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Definition of "Industry’ and "Manufacturing industry“

In terminological exactitude, word "industry” indicates generally all sectors of industries in widcr sense,

or a specific industrial sector or the manufacturing scctors in narrower sense.

In this Report, "industry" indicates, in principle, the "manvfacturing industry” which composes of
subsectors classified in CAE 3.

However, according to the proceeding or following word(s) to industry, "industry” is to be meant as

all sectors or a specific sector or a specific subscctor of industries as case may be.

To give instances, primary industries (sectors), agricultural industry (a sector), chemical industry (sub-

sector), industrial structure (all sectors), industrial products (manufacturing products), etc.



Chapter 1 Introduction

1.1

1.2

Background of the Study

Portugal has enjoyed a rapid increase in infrastructural through the EC Fund since it joined the
EC in 1986 and the Portuguese cconomy has come to attain the highest growth rate among the
member countries of the European Community. Further, as of January 1st, 1993 the EEC will
become an integrated market, that is national barriers relating to the movement of the four
essential economic elements of commodities, people, capital and services will be removed to
result in the creation of a unified single market. While this process holds the promise of great
benefits on the one hand, it also confronts the nation with the urgent task of strcnglhéuing the

foundations of domestic industry including those of the manufacturing sectors.

Portuguese industry has developed along the coast of the Atlantic Ocean and Aveiro located in
this area is the third largest industrial center after Lisbon and Porto (in that order). 1tis
necessary to encourage and promote the spread of development from this coastal area inwards
to the inland regions. This process will therefore consist of regional development towards the
inland easiern lying regions, and it is expected that the driving force behind the envisaged
development is to come from manufacturing industries. In 1991 the High Speed Road (IP-5)
running across the intand area to the east of Aveiro was completed thus providing access o
Madrid and Paris. Viseu is located on this road about 84km, to the east of Aveiro, Viseu is an

inland region of agricultural land and forests.
The Aveiro-Viseu region now enjoys the shortest possible overland access route to the heart of
the European continent and so is well placed to act as a model test case for the above

mentioned program of "Eastward Regional development”.

In view of the abbve, the Portuguese Foreign Trade and Investment Institute (ICEP: Instituto de

Commercio Externo de Portugal) made a request to the Japanese Government to carry out

"The Industrial Development Promotion Study of the Aveiro-Viseu Region". In response, JICA
being the body résponsible for the implementation of international technical and economic
cooperation programmes, recruited a Study Mission Team which was then dispatched to
Portugal to carry out field surveys and to prepare the requested Study. The Mission has drawn
up the present Final Report on the basis of the on field surveys and meetings.

Objective of the Study

The objective of the Study is to formulate a comprchcnsivc plan for the industrial development

of the Aveiro-Viseu region with a view to vitalizing and modernizing the national economy.



The plan will consist of overall industrial development strategiés, and policy and project

recommendations for the Aveiro-Viseu region to achieve the above objective.
1.3 Scope of the Study

The Study is designed to cover a range of activities, from collection of data and information
through three times ficld surveys, to analysis thercof in Japan, and preparation and submission
of series of reports including the present report, as well as the following promotional materials:

(1) Pamphlet to introduce the Aveiro-Viscu iegion to forcign investors (Ad-sized, 4 pages):
2,000 copies in English and 2,000 copies in Japanese

(2) Video program for the same purpose (20 minutes, VHS)
 English version: PAL system (for Europe)
- English version: NTSC system (for the U.S.)
Japanese version: NTSC system (for Japan)

(3) To make the results of the study widely known to all the related parties, seminars will be
~held in Lisbon for related government authorities and organizations, and in Aveiro for
local governments and industries.
1.4 Field Surveys and Reporting

The Study Team conducted the following visits to Portugal:

1) Ist field visit: to conduct st field survey, with a duration of 30 days, mainly in July
1991

2} 2nd field visit: to conduct 2nd field survey, with a duration of 40 days mainly in
October 1991 '

3} 3rd field visit: to present the Interim Report and conduct a supplemental field
survey, with a duration of 21 days in January/February 1991

4) 4th field visit: to present the Draft Finat Report.and open prescatation seminars
in Lisbon and Aveiro, with a duration of 21 days in May/June 1992.

- The Study Team analyzed the data and information obtained through the above field surveys
and prepared the present report. 1t took around 13 months for the study with nine team

members including an interpreters as shown in ANNEX L.
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Naming and Definition of the Region covered by the Study

The name fqr the entire arca to be covered in the present Study is the Aveiro-Viseu region.
This is in turn divided into two sub-regions in the present Report to be called the Aveiro area
and Viseu arca. The arca indicated under the heading of the Aveiro arca corresponds to the

area designated as Baixo Vouga according to the regional divisions used by the Ministry of

‘Planning and Territorial Administration (MPAT - Ministerio da Planeamento ¢ da

Administracao do ‘T'erritorio), while the Visen area corresponds to the Dao Lafoes division.
The former divisional arca consists of 14 municipalities while the latter is made up of 15

municipalities.

i-3






Chapter 2
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National Economic Trends and Industiial Structure

Portugucse Economic Trends (1960-1990)

“The Development of the Portuguese Economj over the period from 1960 has been

characterised by effofts to achieve the changeover from an economic structure founded on the

historic colonial system to that of a modern industrial statc. In particular, considerable

structural changes in the economy resulted from the April revolution of 1974 and the official

entry into the EC in January, 1986, and these two dates were literally of epoch making

importance for the nation, The present chapter presents a brief historic summary of econowmic

trends and indwstrial structure in Portugal during the above period with making reference to
Table 2-1.

M

ey

1964-73

In the 1960s the national economy was under the control of a dictatorial form of
government which souglit to organize the major industries (petrochemicals, steel and
shipbuilding) on an oligopoly system run by a section of the country’s plutocracy, while at
the samé time developing the economy through expanding the outlets to Europe
.especially in textiles and apparel industries which had been made possible with the entry
into EFTA (European Free Trade Association) in 1960 and through trade with

Portugal's African colonies, However the policy of high trade tariffs adopted at this

period resulted in a weakening of the cbmpeling power of domestic industries.

It is also worth noting in relation to the economic indicators for Portugal between the
period 1960 to 1973 (before the 1974 revolution) that the average rate of inflation was
kept at a low level of 3.9% while the rate of increase in investment (gross fixed capitai
formation) evolved at the relatively high level of 7.9% (representing a ratio of 24.1%
against GDDP). However, the concentration of wealth led to a greater gap between the
rich and the poor, while the public expenditure required for the control of the colonies,
military expenditure and provision of social infrastructures resulted in net drain on long-
term official reserve which began to weigh down the economy. Also, with the exception
of the textile industries, increased exports were not realized and the capital outflow

worked to gradually increase the trade deficit,

1974-1982

The siructure of the Portuguese economy was affected by the following changes in policy

and society resulting from the April Revolution of 1974,



1)  Expansion of the Public Sector ihr’ough a Policy of Nationalisation

Government control of production sectors was considerably increased through a
policy of nationalisation. The nationalisation policy created uneasiness among
foreign investors and from 1975 there was a !argé decrease in the inflow of foreign
capital as a result. Domestic investment also lagged for the same reason.

.-2)  Price Control Policies and Increase in Production Costs

A price control poliicy covering almost all industries was introduced between 1974
and 1976, and a large number of subsidies were granted as a result. However,
these measures obstructed the working of the méchanisms of a free market system
and resulted in large increases in production costs as a result of the upward
impetus in wages which was favoured by the QGVcrnmeut. As aresult the

Portuguese economy suffered from a very high rate of inflation. -
3) - Effect of the Independence of Colonies

+ As of 1974 a number of Portugal’s overseas territorics achioved independence one '
after another. The Portuguese economy was burdened with the increased
government sxpenditure to cover the intake and assistance of large numbers of
refugees and by the rapid increase in unemployment which resulted. Also the
reduction in the Icvel of trade with former colonies {reduced exports) increéased
the trade deficit. '

The policies of nationalisation, price control and of income redistribution which
were introduced after the April Revolution of 1974, though later, they were
discontinued -nationalized companies being privatized and price control lifted-
resulted in atemporary increase in individualincomes and so of consumer
expenditure. On the other hand the levels of inflation which were tolerated
produced a lowering of industrial productivity in Portugal so that the general
cconomic trend was towards poor performance.

(3) 1983-1985

During this period policies to restrain real wages were implemented in an effort to
control the inflation which had continued to trouble the economy since the late 1970s.
‘However, the upward surge in oil prices due to the Second 0il shock hit the counlfy just

at this moment and due to the economic recession worldwide and the rapid increase in



domestic money supply the Portuguese economy suffered from ever greater inflation,
The average rate of increase in the consumer price index for the period 1983 to 1985 was
24.4% while the record breaking level of 29.3% was registered for 1984,

Further, domestic and foreign investment for 1984 was extremely dull and investment
{gross fixed capital formation) showed a sharp downward turn, and was 20% under the

level of the previous year. In 1985 the external debt ratio increased to 37%.
(4). 1986-1990

Portugal became an official member of the EC as of January 1986 and has proceeded
since to strengthen further the political and economic ties with other member countries.
The major tasks for the Portuguese economy during the above period remained the
restraint of inflation and the improvement of the international balance of payments. To
achieve these ends while adopting flexible policies with regard to wages and interest
rates, trade was expanded with special emphasis on trade with EC partners. All of
Portugal’s cconomic indicators showed an improvement between 1985 and 1989.
Fﬁrthcr, a 4.3% increase in real GDP was achieved which exceeded the average of 2.5%
of the EC, Reasons for the increase in GDP include the increase in investment from
domestic and foreign sources which judged the domestic political stability to be secure
and economic stability and growth assured by EC membership. Moreover there wasan
increase in infrastructural investment through EC funding. The rate of increase in

investment over the period 1986-88 reached a double digit level.

Table 2-2 shows GDP per capita of EC countries compare with Japan and US.A,
(The EC countries was designated as 100).

22 Characteristics of National Industrial Structure
(1) Share of Gross Domestic Product by Sector

Tablc 2-3 shows the breakdown of the GDP share of individual industrial sectors for
Portugal as well as for other EC countries, the USA and Japan. The table indicates
average values for a thirty year period from 1960 to 1989. A comparison of the
sectorwise share of GDP in Portugal with that of the other EC countries shows that the
pcrcénlagc accounted for by the primary industries is larger in the case of Portugal while
the share of the service industries is low. However, looking at this pattern of breakdown
annualiy (Table 2-4) reveals that statistically Portugal has gradually moved closer to the
typical‘ EC model over the last ten years. Though traditionally an agricultural country,

the share of the GDP accounted for by the sectors of agriculture, forestry and fishing in
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Portugal decreased considerably form 26% to 10% in the 20 years between 1960 and
- 1980, and fetl to 6% in 1990,

Tndustrial Employment Structure by Sector

To date in 1990 the population of Portugal is approximately 10.47 million, 94% of which
is composed of residents on the mainland of Portugal. The rate of population increase
registercd over the last ten years is 0.3%. The total working population is estimated to
be approximately 4.5 million. From Table 2-5, which shows the evolation of the
cmploymént structure by industry, it can be seen that there the predominant trends
reflect those already indicated in our discussio'n.of the share of GDP accounted for by .
the importance of the prﬂnary industrics and an increase in the tertiary industries is also
marked in the changing pattern of employment. Agricultural, Forestry and Fishing
industry (primary sector) accounted for 44% of employment in 1960, but this fell to 33%

_in 1970 so that in the latter year this sector as well as the mining & manufacturing and

service sectors each accounted for about one third of the total employment.
Subsequently, the mining & manufacturing sector has maintained a similar lovel.
However the agricultural sector has consisteatly decreased in importance since 1960,
while the service sector has consistently continued to increase in importance, According
to data for January to September of 1990 the former accounted for 18% and the latter
for 48% of employment. ' '

National Economic Productivity by Sector

Portupuese agriculture sector shows rather low productivity. Portugal only has one
fourteenth of the productivity of Holland which has the highest productivity for this

scctor among the EC countries,

With regard to the productivity of Portugal’s manufacturing sector, a comparison of
statistics shows that this was on a level equaling that of Greece in 1987, and was
approximately one fifth of the productivity registered for Germany which has the highest
fevel among the EC nations, While it can be said that the manufacturing sector in
Portugal has a high level of productivity compared to the figures for the agric'ultural
sector, it is also true that the ﬁgures-by industry reveal that there ave cortain structural
problems since the number of small size industries employing less than 5 represents only

109% of the total output of the manufacturing industrics.
The financial, insurance, real estate and tourist industries form the mainstay of the

service industries, The importance of the financial sector has grown first through the
nationalization policy under taken in 1970 and then with the re-privatisation carried out

2-4
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in 1984, Tourism also plays a very central role in Portugal’s setvice sector as a source of
foreign currency acquisition. While tourisi has developed to certain extent thanks to the
low wage costs the per capita productivity in this sector is on a par with the level in the

manufacturing sectors.
Intcrnational Balance of Payments
The international balance of payments recorded a positive balance in 1985 for the first time in

eleven years since 1974, Between these dates the trade figures had registered a consistent

minus which had been set off by the income from the service sector {in particular the tourist

. industry), the remittances sent back by emigrant Portuguese workers, medium and long term

capital income together with foreign loans so that the basic balance almost registered a positive
figure. However, the trade deficit began to widen as of 1988 despite the fact that tourist
revenue and remittances from abroad were also growing, During this period there was a '
considerable increase in medium and long term capital largely of direct foreign investment and
this resulted in arapid expansion of imports of capital goods and raw materials which was

reflected in the balance of irade.

The recent economic relations with main trading partners the importance of the EC countries
has taken on greater relative importance. The rapid increase of imports from the EC countries
after Portugal’s entry into the EC in 1986 was one factor in the widening trade deficit. On the

other hand, the relative share of American relations in trade, investment and tourism has fatlen,

(1) ‘Trade Patterns

The biggest items are textiles and apparel accounting for about 30% of the total. These
are followed by electrical machinery, vehicle products, agricultural processed goods, cork
and paper as main export items. The pcrccht distribution of these export items in the
1970s shows the same trends. That is processed foodstuffs and agricultural products
such as canned fish, tomato products, wine, etc. and cork (including cork products)
which are the traditional exports still account for more than 50% of total exports while
the remainder of the percent distribution'is accounted for by manufactured goods and

mineral resources.

(,‘om'e‘.rsaly,—= clear trends in the changes affccting import items over the:last ten years can
be identified from statistics. Instead of the traditional import structure according
"emphasis to crude oil, foodstuffs and industrial raw materials there has been a shift in
cmphasis towards manufactured goods such as machinery, transport machinery, and

apparel.
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The major iraport item (o date has been crude oil. In the early.19805 this evolved around
a25% level of the total import value. Together with imports of manufacturing raw
materials such as iron, steel and chemical raw materials these accounted for 45% of all
imports. This was equally so in the 1970s. A change in this import structure can be seen

to arise from around 19§7.

On the one hand, an increase has been observed recently with such items as machineries,
transport machinery, and electrical equipment. The import of transport vehicles and of
cars in particular has continued to show growing imports since the 1980s. By 1990 the

ratio in money térms accounted for by machinery and transport machinery were about

cqual (14% and 14.2% respectively) thus constituting the top items. Crude oil and
mineral resources had fallen to 11.3% of the total in the same year.

Trends in Foreign Investment

There has been a very rapid increase in the number and size of cases of direct foreign

investment into Portugal since 1987.

‘The overall investment sum has continued to register an amnual increase which doubles
the sum for thcpr'cvious year so that each ycar witnesses a new maximum record. The
investment sum for 1990 was 508.9 billion ESC (approximately 7.2 billion US $) which is
about 55 times the level registered 10 years earlier, and is abouf 21 times the level
registered in 1986, the year when Portugal became a member of the EC. There has been
a similar marked increase in the number of cascs of investment which increased from 640,
in 1986 to 2,873 in 1990.

Change of direct foreign investment

Year 1985 1986 1987 1988 1989 1990
No.of DFI 471 640 1,113 1,853 2,328 2,873

Looking at the breakdown by country and region reveals that much of the investment
comes from the EC countrics as is also the case in trade. The EC accounted for 69% of
the investment achicvement for 1990. In particular, Great Britain has been at the top of
the investing parties annually since 1985 followed by France and Spain in order of

importance as investors.

2-6
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Table 2-2 GROSS DOMESTIC PRODUCT AT CURRENT MARKET PRICES PER CAPITA

Unit:PPS EUR 12, EC12=100

1980

| 1960 - 1970 1985 1986 1987 1083 - 1989 . 1990
Portugal "38.8 48.9 55.1 52.1 52.7  53.8 54.0 55.2  56.2
Belgium 95.4  99.0  104.2 107 1010 100.2  101.0  -101.6  102.8
Dennark 8.4 1153 108.0  116.0 167  1i2.8  108.6  106.6  105.1
Spain 59.6 - 73.9 3.4 718 2.2 73.9 74.7 7%.9  76.7
France 105.9 1165 1.8 110.8  110.1  108.8  108.3  108.7 = 108.5
Greece 38.7 516 58.2 - 56.8 55.8  54.2 54.3 5.1 53.4
Netherland 118,7 1159  111.0 ' 107.2  106.3  t04.0  102.7  103.2.  103.8
Italy . 86.6 955  102.6  103.2  103.2  103.5  103.8  103.9  104.0
Luxembourg 158.4 1415 119.3  122.6  124.2  120.6 1210 1241 124.2
UK. 128.7 1085 1011 1041 1051 106.9  107.4  106.4  105.4
i.Germany 8.0 113.3  113.8 1144 1143 135 113.2 1125 112.4
Treland C 60.8 - 59.6. 64l 65.2 63.5  64.9 65.2 67.2  68.8
ER 12 100.0  100.0 _ 100.0 _ 100.0  100.0  100.0 _ 100.0 - 100.0  100.0
U.S.A. 180.0  164.9  151.8  156.6  155.8  156.0  156.3  15d.2  150.9
Japan 55.9 9.8 1011  i15  111.0  112.2  114.2  116.0  119.0

Note: PPS indices in purchasing pover standard

Source: Buropean Feonomy, Annual Economic Report 1990-91
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Table 2-3 SECTORAL CONTRIBUTION TO GDP
' AS AN AVERAGE PERCENTAGE DURING 1960-89

: Unit: %
pdgriculturefl] Industry Manufacturing Services Total GDP
' in Industry

Portugal 13.8. 38.2 (30.1) 47.9 100.0
Belgium 3.6 37.6 (27.4) h8.8 106.0
Denmark 6.8 29.0 {19.8) 64.2 100.0
Spain 10.8 36.6 (27.2) - 52.5 100.0
France 6.0 35.8 (26.2) 58.3 100.0
Greece 17.1 25.6 (15.9)} ' 57.2 100.0
Netherland 5.3 - 36.8 (24.4) 57.9 100.0
Italy 7.5 39.1 {26.8) | 53.4 100.0
Luxembourg 4.0 44.2 (33.8) 51.8 100.0
U.K. ' 2.3 37.0 (25.8) 60.7 100.0
¥.Germany 3.1 46.1 (365.6) 50.8 100.0
Ireland 14.5 31.1 { - ) : bd.4 140.0
EUR 12 5.4 38.9 (28.1) 65.1 100.0
U.S5.A. 2.9 34.1 (24.0) £83.0 100.0
Japan 6.2 43.2 (32.1) 50.6 100.0

Note: [1] imcluding forestry, fishery
Source: OECD Economic Outlook Historical Statisties
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Table 2-4 PORTUGUESE SECTORAL CONTRIBUTION T0 GDP 1980 1990

(ANNUAL AVERAGE)

Unit: %

(1] including forestry, fishery
[2} Total may not add exactly due to rounding
Source: National Statistic Institute - TNE

Sector . 1960 1970 1980 1885 1986 1987 ‘1588 1489 1990
Agriculture [1] % 18 10 8 8 7 "B G 8
Industry - 36 46 38 37 3/ 3B 38 38 31
Services 38 39 52 55 55 56 56 56 57
Total {2] 100 100 106 100 100 - 106 160 100 - 100
Notes:
(1] including forestry, flshery
[2] Total may not exactly equal the sum of its elements due to rounding
Source: National Statistic Instifute - INE
Table 2-5 PORTHGUESE EMPLOYMENT BY MAIN SECTORS 1960-1980
(ANNUAL AVERAGE) :
. Unit: %
Sector 1060 - 1970 1980 1985 1986 1987 1988 1989{2] 1990
Agriculture [1) 44 33 28 24 22 22 21 19 18
Industry 29 36 36 34 34 35 35 35 34
Services 27 31 38 43 44 43 44 46 48
Total [2] 100 100 - 100 100 100 100 100 100 100
Notes: :



Chapter 3  Outline of the Project Avea
31 Delineation of the .Prdjéct Region

Portugal is made up of 18 administrative districts (distrito) on mainland, and 2 districts on
Acores and'Madeira islands, each of which is given the significant aulonoiny. Each district is
‘further divided into municipalities (concellios), and there are 305 municipalities in 18 districts
on mainland. At the same time, the country is divided into 7 regions for the purpose of regional
_economic'dcvclopment, 5 on mainland and 2 on the islands, as shown in Fig.3-1. The Aveiro-
Viseu region.covered by the present study belongs to the Central {Centro) Region, which

planning is controlled by the secretariat located in Coimbra.

It should be noted here tha_t administrative boundaries do not agréc with boundaries of
develoi)ment:regiohs. For instance, as shown in Fig.3-1, northern parts of the Aveiro, Viseu and
Guarda districts are incorporated into the Northern (Norte') Region, while southern parts
belong to the Central Region. Alsb, each of Leiria and Santarém is divided into the Central
Region and the Lisbon and Valle do Tejo Region. Thus, the development regions are
delincated as an aggregate of "municipalities” on the basis of similarities in geographical,

environmental and weather conditions, and the progress of regional development.

The Ceniral Région is further divided into the foﬂowing 8 areas for the sake of regional

development:
Number of
Name Urban center municipalities Characteristics
1) Baixo Mondeco Coimbra 5 Academic/administrative
S ‘ o center
* 2) Baixo Vouga Aveiro 14 Coastalfindustrial
SO : center
3) Cova da Beira Covilha 3 ' . Agriculture
* &) Daouiafces Viseu 15 Forestfy, agriculture
5) pinhal Interior Arganil 19 Textile, agriculture
6) Pinhal Litoral Leiris ) 5 : Coastal/industrial
center
7) Raia Castelo
Branco 12 Bordering to Spain
8) Serra da Estrela Seia 5 Mountainous region
78



3.2

Am.oﬁg them, 2) Baixo Voﬁga and 4) Dao-Lafoes, marked by "*" have been covered bﬁ the
present study. In this study, the former is referred to as the *Aveiro area” from its core city, and
the latter as the "Viseu area”, In addition, the both arcas are to be jointly called as the "Aveiro-
Viseu region“.o'r "Project arca" in this study. Thus the "Aveiro arca” does not coincide with the

"Aveiro district”, and so on.

The area subject to the present study is shown in Fig.3-2 and 29 municipalities within the project

arca are listed as follows:

Aveiro area Viseu area

(Baixo Vouga) {Dav-Lafoes)

1 - Agueda 1 Aguiar da Beira

2 Albergaria-a-Velha -2 Carregal do Sal

3 Anadia 3 Castro d'Aire

4 Aveiro. 4 Mangualde

5 Cantanhede 5 Mortagua

6 Esiarreja 6 HNelas _

7 Ilhavo 7 Oliveira do Frades

8 = Mealhads 8 Penalva do Castelo

9 Mirs 9 Santa Comba Dao
“10 Murtosa ' 10 Santao

11 Oliveira do Bairro 11 . §.Pedro do Sul

12 Ovar ' 12 Tondela

13 Sever do Vouga 13 Vila Nova de Paiva
14 Vagos ' 14 Viseu

15 Vouzels

Characterization of Major Indusiries in Aveiro-Visen Region

As shown Table 3-1, the Aveiro-Viseu region accounts for 6.3% of land, 6.9% of population;
3.7% of GDP, and 5.7% of employment in Portugal. Thus, the region’s economy is considered
to have a size equivalent to slightly above 6% of the national economy. Then, when the region is

divided into the Aveiro and Viseu arcas, there is a marked difference in industrial structure

' between them. While the Aveiro arca is an industrialized area (coastal industrialized arca),

Viscu is dominated by agriculture and forestry (intand rural arca).

The Aveiro arca has population density cquivalent to 1,61 times the national average, and the
Viseu arca 0.75 of the national average. In terms of composition of GDP by economic sector,
the secondary sector accounts for 59% of GDP in the Aveiro, far above 38% of the national ;
average, compared to 34% in the Viseu arca. Another indicator to discern economic structure
of the two areas is composition of employment by cconomic sector {1988 data), the percentﬁge
of population employed by the primary sector is 209 in the Aveiro arca, more or less the same
level with the national average of 219, making a sharp contrast to 51% in the Viscu area. Thus,

two of ten people are engaged in agriculture and farestry for Aveire area, but five of ten people



33

34

for Visen area,

Table 3-2 compares the number of enterprises of manufacturing industry in the Aveiro-Viscu
region, by subsector, to that in the national average. Clearly, one subsector "Textile, Garments,
Footwear in CAE 3.2" shows a distinctive differcnce between the Aveiro-Visen region and the

 national average; 4% versus 28%, respectively. Thus, the textile/garments/footwear industry -

the largest manufacturing subsector in the conntry - is not a major industry in the region, but it

is dominated by the foolwear industry, rather than textile and garments.

In addition, the Avgiro-Viseu region shows much higher percentage in food processing

(processing of agricultural products, dairy products, and fishery products), compared to the

national average; 42% versus 12%. Thus, it is roughly said that the food processing has | '

replaced the textile, gafments, and footwear industry in the region when compared to the
nation’s industrial structure. Then, industrial structure is analyzca for the Aveiro and Viseu
arcas, While the Viseu arega has a higher percentage of the food processing industry
(agricuitural products) than the Aveiro area.- On the other hand Aveiro arca has a larger share
in the machinery and metalworking industry, Again, the Viseu area is dominated by processing
of primary products, 66% (CAE 3.1 + 3.3), compared to 55% in the Aveiro arca..

. Classification of the Aveiro-Viseu Region by Level of Industrialization

" Among a set of data concerning 14 municipalities of the Aveiro arca (Baixo Vouga) and 15

municipalitics of the Viseu arca (Dao Lafoes) two parameters - population density (per kmz)

and density of manufacturing enterprises (per kmz) - are plotted on the map, as shown in Fig.5-

1-3. Notably, the two paramcters are closely related to each other, depicting the level of
industrialization in the municipalitics. In general, municipalities with relatively a high level of
industrialization (relatively a large number of manufacturing enterprises) shown higher
population densities. At the same time, the level of industrialization seems to be affected by
geographical conditions to some extent. To identify this, a topogtaphical map of the project

area is attached as Figure 3-4.
Regional Development Policies of Local Government (Municipalities)

In'p'lanning and implementing an industrial development plan for the project region which as 29

* municipalities, it is essential to reflect opinions of the municipalities. In this recognition, the

study team visited 9 municipal governments and 2 district governments Lo interview with
EOVCIROTS, mayors, secretaries, and development plénncrs. At the same time, a questionnaire
survey was conducted for 29 municipalities. The questionnaire survey was responded by 9 out
of 14 municipalit.ies in the Aveiro area and 13 out of 15 municipalities in the Viseu area,

resulting in the total response rate of 76% (22 out of 20 municipalities.). The results of the



interview and questionnaire surveys are analyzed below and ar¢ considered to represent a

majority of opinions (arcund 70%) of 29 municipalities if invalid answers involved in each

question are excluded,

e

o

Basic conditions for industrial development

Allthe respondents {municipalities) recognized the importance of industrial
developmﬂnt, but 80% responded "under certain conditions”. In this survey, these
conditions were defined as "undesirable industries.” The results represent the ranking of

negative factors related to industrial development.

The results indicate that such industries which have possibility to pollnte cavironment are
considered to have the highest negative 'ﬁict_or, and agreeing with opinions heard from
the intefvic_w sur;«ey'. Then, industries adversely affect I_OCIEIllI traditional‘industries or
small busincsses ranked the second, followed by those using a large amount of utilities
(cleétricity and water); those using a large land arca; and those using a large number of

workers, This order is basically the same in both the Aveiro and Viseu arcas;

" Desirable industrics

As a mirror image of the negative factors, the respondents were asked for prefercnce in
types of industry to be located in their municipalities. The respondents were asked to
choose one from the two options. The figures in () represent the percentage in the
Aveiro or Visen area:

1) Labor-intensive or capital-intensive

Labor-intensive industry : 36% (Aveiro=33Z, Viseu=382)
Capital-intensive industry: 64 (Aveiro=67Z, Viseu=621)

2) Traditional or new industry

Traditional industry: 112 (Aveiro= 03I, Viseu=14Z)
New industry 1 891 (Aveiro=100%, Viseu=861)

3) Heavy or light industry

Heavy industry: 101 (Aveiro= 0Z, Viseu=151j
Light industry: 90Z (Aveiro=1007, Viseu=852)
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4) lLarge or small- and medium-sized enterprise

Large enterpi:ise s+ 172 (Avediro= 0%, Viseu=241)
$mall- and medium-sized
enterprise t 83% (Aveiro=100Z, Viseu=761)

5) Industry using locally available resources

Industry using locally
available resources : 31% (Aveiro=29%, Viseu=33Z)
Not necessarily : 697 (Aveiro=712Z, Viseu=671)

"6) Foreign investment

All the municipalities welcomed foreign companies,
but 902 of which stated that they sheould not be
-types identified in (1) and meet requirements in (2).

Preferred industry subsectors

The top three subsectors are "the woodworking industry”, "the food processing industry”,
and "the machinery and metalworking industry", which are the same as the existing

industrial siructure, but the woodworking industry ranked first, instead of the food

_ processing industry, because of popularity in the Viseu area. "The other industries"

ranked fourth, and some of respondents specified "the ceramic industry” or "the

electric/electronic industry’. Then "the non-metal mineral industry" and "the textile and

leather industry” ranked fifth and sixth, respectively. On the other hand, the lowest threc

subsectors are "the chemical, plastic, and rubber industry”, "the pulp and paper industry",

and "the base metal indusiry”.
Overall evaluation

Overall evaluation of items (1) through (3) above indicates that the following types of

industries are preferred by local governments for industrial dcvelopment.
1) Industries not producing pollution
Environmental preservation is one of requirements for industrial development in

Portugal. This is clearly reflected in the fact that heavy industries including "the

chemical, rubber, plastic industry”, "the pulp and paper industry", and "the base



2)

3)

)

metal industry" are not preferred.
Light industries using advanced technology

In addition to cnvironmental consideration, the local governments do not welcome
heavy industries in many cases, as they consume a large amount of utilities
(electricity and water) and use a large land area. On the other hand, many of
them wish to attract hi-tech or modern technology based industries rathér than
traditional ones. "Hi-tech industries” were identified by most of municipalities as

desirable industry types at the time of the interview survey.
Capital-intensive small- and medium-sized industrics

64% of the municipalities preferred the capital-intensive industry, and 83% small-
and medium-sized industries. These are not as high as industry types identified in
1) and 2), which are preferred by 90% or more of the respondents. In parlicular,
these percentages further decrease in the Visen area to 62% and 76%
respectively. This can be interpreted that the Visen area has room to accept
labor-intensive large enterprises. However, since many municipalities stated a
condition "not to adverscly affect exisling small- and medinin-sized enterprises”, it

is safe to think that small- and medium-sized enterprises are more preferred.
Modernization of traditional industrics

While the municipalitics identified the traditional industries: "the food processing
industry", "the woodworking industry", and "the machinery and metalworking
industry" as industries preferred in their communities, they cxpressed preference
for hi-tech products and "capital-intensive industries rather than labor-intensive
industrics". Analysis of these conflicting responses, togethér with the results of the
interview survey, scems to point to “modernization of traditional industries or

increasc in value added.”
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Chapter 4  Selection of Prospective Sub-Sectors

41

First Screening at National Level

The promotion of the further industrialization of Portugal in general and that of the target area,
Aveiro-Viseu region in particular, involve the identification of those manufacturing subsectors

and/or product groups, which so far account for a major share in output, exports and imports,

The Study uses the "total flow analysis approach” for the identification of those manufacturing
subsectors, which have a significant overall economic impact. The total flow analysis is based on

the standard formula:

‘Consumption = production + import - export

This formula is redefined into:
Total Flow = consumption + export = production + import

If the "apparent consumption” would be used as a parameter for such identification, those
subsectors which have small consumption but large amount of export will be removed from the

promising subsectors,

The total flow is then accurulated over the reference period, 1981 to 1987, under consideration

and subsectors are ranked in linc with the absolute magnitude of their total flow.

This approach needs to-combine production data, which are classified according to ISIC, with
trade data, which are grouped around the SITC system. While there are conversion tables for
translating quasi mechanically one code into the other, the best level of disaggregation and
grouping will depend often on the particular product or product group being produced in the

manufacturing sector under consideration.

Official statistics subdivide the manufacturing sector into single 140 subsectors (the word
subsector will be uéed, in this context, as synonymous to product group) at a 6-digit CAE
classification level. After a matching with frade statistics, a total of 72 subsectors at the mixture
of the 6-, 4- and 3-digit CAE level remain, which allow , in this particular case, for a meaningful

computation of total flow.

Tabie 4-1 lsts those 43 subsectors out of the 72, which account for some 90.6 % of the toial
manufacturing flow over the period ;1981 to 1987, or some 89.6 % of apparent consumption of
manufactured goods over the same reference period. In other words, these 43 subsectors are, in
terms of overall impact, the essence of Portuguese manufacturing, The balance of 29 subsectors

account for only some 10 % of total flow and apparent consumption.



42

Selection of Prospective Sub-Sectors for Regional Il_ldustrié!ization

The first stage of screening coriducted in the previous chapter relied upon statistical data as

selection criteria at a national/macro lovel. U this section, final selection of prospective sub-

sectors is carried out through qualitative analysis which takes account the existing industrial

structure of the Aveiro-Viseu region. In the process, 3 negative factors are established for

further scfecning of sub-sectors which have survived through the first screening process. At the

~ same time, sub-sectors rejected in the first screening process, which have a significant value in

the region, are re-selected as prospective sub-sectors,

(1) chiova_l Based on Negative Factors

)

2)

Negative factor (A)

a)

b}

Daily products, food staff and the like, for which Portugal does not and will
not be able to have competifive advantages against other European countries
which carry out intensive farming. These products are p’réduced in quantity
to supply domestic consumption, thus maintaining self-sufficiency. (e.g., milk

and animal feeds)

Also, major products in the Aveiro-Viseu region, which are considered to

have small impacts on contemplated industrial development. {e.g., wine)

Food staff and similar products which raw materials are not suitable for
cultivation in Portugal due to climate and other natural conditions, and
which need to be imported to cover domestic consumption. (e.g., coffee

products, and flour-based products)

Negative factor (B)

Products which can obtain inteérnational competitiveness by consuming a large

amount of petroleum or other mincral resources and by achieving the scale of

economy as a result of large investment, Namely products which raw matcrials

are not available in Portugal and which need to be imported because of small

domestic consumption.(c.g., pctrochemical products, chemical fertilizers)

Note:  if these products are to be locally produced, thej{ will be positioned as a

national project. Thus it is difficult to select them as prospcétive sub-

sectors for industrial development in a region.



3)

Negative factor (C)

a) Traditionally important export producis with a risk of oversupply if further

capacity expansion is made. Also, products which are losing competitivencss
in export markets and which manufacturers are not much located in the

Aveiro-Viseu region., (e.g, spinning and weaving)

b) Traditional export products which raw materials are not produced in the
Aveiro-Viseu region and their availability is limited domestically, thus there

is no benefit to foster production in the region. (e.g., cork products)

Sub-sectors to be excluded due to any of the above negative factoss are sclected
and listed in Table 4-2.

(2) Re-selection Based on Positive Factor

As noted in previous chapter, all manufacturing products was categorized into 72 items

for which statistical data were available, and top 43 items accounted for 90% of national

total flow (= consumption + export = production + import).
However, some of those ranked lower than 43rd were also retained as prospective sub-

sector, when they were considered to show the importance specific for the Aveiro-Visen

region. The product groups re-selected on the positive factor are as follows:

1)

2)

3)

Motorcycles and biéyc!es ranked 65th in terms of total flow at the national level
but 90% of them were mianufactured in Aveiro area. Thus if modernized in terms

of manufacturing technology, they can grow to important export products.

Sawn wood is classified under "sawn wood and sawn cork" in statistics. However,
wood (eukalypt and pine) is key products in the Aveiro-Viseu region, while cork is
produced in the southern region, so that sawn wood was retained as a prospective

sub-sector,

Construction materials, which are classified under "cement, gypsum, and
construction matérials” in statistics, are claséificd as prospective products, partly
because the Aveiro-Viseu region produces tiles and bricks, and partly because
demand for other construction materials, such as steel bars, sash, particle boards,

and floor materials, is expected to increase with development of the arca.



4)  Ceramic and leather have a long history in the Aveiro-Viseu region and thus can

be used as a technological base if modernized,

5) Metal products and machinery and equipment are to be retained as prospective
sub-scctors.

6) So-called hi-tech industries and R&D_ industrics arc not reported in official
statistics. The former is included in IC.énd electronic components which are
incorporated into electric and electronic products. Onthe other hand, R&D
industries are classified as services, rather than goods, which are not included in
industrial statistics. For these reasons and in response to strong request from

local people; these industries were designated as prospective sub-sectors.
1t should be noted that definitions of high-tech industries and R&D industries
vary with countries, depending upon the level of induslrial_ization in each couniry;

a country calls any non-traditional industries as high-tech industries,

For the purpoéc of this study, hi-tech industries are defined as industries

manufacturing the following préduéts:

a) Electric/elcctroniccomponents (e.g.,1Cs) and electronic products
(computers and office equipment)

b) Bio-technology related products
¢) Finc chemicals/pharmaceuticals
d} Computerized precision machinery (CAD/CAM) -

¢} Computer software programs and peripherals, and information processing
indostry

{3) Prospective Sub-Sectors Selected
Sub-sectors sclected through screening on the basis of the negative and positive factors
arc listed in Tables 4-3 (traditional export industry), 4-4 (electric/clectronic, motorcycles,

and chemical products), and 4-5 (metal products, and machinery and cquipment). Then
high-tech and R&D industries are added as above,

bhel



Table 4-1 SUMHARY RANKING OF TIE T0P 43 COMMODITY GROUPS BY TOTAL FLOW ANALYSES OVER TIE PERIOD 1081 T0 1987

( IN REAL TEEMS

)

' Unlt: BLliion Bscudos; percent

TORIODTTT GROUPTAG ' o

The total flow analysis is based on the standard formular: apparent consumpiion = production + Imports - exporls + f/
- slock povements.Stock movements have been disregarded here due to lack of daia.
The tolal [low is defined ss; production ¢+ Impoil = consumption + exporis. Negative figures in the table indicale

considerable slock movements. Those [igures have been treated with their simple negalive value.

The import coofficient caluculated from this analysis is defined as: impori devided by Lotal [lew. The exporl
Bolh coefficienis are caleulaled on basis of asccumilaled

coelficient is defined as: exports devided by total {low.
real values over the preriod 1982 to 1987.

Source: JICA Study team compulation.

_ TBTALFLDH ToH S UHPALOER
CODE RANX  FLOK ACCUMUL. ACCUMBL. RANK  FLOW ACCUMUL. ACCUMUL.

. ) FLO¥ g FLOK N %
fefinery products : 3530 1. 1625.3 n.a. 10.2 1 1484.3 nia. 1.6
Yarn & woven fabrles Cda1n/3212 2 16830.1 3ia5.4 19.8 2 Ll71.2 2655.5 0.5
Hotor vehicles: 3843 3 863.8 4119.2 25.9 3 063.8 3619.3 28.0
Organic, Inorganic basie chemicpls 3511.0. 4 §88.3  4807.% 3.2 4 0.6 4203.9 33.2
Prepared animal feeds 3122.0.0 5  hdn.d4 K352.9 33.8 5. 5454 48390.3 37.4
Cordage 3216 i 496.3- 5384D.2 36.7 7. 432.0 52713 40.8
Basic iron & steel preducts 3710 7 461.5%  6310.7 39.6 B 446.3  5711.6 44.2
Garzents & confectiopary artickes 3220 8 457.7 6768.4 42.5 11 -345.5 5372.1 41.6
Synthetlic resins & fibres - 3513.:8.%/ 9 442.0 72004 45.3 9 413.7 - 5785.8 44.8

3513.3.0
Flour & cereal flots 3&16.2.8] 10 430.8  7641.2 48.0 & 430.8 02166 8.1

. 3116.5. . !

Radio, TV, telecemmunicalion equipment 3832 11 490.3 80415 60.5 14 308.3 :6624.0 50.5
Paper, ecarton, packing material 3411.2.3/ 12 395.0  8436.5 63.0 12 333.4  G6Y58.3 53.1

3412.9.
Cemenl,, gypsum, construction naterlals 3692/3699 13 384.9 8824 85.4 13 3271.1 7185.4 - b6.6
Hilk & milk based products 3112.0.0 14 6.2 B177.6 57.6 10 3b6.2  7H41.6 h8.3
Hetal preducts, net elsevhere classified 3819 15 29%.6 9412 59.5 i5  209.6 7841.2 60.7
Wood pulp 3411.1.0 i6  201.6 9768.8 61.3 11 1.8  7913.0 G1.2
Pharmaceuticals 3522.3.0 - 17 266.5 10035.3 63.0 17 231.0  8144.0 63.0
Printed and graphics productls 320 18 4.8 10300.1 64.7 16 264.8  8408.8 65.1
Footwear, excluding rubber & plasiics 3240.0.0 19 2314 108315 6.1 66 -15.6 8303.3 84.9
Producls from plastic materials 3560 20 219.9 10751.4 67.5 18 219.9  B6i3.2 6.6
Bolios, boards, wooden articles & EXIRTRRIV 21 213.%  10955.0 68.8 20 - 183.4  B7%.0 68.1
furniture )

3320
Canned meat e 3111.2.0 22 1857 11150.7 0.0 19 185.7 8082.3 69.5
Feriilizer and pesticides 3512‘1.'3.’ 23 179.8  11330.5 Tl 23 165.2  9142.5 70.8
' 3512.2. L
Professional & sclentific equipment 385 24 179.5 11510.0 72.2 21 1545 9302.0 72,8
Other non-electrical machinery 3820 25 174.4  11684.4 73.3 26 156.5 9458.5 73.2
Collec 3121.1.0 26 7.5 11855.% 4.4 2l 1715 9630.6 745
Covk articles 3318.1.0 27 167.6 12023.5 - 76.6 60 21.3  9851.3 4.7
fndustrial eleclrical machipery ‘ 3831 28 166.7 12190.2 16.5 38 120.1  9771.4 5.6
Soaps, washing powder, detergoents 3523 2 166.6 1235G.8 1.6 22 166.6  9938.90 76.9
fals and non-eatable oils 3524 30 163.5 12520.3 78.6 24 163.5 l010L.% 78.1
Sawaveod and sawncork 33i1.1.0 1 162.3 12082.6 19.% 45 T9.5 10181.0 8.8
Bread & other baker's wares 3117.1.0 32 i60.1 12842.7 80.6 25 160.1 103411 80.0
Conserved fruils and vegetables sii3.0.0 33 159.6 13002.3 81.6 43 85.2 10426.3 80.7
Yetalic, non-metalic ships, inel. repair . 3841 34 158.8 13161.1 82.8 n 121.0 §0547.3 a1.6
Food, beverage, constrwclion machinery, 3824.1.0/3824.4.0f 3/ 151.2 133123 83.6 a  i39.6 10G8G.% 82.1
scales 3826.2.0
Rubber products .. 3651-9 © 36 160.8 13463.1 84.5 31 137.3 10824.2 83.7
Paints 3621.0.0 37 150.5 13613.6 85.5 78 150.5 10974.7 84.9
Raw & refined sugar 3118.1.0/3118.2.0 38 146.4 13760.0 86.4 29 143.9 11118.6 86.0
Brandy, wine, beer & malt 3131.3.0/3131.4.0 39 4.6 139048 87.3 66 -12.1 11106.5 85.9
5132.3.0/3133.00 .

Conserved Lish & Fish products 3114.1.0/3114.2.0 40 138.7 14043.3 88.1 42 9.6 1197.1 86.6
Textile & garment machinery 3924.2.0/3824.3.0 4 1367 14180.0 29,9 3 122.5 11349.6 81.%
Electrical machinery, not elsevhere 3834 42 13,1 143114 8.8 32 131.1 11460.7 88.6
classified . :
Tabaceo & tabacco products 3140.0.0 43 126.2 14437.5 90.6 33 126.2 11576.9 - 89.6
Hole:



Table 4-2 COMMODITY GROUPS REMOVED BY NEGATIVE FACTORS

_ RANKING

COMMODITY GROUP ‘ ' TOTAL FLOW PROD'N _ IMPORT ___EXPORT
I Removed by Negatlve factor (A)
1) Prepared ‘animal feeds (ss) 5 3 19 -
2} Flour & cereal flocs (I) 10 - - -
3) Milk & milk:based products {ss) id 9 - -
4) Canned meats (ss) - 22 - - -
5) Coffee (1) _ 26 - - -
6) Soaps, washing powder, detergents (ss) 29 - - -
7) Fats and non-catable oils (ss) 30 - - -
B) Bread & other baker’'s ware (ss) - ©32 - - -
9) Raw & refined sugar (1) 18 - -
10) Brandy, wine, beer & malts {E) 39 - - 5
11) Tobacco & tobacco products (I) 43 - - -
IT Removed by Negative factor (B) -
1) Refinery products (1) 1 1 4 i
2) Organic & Inorganic chem. products (I) 4 4 2 -
3) Bave iron & steel products (1) 7 11 6 -
4) Synthetic resin & fibres (1) 9 12 7 -
5) Cement, gypsum & construction mat’ 1 (E) 13 - - -
6) Fertilizer & pesticides {I) 23 - 18 -
11 Removed by Negative factor {C)
1) Yarn & woven fabrics (E) 2 2 8 2
2) Cordage {i/E) . - ] ¥i i 11
3) Cork arlicles (E) 27 - 6 -
4} Sawn wood & sawn cork (E) : 31 - - g 20

Notes: ss = Self sufficiency E = Export oriented I = Import intensive
I/E = Categoliged in both E &1
Production, import and export are ranked by the accumulated value from
1981-1987 upto the Lop 20. :
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Table 4-3 IDENTIFIED COHHODITY GROLPS (Traditidnal Export Oriented Goods)

| _ RANKING
COMMODITY GROUP . TOTAL FLO¥ PROD'N  IMPORT - EXPORT
I  Garments :
1) Garments, confectionary articles (E} 8 6 - 1
2) Special fabrics (E/1) hd - - 11
3) Carpets, rugs & similar products (E) 60 - - 12
IT Food industry _
1) Conserved fruits & vegetables (E/I) - 11 - 17 10
2) Conserved fish & Fish products (E) 40 - - 15
111 Yood, pulp % paper
1) Wood pulp {(E) 11
2) Paper, carton & packing material (1/E) 12
3) Printed & graphics products (ss) 18
4) Folios, board; wooden furniture 21 :
5) Sawn wood ' n.a. included as part of [11-4) of
Table 8-2-1
IV Ceramic and glass .
1} Porcelain & pottery products (ss) 45
2) Glass & glass products (E) 47
3) Clay products (ss) 48
4) Construction materials (tiles ete.) n.a. included as part of 11-5) of
Table 8-2-1
V Leather
1) Footware excl. rubger & plastic (E) 19 17 - 3
2) Tanned lether (ss) 44 - - -
3) Leather goods for personmal use {ss) 89 - - -
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Table 4-4 IDENTIFIED COMMODITY GROUP (ELECTRICAL, VENICLES, CHRMICAL)

“RANKING

COMMODITY GROUP e TOTAL FLOW PROD'N IMPORT  EXPORT
U Vehicles '
1) Motor vehicles, parts & components (I) 3 5
2) Hotoreyele & bicycle (ss) g5 - -
Il Electrical appliances _
1) Radio, T.V. Telecomm. equip (E/I) 11 14 13
2) Electrical machinery n.e.s (ss) 42 - -
3) Electrical household goods (ss) 55 - -
111 Chemicals & Phermaceuticals :
1) Pharmaceuticals (E/I) | 12 19
2) Products from plastic materials (ss) 20 18 -
3} Rubber products (1) 36 e -
4} paints (1) 31 - 18
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Table 4-5 IDENTIFIED COMMODITY GROUP (METAL PRODUCTS, MACHINERY)

: RANKING .
COMMODITY GROUP - TOTAL FLOW PROD' M IMPORT EXPORT
I Hétal products
1) Metal products n.e.s. {ss)’ b 13 - -
2) Hetal furniture {ss) 61 - - -
3) Hand tools 64 - - -
I1 -Machinery and equipment
1) Professional & scientic equip. {E/I) 24 ~ 5 -
2) Other non-electrical machine (1) 25 - - -
3) ‘Industrial electrical machinery (E/1) 28 - 15 16
4) Ships including repair (E/I) 34 - - 18
5) Food, beverage, construction m/c (I) 35 - 9 -
8) Textile & garments machinery (I) 41 - 10 -
7) Tanks, vats & boiler (1) _ 53 - ~ -
8) Metal & wood working machinery (I) 57 - - -
9) Agriculture machinery & equip (1) 59 ~ - -







Chapter 5 Economic Growth Target and Invesiment Requirementis up 1o the Year 2000

5.1

Government Growth Estimations

There are no publicly available estimations on real gross domestic product (GDP) growth
covering the whole decade of the 1990s. In fact, it appears thal the only Government
cstimations on real GDP growth cbveriug the years u'p'to 1995 are contained in the two
acljustment plan National Adjustment Programme For The Transition Towards The Economic
And Mouetary Union JQUANTUM] ™.  These policy Idocuments, which were adopted in July
1990 [QUANTUM-1] and Januvary 1992 [QUANTUM-1I], investigate in two scenarios the
effects of policy ch'angés rcqi}ircd to create conditions for membership of EC in the "narrow
band option” of the exchange rate mechanism of the "European Monetary System [EMS]".

By the very nature of this exercise, estimations concentrate on the interdependence of macro
indicators, such as GDP growth, uncmploymeat rate, current account deficit, public debt and
inflation. '

However, in view of the absence of other "official" projections, the rcat GDP growth estimations
contained in QUANTUM-II in the scenario "with convergence” to EC averages is taken later
into account as an orientation point and check mark for the estimations undertaken by the

Study team,

In the QUANTUM-II, since the growth rate estimations by output sector, i.e. Agriculture,

- Industry and Services are not available, the Study tcam made an estimation to identify the

growth rate of the manufacluri'ng sector which is necessary for furthier discussion in this study.
The JICA team’s estimation is more or less similar to the QUANTUM-IT’s estimation, but
interdependence with the other output sectors was taken into account.

The real GDP growth rate estimated in QUANTUM-II is shown in Table 5-1 as 2.5% for 1991,
3.0% for 1992 and 4.0% for the period of 1993 to 1995.

As regards projections for the real growth of manufacturing industries a similar situation, as
described above, prevails, The only figures available are contained in a study undertaken by the
Ministry of Industry and Encrgy (MIE) in 1987.

The basic approach of the study covers two scenarios, optimistic versus pessimistic, and it
comprises three time horizons: 1990 fo 1995, 1995 to 2000 and 2000 to 2010. Estimations have
been undertaken for some 23 "product groups", not fully compatible either with the ISIC or
CAE code classification systems. Government official warn, however, that thesc predictions

may be out of date, because circomstances have changed since the time the predictions were
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made. Notwithstanding this fact and in the absence of any more recent projections, these data
are likewise employed as cross-checks to estimations undertaken by the Study team. They are

summarized in the following Table 5-2,
Growth Forecast by the Mission

Growth forceast for the manufacturing sector was performed in accordance with the following

procedure, with nocessary adjustments;

1)  To forecast growth rates of each sector on the basis of actual data in the past 11 '
years, with particular emphasis on recent 5 years, including 1987 data ptiblishcd by
the Ministry of Industry and Energy. (see Table 5-2)

2) To make adjustment on a trial and error basis, through comparison with the
government’s GDP forecast in QUANTUM-1L

Through the process, forecast growth rates of the industrial sectors and their shares in GDP are
summarized in Table 5-3. '

(1) Manufacturing sector (mining)

The manufacturing sector is expected to grow at an annual 5.5% between 1991 and 1995,
and at 6.5% between 1996 and 2000. As a result, the sector’s share in GDP will increase
from 24.6% recorded in 1990 to 30.2% in 2000, which exceeds the 1960 - 1989 average
share for EUR 12 countries {28.1%). To improve the country’s' economic indicators to
the EC average level (currently the second lowest) toward the unification of the EC, the
manufacturing sector is expected to serve as a major driving force for the future growth,
while other sectors do not show significant growth potential. Thus, growth forecast here
is set at somewhat higher levels than the past results, serving as target levels,

The average growth rate after the country’s joining in the EC (between 1986 and 1990)
was 4.0%.

3-2
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(2) GDP growth rates

By adding up the above sectors, GDP growth rates between 1991 and 2000 were

estimated as follows, in comparison to those forecast in QUANTUM-II;

Forecast by

B QUANTUM-II - - the study team
1991 2.52 © 3.5%
1992 3.0 3.6%
1993 - 1995 4.02 3.77 p.a.

1996 - 2000 Not Available 4.0 - 4,12 p.a.

The average growth rate between 1986 and 1990 was 4.9%. However, QUANTUM-II
and the silldy teamy’s forecast envisage that such high growth rate cannot be sustained,
because of oversupply in the service sector which has been on of the strongest diviving
power of the economy, mainly financial scrvice, slowdown in growth of public investment
and service due to excess supply and tight government budget, and possibie decline in
inflow of EC Funds to the couniry. '

Compared to QUANTUM-H, the study team cxpects that the slowdown will occur at a
relatively moderate pace. The growth rate, dropping to a 3.5% level in 1991, is expected
to recover gradually as a result of increase in foreign investment in the manufacturing

sector, thus bolstering the entire cconomy.
Forecasting Investinent Demand in the Manufacturing Sector

Gross fixed capital formation (GFCF) is expressed as a sum of net investment and replacement
investment to cover depletion (depreciation} of fixed assets. As GFCF in the manufacturing
sector can be used as a surrogate for investment demand, GFCF for the whole country is first
estimated up to 2000, followed by estimation for the Aveiro-Viseu region. Note that the
investment demand is also considered as investment required for the manufacturing sector to

achieve the grow rates forecast in Table 5-3.
(1) Investment demand at the national level
As the first step, actual GFCFs in the manufacturing sector between 1979 and 1938 were
adjusted to 1988 prices by using inflation rates during the period. The results are shown

in Table 5-4, and the average annual GFCF was 192 billion escudos. As no GFCF data
are available between 1988 through 1991, GFCF in the 1991 price was cstimated by using
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actual inflation rates and real growth rates of the manufacturing sector during the period.
The results are shown in Table 5-4. Note that growth rates of the manufacturing sector

and GFCF are assumed to be the corclation.

Then, the investment demand up to 2000 was estimated, as shown in Table 5-4. Note
that the figures in this table represent the growth of investment in real terms, but not do
no including increments due to inflation after 1992, in order to prevent inflated figures
from deviating our eyes off a real picture of ;iﬁvcstment growth between 1991 through

2000. The results of calculation are summarized as follows:
Total required investment

between 1891 and 2000 4,053 “billion escudos

Annual average investment  445.4 billion escudos
Investment demand in the Aveiro-Viseu region

The investment demand for the entire country estimated above was allocated to the

Aveiro-Viscu region as follows.

Aveiro arca accounted for 3.7% of GDP and Viseu arca 2.0% in 1988, In terms of -
GFCF, Aveiro arca’s share ranges between 10.9% and 15.5%, and Viseu area between
0.6% and 1.2%, during the 1979 - 1986 period. The average figures are 12% for Aveiro
and 0.8% for Viseu. Allocation based on the average GFCF shares is called "scenario 1."

Alternatively, the investment demand is expected to increase in both areas; in particular,
investment in Viscu arca may increase significantly because of increased development

potential in response to inaugnration of arterial highway IPS. Thus, as "scenario 2",

GFCF in Averio area in terms of percentage share in the entire country is assumed to be

15.5% - the highest level between 1979 and 1986 - and that in Viseu area is assumed to

jump to a 2% level - the area’s share in GDP.

The investment demands in the Avciro-Viseu region under the above two scenarios are

estimated as follows.
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. Estimated Investment Requirements in the Aveiro-Viseu Region

{Million Escudos, 1991 Price)

Scenario 1 Percentage share Average Accumulated total
: in the country between between
- 1991 - 2000 1991 - 2000
Averiro area 12.0% ‘ 486,468 48,647
Viseu area - 0.82 32,431 3,243
Total 12.81 518,899 51,890
Scenario 2 - Percentage share Average Accumulated total
in the country between between
1991 - 2000 1991 - 2000
Averiro area 15.52 628,355 62,836
Viseu area 2.02 81,078 8,108
Total 17.52 709,433 70,944

Thus, the above estimation roughly indicates that the manufacturing sector in the Aveiro-

Viseu region will require investment in the range between 52 billion and 71 billion

cscudos annually on the average (by 1991 value).

5-5



Table b-1 GOVERNMENT REAL ECONdMIC GROWTH RATE ESTiHﬁTIONS

. _ : Unit: percent
{1} GDP Growth Rate in QUANTUY II: 1991 to 1895 #)

I TE N : 1991 1992 1993-1995

ESTIAMTED REAL GDP.GROWTH RATE 2.5 3.0 4.0

(2) Ministry of Industry and Bnergy'Growth Rate Estimatibns for

the Hanufacturing sector: 1990 to 2000 #*) (1987 Estimation)'
SCENARIOS 1990-1985 1995-2000
Scenario "A" {optimistic) | 4.5 3.7
Scenarioa ‘B° (pessimistic) 3.3 2.5

Notes:

+) Estimations are those contained in the “with convergence’
to LEEC averages scenario.
++) Estimations for the period 2000 to 2010 arc disregarded,
because Lhey ate beyond the Lime frame of the present Study.
Sources:
)] "QUANTUM Program®; QUANTUM 11, January 1992.
) "Porluguese Iﬁdustry - Scenarios 1988 20107, MolE,
Lisbon 1990, page 6.
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Table 5-4 PAST PERFORMANCE OF GROSS FIXED CAPITAL
FORMATION' (GFCF) OF PORTUGAL: 1979-1988
AT 1988 PRICES (MANUFACTURING SECTOR)

Year GFCF in Current' Inflation rate GFCF at 1988 prices

Prices (Bil. Esec.) (%) (Bil., Esc.)

1979 51.8 22.17 209.2
1980 61.8 16.1 215.1
1981 1.8 20.3 236.5
1482 115.5 22.0 273.9
1983 113.5 25.5 214.5
1584 - 97,7 29.3 142.0
1485 35.0 15.3 116.4
1986 132.3 11.1 158.3
1987 174.2 3.4 191.0

1 9.8 163.1

1988 163.

(=}

Average GFCF.per_year at 1988 price: 192.

Source: JICA team estimation



Table 5-5 ~ PROJECTED GROSS FIXED CAPITAL FORMATION
(GFCF) OF PORTUGAL UPTO 2000: .
AT 1991 PRICES (MANUFACTURING SECTOR)

Year Resl growth raté Inflation | Projééted'GFCF
in mnf’g (%) (%) (Bil. Esc.)

Base (1979-1999 average at 1988 prices) 192.0

12.6 225.8

1989 9.0
5.5 13.4 268.5

1890

At 1991 price: 1891-2000

1991 5.5 11.4 313.8
1992 5.5 -0 331.1
1983 5.5 ] 349.3
1954 5.9 0 368.5
1695 5.5 -0 388.7
19946 6.5 0 414.0
1987 6.5 0 4490.9
1998 6.5 0 469.6
1999 6.5 0 500.1
2060 6.5 ] 532.6
18491 to 2000 :
Total GFCF: 4,0h3.9
Average GFCEF/yvear: 405.4

Note: Inflation rate of 1992 onwards is disregarded in order
Lo compute at 1991 prices.
Source:;JICA team estimation



Chapter @  Foreign Investment Promotion Measures
This chapter outline the main point of investment promotion activities and propose some programs.

Generally speaking, "promotional activities" to attract foreign investment are composed of followin
P P 24 p g

programs.

(1) Activities program at the national (central government) level
(2) Activitics program at a regional-or local-levet (focusing on local characteristics)
(3) Activities program through foreign branch offices of the central goverament

On the other hand, a forcigh investor starts from selection of a country, then selecting a particular
region, arca and location. For this reéson, promotional activities should be carefully designed by taking
into account the type, size, and nationality of the industry to be invited, together with local characteris-
tics including natural resources and industrial infrastructure; although there is not much difference
between activities carried out by the promoting organization and the foreign investor in terms of nature,
scope and methodology, some adjusiment is needed to effectively advertise a region or area to be

promoted.

This chapter first identifies possible activities to be included in the foreign investment promotion
program at a national.level, followed by basic design concepts of the same program at a local level,
namely the Aveiro-Viseu Region in this case. Finally, promotional activities targeting Japanese
industries are proposed, followed by recommendation on an organization to implement the promotional

activities.
6.1 Foreign Investment Promotion Program at a National Level
6.1.1 Meed for the new program

(1) Effective use of ICEP’s resources

Although ICEP is primarily responsible for promotion of foreign trade and invesiment,
priority is given to the former (promotion of exports in particular); 80% of ICEP’s
budget is allocated toits activities related to trade promotion. Furthermore, its
" organization is based on experts who are in charge of specific products. This certainly
serves the national interest, as promotion of foreign trade is recognized as one of the
most important issues in the country’s cconomic policy, particularly effective in
promoting exports of various products. The important point is how to reorganize the
present functional set-up, within the scope of ICEP organization and also on the basis of

the present organizational framework, in order to further the promotional activities for
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inducement of foreign investment,

- Establishing target-specific strategies .

Foreign investors presumably have different needs and wants according to the couantry,
industry type, and company size. As a rcsu'it, the method of promoting foreign
investment and information supplicd to potential investors should be modified or
adjusted accordingly.

For instance, ICEP’s representative office in Japan has held small seminats for specific
industries, but more elaborate strategies are needed to address the nceds of potential
investors, in different industry groups and varying sizes, under cooperation of the trade

promotion section. .
Strategic supplying of local information

At present, ICEP does not appoint staff responsible for promotion of a particuiar region
or area for foreiga investment. For example, if some potential investors want to get local

investment related information, no places where can provide any kind of information.

From the investors point of vies, it is quite natural they want more s;ﬁe‘ciﬁc and up-dated
information, and sometime it wili be big influence to investor’s decision. Under the
present system, Portugal does not have any organization to effectively control and supply
information on cach region and area. From the viswpoint of streafniining the potential
investor’s decision making, such efforts seem to be one of determinant factors in

successful promotion of foreign investment,
Increase in information flow

Over 70% of companies who responded to a survey conducted in Fapan pointed out lack '
of information in evaluating the investment climate of Portugal. More importantly, there
is apparent lack of gencral information on the country, including society, culture, leisure,
and so on. The similar sitnation is observed for other countries which simply have
minimal knowledge on Portugal. This clearly indicates an urgcnf need for much efforts
to make the country known to the Japanese public, pérticularly by increasing an amount

of information on Portugal through "publicity” activitics.
2 Y



612 Proposed Program Paékage

Promotion program can be classificd into as foltows.
1 To esfablish or improve a public image of Portugal in target countries.
2} - To attract and find potential investors.
K)] To provide consultation and follow-up communication for potential investors who

show a general interest in Portugal.

Based on this classification, the following programs are proposed.

(1) Advertisement and publicity
ICEP has been conducting a variety of promotional activities, including preparation and
distribution of PR materials, and advertisement on general media. To esiablish and
improve a public image of Portugal, however, these activities should be strengthened and
diversified, i.e., programs focusing on potential investors to raise their interest through
mass media and ¥CEP’s own network.,

1) Pfeparation and distribution of pamphicts and other PR materials

To maximize effectiveness and productivity, pamphlets should be prepared in the

- following 3 categories:
1) General information on Portugal

- Major investment circumstances

- Comparative advantages
2) Portugal’s foreign investment policy
- Government policy
- Privatization
- Labor refations
- Taxation systcm and incentives

3} Detailed information vseful for decision-making of foreign investors

- Questions and answers on forcign investment -

- List of industrial estates



- Locally available procurement goods, service and their cost
- Availability of subcontractors by industry subsectors

Al the same time, it is useful to store these data and information in the form of database.

2)

- 3)

Use of mass media

The process starts from selection of media considered to be effective for the
promotional purpose, where major advertisements are placed mainly in the form

of PR article. - In addition, contribution to "Special Report on Portugal® articles by

-domestic and international newspapers and magazines, distribution of press

release on a regular basis, and 1_neciings with influential media, and guided tours

for journalists are considered to be cost-effective programs.
Tie-up with foreign investment promotion organizations

This consists of distributionof PR materialsto investnjent promotion
organizations, banks, and consulting firms in Portugal and target countries on a
regular basis, together with the placing of advertiscments and Supply of news
releases for their publications. Also, a system to provide quick access to
databascs of these organizations should be developed. These efforts increase a
chance of exposure to potential investors, while providing accurate and vseful
information on Portugal for investment promotibn organizations in their

consulting and advice.

(2) Programs to explore potential investors

1)

2)

Sending of promotion missions and acceptance of investment missions

These activities should preferably be conducted as a package program including
investmént scminars and consulting services. Tn addition, prcpafatinn of attractive
pamphlets and PR materials, together with provision of investment advisors and
consultants by using networks of ICEP and external organizations, arc critical in

exploring potential investors within a lomited period of time.
Investment seminars
ICEP has been holding a number of investment seminars in key target countries,

However, they are mainly held in large cities and should be expanded in terms of

geography and scope to include regional citics and industrial areas, as well as

64



3)

4)

small- and medium-scalc enterprises. In particular; regional seminars should
include trade promotion and scrve as a place for answering questions and

providing consultation by inviting experts having work experience in Portugal.
Use of direct mail marketing
This approach starts from the listing of potential investors, companies having

interest in trade with Portugal, companies in target countries, and companies who

opcra'te in neighboring countrics. PR materials are sent directly to them, followed

" by a questionnaire. Interest is measured by response rate and detail analysis of

responses then put it in order for next promotion.
Establishment of informal communication network through personal contact

An informal commﬁnication network, developed through regular contact with
foreign investment promotion organizations, major banks, and trading companies,
is an integral part of promotional activitics. Such nctwork can only be developed
on trixstworthy relations on a pf_:r'son-to-persoﬁ basis, through "grass-root” efforts
which fully utilize Jocal staff. Once established, the network often prdvides vital
information that is not made known through an official channel of communication,
i.c., actual nceds and wants of potential investors, thus cnabling realistic and
attractive offer. Such "grass-root" approach should be needed in ICEP’s present

activities to explore investors in the highly competitive environment.

(3) Individual consulting service

Potential investors identified through the above programs and activitics should be

provided with consulting service by experts according to their level of intercst in

Portugal.

1

2)

Provision of investment advisors systein
Investment advisors should be secured by hiring outside consultants or through in-
house training. To provide information and advice for prospective potential

investors is a critical factor to affect their decision making,.

Visiting counseling service

* For potcntial investors as well as companies which are considered to be a major

candidatc by ICEP, detailed consultation services and special seminars are the

6-3
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next important step, ICEP staff and investment adﬁSo_rs vigit these companies to
furnish information and advice customized to specific needs of these companies.

At the same time, cooperation of local governments, business organizations,
central government offices, and banks is often important.

Foliow;up and monitoring activitics

The Information Desk should be established at ICEP’s headquarters to monitor the

progress of promouonal programs and to conduct follow-up and support activities. It is

desigred to ensure timely action and effective budgetary allocation according to necds in

target countrics.

The Yuformation Desk should be headed by the key staff who can kecp close

* communication with ICEP’s foreign offices and can make prompt decision.

Improvements Related to Operation of the Incentive

As actual operation of incentive programs arc under jurisdiction of IAPMEJ, IEFP and
other organizations, ICEP which is rcsponmble for overall investment promotmn should
act as an intermediary for thesc organizations, and propose improvements in operation

of incentives, and coordinate related activities for implementation and materialization of

-improvement mecasures. Regarding the stepped-up promotion of investment from target

countries, particularly Japan, the following improvement measures are recommended.

For erganizations which manage incentive programs: -

1) To increase lransparéncy of cvaluation standards thereby maintaining fairncss.

2) To limit requirements for documentation {o a minimum level, thereby reducmg
work load for the applicants and evaluators as weil. _

3) To ensurc that every application is processed within a specified evaluation period
by establishing a screening system to find an application lacking required
documentation or information at the time of initial acceptance.

4) To promptly notily a reason for delay in payment of inccntiirc, if any, followed by a
revised schédule,

For ICEP: .
5) To provide an one-stop consultation desk for convenience of potential investors.
 This desk will be located in one location and served by full-time ICEP staff and
IAPMET and IEFP exports who will provide one-stop information service and
advice {or polential investors, Lhereby minimizing their time and cost in the
application process, and allowing timely and cffective implementation of incentive
programs,



6.2
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Foreign Investment Promotion Measures for the Aveiro/Viseu Area and Activity Expansion and

Strengthening Programs

This section describes the basic concept of foreign investment promotion prograras for Aveiro-

Viseu region, and proposes a set of programs developed along this line, Proposed programs are

basically similar to those proposed at a national level in terms of methodology and tools, but

they should incorporate elements which take into account local characteristics. In addition,

arrangement should be made to supplement and support program implementation at a local

_level in areas of staff and budget, by coordinating efforts at a national level.

Framework of Program Formulation

The results of this study has revealed one drawback of foreign investment promotion activitics
conducted at a local level; it is not clear which organization is responsible for implementation
of the promotion activities. The Aveiro-Viseu region is no exception to this, Although the
following organizations are involved partially in foreign investment promotion activitics, each
conductsitsownactivitiesbased onits policy, organization, and function, without

coordination:

1) ICEP’s Aveiro office

2) IAPMEI's Aveiro and Viscu office .

3) NRC(CCRC Regional Coordination Office) and GAT {CCRC Technical
Support Office)

4) Local governments

5) Trade and industrial associations

All of these organizations are partly involved in promotion activities but nonc of them is
responsible for overall management, For potcnﬁal investors, it is not very convenient as many
information sources, Although these organizatioﬁs are partly involved in promotional activities
forthe Aveiro-Viseuregion, but none of themis responsible for coordination and
management of individual activities, For potential investors, this means that there are
different information sources and organizations to contact, discouraging them from further

commitment or action.

" Thus, it would become a major obstacle to promotion of investment by foreign manufacturers.

In this recognition, it is proposed to strengthen human resource and function of ICEP’s
domestic branch office and to position it as a respoﬁsible body for comprehensive promotion
programs, particularly foreign investment. For this purpose, programs proposed for
promotion of investment in the Aveiro-Visen region should be impicmcnted by ICEP’s

headquarters and overseas network as far as practicable, thus minimizing financial and other



burdens of local governments,

622 Investmerit Promotion Proprams

(1) Preparation of pamphlcts

@

This program consists of preparation of pamphlets regarding the Aveiro-Viseu region as
well as oxisting PR materials in English and other major langunages. These materials will
also be distributed to foreign potential investors through ICEP’s overscas network,

thereby to help establish public récognition of the region.

{Mote}Investment promotion pamphlet for Aveiro-Viseu areas were prepared by the
Mission in English and Japanese.

Preparation of the manual/guidebook for foreign éompanies to operate in the Aveiro-

Viseu region

A manual/guidebook serves as a reliable source of information for both domestic and
foreign companies intending to oper'ale'in the region, | _
This guidebook should include the following information to help potential investors
accurately cvaluate feasibility of their operation. Tn this connection, collection, analysis,
and editing of relevant data are important and should be conducted by areliable
organization including the central government,

- Investment opporlunities and advantages of the region

- Major characteristics of institutional framework relating to foreign investment,

and application procedures
- General description and current state of major industrial estates
- Major incentives and their actual application

- Current state of compaaies (particularly foreign companics) operating in the

region

- Current state of subcontractors by sub-sector
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Survey on foreign companies operating in the region, and production of visual PR

materials

Videaos, films, 'md slides are one of the most effective PR materials, which should report
foreign companies operating in the region, in addition to its major features and

advantages include following points.

- Investment promotion policies in the region, and industry sub-sectors given of

priority or preference
- - Reasons for foreign companies to site in the region
- Tax and other incentives available to forcign companies

- Current state of foreign companics operating in the region, their impacts on local

economy, and reputation in local communities

Investment promotion VTR film for Aveiro-Viseu arcas were prepared by the Mission in

English and Japanese.

Establishment and strengthening of communication network with foreign embassies and

ICEP

As neither Aveiro nor Visen has own base of investment promotion activities in foreign
countries, they should rely on embassies and ICEP’s overseas network. In particular,
establishment and strengthening of an effective communication network should be
promoted through ICEP’s headquarters. The network will be used for distribution of PR
materials including videos and films. Also, the local governments should actively
participate or co-sponsor ICEP-led programs, including the sending of investment

promotion missions and the receiving of foreign missions.
Co-sponsoring of investment seminars
Investment seminars held in Portugal and foreign countries should inciude the Aveiro-

Viseu region as a co-sponsor, as far as possible. Also, it is desirable to hold investment

seminars in the region under co-sponsorship with various organizations, which would

‘have a significant advertiising effect.

1) Investment seminars co-sponsored by domestic investment promotion

organizations, business organizations, and foreign investment promotion
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organizations operating in Portugal
2) Group meetings with corporations looking for joint venture in the region
3} - Group meetings with subcontractors in the region

4) Investment scminars held in foreign countries

-Strengthening of consulting service and staff

Foréign investors are often required to go through a complicated process, including site
selection (including evaluation), reporting requirements and application procedures
relating to investment and incentives. In other words, potential investors may find a
certain country or area attractive if it provides consulting service to assist them in the
process by staff who are familiar with applicable requirements and procedures. ICEP’s
Aveiro office is not suitable for this task in terms of resburce and authority. Thus,
alternative solutions are to train in-house staff to consultants or to hire investment

advisors who have been trained in outside organizations.
Joint campaigns with related Jocal governments and private organizations

A joint campaign focusing on the region by local governments, public organizations, and
business enterprises should be carried out in target countries, while securing government
subsidy as far as possible. Such campaign should aim to establish public recognition of
the region and to promote investment as well as tourism. Naturally, it is important to
have support and assistance of ICEP’s local office and related investment promotion

organizations.

Questionnaice survey and follow-up activities

Serics of questionnaire surveys should be conducted in key or strategic arcas of target
countrics to identify interest in the region. Companices who responded to cach
questionnaire should be contacted regularly.

Development of the investment information system and database

Data and infornation refated to investment in the region should be classified and stored

in a centralized system.



In particalar, those suitable for storing in a computer database should be inputtedtoa

databasc system at ICEP’s headguarters, so that they can be accessed from computer

terminals at ICEP’s Aveiro office.’

Such database should consist of at least the following lists:

D/

2)

3) |
4)
5)

6)

8}
9

10)

Companies and organizations which show interest in investment in the region;

Companies which are interested in joint venture with local companies in the

region;

Local suppliers and subcontractors;

Locally available equipmeﬁt and materials

Foreign cémpanies to which dircct mail is sent

Foreign companies and organizations to which questionnaire is sent
Industrial cstates and locations

Various cost datas

" Conditions of infrastructure

Supplying conditions of utility and tariff
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Expansion and Strengthening of Japanese Investment Promotion Activities

Propdsc(l investment promotion programs for Japan are basically similar to those proposed in

Chapter 6.1. This scction describes the important point Lo carry out promotion programs in

Japan.
Building of the Informmation Network

Clearly, activities to promote industrial investment by Japanese industrics in Portugal need to '
take an approach different from European and the U.S. industries by taking into account

decision-making procedures and other characteristics peculiar to Japanese companies.

The process should start from the establishment of a reliable network to provide invcstmeni
information on Portugal to sources which are frequently used by JapaﬁeSe companics in
studying and planning dircct overseas investment. In particular, the following organizations
provide useful routes for strengthening the information network. Regular contact with these

organizations should help establish quick access to useful information and advice. '

(1) Strengthening relationship with public agency such as *JETRO" and the use of its

domestic and overseas networks
Y] Cooperation with JETRO

JETROQ is the place Japancse companies most frequently contact to obtain
information related to overscas investment and consulting service. Similarly,
forcign corporations and investment promotion organizations often rely on
JETROQ) as the first Japanese organization to contact. JETRO is established by a
special law as an cxtra-governmental organization under the Ministry of Interna-
tional Trade and Industry. It operates a global network of offices, 80 overseas and
30 in Japan, and plans and implements a wide variety of projects worldwide. It
provides a wide range of scrvice to meet changing and diverse nceds of each
region, couniry, project area. Part of its industrial cooperation project, JETRO
offcrs the following services intended to promote Japanese investment in foreign

countries and technical cooperation:

a) Collection and dissemination of foreign investment related information to

Japanese companies;

b) Dissemination of information to foreign and Japanese investment promotion -

organizations;



2)

¢) Planning and sponsoring of investment seminars, as well as support and

assistance;

d) Assistance in sending and receiving of investment and technical exchange

promotion missious;

¢) Identification of investment and technical exchange projects, and assistance

in their implementation; and

f) Listing of companies interested in foreign investment and industrial sites
available in foreign countries, their compilation to a database, and

consultation based on the database.

These activities are backed up by experienced stafl and strategically allocated
budget, so that it is important to keep close contact with a department or division

which is responsible for a particular activity.

JBETRO has its office in Lisbon, which can be used as a primary contact to use
JETRO’s resources. Through the Lisbon office, access to a vast network of
JETRO héadquariers can be obtained. '

In particular, investment promotion programs in Japan, especially in regional
cmes other than major cities like Tokyo and Osaka, can be implemented under
coopcratlon from any of 30 JETRO Trade Information Centers throughout Japan.
JETRO’s network is very useful in designing effective presentation for a particular
region or arca and identifying potential investors by taking into account tocal

nceds. Thus, JETRO should be the first organization {o contact in planning such

" programs,

Considering its vast resources and capabilities, it is important to keep regular
contact with JETRO in order to get acgnainted with its organization, authority,
budget, and projects, which can be fitted into programs initiated by the

Portuguese government and other organizétions.
Establishing Communication Channel with Japan Small Business Corporation
Japan Small Business Corporation, under Small Business Agency of the Ministry

of International Trade and Industry, is spearheading promotion and vitalization of

small businesses, including assistance in modernization, structural transformation,
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(3

4)

®

and divcrsiﬁcatiéu. As a result, the corporation has a wealth of information related
to small- and medium-sized enterprises in Japan, as collected through regular
communicatidn. S'uc_h information presumably includes dircet investment by small
businesses in foreign countries. Thus, the corporation will serve as a good source
of information which may fead to discovery of potential investors or companics
looking for local partn_cfs in Portugal. Also, the corporation has branch offices
throughout Japan, which are useful in promotional activitics for small businesses

in regions other than major cities.
Cooperation with international organizations

The Japan-EC Industrial Cooperation Center is an excellent source of information on
industrial partnership and direct investment, as well as opportunities to promote joint
venture and technical assistance. Collaboration with the center is possible through
information exchanges. |

Coopcration with major city banks

Most of city banks have customers who may be interested in direct investment in
Portugal, They have been collcéting up-dated information, providing and consuiting with
customers for their overseas investment, Therefore, il is essential for the investment
promotion to tie-up with those banks which have branch offices in Portugal and interest
in business in Poriugal.

Cooperation with Sougou Shousha (general trading companies)

Sougou Shousha (genceral trading companies) serve as the primary wholesalers and arc
responsible for setiling accounts with makers and providing information to them, In
particular, these functions are important in foreign trade; many makers rely on Sougou
Shousha in obtaining market information and in market development. Sougou Shousha
plays a similar role in overseas investment. Also, Sougou Shousha offers a wide range of
service in forcign investment, ranging from collection of information, consultation, to
discovery of potential partners in joint venture business. Again it is very beneficial to
gstablish a commtlnicalion channel with related departments of Sougou Shousha, which

can be developed into personal networks and information sources.

Cooperation with business organizations

Many business organizationsinJapan are cndowed with resourcesinterms of

organization, fund, and information. In particular, regular contact should be maintained
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with leading business organizations, such as Keidanren, Kankeiren {coveringthe
Osaka/Kyoto régioh); and Kyuukeiren (covering the Kyushuu region), through periodical
visit and distribution of PR materials, which may lead to investment seminars as well as
trade or investment promotion missions. Efforts should be made to provide them with

updated and detailed information advertising investment opportunities in Portugal.
(6) Use of sister city relationship

Although only a few sister city affiliations exist between Japan and Portugal, such as
"Porto-Nagasaki", "Aveiro-QOoita" "Leiria-Tokushima" and "Cascais-Atami", these are
good starting points to advertise an image of Portugal to regional cities by holding or

- sponsoring events {0 promote economic relationship.

These events should preferably be attended by the ambassador or other high official of
Portugal, who is likely to be publicized on local news media to create a significant

advertising effect.
(7) Establishing a communication network with journalists

Japanese mass media has excellentinformation gathering capabilities and strong
influence on public opinions. The first step is to select a liﬁu’tcd number of media from
newspapers, TV and radio stations, and magazines, and to provide them with news
releases constantly. In the process, efforts should be made to develop closer relationship
by supplying useful information and holding press mectings and invited tours. A goal is
to win interest of journalists who become acquainted with Portugal and its relationship

with Japan,
632 Programs to Identify Potential Investors
(1) Etablishment of the Japan Desk within ICEP

This should be done by a team of persons who can effectivelj communicate with
Japanese people and arc familiar with Japancse and Portuguese economies, headed by a

key staff of manager class.

Our proposal is to make the team an independent section, namely the Japan Desk, which
i respoﬁsible for promotion of Japanés.e investment and trade, in particular management
of the entire programs in thesc arcas. Ideally, the Japan Desk should consist of a few
members includiﬁg prcscnf export promotion advisors sent by JETRO, and it should

dircctly report to the president or the vide president,
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- To cffectively identify J apanese potential investors and to serve prospective investors,

establishment of this task force should be given of priority as the most important project.
Organization of Japancse investment advisory group

This is a team of Japanese experts who support the Japan Desk as investment advisors.
The advisory group should be led by a Japanese expert representing a public
organization to secure fair and neutral viewpoint, with participation of other people

representing Japanese companics.

At the same time, another advisoty group should be organized in Japan by a number of
experts represcating public organizations to support ICEP’s representative office by
giving advice and proposing programs.

Project focusing on Japancse companics operating in countries near Portugal

Some of Japanese manufacturers operating in countrics near Portugal may consider the
country as the second or third production/material supply base. In particular, large
corporations, globally operated corporations in particular are expected to find
importance of Portugal in their stratcgicé relating to the EC and Europe, watching the
country’s comparative advantages and their changes,

As these corporations always look for latest information, periodic seminars on
investment climate and particular industry sub-sectors in Portugal are importaﬁt. Also
cifective are special events including guided tours on local industries, leisure, cultural
and educational facilitics, and housing, which would advertise an overall image of the

country.
Special scminars and mectings for major corporations

It is widely known that a special seminar or meeting for a major corporation is effective

in promoting investment,

In this connection, it is important to plan such seminar or meeting for different
departments of the major corporation, which are likely to have different policies,
strategics and objectives. Also, a special scminar and méﬂting for a particular industry,
including automobilcs, automolive parts and accessories, TV scts, VTRs, and
semiconductors - which Portugal considers the key prxbducts to future industrial
development - is mcaniﬁgful. In this case, dctailcci:'ﬁresclitation by experts and
participation of suppliers and subcontractors are recommended to further increase the
effect.
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(5) 450th anniversary events related project

In 1993 will be the 450th anniversary of the first Portoguese landing on Japan (Tancga-
shima), an extensive image advertising campaigns has already started to celcbrate the
450th anniversary of first Portuguese landing on Tanega-shima Island of Japan. ‘A varicty
of special events are being planned and provide opportunitics.to establish an accurate
and favorable image of Portugal. To raise interest of potential investors, investment and
trade promotion seminars as well as Portuguese produce exhibitions should be held in
major éitics, iné}uding sister citics. Again, co-sponsoting with local offices of JETRO
and Japan Small Business Corporation, local governments, and business organizations, is

recommended to maximize their advertising cffeet.

6-17



6.4

6.4.1

Organizational Arrangement for Program Implementation

The organization is the key to the success of the proposed promotion programs. In particular,

there is a need for afrangcmcnt to coordinate operations and opinions of ICEP and other

public organizations, and business orgamratrons Purthcrmore organizational arrangement of

ICEP relating to implementation of i investment promotmn programs should be reviewed and

restructured for each function.

At the same time, & new organization should be established to implement promotion programs

for the Aveiro-Viseu region, as proposed below. Such new organizational structure should be

linked to an overseas network consisting of related government authorities and business

organization, led by ICEP’s representative offices.

Program Implementation and Support at the National Level

(1) ICEP’s present organization

1} - General background

a)
b)

c)

d)

g)

Name: Portuguese Forcign Trade Tnstitute (ICEP)

Year of establishment: 1982 (Instituto do Comércio Externo de Portugal)
Authority: Law to establish ICEP of 1982

Law to reform ICEP of 1988

Law to reform ICEP in dissolution of 1TE

(Foreign Investment Institute) of 1989

Organizational reform under Decree 428/91 on October 31, 1991
Organization: Under supervision of the Ministry of Commerce and Tourism
(Ministério do Comércio € Turisomo) '

(Sce Figure 6-3 for its organizational chart)

Headquarters in Lishon B

6 domestic offices (Oporto, Aveiro, Covillia, Guimaries, Funchal, and

Ponta Delgada)

42 overseas offices in 35 countries (including Tokyo)

589 employees (including 140 local staff, both domestic and overseas)

Annual budget; 54 billion ESC in 1990

8.7 billion ESC in 1991

-7.3 billion ESC in 1992 :
Gencral council (Corselho Geral) responsible for advice and approval of
overall management, organized by 5 rep.rcscntatives of business organizations

appointed by public organizations and two ministrics (Ministry of Commerce



and Tourism, and Ministry of Industry and Energy) designed by law, and
ICEP’s president and secrelary

2)  ICEP’s functions

ICEP is a public organization responsible for promotion of Portuguese trade and

foreign direct investment in Portugal, and its major activities are classified into the

following 4 arcas:

a)

B

d)

Trade promotion (mainly exports)
Promotion of foreign investment
Assistance of Portuguese industries in foreign operation

Collection, analysis, and dissemination of trade, investment, and economic

information

In the area of foreign investment, ICEP is responsible for the following activities:

g

h)

" Dissemination of information, support, and guidance to foreign investors

Supervision of legal applicationrelated to fori and regis'tr'ation of

investment application, and approval for investment application

Advise and guidance for effective contact between foreign investors and

public organizations/private enterprises

Promotion and support of industrial cooperation between domestic and

foreign enterprises

Dissemination of information on industrial sites to potential investors, and

assistance in site selection

(2) Proposed reform in ICEP’s domestic organization

To further strengthen ICEP’s present organization and function, the following reform is

recommended,
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~ Establishment of an organization which directly advises [CEP’s Foreign Investment
Division - liaison council on ‘p'romotion of foreign industrial investment: Such organization
is organized by officials of IA?MEI, which accepts and approves application for
investment incentives, anid B.F.E, which serves as both development and exports/imports
banks, and joinéd by representatives of business organizations such as CIP and AIP.

1) Management of the liaison council
The liaison council will be organized by members rcpresenfihg investment
promotion organizations, banks, and business organizations, under the agreement
and approval of the Ministry of Commerce and Tourism and the Ministry of
Industry and Energy, and under the leadership of ICEP. The council will serve as
a public advisory organ for implementation of forcign investment promotion
programs. Its secretariat will be located in ICEP (¢f. Figure 6-1).

2)  :Functions of the liaison council

a) To endorse basic policies for promotional activities;

b) To consider proposals, requests and implementation polices referred to by

members;

¢) To decide on aclual programs for promotional activities; and
d) To cvaluate the above programs.
e) To ostimate the program budget and provide advice on budget request.

3) Integration of information networks for the council members
While cach member organization is responsible for its own information resources,
an integrated database should be established as early as possible. In particular, as
programs for promotion of foreign investment are carried out under the
lcadership of ICEP, databases of the member organizations should be connected
to that of ICEP to process related information quickly and effectively.

4 Need for increase in ICEP’s staff and budget

To operate the liaison council and to implement promotion programs in an

integrated mannecr, significant increase in ICEP’s staffing and operating budget



6.4.2

will be required.

Program Implementation and Support at the Local Level

As pointed out in paragraph 6.2, any of existing investment promotion organizations for the

Auveiro-Viseu region does not supervise overall promotional activities.

Lack of leadership in investment promotion should be corrected by establishing an

organization which defines responsible bodies of implementing a varicty promotion programs.

This organization is designed to fit into present situation of the Aveiro-Viscu region, thus

offering a feasible solution.

1 Establishmenf of Aveiro/Visen Investment Promotion Council

At present, the following organizations are involved in promotion of investment in the

Aveiro-Viseu region:

1)
2)
3)
4)
5)

ICEP’s Aveiro office

- IAPMET’s Aveiro and Viseu office

CCRC’s local office
Local governments

Private industry organizations

The proposed council will focus on promotion of investment, particularly foreign

. investment and will be organized by selected organizations, among the above, which are

cager to promote foreign investment in the region. The council will have its secretariat at
ICEP’s Aveiro office, which will provide functional linkage to ICEP headquarters which

is responsible for investment promotion at the pational level. The entire organization of

the council is illnstrated in Figure 6-2.

(2) Management of the council and its activities

1)

Management

a) The council will be organized by members representing selected investment

promotion organizations.

b) The secretariat will be established at ICEP’s Aveiro office.
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¢) Eachofthe member orga'ni.zafions will appoint one staff to support

management of the secretariat as required.
d) The council will meet at least once per month,

¢) The council will be operated in close communication with ICEP

headquarters.

f) ©Operating cxpcnscs will be borne by the member organizations which
contribute membership fees, while actual promotion programs will be fi-

nanced by ICEP’s and the central government’s bﬁdget as far as possible.

g) The council may obtair support and assistance of foreign investment advisors
who will be hired by ICEP headquarters.

2)  Activities

The council will ¢valuate actual promotion programs proposed in 6.2.2, select
target countries, and sct priorities for implementation. Its primary responsibility
is to coordinate activitics and programs of the rriembcr organizations on the basis
of generally acceptable criteria including rationale and consistericy, thereby to
maximize the efficiency of promotional activities by taking into account resources

available to each member organization,

Also,the council will set forth basic guidelinesior promotion of foreign
investment and actual operation, and will lead coordinated activitics of the

member organizations to offer programs in line of such gutdelines.
(3) Upgrading of ICEP’s Aveiro office

ICEP, inits present organization, is not capable ofcffecliveiy promoting foreign
iavestment at a local level. If ICEP is to play a central role in establish the proposed
organization as well as coordination of promotion .pro'grams, ICEP Aveiro office should
be upgraded in terms of staffing and allihority related to actual promotional activities. In
particular, the manager of the Aveiro office should be dclegétéd with more authority to

provide basic service focusing on a certain area and/or industry.



Figure 6-1
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FPigure 6-2 ORGANIZATIONAL ARRANGEMENT CHART (AVEIRO-VISEU AREAS)
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Chapter 7 Industrial Development Plan for the Aveiro-Viseu Region

7.1

Objective and Direction of Regional/Industrial Development

Based on classification in Figure 3-3, Figure 7-1 was developed after several adjus{mcnts(NOte)

* to take into account local characteristics pertaining to industrial development as well as

measured development potential. This represents the zoning process to establish a basis of
industrial development plan;. local characteristics in cach zone are defined, and objectives and

directions of industrial development are established.

As seen in Figure 7-1, the Aveiro-Viseu region is divided into the following zones according to

their level of industrialization:

1) Industrialized zone
2)  Core municipality A
3) Core municipality V
4)  Agro-industrial zone
5) Viseu satellite zone

6) Agro-forest zone

(Note): 3 municipalitics, 1lhavo, Mealhada, Sever do Vouga, were re-zoned in Figure 3-3,

Reasons for these rezoning are given in each zone.
{1) Industrialized zone
(Local characteristics)
1)  This is an industrialized area around Aveiro.

) 7 municipalitics contained in the zone are located old highways, IC1 and 1C2,

while new arterial highway (IP1) runs through them.

Note 1: Ilhavo shows the highest population density as well asthe den.si'ty of
manufacturingindustryinthe region, thus should be classified asthe
industrialized zone (induétrializalion level I). However, the municipality is
classified as the agro-industrial zone, partly because it does not have direct
aceess to IP1 and partly because it’s local characieristics are similar to those of
the agro-industrial zone in many respects. Thus, Hhavo has characteristics of

both the industrialized zone and the agro-industrial zone.



Note 2  On the other hand, Mealhada is in the lower level of industriatization {level IT),

compared to other municipali'tics classified into the industrialized zone,
Nevertheless, it is included in the industrialized zone becauss of its direct

access to IP1 and gcogréphical characteristics similar to other municipalities.

(Advantages and constraints)

Advantages:

Y]

Established industrial/technological base as the third largest industrial area in the

cotniry;

2y Relatively highlevel of industrialinfrastructure (including universities and
colleges); '

3)  Availability of a major market within the zone, and strategic location in terms of
access to Porto, Lisbon, and the international border; and '

4) Qcean transport access as a gateway to other countries. .

Constraints:

1)  Limited availability of industrial Jand and water;

2) Increased risk of environmental impacts, i.e. factories are encroaching in the
enviconmental preservation district;

3) Increase in wage level due to shortage of labor supply; and

4) Increased congestion on road traffic.

(Objectives and directions of industrial devclopment)

By

2)

The 7zone should be re-developed into a supply center of capital goods, starting
from import substituic goods and finally parts and components to the EC,

Factors scattered in the environmental preservation district should be relocated Lo
the industrial district. -



3)

4)

- Upgrading of production technology and increase in value added by using the

existing technological base, thereby to absorb cost pressure from wage increase.

In light of constraints in supply of industrial land and water, small- and medinm-

scale capital intensive light industrics should be attracted,

{Sub-sectors recommended for accelerated development)

D

2)

: )

Automotive parts and componenis

To meet growing domestic demand in response to large investment products in

the autom_obile industry (including Ford and Volksvapen project).

Machinery and cquipment/metalworking industries

To upgrade traditional motorcycle and bicycle industries to have international
competitiveness. At the same time, to produce import substitutive capital goods
and to modernize metalworking industries which support equipment and
machinery production, while fostering subconiractors.

High-tech and R&D industries

To take advantage of opportunities for joint research with Aveiro University and

amenities for rescarchers and engincers.

@ Core municipality A

Albergaria-a-Velha is positioned as core municipality A (Core-A) in Aveiro arca.

(Local characleristics)

1)

2)

The municipality is strategically located in terms of road transport, as a crossing
point of 2 pew arterial highways (IP1 and IP5), while having 2 old highways (IC1
and IC2),

Relatively high level of industrialization (level I1) and availability of industrial land



(Advantages and constraints)

Advantages:

1

Proximity to 2 market and industrial centers, Aveiro and Porto, with good access

(o Viseu,;

2)  Relatively high level 6f industrial/technological base (industriatization level IT);

3) Ix)catioﬁal advantages in adjacent to the industrialized zone;.

4)  Relatively abundant supply of industriat land; and

5) .Municipa!ity offers *;fcry high development potential. -

Constraints:

1) Undcveléped r.oad network (physical distributioﬁ and commuting) accessible to
the new highways;

2)  Limited suppl.y of industrial estates which serve as a coré of industrial
development;.and |

3 Undeveloped urban amenities and living environment for professidnal and

management class employees.

{Objectives and directions of industrial development)

D,

2)

3)

4)

The municipality should be developed to an industrial and distribution ceater in

Aveiro arca.

Also, it should be developed as an intermcdiate point for movement of

technology, people and goods to Viseu arca.

Industrial development to accommodate factories relocating from the

industrialized zone

Emphasis on promotion of small- and medium-scale capital intensive light

industries and modernization of traditional industrics
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(Sub-sectors recomniended for accelerated development)

1

2)

Machinery and cqiﬁpment/metalworking industri¢s

The arca has a technological base for machinery and equipment production and
metalworking by accommodating the largest number of thesc industrics in Aveiro
area, while being adjacent to Agueda where less and less industrial land is
available. .

Woodworking industries
There is a large number of woodworking industries using locally available pine

and eucalyptus, thus the area can set an example for modernization of traditional

mdustries.

(3) - Core municipality - V

Viseu is positioned as core municipality V (Core-V) in Viseu area.

(Local characteristics)

H

2)

3)

Viseu is located at a crossing point of 2 new arterial highways (IP5 and 1P'3). 1P3
has been completed for a southward section starting in Viseu, and a northward

route is planned to be completfed in 1995,

Core-V is geographically located in the center of Viseu area, containing relatively

large flat land in a basin-like area.

The level of industrialization is highest in Viseu area (level IT), while there is

relatively abundant supply of industrial land.

{Advantages and constraiats)

Advantages;

)

2)

Direct access to Aveiro and Coimbra via IP5 and P3;

Strategically located in the midway between the coastal industrial area and the

“border with Spain, offering the best access in the country to the rest of European

Continent;



3)  Availability of indusirial land at relatively a low cost;

4)  Abundant supply of unskilled tabor with relatively a low wage; and

5)  Amenities offered by natural énvironment.

6)  Allin all, the area has very high development potential.

Constraints:

1) Limited supply of professional and manager class workers;

2) Remotencss from central markets of Porto énd Lisbon;

3)  Lack of wiban arne.nities; and

4) Undevelqpcd local transportation networks accessible to new arterial highways

(Objectives and directions of industrial development)

1)

The area should be developed to an industrial and distribution center in Viseu

area, as well as a core city for industrial development in the surrounding area.

At the same time, it should be positioned as a promotion center for modernization

of small- and medium-scale traditional industries in Viseu area,

Finally, cfforts should be made to develop amenities based on natural

environment to attract high-tech industries in the future. .

(Sub-scctors recommended for accelerated development)

1)

Household appliances and automobile assembly

To attract major investment from foreign countries in industrial areas which are
relatively labor-intensive and have a wide range dfrciatcd industries, thereby
serving as a basis of fostering local industries. Such industries are expected to
serve domestic and EC markets. Automobile and houschold appliance industries

satisty these requirements.



2)

3)

Food processing, woodworking, furniture, leather, ceramic, and printing

These are traditional industries in the area, and their modetnization (in terms of

design and production technology) should be promoted.
High-tech (electronics) industries
In particular, the electronics industry requires clean air and water. While Viseu

arca-offers locational advantages, other amenities should be developed over a long

period of time,

(4 Agro—indt_lstrial Zone

(Local characteristics)

1

2)

3)

This zone consists of 5 municipalitics located along the coast of Aveiro area. It
has developed along old national highway (IC1) and is not served by a new arterial

highway. Murtosa is not served by ICL.

The zone is classified as industrial level 11, excepting Ilhavo which is rated as level
L. Major industries in the zone are agriculiure, fishery, dairy farming, forestry, and

tourism, Thus, the word "agro" represents these pri'mary products and services.

The above analysis is supported by percentage distribution of manufacturing
industries in the zone, where food industries using primary products account for

56%, well above an average 39% in Aveiro area.

(Advantages and constraints)

Advantages:

In terms of industrial development potential, the zone does not have significant

advantage compared to other zongcs,

Constraints:

1

2)

It is difficult to secure sufficiently large industrial land, in light of harmony with

. other non-manufacturing industries,

To use the new arterial highway, it is necessary to go to Aveiro first via IC1 and



_other roads,
{Objectives and directions of industrial development)

1) To organize and modernize existing small- and medium-scale enterprises as well

as microenterprises.
_ (Sub-sectors recommended for accelerated development)
1} Food processing

Emphasis should be made on food processing industries using locally available
products (agriculture, fishery, and dairy) and serving the domestic market.

(5 Viseu satellite zone
(Local characteristics)

1) This zone consists of 5 municipalities located on the south side of Viscu, which

. serves as a center of industrial development.

2) The level of industrialization is still low (level III). The zonc is endowed with

water resources and contains wide flat land,
3) it is generally suitable for resort based on rivers and forest.
(Advantages and constraints)
Advantages:

1) Development potential has increased, as IP3 runs through centers of Tondela and

Santa Comba Dao, and IP5 passcs the northern part of Manguatde.
Constraints:

1) Lack of direct access to Aveiro, Porto, and other European countries (via Viseu),
being relatively remote from major markets and industrial areas. '

2) Weak industrial base



(Objectives and directions of industrial development)

1

2

Industrial development should be promoted in close coordination to Viscu (Core-

V), to which the zone has strong linkage in tcrms of road transport and

geographical proximity.

As the first stage, the priority should be given to Tondela and Mangualde which

are closer to Viseu and new arterial highways (1P3 and IP5).

(Sub-sectors recommended for accelerated development)

)

2)

Sub-contractor in Viseu

Industries supplying parts and components to major industries to be attracted in

Viseu (Core-V), including metalworking, plastic, and rubber.

Modernization of traditional industries (woodworking, food processing, and

metalworking)

Food processing accounts for 50% of manufacturing industries currently located
in this zone, while woodworking represents 19% and metalworking 18%.
Emphasis will be placed on developing competitiveness of these industries with,
foreign products which are expected to be imported in large quantities after the

unification of the EC.

{6) Agro-forest zone

(Local characteristics)

)

2

The zone consists of 10 municipalitics on; 8 municipalitics on the north side of
Viseu (Core-V), Mortagua on the southwest side of Viseu, and Sever do Vouga in
Aveiro areawhichisadjacentto Viseu area having similar gcographical
characteristics to the others. It is rated as the lowest level of industrialization

(Level IV) except Sever do Vouga in Level 11,

The zone does enjoy much benefits from the new principal roads. Of9
municipalities classified in Level 1V, Oliveira de Frades and Vousela which are
served by IP5, and nearby S.Pedro do Sul show a higher level of industrialization

than other 5 municipalities.



(Advantages and constraints)
Advantages:

In terms of industrial development potential in the near future, the zone does not have

significant advantage.
Constrainis:

1)  There are maﬁy slopes in the zone, making it difficult to obtain snitable industrial

land in sufficient size.

2).  Poorroad access

3}  Weak industrial base -

(Objectives and directions of industrial development)

1)  For the time being, promotion efforts should be limited to further development of
traditional industrics. In the long run; diversification of industries should be
contemplated to enjoy benefits from a trickle-down effect of indusirial
development in Visen (Core-V).

(Sub-scctors recommended for aceelerated development)

1)  Woodworking industry

To increase value added for the woodworking industry usivg locally produced

materials.
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Strategies and Selected Programs/Projects
Basic Industrial Promotion Strategics

- All the local governments (municipalities) in the region do ‘zot welcome the industries which
may adversely affect the région’s environment, and environmental preservation is one of major
national policies. Also, the local governments expect industrialization in harmony with exist-
ing industry sectors. Thus, the first strategy can be expressed in the following statement,

“which is also considered as the prerequisite to industrial development.
(Strategy 1) Industrial Promotion in Harmony with Environment

Industrial development must be promoted in harmony with natural environment,
within the context of environmental preservation policies of the national and local
governments. In particular, a contemplated industrial development plan shounid
take into account the principles and guidelines of the National Agriculture Pres-
ervation Program (RAN) and the National Ecological Preservation Program
(REN). At the same time, industrial promotion should be in harmony with other

industrial sectors, e.g., agriculture, forest and fishery.

Aveiro and Viseu have significantly different characteristics, in terms of the level of
development, geography, topography, and industrial structure, different strategy needs to be

established for cach area, as expressed in the following statements,
(Strategy 2) Modernization and Upgrading of Industries in Aveiro

The Aveiro area is the third largest industrial area next to Lisbon and Porto.
However, it faces its limit for further industrial development, without effective
management, due to conflict with other land uses such as farming, forestry and
housing, shortage of labor supply, and environmental problems, Thus, industrial

' (ievclbpmcnt in the area should focus on promotion of more sophisticated, higher
value-added, and hi-tech industries by using industrial base which has established
to this date, in addition to relocation of existing industries.

(Strategy 3) Accelerated Promotion of Industries in Viseu

Under this strategy, the first priority is given to Viseu, the core municipality
having the highest development potential. Then efforts should be directed toward
_surrounding municipalities with the next highest potential. In this conncetion, as it

is difficult to accomplished the objective by a combination of existing small



enterprises with conventional facilitics and technologies, large corporations having
a diverse range of support industriés should be attracted to the core municipality

as a basis of accelerated industrial promotion.

Then, another important factor to be considered in the industrial promotion strategy is a new
highway (IPS) which has connected the two areas to facilitate interaction. As regional
dcvelozpmcnt in Portugal is confined to coastal arcas and its cxpansion to inland areas, so-
called "castward advanccmént", IP5 provides an opportunity for the region to become a model
case of "eastward industrialization”. In this context, the fourth sl'r'atégy is éxpressed as follows.

 (Strategy 4) Industrial Dissemination and Establishment of Industrial Linkage

This strategy first focuscs on_disseminalidn of industrialization from the Aveiro
area to the Viseu area, as well as the establishment of industrial h’nkage. between
the areas. The second priority should be given to industrial decentralization and
the strengthening of inter-industrial linkage in ecach arca or municipality. It
should be noted that decentralization, dissemination, and linkage should be
induced consistently with economic principles, not forced by law or government

action,

The Aveiro - Viseu region have a diverse range of traditional industries; food processing,
metalworking (steelfurniture), machineryand transportequipment (bicycles and
motorcycles), sawn wood and woodwork, paper and pulp, ceramic (tile and porcelain), textile
and garment, and leather products (footwear). Although these industries, exccpting.food '
processing, supply important export items, they are generally slow in modernization and are
likely to competitiveness after the unification of the EC market, Thus, the fifth strategy should
address this issue.

{Strategy 5) Modernization of Traditional Industries

The most effective means Lo maintain or strengthen international competitiveness
- of traditional industrics is to manufacture products which meet changing market
necds. Competitivencss in terms of design, quality, and pricing requires
modernization of manufacturing technology. Thus, this strategy aims to introduce

advanced technology nceded for traditional industries.

‘Now, the above five strategies are incorporated into the industrial promotion concept for the

Aveiro-Viseu region, as follows:

To promote industrial dissemination within the context of environmental preservation and
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harmony with other industry sectors, through separate development sirategies for the Avciro

- and Viseu areas, which are significantly different in characteristics, while ensuring the stronger
linkage between the areas. In particular, effective support and assistance should be provided
for traditional industries, dominated by medium- and small-size enterprises, for the purpose of
strengthening their in.ternational competitiveness in preparation for the unification of the EC,

722 Selection of Programs/Projects to Implement Basic Stratcgies
1n this section, conditions which are essential in achieving a development objective but lack or
‘are in sufficient in the region are identified for each strategy as development "reguirements",
These conditions may be considered as "input” required to accomplish the objective. Then,
means to meet these requirements, denoted here as programs or projects, arc identified.
(1) Industrial promotion in harmony with primary factor and environment - both areas

(Requirements)

1) Appropriate factory sites well equipped with infrastructure in the industrial zone

2)  Well organized industrial waste management system :

3) . Relocation of factories scattered in the agro-forest zone to the industrial zone
(Programs/projecis)

1) Industrial park construction project

2) Centralized industrial waste treatmeant facilities construction project

3) Support program for factory relocation
(2) Restructuring and upgrading of industries in Aveiro area
(Regnirements)
1 Relocation of factories scattered in the agro-forest zone to the industrial zone
2) Diversificalion to high valuc-added capitat goods production
-3 Groundwork for fostering hi-tech and R&D industry.
(Programs/projects)
1) Industrial park construction projects in Aveiro and vicinity municipalities

2) Support for factory relocation
3) Joint-venture job promotion program for latest/modern technology introduction
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Intensive industrialization of the core municipality in Visen area
{Requirements)

1) Creation of industrial seeds (large scale industry)

2) Preparation of investment climate

3) Groundwork for inviting hi-tech and R&D industry

(Programs/projects)

1) Large scalc foreign investment attraction program - assembling industries

2) Large scale industrial park construction projects

3) Towaship construction prbjecl .

4) Viseu airport upgrading project

Industrial dissemination to potential areas and less-industrialized areas - both areas
(Requirements)

1 Mechanism and infrastructure for casy movements of personnel, goods, capital
and infermation

2) Linkage/subcontracting jobs among areas and municipalities
(Programs/projccts)

1) Industrial park construction project

2) Large scale investment attraction program - assembling industry

Note: The concept of industrial disscmination is shown in Figure 7-2, which is made up
of the following directions:

1)  Within each municipality, from the existing industrial zone to the area along
the new highway;

2} Within the Aveiro area, from the existing densely industrialized arca to
Alb_ergaria-a-Véiha and Mcathada which are located along the new highway
and have industrial infrastracture;

3)  Within the Viseu area, from Viscu to its vicinity; and

4)  From the Aveiro area to the Visen arca (as well as foreign investment),



(5) Modernization of traditional industry and introdoction of now technology - both arcas

. (Requirements)

1) Foreign invcétmen_l in the form of direct investment

2) Investment to capital intensive projects for modernization of technology,
equipment and machinery

3) Modern management method instead of traditional family type management skill

{Programs/projects)

1) Institutional financial credit facilities program for new investment especially for
SMls. '
2)  Education program for entrepreneurs in managerial skill

3) Foreign investment attraction program for the region
Note: 1) and 2} above should be dealt with at a national tevel.

Programs/projects proposed above, designed to meet "requirements for development”, contain
those which address local issues to be implemented under leadership of local municipality,
and thosc which are to be dealt with at a national level. Also it became apparent that one sub-
program or project could serve as a means 10 accomplish the development objective of more

than two programs.
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Relationship between these five strategics and programs/projects is snmmarized as follows:

Stratepies o Proprams [proiects

1) Industrial promotion 1. Development of industrial
in hérmony with pafks‘(prdject)_
“environment 2. Construction of centralized
2} Modernization. and industrial waste treatment
facilities (project)

3. Industrial relocation

upgrading of

industries in Avéiro
3) Intensive industri- (program)
alizatibn of the core -4, Promotion of J{V with foreign

mﬁnicipality in Viseu ani
4) Industrial

dissemination

companies (program)
S,Attréction of large-scale
. foreign investment (pfogram)
and linkage. 6. ﬁevelopment of living '
S)Modernization.of environment (project)
traditional industry 7. Development of Viseu airport
(project) .
8. Management. education of
_entrepreneurs

(national-level program)

9, Institutional financial credit
facilities for SMls

(national-level program)
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Implementation Schedule of Programs and Projects

Inter-Relationship Between Programs/Projects and Their Implementation Schedule

- Preliminary schedule for selccted national and local programs and projects is shown in Figure

7-3, Based on this figure, inter-relationship between the programs and projects, the order of

implementation, and priority are described as follows. Note that the first year covers July

@

@

&)

(4)

1992 through June 1993, and the same period for ensuing yoars.

The entrepreneur management education program and the institutional financial credit

facilities program for SMIs, both to be promoted as national prograrms, should preferably

.be implemented as a pair of programs. The period of programs is assumed to be 5 years

long, with one year for discussion and preparation. In particular, the institutional

financial credit facilities-program is expected to complete ils purpose as the Portuguese

high interest rate policy to control inflation rates will terminate within 5 years. The
entreprencur management education program is designed to be incorporated into the
financial program as part of qualification o use the new institutional financial facility,

thus lasting 5 years as the first trial of the program.

“The large-scale foreign investment attraction program and the joint venture job

promotion program are positioned as promotion activities specially designed for the

Aveiro-Viseu region, in addition to similar projects implemented by ICEP at a national

" level. These programs can be started immediatoly, and in fact their early implementation

is desirable. Thus, these programs will start in the first year, with 5 years of
implementation to achieve sufficient results. Thelarge-scale foreigninvestment
attraction program is intended to establish "industrial seeds” in the Viseu arca, while the
joint venture job promotion program will mainly contribute to modernization of

traditional industries in the Aveiro area.

The industrial relocation program should be given priority; it should be started as early
as possible, with 3 years of implementation. While it is important for the Aveiro-Visen
region as a whole, the Avciro area should be priotized in consideration of industrial

conceniration in the arca.

Under the industrial park construction project, at least one large industrial park (150 to
200ha) each will be constructed in the Aveiro and Viseu areas. The industrial park in the

Aveiro area is designed to accommodate medium- and large-size factories relocating

from the existing area of industrial concentration, as well as new factories including those

constructed under the joint venturé job promotion program. Thus it is cxpected to

spearhead the introduction of advanced technology and high-value added capital goods
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production. On the other hand, the industrial park in the Viscu arca will accommodate
foreign investment projects to be implemented under the larga-scate forelgn investment

attraction program.

Censtructlon schedule is established under thc assumption that the jomt venturé job
promotion program and the large- -scale foreign investment attraction program should
produce the first results within 1 year and 6 months after the start of their 5-year plans.

During the period, suitable sites will be identified and acqmrﬂd Then, it will take

~ another year and a half to complete the first phase of large-scale industrial park

construction. Finally, additional one year and a half wilt be allowed for subsequent

phases development according to the progress of occupation.

The centralized industrial wasto trcatment facilities construction prO]CCt will be
incorporated within the framework of the Study on Productlon, Treatment, and
Elimination of Harmful Wastes, which is being nmplcmenmd at a national level. This
procedure, together with land acquisition, will take about one year. Then, construction
will take about 1 year and 6 months.

The Visen airport (airdrome) upgrading project and the township construction project
will be planned in the first year, so that they can be started once a large-scale foreign
investment project in the Viseu area is decided. Construction will start within 1 year and
6 months after the inception of the development plan. The airport project will be
completed in one year to timely serve the large-scale foreign investment project. The
township project will siart with the airport project but it will take 4 to S years before it

nears the stage of the first stage completion.

I the programs and projects proceed as scheduled, in the sixth yoar, the Aveiro-Viseu region

will have the foundation of industrialization in harmony with cnvironment and equipped with

modern technological base.

Now, individual programs and projects are reviewed in terms of their background, rationale,

and objective, followed by implementation methods and major considerations.

Entreprencur Management Education Program

{1} Background, rationale, and objective

The bottleneck to modernization of any industry sector, including manufacturing, is old-
fashioned corporate management - particularly owners of medium- and small-size

enterprises and microcnterprises. These enterprises are often operated in the form of
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corporationbut actuallyare managed as family business, characterized bythe
management style focusing on short-term profit. The major shortcoming of such
management is found in that profit from corporate activities is not re-invested for
modernization of facilitics and equipment. And this lack of re-investment for new
facilities and equipment is a major cause for small enterprises in-Portugal to lag behind
in industrial development. For this reason, cducation of enterprise owners and managers
forms an integral part of industrial promotion, and the entreprencur managemont

education program needs to be implemented throughout the country. -

Implementation body

- 'The program should be implemented by the Institute of Institute for Sapport to Small

and Medium Sized Entcrprises and Investment (IAPMEI), under the Ministry of
Industry and Energy. TAPMEI is headquartered in Lisbon and has 10 branches in major
citics including Aveiro and Viseu. IAPMEI mainly conducts the following activities:

1) Application for financial incentives (SIBR, PEDIP, etc.)

2). - Market and other surveys and technical support for small enterprises
3) Modernization project
4)  Promotion of cooperation between enterprises as well as international

cooperation with other organizations

The program will be conducted by instructors who are temporarily hired from

universities and training institutes.
Eligibility
The enireprencur management education program is designed for owners, managers and

new investors of small- and medium-size enterprises as well as microenterprises,

particularly those in relatively young age groups.

‘Major courses

1) Accounting

2)  Cost control

3) Markeling

4) Business planning

5) Management principle
6)  Financial analysis

7)  Personnel management
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8)  Quatily control

As the program is designed to teach the modera managcment prmmpfe and methodology
for manufacturing cnterprises, education of production techrology is not included in the
curriculumy; technical education will be mclude,d in IAPMEY's technical support service,

as mentioned cackier.
Implementation methad

D Each course will be conducted by using the same textbook throughout the country
to ensure the same level of education. .

2) Each course will be conducted mainly at night (2 hours each day), consnstmg of 10

' hours (5 days x 2 hours: 1 course per week). Thus, to complete all the eight

courses, 8 wecks,.tdtal 80 hours, will be required. -

3)  Inaddition, daytime intensive (around 2 weeks) courses should be offered.

4) Certificate of completion will be issued to each trainee who completes the
program.

5) Each irainee will bear costs related to textbooks and instructors, with other
expenses to bo borne by IAPMEIL

Implementation schedule (Figure 7-3)

As the progfam:will be conducted in combination with the institutional financial credit
facilities program, which is described in the next section, the first phase of the program
will take 3 years, after onc year of preparation.

Consideration

To cnsurc the success of the program, cerlain incentives or compulsion for traineces are
necessary, For this reason, persons who obtain financial incentives such as SIBR and
PEDIP or who use the proposed institutional financial credit facilities, as discusscd in
the next scclion,' should be required to submit the certificate of completion on the

management education program.

Institutional Financtal Credit Facilitics Program for SMis

(1)

Background, rationale, and objective

1) Medinm- and small-size enterprises as well as microenterprises, which are mosily

classified as traditional industries, are lagging behind in the modernization
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proccss and havelostor arelosinginternational competitiveness. Their

rehabilitation requires technological renovation through capital investment, which
s difficult to be firanced by small enterprises with poor financial resource. -

While various investment incentives such as PEDIP and SIBR are availablc, critics

say that they are not casily accessible by small cnterprises,

2) At present, Portugal has no financial credit facility specially designed for
industrial dev_clopment of medium- and small-size entérpriscs and
microcntarf)riscs. Meanwhile, the high-interest rate poﬁcy under the inflationary
pressure hasbeen workingto 511ppre$s investment, sacrificingindustrial
modernization. If the monetary policy is to be continued for a while, some relief

measures for small enterprises should be provided for a certain period.

3) Investment incentives such as PEDIP and SIBR are provided in the form of grant.
However, loans have advantages in stimulating self-help effort of small enterpriscs
and benefiting as many enterprises as possible through the recycling of funds. For
this purpose, the establishment of long-term loan program at a low interest rate is

recommended.
The program should also be implemented at a national level covering the entire country,
Implementation body

As fhis progratﬁ is expected to implement in combination with the entreprensur
manageﬁwnt education program, IAPMEI should be responsible for management.
However, the banking business involved in this prograni should be borne by bankers.
The Caixa Geral de Depositos (CGD), a state bank, which has the largest branch
network and has cxperience in financial service for small enterprises is recommendable
as the principal bank of the program. In addition, all the commercial banks should be
chartered to handle loans under the program in order to minimize regional difference in

terms of loan accessibility,

Eligibility and scope

Persons eligible for loans under-the program are operators of medium- and small-size
eaterprisesand microenterprises, who have completedthe saidentreprencur

management ¢ducation program,

The loan will be extended to the following purposes:
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