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Abstract

This article analyses the current socio-economic situation in Portugal from the perspective of the
transition to a knowledge-based society postulated by the European Union’s Lisbon Strategy. It
provides a critical examination of the latest trends in the Portuguese economy, taking account of the
twofold impact of EU financial assistance and discussing the extent to which the contemporary
Portuguese economy may be characterised as knowledge-based. The article further turns to
assessing present levels of human capital in the country. The challenge of enhancing human capital
is studied within a broader scope of the production and spread of knowledge. Several kinds of
institutions and their present performance are analysed to this end, including schools, higher
education establishments, private sector enterprises and frameworks for importing human capital from
abroad. In conclusion, the complex nexus of knowledge and development is addressed in terms of its
general relationship with human capital and the economy, as well as providing some directions for
further research that could contribute towards clarifying this linkage.
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IN 2010, PORTUGAL ENTERS ITS 25" YEAR AS A MEMBER OF THE EUROPEAN
Union. It is widely asserted that EU membership, not least due to the resulting financial and
organisational support, can prove instrumental in bringing about vitally important changes to
the entrant’s economy and society. In exchange, the entrant is expected to pursue economic
convergence with the EU leaders and to demonstrate advancement in its development.
Today, in some aspects of socio-economic development, Portugal still seems affected by the
“curse” of centuries-long backwardness and peripheral status (Corkill 1999; Anderson 2000;
Syrett 2002; Birmingham 2003). Simultaneously, in other aspects, the country gets praised
as an example of rapid modernisation and ‘catching-up’ with the historically more developed
part of Europe (Pinto 2003; Royo and Manuel 2004; Medeiros 2005; Barreto 2007a). Hence,
on the whole, Portugal represents a controversial example as to whether, and to what
extent, European integration brings the capacity to help less developed areas of the
continent speed up the pace of their socioe-conomic progress, and to eventually reach the
level of their wealthier counterparts.
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The aim to become the most competitive and dynamic knowledge-based economy in the
world was declared by the European Council as Europe’s main long-term strategic goal. To
some, in March 2000, it might have sounded somewhat ironical that this declaration was
made precisely in Lisbon (and thereby the new policy plan became known as the ‘Lisbon
Strategy’ or ‘Lisbon Agenda’) — the capital city of a country which continues to turn in some
of the lowest figures in Europe on ‘knowledge-related’ fields of development. For example,
as recently as 2008, citizens having successfully completed tertiary education in a science
and technology field of study and employed in a science and technology occupation still
made up only nine per cent of the Portuguese labour force, which is the lowest percentage in
the EU-25 (OECD 2009c: 137; see also Eurostat 2007a: 66).

Now that an entire decade has elapsed since the Member States committed themselves to
the Lisbon Strategy, it is particularly opportune to look at the host of the meeting that
launched it — Portugal — with the following questions in mind: how has it been doing in
following that Strategy? Where is it now on the way towards a knowledge-based economy
and, taking a broader perspective, towards a knowledge society? And if there are any
difficulties to progress en route, what are their potential causes?

Methodological considerations

The overall field addressed in the introduction — just how far the Lisbon Strategy has proven
successful in the particular case of Portugal and how well the country advances towards a
knowledge society and a knowledge-based economy — is quite broad and involves multiple
dimensions, which are interconnected through complex interactions. Given the impossibility
of analysing them all in a single article, we have chosen to discuss just a few core axes to
this topic, which we consider to be of paramount importance not only for the future
development of Portugal but also perhaps for other peripheral European countries.

In the last three decades, Portugal has experienced profound socio-economic
transformations. Since the pace of these transformations has at times been quite fast, we
shall focus on grasping the most recent state of affairs. This article, therefore, seeks to
concentrate specifically on the developments that took place during the last decade, that is,
precisely after the adoption of the Lisbon Strategy by the European Council. However,
understandably, all kinds of social and economic change usually do not happen in isolation,
but evolve over time as an uninterrupted process. That is why, even when focusing
predominantly on the period since the announcement of the Lisbon Strategy, we inevitably
draw in the occasional consideration of the impact of important preceding historical periods,
in particular that between the political regime change in April 1974 and EU accession in
January 1986, and that between EU accession and the adoption of the Lisbon Strategy.

Before we further specify our research questions, it would be useful to offer some
clarifications as to the logic underpinning them. In our opinion, there are two key-notions
incorporated into the general topic of our inquiry. One of them is obviously economy and the
other is knowledge, on which this economy (ideally) should be based. Therefore, the
analysis begins by looking at the Portuguese economy. Our particular focus will be
concentrated around the question as to whether or not EU membership made any difference
and if so, to what extent and in which areas. Then, the article moves onto knowledge, for the
purposes of our analysis seen primarily in its linkage to the economy. It looks at the levels of
human capital in the Portuguese labour force. The article will also examine the performance
of the main institutions capable of enhancing human capital and producing knowledge in the
country. In conclusion, the article will discuss how well the ‘knowledge — development’ nexus
functions in the case of contemporary Portugal and what other factors might be affecting it,
thus suggesting directions for further research.
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Keeping this logical sequence in mind, two research questions have been formulated, each
of which entails one or two additional minor sub-questions, in both cases closely related to
the central question:

1. To what extent has Portugal converged economically with the European ‘core’?
(Additional sub-questions: What has been the impact of EU membership on this
convergence? To what extent has the Portuguese economy already become knowledge-
based?)

2. Does Portugal’s labour force possess the human capital essential for a knowledge-
based economy? (Additional sub-question: How well have the challenges of continuous
human capital upgrading and knowledge production been met in Portugal by various
institutions?)

Before dealing with these two questions (and corresponding sub-questions) individually, it
would be helpful to briefly discuss a number of further methodological issues so as to pre-
empt potential lines of critique of the approach taken in this article. The first question that
might arise is how ‘development’ is measured and which indicators ‘truly’ reflect a country’s
progress en route to a ‘knowledge society’. The article shares the perspective currently
prevailing in the economic and social sciences understanding development as growth in
human well-being, first of all, in terms of income, education and health (these are the three
main areas underlying the “human development index” used by the United Nations
Development Programme). Politics (the ability of a citizen to influence events in his or her
own country) and the state of the environment are also often added to these three.
Furthermore, one could measure people’s ‘subjective well-being’, although this is somewhat
less reliable since the results would highly depend on a society’s level of awareness of the
well-being of others, as well as on the kind of expectations about their own well-being (the
latter might explain why World Values Surveys found people in most post-socialist countries
to have a lower subjective well-being than in many countries in Africa).

As regards the concept of a ‘knowledge society’, it is acknowledged that one might well
question the ‘Western’ scientific-technological model of development to which this concept is
closely connected. One might point out that, in some countries, this leads to the destruction
of local, ‘indigenous’ cultural knowledge and traditional ways of life. It is doubted, however,
that this kind of argument could apply to Portugal, since this country has grown within and
has continued to belong to the same Western ‘civilisation’. For this reason, it is appropriate
to use the indicators adopted by organisations like the European Commission and the World
Bank, which imply understanding of ‘knowledge’ in the sense of Western-type science and
its applied forms that include, for example, modern technology.

The second question that could be asked is whether it is ‘just’ to measure Portugal’s
performance against that of EU leaders (or against the EU average). If one considers that
Portugal in principle can never catch up with the leaders, then one would rather opt for
comparing Portugal with countries of similar socio-economic characteristics and that joined
the EU at roughly the same time, such as Spain or Greece. Or one might even prefer
comparing Portugal today with Portugal 30 (20? 107?) years ago and look for ‘relative
convergence’. The choice of the most appropriate reference values is also often conditioned
by the availability of data for different countries and time periods. Furthermore, one needs to
bear in mind that, after the Eastern enlargement, the EU average experienced a relative
decrease in income-related indicators (and the automatic increase of Portugal’s standing
without any alteration in its performance). Hence, when comparing the Portugal and EU
averages over time, we prefer deploying the EU-12/15 average and not the EU-25/27
average. Comparing Portugal now to Portugal earlier, though helpful on some questions,
seems to us less fruitful for our topic, since, during the last decades and centuries, all
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European countries have undergone profound social transformations, such as secularisation
and demographical turns. While it is surely true that such transformations have taken place
at different points in time and at different speeds in different countries, arguably they are
neither country-specific per se, nor substantially related to Portugal’s integration into the EU.

Finally, the third area of possible concern relates to the reliability of the sources used. The
guestion of which sources may be deemed reliable enough to be drawn upon in scientific
analysis is the most difficult to deal with. Social sciences are always constrained in their
methodology by the fact that it is rarely possible to obtain firm statistical data on the totality
of the objects subject to study. This is why, for example, representative surveys are used.
However, for some research questions, representative surveys might not be feasible and/or
not appropriate. For example, when seeking to capture only particular sections of a
population, drawing up a truly representative sample can turn out to be a virtually impossible
task. Statistics are usually gathered by official bodies and can be incomplete or unavailable.
Some kinds of data, even where existing, may remain intentionally undisclosed, for example,
those related to the performance of the public administration.

For these and similar reasons, researchers often have to employ the other methods that are
at their disposal (see e.g. Douglas 1976; Schnell et al. 2008). Firstly, they can carry out as
many direct observations as possible and then try to build generalised hypotheses on the
basis of these observations. Secondly, they can analyse reports and discussions across all
kinds of media, such as newspapers, television, Internet forums and blogs. Thirdly, they can
use various participative methods, such as the recording of life stories or interviews with
knowledgeable persons. Finally, they can rely on ‘experts’, which include other researchers.
For quite obvious reasons, most work on Portugal is produced by Portuguese researchers
and thus far very little has been written by ‘outsiders’. When relying on the statements of
others, one is advised to exercise caution for potential bias. In the case of Portugal, a
significant judgement gap has been observed between the evidence provided by
independent academic researchers publishing in peer-reviewed journals, on the one hand,
and official government reports, on the other. In addition, those experts who regularly
provide paid consulting services for governmental agencies also tend, despite their
academic affiliations, to represent situations in ways that help in justifying and/or endorsing
current government policies. In sum, when there is no access to the ‘whole picture’, it has to
be deduced from casual facts or observations by way of finding similarities, tendencies and
consistencies. Therefore, in compliance with contemporary practice in social sciences, it is
considered that the kinds of sources identified above are an entirely legitimate basis for our
analysis where there are no better alternatives and provided that there is awareness of their
limitations.

Portugal as an EU member state: whither convergence?

Before addressing the question of how good Portugal has been at implementing the Lisbon
strategy, that is, what has been the impact of EU policy settings on Portugal’s transition to a
knowledge-based economy, it is necessary first to examine what has been the impact of the
EU on Portugal’'s economy in general so far.

Obviously, Portugal’'s accession to the EU could not leave the country unchanged. In fact,
participation in the European Monetary Union required the adoption of financial liberalisation
and stabilisation policies, sounder fiscal discipline, the privatisation of large public
enterprises, and so on. Most importantly, however, the European Community has made vast
financial contributions to numerous programs aiming at closing the development gap
between the European ‘core’ and the European ‘periphery’. Belonging to the latter, Portugal
has been one of the major recipients of EU funding, especially up until the Eastern
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Enlargement. In the 1990s, the EU-financed “Community Support Frameworks” accounted
for almost one-tenth of Portugal's GDP (Andraz and Rodrigues 2008: 4-5). During the last
decade this inflow of funds has continued at reduced, but still substantial, levels: €42 billion
were spent by the EU in Portugal in 2000-2006 and 21 billion more will be disbursed in 2007-
2013 (QCA n.d.; QREN n.d.).

Direct financial assistance from the EU

EU financial assistance was primarily meant to cause a multiplier effect, stimulating the
economy in regions selected for funding, and not just subsidising them. It was supposed that
the emergence of a new, modern infrastructure such as speed highways and bridges would
fuel endogenously-driven economic activity in the country. The EU was not seeking to simply
increase the consumption levels of the Portuguese population, but to bear the part of the
burden of costly capital investments intended for common use, for which the Portuguese
government lacked the financial capacity and which, due to their common-good nature, were
not likely to be funded privately.

The evidence on the efficiency of this assistance is contradictory. For example, Garcia and
Maria-Dolores (2001) argued in favour of positive results. In the same year, Boldrin and
Canova (2001) maintained that the EU assistance did not in fact make much difference to
economic development. To prevent ‘free-riding’ on its funds, the EU required that
Portuguese regions had to bear between 20 and 40 per cent of costs for all regional
development projects financed. However, as pointed out for example by Gomis-Porqueras
and Garcilazo (2003), the EU is neither able to distinguish between good and bad projects
submitted for financing nor can it be certain that there are no personal interests involved in a
particular project. Consequently, the problems of ‘adverse selection’ and ‘moral hazard’ are
inherent to most EU-funded projects in Portugal. Other authors, such as Mateus (2006), also
warn against aid dependence and rent-seeking behaviour among entrepreneurs that high
levels of fund transfers might have caused in Portugal.

EU regional funds seem to have brought about slight convergence in GDP per capita across
Portuguese regions (Jimeno et al. 2000: 15-16). However, contrary to all expectations, wage
inequality between the different regions of Portugal has in fact increased and not diminished
(Gomis-Porqueras and Garcilazo 2003: 22, 24). Apparently, this happened because the
intended multiplier effect has worked in different regions to a different extent. In other words,
it has been much stronger in richer regions and weaker or non-existent in poorer ones.

Similarly, Koutalakis and Font (2006) have also questioned the scale of the impact of EU
structural funding on the institutional and administrative convergence of the country, which
was also one of the explicit objectives of the funding, even while falling beyond the scope of
this article. The setting-up of companies in advanced technological sectors of the economy
has been recognised as a necessary condition for upgrading a country’s specialisation
pattern and to implement its transition to a knowledge-based economy (Salavisa et al. 2009:
37). EU Structural Funds have specifically targeted the development of small and medium-
sized innovative enterprises in Portuguese regions. However, these financial incentives have
been found to produce little effectiveness in this regard, primarily due to the absence of an
adequate customised and interactive innovation policy, managed at the regional level
(Bateira and Ferreira 2002).

The two sectors that have undoubtedly benefited from EU financial assistance are the
construction and tourism industries. In the 1990s, EU funds triggered many new construction
projects, such as Expo, the Lisbon metro, the Algueva dam, the national highway network,
and so on. The growth of tourism was indirectly supported by the EU-funded renovation of
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monuments, infrastructural development and the upgrading of cultural assets. In the last few
years, EU funds have been increasingly used to finance municipalities and other public or
semi-public bodies in Portugal's inner regions, in order to help them increase the
attractiveness of these regions for visitors, thus stimulating the development of cultural and
rural tourism.

In sum, the impact of direct financial assistance from the EU on the development of the
Portuguese economy seems to have been more limited than had been expected. This
conclusion suggests that a simple infusion of financial resources is not sufficient in itself for
bridging the gap in development and generating economic convergence. It appears that, in
order to achieve these goals, it is necessary to address some more deeply lying structures
and factors of influence.

Indirect impacts of EU membership on the Portuguese economy

The main economic benefits of EU accession are usually expected to be an increase in its
GDP per capita, a boost to incoming foreign direct investment as well as an increase in its
trade with the other Member States. All three have indeed taken place since Portugal’s
accession. However, the principal positive consequence of these increases is believed to be
a process of continuous convergence of the Portuguese economy with that of the EU ‘core’.
During the last 50 years, Portugal’s GDP per capita has indeed slowly converged with the
EU average. However, this convergence started as early as 1960. After the April Revolution
of 1974, which ended an authoritarian political regime and led to the establishment of
democracy, convergence halted for about a decade. Then, after 1986, convergence
resumed until about 2000 (Mateus 2006), when it again stopped (at 68 per cent) and has not
advanced a single percentage point since that time (author's own calculations based on the
Eurostat table [tec00001]). Freitas (2005: 15, 8) also draws attention to the fact that the pace
of convergence in 1986-2000 was roughly the same as in 1960-1974. Bearing in mind the
huge scale of EU transfers, the GDP growth rates must be considered very modest,
especially since the early 2000s (Andraz and Rodrigues 2008: 10). In short, Portuguese
GDP per capita has increased over time and has converged with the EU ‘core’, but most
likely not primarily because of EU membership - at least no such a correlation can be clearly
proved.

Inflows of foreign direct investment (FDI) are normally considered beneficial for
development, because they are expected to bring along new technologies and to stimulate
innovative activities. Almost all FDI in Portugal has come from major European countries,
mostly in the 1980s and 1990s. However, some suggest that it was not EU accession, but
the overall increase in FDI related to the liberalisation of capital movements worldwide, that
has been responsible for the FDI growth in Portugal after its EU accession (Jimeno et al.
2000: 13-14; Batista 2007: 8). In the 2000s, the trend in FDI has been unstable. In ‘good’
years (2006), it peaked at over 5 per cent of GDP, while, in ‘bad’ ones (2004), it fell back to
the level before EU accession of just 1 per cent (AICEP 2009: 57).

The main limitation of FDI as a potential contributor to the development of a country is that it
tends to be concentrated in the most developed regions, which already have the necessary
infrastructure and skilled human resources, with most FDI going into Portugal being
concentrated in the Lisbon Metropolitan Area. Furthermore, FDI may not bring about the
expected technology spillovers, when not accompanied by corresponding domestic industrial
development, as seems to have happened in Portugal (Flores et al. 2007). For our purposes,
it is important to note that only a lesser part of FDI in Portugal has been related to high-skill
sectors of the economy. Among the main barriers to further increasing foreign direct
investment, such factors as a lack of qualified workers with good knowledge of foreign
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languages and competences in finance and information technology are mentioned (Andraz
and Rodrigues 2008: 5, 13, 25-26). In summing up, the hope that FDI might drive economic
development seems to be unjustified in the Portuguese case. Investors looking for abundant
cheap labour for manual labour occupations no longer feel attracted to the country because
now, in a globalised world, they can find much cheaper labour in Asia. At the same time,
investors looking for abundant highly skilled (but still relatively cheap) labour also draw a
blank in Portugal.

Another strong impulse for Portuguese economic development might derive from its foreign
trade. In the last two decades, the share of intra-EU trade in total international trade has
stabilised at around 75-80%. More important, however, is the fact that Portugal
demonstrates a stable trade deficit. In the period between 1990 and 2007, Portugal’s exports
fluctuated in the range of 60-70 per cent of total imports. The trade deficit itself does not
necessarily characterise the level of a country’s economic well-being. For example, the USA
has a huge trade deficit and China has a huge trade surplus. However, China prefers to
save rather than to spend its surplus and has a much lower standard of living than the USA.
However, in the case of Portugal, the presence of a constant and deep trade deficit begs the
qguestion of how Portugal has managed to maintain it, in other words, to fill the huge gap in
its current account (-10.5 per cent of GDP in 2008, as calculated by the author from OECD
StatExtracts online data). The possible sources of funds here are building up external debt,
which grew from 11 per cent to 97 per cent of GDP in 1996-2008 (OECD 2009b: 211),
émigré remittances (Peixoto 2008) and again, the continuing inflow of EU cohesion funds
(Yilmaz 2008: 18). From this point of view, Portugal’'s trade deficit remains an essentially
negative factor.

As late as fifteen years after Portugal’'s accession to the EU, there was no sign that the
country was abandoning its traditional, that is, its pre-EU, labour-intensive product export
specialisation, with low wages serving as a basis for its international competitiveness. In this
way, international trade helped sustain the employment share of low-skilled and low-paid
workers (Jimeno et al. 2000: 39). In the 1990s, Portuguese exports experienced growth due
to upgrades in technology and the associated increase in productivity, but ran into serious
trouble as early as the beginning of the 2000s, when low-wage Asian countries started
taking market shares traditionally occupied by the Portuguese industry, especially in such
sectors as clothing and footwear (Andraz and Rodrigues 2008: 11, 25). As a result, we see
that now the trade deficit is registered not only in the aggregate trade balance, it is manifest
in practically all major categories of trading goods and especially high in machinery and
other capital goods, but also in food and beverages. The share of high technology products
in the total exports remains extremely low (under 7 per cent in 2007 - INE 2008: 348-350).

In the last few years, the technology balance of payments has become marginally positive
(+0.04 per cent of GDP in 2007 — OECD 2009c: 119). This might mean that Portugal has
come to sell more technology, but it could also result from a failure to adopt foreign
technology. For example, Switzerland and Finland show some of the highest levels of
technology revenues as a percentage of GDP, but they also have a strongly negative
technology balance of payments because they import even more technology than they
export. Differently, Portugal has established markets in former colonies to which it sells its
own technology; then, in turn, it imports some more advanced technology from more
developed countries (compare a similar pattern for trade in capital goods - INE 2008: 350),
but just up to the limit of what it earns. In fact, this resembles Portugal’'s old model of trade
dating back to colonial times, when earnings accruing to Portugal from Brazil and elsewhere
overseas were used to pay for British industrial goods.

Another important point to consider is that Portugal might well have in fact begun producing
more domestic technology. Nevertheless, what matters for international competitiveness is
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the quality of this technology, which does not directly appear in the national accounts.
According to the author’'s observations, the introduction of new technologies in Portuguese
enterprises often seems to be carried out for the sake of ‘appearing technological’, rather
than for achieving real efficiency improvements. A good example to illustrate this is the
suburban railway company in the Lisbon metropolitan area.

In late spring 2009, it decided to upgrade its ticket vending machines, changing from single-
use paper tickets to rechargeable tickets that had to be validated at special access points.
New machines were installed for selling and recharging these new kinds of tickets. However,
this new domestic-made technology turned out to perform poorly and the situation has not
visibly improved as of January 2010. Firstly, too few machines have been installed,
considering the amount of daily commuter traffic — probably because the new machines are
more expensive. Secondly, the new machines seem to be of poor quality, since they
repeatedly (every few days or so) go out of order at the same spots. On several occasions,
all machines located at the main suburban terminal (Cais do Sodre) stopped functioning
during rush hour, causing widespread passenger chaos (Coelho 2009). Thirdly, by every
recharge operation the new machines quickly spit out a paper receipt which falls directly on
the ground. Hence, instead of presumably saving paper, the new ticket system uses more of
it as a local environmental organisation has recently indicated in their letter of protest
(Assembleia Municipal de Lisboa 2009). Finally, the new cards intended for “multiple use”
are made of simple thick paper (not of plastic) and contain a micro-chip inside. Where the
ticket is bent or exposed to some humidity, the chip becomes unreadable and the entire
credit loaded on the card gets lost. As one reporter puts it, “the declared validity of one year
[for these cards] just makes one laugh” (Cruses 2009).

In sum, Portugal has been losing competitiveness in sectors of former comparative
advantage without developing such advantages in any new sector. The best-performing
sector of the Portuguese economy in recent years has been the production of ceramics,
cement, crystal, glass and construction materials (which is perhaps not unrelated to the
construction boom mentioned above). The retail trade takes second place, which probably
reflects increased consumption. On the other hand, the agriculture, fishing, transportation
and distribution sectors are in sharp decline (Augusto et al. 2005: 126). The financial sector,
even after extensive privatisation, still remains relatively inefficient. In the course of the
1990s, the number of banks in Portugal more than tripled, but none of them is competitive
internationally, not even in neighbouring Spain (Chislett 2004: 12-13; Figueira and Nellis
2007). Not surprisingly, a growing number of analysts have spoken of alarming tendencies in
the Portuguese economy as a whole saying that the country is living ‘beyond its means’
(Blanchard 2006; The Economist 2007; Carreira and Damaso 2009). Their argument leads
us to suggest that Portugal might not have taken full advantage of the opportunities offered
by EU accession and funding and may be facing a new downturn. Not surprisingly, the
global financial crisis hit the country especially hard. The GDP was likely to contract by 4.5
per cent in 2009 with a further decrease expected (OECD 2009a).

Is Portugal evolving towards a knowledge-based economy?

The ‘knowledge society’ is a now widely accepted paradigm that denotes the most promising
way for the further development of modern civilisation towards a more sustainable and
prosperous well-being. One of the crucial concepts underpinning this paradigm is that of a
so-called ‘knowledge-based economy’. In such an economy, knowledge and information are
supposed to become a more important factor of production than the traditional ones, such as
land, labour or capital.
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Influenced by these forecasts, in the mid-1990s, the Portuguese government announced
(again with EU support) a so-called “national initiative for the information society” foreseeing
an intensified introduction of information technology in various areas of life (Rodrigues et al.
2003: 90, 95, 101). Today’s official reports boast of overwhelming success in this field
(Ministério da Ciéncia 2009a). Indeed, computers and mobile phones can be seen
everywhere, high speed broadband connections are available, and by many indicators
related to electronic business and electronic commerce, Portugal even maintains it is above
the EU average (Ministério da Ciéncia 2009b). However, evaluations produced by academic
experts sound much less optimistic. “Political discourse wants us to believe that we are on
top, but the truth is that we are, as most Southern European countries, at the bottom”, writes
Pinto (2006: 20). In 2005, 53 per cent of Portuguese people had never used a computer
(one of the highest scores in the EU-25). Many of them do not access the internet simply
because they “do not see any use in it”, which prompts Pinto (2006: 24, 20-21) to speak of
persisting “information illiteracy” in the country.

One might rebut this by saying that these 53 per cent must all be elderly or rural citizens and
therefore this says little about the country’s progress towards a knowledge economy,
especially if there are big development gaps between central and peripheral areas. In fact,
the number of those aged 16-74 who access the internet at least once in three months grew
from 26 per cent to 40 per cent in just four years (2003-2007). However, in our view, it is
more important to assess progress such as the reason for the use of information technology
(such as, for example, the internet). One aspect is its use for pure curiosity, entertainment or
attaining status, and completely another thing to use it for increasing the efficiency of
economic activities, for example, of economic transactions such as sales. Here, we find that,
even a few years ago, only 6 per cent of the Portuguese had purchased something online,
against the EU-27 average of 23 per cent (Eurostat 2008: 193). This fact is not surprising,
considering that less than 9 per cent of large and medium-sized Portuguese businesses
were found to have electronic commerce platforms and those who did have them, they rarely
ran well (Quaresma 2006: 306-307). Alves (2005: 5-6, 18) examined the 250 most profitable
Portuguese companies and discovered that less than half of them had an internet website. It
could be argued that such data are already too old and that, in 2010, the situation with
internet-related services might be substantially different from what it was in 2005-2006.

Personal experience certainly runs counter to this hypothesis. For example, experience of
the email system of a major university which is said to have one of the best IT infrastructures
in the country’s academia does not provides either the technical possibility of changing a
user's password, which is an obvious threat to security, the POP3 download of messages
into an external mail program or the proper handling of HTML format correspondence. In
addition, the mail server has frequent downtimes, especially during evenings and weekends.
This is no surprise given that, for example, investment in software (including its own) as a
percentage of non-residential gross fixed capital formation in Portugal is the lowest in the
OECD (1 per cent in 2005 against 15 per cent in Sweden or the UK - OECD 2009c: 49).
Another common ‘everyday’ observation is that many websites are not regularly updated
and/or not well-served. Even on the sites belonging to well-established companies,
government entities or universities, numerous pages return errors on access or are ‘under
construction’. One good example would be the state-run Agency for Investment and Foreign
Trade (AICEP), established by the Portuguese Ministry of Economy and Innovation. It has
set up a web-portal designated as of assistance to potential foreign investors as well as
Portuguese businessmen seeking partners abroad (www.portugalglobal.pt). The system was
tested when someone posed as a potential foreign investor and requested some statistical
data the portal says to have readily available to all interested parties. The query was indeed
answered and the information requested, but no earlier than three weeks after the original
request. With such efficiency, it would be no wonder at all if potential investors gave up on
their intentions to invest in the country.
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Here is a possible explanation for the presence of this contradictory evidence. Portugal
might have in fact adopted the latest technology in some sectors. Nevertheless, the size of
these sectors and their share in overall economic activity in the country remain low. And
more importantly, Portugal has made more progress on the way to an information society
than to a knowledge society. An extensive debate on the substantial differences between
‘knowledge’ and ‘information’ is summarised, for example, in Meusburger (2008). Knowledge
can be in a simplified form defined as digested, understood information (Tomé 2007: 339),
information that one can use productively. Arguably, while information can be stored in
computers and other technical devices, the main carriers of knowledge are human beings.
This is why the knowledge stored in people and that can be used for economic purposes is
often referred to as ‘human capital’. Increasing human capital (skills, qualifications) is
expected to lead to an increase in individual productivity (output per worker) and,
consequently, in the productivity of the economy as a whole. The next section analyses the
levels of available human capital in Portugal.

How fit is Portugal’s labour force for a knowledge-based economy?

Usually, the processes of economic modernisation are associated with the evolution from the
agricultural to industrial, and then from the industrial to post-industrial phase. In a post-
industrial phase, most people are employed in the tertiary sector (services), while those few
remaining in the agriculture or industry thanks to the use of efficient and highly productive
technologies manage to provide the rest with food and industrially produced consumption
goods.

Portugal did not follow this ‘classical’ pattern. It is exactly the interesting particularity of the
Portuguese economy that it never passed through the industrial phase, that is, the majority
of the Portuguese were never employed in the manufacturing industry. The decade of the
1980s saw a major transition of population from agriculture directly into the service sector,
while the share of those employed in manufacturing has remained almost unaltered since
the 1970s (see Table 1). Apparently, this major change in the employment structure
happened rather independently from EU accession.

Table 1: Share of the total civilian employment by sector of the economy (%)

Year Primary sector Secondary sector Tertiary sector
1975 34 34 32
1985 24 34 42
1995 12 32 56
2005 12 31 57

Source: OECD Labour Force Statistics (online database).

There has been a convergence in wage levels since EU accession, which can be attributed
to EU membership and especially to having joined the Eurozone. Price-adjusted wages of
unskilled workers in Portugal as compared, for example, to France grew from 50% to 67% in
the period 1985-1994. Wages of skilled workers (that is, those with a university degree) grew
even stronger: from 72% to 93%; EU-transfers were shown to have contributed to this
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growth (Batista 2007: 2, 24). However, in the 2000s, this wage convergence slowed down.
Reports are available saying that child labour is still being used in manufacturing, paid as
little as €20 a day (Eaton and Goulart 2009). Cheap illegal and semi-legal migrant labour is
also widely used in construction, hotels and restaurants and paid about the same (Barreto
2007e: 39; Vieira and Trindade 2008: 40; Fonseca 2008: 532).

However, as we have already mentioned, what matters most for a successful transition
towards a knowledge-based economy is not growth in wages, but the increase in labour
productivity. The latter is supposed to rise when human capital increases. We find that
convergence in labour productivity with the EU core has been much smaller than
convergence in GDP per capita (see Table 2).

Table 2: Labour productivity: Portugal vs. the EU average

Year GDP per person employed (of EU-15) GDP per hour worked (of EU-15)
1986 52 % -

1996 55 % -

2000 61 % 52 %

2008 65 % 55 %

Source: Jimeno et al. 2000: 5; author’s calculations from Eurostat [tsieb030; tsieb040].

These data confirm the observation made above that, as Barreto (2007b: 9) puts it, the
Portuguese economy had basically lived from low wages and, when these were gone, it did
not manage to substitute this gradually lost advantage by productivity growth.

The central question that arises here is whether the low productivity we observe is related to
the levels of human capital, and if so, whether the possible solution to the difficulties that
Portugal has been shown to encounter in its advancement to a knowledge-based economy
lies in enhancing human capital in the country. Such opinion has been recently voiced, for
example, by OECD analysts (Guichard and Larre 2006; see also Tavares 2002). We will
analyse this hypothesis in the next section of the article, turning our attention to the
institutions expected to produce knowledge and enhance human capital so as to find out
whether they function efficiently.

Schools as places of enhancing human capital

“Though having become different from what we used to be, we still continue to be small,
poor and peripheral... and above all, uneducated — which is a form of poverty”, writes
prominent Portuguese sociologist Antonio Barreto (2007a: 40). He argues that, in spite of
very high spending on education, its quality continues to be mediocre. The education system
is inefficient in preparing professional elites, but not because of any lack of resources: the
pupils per teacher ratio is the best in Europe: 7.5 to 10.6 pupils per teacher depending on
school level, in 2006, as calculated by the author on the basis of Eurostat: [tps00054,
educ_iste], which is in fact the lowest or second lowest figure in the EU-27 for every school
level.
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The results of both national and international evaluations of competences of secondary
school students in Portugal have consistently been very disappointing. Fernandes (2008:
285-287) reports that Portuguese students are rather good at knowing concepts,
proceedings, facts and other forms of ‘mechanical’ reproduction of information, but perform
poorly when it comes to applying their knowledge to new, previously not discussed
situations, when they are prompted to exercise interpretative, analytical thinking or to
synthesise known facts to produce new information. Quite interestingly, Ramalho (2002: 43)
point outs that, at least for the case of a well-known OECD-designed Programme for
International Student Assessment (PISA) that evaluates competences of 15-year-old school
students, Portugal’s results could be no worse than elsewhere in Europe if only those
students who had never repeated a year were taken into consideration. In reality, more than
half of all 15-years-olds have done so. Having failed to pass to the next grade once, students
develop frustration and lack of self-confidence, which increase their probability of further
failures (Fernandes 2008: 292).

It could be again supposed that marginal education levels involve mostly older people, but
this is not true. In 2005, of young people aged 18-24 nearly 39% (15% in the EU-25) had left
secondary education without having completed it (Eurostat 2007b: 29). Fonseca and Conboy
(2006: 89) have observed that both teachers and students demonstrate passive acceptance
of failure through characteristically self-defeating attitudes. Teachers openly complain about
their students’ lack of previous preparation and students in turn adopt these comments as a
convenient, self-protecting excuse for continuous failure. According to these researchers,
Portuguese schools lack a culture of high expectation, supportive environments and effort
promotion strategies. The widespread practice of hiring and promoting teachers for the
“wrong reasons” and “motives unrelated to teaching proficiency” must be curtailed (Fonseca
and Conboy 2006: 91-92). Since 2000, the Portuguese government has been trying to
introduce a system of external evaluation of schools and teachers (Ventura and Costa
2002). However, the outcome of this new policy is still uncertain in view of the mass
opposition on the part of teachers: in March 2008, a hundred thousand filled the streets of
Lisbon to demonstrate against the reform process (Stoleroff and Pereira 2008).

With regard to school facilities which are commonly run-down and functionally obsolete, an
ambitious program of modernising around 70% of the country’s public secondary schools
was announced by the government in 2007 with a total budget of almost €1 billion, co-
funded by the EU (Heitor 2008). In 2008, the government promised to sponsor a purchase of
half a million inexpensive domestic-made laptops for all students enrolled in public primary
schools in Portugal. Whether this is a populist political move or an action capable of bringing
long-term benefits remains controversial (Lusa 2009). The critics see in this policy a mere
tender-free subsidy of a Portuguese company that assembles (since the chips themselves
are reported to be from Intel and not domestically produced) low-quality equipment. They
guestion the efficiency of computer usage in lower school grades where mostly basic
knowledge is to be learned (Carreira and Damaso 2009). According to critics, this measure,
instead of promoting learning, might instead contribute towards spreading computer game
addictions among children and, since the display quality is low, to a deterioration of their
vision (Meireles 2009; Vampire 2009; Jornal de Noticias 2009).

In short, not only are elderly people poorly educated and without educational qualifications,
the lack of human capital at the level of secondary education seems to be passed on from
generation to generation. Arguably, the essence of this vicious circle lies in the fact that
parents might not give sufficient value to education and do not provide a family background
that could encourage and secure their children's success at school. On the government side,
once again it looks like superficial reforms are being introduced instead of addressing the
core problems.
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Higher education establishments as places of enhancing human capital

Portugal cannot boast a long university tradition. The country’s only medieval university is
located in Coimbra. A true explosion of higher education did not take place until after the
April 1974 Revolution, when there were just four universities as compared to about 30 public
universities and polytechnics today. Since the late 1980s, these have increasingly
experienced competition from private universities, whose expansion has caused extensive
public debate. Private universities have been blamed for the lack of quality since they mostly
attract students who did not qualify for a public institution. They are also accused of
undermining the quality of diplomas awarded to the graduates of public universities. The
private sector responds that it provides access to education for those not admitted by the
state. Besides, it claims to achieve lower costs per student thanks to more efficient financial
management. Students who pay for their education are supposed to be more demanding of
their professors, which theoretically leads to a higher quality of education as compared to
public universities (Seixas 2000: 61, 67-68, 70-71).

Public universities, however, also charge tuition fees. For Bachelor studies, these are lower
than at private universities, but for Master and Ph.D. studies about the same or higher,
depending on the field of study. In a situation where public universities enjoy higher prestige
than private entities, such a fee system implies that Master and Ph.D. studies are not
considered a recognition of merit and ability, but rather a way of obtaining a ‘prestigious’ title
worth a financial investment. It can be argued that such a policy is likely to significantly
reduce the potential of the Portuguese postgraduate study system to produce highly
gualified research professionals.

Barreto (2007b: 50) points out that since the Portuguese Higher Education system
experienced such a rapid expansion within only one or two decades, there was, at least at
the initial stage, a lack of lecturers and many of them did not possess adequate
qualifications. He argues that this led to low quality education, graduates in name but not in
competences, a waste of resources, deficient research and a lack of connection between
universities on the one hand and businesses and society on the other. Indeed, given that
Portugal’s total public expenditure on education as a percentage of GDP has continuously
registered as above the EU-27 average, while educational results continue to be one of the
lowest in Europe, there must be some considerable inefficiency throughout the system.

The latest data do indeed show that the share of doctoral degree holders within a certain
age range has tripled in Portugal from 2000 to 2006, becoming the highest in the OECD.
However, given the percentage of graduates at the first university degree level has not kept
pace with this development, it implies that it is not necessarily education that is growing, but
those who manage to attain their Bachelor qualification are increasingly going on to continue
and study for Master’'s degrees or PhDs. This may provide high payoffs to society were this
trend accompanied by growth in highly skilled employment opportunities, that is, by growth in
RandD investment in the private sector. In the absence of the latter (only 36% of all RandD
investment was financed privately against 55% in EU-27 — OECD 2009c: 29), the increase in
share of advanced degree holders in the population results in nothing beyond ‘degree
inflation’ when employers would start demanding high qualifications for jobs that require only
a medium skill level.

Higher education establishments as places of creating knowledge
The productivity of the research sector in Portugal has grown in recent years, but is still

(2008) the lowest in the EU-15 as measured by the number of scientific publications per
million inhabitants (calculations of this have been based on: SCimago 2009). These
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statistics might have a bias favouring English-speaking countries since publications in
languages other than English may be underrepresented in international publication indexes.
However, they are still indicative of Portugal’s performance compared to other non-English-
speaking countries. The applied scientific output is also weak: Portugal made only seven
European patent applications per million inhabitants against the EU-25 average of 137 (2003
- Eurostat 2007a: 80-81).

Pereira (2002) praised Portugal as one of the industrialised countries with the most
internationalised research systems in terms of co-authored scientific publications. Indeed,
over a half of all scientific publications in natural sciences and engineering by Portuguese
authors in 2006 had international co-authors, which is significantly higher than in other
European countries (Patricio 2009). However, this evidence can be also interpreted in a
different manner, namely that most Portuguese scientists take the role of junior partners in
research projects led by scientists from other countries. In the long-term, this trend can
perpetuate Portugal’s marginality in world science.

The peripheral position of the Portuguese scientific community had traditionally been
attributed mostly to exogenous factors such as its relatively small population and limited
financial resources (for example, Jesuino 1995: 181). It is true that resources really matter in
the contemporary situation faced by world science when, for example, most academic books
and journals are published by a handful of UK and Netherlands-based publishing houses
whose prices may be prohibitive for research institutions in poorer countries. Only very
recently did the Portuguese government negotiate with leading academic publishers a
special agreement and pay for unlimited access to a series of international journals, which
have now become available at public universities (Ministério da Ciéncia 2009a).
Nevertheless, it has been observed that Portuguese university libraries are visibly poorer in
their book stock than those in countries of Northern and Central Europe. Another serious
weakness is infrastructure. Despite government investment in recent years, computers and
other IT equipment are still too few and outdated; they often work slowly and have a high
incidence of failure. Furthermore, as an academia-based interview partner put it, “what does
it change to have a brand new computer on one’s desk, when the ceiling still leaks on rainy
days and the office space remains overcrowded?”

However, there might also be other important factors at work that go beyond the lack of
resources. Hence, access to academic literature does not yet mean that researchers take
full advantage of it. Most Portuguese researchers are employed as lecturers at public
universities and have to spend most of their time on teaching and administrative duties,
which is likely to have a negative effect on their published scientific output. Furthermore, the
Portuguese university research community has been blamed for inter-institutional rivalries
and corresponding low levels of interdisciplinary cooperation (Pacheco 2004: 64). At private
universities, academic staff have no tenure and are paid per hour of lecturing. Therefore, all
research work, if any, is done on a voluntary basis.

No doubt there are significant numbers of talented young researchers in Portugal, but there
is no adequate institutional support for the development of their activities (Canario 2008).
Postdoctoral research is not considered work, but rather a continuation of study, for which
modest scholarships (around 1,350 euros monthly) are available on a competition basis
(Brito 2008). Therefore, brain drain remains a real threat for Portugal in the medium term
(Ozden and Schiff 2006; Peixoto 2006). A recent survey of Portuguese scientists working
abroad revealed that those who intended to return to Portugal would mostly do so for “family
reasons” (80%). On the other hand, over a half of ‘émigré’ scientists listed the difficulty in
doing quality research in the country and the lack of opportunities for career advancement as
the main reasons for non-return (Delicado 2008: 121).
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Most of the research funding comes to Portuguese institutions from the state-financed
Foundation for Science and Technology. Every five years the Foundation evaluates all
existing research centres in order to decide which of them receive funding. However, as with
most state-administered procedures in Portugal, there are obvious efficiency problems with
these evaluations: the results of the 2007 evaluation appeared no earlier than 2009.
Besides, there have been critiques of evaluation bias in favour of well-established centres
co-operating with governmental agencies.

As early as 1901, a decree on the reorganisation of the University of Lisbon postulated that
university research is there to pursue scientific goals free “from every kind of practical
empiricism”. But even a hundred years later the output of researchers is still not free from
political influence (Pacheco 2004: 62-63, 60). In recent years, an increasing presence of
scientific discourse could be observed in the production and circulation of political texts and
legislative documents. However, analysis of the latter from an academic perspective often
concedes leadership to ideology and political action. In order to obtain financing for their
research projects, scientists find themselves constrained to choose from subject areas
declared a priority in public grant tenders. Furthermore, in order to obtain more financing in
the future, they are prone to structuring their research so that it supports and justifies the
policies either already carried out by the administration or envisaged by it (Lima and Afonso
2002: 9).

This increasing search for the endorsement of public policy by scientific expertise recently
observed in Portugal can be partly explained as a response to EU legislation which requires,
for example, a professional environmental impact assessment for public works and major
industrial projects. For similar reasons, the government feels obliged to involve non-state
actors in the policy-making process, but their role remains marginal because of highly
unequal distribution of power within such partnerships (Koutalakis and Font 2006: 33-34). In
the case of interaction between government and science, the judgements issued by
dissenting researchers often get dismissed as “lacking in scientific authority”: scientific
expertise in Portugal is not sufficiently protected from political interference (Goncalves and
Delicado 2009: 235, 238).

Enhancing human capital and creating knowledge in private sector enterprises

Lifelong learning in the workplace is a common way of spreading knowledge outside the
education system. However, as illustrated, for example, by Almeida (2007: 54-56), human
resource management policies in Portugal do not place much value on enhancing human
capital and do not favour investing in training other than that related to acquiring skills
needed in the short-term. In 2006, only about 10% of Portuguese workers upgraded their
skills in the last twelve months, compared with 50% in the Nordic countries. The odds of
non-professionals receiving in-work skills training as compared with managerial occupations
were also 10%, against 50% in the UK or 65% in France (European Social Survey 2008: 18-
19). Additionally, some experts question whether the training that is being provided will
actually pay off in improved productivity, since effective training evaluation practice is almost
non-existent: fewer than five per cent of all private sector enterprises in Portugal are certified
in training evaluation (Velada et al. 2009: 636).

In order for the situation to change, traditional (‘taylorist-based’) forms of work organisation
need to be replaced by new techno-economic paradigms based on horizontal
communication, employee participation in decision-making and encouraging innovation in
production processes. However, this seems difficult given the generally low educational level
of those employed in subordinate positions and Portugal's historical specialisation in
production by means of cheap labour (Almeida 2007: 54-56; Tomé 2007).
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Silva et al. (2009: 61-62, 67-68) did a survey of Portuguese entrepreneurs which found them
to be quite risk-averse and not very prone to competition (a high ‘collectivist values’ score on
Hofstede’s cultural dimensions scale). As the main obstacles to innovative business
activities, survey participants identified an excess of formalism and bureaucracy, which are
seen by researchers as a consequence of similar risk-averseness on the part of the state
and also as closely connected to the Catholic legacy of the country. Parreira (2004: 37)
reports that many Portuguese businessmen themselves have low levels of education, feeling
mistrustful towards new technologies and are reluctant to invest in hiring external technology
experts. In this context, it is not surprising that most research and development activities in
Portugal are financed by public money.

Attracting human capital from abroad

Given that Portugal has become a destination of interest for international migrants, its
government might have considered designing a policy of attracting highly-qualified
specialists to settle in the country as has happened in the US, Canada or some European
countries. However, this has not been the case. Though immigration regulations have a
special section of “rules of entry for highly-qualified professionals”, there is no substantial
difference in these rules (or application processing times) as compared to the requirements
set for the low-skilled work migrants.

Some authors such as, for example, Patricio (2009: 7-8) claim that Portugal has become an
attractive destination for international students and researchers, supposedly because of
improvement in the teaching and research quality at its universities. However, her own data
contradict this assumption. The figure she presents shows that the increase in the number of
foreign students enrolled as regular students in Portuguese universities achieved in the
2000s is due exclusively to the 50% increase in the number of African students who account
for almost two thirds of all regular foreign students, and Brazilians make up most of the rest.
In other words, it is likely that only students from Portuguese-speaking countries who are not
willing (or not able) to pursue education in a foreign language get attracted to Portugal. The
total percentage of foreign students (regular plus visiting) looks favourable in the EU-context
only because of huge numbers of Erasmus students from North and Central European
countries that come to spend a semester on the Iberian Peninsula due to its reputation of
‘joyful life’ and ‘human warmth’.

Regarding foreign researchers, in 2006 the Portuguese government launched the ambitious
“Commitment to Science” program, which foresaw, among other measures, the promotion of
scientific research in Portugal, and a hiring of one thousand postdoctoral researchers to
work at Portuguese research institutions on five-year contracts with an internationally
competitive salary. The job announcements had to be advertised in English in order to
attract foreign applicants. One can perhaps assume that one further objective of the initiative
was to combat academic ‘inbreeding’ (hiring of the institution’s own doctoral graduates for
permanent positions at the same institution), which is as high as 80% in Portuguese
academia (Heitor and Horta 2004; Horta 2008). Once again, this seemingly promising
initiative was very inefficiently implemented. Personal experience indicates that those
applicants selected for jobs in October 2008 were given no definite employment starting date
and received an actual contract offer as late as June 2009 — a delay which might well have
pushed foreign applicants to look for opportunities elsewhere, while it was precisely the
‘inbred’ staff who could take most advantage of the program. Besides, it would be more
logical to hire a smaller portion of researchers, but on an annual basis (as more scientifically
advanced countries do it). However, already in 2009 the further hiring of researchers was
suspended, leaving the impression that the Portuguese government dropped the initiative as
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soon as they felt that the statistical relationship of researchers per capita had reached an
‘internationally presentable’ level.

Another example of policy failure in the area of efficient use of knowledge from abroad is the
difficulty in recognising foreign (non-EU) university degrees. Many immigrants, especially
those coming from Eastern Europe and Brazil, experience downward social mobility. Even
when their levels of education and training are relatively high, most of them perform
underpaid, low-status tasks. In order to maintain its labour force at the 2000 level, Portugal
needs around 50,000 immigrants every year. Especially for regions with a strong population
loss, attracting immigrants might be the only solution, but there has been no institutionalised
support for such development so far (Peixoto 2004; Fonseca 2008). As an example one
might recall the situation of Brazilian dentists. There was an intergovernmental agreement
allowing them to work in Portugal. In reality, however, this right was contested. Now their
diplomas need to be first recognised by a dentistry department at a Portuguese university
(Machado 2000). These are very few and normally deny such recognition on the basis of
alleged minor curricula differences. The only way for a foreign (non-EU) dentist to get his
dentist diploma recognised in Portugal is in fact to re-enter the respective department as a
student. Portugal always had and still has one of the lowest ratios of dentists per inhabitant
in the EU (Barreto 2007d: 30; 43 per 100,000 in 2004 according to the WHO data), so one
can hardly speak of an excess of dentists. The true rationale behind such practices might be
that Portuguese professional lobbies are afraid to lose their privileged position in their home
market (Barreto 2007c: 34).

It is also interesting to note that Portuguese legislation does not support entrepreneurship
and independent work among immigrants in general. Until 1998, foreign entrepreneurs even
had to recruit 90% of their staff from among the Portuguese. The new law on immigration
adopted in 2007 does not foresee immigrants changing from salaried work to an
independent or entrepreneurial activity, if their residence permit was originally issued for
salaried work as is the case with the overwhelming majority of immigrants (Oliveira 2008:
121).

How well the ‘knowledge-development’ nexus functions in the case of Portugal: some
concluding remarks

This article has shown that accession to the EU helped Portugal to significantly upgrade its
infrastructure and, to some extent, gave an impulse for the modernisation of its institutions.
However, economic convergence as well as an increasing opening to foreign trade and
capital all started before this accession and even before the transition from authoritarian rule
to democracy.

Economic growth does not seem to have been accompanied by a commensurate increase in
labour productivity or, disregarding few exceptions, by switching to a more knowledge-
intensive specialisation of the economy. The EU-supported infrastructure renewal created a
shortage of low-skilled workforce, which, together with overall wage growth, led to a
reversion of migration trends and made the country an immigrant destination. Immigrants,
however, are not welcomed to enter into the high-skilled sector.

The Portuguese education system, the research community, as well as on-the-job learning
have shown signs of improvement, but their performance is still far from satisfactory so that it
would be too early to say that Portugal has come close to a ‘knowledge society’. Therefore, it
seems more adequate to hope for ‘further reducing the gap’ between Portugal and Europe’s
most advanced countries than to speculate if it may attain their level of development in the
foreseeable future.
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Reflecting upon the complex and ambiguous relationship between knowledge and
development, one almost inevitably arrives at the question that has been puzzling the minds
of social scientists for a long time: knowledge or development - which of them actually
comes first? Is it that the countries and regions that manage to foster knowledge attain
higher levels of development as a consequence of possessing more of and better human
capital, technologies, equipment, etc.? Or is it that the wealthier have more resources at
their disposal and using these resources buy better technologies, can afford to dedicate
more time to learning, etc.? In other words, which is the chicken and which is the egg?

The proponents of the first point of view highlight the fact that countries that become rich ‘by
a gift of nature’, such as oil-rich countries of the Persian Gulf or the Russian Federation, do
not manage to build a knowledge economy similar to that currently emerging in the most
advanced Western countries. The proponents of the second point of view argue that
countries which are poor cannot do much for transition to a knowledge economy since they
can neither afford to buy new technologies nor have the ability to develop them from scratch
and are thereby forever caught up in the trap of backwardness.

A third possible line of argument maintains that what matters in the first place are neither
levels of aggregate wealth, nor levels of aggregate human capital, but the structure of the
economy itself. Indeed, it does not help in producing highly skilled graduates if there are no
jobs requiring high qualifications: these people will have to emigrate or satisfy themselves
with medium-skilled occupations. On the other hand, even if we are faced by a wealthy
economy, but which lives primarily from rent-seeking activities, it would not be a stimulating
environment for the enhancement of human capital either, since in such cases the latter
simply is not essential for producing wealth.

In the context of these controversies, some recent studies from the area of cross-cultural
research such as Minkov (2007) seem quite promising as the means of shedding some new
light on these debates, in that they advocate dedicating more attention to the role of the so-
called ‘socio-cultural context’ that may help or hinder development. This context is
composed of the prevailing forms of social structures, as well as of value systems common
to a certain area. For example, a lack of social capital or excessive risk-averseness may
account for the persistence of difficulties in socio-economic development even when
necessary levels of human capital are achieved.

It is, therefore, considered that this might be a fruitful direction for further research aiming to
explain the nexus between enhancing knowledge and advancing development. Depending
on future findings in this area, it may be advisable to shift the focus of reform efforts towards
the socio-cultural domain, which is possibly capable of yielding long-term benefits for the
successful development of Portugal and other peripheral countries in Europe that face
similar challenges.

*k%k
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