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URUGUAY
BASIC DATA ' I \
Areas Approximately 177,508 sz
Fopulations (1972) 2,950 million inhabitants

Growth rate: 1.z per cemt

Mortality rate: 8.7 per cent

ife ectancy at births 10 years

Active populations (1970) 1,095 million persons
Illiteracy rates (1972) 7 per cent

Per capita incomes (1970) Us$606

Growth of GDPs 1965-1970¢ 1.4 per cent
Projected under 3he Plan: 1973-19773 4 per cent (estizmated)

Stri.cture of product: (1970)

Agriculture and fisheries 14.8 per cent

Manufacturing industry and
construction 27+3 per cent

Services 575 per cent
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INTRODUCIION

This paper devzlops a thesis on the development of the industrial sector and also
attempts to explain development in general in Uruguay.

In the case of Uruguay, identifying a strategy designed to promote industrial
growth practically amounts to an identification of the country’s overall development
strategy.

Industrialization based on import substitution ig limited by an inability to
finance industrial growth with foreign earnings, which .n turn is determined by

characteristics peculiar te the ocount ry (income, population and their relative
growth rates).

One of the basic features of this policy is the transfer of income from com-
paratively successful sectors to relatively inefficiemt sectors. This serves to

discourage export activities, resulting in the stagnation or retrocession of exports.

The other instrument is protection: in the case of Uruguay, the high levels and
permanency of protective barriers, taken in conjunctisn with market limit ations, have
rendered industry impervious to any stimulus which might have made it more officient.

If the prices which the final consumer pays as a result of impart substitution
Are compared with the prices prevailing on the world market, it can be geen that
economic growth can only occur at all with difficulty.

The policy of inport substitution implies a gridual retrenchment ~f the economy,
accompanied demestically by increased State intervention. As a result, no price of
any significance is now fixed by market mechanisms.

Te gave a fresh impetus to economic progress, the sconomy must be opened up 8o
that relatively strong sectors can direct the growth process.

Within this strategy, the industrial Sector has an important role to play by
increasing the added value of agricultural commodities,

Some progress has been mades for example, uncured hides and skins are no longer
exporteds However, there must be o rapid changeover from semi-treated leether to
treated leather and thence to finished articles: footwear, clothing, etc.




It is, however; the authorst view that it is Precisely an ”outwa.rd-looking" !

strategy, based first and foremost on efficiency,

which will permit economic growth
with minimum social upheaval,

According to this point of view, nothing iz mors costly than stagnation.

The review period selected for the Meeting (1950-1972) is not the most reprosoiila~

tive of industrial development in Uruguay.
In fact, accclerated indus;

rial growth began in 1945 and entered a crucial stage
in 19570

Nevm'theless, keeping the purpose of the

meeting in mind, the period 1950-1972
has becn adhered to where possible,

By the same token, the suggested outline

1
Circulated by UNIDO has been respected strictly in the development of +he various
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I. PRE-CONDITIONS FOR INDUSTRIALIZATION

A. The market

1. Taking into account the data on tho country - population, overall GDP and average

international efficiency - it is cvident that the Uruguayon market on its own is not

a dynamic factor in the industrialization process,

Nevertheloss, between 1945 and 1967, the industrial product increaged rapidly and

this stimulated the growth of the G(DP 2& a whole.

1.1 Cumulative annual rates of growth (in %)i*/

e I N P, .;.A.--..-;4......‘;A;.vc«-‘.-“-‘aumdn-n‘-

Industrial (IDFE/ Total GDPP-/
1935~1944 0.4 1.5
1945-1957 T.0 2.7
1958-1370 1.2 1.2

I LI S S PP ER s s s 4+

e e AL S S N P

8/ 1961 weights
2/ At factor cost

Sourcet National Accounts, Central Bank

For this process to take place, a strategy bascd on import substitution had to

be adopted.y The strategy was implemented by means of various policies: exchange,

external trade, price, income, public expenditure,

These policies involved the transfor of income from comparatively advantaged

sectors (stock—rearing) to less efficicnt sectors (cert

ain agricultural activities and
manufacturing). 2

The industrial prices resulting from the industrialization strategy were well
abve world prices, the difference being absorbed by the consumers.
point the possibility of growth is unlikely.

From this vicw-

_1/ Although the substitution process is basically industrial, it also opcrated
in respect of agricultural imports (wheat , sugar, oilg and fot 8)e

g/ Thie point is dezlt with morc extensively in chepter IV.




The strain placcd on the livestock sector drastically rcduced its profitability

at the enterprise level, lcading to roduced production in the sector, the stagnation
of cxyorts and, lastly, an inebility to otiain financial backing in foreign exchange

for industrial development and for the growth of the GDP ags a wholc,

1.2 Development of livestock production 1935-1904 (in %)

‘l‘lll.‘..l.‘;.l‘l.'l;‘.w.lb.l‘~.l;AAlt"l'l..‘.,.‘b.

Per cag:}t a
cumuletive
annual rato

i..l‘.-“.~0l‘.l-bLL..II!l.n.t‘l.A.lC‘.‘b‘b""b~~“.."

Cuwnulative
anmial rate

Beef - 0.10 - 1.42
Lamb - 0.39 - 1.66
Pork 0.92 - 0.3
Wool 1.71 0439
TOTAL 1.00 - 0.30

-n--x.-;-.-.....n---.--..a.ukn-*..gnA-n.~.~~.-‘“;o

Scurcet Economics Inst itute

Furthemoro, the growth stratcegy sclected and applicd led to the development of
a systom of relative prices bascd on import substitution which did not properly roflect
the productivity »f the various scetors, and this in turn precluded any possibility
of this system functioning as an «fficient mechaniem in the allocation of resources.

2¢ In addition, the substitution of indvstrinl imports was practised only in respect
of activities with sucll sealin of production (as the result of limited demand),

This fact alonc demonstrat:s the lupossibility of accclorated industrial growth being
sustoined over a long period,

Lastly, since 1957 market limitations have been compounded by economic wtagnation.

1.3 Cumulative anmual growth xetes of certain cconomic sectors (inﬁ}a/

B R A b R i R P e e I Y W

Agricultural Industrial o b
sectop goctor Construction Total GDP-/
1935-1941 1.5 - 0.4 11.6
1942-1957 4./ 6.3 TeT
1953-1¢170 0.7 1.2 - 2.3

Y 1961 weights
:L;/ At foctor cost

vouarcet Central Bank, National Accounts




3. It is, thus, clear that stimulus for the economic growth of the country must be
sought elsewhere than in import substitution.

In view of the size of the dumestic market, this stimulus should be provided
through the development of sectors which are doing comparatively well. This does not
mean that the industrial sector should be pushed asidec, but rather thet it should be
re-struciuredt protected industry should be replaced by an industrial sector which
can maximize the wvalue of agricultural and live-stock products at intcrnational prices
and which is primarily oriemted towards the imternational market. Maximum use should

also be made of national resources in order to benefit from international trade.

The situation is, then, as follows: the process of import substitution has more
or less run its course. Raw materials, intermediatec goods and capital goods which
are not available or which need to be produced on 2 scale which far exceeds the

capacity of the domestic market have to bec imported.

Thus, Uruguayan society is faced with the challenge of changing its medel of
economic growth. This means changing the patterns which form the basis for the
current production structure in order to achieve an efficienmt economy which is capable
of competing on the intermational market. Nevertheless, the measures needed to
effect this changc involve a substantial redistribution of income and an opening up
to the international market which would have coneiderable social repercussions, if

one takes into account prevailing cultural patterns and the distribution of authority.

B. Tra.nsgor-t

Bearing in mind the size and topography of the country, the population and incomec
concentrated in the capital port of Montevideo comstitute a vole of attraction for
ipdustry, thus facilitating distribution.

I.4 Indicators of the concemtration of activities in the Department of

Montevideo (as a perriemtage of the total)
1961
Active population 41.5
Total GDP 55425

L G AL B R D S B LA T A h B Sk & S oS B e B

Jourcet National Accounts, Central Bank, Planning and Budget Office.

-

The National Dcvelopment Plan for 1973-1977 cnvisages the promotion of
sectors with substantial comparative advantages and a more outward-looking policy.




Ae Table I.5 shows, the road network has not acted as a constraint on industriali-
zation in the period unde; review,

I.5 Development of netional road network (in kilometres)

sl

e e I LN OO P

1910 83
1920 332
1930 1,062
1935 2,309
1940 3,110
1950 7,538
1960 8,763
1972 94751

Source: Ministry of Public Works
To these figures should be added 2,998 kilometros of ra.ilway.y

This infrastructurc conforms to the pattorn cetablished in the late nineteemth

and early twentieth conturies, for the purpose of supplying the livestock aect;)r and
subsequently cxport ing its products,

C. Power and water

1. The availebility of power and drinking wator hag not actoed as a cona_tz_lfqint on
the industrialization process. '

Furthermore, the fact that the market is concentrated in the capital cnables these
utilities to be distributed at reasonable cost.

2.  The country has no known fossil fuels or sources of muclear energy; on the other
hand, there arc sevorsl waterways which could be exploited for eleotrie power,

The Rio Negro, a river which crosscs the country from cast to west, has been
exploited since the late thirtics; two power stat ions with a capacity of 210,000 kW
are currently functioning there.

The generating capacity has been complemented by thermal power stations. Through~
out the period, imported fucl hag reccived preferential import trcatment.

-

Municipal and country roads, which are facilitatod by an unevextful a;
shoulﬁ'/alao be taken into account, ' ‘poglr phy
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I.6 Start-up of e cctricity gencroting stotions (in MW)

Increase Total
Existing capacity in 1950 203
1955 -~ thermal powcr station 50 253
1957 - thermal power station 45 298
1960 ~ hydraulic powcr stution 96 394
1965 - Thermel power station 10 404
1968 — thermal power station 20 424
1969 - hydraulic power station 12 436
1970 -~ thermal pow.r station 39 475

G LS B A L LB BN S L e e R e R A A B A W & e B B o Mt S Ml

- ...

2/ Excluding diecsel gcneration
Source: Planning and Budget Officc

Much of the country is linked up to thc hydraulic-thermal power system. There
are still some populatinn ccntres with locally generatcd dicsel, but power programmcs
envisage the progressive linking-up of the cmtire country to the system.

During the fortics and fiftics claoctric power was in abundent supply. In
subsequent decadcs, thc ncecessary inv. stmenmt wos not forthcoming and this has been
reflected in the clectric power system by e lack of gencrating reservcs,

I.7 Maximum loads and gencroiing capacity (in MW)

SR L e + 4 240l L NI AS AL LE et tb s At saa s s s e BB L Bl B SR B WA A A .k

Maximum 1oads Generating capacity Ratio (in %)

AT bl My BBl B BBl b Bk B Bt 8 8 S Ama &b b e S Bl B AER Bt 4 & 4N RS GBS Bl A A s & A Bl ¢

197 483 532 90.8
1972 489 532 91.9

e e B R I O S e BB BB A e e s R &

Sourcet Planning and Budget Office




3o Some ontcipiises gonciete their own ¢lcetriec powers These are cnterprises whose
location is detormined by supplics of raw matcrials and which ore able, by using a
particular tecchnique, to gencrate power ot costs which nrc cconomical for them (ond
for the courtry). TFor cxample, sugor refincrics use bogesse as fuels Pulp and paper

Luills arc a similar casc.
4+ The country has sxcellcent water resources, both surfece ond undcrground.

The systcm for supplying drinking watcr to the city of Montevideo was cstablished
in 1872t  sincc the ond of the century, the water and sowege system has been
expanded to cover the cntire country.

e I R S A ey e S e

Drinking water Sewagc
Network (kn)  Population scrved (%)  Network (km)  Population scrved (%)

[ St e T e i e I T N

Mont, Int, Mont . Int. Mont. Int. Mont . Int.
1935 319 o/ 1.0 15.5 o/ 145 Y 8/
1950 1,238 1,128  84.1 31.3 o 107 63.9 1642
1960 1,344 2,285 80.3 41.7 1,451 1784 6746 19.9
1971 1,640 2,010  96.0 579 1,53 878 80.0 2/

e e R I U SO R L I T Y i Rl A A IR T T I DA S R L ek - 5.6 S b A e

4P %t s m s 2

.e./ Nct aveilable
Sourcct Planning end Budget Office

D. Industrial sitcs

ls  The location of industry, which, as alrcedy noted, was gcared to supply the
domcstic markcet during the period under revicw, is to a lerge extent determined by
population and incomc distribution in the country.

It should be borne in mind that almost 50 per cent of the populetion and more
than 75 per cent of indusiricl activity is concintrated in the Department of
Montcvideo, which covers 1 per cent of the arca of the contry; the city is also
the foreign port of the courtry. Therc i3, thus, n netural incentive for any ncw

industry orientcd towards tho domcstic morket ond requiring manpower a.nd/or importcd
row matcrials to csteblish itsclf in the arca.
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S KA A AL B8 B P L E T L8 S S A R B AR SRR b ea RS Bem & kRt s.me s s s e e L I L T P P S e s aan

Participation Participction
of the branch in formation of
in the formation industrial GDP
of the GDP

20 Food products 65.02 17.64

21  Boverages 76.00 529

22 Tobacco 100.00 1.87

23 Textiles 5 T2 13.54

24 Clothing ond textile goods 05.64 4.39

25 Timber vroducts 74.82 1.07

26  Furniturc industry 94.64 1.06

27 Peper and cardboard 36469 0.91

28  Printing 97,07 232

29 Leather industry : 67.42 0.89

30 Rubber industry 95.65 220

31 Chemical industry 93,80 5.30

32 Pctroleum and coal by-products 96.09 7439

33  Building materials 712,69 2437

34 Mctal cesting and rolling 92.45 1.35

35 Mctallurgy 94,58 2.67

36 Metalworking 93.33 1.40

37 Electriczl engincering 96.87 3.10

38 Transport 19.80 2.41

39 Misccllencous 72,53 1.40

Total seeeesvesscrescecosssssacrasesrocsocoovcssessssssscnoocsssens 8657

SRR A Bty Ml e e Bl B B A B Al Ml it A B BB e X B W B i R e A Bkl R e . e v e P S R

Sources Plenning cnd Budget Office

2+ In view of the ovailability of plots, public scrviccs and financial facilitics,
ctc.y Montevideo could be considercd as a large industrial cstatce The city is
surrounded by opon spaces and has a full road nctwork and & substantial servicc
infrastructurc; land pricecs arc moderatc to reasoncbles Thus, therc has been no
need Yo estoeblish industrial cestatos.
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It should bc borne in mind that industrirlization during the fiftics was toking
plecc in 1 country which wna alroody ot o foirly sdvance d stoge of dov. lopment.

1.10 Indicctors of cconumic and uncicl dovileopm m in Urumay - 19%0

.......................................... s a0

ek i T T T R . T T N O S PP

Actual per cepita isoome (US! - 1970 priccs) 664.2
Births por thoussnd inhabitogtsa <3
Deaths per thousand inhabitronta 9
Life cxpcctoncy at birth 68 yoars
Urban population (%) 78.6
Litcracy ratc of population over 15 yoors of agu () 80-8%
Primary cnrolmcnts from 7-12 yeers (4) 89,3
Sceondary cnrolments from 13-18 years 12,0
Higher cducation .nrolments from 19-22 years 8.6
Daily por capdta caloric comsumptio 2,960
Doctors per 10,000 inhn.bitm'xtae/ 11,3
Hospital bcds per 1,000 inhabit:mtsre/ 3.9

-&.w.;..cuas-‘.cnwa.-«‘-‘ge-m.-.q-a-.ms...c,‘%—sms“wtcu . - >

Lo L E R
AR A b A o B >

o/ 1959 figurcs
Sources EClA

3+ During thc poriod under rcview, however, 2 poles of industrial comcomtration were

developed within the country (Paysendd and Colonia). Thesc citics offer services
similar to the capital.

The availobility of surpluscs in the agricultural scctor and the efforts of
private promoters have led to the development, during this poriod, of a nucleus of
large emterpriscs which have ascess to abundant rew matorials in the area.

E. local raw matcriols

l, Most of the emterprisca cetablished during thc period unmder review were bascd on
the processing of raw mcterials from the egricultural scctor.

A clear cxamplc of this is industrice cstablished for the proccssing of by-products
of the refrigeration industry.
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The process of substitution stimuloted the loczl production of agriecultural
commoditicss whoot, oils and fats and suger products.

I.11 Production of certain crops (in anmual averoges and Yhousands of tonncs)

e i e A T T

Wheat Sunflowers Peanuts Flox
1935-31 452.1 1.1 800 79.8
1947-49 46441 9.6 8,205 9547
1950-52 53042 169.1 5,304 102.1
1953-55 67148 168.6 681 78.7
195658 T52.6 195.3 6,294 65.2

St RIB L0 L LA L S ABLLBA I LA RS LA Ah . E eSS s e b e L . T I W

Sourcet Ministry of Agriculture and Cattle-~Rearing

The production of Portland ccment warrmmts special montion. Although production
of cemont, which is widcly uscd, was started beforc the period under consideration,
thore was a shortage of supply during thc fiftics which stimulated the installotion
of new plamts, therc being chundant doposits of good quality limcstone.

1.12 Supply of ocment, 1930-1959
(five-yoarly averages in thousands of tormos)

g T O P S i S R A S e Y W W SR

Domestic Imported Total
1930-34 160.6 9.3 169.9
1935-39 134.5 6.5 141.0
1940-44 152.5 - 152.5
1945-49 258.8 - 258.8
1950-54 294.2 44.5 338.7
1955-59 379.6 36.1 415.7

PO B e e s B ol e B WD M B B AT B B A A B Bk & B BB S . i

Sources Plamning and Budgot Officc
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2. As far &g the availability of foreign inputs is concerned, the reviow period
should be divided into tWwo stagces.

During the first period, from the beginning of the proces: up to 1957, the
country had acccuss to large intcrnations) reserves as o result of the surplus of the
balance of payments during the war and the boom in intcrnational prices causcd by the
Korean war.

Thus, imports wcre to some cxtoemt unaffocted by ¢xports.

1.13 Balancc of trade and increasc in net reserves (in millions of dollars
& current prices)

~-4.-.-.-.-.‘-;-....._.-.‘.-4~.-.....-.;..-4.g-;n.c.-m.;ussmmv

Balance of tre.deg/ igtcr;:::r:: b/e/
1946-1950 - 43.3 10.7
1951-1955 = 205.3 - 176.7
19561960 - 259.5 - 50,0
1961-1965 - 104,0 - 33.0
1966~1970 33.1 - 25.3

L A L PO e i L S L R Y bttt e I T -.no‘.e‘»-‘.-&..l-muu

A A A - ——. .,

_a._/ Five—-ycarly balances
y Fivo—yearly increases

1cy Gold and net foreign oxchange reserves (asscts and 1ia‘bil:|.tiea) of the
Republican Bank and the Central Bank.

Source: Central Bank.

Thus, importcd imtermediate and cepital goods werc in rogular supply during
this period,

In 1957, there was & dramatic decrease in international wool Prices, at a time
when the country's international TreBerves were d.eploted.6 This situation was come
pounded by the fact that tho income distribution cnvisaged in the industrialization
strategy had discouraged livcgtock productio by transfcrring income belonging to
this scctor through the mechanism of multiple exchange or export duty. The count ry
did not change its cconomic stratogy; in order to finance its protected industry it
cont inued to deplete its reserves and incurred external indebtedness,

e s S

6/ The oxchange market weg temporarily closed in 1967,
Y/ Table I.3.




T.14 Incrassc in extornal indobtodnoss, 1962-1967
(in millions of dollars)

A I R Y LR R T L RSN O A A A

Public scctor 80.9
Privatc bonks 43.8
Privatc cnterprises 23.5

148.3

M R e IR I T N LS B I W U

Sourcet FEconomics Institute

During thc sixtics, the rcductien of export priocoaj and the stagnetion of live-
stock productien weie compounded Ly the outflow of cepitnl. This phcenomenon can be
cxplained by the over-valuation of local currcney and the negative rate of intecrost
coused by administrotive measurcs which levelled off tho bank rate under the pressure
of inflation.

I.15 Outflow of capitel 1962-19€7

i IR it a i A i A §

(in millions of dollars)

e T N NP PN

1962 54.6
1963 0.6
1964 61.0
1965 89.8
1966 40.4
1967 0.0

25444

AL Mt ALl s sl ko .

Sourcet Economics Institute

To boost cxports of livost-ok products, the scetor has to be made moro cconomically
cffioient. This implies g redistribution of national incomec and o relaxation of
industrial protcction.

T it A GBS b &

§/ Meat prices began to risc at tho end of the docadc.




The following figurcs glve on indication o the transfor of rcsources which form
the agricultural scctor:

Ted6 Actual ratc of oxcha . Of_cortcin imports as & percemtage of tho
frec rete of oxchange (in %)

R T R N Y iy L9

Ll A i NI N T P S BW AL B LS LAt A Re e e o RS I i e L VPR

August Scpt ember September
1963 1964 1965
Unprocesscd wool 66 58 21
Becf 90 66 27
Cured cattlc hides T2 49 2l
Curcd shcepskin 78 58 31

Sourcc: World Bonk

F. Human skillsg

The Uruguayan populction is highly cduca‘ted-‘?/ Sinco the beginning of the century,
highcer education hos boen avzilable in o varicty of seicntific disciplincs which can
be comparced with the advenced countric:. (cngineering, agronomy, chemistry, vetcrinary
scicnce), with fairly advancod curricula,

Two further facts should be taken inmto considerations immigration has provided
manpower skilled in various craftsa; furthermore, for mony enterprises the process of

industrialization has mennt the development from workshops ‘o amall or medium-gized
enterpriscs.

Furthermore, ns shown in the table, the now products are within the limits of

known technology and arc reletively uncomplex; this meons that labour can be trainod
on the job.

A further factor to be taken into account is that the industrialization proccas
is occurring at tho expense of high protection which has ncver been reduced, This
fact, taken in conjunction with the monopoly proccse ccmmon to amall markets has
prevented competition from encouraging entreprencurs to improve processos or tech-
nologics which require the skills of managers, middlo-level persomnel oad workers,

Ll L T S

9/ Toblc 1.10.
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Furthcrmore, the war oncouraged the migration of ertreprencurs who associated
themsclves with national capitalists offering entreprencurial kpow-how. This
association 1nd to the establishmont of cxtremely lerge enterprises,

In vicu of the good educational basis of the coumtry, it can be concluded that
the availebility of manpower, in thc broodest sense of the term, hos not acted as a
constraint on the industrialization process,

The proximity of Argentinz and Brazil, providing a large skill market, should
also be taken into account.

G. Available financing
1. When the process of industrialization began in 1945, the country had a fairly
developed oapital market, bascd on traditional short-term bonking operations.

The institutces which dircet the monetary and capital markets were established
in the late ninctcenth and early twenticth century:s Bolsa de Valores de Momtcvideo
(Montevideo Stock Exchange) (1867); Banco de la Repdblica (Rcpublican Bank) (1896);
Banco Hipotocario (Mortgage Bank) (1892); Banco de Scguros (Assurance Bank) (1911).

The transactions conducted on the Stock Exchange vere very substantial.

1.17 Capital handled on the Stock Exchange 1946-1957 (in millions of, 1961 dollars)

L e N T PP R At - .- - - -

Public scouritios Private holdings Total
1946 186.4 199.1 385.5
1947 158.0 171.6 329.6
1948 152,5 16043 312.8
1949 136.4 142.3 2787
1950 142.4 1¥%,.7 277.1
1951 12647 134.5 261.2
1952 102, 7 110.1 212.8
1953 91,2 98.0 194.2
1954 84.9 90.2 175.1
1955 T35 TTe5 151.0
1956 67.0 6446 131.6
1957 575 54.4 111.9

— LI SV SN - Mttn 6 O B B B e B M e e B SNt S SR

Sourcet Planning and Budget Office
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Monetary stability permitted relatively high positive interest rates.

Financial capital was provided by surpluses in the agricultural sector and by

import and export business in Montevideo.,

From 1946, shares and bonds of limited companies began to be handled on the Stock
Exchange on a large scale. It is practically certain that there was a iransfer of

govermment securities to private securities.

There is also a holdings law which permits foreign capital to be placed in the
country. This was made possible ty Uruguay's traditional financial stability, which
prevailed from 1890 to 1950,

This market began to lose momentum as inflation increased and new forms of

taxation appeared. RBoth these factors reduced interest rates to a negative level.

1.18. Transactions on the Stock Exchange 1958-1970
(in millions of 1961 pesos)

A I AP ;.-...‘;.-.‘-.;-;.s..s-.--e»-amaJa-.m«_‘..-._.. - e

Pub'lic': Privgt e Potal Cost of

securities holdings living index
1958 542 477 1,019 100.0
1960 279 285 564 191.0
1965 €9 50 119 686.9
1970 7 6 13 T,443.7

e bt e N T W BT R Y A B

Source: Planning and Budget Office, Directorate-General of Statistics.

Since no measures were taken to support the real value of savings, these were

converted into foreign currency.»lag/

2. At the beginning of the sixties, as a result of the Alliance for Progress, the

courntry acquired rescurces frem multilateral international organizations.

The fact that <he country had no experience in areas which qualified for such
funds (feasibility gtudies, projects, financial studies) meant that they moved extremely
slowly. It should be added that the banking system was slow to grasp the new problems
posed by the new methods.

Lt B I LT T

10/ Tavle I.13.




The lack of dynamism in production which began in 1957 is manifested in a lack

of investment opportunities.

1.13 Volume and rate of investment (at 1969 prices)

GRS 0 B S L RE B S AR S L B R TS e e e b A8 A 8 e R b A e AR & &R S

Volume of invectment Rate of investment
(1955 = 100) (in %) 2/
1555 100.0 14.2
1960 89.5 12.7
1965 5640 TeT
1970 7649 95

B . N A D B e 8 e ~n L e

-

2/ Total investment as a percentage of GDP at factor cost.
Sourcet Planning and Budget Office

4. Policy measures concerning the import of machinery and equipment are closely
related to the availability of funds.

It can be said that up to 1357 and between 1959 and 1963, financing for such
purpomes was readily available. During the resgt of the period, it has been limited
by the amount of foreign exchange available.

1.20 Imports and international reserves 1963-1970

T B BS BB AR N B A BB Fia L AL LR e A e A SRS B ® S el B R oA S A — B ¢

X;‘é‘;e- i;‘ggx International reserves
1963 100.0 41.4
1964 112.1 20.4
1965 8542 50.1
1966 92.8 - 8.2
1967 9649 33
1968 89.9 40.6
1969 111.3 52.6
1970 130.0 24.8

S B BB e Sl e L S B s A BB R A B e Bt & Tt A i A e A A G

Source: Central Bank
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Intervention in the fiecld of imports tokes a variety of forms:

(a) Exchange control (up to 1957);
(b) Export duty (since 1959);

(¢) Import tariffs;

(d) Emvargo.

H. Entreprcneurial initiative

l. As already noted on seversl cccasions, a co-ordinated set of policies has oriemted
the mamufacturing sector towards import substitution.

A large group of entrepreneurs has emerged from the group of importers who were

adversely affected by the lack of imports during the war or by protective measures.

The importer establighes an industry, channels capital to small enterprises
already in business or forms links with small entrepreneurs or artisans who are
making the goods which he imports.,

In addition to capital y he provides organization and market ing outlets.

2. There are fundemental reasons why the group of entrepreneurs has not expandeds
stagnation and inflation.y The latter leads qualified people to turn to speculative
activities which yield rapid results.

Al s B Wl A B - ® &

11/ The authors do not subscribe to the view (although still held in latin
America) that inflation has its origin in the physical econcmy.

On the contrary, they feel that monetary theories of inflation are nesrer the
truth.

In Uruguay, the poor handling of fiscal and monetary policy is direct ly related
to the power structure; the political group has attempted to resolve social contro-

versies through compromise. The expression which best defines the situation is
"social stalemate®,




I1. INDUSTRIALIZATION ACHIEVEMENTS IN THE PERIOD 1050-1972

A. A brief review

1. Table 1 at the end of this papcr lists the twenty-five major industrial projects
established during the neried.

The projects =steblished in the 1lnte forties and during the fifties were

practiceally <11 oriented towzrds demestic demand.

Nevertheless, curing the sixtics, thic trend was roversed. The country as a
whele became aware of the need to gain 2 footing in the internotional market. This
e 1/
led to a concentrotion of investment in export-oriented cctivities; frozen meet

treated leather, tinned fish, lcather apparcl, textile meterials, etc.

At the end of the decade, there was a lorge cllecotion of investment resources to
activities linked to IAFTA complementarity zgrecments. These concerned the motor
vehicle industry and toock the form of the installation of pletts for the assembly of

automobiles, trucks ~nd very recently agricultural tractors.
Thege trends support the hypothesis advenced in this paper.

2. Using the traditional method of dividing the manufcocturing sector in relation to
the economic use of goous (consumer goods, intermcdicste goods and capital goods

industries), the development hos buen as followst

.......................................

(as a percentage of the total 1ndustrml product )

I I o R I O O T T T R S S I T T T T I o A T T

1536 1960 1970

Consumer goods 70.2 51.7 56.5

n Intermediate goous 15.7 29.2 27.2
Capital goods 14.1 19.1 16.3

L R e R T R R R T T S P N I T T LI T LR " Iy S P )

Sourcet Planning and Budget Office

In other words, Urusuayan industry, which hes not been able to expand, 8till has

a relatively simple stracture and organization,

[ W

-

_1/ The adeption of technology linked ‘o new scales of producti.n and the
relocation of old refrigeration plents ic particulerly important in this sector.




- 20 -

3. As already notcd in the Introdvetion, the puriod under congideration is not the
most representetive for Uruguay. 1he inductrialization Trocess, which started in the
thirties, wac clos 1y link~d to import substitution. Betucen 1945 and 1957, this
process was consolidat~d and its pcesibilitics more or loss cxhaustod. Furthermore,
given the abundance of natursl r sources (in relation to the gize of the population),
the industrialization of the country was orientcd townrds the proccssing of raw
meterials from the agricultural sector, which consistently accounted for more than

50 per cent of th: industrial product througheut this period (sec table I1.2).

LRI SRR L LU e gt

product (in millions of 1961 pesos

................................ .

11.2 Agriculture-basod industrics =s - icrccnt age of, the total industrial

LR i F O SR

1955 1960 1970

Industrial product 4,109 4,203 5,014
Mineral and a

agriculturce-based a.ctivitiee»‘-/ 2,348 2,176 2,840

Ratio (percentage) 57+1 51.8 6546

-------------------------- e R T ke BT S T SR L et I T R A

_a._/ Including the following groups: food, beverages, textiles, ready-made articles
and clothing and non-metallic mincral product s,

[#;]

cet National Accounts
Lo T T

This table shows the structursl preponderance of "light" industries,

4. During this period, construction-related industrios a¥pended considerably
(table II.3): the index of physieal volume increascd from 90.1 in 1955 to 155.6 in
1970. However, this growth is duc not to an increasc in the physical volume of the
construction sector, but to the substitution of imported Portland cement by domesiic
production and the expoit of certain meterials from the sixties onwa.rds.-z-/y

2/ Factors of production which would permit z better use of inputs per finished
construction unit arc not aveilable,
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II.3 Development of the physical volume of of

e a T et s s as e

.....................................

{(Base 1961 = 100.0)

R R T O P Y LR A T R I A N I N PRy A P

1955 1960 1970
Production of non-nctallic mincrels 90.1 135.7 155.6
Proportion of the
industrial product (pereentcec) 5¢5 8.0 1.7
ConstruC‘tion 108.8 10907 8006

e R R R e O R Tr N T S U S S U A U AT [ S I R e T O S P

CRERE 2 e S A S A s

g./ 1961 weights
Sourcet National Accounts, Cemtral Bank.

5¢ With a few exceptions, new industries cstzblished or cexisting ones cxpanded have
been geared towards import substitution. This ie 2 result of the equal balance of
supply and domend in the sector and the way in which imports have developed

(tables II.4 and II.5).

It may be worth taking time to cxaminc the period 1945—195613/ this is a period
during which the industrial sector wos able to be financed almost normally in
foreign currency.

-

S % B )

}/ For statistical reasons, information up to 1970 ic not evailable.
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..........

(ot constont Zos] rricce)

e R
T i) X G b
Yoar I 4 a
e A - - L s - -~ - . - . » - - a4 & l‘.“&‘-‘l‘-&.-‘

1942 4.315 L, 0AT 163 4,016 2.36 23.0
1943 4,421 N 1,19¢ 4,030 2.03 20,0
1944 2,749 73% 1,07 44045 2.31 20.1
1845 3790 1,ib% 1,672 4,70: 2.31 24.8
1946 54721 L.ete 1,610 5,187 3.00 2740
1947 5,688 2,235 A 14299 3.49 30.7
1948 6,062 y242 015 7,309 3.48 30.3
1949 5,750 <4074 9290 7,664 3.66 2644
1950 Ty170 2,511 1,074 8,507 3.96 2943
1951 C,C22 3,346 943 10,4725 4e72 3241
1952 3,073 29293 1,0z0 9,y 346 4.17 2445
1953 9,417 1,508 1,123 10,132 Le46 18.8
1954 10,012 2,961 1,231 11,752 510 25.3
1955 9,991 217 845 11,423 4.89 1949
1956 10,5%5 1,904 43 12,026 5.08 15.8
1957 10,627 FRRT A 780 12,170 5.08 19.2
1958 10,54% 1,07: 735 10,4382 4.48 949
1559 10,281 1,400 Ted 11,146 4453 34
1960 10,391 1,060 A58 11,372 4456 16.4
1961 10,258 2,069 G945 11,30 4.51 18.2

P = Industrinl srodueiiog (nillions of pesces ).

M = Importa of narafactnres (milliors of pesec).

X = Exports of wenvfcturcs (millicns of Pe308 ).

G = Totol availsbility of grode = F 4 U - X (millions of pesos),
a = Toval cvailability of goods per capits (thouzanis of pesot),
b = Coefficient of imyort - f:-.f ().

sSources  Planning rrc Buiget Ofrice

bt 2T
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If tricnnial progrcssive werag:s ore teken, the Acvilopment of the coefficient
of import (imports of industricl goods o3 a percemtige of total industrial goods
ave.ile.ble) is as follows:

«6 Devel £ thc cooffici i tricnnial sive avergges
II CEXC/ ,5‘)3}2"‘.0.3?._3 .. WG cocfficient of import .(. ricnmial progressive ¢ ...,s.“ﬁ?..),

R I e T NP Ry SO

1945

1946

1947 275
1948 29.3
1949 29.1
1950 28,7
1951 2943
1952 28.6
1953 25.1
1954 22.9
1955 21.3
1956 20.2

R Y R P

A A it S Al B b &

Y/ Due to o lack of statistics, information up to 1970 is not available.

See ta-bleﬂ II.A-IIQBO

The coefficient of import (tablec I1.6) behaved crratically between 1947 and 1950
and began to decline stcadily after 1951s This coincided with the gradual retrench-
mert of the economy.
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II.7 De .e,e..v.f.sm,af.mmcmgy
in units of physical volume of GDF)

G IS B W - BB B B 3 B G B A Gl o i G P

Average 1950/1951 .7
1952 J.15
1953 3.00
1954 3.11
1955 2.47
1956 2.45%
1957 2,22
1958 1.76

- PSR PPN

Trade shpox-t- + exports) as against the index of physical volume of the
@GP (1961 » 100) (using 1961 weigirts).

Source: Planning and Budget Officec.

In order to calculate substitution between 1945 and 1956, the two three-year
periods 1945-1947 and 1954-1956 aro useds

I1.8 Computation of substitution

- . P A Y

(in mi11ions of 1961 pesos) -

Tl A BRI W e BV e A A M e Bl 6. G B B B Bl B St e i e - WA B S A e B

Oross aveilability Rate of import
of goods Imports (in percentage)
1945-1947 18,190 5,076 27.9

1954-1956 35,211 1,162 20.3

- . [P g PP

§m‘ Table II ode

If the rate of import (27.9 per cent) (Table IX8) bad been(meintained, imports

would have totalled 9,824 million pesos.
Thus, the rate of substitution in effect was 2T7.1 per cent.

Table II.5 shows that during the period 1947-1961 the coefficient of imports
deoreased the most in the following branches (in asc.nding order)s:




- 26 -

I. Rubber industry
II. Textiles
III. Buildin; metcriale
IV.  Apparcl and rcady-to-wecar clot hing
V. Metallurgy
VI. Chemical industry

It may be noted from tablc II.4 that the totnl availability of goods per capita
ros¢ almost unintcrruptedly from 1945-1956, beginning to fall off in 1958. Thise is
a further indication on the induetrial crisis which began in the late fifties.

In 1959, cconomic policy underwert o major change with the approval of the
Exchange and Monctary Reform Act. This rcplaced the system of exchange control and
import quotes by a single exchange systcm complemented by selecicd import and export
duties,

In a2 word, this policy meant a reorgo.niza"tion of the system of rclative prices
to the detriment of the industrinl scctor, taking into accowrt the situation prevailing
up to that time.

As can be scen from tablos II1.9 and II.10, rclative prices strongly favoured the
agricultural scctor during the years 1959 and 1960 (as ageinst the 1957/58 averagoe)s
agricultural and livestock rrices deflated by industrizl prices rose 44.7 per cent;
rcal agricultural prices rosc by 38.5 per cent; and real livestock prices by
35.3 per cent.

II.9 Indicators of agricultural _(Li_n_qug'i.nﬁ livestock) and industrial prices

- - -~ - trrs ettt aa s b s ..

(1957/1958 “averages = 100)

e il A L T T L et R PP PR TEB M AR MR LS S A s . -

Agricultural Industrial Agricultural and Variation in the

and livestock prices livestock prices relation betweon
prices in rclation to agricultural and
industrial prices livestock prices
and industrial
pricos (in %)
Average 1957/1958 100.0 100.0 100.0
1959 185.9 168.8 110.1 10.1
1960 313.6 216.9 144.7 3l.4
1961 27849 283.0 98.5 - 31.9
1962 300.4 301.3 99.7 1.2

e T T Y P b ot I T S

B e e B R O N Y

Source: Ministry of Agriculturc and Cattle~Rearing




I1.10 Indices of roal agriculbwral and livestock pricce?

.

1935/37 = 100

S B R A B A B Bk n e B B S A A B B R B 4B 6 S e MM - S d S M B DR R e 6 4k G . e e

- . . QoI S

Real agricuitural Incrcase over Real livestock Increase over

prices previous year prices previous year
Average 1957/1958 136.9 159.0
1959 153.2 11.9 193.0 21.3
1960 189.0 23.4 215.2 11.5
1961 147.7 - 21.9 164.2 - 23.7
1962 144.5 - 2.1 145.9 - 11.1

hoauaet et sk e e e e R i e R R N R I T S S VP S P P

L B e T S TN

5/ Agricultural and livestock prices as against thc cost of living index.
Source: Ministry of Agriculturc and Cattle~Rearing

Howecver, the situation changed radically in 1961t agricultural and livestock
prices deflated by industrial prices fcll by 31.9 per comt; real agricultural prices
decreased by 21.9 per cent; real livestock prices fell by 23.7 per cent.

This lack of contimuity in the prico policy, with fluctuating variables, is
typical of the cconomic administration of the last 15 yoars.

The new stratcgy introduced with thc Monetary and Exchange Rcform Act was
cancclled out by the inefficiomt exchange nolicy followed from 1961 and throughout 1962,

.......................

GAILEBAAANS AR C L G S B Ame M S S SRS Rl 4 ke M S E R G R S A hdat h s e e A A et Bl e B e e & o Bt S e b

Pree rate a Import ra:t:cb Index of the import Domestic price indox
of exchang of cxche.ngo/ cxohange ratc 1960 = 100 b/
1960 = 100
1955 3439 1.96
1956 4.04 2433
1957 4,11 3.03
1958 7.09 3.01
1959 10.07 3.58
1960 11.29 11.30 100.0 100.0
1961 11.04 11.01 97.4 122.5
1962 11.07 10.98 9T.2 135.9

TR S A S S A A R e A AL S S S B el e e A A it 5.8 8 L 6 A S S MG S BEL A e 8.6 S Bs bl b P S s b A e

L ST R A T S

_zg/ Uruguayan pesos per United Statcs dollar
b/ Cost of living indcx
Sourcet Planning and Budget Office
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The figures on the rate of cxchange were not rcflcetcd in quotations on the free
market as the Central Bank, by sclling foreign cxchonge, did not allow it to risc. It
thus significantly roduced the country's intcrnational reservee.

I1.12 Fluctuations An intcrnational resc‘::ge&&zy
(in millions of current dollars)

CEAE R B AR LA P AR L L AL AL LAt A S A s A A RRSd e B

Voriation with rcapect

Anmual status to the previous year
1958 142
1959 111 -3l
1960 83 - 28
1961 118 | 3
1962 45 -

e i e R N L EY N VIO W S U VY -

-y

_/ Forcign currency asscts lcss liabilitics including holdings of
foreign residents.

Source: Central Bonk

6. Uruguay has been exporting mcat products sincc the ond of the last century. Up
to the ond of the first decade of this century, thesc cxports were in the form of
salted carcasses. With the introduction of refrigeration as a mcans of preservation,
the installation of large refrigrration pl-nts began.

Up to the late thirtics, thesc were the country'!s main industrial exports. From
timc to timc and during the two world wars, woollen goods werc exported.

In the mid-fortics, cxtornal demand prompted the installation of industrial
Plants for the processing of new agricultural commoditics.

This period saw the establishmemt of the linsecd oil extraction industry, almost
ell the oil being exported, and new textile plante (mainly combings), the production
of which is oricentced towards the intcrnational market. The export of some textile
products is rather inefficicnt. If the international value of the wool contained in

the products is subtracted from the FOB valucs, a voluc well below the aggregate

domestic value is obtained. Thus, stoff cngeged in this sector arc not economically
Inployed.
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Table II.13 illustrates the devclopment of exports of mamufacturcs in reletion
to total exports.

I1.13 Ex_porl:s of manufactures and total cxports

- - —

in millions of ocurrent dollars~)

SR AR S S S R B LA B S BB S L 8 L Sl B A i A S B e B M B . S e, G S e St & B A e

Exports of Exports of
factures manufactures Total exports Propcrtion of total exports

Total Mamfactures
manufactures excluding meat

O M B B BB B W Bl W BB BS. B Mttt B B e B B S B BB 6 et he b A o G S S A Bl A b A B

1955 103.4 97.5 183.0 5645 5343
1960 944 66.5 129.4 7340 51.4
1965 118.9 67.1 191.2 6242 35.1
1970 178.3 96.1 232.7 1646 41.3

A Sl B Bl A M A A B A e BB B e T e A, b A At 8 B a A B A U WAL Bl AL 0t ot e B M At

Source: Central Bank

The high proportion of exports of manufactures should be viewed in light of the
fact that the principal exports (mea.t, wool, combings and linsced oil) have low
rates of added value.

it should also be noted that the export of goods other than meat products has
been made possible through a domestic price system which involved the transfer of
income from the ogricultural amd livestock sector to the imdustrinl scetor, with e view
to increasing urban employment through industrialization.

However, in the medium-term, the result of this policy was to discourage agri-
cultural and livestock production md jeopardize the industrial employment which it
wag endeavouring to promote.

The results have beent decrcased availability of agricultural products and
thue a stagnation of exports, which in the final analysis has hindercd the financing
of domestic industrialization with forcign currency.

8. Since the fifties, the world has tended to become grouped into largc economic
units. Confronted by this situation, Latin America, which has been "balkanized"
since its independencc, launched the experiment of cconomic integration. Its
practical embodiment was the Montevideo Treaty, signed on 18 February 1960; as a
first step towards the cstablishment of o common merket, the Treaty provided for a
free trade arca with the gradual abolition of tariffs over a period of 12 years,




The econcmic philosophy sct forth in the Trooty is that of import substitution

(now operat ing ot the regionel level in view of ite failure ot the country lovol),

as o long-turm dymemic forc. in the indus rinl scetor.
Fer Uruguay, the procticzl offccts of the Treaty hove beens

(2) To introducc inefficiency by replacing the country's traditional suppliers
of imperis, leading to incrcescd prices ond poorer quality;

(v) Since ther: is not = heavy demond for the country's traditionsl cxports
in the arca, cxports hove net incrcased:

(¢) There hes been no bencfit from nuw investment 8, sinc¢ the mechanisms of
the Tr-aty have not removed the strong attraction cxerted by the size of
domestic morkcts.

I1.14 Indicolers of the importance of IAPTA in Uruguoy's intcrnational trade

(Wrzigl;tcd averages a8 o percentage of total figurcs, in current dollars)
(in :J

e T T T

Exports i Imports 'I‘radc-a‘/
1940-1949 25.1 8.3 31.8
1950-1959 18.2 9o T 257
1960-1970 165.6 9.6 27.0

.¢..‘.;..-.v~...‘a-...-.-‘-;.q-;o‘,-.-._Ao.c-..-....--oe-u.-au

B S At s B s

.aj Principal cxports
Source: 'Uruguecy in IAFTA", Ministry of Extcrnal Relations.

Onc bencfit of the Treaty is thot certain industrics, which were under-utilized
on the domcstic market have been ablce 4o cxpand their capacity hy cxporting to the
area. These exports wre finoncod through marginel cost price fixing which ultimately
means subsidizing them through the domestic pricc.

Eventually, now investments were made te tap the emerging possibilitics provided
by industrial complementarity agreements, porticularly in the automobile sub-soctor.
Since these have been in offect only a short timc, no final opinion cen be cxpressed
on their long-turm results. The immediate effcct has been the loss of tax revenue;
there has been no reduction in the discrepancy butween domestic one internationel

priccs and substantial intcrnationcl added valuc has not boon genorated (current

oxports and importe).
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B. Stotistical indicators of industrial dcvclopment progress

1l The contribution of the monufacturing scetor to the overall product is shown
in table II.15.

I1.15 Gross manufacturing output and gross domestic product

N N P

(At 1961 constant factor costs)

R R e R e L I U I SR I S I R A I T B I Y M i e g

Gross moqufacturing P Contribution
out put (in %)
1935 1,502 8,015 18.7
1940 1,373 8,324 16.5
1945 1,574 9,392 16.8
1950 2,355 12,208 18.3
1955 3,303 15,045 21.9
1960 3,464 15,005 23.1
1965 3,645 15,672 23.3
1970 4,030 17,211 2344

e R e e e R Y o T N T N N P P VPP G PSP

Sourcet National Accounts, Central Bank

This tablc shows that during the poriod under review, the gross domestic product
increased at a cumulative anmual ratc of 1.7 per cent, while the industrial product
had a cumuletive anmual growth rate of 2 7 per centj thus, the process of industrializa
tion during the period 1950-~1970 = 1.59.-4/

It thus corroborates what has rlresdy becn stated: namely that in Uruguay the
process of industrial developmont hae becen at o standstill since the mid-fiftics.

These conclusions arc recaffirmed in tablc II.15.

' . &rowth rato of industrial product
4/ Industrialization procoss arowth Teto of total GDP
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e et R T R T T P, R T T P L L

Cumulative annunl

wth ratc of Cumulotive annual Proccss of
Erowih rate o growth of GDP industrialization
industrial product
1935-1945 0.4 2«74 0.22
1945-1957 Te1 4.38 1l.62
1957-1968 - 0.5 - 0.5 1,0

R e e i T I L R O PR T T T P AL ANt A e A BB B RS b b bl A

Source: J. J. Anichini: The industrial sector (1969).

2+ The statistical indicators uscd are bascd on the Notional Accounts of Uruguay
prepared by thc Central Bank. They are supported by the 1936 Census;, the Industrial
Registry of thc Ministry of Industry for the poriod 1955~1961; thc 1953 poll, and
the 1968 Census of Economic Activitics,

This information is complemented by annual, half-yearly and quarterly surveys
oarried out by tho Cemtral Benk.

3. Mamufacturing output in rclation to the gize of entcrpriscs, expressed in terms
of cmploymeuty, is given in table I1.17.

On the boasis of the data aveilable, only figurcs for 1960 and 1968 can lLe given.
II1.17 Gross valuc of manufacturing output and number of persons omployed

..-..gs,gco-‘-.-..‘...--a..s-«.4‘.--

e it o R AP A PPN LI B N

Number of persons cmployed
1960 - 1968
1-49 50 or 1-49 5 or

persons more persons persons more persons

B B B B . B S As . e oo L A

L A L R T W ra R it T S O, Rt SR N PN

Gross valuc of production
as a percentage of

Number of estoblishments
as A percentage of

the total 9804 106 98058 1042

e kT R I X I T I vy -t an oo

Sourcet CIDE and Dircctorate General for Statistics and Ccensuses,
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4. The bulk of manufacturing output in 1970 was generated in the private sector

(92 per cent) and the rest in publicly-cwned enterprises. The fact that the production
of petroleum derivatives, which is a State monopoly, accounts for approximately

5 per cent of industrial output illustrates the limited degree of State participation

in the manufacturing sector.

As far as employment is concerned, State enterpriscs cmploy 8 per cent of the
industrial labour force, which shows that productivity per employee is equivalent to

the industrial average.

I1.18 (Gross manufacturing output generated in the public sector
a8 a percentage of total gross manufacturing outputT

[ O e T T s

1955 9.6
1960 8.3
1965 T+
1970 8.0

AL NS 8 e e Wk B d s &

Source: National Accoumts, Central Bank

5. The question of employment is one of Uruguay's most important problems. Various

factors contribute to this situation:

I1.19 Population, active population, employment

T & B LR S S ARG s Bk 5 M- B s md A e ek LB 8 ER PG A AR A el .- -

po‘;ﬁ:}: ion po;jtlizion Employment Unemi;:zmem
1955 - - 853 -
1957 2,400 - 881 -
1961 - - 920 -
1963 2,649 - 913 -
1966 2,749 1,050 945 10,0
1967 2,783 1,060 942 11.1
1968 2,817 1,072 933 13.0
1969 2,852 1,084 960 11.4
1970 2,866 1,096 581 11.5
1971 2,921 1,108 991 11.6

A S M Gt AR B B A B A R A E A e B A o T e O s D 8 TS &0

Sourcet Planning and Budget Office




Faced by the need to produce goods which can compete on the inmternational market,
the livestock scctor is creating jobs ot a rate too slow tc keep pace with the increase
i7n the rural population. Conscquently, cach year the urben sectors have to absord,
in addition to the manpow~r which would ir any event continually be entering industry,
that expelled by the primary sector.

This preblem is compounded by difficulties deriving from the deficient structure
of the industrial sector 2s a result of the selection of a development model (import
gsubstituticn backed up by strongly protective legislation) which relieved the domestic
system of production of the need to keep up with internetional standards of efficiency.
Consequently, at lcast some of the human resources assigned during the period of

industrial growth is employed inefficiently, i.e. under-employcd.

1I.20 Structure of euployment by e conomic sectors

................ A L I

in

1963 1966 1970
Productive sectors 46.9 48.1 47.2
Agriculture ‘ 19.4 18.8 17.9
Manufacturing industry 23.0 2442 24.4
Construction 445 502 449
Services 51.9 20.6 52.2
Electricity, gas, weter, sanitation 1.6 2.8 2.0
Trade, banks, insurance 14.0 14.3 14.0
Transport, housing, communications 64 Te1 6.6
Other services 29.6 27.2 29.6
Miscellaneous activities 1.2 1.3 0.6

Total 100.0 100.0 100.0

A e i B & P B B A A A I B B el B e L D e A B Bl B e B e BB M B B - o n
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Furthermore, investment has been falling off since 1957; as 2 result, annual
increases in the active population cannot be employed productively and this causcs

under-employment in the tertiary sectors -- basically in State-controlled activities.

The only solution to this problem is integration within an expanded international
market which dees not brook inefficiency and which is bound to rcquire the utilization

of capital-inmteneive technology in some sectors.

As a first stege, we might consider a combinetion of, on the one hand, highly
of ficient sectors which would direct the process and, on the other, backward sectecrs
oriented to the domestic market which will retain existing inefficient methods for
a longer period. This situation will be mainteined until the inherent dynamism of
gustained growth leads to the gredual modernization of backward sectorse.

Furthermore, the coumtry hes o tertiary infrastructure which, as it gradually
regains the political and financial gstability of past decedes, could become a natural

supplier of services to the subregion.

It should also be pointed out that the low rate of population growth detracts
from the urgency of this problem.




III., THE STRATEGY OF INDUSTRIALIZATION, 1$50-1972

A, Selection of priority indusiries
1, It wes in the early sixties that the country put into effect a national system
of economic planning,

In 1961, the Investment and Economic Development Commiession (CIDE) was esteblishec
end given the tesk of diagnosing Uruguey's economic problems determining future

. 1
economic prospects,

The Technicel Secretariat of CIDE is structurally-oriented, It is particularly

2
concerned with the problem of =zgricultural production.<

These activities have developed within the framework of the Alliance for

Progress, the objective of which is to achieve significently greater economic growth
in Latin America,

The initiators of the prograrme were well aware of the need for certain
industrial, finencial snd administrative reforms,

Thus, the main objective of medium-term economic plens is to implement the

reforms required to boost economic progress,

Once it had completed its identifiocstion of the problems (1963), CIDE drew up
& medium-term plan which was “pproved in 1965, Iig diagnosis meintained that,
under the strategy selected, the growth of Urugueynn industry was severely inhibited
by the size¢ of the market nnd the low growth rate of the population. Thus, the
objectives of the Industrial Plen verec:

¥

(a) The export of manufactures with ~ view to increasing the added value of
traditionslly exported égricultural commodities (mcat, leather, wool);

(b) Self-sufficiency in certain widely used consumer gocds, which enteiled
complementing the process of import substitution;

l/ The 1967 Constitution, currentl in force, institutionalized CIDE as a
Planning Office in the Office of the Fresident of the Revublis.

g/ Stegnetion in the rgriculturql 85£C1oTr is sttributed mainly to so-called
"structurel problems:, Two chtegories hrve been identified: problems of Bcale and
problems of tenure, Ae ‘1. exemple, it oy be noted thel the ' Economic survey of
Uruguey' males not © single refoerence in itz chapter on the 2gricultursl sector to
the term "profitability,

The authors hold anothcr view: noncly thet agricultuvvrl stagnation is due
mainly to trensfere mede from this glctor {e i
substitution.

finonce” the process of import




(¢) The introduction of new activitics with comperctive ndventages offered
by highly skilled l~bour, to be devcloped within the fremework of LAFTA
complementerity agreements (light rngineering, c«loctronics, besic
chemistry, etc.),

In quantitative terms, the objectives were the following:

(1) With regard to production; o cumulative arnual growth rote of H.2 per cent
in the industrial GDP during the period 1U6H-10 i/, rcpresenting 5 per ceni
of the incrcrse torgeted for the cconomy as 3 whole (b-r.sed on anticipatcd
growth in the productivity of the vorious productive scctors), with a
view to meeting the necds of brlonced growthy

(11) A 12 per cent cumulative ~rmucl incrcose in invesiment (es compared with
1963 figurcs).

The new investments were also designed to moke better use of cxisting infrasiruo~
ture, through a combination of the morc offcctive utilization of idle ceprcity, the
gradual modernization of equipment and o reasoncble increase in the productivity of

priority activities.

Nevertheless, the Industrisl Plun sct no clear objectives with regard to

protection,

The difficulty of identifying end implementing speccific projects impeded the

effective administration of the Plan.

The implementation of thc Industricl Plan was not satisfactory, The growth
of industrial investment and production wos hindered by a serics of negetive

factors which arosc simultoneously and were closely relatcd to industrial growths

(2) The stegnotion of the asricul®ural sector, cs ¢ result of which the
anticipated velume of metcricls intended for indusiricl processing was not
forthcoming;

(b) The stognation of exporte which are = key factor in the finzncing of
inputs and copital goods in the sector;

(c) The lack of growth in per capita income, which feiled to stimulate
demand for industrial producis;

(d) Import substitution had almost reached the limits of its pessibilitiesy
thus, opportunities for investment in domestically—oriented activities
had practicelly been exhaustecd.



II1.1 Development of certoin foctors reloted to industrial production

v
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Physiecal volume of

the gross product Exports
of the agricultural (in millions of Per capita
sector &/ current dollars) GDP o/
1965 = 100 1965 = 100
1965 100.0 191 100.0
1966 10%.3 185 102,1
1967 88.3 159 5548
1968 87.1 17¢ 9549
1969 | 101.9 200° 100.6
1970 102.5 <33 104.0

FEMBED L LA C S TR L EEE D § S S LD S BB B L B LML R AN SR kS B s R Ak B T A 8 e A A Sl A § A

2/ Based on 1961 weights.
_g/ Meat prices begon to increcsc,

Sources Nationel Accounts, Central Bonk

[ 3

In cddition to thesc medium foctors, short-term volicy mencgement militated
against the development of the ncetor, An essentinl feature of outward-looking
growth is thc establishment of rcolistic exchange rotes which reflcot the growth
of domestic costs and meintain the exporter's recl income.

The exchange policics in force during the sixties were hephezerd and at many

pointe the exchange rote undervrlued the price of foreign cxchange, thus discourcging
exports,




111.2 Development of cxchonge rate and domestic priccs
Annual averages

. A L A . B A 05 W A A AD e @l Ml Al EAD N AT A A A A B B BB BADLAN D - iy

Cost of living
Free rate of Inport rate of index
exchange o/ exchange a/ 1960 = 100,0

B LB D Al B & BB BB SOl BB BT AN B B B A B Bl S G A At A A T U R W S B i, B W

11.29 11.30 100.0

11.04 11.01 122.5

11.07 10.68 135.9

14.87 14.30 16348

21,01 16,64 234.6

50.06 30.76 367.2

68.52 64.49 637.1

100.45 105.78 1205.9
234,23 233.85 2717.4
253.50 250,00 3285.1
250.00 3824.5

e o d

2/ Urugueyan pesos per United States dollar.
Sources Plonning and Budget Office

— .-

2. The major projects cstablished during the fifties were based on the processing
of agricultural commodities formerly exported in a natural or semi-processed state;
thus, projects were cstablished in arcas related to the processing of wool, skins,
and oils end fats, This stage is merely a continuction of tho process initinted
during the forties and is closely linked to import substitution and the prevailing
protective philosophy.

In addition, the development during this decade of o large number of small and
medium~scele establishments was no morc then the transformation of ~rtison or semi-
industrizl workshops into entecrpriscs to replace imported menufoctures by tcchnologically
simple substitutes,

The pro jects which developed during the sixties were, on the onc hand, of the
some type as during the previous decade - i.e. designed to increcse the efficiency
of the traditionol export sector or, on the other, industricl complementority
arrangerents within the framework of the regionzl market.
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In the first case, new guidelines were introduced governing the technology and
size of establishments of thec refrigerction industry, In the second case, certain
projects were established in areas rcloted 4o the automeobile industry, for the

purpose of complementing activities in neighbouring countrics.

In general, these projects met the criterie set forth in the Plan, i.e. they

+

incrcascd the cdded valuc of local row moterials end/or genercted new sources o

employment,

3. Although the priority criteria are clesr, and bearing in mind that Uruguay

has a mixed economy, in general, the private scctor chonnells its resources through
the market end deviations come nbout inasmuch rs the system of relative prices does
not properly reflect social priorities, In othcr words, short-term policies
(prices and income, erchange and forcign trode, taxation ond public expenditure,
monetary and tariff) are not sound. The problem is clearly illustrated by the foct
thet in 1968 conditions conducive to improved profitability in the meat goods
exporting sector were created, and resources were rapidly re-allocated to livestock

production and refrigerction,

4, Industrial pro jects hove been submittcd to cost—benefit anclysis when enterprises

heve used medium-term credits and/or requcsted tax exemptions cnd/or tariff protection,

In general, the socicl criteric used have been the impact of o new project
on employment and/or the balance of payments, These critcria do not toke into

account socinl evclustion criteric ond should thereforc be revised in the future,

5¢ Consequently, projccts have not been evaluated in cccordance with the criteria
of social costs and benefits, nor heve mechonisme been fixed which would provide

for o gradual decrease in the incentives gronted,

These procedures are being revised with o view to introducing incentives
designed to bring about improved efficicncy and productivity in line with the
requirements of thc international morket in which it is hoped to gain a footing,

}/ The development of ¢ procedure for the socicl evelurticn of projects is a comple
tosk, bearing in mind the disperitics of the system of rclative prices.




B.  Implementation of industricl projects

l. During the fiftics, the State retained control of industrinl activities which

by their nature (security, low profitcbility, de facto monopolics) is felt it could

develop with advantage. This was the cosc with the distill~tion of petrolewm end
alcohol.

The Development Plon stipuloted that the State should participate in the
exploitation of the iron and stcol indusiry which might develop in the future on the
basis of known deposits of mineral resources in the country., On the other hand,

no stipulotions were made regarding the nationality of investors,

So far as the implcmentation of projects in the private sector is concerned,
the Plan makes no discriminction in respcct of tho nationality of the investor,
thus upholding the countryt's tradition of treating domestic and foreign capital
alike. The provisions in force arc designed to e¢stablish cqual strtus before the

lew and the courts,

2o During the fiftics, industriol deveclopment was administerced on the basis of
isolated policy measures which werc designed to tackle spccific problems. As already
noted, it was in 1965 that the country first drew up an over-all development plan,
including an Industrial Plen,

Although the Industrial Plan contcined detailed measurces and investment projects
and was approved by the Executive, it has never bcen followed through. For exomple,
it was planned to formulate an investment promotion lew and establish an Industricl
Development Bank, but neither of these mcasures was cpproveds One established the
mechanisms to ascertcin the national interest in the deveclopment of specific
activities and assign them corresponding priority. The other, on the besis of these
priorities, was designcd to frcilitate the finoncing of new projects or the
modernization of existing industries, in accordance with promotion criteric bosed
firet and foremost on technical md fincncial soundness, as opposed to the problems

arising from the investor's patrimonicl responsibility.

These ihstruments arc rcaffirmed in the Development Plen drawn up by the present

Government for the five~yecor period 1973-1977 and are in the process of being
implemented,




3, Ag alrcady stoted in this document, with the cxception of certoin isolated
years, thc period under revicw wos chorccterized by o deficit in the belaonce of
poyments. Up to 1957, it wns poseible to fincnce the industrizlizntion process in
foreign currency vy drowing on reserves, This foct resulted from the ~pplicotion
of two closcly relaoted policiess the channelling of income from the livestock
gector ond the underveluation of the cexchange rate. Urgent measures thus had to be
teken to restore effective protection for the industricl sector. At some points,

a ban on imports was introduccd.

There was on increase in constrnt prices throughout the roview period, with the

rate clearly accelerating towards the cnd,

II1.3 Ineresse in priccs 1550-1970

e mae .

(Cumulotive onnucl retes es o percentoge of rnnuel indices) (inf).

................................ -~ - s e w
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1950/70 29.6
1950/60 16.8
1960/70 44,0
1950/55 11.1
1955/60 22,7
1560/65 29,7
1965/70 5947

L R R e T gL L P WP v W s SR S

Sourcet Directorate Gencral of Statistics

The economic policy applied proved incapable of combeting inflation or
establishing conditions which would have made it possiblc tc alleviate the most
adverse effects of this phenomcnon by mecons ofs

(a) An exchonge policy which is deeigned to keep relative position of

exporters constant;

(b) Positive rates of interest which would stimmlote sévings through

ingtituiioncl channels.,

Froquent changes would have been required in the rate of exchonge to reflect
increased domestic costs. Since this policy hes not been cdopted, the exchange

policy operates erratically, stimulating or discouraging rclations between the

economy and the international market,




The exchange policy, thus, hes tended to discourcge the export of both traditienal
f voods and new monufactures. It is, however, nlso clecr that the restoration of the

l competitiveness of the egricultur.” scotor on the externcl merket meons thot & wide
range of urban activities will lose protcction. Protection hos bcen provided by

‘ . ] . 4
taxation and/or the price systenm.

Ae already indicoted, during this period & domestically~oriented policy wos
in cffecti® +this policy implied = restriction of the incomc of comparatively
~dventaged sectors through the redistribution of curnings to sectors which were
| relatively less efficient in internctioncl terms, Loter, this strotogy beccme

incompatible with incrcosed exports.

The situction deterior-tcd when inflotioncry pressures beg™n to meke themselves
felt and when direct administrative meosures were token on fixed prices (" freezing

of prices").6

Thus, conditions are not such os to encourige entreprencurs to plon their
investments on & long—term basis, secure in the knowledge thot the policy will be
mointoined through the interpley of the different varicbles (exchonge rate, weoges,

interest rates, toxes).-

4e Throughout the period under rcview, State participation in the menufacturing
output has remained unchonged; the moin thrust hes come from local private

initiative, although there is some airect foreign investment. During the period,

A very clear casc ig provided by linseed oil. Beceuse its industricl sector
operates inefficiently, Urugucy is uncble to export linseed oile However, the
domestic price of sced hrs been reduced by mecns of o levy on the ¢xport values
the levy cnables the domestic morket to compete with exported seed.

The medium-term effect of this policy is to discourige the production of
lineced oil.

It should be noted that the import substitution stirategy wos designed
fairly coherently. Multiple exchonges ~nd loter levies on livestock preducts "financed"
protected industrics, but zlso reduced the consumption of the urban population.

§/ These “freezing' measurcs wcre accompanied by direct controls on imports.,
In June 1968, with on cnnual rote of infletion of 183 per cent, on rnti~-inflation
policy officinlly known o8 the “"frecze' wes brought into eficct. Nevertheless,
exchange, tox ond monetary mecsurcs were taken. This policy proved effective. It
wos rescinded in 1970 (pre—elcction yeor).

l/ In 1972, a very importrnt chenge took plice. A "crowling peg' exchange policy
wes introduced in an effort to recover fluctustions in domestic prices cnd import
prices, The last might discourage the cdoption of anti-inflction mecsures which ore
:lways costly in social terms, it nt least maintains the position of the exporting
sector,




there has been foreign participotion in the holdings of certein existing enterprises,
bringing in ~ddition to copitnl, “know-how' and extermcl merkets. In general,
these corporations are established brsically to orient production towards the

extern:l merket.
Ce Promo‘tlrﬁ eport bE of na 'mu ctur ‘d 1l goods

1., Whiie it is 2greed thet the best incentive for exvort is a reelistic exchenge
policy which guarantees the exporter o real fixed income over a period of time, it
must be concluded, from whot hes been s id in Section A of this chapter, that such
o policy wes not operating during the sixties,

However, for - developing country such cs Urugucy, realistic exchange policies
are not enough. The protective berricrs put up by the developed countries must
2130 be broken down, Furthermore, ¢ lmowlcdge of marketing outlets, technologies
in use and domestic texetion require the establishment of other mechanisms (apart
from an exchonge policy) designed to improve the efficiency of the exporting

menufacturing sector.

To this end, the country drew up in 196/ a strategy designed to improve the
profitability of enterprises exporting non-traditionel mcnufactures; +this strotegy
was based on the conceot of *not exportins toxes®, It consisted of ¢ refund of
taxes, applied @8 o percenicge of the FOB export velue, in relotion to the proportion

of the national ndded valuec,

The efficiency of this mecsure is clearly shown by figures for the export of

nenufrctures given in Trhle T11,4,

II1.4 Exporis of menmufocturce witn refund, 1965-1971
“(in millions of US dollnrs FOB)

-~

965 T ose et T ige8 98y 1970 . . I19qL..

Lecther ond pigskin - 1,515 5,428 4,155.3 18,979.7 17,683.6 14,376,
Agricultural cnd

livestock production - 505.3 483,2 196.4 1,305 6,569.5 4,513.
Mining industries 7.6 20.9 184.0 1,265.4 1,247.7 015.3 560.

Chemical products for
industry 22.4 58.4 119.5 235.9 673.2 972 1,203,




I11.4 Dxports of monufoctures with refund, 1965171 (continucd)

P R L
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liscellaneous

industries 1,100.4 2,056.2 2,138.3 2,526,  B,374.3 10,632.2 ¢,906.7
Textile and ~llied

enterpriscs - - 282.8  705.6  7,587.2 6,894.3 25,349.4
leot and by-

products - - 195.1 6.6 2356  125.9  159.8
Ice - Ges - 25.8 - - - - -
Miscellancous 0.1 - - - - 70.4 38.5
TOTAL 1,203.5 5,121.6 8,831.9 9,124.,1 13§,802.7 43,863.,3 5C,698.0

- — e e - g -

Sources Central Bonk
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It should be noted that the effect of this mechanism has also been distorted, in
certain years of the review period, by a lock of continuity, When the exchonge rote
woe increased substanticlly in order to correct gross undervaluctions of local currency,
the instrument was deemed unnecessary8 end this brought about o decline in thc export

gsector,

2 During the sixties, the cuthorities unanimously agreed on the neced to increcse

the added value of monufnctures of primory products previously exported in & natural
state or with limited processing. Vorious provisions were cccordingly passed with a
view to reducing the cost of capital goods ot the plont lovel, in order to encourage

the modernization of equipment in nctivi-ies such cs¢ finishing of cured hides;
producticn of leather goods (shces cnd lecther articles); textiles; textile products;
equipment for agro-industricl complexes; the trectment of non-mctcllic minerals

(merble, granite, dolomite). The mechanism wpplicd consisted of the cxemption of imports
from all forms of tocxation, provided thoat & value equivalent to the equipment imported
wos exported over o period of three ycars.

§/ If the exchonge is not undervclued, are refunds or o similor system nccessary?
The authors think soj they believe thct the main disrupting influences in internctional
trade are imposed by the developed countries.

The export of menufcoctures from developing countries should overcome the toriff
borriers erected by rich nations ond the numerous incentives granted to their exports,




D. Promoting employment
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1. One of the main effects of the policy of import substitution was to increase

employment in the industricl sector,

Nevertheless, as rlrecdy noted, the stimulus to industry provided by this policy
was short-lived. When industrizl vroduction ceased to exprnd in 1957, the sector wes
uncble to crentc the job opportumities nceded to emplcy the new contingents of workers

joining the market.

Instead, thesc persons were emnloyed by the Stote cnd in other activities of the
tertiory sector, The increasc in public expenditure which such o policy required

was severcly inhibited by the growth of economy os o wholc.

The redistribution of Urugucyon socicty is the moin couse of the relatively high
cost of labour. In frct, the woges policy tokes into cccount only the purchaeing
power of a worker, without relating it to increases in the productivity of labour,
In addition, legislation it being adorted designed to increcsc the social scourity
benefits grented to vorious groups of ilc population, by the increased costs to be

financed by direct taxciion on labour costs,

The indirect result of this policy hos becn to stimulate the repluocement of

labour by copital.

This policy hes been undergoing revision in recent ycors, for the purpose of
o 1 h
regulating wage increases, while o the scme time contributions to the social security

system havc been reducc:d.’l-9

E. Location of industries in ney centres znd rurcl @ —ens
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1. 'Thc Department of liontevideo, with morc then 50 per cent of the population and
70 per cent of the nrotional income, ety ~s o naturnl mognet for industrinl
production. It is difficult to imogine conditions more conducive to the location of

industrics oriented towords the domestic merkit ond/or mcnpouer.

The distribution of the rctive pepulction in Urugrucy is similar to that in
the developed countries, DNeverthcless, in the lrtter, distribution is determined by the
different growth rotes of productivity in vorious sectors ond the saturation of certain
requirements. In Urugu.y, under-cmployment in the tertiory sector con be exploincd by
the fact thet invesiment in preductive sectors has bteen insufficiont to cmploy the small
increase in the nctive population,

.1_0/ The diffcrence iy mode up by the centrel Govermimeni. Boaring in mind that tax
pressure is severely limited by the stwmotion of producticn, it is to be hoped that the
average benefite granted to non-contrilbutors will be reduced.

In & sense, inflntion places workers on the defensive in the foce of the onslaught
of the high cocts of socinl scceurity,




In addition, the crcn hos the best gystom of connccting scrvices with the

exterior (port, zirport, finrncicl secrvices, ctce).

In any c¢vent, the Government hos no specific policy for brecking Montevideo!s
de facte monopoly. Furthermore, it ic clecr that & poliey of decentralization could be
put into effect only ¢t high socicl cost. This situstion is incompcotible with the

chronic stagn:tion of over-2ll incomec from which the country is suffering,

As noted in Chepter I, privete investors with no 3tote support howve established

two smcll poles of development in the depertments of Colonia and Peysandd.

There are somc small industrics whose location is detcrmined by supplies of row
meterials (to prevent spoiloge or to keep import costs down). This is the case with

cgricultural producis,

Aside from .ny pelitical decision, o process is undcer woy for the relocation of
refrigeration plents which hitherto have always been built near the port of
Montevideo., This relocotion is based on technologicel considerations which are encbling
plants of the size nccded to provide subregionrl markets with livestock products

to operatc on on economicolly sound bosis,
F.  Development of menufzcturing technology

le In Urugucy, the cdoption or import cf technology is conditioned by the existence
of & freec market, Thus, the¢ entreprencur tredes knowledge on the basis of its

profitability and his dccisions are based on that consideration,

There are no mechonisms for controlling the sums pmid as royaltics, but forcign
transfers are usuclly limited by bolance of poyments problems; they are thus subject
to the quotas periodically impoced on imports,

In view of the complexity of tho indusirinl morket ond of informotion problems,
the country hcos decided to set up o flexibvle informetion system designed to help the
entreproneur in his decision-moking. It is cware thet this first step should be backed
| up by the estatlishment of institutes studying the adeptcotion of aveilable technology
t> domestic conditions,

It is true thot entrepreneure cre using technologies unsuited to the country, but
this should be ~ttributed to the frct thot the price system docs not properly reflect
the relative avoilobility of ressurces ond the mechanisms in effect do not ~llow for
the phasing out of inefficient enterpriscs,
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G Training of local labour and manngement

- % v.a

1. It should be reitercted here that in view of the cultural tradition of Urugueyan

gociety, the training of human resources has not been ¢ consiraint on industrialization,

The country has, however, developed training progrommes for local staff at all
levels, using at the same time the mony progremmes offered by industrisl or bilateral
orgenizations, The country thus benefits from all United Notions technicel assistonce
programmes, including fellowship prograrmmes ot ~l1l levels which the Government makes
available to the public and privete sectors,



IV, INDUSTRIAL POLICIES AND MEASURES, 1950-1972

1+ In the period under considerction, two industricl projects having to do with the

prcduction of Portland cement were undertaken in the public sector,

The technicel soundness of the projects was estcblishea by means of a study carried

out by the previously existing enterprise, with the aid of inter-disciplinary teanms,

As regards their commercicl soundness, in view of the fuct thot the public
corporation hos to complete with private firms, it wog promised the custom of the

public sector, L

As far as petroleum and alcohol are concerned, public industrial separations on

any considerable scale are conducted on & moncpoly bosis,

2, As indicatrd in the introduction to this paper, the process of industrialization
wos given strong impetus, following thc cepitalist crisis in 1929, by the measures
taken to estzblish 2 clesed economy ond develop on inward-looking growth model, replacing

imports by domestic output,

The establishment of = closed economy meont cdopting protectionist policies to
sefeguard the new activities and entcrprises thus brought into being from internctional

competition and so ensure their survivel,

The whole period is thus characterized by an economic policy which is highly

protectionist, the moin aim being import substituion.

y This decision is a good example of a certain kind of attitude towards the
market machinery in Uruguay.

The public corporation is partly insuleated by mesons of = monopoly. It is thus
".rotected" from exogenous factors that could cffect its efficiency.

Productivity per capita is thrcc times grester in private enterprise than in the
putlic sector.

In addition, the public corporation is an industricl egglomercte,  Apart from
cement, it also has 2 monopoly of the distillation of petroleum ond 2lcohol. There
can be no doubt thet the large profits from petroleum rcfining subsidize the losscs

" incurred in the production of cementi.

Furthermore, it should be notcd thot the price of cement ig fixed by the State,
For some yeors, the reel price »f cement has been somewhot depreeoseds. At the present

| time, only the public corporation h:s plens for expansion,
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Nevertheless, three quite diffcrent stages can be distinguished during this

periods
(a) Up to thc Act of 10 January 1941
The protective mecsures ndopted werce the traditionsl ones, i.e. tariffs.

(b) From the Act of 10 Jonuory 1941 o the Act of 17 December 1959

During this period the mein respomsibility for protection shifted to the exchange
machinery,

The most importont measures were differentinal exchange rates and import quotas,
Through the former, = number of importont bencfits could be obtainodz-z—/
('1) Financirl resources for subsidizing consumption and/a,r production;

(i1) More favoureble rates for certrin cxports, in relotion to the rate for
activities with o comparctive advontage;

(iii) Lower rates for certoin imports, in relotion to normal imports.

Quotas moke it possible to limit imports of goods which compete with domestic

output,

(c) Since the Act of 17 December 1959

LR N N e N Y N

Import quotas come to on end, but differential exchange rates continued - in the

case of imports, through surcharges—s-/, cnd in the case of cxports, through levies,

This policy hns two aims,; to protect existing industry and to secure a good source

of revenue,

There is, however, onc importont difference from the previous situations the
free exchange rotc et which ~11 menufocturing row matericls ond capital goods ere

imported is at the samc time « ceiling for the export exchenge ratcs,

g/ In order to give a compleic account of the results of 2 multiple exchenge
rete policy, it is nccessary to know wherc the equilibrium rete lics between the
different import ond cxchenge rotes,

These are texes on the velue CIF of goods imperted. They may amount to up
to 300 per cent of the vcluc CIF,

These arc sums withheld from the velue FOB of exports. The scale for each
product exportcd moy vory between 5 to 50 per cent of the value FOB.




-5l -

The revenue from surcharges and levics was intended for the following purposest

(2) Reducing thc prices of mess consumption gocds;
(b) Protection ond assistonce to becic industry;
(c) Construction ~nd improvement of public werks;
(d) Finencing of the netional budget,

This financing aspect became so important that at somc periods exchange policy
was usborditate to fiscol policye. Devaluations were mode in order to finence the
budget.

It shculd be said thot the 1959 Act system was established as a transitional
stage betwecen the system of multiple rates and the introduction of a free exchonge
market. This aim was never achieved, howcver, snd through the regulcations issucd by
the Central Bank, still stricter control was exercised over the operation of the financia
market and some imports (c.ge capital goods).

With this new machinery, tariffs become less important, becouse generally spesking
the duty was fixed in terms of percentages of oppraised values An international
prices rise, the duty loses importance, because the surcharge system is elestic with
respect to import velues CIF and thus maintaine effective protection with the passage
of time.

It is interesting to see how protoction hes operated under the new sys‘tem.

By a decree of 29 December 1960, thc Executive established the following
surchargess

(a) For protective purposes: 40 per cent and 75 per cent for imports competing
with domestic goods;

(b) For revenuc purposcs: 150 por cent for goods considered to be "dispensable"
or "luxury',

It may be notcd that the manufecturers! organizations are calling for a surcharge
of 150 per cent on imports competing with domestic goods.

The protection machinery for domestic goods using imported raw materials operated
as followss
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IP=M+ V

where TP = internctional price per unit
M = imported inputs per unit

V = velue added per unit
P = IP (1 + 8)

where DP = meximum domestic price per unit
S = taxes (surcharges) per unit
DP - M IP - S

-1 = freem

E =

where E = effective protection of domcstic valuec cddecd,

This method of protection hos o result which runs counter to thc aims of the

policy:s the protection dcercases as the volue added increascs,

The surchorge levels fixed gove very strong proctetion to domestic valuo oddeds
with surcharge levels of 40 per cent ond 75 per cent ond o value odded of 50 per cent
above the international price; the offeetive protection is 80 per cent and 150 per cent

respectively,

3. Trom what wns said in the last scetion, it is cvident thot the protective berrier
hes risen with time and hns become n rcel obstrele to greator domestic cfficicncy,

The country has btecome aware ~f the pPr-blem, ~nd 2lso of the enormous social cost that
would be involved if protcction were sinply 2bolished cutright. The answer, as
recognized in the development rlen £for 1u7 3~1977, is the cdoption of o cautious but
persistent policy of reducing the lovel of protection, ~s ¢ stimulus to general
cfficicney in the €CoNomy .

4. Under the tariff systum in force, specinl concessions are gronted for imports of
machinery and equipment, parts ond rew wete rislsg,

The legisletion begins with Act To, 2398 of 14 August 1935, which provides for
the refunding of customs duties on imporis of machincry, Accessories, sparc parts,
instruments and applicnces which rre ncided for industri~l operations and arc not

monufactured in the country. The eystom hns becn stendily improved over the Years

by meons of deerees, but © general eondition for cxemption has ~lways been that the
goods importcd should nat be madc in the country,
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The Act is suprlementcd by spccific provisions bencfiting spceific activities,
The following mey be cited ns examples:  the sugor iridustry, shipycrds, dockyards end
drydocks, industriss bescd on ferestry, fo.twear, leother, weol textiles, merble

and granite, cxport refrigeration.

A8 regords raw matericls, the legisletion begins with Act No, 4268 of 1 October
1912, under which they mcy be whelly ~r portially excmpted from duty, depending on the

&

degrec of industricl processing they will underge in Urugucys

It is probably not the cose, however, thet the legislation has discouraged the
development of loccl industries, Given the size of the domestic market, the production

of certain raw motericls ~nd intermedintc goods locally would be uncconomics
Similer concsiderntions cpply to copitel goods,

Nevertheless, it has proved prssible to develop o sizatle nucleus of firms
producing these typcs of gcods, on internationally compctitive terms. This hes been
possible because it wos decided to produce capitel goods thot werc not normally
produced in scries, On that basis, locnol production con compete effectively with

foreign production.

Se It is o feoture of the Urugusyon tox system thot it depends heavily on indirect

texation. An income tex wos introduced in the enrly 1960s,

Direct toxution, however, still nccounted for only a modest shere of the central

Governnentt's tntal roerources,

Indirect toxotion ~ffects commercicl and industricl activities, At present the
main source of 1ox revenuc is the income trx, which fellows the pattern of & value
added tav,

Indirect taxes recpresent o cost to the rnierprise and are therefore reflected in
the prices The high lovel of public expenditure exploins the high rate of texation,

which reduces purchosing power,

It should be noted thnt taxation for socicl seccurity represents ¢ very considerable
coat to the enterprisce On the avercge, the various elements that enter into this form
of toxn~tion (pensiems, sickness insurrnce, cccident insurance, unemployment insurance,
holidays with pay, thirteenth month binus) are equel to 100 per cent of the direct
cost of labour,




IV.1 Current revenue of the Ci Central Govcmment

iPercentaﬁe of 1t total ot currcnt ‘p‘rlces)

Revenue from own

property ond Indircct Dircct Socizl security

enterprises toxes . _toxes  coptribdutions  Total
1955 0.7 54.8 12,8 317 100.0
1966 0.7 525 14.5 3242 100.0
1957 0.8 47.4 15.4 36.4 100.0
1958 0.7 41.€C 17.1 40.3 100.0
1959 0.6 41.4 16.2 41,8 100.0
1960 0.5 49.8 13.6 3€.1 100.0
1961 0.4 50.4 11,1 38.1 100.0
1962 0.4 42.5 10.1 46,9 100,0
1963 0.4 41.3 8.5 4°.8 100.0
1964 ¢.8 44 .4 8.1 46.7 100.0
1965 0.7 47.2 7.6 d4.5 100,0
1966 0.3 53.7 7.0 3%.0 100.0
1967 0.9 50.2 8.5 40.4 100.0

— . L

Sourcet National Accounts, Central Bank

Social mecurity thus ccts as & high tox on lebour, which encourcges copital-
intensive production and various forme of evasion, Clandestine activites cre gset up

which give licit enterrriscs unfair competition,

There is 2 tradition in Urugucy of using fiscel tools to promete industricl
activity, Reference hcs been mede in the previous scction to the Act of 12 October
1912 for promoting industry by mesns of customs exemption for imported row materials and
to the Act of 1935, which reduces the cost of cepital gosde by grenting them sinmilor
axemptions,

The legislation implicitly pursues the aim set by thc development model adopted

during the 1930s, At the some time, it introduces changes, to the extent that bolance-

of-payment difficulties hinder the financing of domestic industry and indicnte the need
Act No. 12569 »f 23 Octobor 1958

promotes exports of domestic products by exempting them from 1]l the trnxes on
manufacturing.

for a more open policy towards the rcst of the world.




After the possisc of this Act, a2lthough industricl cctivities are in no way
exempted from domestic 1oy, the emplhicsic will be placed on tox privilcges designed to

meke exports of acnufoctures wore competit ve.

No detailed studics hove been mode in Uruguay on the cffects of fiscpl policy on
entrepreneurs! decisions o invest. However, if we bear in mind the erratic variations
in exchange policy, tha lack of consistency in the various policieg followed over
extended periods, thce stagnetion of the cconomy end the progressive deterioration in
political and sccirl stability, there mor be good recson to hove reservntions about

its effectivencas,

It has olso to be considered thoat trx incentives ncve holped to overcome the
protective borriers of developed cocuntrics that are petential imperters of Urugucyan
menufactures ~nd teo offsct the advert-ies thot such countrics give their exports in

various woys,

6. Tr-ditionally, Urugusy does nc  liscrimin.te with regerd to the origin of capital,

Domestic and foreign investors hove mucl rights and obligotions before the law.

There is freedom to transfor pifits end repryments of principle on foreign
investment, although this frcedor hi. W ome somewhot relotive o5 o result of the
balance—of-poyments difficultier the country is encountering and hos encountered in
the post.

Thc country doe: not presc  <rnm netlurel resources such o8 would justify sisable
enclaves of forcign investment. Nceverineloss, in vicw of its geogrophical location '
betwean the two mest importrnt meriicis in the ~res, there is justification for
catotlishing & specicl stotus for th  foreign investor so as to attract copital taking
adventage of the regioncl integrotin. o stom to which the country belongs (LAFTA),

T« Throughout this .oper it hes been maintoined thot the persistent stognetion

of the cconomy ans beea the moin check on new investment, It has nlso been argued that
the production meodel ~dopted wes hoscd on the development of production for the
domestic markct,

-

In the authors?t opinion, the crises have been cggrovated because direct
controls are cdopted in orcfercnce to gencercl -nd impersonel instruments which would
mcke for oonsistency in the cxchange policy and intcrest rote levels,




This system was bound to rench = linmit ot the ond ~f = cartoin period, becouse
of the limited sizec of the domcstic morket ~nd the low notur~l ratc of growth »~f the
population, In addition, the country's n~.ural rcsource ondowment ~nd the difficulty
of achieving the minimum sc~le of production in ccrt~in bronches of activity represented
obstacles to the establishment of on industry coprble ~f Living sustoined impetus to

the sector and consecquciitly to the cconcmy as 2 whelc,

The market for which industricl cutput was intended thus placed inevitoble

limitations on the process,

Accordingly, with thce foilure of the development etrcotegy, the effectivences of

incentives becomec o secondcry protlem,

The problem becomes still worce when one considers thet during the 19608 socirl
tension, caused in prrt by the long stegnation and the cceelerction of the inflationary
process, created & politicel ond social climate that helped to discourage long-tern
investmcat 8till further,

Once agein, the nced for the cruntry to review its economic growth strutegy is
evident, A good sirctegy ie not encugh, however, to stimulctie investment, It must
be backed up by o short-term policy for restoring stability t> thc economic system and
establishing o political wnd social climnte which will offer the investor sufficient
gua.rantees.6

_6/ The authors conceive of the economic growth stratesy as the framework
establishing the context for short-term policies, The most important function of the
strategy is to map out the futurc c~urse of the economy. This it does through
education and public investment.

However, it must be remembercd thot economic policy is made day by dey, through
decisions which ought to maintain © minimum of consistency,

To ensurc good rdministrotion is part of reforning the system.




V. INSTITUTTONS AND TMDUSTRIALIZATION, 1 50=1972

1. The body responsible for Fomulating industrial policy in Uruguay was the Ministry
of Industry ard Lebour. Up until the midfiftiss 1t conronirat~d on promoting indus—
trialization. Whrn development alnacvened, frem 1057 anuards, and the sector could no
longer provide growing curloymert opportusities, the Ministry found ite«lf overwhelmed

with labour problems.

»

The picture changes afver 19€7. A constitutiernal reform lirited the Secretariat
~f Tndustry and Trade to those fields, und at the same iime the Ministry of Labour and

Socizl Security was set up.

An event worthy oi note was the establishment in 1%€1, by decision of the Executive,
A7 the Commission on Investment and Beonomis Dcvelopment (CIDE), which was entrusted
with the task, firetly, of makirg a general analysis of the economy and its main sectors
aad, secondly, of drawing up a ten-ycar development plan, which it did for the period
1565-1974. Tr 1967, %he Commission was given more permancnt status and became the

Plemning and Budget Office.

For the adoption of new projects, the way the system operated during the first
Jccad~ of the period wes for the entrcpreneur to submit a request to the Ministry of
™Tdustry, explaining the item to be produced, the labour to be employed, the capital

16 oe invested and the facilities reauested,

The Ministry analysed the applicatior. from the technical standpoint, disregarding
re seonomic and finamrial fcasibility of the project and adopting as its basic criterion

iue immact on employment ard the direet saving in currency.

2. A3 Tar as the purlic sectcr is concerncd, State enterprises are set up with status
¢ ~utonomous corporations. This strtus is supposed to give them complete independence
in the execution of *heir programmes and projects. In view of their size, however,
+hey nave generally called upon the services of foreign consultante for the execution

of nmew projects, which has provided a sure guarantec that the investments are sound.

2,  The Uruguayan lcgal system protects the privatc investor, without regard to his

netiorality or the origin of his capital. As regards the responsibility for granting

incertives, altbough that is spccifically a task cf the Ministry of Industry, it has




had to be sharcd with the Ministry of Econcinic and Financinl Affairs, in view of the

fact that promotional measures affcct tax revenues. This in done through the appoint-

ment of joint commissions, with represontsiives cf heth ministries, who advise the

ministers on the docisions to e taken.

The system operatcs, hcwover, extrcumely slowly. Apnrt from the existence of the

joint commissions, therc is inevitablc red tope in the various departments of state

that have to be gonc through.

Some progrecss would be made in this zrca with the adoption of the Industrial
Promotion Act at present in the coursc of approval, under wkich a centralized board
consisting of the Ministers of Industry and Economic Affairs and the Director of
Planning, would grant, in a singlc administrative process, all such incentives in the

fields of tariffs, tavation, credit and technical assistomece as might be appropriate.

4. No speciealized financizl institutions werc developed duringsthe 19508 to channel
resources 10 industry. Credit lines were available from the Statc bank for financing

machinery and ecuipment end industrial premiscs.

There was, as stoted in chapter I, a fuir-sized capital market in Uruguay, which

is deteriorating as the process of inflation gects worse.
Private companies made much use of this market between 1945 and 1955,

When the market dried up, the country sought to tap the flow of extcrmal resources

through internstional organizations.

In view of the requirements that these organizations lay down for financing
rrojects, a special credit division was set up in one of the State banks. This division,
which has been in operation since 1962, Lan not fulfilled the purposes for which it
was set up. Members of the Bank's technical staff hove been trained in supervised
oredit operations and project appraiscl techniques, WNevertheless, the mere fact of
continuing to be part of an institulion whosc main concern is with current banking

operations has provented it from discharging its prorotional role effectively.

In order to deal with this situation, the Governmert has a plan for the establish-
ment of a aevelopment bank, which is in thc process of wpproval. It will be a

specialized body, operating solely in 1he area of promotional firancing.




Once it is istablished, all promotion=] activitics undertaken by other government
agencics will be trinslerred to it. Its machincry will be completed by a project

identification, preparation and ~romotio~ ivisien, wiich th~ country at present lacks,

It will be resnonsibi  for the administration of 2ll international credi* available
to the country and [er the application of gcme of the instruments provided for in the

Industrial Promotion Act.

It will operetc on a strictly promotional brsis, simplifying all the administra-
tive procesacs as far as pnssible and Jelegeting to its management the broad powers

of a private promotor,

5 It hag been said previously, in chapter I, that in the 1950s the country already
had an cducational system which providod a steady supply of skilled labour. During

the decade there was o substantial expansion in the range of activities of the Technical
University, which is recponsible for troining skilled workers and intermediate-grade

personnel.

We can say oncc again, thercfore, that generally cpeaking, the training of the

labour force has not placed ony restrictions on the process of industrialization in

Uruguay.

Private organizctions werc alszo cstablished during this period to improve manage-
ment training, Under the auspices of the Chomber of Industry and with the support
of the Government, bodies such =s COMCORDE (Development Co-ordination Commission), the
productivity Centrc of Uruguay ar’ tho Cliitian Businessmen't Aspociation concern
ihemselves with the organization of rescarch and coursce to improve the treining of

managerial personncil,

6. To promote exports of w-nufacturci goods, the Honorary Refund Board was set up

in 1964. It is an advisory board to thc Hinistry of Industry, consisting of representa-
tives of private enterprise as well ag govermment representatives, Its task is to
advise, giving a quick decision, on the desirability of crcating incentives for exports
of monufactured goods. The incentives toke the form of o refund (a percentage of the
export value f.o.Db.) to be madc by the Wation2l Treasury for the payment of national

taxes.l

l/ The philosophy behind the mochinery is bascd on the principle of not exporting
'taxCSo




At the samc time, a privetc body, the Exporters! Union, was sct up by export.re

of non-traditional monufacturcs to dofend their intcercsts,

In 1967, the Dircctoratc of Forcign Trade wos also cstoblished, ac a body coming
under the Mivistry of Industry and Trade, Its mnin functions have to do with the
establishment of a wide-ranging inform=tion system for »xportcre on the oppertunitice

for placing goods on the intemationnl market,

T. With regard to the import of techinclogy in the broad sense, including the sclec-
tion of processes, mochinery nnd cquipment, product design «tc., the country does not

apply restrictions of any kind oxcept thosc arising from the shortage of forcign

exct mge and from thce use of credit lines ticd to particular sources of supply. It has,
however, joined in a multinational programme sponsored by 0AS, the rim of which iy to
establish an information system on aveilable technology. The intention is that the
National Council for Scientific and Technical Research, wvhich comce under the Ministry
of Culture, should act as a centre for information on the technolcgy intcemationslly

available and channcl it to national business circles.

This project will obviously have to be supplemented in duc course by a programmc

for adapting foreign technology to the country's resources.

8. For purposcs of quality control over export goods, tn Analysis and Testing Labore-
tory has been sct up under the Ministry of Industry, its main task being to stondardize
and check the propertics of goods cxported, in accordance with the requirements of
international demand,

Although the labcratory has not bzon in operstion long, the cxperiment is definitely
promicing. It hes graduzlly bhecn including in its standardizetion programme the product::
that account for the grecatest volume of exports, and in the coursc of its bricf exiut-
ence has achieved success in its work, correcting faults which in the past had been

bad for the country's reputation abroad,

9. From what has hecn said above, thc lock of 2 centralized organization for promoting

the industrialization process is cvident. The actual structure of the Ministry of

Industry is being rcvicwed in the light of present requirements. It is not enough to




drew up au industrial development strctegy; it is also nccessary to establish the
agency responsible for scctoral progremming and it. implementation in specific pro-

grammes and projccts,

This is the view taken by the Government, which has allocated budgetary resources
to sct up a Technicel Unit on Industrial Planning for this purpose, under the Ministry
of Industry. To give it support, it has obtainecd WDP opproval for a technical assist-

ance project with WIDO as the spcciczlized agency, which is being carried out.

It will also have the support of the Industrial Technology Centre, a body which
will be conccmed with technological sUrveys ot the enterprisc level.

Finally, adoption of the Industrial Promotion Act will meke it possible to centra~

lize the responsibility for development promotion decisions in a Joint Board.

The actuel composition of the Board ~ the Ministers of Industry and Economic
Affairs and the Director of Plamning und the Budget - will ensure the co-ordination
of decision-making at the highest lcvel.
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Table 4
Number of persons actively employed in the country ac & “hole
Pl b

1052/ 1962/ 1963/ 1970
Agriculture 226.0 20,0 177.0 175.0
Manufacturing-l-/ 206.0 243.0 251.0 287.0
Other sectors 421.0 265.0 4435.0 519.0
Total for the economy
as a whole 353.0 §20.0 013.0 381.0

1/ 1Inoludes construction.
Source:
2/ Commission on Investment and Iconomic Development.
3/ 1563 census.
4/ Planning and Budget Office.

Table 5
Number of percons employe’ in manufacturing

1936 censusy

Inductrial register 1068 censuB}/

o

s

of May 1960 2/

Enterprises employing more
than 100 persons
Enterprises 64 204 200
Persons cmployec. 23,982 73,421 61,208
Enterprises employin
between 10 and 1% persons
“nterprises - 2,241 1,273
Persons employed - 64,771 37,969
interprises employing less
than 10 persons
Enterprises 23,917 27,884
Persons employed 56,071 69,450
Total

ENTERPRISES 10,286 26,362 29,370

PERSOWS EMPLOYED 57,733 160,163 166,623

Z_t/ Directoraie of Economic Affairs, Ministry of Industry.

The data available do

not lend themselves to further breakdown and do not include petroleum by-products.
_2_/ Bank of the Eastern Republic of Urupguay

2/ Directorate General o Statistics and Censuses.







