and (c) a new bank can best grow out of the existing

entities and assets that the IFADAP would manage.” 1/

The team met with the Director of IFADAP and discussed credit with

other GOP officials. We were favorably impressed with the

1l/ World Bank, Portugal, Agricultural Sector Survey. 1978, p.73.
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directions being taken or planned by IFADAP, including procedures,
priorities and criteria to be applied. IFADAP will function
basically to rediscount 1loans to agriculture and agro-industry
that meet its criteria. Priority will be given to improved
forage, improved production of cereals on better land, tree crops,
fruits and vegetables for processing, and more efficient use of
irrigating water especially in smaller systems. Agro-industry
lending will be particularly oriented to cooperatives. To obtain
credit both cooperatives and collectives must demonstrate an
adequate accounting system, plan to use resources productively on
economically viable activities, and show adequate management

capability.

Interest rates will be:

One year or less 20%
1-5 years 21.25%
over 5 years 22,25%

For the first 5 years bonuses will be given in the form of payment
of interest to lower effective rates to the following:

YEAR RATE IN %
10.75%
12.75%
14.75%
16.75%
19.75%
22.25%

UL W N

For short-term loans the rate is to be 13.25%. (By comparison bank
deposits of 6 months now receive 19% interest and deposits of 1
year receive 20% interest.) Farmers must contribute at least 15%
of the total costs of the project for which the loan is made. 1In

general IFADAP regulations are neutral with respect to farm size.
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While IFADAP is a new organization, it appears to be moving in the
right way to provide better coordination and more adequate
financing of agriculture, forestry, fisheries and related agro-
industry. We suggest that USAID follow closely the development of
IFADAP and its implementation of loan procedures. A major part of
PL 480 counterpart funds, as well as other U.S. aid to agricul-
ture, might well be channeled through IFADAP, with somewhat more
specific criteria on priorities in use of U.S. provided resources

and requirements for timely reporting on actual use.

E. Migration from the North and Need for a Special Program

The North of Portugal is the area from which many migrants have
left the country to work abroad. The pattern of migration,
although international, has existed over several generations. It
involves both periodic returns and, for many migrants, an eventual
permanent return. Most migrants own some land which was received
under the prevailing inheritance system that gives shares to each
child on the death of a landowner. A major reason for migration,
therefore, is to preserve a rural way of life in the village to
which the migrants are tied by property ownership, not to escape

from their peasant traditions.

This pattern of international, return-oriented migration contrasts
with the domestic interregional and intersectoral migration that
has characterized the 1latifundia regions of the South. In
southern Portugal, for small owners and the landless, a permanent
exodus of the entire family to Lisbon or other urban centers was

the more common pattern.
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Migration to work abroad is mostly by males. Hence, agriculture
in the North is increasingly left in the hands of females. This
is another factor that often leads emijrants to view their
departure as temporary. A good deal of the money earned abroad
returns to the villages and is used to buy more land, build a new
house, or buy a new car. These people, often blue collar workers,
manual laborers and domestic servants in France and Germany, are
the same people who are investing in new houses, furniture and
autcmobiles in the rural villages of the North. They are the new

Portuguese rural middle class.

The impact of this pattern on northern agricultuxe is not clear.
It brings in outside funds and new resources by which a rural
family can move up the social ladder. If this means "all the
perquisites of 1life that emigrants' salaries can buy," 1little
agricultural change results. If it means knowledge, cquipment and
materials to improve farming, and even the acquisition of new
land, movement toward a more viable and productive agricoiture may

well result.

Agriculture in the north has been increasingly left to women, the
old, the young, and the unambitious. Many who remain live better
than they did 20 years ago, but this is due more to remittances
than to rising productivity. While men have left, land continues
to be farmed today largely as it was years ago by those remaining,
whose sons, husbanis and fathers are working abroad. Though the
size of a farm unit grew by about 50% in the 1950's and early

1960's =~ a trend that probably will continue - farm size,
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fragmentation and technological backwardness continue to 1limit
production. As a result of the changes that have taken place, the
social problem (low income) that argued for a major effort in the
Northeast is slowly disappearing. Further, while yields are low,
the production prospects and rural structure do not appear to
justify a level of effort there that would be more intensive than
efforts elsewhere in the country. Some of the prcgrams needed to
improve agriculture nationally which are suggested later in this
report - improved forage, lim. and fertilizer, better seed, better
incentives and better technology - might be somewhat more inten-
sively directed to the region. In our opinion, however, there
does not appear to be economic justification for a highly concen-
trated and costly integrated rural development effort devoted to

the area.

F. Portugal's Entry into the European Economic Community

Three countries of Southern Europe are involved in the second en-
largement of the European Economic Community (EEC)--Greece, Portu-~
gal and Spain. The Portugquese application was submitted in 1975,
Initial accession is expected around 1983-4 with full membership
phased in by 1990. Formal negotiations aimed at identifying the
main problems for Portuguese entry have already begun; negotia-

tions on agricultural problems are expected to begin in 1980.

The loss of its African colonies has finally closed the long
historical cycle associated with Portugal's overseas territories
and trading patterns. Economic realities of trade and factor
flows (capital and labor) underlie the Portuguese decision to join

the process of economic integration in Western Europe.
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The EEC treaty is neutral in regard to public or private ownership
of enterprises. Western European economies on the whole are based
on private enterprise and market forces but with a large public
enterprise sector and strong governmental intervention and regu-
lation. The main impact on Portugal will be to open its internal
market to European competition and end the market monopoly of many

state-owned enterprises.

Portuguese industry involves a large proportion of small scale
enterprises that developed serving the reserved domestic and
overseas markets, and were maintained by protection and €£fiscal
incentives. EEC entry will imply a significant loss in effective
protection and threaten the survival of inefficient _ndustrial
enterprises. In addition, generalized preferences granted to
LDC's by the EEC may create further problems, given the importance
of products such as textiles, footwear, clothing and foodstuffs in
Portuguese exports. Similarly, Portugal will itself be competing
with Greece and Spain in the EEC as well as the existing nine

member countries.l/

1/ Portugal's major competitive problems on entry into the EEC
probably will be from other Mediterranean countries with simi-
lar growing conditions and hence generally similar comparative
advantage. For example, the accession of Spain to the EEC is
expected to bring the EEC degree of self-sufficiency for fresh
fruits up from 85.4% to 90.5%, for citrus up from 49% to 83%,
and for fresh vegetables up from 98% to 99.7%. Spain has a
relatively well organized production and marketing structure
and is already a major exporter of table olives ($124 million),
edible tree nuts ($117 million), citrus ($505 million), wine
($241 million), olive oil ($112 million), fresh vegetables
($234 million) and processed vegetables ($135 million).
(Figures in parentheses are recent annual dollar export
values). Spain has a substantial potential for expansion of
these generally labor intensive crops (land resources, cheap
labor, basic marketing infrastructure).
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Since Portugal's GDP represents only about one percent of the
total EEC output, the impact of Portugal's membership on the
existing members will be slight. One of the main benefits that
Portugal can expect will be the technical and financial aid that
will flow to the country under the various policies and mechanisms

of the EEC.

Under present circumstances, Portugal's food imports bill woulid
rise because it would likely have to buy more farm products at
higher EEC prices, either by paying the EEC import levies or
shifting imports to higher cost EEC production. Where Portuguese
prices are lower than EEC (fruit, wine), largely due to the pro-
gressive devaluation of the escudo, entry would benefit domestic
producers and stimulate local production. At the same time, these
price changes will generate inflationary pressures on domestic
food prices and adversely affect Portuguese consumers. EEC entry
will probably further raise consumer prices due to the termination
of the large existing subsidies as Portugal brings its policies

into line with the EEC's common agricultural policy.

One important question concerns the free movement of labor. EEC
entry will ultimately end the restrictive policies on worker
immigration followed over the last several years by EEC countries,
but a long transition period is expected before free movement
occurs. This suggests that EEC membership may ease long-term
structural adjustments in Portugal but do 1little to reduce the
importance of developing labor-intensive agriculture and industry

over the medium-term.
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II. AGRICULTURAL RESOURCES AND PRODUCTION

A. Land Resources and Utilization

Portugal has a total land area of about 90,000 square kilcmeters
and a population of some 9.8 million, giving it a popula‘.ion den-
sity of 110 persons per square kilometer. The total area culti-
vated is about 0.5 ha per capita, which suggests a fairly favor-
able agricultural resource base relative to population. Except
for the recent return of 600,000 people after decolonization, the
population has been about stable, with a birth rate of only 1.8
per thousand and sufficient emigration to virtually balance the

otherwise natural increase in population of 1% per yecr.

Out of the 8.9 million ha land area of Portugal, about 7.2 million
ha are used for agriculture and forestry. Although existing land
classification puts total area suited to cultivation at only 2.6
million ha (i.e., arable), the area cultivated including tree
crops (grapes, olives, other fruits, nuts and cork) and cultivated
forage currently is about 4.5 million ha per year and 1 million ha

are fallow in a given year.

It is estimated that 6.1 million ha, or 10% of the land area, are
unsuited for crop production. About 2 million ha are classified
as unsuitable for improved pasture and forage. Considering the

total area in annual crops, tree crops and fallow, a fairly



43

large percentage of crops are apparently on land not considered
arable, and hence not suitable for cultivated annual crops. The
remaining 3.9 million ha of land are in forest (1.6 million ha),
natural, unimproved grassland (1.6 million ha) and mixed forest

and grassland (1.0 million ha).

The irrigated area totals about 650,000, of which 90-95% is tradi-
tional-type irrigation. It is estimated that only about 50% of
the irrigated area is planted in any given year, and yields

generally are much below the potential on irrigated lands.

About 350,000 ha of land are planted in grapes, about 310,000 ha
are in olives, and 277,000 ha in fresh fruits and nut crops. Al-
though approximately 2 million ha are considered suitable for
improved forage and pasture, only about 0.38 million ha are

actually in improved pasture (planted to improved species).

The area planted to the principal cereal crops has steadily de-
clined in the past two decades with the sharpest reduction
beginning about 1965 (See Table II-1). Pulses also declined,
while the trend in area planted in potatoes has been steadily
upward. Recently, oilseeds, sunflower and safflower have been
introduced on about 35,000 ha, and the area in tomatoes has
expanded to about 20,000 ha. The overall area in principal crops
has declined in the 1974-1977 period by over 850,000 ha compared
to the 1960~1964 era. The area in cereals dropped from 1.9
million ha in 1960-1964 to 1.4 million ha in 1976 and 1.06 million

ha in 1977. Declining soil fertility on the already poor quality



RICE

MATZE

QATS

POTATOES

PULSES

TOTAL

Table IT-1 PORTUGAL: AREA PLANTED IN PRINCIPAL. CROPS

000 HA
AVERAGE

1955/1959 1960/1964 1965/1969 1970/1974 1974 1975 1976 1977 1978 1979
EST EST

813 710 545 479 462 462 532 259 351 369
258 302 259 219 210 211 219 190 - -
37 37 34 40 33 30 22 34 - -
474 489 461 387 360 372 349 361 347 327
150 123 112 89 94 101 143 67 72 74
304 279 215 163 171 207 215 145 204 189

88 104 106 111 112 107 116 125 - -

444 550 512 4G7 383 381 353 329 - -

2,568 2,594 2,244 1,895 1,825 1,871 1,949 1,251

1A%
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of land, the generally depressed international prices, the
increased opportunities for agricultural workers offered by
expanding employment opportunities in Europe, and particularly the
political and 1land tenure situation in the Alentejo, have all

contributed to this decline.

B. Climate and Soils

Major climatic classification 1/ of areas for agricultural produc-

tion in Portugal are shown in Figure II-1.

1. Temperate Moderate Rainfall Zone

This zone is characterized by mean monthly temperatures above
10°C for 6 to 9 months and with moisture sufficient for
production of crops for eight months. Moisture is deficient
during the four months June to September. Annual rainfall
ranges from 1000 mm at lower elevations to over 2000 mm in
the mountainous areas. Much of the land is on moderately
steep to steep slopes, which are best suited for forests or
pasture. Level 1lands in the valleys and sloping lands
generally have soils deep enough for production of cereal and
other crops. ¢92ils are generally acid with pH of 4.0 to 5.5,
are low in fertility, and will respond to 1liming and

fertilizer application. The farms are generally small

1/ Classification as proposed by Hargreaves in World Water for
Agriculture, Agency for International Development, January,
1977.
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mixed-farming units, family-owned and operated with
occasional hired labor and with a relatively high proportion
of the output being consumed on the farms (vegetables as well
as meat and milk). Corn is the main crop and is generally
double cropped with beans or potatoes. Rye is also widely
grown. Most farms have some livestock, largely dairy cows,
and raise some wine grapes and fruit trees. Average per
hectare yields of potetoes, corn, wheat, rye and oats are
above average for the country. However, compared with
similar areas in Spain, yields are much lower. Correcting
soil acidity and applying higher amounts of suitable ferti-
lizers would result in much higher yields of these crops. The
area is well suited to year-round production of forages. With
the introduction of improved grass and legume species,
adeguate lime and fertilizer, good management of forages, and
upgrading and properly managing ruminant livestock, meat and
milk production could be substantially increased. Dry matter
production of 1520 tons per ha of a combination of corn and
improved grass -~ 1legume forages has been achieved on some

farms.

Temperate Wet-Dry Zone

Mean monthly temperatures in this zone are above 10°C for at
least six months. Moisture is adequate for crop production
during 6 or 7 months, with moisture deficiency occurring
during the May to September period. Annual rainfall is 600

to 800 mm. Soils are generally shallow and steep. However,
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there are sizeable areas of deeper soils on moderate slopes
in the eastern and east centrel part of the zone. Soils are
acid with a pH of 4.0 to 5.5 and low in fertility. Farms are
small and mostly family operated. Main field crops are rye,
wheat and potatoes, with these often intercropped in olive,
chestnut or almond groves. Grapes are also widely grown.
Multiple cropping is limited to irrigated areas because of
the long dry season (up to 6 months). The potential for
increasing yields per hectare is not as great as in the first
region, because of this shorter growing season and the
shallow infertile soils. However, by correcting acidity and
appropriate use of fertilizers, crop yields could be subctan-
tially improved over the present very low level. Research is
needed to determine if summer annual 1legumes, such as
medicagos, hairy indigo, lespedezas, or sweet clover, might
be seeded in winter grain crops to add to the soil nitrogen
supply and to provide some additional grazing for the cattle
and sheep population during at least part of the dry season.
Improving permanent pastures with legumes and better grass
species would make it possible to increase beef and lamb or
mutton production substantially. Establishing improved
perennial pastures on the 180,000 ha of unimproved communal
lands in the north part of the zone would also increase the

spring and summer forage supply.

Subtropical Moderate Rainfall Zone

This zone, also called the littoral, is characterized by mean

monthly temperatures of 10°C during 10 or more months of the
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year and having moisture sufficient for crop production for 6
to 8 months of the year. Annual rainfall is 800 to 1200 mm.
The soils are the best in the country, and a large proportion
of those suitable for cropping are derived from calcareous
material and are neutral or only slightly acid in reaction.
Main field crops are corn, wheat and potatoes, with substan-
tial areas of rice on irrigated lands. Grapes are widely
grown, Corn yields are the highest in the country.
However, the average per hectare production is still only 1.5
tons, which indicates that yields still could be substan-
tially improved. There are large areas of land unsuited for
cropping, with annual rainfall from 1200 to 2000 mm, on which
improved pastures could be developed. Since these areas are
close to a number of large urban centers and not too distant

from Lisbon, dairying could be promoted on that land.

Subtropical Wet-Dry Zone

Temperatures in this zone average 10°C or more for 10 months
or more per year and five or more months each year have
moisture sufficient for crop production. Annual rainfall
ranges from 600 to 800 mm. Predominantly, the soils are
shallow and in the south (just north of the Algarve) are
extremely so, with only a few cm of soil covering the rocks.
However, through the central and east central part of the
zone, there are fairly 1large areas of soils on moderate
slopes that are suitable for cropping. Wheat and oats are
the dominant cereal crops grown. These are the most

favorable areas for their production. Nevertheless, these
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cereals are widely grown in olive groves and cork plantations
where soils are often marginal. The result is low yields
with wheat averaging 900 kg/ha and oats about 300 kg/ha in
1977. Most of the chickpeas produced in Portugal are grown
in this zone. Recently safflower and sunflower have been
introduced into the area and appear to offer good prospects
on some of the better soils in the area. In the southern
part of the zone some 23,000 ha of corn are grown each year
with yields of only about 500 kg/ha. It appears that sorghum
would generally be a more productive crop than corn under the

climatic conditions in the area.

It is estimated that 1 million ha of 1land which is 1left
fallow, each year, or periodically planted in cereals, should
be in pastures or cereal-pasture rotations. For some of the
areas with annual rainfall of 700-800 mm, research is needed
to determine whether or not summer annual legumes (such as
those suggested for the Subtropical Moderate Rainfall Zone)
might be interseeded with the wheat or oat crop to provide
nitrogen and to furnish additional grazing for 1livestock
during part of the dry season. It is estimated that there
are over 2 million ha of pasture land that could be'improved
in this zone. Research and application on extensive pasture
areas has demonstrated that carrying capacity can be
increased at least five-fold from the one-half to one animal
unit per hectare that can be presently grazed on unimproved
pastures to 4 or 5 animal units through the application of
limestone, phosphate fertilizers and seeding with subter-

ranean clover and grasses. Further research is needed to
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determine if other legumes and grasses can be introduced to
fit the wide range of conditions, and how best to fit
pastures on cropland and both dryland and irrigated pastures
into livestock enterprises and farming systems in the zone.
This zone 1is the main cork producing area and also has

extensive areas of olives.

5. Subtropical Semi-Arid Zone

Mean monthly temperatures are over 10°C for all months of the
year, but annual rainfall is less than 500 mm and there are
only three or four months when sufficient moisture is avail-
able for crop production. Oftentimes moisture supply is
unreliable in the Algarve. Much of the present production of
cereals, vegetables and fruits is on soils which generally

are too shallow to support crop continuous production.

C. Crop Yields

Yields per hectare have not increased appreciably in the past two
decades for any of the principal crops (See Table II-2). VYields
have remained almost constant since 1965-1969 with a decided re-
duction in 1977 and 1978 when unfavorable weather apparently
affected yields materially. VYields in Portugal are lower than
those of Spain and Greece which have similar agricultural envi-
ronments, and decidedly 1lower than those of the United States

(See Table II-3).

That increased production csn be attained under similar environ-

mental conditions is evidenced by the fact that with little more



Table II-2 YIELDS PER HECTARE OF PRINCIPAL CROPS

TONS
CROP AVERAGE
1) 2) 2) 2) 2) 3) 3)
1955/1959 1960/196% 1965/1969 1970/1974 1974 1975 1976 1977 1978 1979
EST, EST.
WIEAT .81 .74 1.02 1.05 1.16 1.30 1.29 .67 o 72 .60
RYE 71 .54 .70 .69 .68 .69 «75 .54 - -
RICE 4,20 4.54 4.46 4,10 3.93 4.39 4.36 2.96 - -
MATZE .93 1.15 1.21 1.36 1.35 1.22 1.09 1.23 1.28 1.29
BARLEY .56 .45 .61 .74 .80 .86 .82 .59 54 .39
OATS <35 .28 .46 .56 .58 .58 .59 .41 .29 .26
POTATCES 12.1 10.2 v.9 10.2 10.0 9.4 7.9 9.0 - -

SOURCE: 1) GECD; 2) Estatisticas Agricolas, 1977, Instituto Naciaonal de Estatistica;
3) Estimates of USDA Foreign Agricultural Service, PT 9040, 8/8/79

Zs
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Table II-3 YIELDS OF PRINCIPAL CROPS - 1974

TONS / HA
Portugal Spain Greece U.S. (1979 Est.)
WHEAT 1.1 1.4 1.4 2.3
RYE .7 .9 .7 1.6
BARLEY .8 1.1 1.8 2.6
OATS .6 1.0 1.2 1.9
CORN 1.4 2.6 3.4 6.6
RICE 3.9 4.8 6.0 5.0

POTATOES 10.0 12.0 13.4 -
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than appropriate fertilizer applications and improved crop
varieties, Spain raised its average maize yields by 50% and wheat

by 40% between 1962 and 1974.

Yields of the principal crops vary in the various regions of the
country as reported by the National Statistics Institute
(See Table II-4). Wheat and rice yields are generally higher in
the southern regions with corn, rye, oats and potatoes more

productive in the north.

D. Livestock Production

The number of ruminant livestock (beef and dairy cattle, sheep and
goats) has not changed much in the last 25 years (See Table I1-5).
During the 1960's and early 1970's sheep and goat numbers declined
but since 1976 their population has increased to the mid-1950
level. Pig numbers increased only slightly from 1955 to 1976, but
a substantial increase is estimated for 1978. The trend in
poultry numbe;s is upward. Dairy cow numbers have declined some-
what from about 268,000 in 1972 to 225,000 in 1978. Mules, horses

and donkeys number about 190, 000.

Beef production increased steadily from the mid-1960's until 1975
(See Table II-6). There has been a decline since then because of
the slaughter of the breeding stock following the agrarian reform
of 1975. The increase from 1972 to 1975 was largely achieved
without any appreciable increase in cattle numbers. This was due

to the feeding of large quantities of feed grains and concentrates
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Table II-4

Pegion

Viana do Castelo
Braga

Porto

Vila Real
Braganca

Aveiro

Viseu (Norte)
Viseu (Sul)
Guarda
Castelo Branm
leiria - Lisboa
Santarem
Portalegre
Evora

Setitbal

Beja

Faro

XVIII Coimbra

YIELDS PER HECTARE OF PRINCIPAL CROPS BY REGIONS 1977

Wheat

.766

.854
.895

.778
.731
.575
.693
.659
1.040
.867
.957
901
.734
.893
.216
.549

.788

.510
.613

.870
.836
.602
.354
.389
.487
.444
.348
.389
.334
.337
.307
.463

TONS

3.403
2.563
2.834
4,009
3.238
4,264
2.004

Maize

1.58

1.66
.870

1.708
.997
1.073

.841
1.218
1.16v

.431

.528

.356

.605
1.343

1.097

Barley

.551
935
.510
.481
.514
. 796
.951
.983
.639
.334
.592
.402
.404

Oats

.548

.552

.529

.352

.320
.421
.530
.354
.5%9
.302
.362

.369
.459

Potatoes

11.4

14.0
9.9

9.5
7.9
12.0
8.8
10.7
7.1
11.2
6.6
11.6
7.6
7.6

8.0
8.3

SOURCE: EstatIsticas Adricolas 1977, Tnstituto Na*tional de Estatistica.

SS



TIPE

CATTLE
PIGS
SHEEP
GOATS
POULTRY
LAYERS

BROILERS

SOURCE ~ 1)

2)

Table II-5

904
1,419
3,593

707

Instituto Nacional de Estatistica y Ministério de
Agricultura e Pesca for 1955 to 1976 Figures.
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NUMBER AND TYPE OF MAJOR LIVESTOCK
(THOUSANDS)
1968 1972 1976 1) 1977
905 1,072 1,010 1,000
1,515 1,977 1,500 2,200
1,287 2,420 3,000 3,840
531 741 — -
- 3,574 4,500 -
- 3,924 5,500 -

1,115
3,300
3,840

USDA Foreign Agricultural Service, Lisbon, Report PT
9003 - 2/5/79.
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Table II-6 PRODUCTION OF LIVESTOCK AND LIVESTOCK PRODUCTS

KIND 1963/65 1973 1974 1975 1976 1977

MEAT 000 TONS

BEEF 53 81 84 98 70 74
LAMB & MUTTON 21 20 18 18 19 20
GOAT - 3 3 4 4 3
PORK 49 69 70 81 78 87
POULTRY 33 89 100 100 115 134
MILK - Million

Liters 375 582 600 626 638 674
CHEESE - 000 Tons 21 25 - 21 22 25 28
EGGS - 000 Tons 33 40 43 45 44 52

s I rd
SOURCE: Estatisticas Agricolas 1977, Instituto Nacional de Estatistica.
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which meant a higher annual offtake from both beef and dairy
herds, and also bzcause farmers were paid a higher price for

finishing younger animals at heavier weights.

Lamb and mutton production has remained quite constant despite the
fact that in the 1960's and early 1%70's farms were evidently
overstocked, and destocking 1in later years has also been
accompanied by an increase in animal productivity. Pork and
poultry production has increased substantially in the last decade.
Larger pork production has resulted from an increase in numbers
but not from improvement in production per animal. Offtake has
been only about 53%, whereas countries with reasonably efficient
hog production normally expect to achizve an offtake of at least

160%, or more than three times that of Portugal.

Milk production has increased substantially since the 1960's.
Between 1973 and 1977, it increased by about 100 million liters
per year despite a 50,000 head reduction in dairy cattle. This
indicates that production per cow has gone up somewhat. However
there is considerable opportunity to improve dairy cow performance

since annual milk production per cow is only about 2,600 liters.

E. Farm Size and Tenure

Distribution of farm size varies greatly from one region to
another with large farms predominating in the South and small,
fragmented holdings predominating in the North. The 1968 census
reported 811,000 holdings, of which 314,000 had less than 1 ha and

averaged only about a third of a ha - mostly too small to support
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a family (Table II-7). Of the remaining 495,000, about 315,000
(almost 60%) were in the 1-4 ha range with an average size of just
under 2 ha. About 1/3 were in the 4-20 ha size range, with an
average of 7.5 ha. Together these latter two size categories
accounted for 35% of the area. About 0.2% of the farms were 500
ha and above and accounted for 30% of the land area reported in

farms.

Since 1968 there has been some combination of small farms, espe-
cially in the northern half of the country where small farms
predominate and out-migration has been heavy. 1In 1968, 71% of the
land area was owner-operated and 29% was rented. A total of 64%
of the farms operated only their own land, 17% operated only
rented land, and 18% operated rented 1land in addition to land

they owned. 1/

Fragmentation of holdings is a serious problem especially in the
North. In 1968, the average size of farms was 6.1 ha and the
average number of parcels was 6.4. 2/ The high average age of
farm operators is expected to contribute to future farm consoli-
dation and reduced numbers. In the 1960's, 45% of the operators
were 55 years or older, and only 10% below 35. 3/ With the large

out-migration of young people, the percentage over 55 probably has

1/ World Bank, Portugal Agricultural Sector Survey, November,
1978, p. 181.

2/ 1Ibid., p. 183,

3/ 1bid., p. 184.
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Size of Farms

Size of Farms Number Area
Holdings without land 2,852 0.4 - -
0.05 to under 1 ha 313,775 38.6 125,887 2.5
1l to under 4 ha 314,855 38.7 617,629 12.4
4 to under 20 ha 153,225 18.8 1,181,631 23.8
20 to under 50 ha 17,716 2.2 504,238 10.1
50 to under 100 ha 4,494 0.6 297,826 6.0
100 to under 500 ha 3,599 0.5 739,380 14.9
500 to under 1,000 ha 652 0.1 442,766 8.9
1,000 to under 2,500 ha 375 0.1 560,754 11.3
2,500 ha and over 113 == 505,046 10.1
Total 811,656 100.0 4,974,157 100.0

Source: The 1968 Census of Agriculture.

1974 ¥FAO, Rome,

1974, pp.

24-25.

Census Bulletin No.

5, February,
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increased rapidly since then. Between 1952/54 and 1968 the
average size of farm increased from 5.1 to 6.1 ha. 1In the North
it increased from about 1.7 to 2.5 ha while in the South it
declined from under 50 ha to under 40 ha (Table II-8). These

trends probably have continued in both areas since 1966.

The 1974 Revolution resulted in major land tenure reforms in the
South, leaving the North relatively untouched. During 1975, over
1 million ha, or one-quarter of the agricultural land in Portugal,

were taken over and latifundia converted into collective and

cooperative units of rural workers. To legalize the occupation of
lands within established limits, two Agrarian Reform Decrees were
published by the Government in 1975, and in September 1977 a mcre
comprehensive Agrarian Reform Law was enacted. The new law
reaffirms the principle that expropriations and nationalizations
shall occur only in formally declared "agrarian reform zones"

where latifundia are prevalent and only for properties larger than

the equivalent of about 30 ha of good land. In already expro-
priated land, the enactment of the compensation legislation is a
major step towards completing the land reform in the South and
reducing risks of investments in land and farm improvements. The
Government estimates that of 3.5 million ha in agrarian reform
zones (mostly in the Alentejo), when the reform is completed about
1.4 million ha will be in collective or cooperative farms, 0.7
million ha will remain with former owners, and 1.4 million ha will
be in small and medium-sized farms. Once the complex issues of
land distribution rights and compensation are settled, much
greater land use intensity could result in the South. This will,

of course, require a considerable amount of capital for modern
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THE NORTH AND SOUTH

1952/54 1968
Portugal 5.1 6.1
North
Braga 2.0 2.2
vila Real 2.0 3.8
Viana do Castelo 1.0 1.5
South
Evora 66.3 50.1
Portalegre 31.0 29.0
Beja 45.9 36.1

Source: "Sobre a Questao Agraria" Arma/Critica, No. 5,
March 1976, Table II, p.6 (Note: The 1952/54
figures refer to cropland only).
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inputs, major improvements in the management of cooperatives and
collectives, more effective research and extension services, and

less uncertainity about government price and subsidy policies.

F. Fertilizer and Limestone

Portugal's fertilizer needs are met mainly by domestic production
of nitrogen, imports of phosphate rock for manufacture of
phosphate fertilizer, and imports of potassium. Despite heavy
subsidies, which have moderated price increases in Portugal while
world prices rose rapidly, use of fertilizer is very low and the

growth rate disappointing (See Table II-9).

Since 1972, use of nitrogen has grown by only 8% (1% per year),
phosphate by 3% (0.5% per year) and potassium by 40% (about 5% per
year). Potassium started from a low base, and the growth in
potassium cculd be explained in part by growth in potato produc-
tion which requires high levels of K. The 1978 level of fertilizer
use if spread on the total 45 million hectares of all crops,
including fruit and nut crops, would provide an average level of
application of only 31 kg of N, 16 kg of P,0g and 7.5 kg of K50
per hectare. Spread over both pasture and cultivated area the
average application rate would be even lower. Even applied to the
smaller cultivated area, the application rate is only a fraction
of 1levels normally recommended for modern agriculture. For
Portuguese soils, which are presently low in fertility, and for
which legumes in rotation are insignificant, the problem is even

more serious. This low level of use of fertilizer is an important
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Table II-9 FERTILIZER CONSUMPTION (THOUSAND NUTRIENT TONS)

YEAR NITROGEN PHOSPHATE (P50sg) POTASSIUM (K-»0)
1965 83 51 14

1972 126.5 67.8 23.9

1974 126.8 67.5 27.6

1978 107.9 59.4 21.3

1976 142.4 72.9 33.0

1977 135.3 69.9 33.6

1978 137.8 71.0 33.6

Source: Ministr§ of Commerce.
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factor in the low yields of most crops, yields that are only

one-third or one-fourth the levels possible under similar soil and

moisture conditions.

This stagnation in fertilizer use at such low levels cannot be
attributed to an adverse price relationship between crops and
fertilizer, though perceived price uncertainty may be a factor.
Over the last decade, for most grains it has required less than 2
kg of grain to buy 1 kg of nitrogen in the form of urea and only
slightly more for forms such as ammonium sulfate. If marginal
grain output were only 8 kg per kg of N applied, the increase in
the value of the marginal product would be 4 times the cost of the
kg of nitrogen. Urea presently costs farmers about Esc. 6,360 per
m.t., ammonium sulfate Esc. 3,160, normal super phosphate (18%
P205) Esc. 3,010 and potassium chloride (60% K20) Esc. 4,440.
(This would be US $127 per m.t. for urea and $62 per m.t. for

1/

ammonium sulfate). = These prices are well below most countries

and beleow world prices while prices of most crops are near or

above world prices.
Factors that may account for low levels of use of fertilizer are:
1. High acidity of most soils and consequently low returns to

fertilizers.

1/ Ministry oif Internal Commerce, Portarium No. 54 8/78 of 14
September, 1978.
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2. Inadequate margins for wholesalers and retailers and con-

sequently a passive rather than active and agressive approach

to marketing.

3. Lack of research and extension.

4, Lack of credit.

5. Lack of confidence and general political and economic

uncertainty.

6. Agroclimatic conditions that do not permit 'high yields and

returns.

The soils over most of Portugal are acid with pH commonly 4 to
5.5. The 1littoral is the principal exception with generally
calcareous soils and 1large deposits of limestone. Even those
soils are likgly to benefit from limestone application. Highly
acid soils cannot be expected to provide as high returns as would
be the case on soils in the 6.5/7.5 pH range. Further, most
legumes do not do well on acid soils, and cons=quently their role
in low cost natural nitrogen fixation is limited unless lime is
provided. Practically no lime is now being applied to soils. We
heard estimates of only 1000 to 5000 tons being used annually in
all of Portugal, but maintenance needs alone on 4.5 million cul-
tivated ha probably would exceed 3 million m.t. per year under

modern high-fertilizer-use technology.
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Seeds

Corn, rice, wheat, barley and forage seed production, certi-
fication and distribution are controlled by the government.
The amount of seed needed is based on amounts applied by
local officials. EPAC (Empresa Publica de Abastecimento de
Cereais) contracts with farmers for production of the seeds
and pays them 3 escudos per kilo over the market price.
Fields are inspected and harvested; seeds are cleaned,
tested, bagged and tagged as certified seed. Only certified
seed of these crops can be sold through the 130 EPAC offices,
or in some cases by private dealers. All seed importation is

carried out by EPAC,

It is estinated that 70% of wheat, 30% of rice, 15% of corn,
108 of oats and 95% of malting barley seeds planted by
farmers are improved vavieties. There are indications in
some cf the remote areas that farmers are unable to obtain

seeds when they need them.

Water

About 14%, or 700,000 ha, of Portugal's cultivated 1land is
irrigated. Traditional irrigation from small privately
operated systems, mostly in valleys in the mountainous and
coastal areas north of the Taqus river, covered about
622,000 ha in 1970 compared with 592,000 ha in 1955
(See Table II-10). These include a wide variety of systems

from very small garden plots to medium size farms of some ten
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hectares cor so in fertile valleys. A few systems of about
100 ha each are found in Alentejo. These are served by
private storage dams impounding moie than a million cubic
meters of water. The main crops irrigated are fruits and

vegetables, corn, and some pasture.

Table II-10

AREA ITRRIGATED BY TRADITIONAL MEANS

000 HA
REGION 1955 1970
NORTH 235 237
CENTER 279 286
LISBON 42 . 52
SOUTH 36 47
TOTAL 592 622

In general, water is abundant during the early growing
season, but generally storage is lacking and supply dimi-
nishes rapidly during the summer months, with almost none

during Auéust and September.

Farm Machinery

The most significant increase in modern inputs in agriculture
is in the number of tractors, harvesters and combines. Trac-
tors increased from 15,000 in 1965 to 57,238 in 1977,
harvesters from 5,568 to 6,302 and combines from 935 to 4,234

in this same period (See Table II-11).
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Table II-11

TRACTORS, HARVESTERS AND COMBINES ON FARMS

NUMBER
1965 1974 1975 1976 1977
TRACTORS 15,335 42,024 44,452 49,784 57,238
HARVESTERS 5,568 6,161 6,190 6,245 6,302
COMBINES 935 3,654 3,815 4,113 4,234

Source: Instituto Nacional de Estatistica, Estatisticas Agricolas
1977.

The increase in number of tractors employed reflects the

growing subsititution of machines for both labor and draft

animals.

G. Institutions and Services

Portugal has an existing institutional framework for the
development of effective educational, research and extension
programs to serve agriculture and to aid in bringing about the
improvement needed in this sector. The need is to gear these
institutions toward training people and developing and trans-
mitting information which is directed at solving the actual

problems of farmers in the various climatic zones of Portugal.

Recently AID has funded a project to assist three Polytechnic
Institutes in developing curricula to train extension agricul-
turists and agri-b. siness people and conducting applied research

aimed at meeting local needs. Cooperation of the Ministry of
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Agriculture, and integration of its efforts in extension and
research with these institutes in the framework of its recently
initiated decentralized organization, will be necessary for the
successful development of these institutions and for providing the

needed services for improvement of agriculture.

Agricultural research and extension are presently undergoing
extensive reorganization and changes in direction. The extent to
which these can be effectively brought about will have a profound

effect on the future of Portugal's agriculture.

The World Bank Agricultural Sector Survey, published in 1978,
pointed up the shortcoming of agricultural research and extension

in Portugal as follows:

"The technical services required to underpin future agri-
cultural development efforts are ill-equipped to engage in
agricultural research and technical assistance to farmers. In
the past both research and extension played a passive role in
agriculture. The functions were dispersed among at least 12
autonomous jurisdictions, with little geographical coherence.
Both services are seriously understaffed, short of funds, and
isolated from actual farm problems in every way. Grea‘er
government commitment in agriculture and the corsolidation of
institutions and services in the sector calls for a system-
" of

2
i

P P g R A Aerde v e L
Lcocal sl

K - L a PR
2 Aliu TALCTIIODLUIL . DU LI

(9]
£

have been virtually paralyzed for some time, and unable to

meet farmers' needs. Research, with only one main center and
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several demonstration statinons, must first be consolidated
under a single authority to meet national needs and simul-
taneously decentralized to respond to local situations for

specific commodities.

Agricultural Research

Priority has been assigned by the Government to consolidate
all agricultural research under INIA. This means, for ex-
ample, that nnmerous programs formerly conducted by
autonomous institutions such as the Cereals Institute and the
Sugar and Alcohol Institute have been absorbed by the INIA.
Transfer of responsibility will not, however, be sufficient.
Research work will need staff, budgets and redirection of
methods and goals toward all factors relevant to plant and
animal 1life, rather than those specific to each of the
several scientific disciplines viewed in isolation. Aside
from the results of the pasture improvement program by the
National Plant Improvement Center in Elvas, no well-conceived
major agricultural research effort has been designed to
ircrease yields. For example, problems with soil acidity,
plant nematodes, maize and rice c.os«zs and planting tech-
niques, optimal rotations, and sto...: of major crops need
urgent attention. INIA lacks sufficient specialized staff to
do these tasks. 1Integrating the work of soil scientists,
plant pathologists, and chemists, etc., into plant breeding
and selection, and the latter into seed production, and
coordinating the whole with a yet-to-be-established extension
service, will take considerable facilities, manpower and

time.
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Agricultural Extension

Portugal has numerous physical facilities for agricultural
extension which are out of proportion with their inability to
help farmers. It is equipped with a mixture of some 140
stations and field headquarters, 13 regional services, which
are being phased out, and technicians assigned to the irri-
gation associations at 19 irrigation projects. The system,
however, has several jurisdictions, with little geographical
coherence. It continues to suffer from a shortage of exper-
ienced middle-level technical staff. The stations lack
vehicles and consist mostly of dilapidated facilities.
Demonstrations and field days with farmers are rare, and
there is little evidence of knowledge of the important agri-

cultural problems or potential of the area by agents.

The new regional services will absorb all existing facilities
and staff. However, with few experienced technicians
especially for preparing and appraising farm investment
plans, a considerable amount of recruitment and in-service
training will be required. To attract and retain qualified
field staff, salaries, which are low, will have to be supple-
mented by incentives for living and working in rural arecas.
The incentives need not always be direct compensation but may
be fringe benefits such as housing, vehicle, study leave for
professional development, and other emoluments geared to job

performance."
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A consolidation of research under INIA has been undertaken, but
expansion of research and decentralization from Lisbon to inves-
tigate and help solve farmers' problems in the various regions has
moved forward only very slowly. There is a need to establish the
necessary facilities and undertake research directed at solving
specific problems in the climatic zones outlined earlier in this
Chapter. Special emphasis should be on research in soil
fertility, improving crop varieties, crop cultural practices,
forages and pasture improvement, irrigation water management and
livestock feeding and management. These areas are pertinent to
provide information to extension workers in their efforts to help

farmers increase crop and livestock production.

A General Directorate of Extension has been established at the
national level and has embarked on a training program aimed at
training extension workers to staff the regions. Regional pro-
grams under the new organization have apparently not been imple-
mented and evidently must await the completion of training now
underway. Training is geared toward teaching modern extension
methods. These should be helpful. However, to launch the kind of
program needed to assist farmers' increase yields of crops and
livestock will require intensive field training on soil fertility,
crop cultural practices, forage and pasture production, and
livestock feeding and management. A program should be developed

to provide this kind of training.

There is some indication that it will ’be difficult to recruit

college trained extension workers who would be willing to live and
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work in rural areas. Consideration should be given to selecting
local high school 1level trained people and having them work
directly with farmers with training and supervision provided by

regular extension personnel.

The GOP has signed a project with FAO and UNDP under which US
$406,654 will be made available to assist with extension
improvement. The funds will be used to finance 43 person-months
of technical assistance mainly on training. Participant training
is budgeted to receive $84,500, and $54,000 is budgeted for
equipment. As noted earlier AID will assist the 3 Technical
Institutes (2 in agriculture) with long- and short~term technical

assistance, training and some budgetary support.

H. Agricultural Production Potential

While agricultural resources in Portugal are not as favorable as
in some countries, there is considerable potential for improving
crop and livestock production. To achieve this potential will
require a coneerted effort on the part of the government and the
provision of incentives as well as a well coordinated cooperative

effort by the research and extension services.
1. Increasing Crop Production
Sufficient technology is available, if effectively applied in

the climatic zones based on land capabilities, to materially

increase yields of adapted crops. Expansion of the use of
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new improved varieties, particularly of corn, rice, oats and
rye, needs to receive high priority. Correction of soil
acidity and increased fertilizer application on cropland will
be necessary. Emphasis needs to be placed on increasing
yields of corn and potatoes in the Temperate Moderate
Rainfall Zone and in the Subtropical Moderate Rainfall Zone,
on rye and potatoes in the Temperate Wet-Dry 2Zone and on
wheat, safflower, sunflower and the substitution of sorghum
for corn in the Subtropical Wet~Dry 2Zone. Efforts to
increase rice yields are essential on irrigated land in the

Subtropical Moderate Rainfall and Wet-Dry Zones.

By reducing the marginal 1land area planted to cereals,
particularly wheat in the Subtropical Wet-Dry Zone, and
increasing the area planted to corn through multiple
cropping, along with application of the measures 1listed
above, the possible gains in crop yields indicated in Table
IT-12 could undoubtedly be achieved. Even much higher yields

are possible.
Increasing Livestock Production

Portugal has favorable conditions for expanding 1livestock
production, Meat production has been constrained by the
extractive nature of livestock management and scarcity of
good pastures. Increases in beef and veal production have
occurred mainly by relying on feedgrains to fatten heifer as

well as steer calves for slaughter, thus sacrificing the
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Table II--12

POSSIBLE GAINS IN MAJOR CROP YIELDS AND PRODUCTION BY 1985-90

1973-75 Yield 1985-90

Yields Area Production Increase Yield Area Productio™

(tons/ha) ('000) ('000) (%) (tons/ha) ('000) ('000 tons.
Wheat 1.18 466 550 30 1.5 450 675
Rye .72 200 144 30 .9 200 180
Rice 3.25 44 143 40 4.8 50 240
Maize 1.30 371 482 50 1.9 400 760
Barley .82 90 74 30 1.1, 105 115
Oats .60 168 100 60 1.0 168 168
Potatoes 9.50 111 1,053 30 12.0 120 1,400
Pulses .21 391 84 100 .4 400 160

. Source: World Bank, Agricultural Sector Survey for Portugal, 1978.
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opportunity to expand the cattle herd. The number of sheep
has declined in the last two decades while lamb production
stagnated and wool decliined proportionally. In general,
Portugal has relied on massive feed grain imports rather than
improving large areas of potentially productive pasture and
range lands, while neglecting factors which influence per
animal productivity such as upgrading animals, calving and
lambing rates, and size of cattle and breeding herds and
sheep flocks. Price policies have encouraged the slaughter

of a large number of younger beef animals.

To increase pork production it will be necessary to replace
traditional strains with more productive breeds of sows and
boars, manage herds to achieve an offtake to 140%, and bring
African swine fever under control. Further gains in poultry
can be achieved without major problems. Thus, livestock
development should be aimed at replacing a substantial amount
of imported feed grains and concentrates with pasture and
forage, or at 1least not increasing concentrates fed to
ruminants, by achieving needed production increases from
forages. This will call for (1) an intensive program -of
limestone production and use, application of fertilizer and
seeding of improved legumes and grasses on pasture areas,
(2) improving and expanding the cattle herd, (3) expanding
the number of sheep and goats on improved pastures and
(4) introducing better genetic quality and improving manage-
ment of swine, as well as bringing African swine fever under

control.
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Dryland pastures totalling 3.3 million ha offer the greatest
promise for increasing beef, mutton and milk production. This
includes 1.3 million ha of largely unimproved natural grass-
lands, of which about 225,000 ha is irfigated, 1 million ha
of mixed forest-grassland range, and 1 million ha of annual
fallow in the cereal production areas, mainly in the

Alentejo.

The three major livestock areas, each with distinctly differ-
ent forage production potential, are (a) the Temperate and
Subtropical Moderate Rainfall Zones, which together comprise
the main dairy region, and (b) the Subtropical Wet-Dry Zone,
which is the main beef and sheep production area, and (c) the
Temperate Wet-Dry area of the northeast which is a mixed

dairy-beef-sheep area.

a. Increasing Livestock Production in the Temperate

Moderately-Wet and Subtropical Moderate Rainfall Zones

Approximately 61% of Portugal's dairy cattle or about
140,000 cows are found in this area. Milk production is
estimated at about 420 million liters annually. Milk

production per cow in 1977 was about 2,900 liters.

Rainfall is adequate for production of forage nearly
year-round, with a combination of winter forages with
summer cereals and summer forage crops. Increasing the

yield of maize both for grain and forage by correcting
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soil acidity, using more fertilizer, and improving
forage varieties would provide more feed and feed of
better quality. This, together with wupgrading the
animals, would increase the milk production per cow and
cow numbers could be increased substantially. Milk
production could perhaps be doubled in the next ten

years.

Increasing Livestock Production in the Subtropical

Wet-Dry Zone

This is the most promising area for pasture improvement.
Approximately 2.4 million ha could be improved and used
more intensively for both cattle and sheep production.
1.6 million ha of this is land unsvitable for crops
partially in oak and cork-oak plantations with an addi-
tional 650,000 ha of annual fallow. Large-scale pasture
"mprovement trials, involving liming, fertilizing with

osphates, and seeding subterranean clover and grasses
has demonstrated that fallow and cork-oak land could be
profitably improved. Carrying capacity —could ‘be
increased from 1 sheep per two ha to 3 to 5 sheep or
more per ha. Trials on irrigated pistures seeded to
alfalfa, clovers and grasses have supported 5 steers per
ha whereas unimproved irrigated pastures could carry

only one steer per ha.

Increasing Livestock Production in the Temperate Wet-Dry

Zone
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Portuguese technicians estimate that the number of beef
and dairy cattle could be increased from 86,000 to
120,000 with the improvement of 20,000 ha of non-irri-
gated pasture and part of the 180,000 ha of communal
grazing lands. The scarcity of cropland further makes
the region highly dependent on livestock, mainly cattle
and sheep. Two of the districts, Braganca and Vila Real
offer great potential for livestock development because
of their largely understocked and unimproved pastures.
all in all, it is estimated that the zone could at least

double its income from livestock.

Potential from Improved Forage

The team has been very impressed with the great potential for
development of forage, both from its own first-hand
observations and from observations and analyses widely quoted
to us by officials in Lisbon and other parts of Portugal, and

from conclusions reached by other foreign technicians.

The GOP studies which are the most detailed start with
available data on land capability and current land use, and,
assuming that crops such as fruits, nuts, olives, cereals,
oilseeds and vegetables will have a higher priority on land
suited to their uses, arrive at the residual land area
suitable and available for forages. They then calculate the
amount of forage that would be produced in terms of feed

units with modevate levels of improved forage planting and
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management. These feed units were then assumed to be
utilized by indigenous ruminant 1livestock and a comparison
made of 1livestock products from this improved system was

compared to present production, with the following results:

PRODUCTION

PRODUCT PRESENT WITH IMPROVED FORAGE
(Metric Tons)

Beef & Veal 74,000 148,000

Lam> & Mutton 20,000 67,500

Coat Meat 3,000 8,400

Wool 10,000 23,000

Milk 674,000 1,645,000

Summary: Achievement of Agricultural Production Potential

Achievement of Portugal's agricultural production potential

will require:

a. Using high-yield practices on the 1.6 million ha of
arable land now in crops, which could increase yields by

200-300 percent.

b. Putting the arable land now in fallow into intensive
high yield crops with adequate fertilizer and limestone
(1.0 million ha), with some possibly going into improved

forage.
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c. Increasing intensity of use and yields on presently

irrigated area (0.6 million ha).

d. Planting the large area suited to improved forage with
improved varieties and applying fertilizer and limestone

(1.6 million ha).

e. Better management of natural, unimproved grassland (1.3
million ha), and of mixed forest and grassland (1.0

million ha).

£. Upgrading livestock and improving livestock feeding and

management,

III. PRICE POLICIES AND SUBSIDIES

A, Nature and Extent of Price Controls

Agricultural products and production inputs are subject to a
complex array of price controls, price supports and subsidies.
Input subsidies exist for fertilizer, feed concentrates, credit
and machinery. These subsidies and price support of products are
designed to stimulate production. Other subsidies and price
controls on a variety of foods and agriculture-based commodities
are designed to moderate the rate of increase in the cost of

living.
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The extent of price controls and subsidies, which even prior to
1974 were substantial, were increased greatly following the 1974
Revolution. The following excerpts from a recent World Bank
report briefly describe the nature and extent of price controls

affecting Portuguese agriculture. 1/

1. "The Legal Framework. Decree Law No. 329-A/74 of July 10,

1974 as amended by Decree Law No. 750-Q/77 of February 28,
1977 constitutes the legal framework under which price con-
trols are exercised in Portugal. Under these 1laws, the
Ministry of Trade (specifically the Secretary of State of
Internal Trade) can determine the price regime applicable to
a commodity ("controlled" or "free") and also fix the price
of the commodity. In practice the Ministry of Trade
exercises its price control functions in coordination with

the concerned ministries.
There are currently four distinct contrmlled price regimes
involving (i) maximum fixed prices, (ii) "declared" prices,

(iii) commercial trade margins, and (iv) contract prices:

Maximum fixed price regime: While this is theoretically

applicable to any commodity, its most important appli-
cation is to the "commodity basket" and the essential

goods. The "commodity basket" currently comprises

1/ World Bank, Prices and Subsidies on Portuguese Agriculture,
July 31, 1979, pp. 3-6. (Tables II1I-1,2,3, taken from the
World Bank report, have been renumbered to fit MASI text).
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nineteen products viz. bread (first and second quality),
pasta, crackers, corn meal (for human consumption),
rice, sugar, margarine, vegetable oil, milk, powdered
milk, cheese, whiting fish, eggs, chicken, pork (nation-
ally produced), sausages, Italian sausage and soap. The
composition of the basket and the appropriate level of
prices are fixed by Cabinet decision, and the prices of
goods involved are guaranteed by the Government to

remain unchanged for one year.

Another important category of goods controlled by the
maximum price regime is a so-called "essential goods"
which currently comprises seven products viz. butter,
pork, beef, coffee, sandwiches and cakes. In their
case, the Government undertakes that it will "do its
best" not to change the "maximum prices" during the
course of the year but does not guarantee against

changes as is the case with the "commodity basket."

Declared price regime: Under this regime, £irms with

total annual sales exceeding 50 million escudos and
individual product sales exceeding 10 million escudos
have to make a request for price changes for the product
to the Ministry of Trade. The Ministry has 60 days
either to agree, disagree or come up with a counterpro-
posal (which is then promulgated). The regime regulates
the major industrial enterprises (automobiles, other

consumer durables, textiles, etc.).
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Fixed trade margin regime: For the commodities covered

under this regime, the Government (Ministry of Trade)
determines the commercial trade margins allowed in
percentage terms. Items covered include salt, ham,
preserves, dried fruit, beer, wines, and metallic and

electrical products.

Contract price regime: Here the Government public

sector negotiates changes in prices with firms, groups
of firms and employers associations. Commodities whose
prices are regulated in this way include tomatoes, hops

and flax.

Non-Controlled Prices: Prices of non-controlled items may be

increased after a period of ten days from the date of

informing the Ministry of. Trade of the proposed increasec.

Prices for Agricultural Products: Agricultural product:

prices are fixed in most cases at both the producer and
consumer level, and necessary subsidies are granted to
processing and marketing organizations. While the overall
price review is formally undertaken by the Ministry of Trade,
initiative for price increases could come from the Ministry
of Agriculture (e.g., wheat producer prices for the 1978/79
crop season), organizations under the Ministry of Agriculture
(e.g., EPAC for maize, sorghum, and rice producer and con-
sumer prices in the 1978/79 crop season or JNPP for livestock

or milk prices), organizations under the Ministry of Trade
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(IAPO for vegetable oil seed and olive oil, JNF for fruits,
AGAR for sugar and alecohol, JNV for wines), or from producer
~rganizations. Agencies involved in the agricultural price
review include the Ministry of Agriculture and the Trade
Unions. 1Implications of price changes on the general 1level
of consumer prices (and specifically its impact on the family
budget of various income groups) are studied in the Planning

Department of the Ministry of Trade.

Extent of Price Controls

An exercise to evaluate the extensiveness of price controls
in Portugal was undertaken recently by the Ministry of
Planning. Commodities were defined as "controlled" or "non-
controlled" with the former encompassing price regimes
falling under "maximum prices", "declared prices" and "fixed
mark-ups."” Their relative share in three areas viz. private
consumption, total intermediate demand and gross fixed
capital formation were examined. The results of the study

are summarized below.

Private consumption: About 46 percent of private consump-

tion is subject to some form of price control. Food items
are subject to the greatest amount of controls (83 percent
controlled, 65 percent through the mechanism of "maximum

prices"). (See Table III-I).
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Table III-1

PRICE CONTROLLED GOODS IN PRIVATE CONSUMPTION

Category Percentage Weight Weight of Price Systems Percentage

of in Private Controlled Goods of Category
Goods Consumption Private Consumption Controlled
Food 33.1 27.4 (21.5) 1/ 83
Non-food 28.9 18.5 (5.4) 64
Services 28.1 0

Source: Ministry of Planning

Intermediate demand: Agrichltural and livestock products

destined for meeting "intermediate demand" are most affected
by price controls (51 percent of products originating in the
primary sector and destined as inputs into the food industry
have controlled prices). Conversely intermediate goods
originating in manufacturing industry are 1least subject to
price controls although they have the greatest input in total

intermediate demand (See Table III-2).

Table III-3, which reviews post-1974 consumer price behavior
shows that the "food and JZrink" component of the CPI
experienced substantial price increases throughout the
period. This was almost inevitable, given the fact that the

price of imported food (on which Portugal is heavily

1l/ Subject to "maximum prices.”
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dependent) continued to rise and the Portuguese escudo had to
be depreciated continuously in order to combat balance of
payments difficulties. It is important to note, however,
that the increase in food prices would have been substan-
tially higher in the absence of food subsidies (which were
retained at a level between US $250-300 million per annum in
the period 1976 - September 1978). 1In addition, emphasis was
placed on moderating food price fluctuations through the
institution of the "commodity basket” under which food items

composing the "basket" had their prices fixed for one year."

B. Impacts of Price Ccntrols

The general intent of the complex structure of price controls and
subsidies is to hold food prices down while still providing
adequate incentives to farmers. However, evidence suggests that
the net impacts have been to reduce incentives to invest even in

inputs, such as fertilizer, which provide short-term returns.

Average prices paid to farmers for most commodities were stable or
increased only moderately between 1963 and 1973. Beginning 4in
1974 price increases tended to be more in consumer items such as
livestock products, pulses and oils (See Table III-4). For some
commodities, most notably wheat, beef, and milk, producer prices
were allowed to rise substantially while consumer prices were held
in check, and the differences were made up by increasing
Government subsidies. A similar policy was followed for some
inputs such as corn, fertilizer, and mixed feeds. (See Tables

III-5, III-6, and III-7 and III-8).
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Available price data (principally from INE) indicate that some
relative prices for grain producers were deteriorating before 1974
and have continued to do so since. As an example, the amount of
rice, corn, and wheat required to buy a gallon of fuel or rent a
piece of machinery increased about 25% between 1972 and 1976

despite subsidies and price supposrt programs.

Farm wages also have increased more rapidly than these crop
prices. Farm prices of wheat, rice and corn more than doubled
between 1970 and 1977 while rural wages for males almost tripled

(and for females almost quadrupled).

Table III-2

PRICE CONTROLLED GOODS IN INTERMEDIATE DEMAND

Structure of Percentage of Sector
Intermediate Production Subject
Demand (%) to Price Controls

Agriculture 4.9 48.0
Forestry 0.8 36.4
Livestock 5.5 60.0
Extractive Industry 2.5 28.0
Mining Industry 69.5 26.5
Services 20,0 28.6

Source: Ministry of Planning
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Table III-3

BEHAVIOR OF CONEUMER PRICES
(Annual Percentage Changes)

Jan.-Sept.
1974 1975 1976 1977 1978

Consumer Prices, Lisbon
Total, without Housing 29.2 20.4 19.4 27.3 21.6
Food and Drink 32.6 23.6 23.3 31.9 22,0
Clothing and Shoes 31.9 8.5 1.8 18.7 18.2
Housing 9.6 -8.0 32.1 26.5 24.3
Memo
Average Unit Import

Value 48.3 14.0 12.0 7.5 6.0
Exchange Rate

Against USS$S 4.8 -11.7 -14.8 -26.3 -14.5
Average Wages in

Manufacturing 41.0 32.0 19.0 18.0 12,0

Source: INE and Mission Estimates

Potato prices have improved relative to fuel, machinery and wage

costs.

Prices of all the major crops relative to fertilizer costs have
improved. Between 1963 and 1973 prices of most grain crops
increased very slowly while prices of fertilizer declined. It was
only ir. 1973-74 that fertilizer prices began to rise sharply. The
introduction ¢f heawy subsidies, however, has resulted in fertili-
zer/crop price ratios that have continued to be quite favorable

for producers. 1/

l/ See Section III-C.
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Table ITII- 4, Portugal: Average Prices Paid to Farmers for Major Commodities 1970-75 1/
(Esc/kg)

Index
Product 1963 1968 1970 i 2971 1972 1973 1974 1975 (1970=100)
Wheat 3.02 3.26 3.26 3.55 3.55 3.55 4.26 4.94 152
Rye 2.31 2.61 2.05 2,67 2,08 2,70 3.24 4.11 155
Maize 2.15 2.46 2.34 2.77 2.77 2.62 3.88 5.83 249
Oats 2,18 1.80 2.25 2.29 2.18 . 2,33 2.81 3.23 144
Barley 2.44 2.13 2.53 2.45 2,43 2.74 3.45 3.70 146
Rice/2 2.80 3.55 3.71 3.68 3.62 3.62 5.03 6.17 166
Potatoes 1.15 1.24 1.25 1.61 2.17 2,42 2,98 4.38 350
Beans 4.99 7.328 8.05 8.86 9.64 11.43 16.41 25.59 318
Broad beans 3.04 3.83 4.56 5.27 5.05 5.97 7.65 7.20 158
Chick peas 4.99 4.79 6.63 8.09 11.08 13.76 15.48 17.06 257
Olive o0il/3 13.10 16.9 17.13 16.90 19.25 24,57 42.57 49.25 288
Wine/3 2,22 4.00 5.00 5.22 6.20 7.23 5.51 6.39 128
Tomatoes/4 n.a. 0.60 .60 . .60 .60 .64 1.23 1.34 223
Reef — 22,2 29.7 31.6 36.6 39.30 46.40 53.00 61.40 194
Lamb/5 n.a. n.a. 28.04 34,92 47.18 51.78 60.68 70.92 253 .
Pork/6 n.a. n.a. 29,61 33.77 L0.49 37.66 48.11 52.02 177
Poultry/7 n.a. n.a. 18.64 20.57 19.40 20.62 23.81 29.96 155
Milk/8 n.a. 2.70 2.70 3.30 3.40 3.40 4.60 6.40 237
ll‘ Producer prices are average prices weighted accozding to quality, month, and region unless otherwise

indicated. |

/2 Paddy.
/3 Per liter.
/4 TFor industrial use, sirmple regional average.
/5 Based on prices for Beja district, young lamb.
Lg Based on prices for Evora district, finished hog of six months.
/7 Based on prices for Lisbon district, industrial poultry, liveweight.
/8 Guaranteed price, Class A.

Source:

INE, Estat{sticas Agricolas, various issues, Lisbon; Government Legislation; CEEA, Gulbenkian

Foundation, Lisbon; mission estimates.

16
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Table III-5

Price Structure for Wheat, 1971-78 1/

1971-74 2/ 1975-76 2/
--------------- Esc/kg=——-—=-
Base Price to Farm 3/ 1.51 4.20
- Crop subsidy 2.00 -
- Crop reconversion subsidy - -
- Subsidy on small
deliveries - 1.40
Farm Price 3.15 5.60
- Differential for storage,
etc. (average) 0.09 0.30
- Allowance to INP/EPAC 0.03 -
- Allowance to F.A. 0.20 -,
- Subsidy by F.A. (=) - 1.40
Price to Miller 3.83 4.5C
- Margin to miller 0.39 0.53
- Gross value of by-product 0.49 0.73
- Allowance paid to F.A. on
by-product - -
Value of 1 Kg of Wheat
Transformed in Flour 4/ 3.73 4,30
- Allowance paid to F.A. - -
Price of 1 Kg of Wheat
Sold to Baker 5/ 3.73 4.30
Bread 7/ Bread 8/
Small Large Small Large
- Margin to the baker 1.95 1.91 5.95 6.79
Price of 1 Kg of Wheat
Transformed 1in Bread 5.68 5.64 10.22 11.09

8.31

8.31

Bread 9/
Small Large
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FOOTNGTES :

1/ All values have been converted to kilograms of wheat equivalent and
subsidies (reductions in costs) are marked as negative values. All
values concern first class flour.

2/ All crop years are credited to the second year when the bulk of the
harvests are recorded. Most legislation affecting these prices has
appeared in late summer or early fall.

3/ For a specific weight of 79, the most common whecat. Prices are scaled
up or down slightly according to the specific weight of the production
delivered.

4/ First class flour: 1 kg wheat/0.71 kg flour.

5/ First class bread: big bread: 1 kg flour/1.28 kg bread
small bread: 1 kg flour/1.20 kg bread

6/ Price of 1 kg of flour = 5.40; price of 1 kg of wheat transferred in
flour = 0.71 x 5.40 = 3.83.

2.60/kg of flour per kg of wheat will be
2.60 x 0.71 = 1.85.
2.50/kg of flour per kg of wheat will be
2,50 x 0.71 = 1.78.

7/ the margin is small bread

large bread

i
N

.74/kg of flour per kg of wheat will be
2.74 x 0.71 = 1.95.
large bread - 2.69 x 0.71 = 1.91.

8/ The margin is small bread

8.34/kg of flour per kg of wheat will be
8.34 x 0.71 = 5.92.
9.56/kg of flour per kg of wheat will be
9.56 x 0.71 = 6.79.

9/ The margin is small bread

large bread

Sources: Legislation, MC and MAP, 1965, 1970, 1972 and 1976; Fundo
de Abastecimento; Institute of Cereals; CEEA, Gulbenkian
Foundation; World Bank estimates. (MASI notes certain
irregularities in this table but is unable toc correct because
of lack of access to primary sources.)


http:flour/1.20
http:flour/1.28
http:wheat/0.71

Gusranteed base price to productlonﬁ!
Conservstion subsidy for first calvlng[l
Conservation subsidy for second calvingl4
Subsidy for slaughcer of Joung wales
Subsidy for first phase '‘calf-rearing"/8
Subsidy for second phase "‘calf-rearing"/9
Subsidy for “finishing"/10

Average price to producer/ll

General subiedy to wholesaler fin slaughterhouas
General subsidy to wholesaler ia slaughterhouce

Slaughter fee/l5

Average price ex-slaughterhouse

Purchsse price by reteiler/16

Average price of Imported beef (adult, c & £)/17

Table ITI-& Portugal: Price Structure for Beef, 1969-1976 1/
1969-71 197974 Oct. 1974-197$ Jan, 1976 Apr. 1976 ’
X A X A h § X A X A
oemen. “ re-- - Esc/kg ==-=--
35.00 30.00 40.00 36.00 65.00  52.00  76.00 64.00  85.00  73.00
(500) (300) (500)
(750) (750) (750)
3.003 3.00/6 3.00/1
2.50 2.50 2.50
1.2% 1.25 1.25
2.85 7,85
41.75 35.00 49.60 36.00 74.60 $2.00 76.00 64.00 85.00 73.00
5.50/12  s.50/12 s.sofl2 s so/12 20.00 15.00 29.00 24,00
4.50/13  4.50/13 4.50013  4.50/13 4.00{14 4.00/1&
1.55 1.8 1.55 1.55 1.55 1.55 2.90 2.90 2,90 2.90
37.80 31.05 45.65 32.05 76.15 53.55 54.90 51.90 £4.90 $1.90
54.9C 51.90 54,90 51.90
- 19.51 - 30.35 - 37.00 - 27.87

B B RERERR [

wvelght or over,
Subsidy on male and femsle calves fattened betveen' J veeks to 3§ months end live-weights at beginning of 45 kgs, and at end of 90 kge (or (emales or
£10 kgs for males:
Subsidy on male and female calves fattered between 3§ months to 6 monthe and live-weights betwesn 70 - 150 kgs for females snd 110 - 190 kgs for msles.
Subsidy for final stage of fattening young animals of more cnan 3806 kge live-veight, or adulta’of more than 500 kgs live-wveight, gained.
animal sla-ghtered at 200 kg/carcass weight and having gained 190 kgs

All prices and subsidics have been converied to equivalent kilogram carcass weight, as shown in footnotes.
both sre i{n first class mest, and most femoles are slaughtered as adulte vhile most msles, young.

Cuaranteed prices gre set bty law.
Conservation subsidy in Escudoa per hesd for first calving of dalry (exotic) and local breeds.
Conservation subsidy in Escudos per head for second calving of dairy (exotic) breeds.

For males slaughtered at more than 150 kg/carcass weighe,
For males slaughtered ar more than 180 kg/csrcass welight.
Bepinning In 1973 females are included in the subsidy

Y refers to young and A to adult animals:

{f slasughtered after first calving, before the permsnent teeth appear and at 180 kg/carcass

more heads annually, although groups can pool deliveries.

\r\\.
Lad Cad Lnd [
S ina
Ld s

[k

§ource H

Junts Nacional dos Produtos Pecuarios; Fundo de Abastecimento; Government lesislation; hinlstry of Kconomy

Foundation; mission estimatea.

Up to January 1976 prices are cslculated, thereafter aet by legislation._
Paid for blaughters effected {n Lisbon, Oporto and Funchal slaughterhoucsed plus »:il industriel slaughterhouses.
It applies to aress other than those mentioned in footnote 12.
‘ Subaidy assum d to be psid by FA.
Slaughter fee is fixed by law.
Fixed by decree,
Averages based on the same period as the prices of dcmestic productlion.

‘of live-weight (190 - 380 kge).

Based on an
this f{e spplicable to fa.vers fattening 100 or

executive ordsrs; CEZA, Gulbenkian

ve



Table III-7 Portugal: Price Structure for Milk, 1965-1976 1/

dossyesl2 :mmﬂw wnp & rormftls yarch 1gml® gopt. 3g7al sl 1S

Item ia Comaon 18 Common In
4 2, L3 [ 3 Sottle [ LA Pottle a "'1 Sottle A L3 A ] A 2 4
K ' 1ler cnmene
I, mwmice b 2o 2 2% ¢ v e 30 Vo am a0 e 6 52 1/l e/t
Sudaidy for organiced eollestisa (-) 0w 0.9%0
IT. FRICE PAID BY )ILK PROCESSOR 2.0 2,00 2,70 2,00 .M 1> 3.00 3.00 3,00 3.10 310 A, 10 3.70 3.10 ,0 6.%0 3.20 7 00 <.
Tustaure Cosmon Fusteure Omaom Peotour- Cossoe Pestivr- Comsen Paslawre Commoa Pestour- Common Fastewre Comson Pastaure Jommos
ised ised 1aed 1sed fsed I1oed 1aed teed
leproveaent subsity (<) 0.b0 0.80 0.80 0.50 0.50 0,30 0,80 0,7 1.20 0,30 1.7 1.0 1.70 1,40
S.teldy to pestevrized atlhr (o) 1.0 1.2
Babsidy to fluld midx (.) c.% 0.30
Mew taprovezent audsidy (-) () :.3’0 i-’&:
“ow sutsidy to reducs coets (- 0 .
Frecessing margin .%)  0.30)  (1.00) (0.60) {0.80) (0.80) (0.60) (0.80) (0.L0} (0.60) (0.0) (a0)  (0.0) (230022 (n.a0f? (230012 (1.30f1R (370012 (3.0f22
I11. PRICE PAID SY RETAILER 3.0 3.00 3.0 3.70 3.20 3.A0 3™ 3.2 3.0 b0 3. ™
Margin o.M 0.0 0.2 0.80 0.0 0.20 0,80 0.20 0,20 0.30 0.%
V. TETAIL PRICE 3.7 3.% L1013 3203 safl) Ao} yaafl) 36all)  baafl) vAal) 36021 Msalih Moolld  6.0003 M.60Q13 6.00713 A.60/13  6.00013 M.6o33

[1 Up to 197h only pasteurized milk and "ocmmca® silk have fized prices, Ar.er Septewbor 1974, all types of fluld milh hars fized prices

=

B =R

&

The syslem of prices velferred applise ta regions where s etructurs of orgwnised ailh sulleotion
+ The consumption of “epecial™ milh has Bean Incrvasing after 1972-7), but mevertheluss, Tasteurised

exists, Otter reglons are of ssall isportence in silk production. The maln \ypes of aflh conaumed are pasteurised and “common™ uf
and “conson™ ailh reealn the principle types ecnsumed: B0% to 90 of the total conaused,
Mo sileidies
Sutsidies not tncluded {n prices (a) O.h ".c/1 of milk A and B clsases ta producers who deliver aore than 3,000 1 jer oow per yesr, (b) 0,80 Fse/) nf aflk A and D elaavss to producers vhe Initlate thelr allk production I8 eny «?
trese years,
S.tatdies not tncl.ded in prieer (a) 0 20 Lae/1 of A closs to producers loceted In regions & (fatresadus), 7 (Mibatejo), 8 (Frora}, 9 (Portalegre), 10 {Paino Alentelo), 13 (Algarve); (¥) .10 Esc/l of clsse A to producers who deliver
«re than 93 1 per day; (c) 0 20 Loc/l of class 4 o producers who deliver more than 130 1 per duy, (4) 0.10 Eac/l of clase A Lo prodicers vho are eq:lpred with refrigerstion s () producers wvho wish to setadliah collective

ies equlpped vith ascianical allaing end refrigerstor g etea obialn guhsidies corresponding 1o 20% end Y){ of 1he reepective costs, J1V 1n reglon 1 (Entre-Douro-e-Kinho), A class alld {s paié to the farwar at & price of 2,90

sor ot} wnd 3,10 Lac/l {teptente brsary) plus & subsldy of 0.15 Lac/l.
In the region 1 (Dntre-Douro-e=Minho) el A nilh 18 pald to the farmer st & price of 2 90 Fac/) (March-Auguat) and 3 30 Eac/l (SeptealeroFetruary) plus & subeidy of 0 1% Fec/l «- see footnote &, (&) WArouwgh (f) for 1972-73.
Sahetdies 13 Inclided In pricar (a) 0.20 Lec/l of class A to producers located in the reqlons 1 (Fatrensdura), 2 (Fita'eso), 8 (Frora), 9 (Mnrtalegre), 10 (Ratsc Alentedo), 11 (Algarvel; (b) O 30 Zac/l oF A elasc of prolveers vho
Celiver more t-an 107 1 psv cay: (¢) 0,30 Eac/1 of A clann to producers who are equipred with & refrigerator systes, (1) prodicecs vho vish to eatenlisn collective stables squipped with snchanical sllhing and refrigerstion systess
oLtaln sudbsldles correapy ding Lo 201 and 30f of their respective costs,
Sslgid.es not incl.ded in price: (a) )1.€0 tse/]l of A class to Frodicers vho are eqiipred with mechanical milding and refripnration sratems; (8) O 30 tsc/l of A cless o producers vho are equifped with aechenical milring, (o) 0.30
Lrecl of A clans o producers who are eqiipped vith relfrigeratlon (yatems] (d) prod icers who ratablish colluclive ststles ollain & eiheidy of I of the costc, (e} producers who eatadlish equipment for me~hanlical milling sad
subatdies of 2l ard YL of thelr respectiive costs.
Aty in tte prices (a) 0,60 Esc/l of clase A 10 fro.wce s who are equipped with mechanical silding and riaerution syetse? (b) 0.30 Fac/l of clees A to producers who sre equipped with refrigeretion eystam; {e)
0.1 tse/l of ¢ 3 A to prod .cers vho are €qiippad vith mschanical ailhing: (d) enall and setlus fa mevs who eatstilnh eqiipment Tor secoanical allhing and refrigersiion can obtain a swhaldy of 80€ of 1t ecet] (o) ssall end welimy
fernmrs whn e3'sllish collective atarles can obtalin & subsid, .f BOL of tte cuet,
from 127 to 157k, fern gate prices are given ¢3 the aversge farm prices betvesn two dellvery sessons, March te August ()-8) and neplesher o February (5-2), as follows:

£/ alditen w2 In

1961/70 - 1971/12 1972/73 Maran A976 Seplembar 19Th
Class A Zlass B Cless A~ Cleas B Clase A Cleen Cleoa A Class 8 Claes A Clase B
Quarsntesd 3-8 9.2 3-8 9-2 38 92 38 9-2 3-8 9-2 3-8 9-2 3-8 [ 3A 9-r )8 9-2 »8 9-3
farm price .60 2. 23v 2.5 3.20 3.0 2.90 3.10 3.20 360 2.9 330 h00 420 360 3.00 A9 3% 3.9 A0

The guuwranteed fary gate price 15 net of vollection coets, pald for by the producer, smounting te see 0.80/1 of siln delivered L0 pichup slatice,

The guaranined farm gats price 1 nat of collection coats, paid lor by the producer, amouating W Lae 1,30/ of ailk dellvered to pladup statiea,

It 1neludas both processing and retailing marging,

The fixed 12tail price can be tncreased by Ise 0,70/1 for door te doar deliveries,

The flzed secall-wrice can de tncre by Ise 0.39/1 ia pasteurized slis or s 0,10/1 fer scomon milh,

The fized retail price cun be ivarvaced by Is0 0,%/1 for dcer ta &oor del.varies. .

Spursey; Jeats ZMastonal dos Tredulss Pecvaries; Funde de Adastesiments) Oovernment legislation] Minlstry af Sysacuy sxeswtive erdere; CITA, Oul tan Pounlatiz—) nissien sstinales,

S6



Table III-8 Portugal: Price Structure for Corm, 1965-1976

Item 1965 1966 1967 19¢8 12567 2970 1971 1972 1973 1974 1575 1976
-== Escudos/kg
2

1. Guaranteed price to farmer 2.30-2.50/1 3.40 s.00/2 5.00/2

2. Average producer price/3 2.63 2.49 2,43 2,46 2,43 2,33 2.77 2.77 2.62 3.88 S.a. n.a.

3. 1Imported grain for sale to . ’
industry set at 2.30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 3.70 4.30 4.30

’

4. FPrice :ofeede&4 2.30  2.30  2.30 2.30 2.30 2,30 2.30 2.30 2.30 3.70 3.70  3.70

5. Price to millers/Z : : 2.35-2.47/5 - 3.70  3.70  3.70

6. Price to concentrate industry/% 2,15 '~ 2.15  2.15  2.15  2:15  2.15 -2.30  2.30  2.15 3.70  3.70  3.70

7. Average import price/6 1.88  1.92 1.89 1.90 1.86 2.10 1.98 1.7%  2.52  3.90 3.52/1 4.0s/7
NPC (2/7) 1.40 1.30 1.29 1.29 1.31 1.11 1,40 1.56 1.04 0.99 1.42/8 1.23/8

/1 Varies betveen harvests. No guaranteed price was in effect during June-August when a large part uf the crop is harvested.

/2 1Includes a subsidy of Esc 1.00/kg, above the guaranteed price of Esc 4.00/kg, to be paid to small and medium producers. The
legislation does not define the producer size and deems the subsidy will cover most of the Portuguese producers (Ministerial
Order of April 11, 1$79).

/3 National average producer price, weighed by season and region.

1& Prices applicable to all corn, whether domestic or imported.

/5 Slight variations due to the type of miller it is destined for.

/6 Average price within a calendar year, c.f., from INE statistics.

/7 Mid-point between highest and lowest price within calendar year. No weighed data availatle. From IC.

/8 Basad on the guaranteed price instead of average price.

Sources: Estatisticas Angcolas (various issues), INE; IC; FA; Government legislation; CEEA; World Bank estimates.
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Price relationships between most livestock products and feed have
been maintained at favorable 1levels by 1large imports of feed
concentrates and feed subsidies. From 1965 to 1973 the price of
cern to feeders was Esc. 2.30 per kg. In 1974 it was raised to
3.7 and maintained at that level tnrough 1976. During this period
the price of a liter of milk was increased from Esc. 2.0 - 2.4 in
1965/66 to Esc. 3.10 -3.40 in 1972/73 and to Esc. 6.80 - 7.50 in

1976.

In the first part of the period, it took one liter of milk to buy
a kg of corn, but by the end of the period it took only a little
more than half a liter to buy a kg of corn. Farmers were guaran-
teed Esc. 30-35/kg of beef in 1969/71 while corn was Esc. 2.3/kg
and Esc. 73/kg in 1976 when corn had gone up only to 3.7/kg. The
price of beef increased by over 100% while that of corn increased
by only 55%. Poultry prices moved up at about the same rate as
corn between 1965 and 1975 (55%) as improvements in techncliogy and
feed conversion apparently offset increases in other costs. The
World Bank Report expresses particular concern over the high rates
of feeding high-cost imported feed grains to ruminant livestock,
especially beef animals, which it notes cost more in foreign
exchange for feed than importing carcass beef. The costs of this
system point to the importance of forage-based livestock produc-

tion, as recommended in Chapter IV.

cC. Fertilizer Price and Marketing Policies

Fertilizer margins that have been too low to stimulate aggressive

merchandising by wholesalers and retailers appear to be a real
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limiting factor in promoting fertilizer use. Prices and distri-
bution margins are generally limited to 4-5% of the price to
farmers. Moreover, wholesalers and retailers are apparently
charged 6.2% interest for 90-day credit on fertilizer. These
margins would appear to be so low as to discourage any real effort

to stock fertilizer in quantity and actively promote its use.

Figure III-1 shows the distribution of wholesale outlets prior to
nationalization, which 1left only SAPEC in private hands and
created a new Public Company QUIMAGAL that took over other com-
panies and their warehouses. Private wholesalers and retailers
are counted on to sell a major part of total fertilizer to
farmers, although farmers or anyone else can buy from the whole-
sale outlets. Prices and margins established in September 1978 for

the 1979 crop year are shown by type of fertilizer in Table III-9.

The cost of transportation and the wholesale distribution function
are included in the fixed price at which fertilizer is sold to
wholesalers. One possible improvement is to disaggregate pro-
duction and distribution costs, establish separate, adequate
margins, and let private wholesalers and dealers pick up fertili-
zer at the factory if they want to do so. Farmers might well be
better off with somewhat higher prices, including adequate dis-
tribution margins, and additional services that might be forth-
coming from distributors. Soil testing is needed, as well as
advice on needs for lime applications. A recommended program is
outlined for a national limestone program of sufficient magnitude

to have a major impact in Chapter 1IV.
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Table II{~ 9 Portugal: Fertilizer Prices and Margins, September 1978

J":fr:m Margeos
Adubos st | comercia:
. izs5e0,
m‘;’:";;d&;' por n.c‘:(a)
1 — Elementarcs
Awtados:
Svifato de aménio a 20-21 €% covieecrnens 158820 7590

Diluitoes de netrato de aménio a 20,5% | 17350 £$50
Dl.r-gucs de nitrato de amonio = 26~

20,560 ceerecierercniasorcaronncen vesasessaenss | 200D 10550
Diluicbes de nitrato de am(vno 233,59 { 20152 1250
Sulfonitrato de aAmSNio 2 2650 eveseeee . | 205550 10350

Niteato de cilcio & 1555 .vvieernnsns | 158500 7590
Cicnamida cﬂc:c: a 20,5% cm pS,

olcosa .. ceverrererssrerassssensasarseenss | 250200 12520

Urcla a 46% crnrensannrssssassresaasanssasenss | S1E300 14530
Fos{atados:

Superfosfato de cal a 156, em pd .. 110550 6530

Superfosfeto de col 2 18 “n. [r.\.\ulndo 134540 6340
Superfosfato de cal &8 42 %, granulado | 331500 14530

Potissicos;

Clorcto de potieio a 60 "n sesensenannans | 222800 7500
Sulfato de polfsio &8 50U wuvierienneens | 245830 10063

Binirios:
0‘21-21 $00000800000000000000000000000000008RRI000Y 257SSO ls:m
T-21=0 . ciircinnrcensransennserecssensrance sees | 237350 15550

§0-20-0 ..coueeernorersncaransansosasarsenssasenss | 2:2500 | 15502
$0-40-0 eeervrereeeresses senessassrsnsoncsassers | 397350 . 21550
14-36-0 .eveueeererserercosnssnnossnornsanesnnesss | 399560 | 21550
18=36-0 ..ceverrrorsarssorecsrscsesrasannsesarsse | 428550 22320
20-20-0 v.eoersoessesssassrssassnsanssnesnsenses | 327500 | 18550

21-53-0 oieee | 510850 | 22990
Ternbrios: .
6-15-6 quido ..eeee 194500 131560

T=14-14 ceriinrrirreccssncsnnsossnassessneasaanse | 231500 15500
7-14-14 c/Mx cvsesrssssisnnsennassensnassarnes | 265500 15500
T=34-14 /D € Mg cevueeiirrrsirissansrananns | 263550 15800
T-21=T crerereenaennnn everesnes 258500 15530
T=21=21 cercrrreirnensossaessoncssonsesssasansiens | 305300 15569
B-16-8 .cceeierenns eresensaverensencnans | 232550 155C0

10-10-10 ecm Pd ceevrnvrenccnrccresiraciaanne o | 207500 12540
10-10-10 ..... « | 211500, | 13560
10-15-15 ........ - | 262550 15800
10-15-15 ¢/D .ecveerernnsarcccaanns we | 268550 15800
12-24-12 ........ cemarss erasessscnsssesseessssen | 332950 18560
12-24-12 ¢/B .......... seasssnsansrsansnsnresnes | 340300 18360
15-15-15 ........ erecosen . 301570 18360

(o) Saco de polictlleno, com exccpedo do sdubo complexo 6-15-8
lquido cujo, preiq,ie refege & SP 1.

Source: Ministry of Commerce.
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A part of the present high fertilizer subsidy could be diverted to
help finance the limestone program. The fertilizer subsidy for

1979 is estimated to total Esc. 2-3 billions.

D. Subsidy Costs

The total costs of subsidies for 1975-1978 on agricultural pro-
ducts and fertilizer are shown in Table III-10. Although costs in
1978 declined somewhat from 1977, thev still were about US $30 per
capita. A major part of the subsidy cost was offset by profits on
petroleum, but those profits could have been realized anyway and
in no way offset the real costs of the agriculture and food

subsidy programs in the eccnomy (Table III-11).

E. Impacts of EEC Entry on Agriculture

The problems in adjusting to EEC policies are likely to be more
serious for food consumers than for agricultural producers. At
current exchange rates, Portuguese retail beef and dairy prices
are well below EEC target prices. Grain prices are generally
about 75 percent of EEC target prices, except for feedstuffs which
are heavily subsidized and well below the EEC price (where feeds
are subject to import tariffs). Fertilizer, heavily subsidized in
Portugal, 1is 1likely to rise substantially in price, while
machinery, which is taxed and is more costly, may be expected to

decline in relative terms.

For some specialized commodities, such as wine, olive o0il and
processed tomatoes, Portugal should have little adjustment to make

since it is already successfully competing in EEC markets.
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Table III-10 Portugal: Subsidy Expenditures on Agricultural Products
(in million escudos)

a 1975 . 1976 1977 1978

Cereals and Flour 2,380 2,710 4,700 4,304
Meat 1,100 2,130 379 342
Milk and Products - - 1,881 2,418
Fish - - 111 208
Sugar - - 12 9
Vegetable Oils - 1,337 3,936 2,614
Potateres 20 333 326 500
Fertilizers - 1,148 905 1,888
TOTAL (million escudos) 3,500 7,658 12,250 12,283
(million US dollars) (137) (255) (320) (273)

Fundo de Abastecemento (Fund for Basic Stores and Commodities,
such as basic foodstuffs, fertilizer, steel, cement, and
petroleum products).

Source:
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Table III-11 Portugal: Financial Operations of Fundo de Abastecimento 1/
(in million escudos)

1977 1978

Receig?s 13,694 16,267
Profits on Trade of Agricultural Products 1,139 1,965
Price Differential on Petroleum 12,555 14,302
Expenditures 18,452 20,765
Su%sidies on Agricultural Products 10,055 12,396
Subsidies on Petroleum Consumption 8,407 8,369
Net Profits (loss) million escudos ~4,758 =4,498
(million US dollars) -124) (-100)

1/ Fund for Basic Stores and Commodities, such as basic foodstuffs,
fertilizer, steel, cement, and petroleum products
Source: Fundo de Abastecimento
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Comparative Portuguese and EEC target prices are shown in Tables
III-12, III-13, and III-14. While there has been considerable
year-to-year variation in price relationships, grain prices in
Portugal have generally followed fairly closely to the EEC target
price levels. Wheat and corn have been maintained near EEC levels
while rye, barley and rice have been consistently a little lower
(Table III-12). Beef and veal have been consistently below EEC
target levels while milk has followed more closely the EEC price
targets (See Table III-13). During 1974-76, consumer prices of
bread, beef, milk, cheese and butter were maintained well below
EEC consumer price levels while pork tended to be near EEC levels
(See Table III-14). As previously noted, fertilizer is relatively
cheap in Portugal, while machinery is expensive. ' Relative to EEC
costs, farm 1labor is cheap although increasing in cost. Feed
grains and mixed rations for livestock are cheap due to the large

subsidies on imported feedstuffs.

IV. CONCLUSIONS AND RECOMMENDATIONS

The overall objective for the agriculture sector (crops,
livestock, forestry and fisheries) should be to raise the growth
rate to 5-6 percent per year and to increase gross investment in
agriculture to 3-5 times the level in recent years. The accom-
plishment of this goal will require a concerted and coordinated
effort by public agencies as well as the full participation of
private producers. We have grouped our recommendations for
priority actions to assist in reaching this goal under A) Policy

Recommendations, and B) Investment Programs.
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Table I1I-12 Portugal: Comparative Average
Prices for Major Cereals

(Esc/kg)

Portugal 1973 1974 1975 - 1976 1977/78 1978/79

Product. EEC 1973/7« 1974/75 1975/76 1976/77 1977/78 1978/79

Wheat

Domestic producer prices 3.55 4.26 4,94 6.00 7.00 7.50

Import prices 3.90 5.61 5.05 4,55 4.23

EEC target prices 3.68 4,31 5.26 6.46 7.90 10.56
Maize

Domestic producer prices 2,62 3.88 5.36 5.35 7.50

Average import prices 3.95 3.26 2.66 4.80

EEX target prices 3.29 3.87 4,76 5.86 7.25 2,57
Rye

Domestic producer prices 2.70 3.24 4,11 5.00 6.30

Average import prices 2.28 3.87 4,21

EEC target prices 3.60 4,21 5.23 6.34 1.76 10.08
QOats

Domestic producer prices 2,33 2.81 3.23 3.90 5.00 5.40
Average import prices
EEC target prices

Barley
Domestic producer prices 2.74 3.45 3.70 5.50 6.50 7.00
Average import prices 2.85 4.64 5.64 :
EEC target prices 3.37 3.91 4,79 5.86 1.75 9.57

Rice (Paddy)

Domestic producer prices 3.62 5.03 6.17 6.17 7.30 9.60
Average import pricesl/ 4.36 8.22 6.96 7.14
EEC target prices .21 4.83 5.84 6.98 8.58 11.37

1/ 1Imported milled. A conversion factor of 0.7 has been applied to
bring milled prices to paddy equivalent.

ource: Portuguese producer prices from Estatisticas Agricolas;
Average Portuguese import prices from EPAC; EEC target prices
from The Agricultural Situation in the Community, using ''green rates"
for Portuguese escudo.
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Table III-1l3

PORTUGAL: COMPARATIVE AVERAGE PRICES FOR
LIVESTOCK PRODUCTS AND OLIVE OIL

(Esc/Liters/kg)
d Portugal 1974 1974 1975 1976 1977
Product EEC 1973/74 1974/75 1975/76 1976/77 1977/78
Beef
Domestic producer prices 36.0 36.0 52.0 64.0 73.0
Import prices 55.2
EEC guide prices 55.2 68.2 82.8 101.5 127.8
Veal
Domestic producer prices 40.0 40.9 65.0 76.0 85.0
Import prices 47.0 :
EEC guide prices - 66.5 79.9 97.1 118.2
Milk (+3%FC)
Domestic prcducer prices 3.@ 4.6 7.5 ig.g
Import prices 4.o 6.2 o 6.9 , 9.0
EEC target prices 4.2 4.7 5. . .
Olive 0il
Domestic producer prices 42,57 49.25 52.75 60.41
Import price 51.46 63.32
EEC target production prices 49,28 54.49 78.34 88.34
"(EEC tayget market price) (34.20) (38.55) (61{39) (69.19)

Source:

Portuguese producer prices for Estatisticas Agricolas; EEC target

prices from The Agricultural Situation in the Community, using

"green rates" for Portuguese escudo.
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Table III-14

PORTUGAL: COMPARATIVEl/ CONSUMER PRICES
FOR UNSPECIFIED AGRICULTURAL PRODUCTS

(Esc/kg/liter)
1974 1975 1976

Bread

Portugal 12 12 12

Most Expensive EEC country (Germany) 19 22 25

Least Expensive EEC country (Italy) 17 18 12
Beef

Portugal 100 100 130

Most Expensive BREC country (Germany) 250 279 346

Least Expensive EEC country (Italy) 133 168 177
Pork

Portugal 107 135 190

Most Expensive EEC country (Denmark) 157 190 243

Least Expensive EEC country (Italy) 06 109 126
Milk

Portugal 5 6 6

Most Expensivs EEC country (Germany) 10 11 13

Least Expensive LEC country (Holland) 8 10 11
Cheese

Portugal 56 75 75

Most Expensive EEC country (Italy) 134 142 155

Least Expensive EEC country (Holland) 75 88 105
Butter

Portugal 58 56 56

Most Expensive EEC country (Italy) 88 106 112

Least Expensive EEC country (Holland) 71 109 100

1/ Portugal and Euro '6'.
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Pclicy Recommendations

Price policies and subsidies

Systematically review the entire framework of price controls
and subsidies on farm products to reduce government costs and
improve producer incentives and confidence, including these

actions:

a. Reduce subsidies on mixed feeds especially for ruminant
livestock and use a part of the savings to stimulate
establishment of improved pastures and forages. We
recommend an investment program to provide medium~term
credit for establishment of improved pastures ISee

Section II).
b. Determine whether a lower level of feed subsidies for
poultry and duck production is justified considering the

buoyance of demand for meat.

Grain prices: 1In 1978 the support price was Esc. 7,400/m.t.

for sorghum. For 1979, harvest prices of corn and other
grains were raised by an average oi about 15% (corn from Esc.
7,500 to 8,800) while the price of sorghum was held at Esc.
7,400. Given the competitive advantage sorghum should enjoy,
relative to corn, in some areas and its nearly equal per kg
feed value, this shift is likely to create a disincentive to
sorghum and misallocations of resources between corn and
sorghum. Relative prices of other grains also need to be

reviewed and adjusted to avoid other distortions.
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Subsidies: Costly subsidies both on inputs (feed) and final
products have been provided for most livestock products and
vegetable o0il. The effect has been to hold consumer prices
down and stimulate an artificially high rate of growth in
consumption of these relatively costly and generally import-
dependenc products. The need for these contrcls and subsi-
dies should be reviewed, especially considering their likely
low impact on the poorest farilies in the country and needed

adjustments made in the level of subsidies.

Wine: Wine consumption, though down somewhat, 1s still
higher than in any country except France. With recent pro-
duction declines Portugal has found its expoarts declining and
has imported some wine. A surtax on wines for domestic
consumption might be considered to reduce consumption of high
quality wines which compete most successfully in export
markets. Such a tax directed to more expensive wines should
have 1little impact on the cost of 1living of lower-income

families.

Tractors: Growth in numbers of tractors has been very high,
probably creating a significant distortion in use of scarce
resources available to agricultural investment and an exces-
sive bias from labor to mechanization. Policies that stimu-
late tractor imports, subsidies and credit should be reviewed
and appropriate adjustments made. Financing now available
for tractors might better be diverted to other uses and the
subsidy on tractor purchases eliminated. (We were told that

this subsidy is now 25% of the retail cost of a tractor).
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Water use policies

There is need to improve the efficiency of irrigation water
use both from public and private systems. In most cases,
when farmers are not suppiied with information on consumptive
use rates and not assisted in measuring or accurately estima-
ting amounts applied, they use much more than is needed. The
result is a smaller area planted, lower yields and loss to
leaching of costly fertilizer nutrients. Losses in distribu-

tion systems are also frequently high.

EEC Entry

An intensive study of requirements of, and opportunities for,

Portuguese agriculture in the EEC, particularly in its

ability to compete, considering cost, type and quality of

products marketed, or 1likely to be marketed, should be
initiated. ( A good basis for this study exists in the
preliminary analysis that is underway in the Planning Office

of the MAP).

Seed production

Conditions for private enterprises in production and dis-
tribution of improved seeds both to increase seed quality and
to permit adjustment for entry into the EEC should be
created. This 1is particularly important for forage,

vegetables, and hybrid grain seeds.
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Land tenure

The 1land tenure situation in the Alentejo has created an
unwillingness by private operators to invest either from
their resources or by using institutional credit. There is
general agreement that this problem requires priority

attention to:

a. Establishment of efficient and profitable systems of
operation for the cooperative and collective production

units.

b. Prompt resolution of the issue of reserves to be
returned to previous owners and expeditious distribution
of this land. (The longer the delay, the more difficult

the distribution is likely to prove).

C. Early and appropriate remuneration of former owners for

their losses of land and other assets.

d. Other measures necessary to increase confidence of
private owners as a means of stimulating production-
increasing investments appropriate for Portuguese

conditions.
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Agricultural Development Investment Programs

Technical collaboration and assistance in research and

extension

There is need to increase the overall level of investment in
research and extension services to 3 percent or more of
agricultural GDP. At the same time, the aim of the research
and extension programs should be focused more sharply on the
most serious problems and the areas where payoffs are

potentially greatest.

Although some larger-scale investments maj be needed for
this purpose, the team is of the opinion that for the
longer term the US could best assist Portugal in this
area by establishing a continuous program of technical
cooperation between institutions and agencies in the two
countries. The basis for this program already exists in the
technical assistance program for the polytechnic institutes
and the grant funds available for consultants and training.
We would like to see this element of U.S. assistance greatly

enlarged and extended.

Much expertise exists in U.S. institutions that could be
brought to bear on Portugal's priority problems of develop-
ment programs. Natural resource evaluation, planning and
policy analysis, technical research on forage impfovement,

crop/livestock production systems under low rainfall
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conditions, soil fertility, extension methods, farm consoli-
dations, marketing, cooperative organizations and rural
social service delivery, are among some of the important ones

that we have noted.

Precedent also exists in Portugal. World Bank staff members
have cooperated with personnel of the Planning Office of the
Ministry of Agriculture and the Gulbenkian Foundation in
constructing agricultural sector models and carrying out
studies of price policies and subsidies. These are among the

most useful analytical studies we have found.

We believe that returns in improved research and extension
capabilities from this type of technical collaboration could
be high in the next 5 to 10 years. The election of a new
government in 1980 carries with it a constitutional
requirement for the preparation of a development plan for
1980-84. Portugal's entry into the Common Market in the
early 1980's presents an opportunity and a requirement for
fundamental improvements in its agricultural sector, which is
a high priority task whether or not the country joins the

EEC.

This program would work best if it provided dollar funding
for continuing technical support and specialized collabor-
ative and training activities. Creation of a special fund
administered by the Planning Office of the Ministry of

Agriculture, with authority to contract with US institutions



114
and individual professionals, would permit this program to
operate with a minimum of direct USAID operational

involvement.

A 10-year, U.S. $10 million program is recommended for dollar
expenses. The first 5 years should cost about US $4 million,
which could be obligated in FY 1980. In addition, escudo
funding should be programmed from PL 480 currencies to help
pay local costs of these studies, research and extension
activities, and support the participation of non-GOP research
and training entities. The project paper should establish
the procedures for operating the program and initial areas of

work that will be given priority.l/

In general, priority should be given to studies, research and
extension activities which affect the largest part of
Portugal's agriculture, forests and fisheries, and which
offer the best prospects of achieving major increases in
productivity, efficiency and social benefits in the short-

and medium-term.

Physical research probably should be concentrated initially
on large-scale adaptive trials, both on experimental stations
and on private farms, accompanied by large-scale demonstra-

tions of higher yielding, more efficient technology.

1/ Considerable planning has been done on a similar relationship
between the U.S. and India, and an initial project documentation
has been completed. It might be desirable to obtain copies of
these documents. There also have been discussions of such a
professional relationship between Brazil and the U.S.
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We conclude that an allocation of local currency of about US
$6.0 million to carry out an expanded problem-oriented
research effort would be justified over a 5-year period. To
complement this investment in research, about US $7 million
in local currency should be provided to expand and improve
extension service operations to insure that every farmer
knows of, and has access to, better production information

and is motivated to begin the adoption process.

We estimate the cost of different elements of such a program

will be approximately as follows:

Dollar Costs

Cost/year 5 Year
Us $000 US _$000
Professional exchange
Portugal to the U.S. 20/year, 60 PM 180 900
$3,000/M0
U.S. to Portugal 15/year, 30 PM 300 1,500
$10,000/MO
Annual Meeting of Executive Board 30 150
Books, Peiiodicals, etc. 30 150
Scientific supplies, equipment 100 500
Exchange of plant materials 20 100
Subtotal 660 3,300
Contingencies 140 700
TOTAL Us $ 800 Us $4,000

Local currency costs

Research: US $6.0 million for 5 years.
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The funds would be used to staff field units doing applied
research, especially field trials on fertilizers, lime and
improved varieties on a large-scale both on research farms
and private farms. Research personnel should cooperate with
extension service on field trials and demonstrations on
farmers' fields and on conduct of field days. In addition to
financing supplemental staff, funds would be used for travel,
materials and other costs for trials and for supporting
laboratory development and operation, and for staff training

and supervision.

Extension: US $7.5 million for 5 years.

Funds could be provided for additional staff to develop
widespread field trials and demonstrations on farmers' fields
to improve crop and forage yields, involving lime fertilizer
and improved varieties, as well as improved management prac-
tices. In addition, equipment and materials for conducting
these fie}d demonstrations and travel costs will be financed,
along with funds for staff development, training and

supervision.

The next steps in the development of this technical

cooperation program should be:

a. Discussions with appropriate government officials
concerning their interest and support of this activity
and administrative arrangements to name and convene a

joint working group composed of the following:
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TYPE PORTUGUESE U.S.
Research Planner/Administrator 1 1
Extension Planner/Administrator 1 1
Soils Specialist 1 1
Crops Specialist 1 1
Pasture Specialist 1 1
Agricultural Development Economist 1 1
Animal Scientist - 1
Veterinarian 1 -

b. The Working Group would meet and identify research and

extension priorities both in terms of geographical area
and problems to be addressed. They would also outline
an organizational structure and procedures to be used in
implementing the project. They should provide fairly
definitive estimates of the costs for the first year.
The team should plan to spend about 3 to 4 weeks working
together for the initial planning activity. Subsequent

meetings of one week should be held annually.

An agricultural specialist experienced in AID project
development should accompany the team and continue in
Portugal for the time necessary to prepare a project
paper conforming to AID requirements. This will

probably take 5 to 6 weeks additional time.

Land, pasture and livestock improvement programs

Based on our analysis, we recommend that priority for use of

available PL 480 counterpart and AID funds be given, first,

to the research/extension program outlined above and,
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secondly, to the land, pasture and 1livestock improvement

activities outlined in this section:

National Crushed Limestone Application Program

Goal: To increase yields and incomes of farmers

particularly on small and medium sized farms.

Purpose: To correct soil acidity on crop and pasture
land thereby increasing yield and returns to other
modernizing inputs such as fertilizer, improved

varieties and labor.

Target: In terms of hectares limed:

Years 000 ha

25
50
75
100
150

U W N =

Total 400

Outputs: Over a five-year period the limestone
required based on an application of 4 m.t. per ha
will be:

Years 000 Limestone

100
200
300
400
600

W=

Total 1,600
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Inputs: Financing for crushers and transportation,
three-year financing for applications "of 1limestone by
farmers at an estimated cost of US $20 per ton; five
dollar per ton subsidy on up to 4 m.t. per ha for the
first five years; technical assistance to farmers
provided under extension program discussed previously.
The total credit requirements and subsidy costs of this

program would be:

YEARS TOTAL CREDIT REQUIREMENTS SUBSIDY COSTS
(Million USS) (Million USS)

1 2 0.5

2 4 l.0

3 6 1.5

4 8 2.0

5 12 3.0

TOTAL 32 8.0

This program should be balanced by reducing the subsidy
on fertilizers. It is based on the utilization of
limestone that is abundant in the country. Thus,

balance of payments effects will be minimal.
Forage and pasture and 1livestock development program

Goal: To increase income of farmers through more

efficient 1livestock production, thereby improving the
nation's supply of livestock products derived from
ruminants and simultaneously reducing requirements for
imported feed grains while at the same time promoting

better land use.
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Purpose: To increase production on existing permanent
pastures and on fallow and other 1land converted to
permanent or rotational pastures by applying limestone
and fertilizer according to soil tests, by seeding

adapted legumes and grasses, and by grazing management.

Outputs: Pastures will be improved as follows:

Years

UL W=

TOTAL

Inputs: Credit for each hectare of pasture improvement

000 HA PASTURES
IMPROVED

and stocking is estimated to be:

ITEM COST PER Ha-US
Limestone 4 tons @ $20 80
Seed - 1l2kg legume + 4kg grasses 50
Fertilizer - 100 P,0c + 50 K,0 60
Land Preparation, plgwing, d%sking

and seeding 60
Fencing, corrals, improved sires,
additional livestock (estimate
is an average; some farms will
need greater increases in live-
stock than others) 150
TOTAL 450
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c. Total credit needs for forage, pasture and livestock

improvement

A total fund reaching some US $50 million per year would
be needed by the end of five years considering expected
repayment rates and new credit extended annually. This
assumes three-year credit terms with repayment beginning

at the end of the first year.

Agricultural Credit

The World Bank Sector Survey cites lack of credit as a major
factor in low rates of investment in agriculture. We agree
that credit has been a constraint but probably not the most
serious constraint. Available credit has often not been used
for high priority, production-increasing purposes. We sug-
gest increases in availability of institutional credit until
it reaches 50-75% of total GDP generated by agriculture, but
with very careful allocations of credit during this credit
expansion'period. (Specific recommendations for allocations

of PL480 counterpart and AID funds are given below).

Available PL480 counterpart funds not allocated to the
priority programs recommended abovein parts 1 and 2 should

be made available for:

a. General agricultural credit especially directed

to smaller farms, and
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Financing of marketing, processing and storage
of farm products and distribution of production
inputs and provision of production services,

especially in the private sector.
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APPENDIX

PL 480 Loans and Use of Counterpart Funds

The team was requested to examine the terms of past PL 480
agreements, allocations of counterpart funds to date and plans for
the future. The time available for this review was very limited.

The results of our brief review are summarized in this Appendix.

A.l. Use of funds generated

Through PL 480, the United States financed a variety of
agricultural imports in FY 1976-79, including rice, wheat,
feed grains, cotton and tobacco. PL 480 loan funding and

counterpart funds generated each year from 1976 through 1978

were:
FY 1976 US$25 million; Esc 655 million
FY 1977 US$70 million; Esc 2,281 million
FY 1978 US$40 million; Esc 1,507 million
TOTAL US$135 million; Esc 4,444 million

In FY 1979, another US$40 million in loan funding for PL 480
imports was provided. An additional US$40 million has been
programmed for FY 1980, but no commitment had been made at the

time this report was prepared.
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The 1976 agreement stated:

"Self-help Measures”:

In implementing these self-help measures, specific emphasis
will be placed on contributing directly to development
progress in poor rural areas and on <nabling the poor to
participate actively in increasing agricultural production

through small farm agriculture.

The Government of Portugal agrees to:

(1) Construct bulk grain handling facilities at an
appropriate deep water port and continue construction of

inland grain handling facilities.

(2) Construct wholesale fruit and vegetable markets near
population centers as marketing aid to small growers and
distribution aid to all consumers including the lowest

income sectors of the urban population.

(3) Develop the capability of collecting and analyzing agri-
cultural data necessary for the formulation of rural and
agricultural development policies, including the

development of an adequate market news service.

(4) Develop an area sample frame to provide estimates for

production for all major crops grown within the country.
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(6)

(7)

(8)
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Increase the level of credit and the means of making it
more readily available for private agribusinesses and

privately organized cooperatives,

Establish a nationwide service to provide farmers with

frequent, current market information.

Develop the fishing fleet.

Create a special 1line of credit for farmers, private
entrepreneurs, and privately organized cooperatives to
finance medium- and long-term investments in production,
processing, and marketing facilities, with special
emphasis on the development of the crop and cattle

production.

Economic Development Purposes for which Proceeds Accruing to

Importing Country are to be Used:

The proceeds accruing to the importing country from the sale

of commodities financed under this agreement will be used

among the reporting country's major regional subdivisions to

the

extent possible, approximately in proportion to the

geographical distribution of its population and for financing

the self-help measures set forth in the agreement and for the

following economic development sectors: agriculture and all

fishing.
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In the use of proceeds for these purposes emphasis will be
placed on directly improving the lives of the poorest of the
recipient country's people and cheir capacity to participate

in the development of their country."

By 1979, these provisions had been modified somewhat and read as

shown below:

"Self-help Measures":

In implementing these self-help measures, specific emphasis
will be placed on contributing directly to promoting develop-
ment in poor rural areas and to stimulating the participation
of farmers in achieving increased agricultural production in
accordance with the objectives and norms established by the
Government of Portugal in its national and regional programs

for agricultural development.

The Government of Portugal agrees to:

(1) Open a special line of credit fecr private entrepreneurs
and agricultural cooperatives to finance medium- and
long-term investments in agricultural production,

marketing and processing facilities.

(2) Construct bulk grain handling facilities at an appro-
priate deep water port and continue construction of

inland handling and maintenance facilities.
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Construct support infrastructures for cattle breeding as

aids to farmers in marketing their products.

Construct wholesale food markets near population centers

as aids to growers and consumers.

Develop the capability of collecting and analyzing
agricultural data necessary for the formulation of rural
and agricultural development policies, and to establish
a nationwide service to provide farmers with frequent

and current market information.

Organize a study program designed to identify, prepare,

and analyze integrated rural development programs.

Develop the fisheries sector, including production,

processing, and marketing.

Encourage applied agricultural research and improve the

efficiency of rural extension services.

Economic Development Purposes for Which Proceeds Accruing to

Importing Country Are to be Used:

Ae.

The proceeds accruing to the importing country from the sale
of commodities financed under this agreement will be used for
financing the self-help measures set forth in Item V of the
agreement, and for the following economic development

sectors: agriculture and fisheries.



128

b. The allocation of proceeds generated under this agreement,
except as otherwise agreed herein, will be used in support of
the Government of Portugal's agricultural develcpment plan,

and will support:

(1) 1Investments directly related to regional production

programs being initiated in accordance with the above-

mentioned plan; and

(2) Elements of national programs which are directly related

to infrastructure development.

c. In the use of proceeds for these purposes, emphasis will be
placed on directly improving the lives of the poorest of the
recipient country's people and their capacity to participate

in the development of their country.

The following utilization of PL 480 counterpart funds has been

made to date:

From FY 1976 funds:

Grain silos Esc. 300 million

Storage, milking facilities and
a Poultry Farm Esc. 300 million
TOTAL Esc. 600 million
BALANCE Esc. 55 million

From FY 1977 funds:

Fruit Facility Esc. 62 million
Credit to cooperatives Esc. 80 million
TOTAL Esc. 142 million

BALANCE Esc.2,140 million
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To be programmed from 1976-8 funds:

1976 balance Esc. 55 million
1977 balance Esc.2,140 million
1978 total Esc.1,507 million
FY 1976-8 TOTAL Esc.3,450 million

Of these funds, the following uses have been agreed upon:

1. EPAC In Million Escudos
New and Expanded port facilities 201
Expanded Regional silos 15
Complementary projects 20

2. Complex of Cochao
Slaughter House 160

3. State Organizations

a) JNPP
Mechanical milking stations 18
Livestock collection points 54
New slaughter plants 134
Refrigerated warehouse in Lisbon 56
Egg classification center 56
Wool warehouse 17
Dairy center in Beja 27
b) Para-statal organizations and
cooperatives 418

c) Polytechnic Institutes and MAP

INIA 150
MAP Central Administration 2
Facilities for Region MAP offices 50

Approximately US $42 from FY 1976-8 have been allocated to IFADAP,
but the use of those funds is yet to be jointly programmed. In
addition the US $60 million from FY 79 requires programming.

IFADAP is expected to be assigned most of the 1979 funds as usual.

A.2. Observations

Our examination of the use of counterpart funds for activities and
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projects was necessarily extremely brief. The brief review did
indicate that programming to date has been generally consistent
with the priorities of the GOP and the proposed areas for
allocation as set forth in the various agreement. In the absence
of time to review the supporting studies for the various invest-

ments we are not able to go beyond that general observation.

In the past most of the funds were allocated to Government units
and investments of one type or another. This orientation is now
being shifted, with resources hereafter going mainly for credit to
fund private or cooperative production and marketing activities
and for improvement of government services considered essential to
agricultural development, such as improved research and extension
services. This appears to us to be a desirable shift in the

utilization of counterpart funds.

A.3. Suggested Priorities for Future Resource Use

We suggest the following be given priority in allocation of the
remaining US $83 million in counterpart escudos and for any
additional local currency resources that may be generated under PL

480 import financing in future years:

a) Creation of a special fund of about US $135 million equiva-
lent to be used to greatly expand applied research, on-farm
trials and demonstrations, with activities to be carried out

by research and extension personnel working closely together.
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b) Expansion of IFADAP credit resources with priority given to

the following:

1,

A major limestone production and distribution program,
including 3-year credit for farmers applying lime and
initially a subsidy for application on up to 4 ha.

per farm. Credit would also be provided to construct

limestone crushing plants and for transportation.

Three~year credit for pasture and forage improvement and
for increased stocking of livestock on the improved
forages. (Sufficient funds should be reserved for a
major program in this area as per our recommendations in

Chapter 1IV).

Farm credit for use of fertilizer and other production-
increasing investments, principally in the North.

(The World Bank has made a loan to help in the South).

Credit to help finance private investment in marketing,
processing and storage facilities for agricultural

products and supply of production inputs and services.

The recommended programs and possible costs are discussed in

more detail in Chapter 1V.
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A.4. Self-Help Requirements

Considering the stagnation in Portuguese agriculture and lack of a
coherent set of programs and policies, more and better self-help
requirements might have been expected than those set forth in the
various agreements. We have not devoted time to recommending
improved self-help measures, but more attention should be given to
their development if any PL 480 funding is approved in FY 1980 or
future years. This report identifies several important areas
where we think policy and program changes are needed or where
there is need for additional study. We would suggest that these be
further examined in the context of decisions on future PL 480

financing.





