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PRE~CONDITIONS FOK TNDUSTRIALIZATION

'A. The market
A factor of basic importance can be seen in the population of Paraguay in 1950.
The figure of no more than 1.2 million inhabitants in a terridery of 406,000 sguare

kilometres indicates the size of the national market. 1t was naturally impossible to
Epromote an industrialization process for so restrictud a market, and for the same
reason the few enterprises that di! exist were geared for the processing of very small

‘volumes of raw materials at a virtually insignificant level of activity.

By 1972, despite a relatively high rate of growth, the population had reached &

1evel of only slightly more than 2 million. However, as will be evident from the

[

. statistical material presented later on, this figure has represented an important

milestone for production activities in the manufacturing sector.

Historically, the size of Paraguay®s internal market has been a key factor in
! impeding the kind of industrial development that might otherwise have been possible.
Mention should also be made, by way of explanation, of the underlying reason for this

ctate of affairs. During the period in question, the Paraguayan population was

emerging from three years of world war and from internazl upheavals and commotions

. typical of & time hen the political struc‘ure of government hag yet to become firmly
| established.

Beginning in 1965-1966, the country embarked on a process which, through both a
quickening of the rate of investment and the imtroduction of some degree of diversifica-

tion in production, established a mere cleerly defined trend in the direction of
industrialization.
. The imternal market contimues to be the major limiting factor, because of the

very intimate relationship between supply and demand in the context of such a market.

The great majority of the enterprises established in the recent past have been

faced with the need, inter alia, to attempt to gain some foothold in the forcign market,

as the sole alternative to discontinuing their operations. At the same time, the

Y

'i’establishmen‘t of a de facto or de jure system of monopoly makes the domestic market o
closed reserve — especially that part of it represemted by the public sector, as a

major consumer of different goodse.




B. Transgor‘t

In this area, the first point to mention is the need for an infrastructure,

including both such basic physiczl assets =2s 2 road aystem, nuvigable rivers, railways
and airports, and the rollirg stock and vehicles to be operated over them. Despite the
advamtages of its location at the heert of the continent, n terrain largely free from
major changes of level, a geography rclatively favourable to the construction of roads
and railways, and the navigebility of its princinal rivers, Paraguay suffered over o
very long period of its history from o total lack of the kind of communications that

are essential for planned economic cond social doevelopment .

In the light of thusc conditions, it wos inevitable that basic production should
become concentratcd in an area of intensive activity, with the land coming to te divided

up into a2 large number of small holdings.

As an alternctive to operations centralized under the effect of the principal
market, a market consisting of industry ond the population itsclf, one might cite a
mumber of efforts at decentralization, particularly in livestock breeding, timber

cutting and the working of the wild-growing palmctto forests.

The devclopment of the nation's road system prevides o good illustration of how
the country advanced from a stote of backwardness in the 1950s, picking up a momentum
in the sixties — and particularly towards the end of that decade — which resulted in

genuinely solid achicvement s.

In 1950, the total extent of asphaltew roads in Parsguay was no more than 89 km.
Given the nature of basic commodities, with their great weight and bulk, there is no
doubt that this fact constituted o serious obstacle to the cxponsion of primary supply
and limited it to certain areas. There was also no denying the fact that industrializa-

tion was inhibited by this physical factor.

To round out the picturc of the road network aveilable for the transport of goods

to the internal morkct, it should be mentioned that there wos 2lso 474 km of gravel-

covered roads and 288 km of dirt roads, giving the country o total, including the
asphalted system, of 8651 km.

By 1960 the road system had rcached the following lengths, for different types of
surface: asphalt 195 km, gravel 653 km and dirt 1,318 km, for a total of 2,166 km.




By the end of the sixtics ond the early seventies, the country had succeeded in
increasing substonticlly the ainount of wsphelteod highweys by improving existing roads
and completing new oness As 2 result, the ~snholt highwey network rosc to 210 tm, ~
figure almost equnl to the country's tetol read system in 1950. With ¢01 ¥m of
gravel-covered and /,890 Jan of unsurficed roads, Paraguey thus had 6,310 km of road
for the movement of its goods und products, encbling it to open up vast areas for

basic production.

During the puried 1950 1970, the country thus increcscd its road net work morc
than sixfold, a fact which was in somc measure instrumental in making possible the

achievemcnt of the industrizl production levels to be rocferred to below.

Turning now to the other ~apect of this problem - nomcly, the availability of
the actual transport facilitics - the point to be strussed is that, aport from the
old nationcl railwoy system (1644) with o permonent way of 374 km crossing an importent
zone in the ewstern region of thoe country, the orgenizotion of private transport hod

failed even tn kcep poco with the rocd-building progromme.

The lack of road transport to bring industry the rusources it required was for
a long time anothci obstacle to cstoblishing regular and sufficiently abundant supplics

of raw moeterieals of diverse provenance and type.

The following figuros have been tokcen from o study of road transport capacity
made in 19653
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As is evident from these dote, the industrialization offort was not sufficient 1o

meke good these notionwide deficicncices in the short term, and for this rcason it

would be superflucis to comment on the vit 1ly importont rol. played by thie factor
in the industriclisation process, cspecially in vicw of thec fact that (5 per cent of

all goods moved within the country depend on the road systom.

C. Power and watcr

In discussing thesc two factors, it 1s nucessory to (istinguish betwcen them, aos
regards their rcspective roles in the cconomy. The discussion may in frct be confincd
exclusively to the question of power, since woetoer, whilc certainly of rclative impor—

tance, is not o limiting factor nf any conscquencas

Throughout the coumtry's histery, the production of power hns lagged bchind the

level needed to support the industrializetion cffort.

Most of the power produced was derived from a Stotc—oumed thermal plant located

in the capital.

The toriff schedule can in no scnsc be regarded as having been a stimulus to
industrial consumption, in view of the fact that no nolicy favouring the interests of

this newly cmergent scctor had been formulated.

The greot majority of the industrizl plumts situatced on the out skirts of the
capitel, as wcll as thosc locrtod in ihe interior of the country, werc equipped to
generate their own power, ond indced until quitc recently functioned as the suppliers

of elcctric power to “ho local poerulction ~s welle

This arrangement virtually amoumtced to a subsidy to the industries’ power produc—
tion costs evon though, with furnaccs generally fire?l by the plant’s own by-products,
the cost of power was in any casc lower than it would have beéen for furnaces fuclled

with petroleum derivatives, for which therce is no domestic source.

While it would be incorrcct to state that the inadequate power supply was a
decisive factor in limiting the level of industrial developmant, it would be equall;
wrong to overlook the fact thet for a long time it was responsiblc for a highly

unusual pattcrn of industrial location.

It is altogether safc to soy thot almost 70 por cemt of :he plants making a

significant contribution te the country’s industricl output formerly had their own

power supply sourc s.




ANALYSIS OF THE POWER GENERATED AND SOID BY THE NATIONAL
ELECTRICITY ADMINISTRATION (ANDE) ACCORDING TO CONMSUMER CATEGORY

. AT W TR N PN WD T 2 W DITEN DU IIWINET ISR . - . N -

Catcogory E(ff_l e = l'c)ﬂ Cumulative :'.r}r.ual
i~ - Kith’ 4 growth, b

(iross powcr gencrated 12,5C0 172,809 8.6
Total power sold 54,564 100 139,508 100 9.4
Residentiol consumption 27,830 51,0 32,961 59447 10.8
Tndustrial consumption 15,997 29.32  40,29€¢ 28.88 G2
Government and municipal

consumption 64415 11.76 9,763 7.00 442
Public lighting 2,874 5.27 6,048 4e 34 Ted
Tramway operation 1,448 2465 440 0.31 -

* In thousonds

PER CAPITA CONIMPTION OF FLECTRIC POWER

Jear kW per capita
1960 46
1961 48
1962 51
1963 53
1964 55
1965 5T
1966 61
1967 67
1966 1
1969 19
1970 87
1971 92
1972 100




DULIVERY SYSTEM - LOW-TENSION POWER LIVES (220 OR 280 V)
INDUSTRIA] AIM PURAL CONSUMPTION

S T - - + R RTINS L R e TR ST L TR Y SRTIIDW A ey
Declared lond Block Limits of zuch block Unit pricc per bloog
W - K'h guaranis/Kih
- ' - from to . -
0 to 40 1st 1 100 T.95
Follewing 101 200 T.7
Following 201 500 7.45
Following H01 750 7.20
Fellowing 151 1,500 6.90
Following 1,501 2,250 6.60
Following 2,291 3,500 6+35
Following 3,501 5,900 6.00
Tollowing 5,501 and above 5.80

Note: ANDE will lovy o manl~tory minlaum charge of 45 kWh per month for ecach
kilowott of declarcd ingustricl load and. of 30 kWh in the casc of rural
loads.

1 USé = 125 guoranis.

. Industrinl sitcs
2 AT AR AR A

m

The most morked pottern evident in the location of the country's industrial pleauts
is a tendency to scok out sitos closcet to the sources of raw materials (such as
1imestons: deposits, suger canc fields, troc stends concule of being workad for woods,
yorlo mote production arens, I« giong rich in prlmetto, ~tc.), with the exception of thc
tuxtile, oil oud beef-procussing industries, wheroe the preference has been for proximity
to the principel domestic market ~nd the -xrilebility of the necessary infrastructurc

for trensporting th. finished products.

In the light of the factors bricfly discusscd cbove, such os the road systcm ond
transport facilitices, the market onld the sources of power, it may be inferred that,
despitc the ebundrnt supply of lind, sitc sclection wos in fact governed by the con-

stroining effect of these frctors.

The id.c of an industrinl cstote is still only o fond hope. The cffort has just
boam to esteblish ¢ kind of overcll co—ordination cimed at the effective use of

intcgratod rosourccs.
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E. Raw matcricls

1. The most represeniative of the country’s industrial activitice during the

19508 may be summrrized as follous:s ot rrecessing, leothor tanning, tannin produc—

: tion, primary proccssing of wood, cignr and cigarett. manmafacturing, textiles to

40 denfor, vegetoble nils, esscntinl oils, suga™ and clcohol production, limestonc
working for grcy Portland cement nnd limc, houschold soap production and other

activitios of less irmportance.

This entirc productive effort wos bascd on an instzlled capacity primarily

{ oricrmted towords the domestic merket — cnd, cbove all, the residents of the capital -

with the specific cxception of the meat-packing industry, which, controlled by British

and United States financial intercsts, was rosponsive to forecign demand.

2¢ On the other hand, the limitcd volume of domustic demand was uncble to pro-
vide the conditions that might have triggered o progressive growth in industrial
output. This offected the whole process of production, 11 the way down to the raw
material scctor. While the supply of raw materinls connot be scid to have acted as
a bottleneck, it con certainly be said that there was o lack of promotional programmes

aimed at expending it significantly.

Nevertheless, apart from cortoain <xceptional periods whoen supply dropped off
sharply becouse of climotic conditions which reduccd harvests and disrupted the
regular flow of goods to thc inmtcrmediotc proccssing cemtres, it would bo incorrect
to regard thc raw .1aterizl factor as rospc.sible for Paragua 's slow rate of

industrializetion.

During the 1960s, in addition to cpening up new manufocturing branches, it
became possible to achicve more favourcble conditions for thc utilization of aveailable

resources from various standpoints, including row metcricls, skills, markets end modern-—

jization of plant.

3. The expension of agriculture rcsultin,; from the availability of new and morc

jnumecrous transport fccilities and thoe cstablishmant of productior units using more
] highly intcgratcd processce, opened the way to a grectcr supply of raw matericls,

fwhich in turn gave rise to o gradual diversification in the supply of manufactured goods.




4. Other cctivitics which ~dded to th. supplics aveileble te the country included
the oxploitation of the palmetto palm, bonc ncal processing, soya boon production, the
growing of citruc fruits, prospecting for now wood vorictics, coffec bean production in
a rocently opened-up rugion, the beginnings of mint cultivotion and others of lcss

conscquirnces.

Until very rccently, industrics bnscd on thc processing of imported raw materials
woere of almost no importance. The foeot is thet there hes olways boen o shortoge of
such complementary itoms os the entire range of paper goods, cardboard, sheet metal of
different kinds, chemicel products, otc. - 211 producis which the country cont imucs to

lack to this very dry ond which hove followed the genceral pottern of development .

5. It was not uxiil a ycor zge that the country cet~blished o permancnt policy
regarding the importation of rew metorials under specinl arrongements.  Bven though thc
trade systom wos emply libernl, thore wos no general machinery in offect during this

entire period to promotc the industricl proccassing of imported matcrinls.

$incc 1957 the country has plocid ne rc strictions on imports of Tinished goods
or goods for industricl proccssing. Bofore thet time, the system in cffect wos one of
cxchange control, under which imports wrre subject to contracts regulated exclusively by
the Bank of Parcgucy. It is rogonoble to say that during this poriod there was no
gsafoty morgin for imports of goous which might be recuircd by industry, ond as & con-—
soquence of this situation, shortly ~ttcr 1957 o proper crrongoment wos devised for the

atabilization of intcrnotional trode.

]

The rolotive uncert-inty gonersted in the post by the cxchange control arrangcment
probobly constituted the sele limiting fector in Porograyts declings with forcign |
countries and wos lomgely responsible fer cncourcging the tondency te consume already g

processcd imported geods.

As alreedy pointed out «lsewhere in this annlysis, during the entirce period of the

qualificd monpower — especially in midlevel monagement, where the manufacturing sector

|
fiftius and sixtics, and for port of the scventics, there was a problem with regerd to |
|
specifically requirces a supply of suitable personncl. |

The same thing may be scid of th. fuctory foremen, o position which must very often
be improperly ossigncd to a man of very high technicel qualifications unable to find
work in his own spocial ficld, or converscly to a worker with practical cxpericncc but

with 1ittlc academic background.
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Thesce comments do not opply to the availability of general administrative or
cccounting services, cven though thcsc vitally importont cspects of business management

had not yet rcached the level of skill aclicved at the present time.

In point of foct, at a timec when programmed producticn did not yet cexist,
administrative and accounting aclivitics mercly figurcd as o kind of appendix to the
system, which was ultimately one of unilatceral decisions by the owner, or owners, who
were gen<rally members of the same fomily, this being the casc with virtuelly cll the

corporations foundcd for business purposes in Poraguoy.

With respect to financial resourccs, it is important to note that, since 1960,
the principal sourcc of financing hes becn the Nationnl Development Banke Bofore that
time, therc arc no instances of long~term or medium-term lincs of credit being extended

a8 an incentive to private efforts in the industricl scctor.

Thesc lincs of credit arc granted under thc following conditions:

Conditions Sourcc: IDB/NDB Sourcc: _KFW/NDB
Term 12 ycars 12 ycars

Annuel interest rato b %

Grece period 6 months/2 ycars 6 months/2 ycars
Commission 1% 1%

Proportion of project valuc financed Up to 744 Up to 4%

Finelly, mention should also be madc of the lack of a srurce of working capital
to finance the resources required in addition to plant. This has certainly been an
obstacle in the wey of achicving the dynomism ond competitiveness nccessary for any

genuine industricslization cffort.

During most of thc period under review, the behaviour of the private scctor has

§ not bcen promising, although it must be acknowledged that the climate of insccourity

d that formerly prevailed toended to discourage the slight disposition towards investment
§ thot did cxist.

o

In certain scctors of the national economy thc most representative enterpriscs

are under forcign management. This wes the case, ospeciclly before 1970, in the meat

§ and mcat products industry and, dwring the samc period, in the wood products scctor.
Also to be conmsidered ore thc toxtile mills and the oil-menufacturing plents, which,




although run by notional personncl, hove becn fir~nccd by foreign interests under
supplicr-credit ~rrongoement s, o8 well oo the other firms ~nd c¢ntorprises which in
slmost 211 cascs conform to the pottern o bueiness.s run by clor:d fomily groups
intercsted only in their own ~finirs, ond hence hoving no tondency to promote the

involvemert of ial. rusources outegidc that spherce

Since therc has also been no Progress towards ony aegrec O rationalization of
the cepital merkct, no other chrnnol is ~vaileblc to give new businesemen a share in
undertaokings which might thus nttein o recsonable 81z, through mochinery similar to
that of o stock cxchange.

_C_Jhagt cr 11
'I}WJSTY'IALIZATION AC}EIVMMTS IN THE PERICD 1950~1972

1. The activitics which hove acquired some importaonce in the last 20 years arc, for
the most part, industrics proccsoeing dom.stic row metericls to meot the nceds of the
internal markct ond for forcign trode. Prominent in this rcgerd are such activitics
ac the production of suger, toxtiles, mont, tobncco products, furniturc, footwear,

flour-mill products, bevernges and vegetrble oilse

The incrensc in forcign domend wxpericnced during cnd ofter the Sccond World Har
led to a relative cnprnsion of industrisi ~ctivity in Porcguay, followed by an
interval of stognotion ~nd then cnother upturn during the period 1960-1970, pertioularl

ot the turn of the decode.

o, New industrics were cgtablished in the country towards the cnd of the 19608,
while exigting oncs oxpanded, cspeciclly thosc which hod becomce obsoletc and now
rcplacced their old cquipment ond mochincry. Among the industrics in which new
tcchnology was iptroduced ot this time, the following might be mentioncd: frozen
mcat, cement, petroleum proccssing, fruit and vegetoble pockeging, cooking oil
momufacture, woodworking, ctc. The country's lorgest industrics are those which
producc goods, especially semi-finished goods, for cxport. In recemt ycars, graduel
import substitution, cspecially in those scetors for which th: country hns its own

gources of raw matcrials, hos scrved as o stimulus to industrial devclopment.
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3. Categorics of industrial production

As a rcsult of Paraguayan industry!s historical cvolution, two categorics of
industry havo come iato being hoving markedly diffcrent characteristics - factory

production end artisan production. The diffcronces betucen the two reside bhasically

in the system of production, the tcchnology uscd, the destination of the goods pro-

duccd and thc manpower employed.

Factory production consists of smcll and medium-sizced cuterprises, with the

former prcdomincting. Establishments cmploying more than five persons are considercd

to fall within the definition of factory industry.

Approximatcly 62 per cent of the country's industrizl product is derived from
this spherc, which, in addition to mucting part of the imtcernal demand, produces
goods for export and is also the area in which import gsubstitution is being pursued.
It processes both domcstic and imported raw materials. The larger cnterprises arc

generally relatively modern, well cquipped end more officicent.

The small and medium-sized firms arc besicully cngaged in the production of goods
for internal consumption, many of them with obsclete machinery and, low productivity.

Thesc entcrprises obsorb large quantities of manpowir.

Within the sphere of artisan production, » distinction is drawn betwcen urban

producers, on the onc hand, and rurcl and domestic produccrs, on the other.

Urban artisan activitics, which account for 37 per cent of the goods producced
in this mamner, ore plied in small workshops and by groups of independent workers.
The importance of this kind of production is reflected in the type of demard which it
mects and the rumber of jobs which it provides. Bccouse it is subjcct to no taxes or
social charges, urben artisan production is ablc to compcte with small and medium
industry. Such activitics cmcrge when certain goods, frequently of poor quality and

destined for low-income consumcrs, cen be produced mamially end on a small scale.

Rural and domestic artisan activities constitute a marginal and supplemontary

system of production by housewives and small farmers. Sincc their labour costs are

so low, it is hardly possible for organizcd enterprises to compete with them.
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a1 classification, nine accounted

Of thc 20 branches considercd in the industri
These industrics

ont of the total gross industricl product in 19Y50.

for 953 per ©
footwear ond clothing, wood, leather,

were: foods, beverages, tobacco, textiles,

chemicals and non-mctallic mineralse

i
|
i
é
i
:

During the period under oxeminction, from 1950 to 1970, certain troaditioral

branches were cxpaended ond new oncs crooted, such as the petrolcum derivatives industry

a refinery for which was put into operation in 1966«

cse industrics - namcly, foods, beverages,
g — it will bc found that thceese account
and that the first-mentioncd

Nevertheless, toking only five of th
textiles, chemicals ond potroleun derivative
for two-thirds of Poraguay's groes jndustrial product
branch — foods - so predominates o8 to represent clmost one~fourth of all goods producs

These focts highlight the lack of divcrsification in the country's industry.

5. Sizc of the cstablishment s

morked predominance in the coumtry of c~rtisan and agmnll industrios.

the dota of the 1955 ond 1963 industrial censuscs
sonted 52 and 68 per comt of the

There is @
Considering factory industry ~lonc,
show that entorpriscs with from 5 to 9 umployccs Tepre
cntcrpriscs with from 10 to 45 cmployces, 41 and 27 per cert;

totel, respeetively,
enterprises with from 50 to 99 wmploycuu, 4 and 3 per sent;  whilce the sharc of the

represented only 3 and 2 per ccmt

largest cnterprisac, cmploying 100 pcrsons or S0,
anlicmt fcaturcs of Paraguay's

These figurcs shed light on one of the

industrial structure - namcly, the foct that it is bascd on the output of small

| the ostcblishmemnt of medium ond lorge enterpriscs procecding

respoctively.

productive units, witl

at o rclatively clow pacce

6. Contribution of thc scctor to thc GNP

As indicatcd by studics prepared by the Cemtrel Bank of Paraguay, the contributi

of the industrizl scctor to the gross national product wes 16.3 per cent in 1950 and

averaged 17.3 per cent during the nc:t three-ycar period from 1950 to 1953. This was
ssulting from o period of production stagnation,

followed by o pronounced downturn, It
reaching a low of 15.1 per cent 1in 1960, Thercafter, the industrizl contribution con

rise until it stood ot 18.7 per cent in 1970 This increcasc in its sharc o

timcd to
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the GNP was duc to the cstablishment of now cnterpriscs during this period and to the
higher degree of industri~l proccssing given to cxport products, in linc with the
Governmemt's policy of cxporting goods whish have vndergone at least some degrec of

proccssing.

Taking into account thc av.rage oer capita incomc of our country, the avcrages
indicated above orc higher in Parnguey thon is normnlly the casc 1a other Latin Amcrican
countries. Thie indicates thot tho country is rather fovourably situated in this

rcspect and thet there arc no structursl imbrlanccs between the industrial sector and

the rest of the nationts cconomy.

7. Supply and demand of monuf acturcd goods

During the period undcr considerction, there has been a substantial increase in
tnc contribution of forcign—produccd goods to the totil imternal supply of mamufacturcd
gooda. What has happened is that the contribution of domcstically manufacturcd pro-
ducts to total internma) supply went down from 81 per cent during the period 1950-1960
to only T9.4 per cent during the period 1960-1972, whilce during thosc samc two poeriods

imports accountud for 19.C and 20.0 per cent rcspectivelye
During the period 1960-1972, 16.2 per cent of national production was for oxport.

It will be obscrved that most of the increase in intcernal demand during the

period under considcration was satisficd through imports.

During the period 1960-1972, 69 per cent of domand was covercd by domestically
{ produccd goods, while in the poriod 1950-1960 the figurc was Tl ver cente

Almost 7O per ccnt of domestic goods produccd for the intornal market arc finished
4 consumer products, 20 per cent arc in the form of scmi-finished products, and the

remeining 10 per comt consist of copital goods.

, During the period 1930-1960 the pattern for imports of memfacturcd goods was
m 35 per cont for consumer goods, 35 per cont for capital goods and 30 per cent for
f semi~finished goods, whilc for the period 1960-1970 thc figuros were 22.4 per comt
: 56.7 per cont and 20.9 per cemt respectively.
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TOTAL SUPPLY OF MANUFACTURED GOODS
(Millions of 1967 guaranis)

hverege

122—-1260 1260—12 [2
Pro&uction ..Olo...'.cclcococooc.ocucoolcooccootooc. 22,00402 32,&3.8
ImpOI'tB ocu-ouooooocooooooccloouoco.cocooo-o-oooccou %I&OB‘I !1032.%
T“al mpply ..‘.."“.‘........'.....l“l‘.l‘l..... 2 ’412‘9 3 ’ 3.
Expor’tu -.cocoooooocco-..ccouoc-.o.n--cc-c.ocoo.--oo 26 . 29,
Supply to internal market produced domestically seee 1@,’?33.5 2;,%’1%.;
Total supply to imternal market ceccccecaciocneecone 23,147.2 34,5737

8. Emgloment

The work force cmployed in thc industrial scctor rcprescmts approximately 17 per
cont of the total number of cconomically active pcrsone in the coumtry. Tho majority
of amployed pcrsons work in artisan~type activitics, which it is estimated account
for 60 per comt of thc total cmployment.

The highest omployment levole in fectory industry are found in food, toxtiles,
footwear and clothing, chomicals and non-mctallic mincrels, which reproscnt more than
73 per cemt of the total cmployed work forcce

The individual productivity of the factory cmployocc is approximately 150 4000 guar

a year, a figurc for higher 1han that of the artisan worker at lcss thon 60,000 guaran
a yoare
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NUMEER OF ECONOMICALLY ACTIVE FERSCNS IN THE COUNTRY

1962 1972
Agriculture ececocossscsossnces 320,857 433,108
HANANG eveesvsoen 476 192
PotT0lCUM eeccsscossssccconnoss - 166
Monuf aCturing seesesssesesscces 88,486 119,560
Other 8CCEOrS sevesesesscsesssse 176,596 _ 238,163
TOTAL vovesvensesanssessasnsoss 586,415 191,789

FOREICN TRADE BALANCE
In thousands of dollars (1967)

1953 1960 1970 1972

EXpOTES seessesconsanserseasss 30,055 26,978 64,071 86,188
IMPOTtS cosvssccocsasconccesss 22,811 32,463 63,834 69,849

. Trade balonce essecseccecs eess 1,778 -5,489 237 16,339
! Exports of mamfacturcd goods 21,38¢ 19,246 15,386 69,769
Imports of memufactured goods 15,759 27,356 58,240 65,356

Rate of cxchonge: 1 US$ = 126 guaranis.




Chepter 111

THE STRATECY OF INDUS.ARIALIZATION, 1950-i972

A. Sclection of priority industrics

The formulation of the first plan for the period 1965-1966 marked the beginnings

iof a process aimed at ordcring snd raticnalizing the country's imtcrnal cfforts to

develop a more cfficiont bosis for the implememtation of programmcs designed to

g promote the indust rial sector.

: Wihile it had bocn cetablished thet the initial phasc should be meinly concerncd
Ywith tnc industrizl proccssing of agricultural, livestock and forcstry products, it
was cnvisaged that a rcasonable mcdium-tcrm goal might bec not only o higher degree of
' raw moterials processing, but also the gradual transformation of the factory scctor
with o view towards import substitution and the production of cxportable items.

4 The attainment of thesc objectives implicd an immodiate necd for the re-equipping
jof the principal cxist ing industrics and the egtablishment of guidclines and critcria

§for the imtroduction of new product lincs to promote diversification.

The provisions of the plan celled for an cgtimated cumulative incrcasc in factory
{produciion of T.2 per cent o year Tor the two-year period 1965~1966, with the figurc
cxpccted to risc to 9.0 per cemt between 1966 and 1970.

On the basis of thesc indicators, the sharc of the industrial scctor in the gross
fnciionel product was to move from 16.4 per cent in 1962 to 18.7 per cent by the end of
§1966, reaching 20.5 ,.>r cent in 1970.

, As a rcsult of this expansion, the grose industrial product was expected to
$increase from 7,200 million guaranis in 1962 to 9,600 million in 1966, rcaching an
&stimated total of 13,400 million in 1970.

In addition, thc plan placed major cmphosis on the formulation of proposels and
&-ccomondations concerning industrics in keeping with the destination of the goods
Shich these industries preduced.

1 Thie resulted in the drawing of o distinction between thosc industrics which were
®o bo exclusively designed to satisfy internal demand as opposcd to those which were

§o be geared to the export of their output.




Y

The first group — that is, the domestically oriented industries - was to include

the following activities: fresh meat, pasteurived milk, edible oils, textiles,

reconstituted woods, paper and cardboard, pharmaceuticals and petroleum derivatives,

The list of exporting industries,;on the other hand, included those supplying
such products as cenned and frozen meas, juices and canned fruits, sugar, textile

fibres, processed woods, structural carpentiry, essential oils, industrial oils, soap,

grey Portland cement, and lime for civil engineering.

The following figures represent the estimated growth rates for the most dynamic

industries on a sector-by-—sector basis:

1962-1966 196621970
Food 8.66 T.66%
Textiles T.5% 10.1%
Wood 11.0% 13.1%
Chemical products 6.0% 8.0%
Non-metallic mineral products 9.,1% 14.1%

The industries which produce paper, cardboard and derivatives and those engaged

in petroleum processing were clasgified as "New Industries®,

From estimates of the value of output in the various priority activities,

the following upper limits or goals were tentatively set for the years 1962-19663

1062 165 1966

(millions of guaranis at 1962 prices)

Gross value of factory

production 13,043.8 15,349.1 17,268.8
Gross value of artisan

production 6,509.6 7,36%.4 T,711.7
Gross value of manufac=

turing production 19,553.4 22,718.5 24,980.5

As is evident from the foregoing discussion, the chief aim and recommendation of
the plan was more processing of the abundant supply of raw materials and greater
employment of labour as an indirect consequence of the kinds of production proposed,

particularly for the second phase of the projected development programme.




‘ The industrial expansion anticipcted for the years of the plan was calculated

' to have a stimulating effect on employment. It was estimoted thet factory irdustiryts
ldemand for labour would rise by 4.4 per cent during 1965-1966 and at a .cumulative
annual rate of 5.5 per cent over the period from 1962 to 1970, In absolute terms,

the outlook was for 7,100 and 21,000 new jobs respectively.

In 1962, factory employment rose to 37,414 persons, of whom some 32 per cent werc

yorking in the food sector, Projections for 1966 pointed to a possible increase to

,500 persons, distributed by industrial sectors in much the same manner as during

khe preceding period, while the factory work force required for 1970 was estimated
$t 58,000,

$. Implementation of industrial projects

During the initial marshalling of resources essential for the creation of a
$uitable context for a rapidly developing industrial sector, it is unwise to set
ne's aims too high. For this reason, the recommendations of this first national
ylan took the form of basic declarations of a general nature designed to serve as

guidelines for the framing, of the as yet undefined industrial policy, at a later

ate,

These recommendations, therefore, referred to such factors as the need to consider

§ow best to bring about conditions favourable to the effective utilization of human

d physical resources, to stimulate domestic savings and their investment in

ndustrial production, to raise the population's standard of living, etc. Attention

as also directed to the need for institutional co-ordinztion and to the question of

$clations oetween the institutional bodies and the private sector.

One important aspect of this first stage is perhaps specifically the recommendation
Palling for the creation of technicel and institutional conditions to permit action

¥ased on investment programmes and projectis and the preparation of feasibility studies

gor the whole operation,

Another salient feature of the recommendations is that they are aimed at the
prmulation of an industrial credit policy to encourage the participation of private

avings and of internal and international credit.
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Finally, mcntion should 2lso be made of the very important topic of technical
m~npower developnent and training at difforent lovels, in keeping with the country's

needs and the rcquircments of the industrics to be built up.

Given the existing cconomic system in Paroguwcy, in most instances the decision—
meking power with rcou ot to projcets 1oy with the privetc sector. This fact is at
the basis of the gencrl recommendaticn rogerding the lype of rolc to be played by
the public sector. It was suggested thot what the State should do was to guidc the
activities of the privatc sector by indircct acans, assuming the primary responsibility
only in the casge cof those projects which, because of their scope and strategic signifi-

cance, might be morc ¢~3ily monoged by tho Statce

Strategy of the national devclopment plan

It hos been pointed out that the successive national development plans were
drawn up in such & way a8 to take intc account the stage the country was going through,
during the process of rcviving scctors of the economy, which for e variety of circum—

stances were at different stnges of development,

Thus, it is cvident from the provisions of the firct national plan thet, in
the specitfic arce with which we arc conccrned, the underlying strategy was one,
firstly, of promoting industrial growth, so as to expand production capacity and
at the samc time abserb manpower, wnd sccondly, ol encourtging rcgional specialization
as a first systemetic offort towsrdc the dccentralization of activities which, as
mentioned clsewherce in this paper, hod teen concentr:ited in the centrol area of the

country, becruse of morket considurctions nd the wveilokility of boasic services,

Anothcr fundamental premise of this strategy concerncd the possibility of
making greater use of potential raw materinl resources ond founding permanent new

communities es the result of the increascd meed for manpower in the development arcas.

Short-range and long-range gouls were established. Making an intelligent
appraisel of the ultimate objectives and the means to achicve them, planners gradually
devised o time-table of different torget detes for the industrialization of the

country.
The immediatc aim wags to creats the right conditions for grecter productivity,
higher levels of production and increascd exvorts, and to rcellocate public and private

resources 3o that the long—-term geals could leter be achieved,
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Over the long term, the aim was to achieve a rate of growth in per crpito
income higher than that which hitherto had been recorded (gross national income per
capita - US$188) end a better income distr bution pottern, tc enable the population
o enjoy en improved staondard of living, It will be clear thot these were the fipst
steps in what was 1o be a concerted national effort to »rovide 2 better quality of
lif~ for the citizene of Paraguay. This offort was to be bhased, among other factors,
cn the prineiple that the country should process its own notursl resources, because
it was very conscious of thc highly dependent status imposed on it by o colonial type
of economic system, under which it was mcrcly a supplicr of raw materials and

imported all consuwer goods.

1, No fundamental changes were introduced in the second plans  the approach
was rather one of reiterating principles which remained valid in thc light of the original

malysis and the particl implementation of the rccommendations of the first plan,

Unquestionably, onc¢ of the recommendotions emphasizing the intention of expanding
the raw materials procassing scctor is that which calls for greater study of the
feasibility of chamnelling the supply of basic manufactured goods towords thc foreign

market as a logicel measure to offsct the limited nature of domestic demand.

Tre possibility of cxporting such goods was greatly strengthened by the performance,
during the first years of its existcnce, of the Latin Americen Frec Tradc Association
(LAFTA) in promoting intra-regional trade, the prospeccts for which in the initial

phase were truly encouraging.

2e The idea of pursuing @« policy of faster industrialization in order to
-xploit the country's basic resources became morc clearly establishced and lcd to the
necgotiation of concessions within LAPTA, which had classified Paraguay as a
rclotively less developed country and thuc as eligible for a certain degree of prefercen—

viel treatment in the area of import duty levels,

More serious attention was alsc directed to the taslk cf gradually putting to
use the new infrastructure facilities, such as transport ond communications, uhich had
teoun to become available to the country and to provide a basis for thc expansion of

primary production,

In summary, the effect of the second plan may be said to have been to confirm
*he cxistence of a propitious climate and popular awarencss with respect to the
f‘r‘ajectives set in the plan, which taken together constituted an effective programme

for the e¢liminstion of the obstaclecs which in the past had hindered the industrializ-

ation of the ccuntry,
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Frogress ashicved 1o g result of the recomendations of the rian

In cttempting to meke en in-depth assessment of the direct consequences of the
plents recormendoiions, there is o risk of leaving some things out and putting others
in, .en reviewing the successive achicvements in the nation's cconomy. Nevertheless,
theee recommendatione Aeserve great ¢redit for having marked 2 first step by spelling
cu’ the dircction to be followed by the cconcmy ws o whole if it was gradually to

overcome the stagnation which hed characterized it during the previous period.

T"he following achicvements, among others, may be notcds
- Development of lend and river communications to open up new areas of the
counitrys

. Orgenization of the institutioncl mzchinery of the public sector to serve the
bagic needs of produccrs more cfficiently;

~ 3cttlement of new arcas for the twofold purpose of forming new communities
with better employment opportunitics and increesing thc supply of goods to
the economy;

- Drafting of lews and other lcgal instruments defining the incentives offered
to privatc enterprise by the public sector;

- Provision of bosic services by the State, notably in cducation, public health
and technical sssistance;

- Creation of speccialized agencies to run special programmes, such as the
eredication of discases affecting crops and livestock, basic studies on the
gtandardization of factory production, export promotion, specialization of
entrevrencurs with & view to increascd production, stc.j

- Production progremming of such strategic products aos grcin, cotton, soyabeans,
wood and othcrss

~ Estesblishment of such basic industrial sectors as Portland cement production
and hydro—clectric power gencration;

-~ Greater insvivutional co—ordinution for the reassignment of resources with
o view to moximum utilization of the facilities available to the country in
order to raisc the general standard of living and undertake more ambitious
projects in support of foreign trade,

Whe thratogy of the 1971-1970 plan
1he five-yeor plan for thc period indicated highlights the great importance to

be attached to cxports.

"he justification for this strategy of outward-directed growth is based on the

follotinz factors?




- The commitments cntered into with other comtries for th inmplem-ntation of -
large number of infrastructurc prejects, oll of which will tak. o long tim. to

yield rcturns:

~ The new nerds created by accelerated development, with th. corollary requirement
for massive imports of capitnl gnnds fer the mointen~nce and further «xpangion

of the various programmcs.

Both these factors are certain to have a conciderable ffect on the countryts

foreign irede balance.

Finally, the plon reaffirms the position that, in respense to general conditions,
gradual changes will become necessary with respect to the allocation of resources to
public investment fund pregrammes, with greater emphesis placud on thosy relating to

the production sector.

Anticipating the outcome of this policy, it may be tentat ively concluded thet
genuine progress has been achieved in the industrial sector, even though the goals eet
were not always as consistently pursued as one might have heped.  Kevertheless,
objective and pragmatic analysis of the varinbles in the Paraguayan situation supporte
the view that the gains made, although not wholly up to the astirctions of the plans

discussed, represent a tangible success.

Exports of manufactured goods

Mention has been made elsewhere in this report of o scries of laws atopted at

different times to serve as a legal basis for the promotion of industrinl development .

These lows contained provisions designed to promotc exports of manufactured goods
by exempting them from fiscal charges, which has the effect of cstablishing o kind of
tax discrimination between industries according to whether their sales are made in the

domestic or foreign market.

Similarly, the concessions granted under these laws were intended to create more
favourable conditions for broadening the range of exports. This is evident from &

selective statistical summary indiceting foreign sales of non-traditional products.

In addition to the removal of fiscal charges from the products exported by such

industries, a policy of "temporary oadmission" was applied quite often for complementary

inputs, so that sales could keep pace with market conditions.




Until the adoption of Lew No. 216 on Investment , there connot be scid to have becn
any general sat of provisions ns  basis for promoting the large-scalc employment of
manpower. Even now that this law hos been passed, tho type of technology best suited
to manpowsr utiliz:otion during o poriou of cmerging industrizlization has not been
clearly defined.

With respcct to the location of industricl plants the decision is essentially an
~d hoc one, depenling, for cxample, on the availability of certain nctural resources -
and it is thus the wishes of private enterprise that prsvaeil.

Some effort is being made to correct this situntion by setting up regional develop-

ment centres where spokesmen from the interior can raise matters of concern to them

and steps can be token to work towards the decentralization of production.

anufacturing tochnology

Two recently significant factors have cach in their own way given a specific
direction in rocent years to manufoctuaring tcchnology - the foreign market for
Parwgunyan goods ond the existence of the National Institute of Technology and Standard-
ization. On: should also not overlook, however, the availability since about 1965 of
two major sources of financing for copital goods, one of them the Inter-American
Deve-lopment Benk and the other the Bank of Germany, which have lent their support both
to projects promoted by the Institute and to those generated by the actual needs of
the foreign market, to which Faraguiy hes been able to cxport new items.

Troining of labour

No incertives have becn offcred to stimulate on improvement in industrial manpower

skills beyond the lovel slowly attain.d under the pressurce of direct practical nceds.

Yorkers rcceiv. some specialized training as apprentices on a full-time on-the-job
bacir. The result is in most cases that the training Tails to provide the basis of

theory that ic essential if the necessory roster of skills is to be established.

1n a few individual cases, such as in a number of industrics employing new processcs
never used before, personnel have becn troined at specialized centres abroad. This
hae been done, for cxamplc, in such arecs as chemical processing, Portland cement
production and thc preparation of juices and fruit concentrates as the result of

individual initiative by the privete scctor dircectly conccrned.
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The rolc of the State in this sphere must be recognized as having been very
ineffoctive. Thie has been duc to the difficultics with which it was everywhere
. confronted in its efforts to ecstablish institut lons providing basic genmeral education —
an arca in which the country was extremcly deficient and in which some progress has

becn made only during the most rccent years covered by this analysis.

C haEt er IV

INDUSTRIAL POLICIES AND MEASURES, 1950-1972

1. It has been pointed out in another chapter of this study that most of the decisions
regarding the mobilization of resources and productive factors were taken by the

private sector.

Possible exceptions to this general rule for the country would include such
activities as the large-scale production of electric pover, international river trans-
port and quarry operations for grey Portland cement and lime. In such sectors, providing
industrial produc'ts and services which require considerablc investment , the projects

involved were sponsorcd by the public scctor.

The procedure whereby enterprises are established in such scctors depends on the
way the sectors operate. A distinguishing feature of the relctionship between the public
gsector and the national market is the otligation to usc or consume whatever thesc
enterprises produce. This fact partially explains the rcason for thc adoption of a
supply policy which is not always based on the economic formulc of minimum costs and
minimum earnings, but rather on other considcrations deriving from the policy behind
the projects.

These condit ions, however, were not of sufficient weight to pose an insuperable
obstacle to the establishment of such industries.

The size of these projects, thc shortage of financial and technical resources,
the embryonic state of plant menagement , the restrictions of the domcstic market and
other factors combined in large measure to justify this typ> of public undertaking.
‘




». It has been mentioned elscwhere in this analysis that the Scerctariat of Finance,

through its actions ond arco of jurisdiction, had o profound effect on the cvolution to
be anticipatcd 1n othor specific policies and cspecinlly in the area of investment

for industrialization.

The central government!s budget was olways largcly dependent on income from
indirect taxation and, within this cotegory, on toxes, duties, and other charges levied

on forcign tradc - o revenue source of major importancc.

The point here is that, without therc being any dcliberate policy to that effect,
custom dutics inevitobly increased to lovels which were protectionist in character,
although of = vecry spccial kind, sincc no distinction was drawn between the tariffs

levied on raw materisls and thosc opplicd to semi-finished or fully finished products.

The most common pattcern of customs charges ig the following: exchangc premium
(avcrage) - 32 per cent CIF, surchorge - 15 per cent CIF, consular - 5 per cent (FOB),
supplementary - 18 per cent CIF and miscellancous - 7 per cent, which, together with
general scrvice charges, gives on average total of nbout 79-80 per cent, with the
exception of luxury itcms, which erc trxed ot a rate of cbout 100 per cent, on the one
hond, and such basic consumer products as wheat, flour, crude fuels, etc., where the

rate sinks to o minimum of mo more than 15 per cunt, on the other.

3, The first changes in tariff policy camc as a rcsult of nogotiations within the
framowork of the Latin American Froc Trade Associction (LAFTA), which began in late
1961 and provided o basis for certein modifications with respect to products not pro-
cessed in the country which werc on the national list. Subsequently, as the ordinary

ncgotiations progrusscd, 2 larger number of products were includcde

It can be said, however, that cven before this multilateral agreement there was
already machinery in existence for the rcduction of tariff levels in the cascs
gpecifically contemplated in Law No. 202 on Industrial Dcvelopment, which dates back
to 1953, and Low No. 246 on Capital Incorporation, which was enacted in 1955, On the
othcr hand, in oaddition to the fact thet these laws were limitcd strictly to the area
of capital goods proper, no regulations were odopted to provide for their applicetion

and they romained virtually without offect in the role which they were later to play.

4. For a long timc, commcrcial ond industrial policy meagsures, such as customs duties,

were not employed for promotional or protectionist purposcs, at least not deliberately.




The rcductions provided for in the laws previously cited, which in 1970 were
further improved to some ‘extent, mor) an important st cge in promotion by means of the

customs duty mcchanism.

Once regulations had beon adopted to give effeet first to Laws 202 and 246, and
later tc Law 216/’{0, somewhat morce fovourcble trestment bogon to be applicd to imports
of such guods ©s helped improve the level, quality, velume and value of all industrial

output as 2 wholc,

By way of illustration, wc give below details of some of the arrangements introduced

in application of the cbove-mentioncd leows, in chronologicel order.

5 Low 202: A bosic distinction wos mode between two cotegorics of bencficicries -

go—called "ncw industrics' and “oxisting industrics®,

For new industrics

Exomption from customs dutics, surcharges and any other taxes levied on imports of
industrial machinery, accessories and spere parts, provided such cquipment is required
for the instellotion ond operation of industrinl plont and is used exclusively for

these purposcs;

The exemption previsouly grantcd for materials which are cssential for the establieh-~

ment of industry and which cannot be obtained within the count TY;

Excmption from customs dutics and surcharges and any othcr taxcs leovied on

cxports of products or by-products of the now industry.

For existing industrics
Owners of cxisting industrial plants in Pora ey who expand and modernize their
facilities by ot lcost 40 per cent of their value shall be ontitled to the same benefits

anted to "new industriest',
gr

6.  Law 246 — For thc incorporation of private capital originating from abroad

Incorporatcd capital shall be ont itled, in wholc or in part, to the following
guerantcos and bencfits (Article 5):

Exemption from customs dutics ond surchorges on imports of machinery, accessories
and spare parts; instruments; geor and equipment for treonsmiseion, communicotion and
1
trensport, m.d other capital goods brought in by rescarchers, technical specialists

and workers to be uscd for work of o pcermanet naturc;

.
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Exemption from customs duties and surcharges on exports of products and byproducts,

provided they were not on the list of regular exports at the time this law was enacted;

Gxemption from taxes on the establishment of companies, partnership contracts,
registration in the Public Register of Commerce and other charges relating to stocks
and bonds;

25 per cent reduction in income tax.

7. Law 216 on investment for economic and social development

This law superseded Lhe two previous laws and was aimed, among other things, at
achieving equal treatment for national and foreign investment and at putting into
effect basic principles appropriate to the kinds of industrial activities required

to meet the goals of the economic and social development plans.

The first point to be made in this connexion is that this law is applied in line
with the ranking of production and service activities on the aniual list prepared for
this purpose by the Technical Secretariat of Planning, which comes under the Office
of the President.

These lists distinguish between two basie categories - necessary industries and
desirable industries. The former enjoy priority status and are entitled to preferential
treatment, whereas the latter merely represent a subsidiary aspect ol the process of
industrialization and help to attain certain other objectives, such as manpower

employment and import substitution.

Necessary investment (Article 3). This is investment having high priority for

the country's economic developmeat which will promote the processing or production of

domestic raw materials and help to increase exports.
Article 10: lecessary investment shall be entitled to the following benefita:

(a) Total exemption from taxes and other charges ou exchange operations resulting

from the incorporation of capital,

(b) Total exemption from customs duties. surcharges and other additional charges

~rn imports of the capital goods mentioned in ...;

(¢) Total exemption from exchange surcharges on imports of the capital goods

mentioned in ...

(d) ‘otal exemption from advaace deposits on imports of the capital goods

mentioned in ...,
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(e) Reduction of 50 per cent in income tax, for a period of five Years beginning
with the date of the first balance-sheet, on income derived from investment
made under the terms of this law,

(f) Total exempt ion from customs duties, surcharges and other additional charges,
exchange surcharges apd advonce deposils on imports of raw materials,
packaging and other inputs which are produced in the country either not at
all or in insufficiemt quantities, in the amounts required to support five
years of production,

(g) Exemptions and concessions provided for in th: Cusctoms Code, with reference

to the application of the temporary admission arrangement for inputs imported
under the terms of this Law,;

(h) Total exemption from customs duties, surcharges and other taxes on oxport s;

(i) ‘'rotal exemption from taxes on the establishment of enterprises, partnership
contracts and registration in the Public Register of Commerce and other
national registers, and on the issue, floating and transfer of shares to

the degree that thege activities are related to acts of incorporation.

Desirable investmemt (Articlc 4). This investmenmt which contributes to import

substitution, absorbs a larger percentage of local manpower and permits a greater

utilization of national TEBOUTrCCS.
Article 11: Desizable investment shall be entitled to the following benefitass

(a) and (v) Benefits similar to thuse granted in the case of "necessary invest-

ments' under points (a) and (b) above,

(¢) 15 rer cent exemption from the oxchange surcharges on the CIF value of
imports of capital goods;

(d) Bencfits similar to those granted in the case of ‘necessary investment s'';
(e) 35 per cent reduction in income tax, for a period of five years .., etc.,etc.;

(£) 75 per cemt exemption from customs duties, surcharges and other adaitional

charges, total exemption fron advancce deposits, and 70 per cemt reduction in

the exchange surcharge on imports of raw matcrials, peckaging and other
inputs which are produced in the country ecither not at all or in insufficient
quantities, in the amounts required to support four years of production;
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(g), (h) ond (i) Exemptions and concessions gimilar to those granted in the casc

of 'neccssary investmentst.

As alrcady stated, investuents arc channellcd nccording to o "list of ~ctivitices®,
which is drawn up to cstoblish the country's gozls in the area of goods and services,

in line with the rccommendations of the cconomic dcvelopsient plan.

The following is the list in force for the two cetegories in 1970:

NECESSARY DESIRADLE
Ment ond meat by-products Maize products
Milk products Leguiinous products
Fruit ~nd vegetables Livestock cnd poultry fodder
Cercal milling Production of bread, noodlcs and pastry
Hydrogencted oils ond fots Confectionery
Tea Ice
Cok He-£ (swect hord) Ycest
Glucosc Starch
Suger Vinegors
Vegetable toxtile fibres Yerba mate and coffee
Vegetable-fibre yarn ond fabric Gelcatinc
$ilk spinning and weaving Ferment<d fruit drinks
Wood Alcoholy
Pulp, ccllulose, peper ond cardboard Yarms ond fobrics
Hide and skin tanning Clothing
Printing Leather footicar
Fertilizers Sorps
Coumon salt Calciwa carhide
Agricultural chenicels Carbon dioxide
Fatty acids end glycerinme Oxygen
Vegetable oils Points (based on dowestic oils)
Essential oils licdicel and phoruaceutical products
Papain Tron and stccl wirc, bars, rods and shapes
Glass
Keolin
Narble

Ceranmic construction ucterials

Portland cement production

Gypsu:

TAne

Agricultural tools and nachinery

Shipbuilding and rcpair

Local handicrafts using domcgtic rau
materials

8. Other indust Li;g“rlL\g}ogment policy instruwicnts

A mucber of neosurcs were gradutlly and selcctively adopted to provide o fuller
range of policy instru.cnts, in linc vith the wider ronge of benefits that the public

scctor could grent in the arcn of indugtrisl developmaont. Thosce measures applied

particularly to cxcuptions, os alroady discussed.




{

By Decrec No., 30.760/67 the Executive ordercd the gradual prohibition of the
export of unfinished wood (rolls). This provision encouraged an increase in production
" and cmployment at the industrial plants affccted and stimulated investmont in this

sector along with foreign sales of manufacturcd products,

In view of the results achicved with this highly succcssful icasurc, consideration

was given to additional possibilitics with products for uliich there exicsted a signifi-

cant intermediatc demand in the country, such as raw cowhide, noya secds, nsential

.

oils and limestonec,

Similar measures continued to be adopted in the course of time, and the country
1 is now engaged in carrying out the provisions of thc industrial plan, with special
emphasis on the utilization of natural resources in plentiful domestic supply, the

capitalization and equipping of manufacturing enterprises, import substitution and

T ) SIS S R O

outward-dirccted growth as a formula to offset the limitcd size and consumption capacity
of the internal market.

By way of illustration, the following is a concisc brcakdown of the product s
which have benefited from the terms of this promotional instrumcnt in the first tvwo

years during which the investmenmt law has been in cffect.,

Nature of the activity 1971 Investment , Fer 1072 Investmont FPor
; millions of oont millions of cent
i eranis guaranis
} Production of various
foodstuffs 166.03 G0 815.3 A7
Wood 13.6 5 235.0 14
Printing 14.1 5 7.0 044
Chemicale 44.1 156 - -
Construction matcrials 18.6 7 36.8 2.1
Animal husbandry - - 157.0 9
Non-metallic minerals - - 140.0 8.l
Tourism - - 92.5 5.4
Tobacco - - T1.2 4.1
Miseellancous - 7 10.9
100.0 100.0
D — L o )

Total gross investment for 1971 amounted to 276,800,000 guaranis, while in 1972
it rose to 1,718,999,000 guaranis.

¥




9. A bricf tahlc is also given below of the prodmcts generated by these new activitics,

the industrial processing of goods rcsulting in greater diversification of traditioual

eyxports.
EXPANSION OF EXPORTS OF “NAN~TRADITIONAL' PRODUCTS
1967-1970 (in thousands of US%, FOB)

Products 1961 1968 1969 1970
Proccssed woods 1,523 2,447 5,407 6,040
Frozcn meat 11 12 184 5,798
Edible soya oil - - - 416
Fruit derivatives 2017 376 240 170
Dry silk cocoons - - - 37
Portland cement - - - 318
Packaged palmetto 1,919 2,057 2,625 4,111
Yearly totals 48,259 47,575 50,953 64,070

It will be scen that the grecatest advance wes rccorded between 1969 and 1970,
with an incrcasc of 25 per cent. Products processcd by manufacturing enterprises
accounted for 27 per cemt of the wholc, thesc products being classified as ''non~

traditional™ in accordanc: with the forcgoing discussion.

10. In summary, it is foir to say that, although limited thus far to a general policy
aimed at the creation of the nccessary preconditions for a moderate rate of industrializa-
tion, the country has been carrying out its policy of industrial development, alleit
gsomewhat uncvenly. The cncouraging results achicved confirm the mcthod adopted as the

most suitable in line with the human, technical and financial rcsources availablc.

Chapter \']

INSTITUTIONS AND INDUSTRIALIZATION, 1$50-1972

1. During the period prior to 1950 thc country was plagucd by a oostimaal succession
of coups d'état, which had the incvitablce offcet of cicating an unfavourable climate

for the egtablishmemt of any kind of institutional orgunization to serve as a basis
for the framing of an cconomic policy. In addition, thc coumtry had scarcely begun
the task of reviving a number of activities adversely affected by the Scecond World Var,
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the outbreak of which had found Paragucy in 2 state of general unpreparcdness.  Lator
on, during the period of dc facto govornments mentioncd above, the situation was not
one which would hav. encouragsd investnont in any sceeters of vroductions The last
such civil uphcaval in the 1i{c of the country occurrcd during the period from March

to August 1947, with incvitabl. offects on the ©CONOMY .

2+ From that year until 1954, it is impossible to overlook the impact of the
preceding cvents:  apart from a fow isolotcd offorts to institutionalize the systcm
for the promotion of production activitics within both the public and privatc seetors,

the period in question offers 1ittle mign of progr.ss from this standpoint.

The action taken simply to put the legal and politicel system in order during
the 1950s markcd no morc then - Tirst step in a procoss vhich by the cnd of 1969 was

to become comparatively well defincd,

3o The Ministry of Industry and Commcrec was created as on outgrowth of the former
Department of Eeonomic Affairs, which was expended into two now institutions - the
Ministry mentioncd above and the Ministry of Ag—.r‘iculturc, which in thie way acquired
an institutional form of ite oun.

The arca of activity originally cnirusted to the Ministry of Industry and Commerce
reflects clearly the cpipit which prevailed at the time 1t was sct up, as well as the
basic goals pursucd by the Government in ¢stablishing it. The function assigned to
this Ministry was largely a policing role, particularly in view of the intenac

speculative activity in basic goods for int.rnal congumpt ions

As far as itg acministrative organization was conccrned, the Ministry consisted
of the following departments: industry, commerce, distribution, administration,
laboratory, pricec control and othcry.

Its basic task was to supcrvise the distribution of demestically produced goods
and such imported products ag wore subjuct, in addition to retioning, to a mcchanizm
sctting pricc ceilings at various stages in the markceting chain,

For cxports of ccrtain processcu matcrials, previously issued permits or licenccs

were required, which opencd the way to large-scale Stat intcorvention.

4. It goes without saying that no organizcd rlarning vas in offeot durin~ the emtire
period of the 19%0s and that the contrel cxerciscd cver traac and industrial production

wag limited to isolated and contingent action to co-orcinate the machinery,
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In latc 1953 an industrial development law was drawn up and cnacted as the first
cffort to give form to an as yct undcfined industrialization policy. At thc samec time,
in order to attract the resources nccessary to promotc industrialization, a new legal
system was cdopted regarding fcrcign investmont, the fundamental provisions of which

arc summarizced clscwherce.

Phe Mimistry oi Industry and Commerce had Legun functioning as a scerctariat of
gtate in 1950 and was thcrefore made responsible for the adminigtration of the

different lugal instruments which havc been mentioncd above.

Before 1962 the country lacked an agency to take charge of economic planninge
Early in that ycar the first and only such organization wos created, with the title of
Technical Sccretariat of Economic amd Social Develomment Planning; 1t comes under the
Office of the President.

This agency immediatcely sct about preparing the first comprchensive survey of
the nation's economy, using the conclusions rcachcd to draft a plan for the 1963-1965
period, which thugs became the first scrious cffort to cstablish institutional guide-

lincs for socio-cconomic action, and hence, for industry.

This plan was conccived with the intcntion of providing the country with a gulde
to be usecd in drawing up projects in production and scrvices which would promote the
gradual dcvclopment of the cconomy. At heart, its tcrms of referenece were those of
a period in which the country lookcd ahead to the promisc of success in the ncar futurc,
nlthough fully awarc of the limited naturc of its intermal rosourccs and of the
difficultics to bu overcome in scouring forcign financial assistance to carry out

the plan's rcecommendations.

The formulation of specific policics is not, gencrally spcaking, an arca in

which the Latin American countrics cxeel, and Paragucy is no cxccption to this rule.

5. It would be incorrcct to say that the country had decided to adopt cither
protectionist or promotionel measures in the gtrict scnsce What took placc was rather
thc slow and gradual application of an unco-ordinated ouries of »rovisions originating

haphazardly in onc administrative body or another, which did not amount to a clearly

definced policys

A ook s s
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The Central Bank of Paraguay, for cxonple, alwnys acted re guaranter of forcign

loans for the implementation of certain projocto, Similarly, the Notional Developmaont

Bank - the country's solc institution for rromoting production progrommcs - would, 1o
cxceptional cases, mnke available some funis to supplement 1nvestioent in th. rrivet.

i scetor, which was clso short of resources for financing indugtrinl proj.ctu.,

Fiscal policy, framed in accordene: uith 1h. Mudgetary roquirements of th. publin
seetor, failed to make allowance for its rostrictive or hencficinl ffocts on inveit-
ment in the industrinl sector, Rather than achicving "y kind of discriminatior in
favour of domestic industry, taxes were levied in 8uCh o way ag to s.ocure higher 1 vels
of revenue, in order to support pubhlic expenditure, the main components of which WeTc
{ provision for the consumer necds of an incrcasingly lorge State spparetus and such

basic public scrvices ag education, hc~1th and se on.

6. Neverthelcss, the Scerctariat of Finance always hed o coneidernbl o influcnce in
the implementation of any of the production programm s initinted during the period in
question, since the country, lccking cuch fundamentol means of production as mochincry,
equipment , complementary inputs and implements for farming ond the rxploitation of
other natursal resources, was dependent on supplics from abroad, with the rosult that
dutics on foreign trade were an important factor in the cout of invostm r in the

industrial sector.

At the sane time, until very recently no lines of credit werd open to the country

for obtaining or facilitating the financing required for the plant and equipment necdod
in the national cconomy. Among the rcengons for this, one might citc the climot. of
uncertainty surrounding previous Governments., Additional cousrs of this unsat isfac~
tory state of ~ffairs may be found in the lack of projcct planning, limitations in 1aw

matcrial production, the restricted cepeeity of the domestic markct and the high

propensity to import,

It cannot b snid that thoere wes no plan for financing new activities, sinec in
gncral terms any investment could be described in part as such; there was, however, no

proposal, and still lesse any spccific project, to sct up uachinery for diversification.

Te The training of high-lcvel skilled manpower is end ~lwnys has been the task of the
universitics, which produce speciclists in the ficlds of industrial ¢enginceering,

N ceonomics, civil cngincering, industrinl chemistry and cgronomy.

These institutions have rosponded firstly to a grouing nced to mnk. available to
the country a rescrvoir of persons ncquainted with the tochnological advanccs achicved
in other countrics, sccondly, to the presgures being brought to bear by people with
intermediate and sceondary education, -nd, finnlly, to thc ~ltogether understandable

aspiretions of a people 2Xpericneing » culturzl thiret gencrcted by the gencral move-

ment of their socicty.,
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Nevertheless, it must be said that the idea of undertcking o programme of mid-
level technicol educetion to bridge the gop between skilled and unskilled manpower hes
friled te gain ground, and to this day 1t Las not been pessitle to firmmly establish

any institution, public or private, to mc.t this urgent oo,

It connet b onid that there was ne ;lon for financing now activities, since in
general terms cny investment could be deseribed in part as such; there was, however,

no proposal, and still less any specific project, to set up machinery ror diversification.

It has buen observed,; for exampl:, thot the shortage of foremen has led to two
economic and social constquences of importonces On the one hand, one finds that in
gsome sectors of factory production high—-level tochnical personncl arc forced to act
as foremen in charge of very routine operations becausc of the absence of mid-level
staff to attend to thesc matters, or else because there may sometimes be only a limited
nced for skilled personnel, so thot such persons have to accept lower and loss

remunerative pogitionse in industryv.

On other occasione, enterprises may act irrcsponsibly and inconsistently, training
apprenticed in certain arcae of industrial production and then, becausc specialists
with higher qualifications arc not available, entrusting them with responsibilitics

for which they arc not preparcd.

Although this problum has been nvercome on the university or advanced-training
level, 1t persists on the lovel below, becausc of the absence of training opportunities

ment ioned above.

Beginning in the carly sixtics and continuing until the present time, the
Government , working through technicel institutions, has attocked the problem of
cxtending greater assistance to the industrialization cffort and, particularly as more
information became available, formulating guidelines and proposals through the planning
system which gradually took shape in the firsgt two twe-year development planse

8. The approach to the promotion of privatc investment was through tax rolief based
on the laws which we have already discusscde Administrative responsibility in this
ared rested with the Ministry of Industry and Commerce, in consultation with other
todies, such os the National Development Bank, the Centrzl Bank of Paraguay and the

Secretariat of Pinancc.

)




The laws rcferred to arc Lew No. 202 on Industrinl Development ond Law No. 240

i on Capital Incorporation.

) In 1969 the Government creatod the Coentre for Eynert Promotion, within the Ministry
of Industry and Commcrce, as the oxcoutive body of the National Council for Exyport

Promotion.

The Council, which is made up of spokesmen from the public and private scctors,

is a high-level consultative organ for the formulation of export policy.

The Cemtre (CEPEX) is a technical body which carrieg out rcscarch apnd provides
assistance on a permancnt basis, sccking to promote nll kinds of privatoc activity in

the intercsts of cxpending exports.

; CEPEX's achicvements includes  the strcamlining of administrative procedures in
' the proccssing of comicreial documents relating to cxportr, participation in intor—

national tradc fairs and ¢xpositions, market analysis for demestically produced

nanufacturcd goods, permancnt assistance to the private scetor in the discovery of

busincss opportunitics, the preparation of projects for the introduction of work

R

incentives in the cxport scctor, the identification and cvaluation of the supply of

e exportable goods, and other activities,

For its part, the Council, following a very dynamic initinl pcriod, slackened its
efforts and at the present time plays practically no rolc - o fact which has to some

degrec left the initiative in this arca with the Ministry of Industry and Commcerec,

The rrcation of the Nationel Institut. of Teehnelogy ond Standardization within
the framcwork of UNIDO!s programme with the Government of Paraguay constitutcs the
first step in making availeblc to the industrial production sector a source of advicce
adequate to its real and urgent nceds,

This statcment is substantiatcd by the fact that the institutcts work wes based
i on the rccognition of the overriding importance of industrial development and on the
: definition of priority scctors in 1¢..¢ with the magnitude of the comribution expectcd

of cach of thesc scctors to the gross domestic product.

At the present time, this programmc constitutes one of the most valuablc mcans by
which the Government and international tcchnical assistonce can influcnce thosc

t directly concerncd with industrial production.
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The National Institute for Technelogsy and Standoerdization reccived its official

charter under Law Nos 802 of 26 Jun. 19203, although its crigins dotc back to the

agreement concluacd on 22 June 1901. The r:gulations governirg the Institute's routince

opurations wore approved by a resolution of the Miniwtry of Inaustry and Commerce on
16 November 1957,

The functionos centrusted to the Institut. may e summarizo

2
o

a fallnuros
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(1) Tcchnological rescarch and +cchnical assistanc. to industrics to facilitatc

the applicstion of the most up—to-datc toechnology;

(2) Pruparntion and application of Paraguayon tochnical standards, so that the
national cconomy can bencfit from the stimulating offcets of technical

st andardization.

From a practical standpoint, the Institute is orgonized around the following

rcsearch departuents: wood, tonning, toodstuffs, construction materials, standardization,

industriel cngincering and toxtils fibrao.

The work of th. Institutc since its foundetion moy be said te have been extremely
uscfuls Not only docs it enjoy the ungualificd support of the public scctor, but it
has also definitely won the csteom and rospect of private business circles, to whose
assistance it has dcevoted all its resources and in whose succcsses it has played a

very important rolc.

It will bce scen that the Institute has been organizcd in the manner best designed
to promotc manufacturing activitice in thosc areas in which the country's short and
medium-range potcential is greatent, Elscwhere in this study it has been shown that
these basic industrial scetors 2re prociscly those where the most diligemt efforts have

been made in the arcas of tuchnology and standardization.

9. The forcgoing rcmarks will be sufficient to illustrate the great responsibility
cntrusted to the Ministry of Industry and Commerce for the promotion of industrial
development , in 1light of this organization's role as the focal point for much of the
administrative work in this scctor and as the centrc in control of the techmical

support agencics.

On the other hand, it is not the various rccommendations or programmes of this

Instituts thet govern or guidc the channelling of basic resources to the private sector

in ordir to provide it with now inputs for cxpanding plant end cquipment, incroasing

L ]
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the volume of supply and other purposes contingent on @ source of financing. Morcover,
the great influcnce thot the practical administretion of fiscal policy continuvs to
exert very largely undercuts any mcasures “he Ministry of Industry and Commerce might

take to encourage greater busincss activity.

In the opplication of the basic instruments ovoived te dcal with various aspects
of industrial development pelicy, the influcnee and imnortanc: of fiscal mechinery is
very much evident, which gives some idea of the extent to which the different sectors

have failed to co-ordinate their policics.

Unqucstionably, a comparison of the situation as it cxisted in the past with tho
prcsent position will show that considerable progress has boen achicveds The criticism
presented in this study is based simply on an objcctive an~lysis of thosc aspuects
which have required improvement and thosc which yet remoin to be tackled in order to

give groater impetus to the country's industrialization.

In recognition of the Government's offorts during this period, it may be said it
was with the Government that the action taken to foster industrielizotion originatcd,
whilc the busincss community dcmonstratced very little intorcet in Preparing for the

futurc of thc nation's industry.

The enactment of Law No. 216/70 on investment for cconomic and social development ,
ond the establishment of the Investment Council undsor the Hinistry of Industry ond
Commcree, ereated the mcans for more cffective co-ordination between institutions in
the interestsof industrialization. Represented in this Council are the Sceretariats
of Finance, Agriculturc, Health ang Welfore, and Neticnal Deience, the Technical
Sceretariat of Planning, the Paraguoyan Industrial Unien (~ private organization),
the Federation of Production, Industry and Commercc — FEPRINCO (2lso o privatc organizo-
tion) and the Office of the Minister of Industry and Coemmorce,

I% will be noted, however, that the financial agenecics are not represented, so
that the opportunity of sceuring their comtribution to effcetive co-ordination in

the implemcntation of specific policy mcasurcs has oncc again becn misscd.
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Summery of institutional organizalion for industrial dcvelopment

1.

2e

4

5.
6o

The Ministry of Industry and Commcrc:, an cgency of the gxecutive charged with

the responsibility for the exccution oi policy.

oy ——

The Toechnical Scerctariat of Lconomic ond Socicl Dovelopment Planning, a

technical ngenr:y engiywed in tlhe proparaiion of plans for this scctore
R B pre} 1

The Netionel Developnent Bonk, the only financial body through which resourcces

can be obtoined for capitel geods.

The National Institutc of Tuchnology ond Standardizotion, an agency for
technical assistance in the industrial scctor, which comes undcr the Ministry

of Industry and Commcrce.
Frivate agencics for channclling rcsources to different levels.

The Natieonal Projects Office, o technical cvalvation and co-ordination agencyr

coming undcr the Technical Scerctariat of Planning.

Sources consulted

First Development Plan - Technical Scerctariat of Ploanning.
S-cond Deve loument Plan - Tochnical Scerctariat of Planning.
Third Flon for the Poriod 1971-1975 - Tochnical Scerctariat of Planninge

Oportunidad « do Inversién on le Industric - a joint publication of the Ministry

of Indust-y and Corum rec, th Netional Dcvelopment Bank, «nd the National
Y‘rﬂjpct r Offic,

Toriff schrdul: of the Notional [l ctricity Administration (ANDE).
Report by the Hetional Devilopment Bank.

El Bsfucrza Nacionnl y 1ns Nocesidades de Finonciamento Extorno - a report to
th: CIAL.

Survey of the tronsport sccter by the Ministry of Public Works.

19%% Industrial Consus.

1963 Industriosl Consus.
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