5

s Tl
e e e e
i

UNITED NATIONS

LIMITED
ECONOMIC B/12/L.51
A N D ENGLISH

ORIGINAL: SPANISH

SOCIAL COUNCH

R
o
ulllullluulIllluunuumu.|u|u||lulll|l"'|lullllnlrlllllllll!llll!llnlllNln|u|nnunumlllnlllsn“!ullul|1unullannluuunllnu!lll"uunﬂuuu fntkq'ﬁ]u&ﬂﬁﬁmhvununuuulnunl!nnull
R T

ECONOMIC COMMISSION FOR LATIN AMERICA # ",;___-Me‘\e,\\\
Santiago, Chile

THE INDUSTRILAL DEVELOFMENT OF URUGUAY
prepared by the
Investment and Economic Development Commission (CIDE)

and submitted by the secretariat of the
Econonmic Commission for Latin dmerica

Notet This docunent has been distributed in Spanish for the United
Nations International Symposium on Industrial Development, Athens,
29 November-l9 Decerber 1967, as document ID/CONF.1/R.B.P./3/4dd,15.






EXPLANATORY NOTE

Resolution 250 (XI) of 14 May 1965, adopted by the Economic Commission

for Iatin America (ECIA) at its eleventh session, requested the Latin
American Governments "to prepare national studies on the'present status

of their respective industrialization processes for presentation at the
regional symposium'. With a view to facilitating the task of the officials
responsible for the national studies, the ECLA secretariat prepared a guide,
which was also intended to ensure a certain amount of uniformity in the
presentation of the studies with due regard for the specific conditions
obtaining in each country.

Studies of the industrial development of fourteen countries were
submitted to the Latin American Symposium on Industrial Development, held
in Santiago, Chile, from 14 to 25 March 1966, under the joint sponsorship
of ECLA and the Centre for Industrial Development, and the Symposium
requested ECIA to ask the Latin American Governments "to revise, complete
and bring up to date the papers presented to the Symposium', :

The work of editing, revising and expanding the national monographs
was completed by the end of 1966 and furthomrmore, two new studies were
prepared, The ECLA secrctariat attempted, as far as possible, to standardize
the presentation of the reports, in order to permit comparison of the
experience of the different countries with regard to specific problems,
particularly in the field of industrial policy.

The national studies on industrial development, to be presented to
the International Symposium relate, in alphabetical order, to the following
countries: Argentina, Bolivia, Brazil, Central America, Chile, Colombia,
Cuba, Ecuador, Guyana, Mexico, Panama, Paraguay, Peru, Trinidad and Tobago,

Uruguay and Venezusla,
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NOTE

The preparatory period for the latin American Symposium on
Industrial Development coincided with that in which the Investments
and Economic Develorment Commission (Comisién de Inversiones y
Degarrollo Econémico) of Uruguay was preparing the Economic and
Social Development Plan for submission to the Goverrment, It was
not pessible, therefore, to undertske a special study which would
exactly fulfi} the requirements of the outline for preparation of
national reports, |

On the asdvice of the organizers of the Symposium, the elements
of the recently formulated Industrial Plan have been abstracted, and
its contents restructured so as to adapt them as far as possible to

the aforementioned outline,

/Chapter I






‘Chapter I i

HICTORICAL SUMMARY

The evolution of Uruguh#an industrial production in the years between
the ond of the war and the precent day falls into two clearly deflned
periods, The first, which lasted from 1945 to 1957, was character"zed by
dynumic industrial act1v1ty) with a cumlative annual growth rate of
preciaction of 7,1 per-cent, accompanied by a general prooess of development
in the ECONOEV s : :

A1 Gudustries expanded under the 1nfluence of a rising. internal
" demand produced by increased incoms and improved income distribution. At
the same time, the import substituticn process for consumer good was
iutensively sustained, Exports, though growing rapidly in the early years
of thié pericd owing to the supply needs of the Western Buropean markets
and reaching an exceptional peak at the time of the Korean war and of
the first stages of the cold war (1950—19535; subsequently”came to a
standstill, and decreased towards the end of the period, .

 Industry in this periOd‘was increa31ng its employment, . and prcv1ded
jobs for most of the people displaced from the rural area.into urban zones
by the increased mechanization of agricultural operations,. |

'The second period, beginning in 1958;-has in contrast been characterized
by the stagnalion or recessicn of the 1ndustr1al sector- and of the econcmy
as a whole,

The contribution of industrial actlvity to the econamy as a whole
decreased from 25,56 per cent in 1957 to 24,94 per cent_ln 1963, The .
decrease of the industrial product thus was greatgr than that of the
gross domestic product. : e
~ Employment in industry registered a s;mllar fall,f after reaching
a peak of about 210,000 persons it fell to 194,000 in 1963, according to
the census made in October of that year. The bauses which produced these
changes from the previous period can Jbe anglysed through ﬁﬁeir effects ‘on
the stagnation of exports of 1ndustrial products, the slackenlng of the
import subst;tutlon process, and the decrease in internal demand,

/1., st ion



1. Stagnation of exports

The evolution of exports of traditional goods should be analysed
separately from that of other industrial goods.
(a) Traditional oods

(1) Meoumt., Over the lonz-term production of both beef and mutton has
decreased, which, combined with 2 constant increase in internal consumption,
has diminiched exportable surpluses, At the end of 1963 several factors
seem to have arisen to zlter this trend; neverthsless 1964 should be
consicdered an exceptional year,

(i1) Hides. &lthough production of the raw material largely corresponds
to meat producticn, industrial production does not, as large numbers of
untanned hides are exported, The failure of tanned hides exports to grow
can be attributed to obstacles put vp by the importing countries, to faulty
economic peolicy, to failure to introduce technological innovaticns, and
fo ignorance of the possibilities of this industry on the part of the
entreprensurs,

(111} Wool, Raw material has not constituted any obstacle to an
increane of téxtile exports, since most of the production of weol leaves
the country unprocessed, The enterprises of this sector seem to have
difficulty in financing seasonal sales! purchase of supplies for the
whole year ahead, The export trade has alsc been damaged by import
restrictions on the part of the wool importing countries and by low
efficiency and productivity of the industry, especially the branches
manufacturing the more elaborate types of product,

(iv) Flax. The problem here is the shortage of raw material for
linseed oil manufacture which is apparently due to the fact that the
price of the plant is losing ground relative to other crops for which the
same land can be used. '

)] Non~traditional geoods

In the case of non-traditional goods a series of factors have been

operative in preventing the diversification and increase of exports.

Y  "The textile industry in Latin me.rig:e;. IV, Uruguay."ECLA,
| /(1) The



(i) The damaging effects of rigid rates of exchange maintained in
face of constant increases in internal ‘costs;
_ (i1} The heavy social ‘charges carried by many 1ndustrles, .

. {ii1) Lack of study of extérnal markets for tradltlonal and new
exports with- regaro to the prospects they hold for Uruguagyan
_products;

(iv) The insufficicnt sizes of ehterpriseo; which prevent them
| from producing at competibive cooto; ' |
(v) Use of obsolete techniques; . :
(vi) ;Lack of uniformity in productnon-
(vii) Poor entreprencur guality with regard to 1ndustr1al organization
ard the development of agg*esszve export pollClES;
(viii) The lack of resources to Finance exports and provide -credits

for foreign purchasers, .

2, :giockoning of the substitution process

The present import structure for industrial produots'shoﬁs that over
80 per cent consist of products of the basic metal, metal-transforming,
metallurgic, electrical machlnery, transport material, chemiczl products,
paper and food products industries: this makes obvious the difficulty
of making further advances in the substltutlon processs
(a) In the non-durable products heading the only substitution pOSSlble is
that of sugar, for which large investments ooncentpated in a small number .
of establishments would be needed. | o L :
(b) ks regards durable products, the process has stopped short of those
which would need larger scales of production than can be absorbed by
internal consumption. . ' ’ N
(¢} -As regards raw materials and 1ntermedlate goods, it has become
feasible to substitute certain important items such as newspplnt pig iron
ard, in'the more remote future, light shapes; but large, concentrated
investments' and severa1~preliminar§ stepo wiil be neodeo;inoeoch_ofrthesa :
cases, which means that the projects will take a 1ong time to come inte effeet.

' The following factors have been mentioned as obstacles to the process
in this type of ‘goodss

/(i) The



(i) - The narrewness of the internal market, which is smaller than

the optimum production scsles of many of the goods;

(i1) ILack of research into natural resources;

(1i1) Lack of knowledge of technological processes in which domestic
might be used instcad of imported raw materials;

(iv) As regards import subsiitution of machinery and equipment, there

are se¢verel speclal obsitacles to carrying out the process:

~ the small demand for equipment for serial manufacture;

— lack of the proper infrastructure;

— insufficient or ineffective protection of manufacture of
ne-esrdal equlpmsnt capable of being produced by domestic
industry;

~ lack of an incentives policy for import substitution of partis
and sub-units of complete equipment;

~ inability to compete with the financial facilities provided by
foreign manufacturers,. '

3. Decrease of inte mar

The decrease of internal demand is related to the general decline of
. the economy.
The chief causes of this decline may be outlined as follows:

(a) The inebility of the agricultural sector to in¢rease supplies of its
products, combined with decréased-production of certain important items,
such as meat. | . ' - :

(Y 4s a result of the ébpve, decreases in the value added, in employment
and in the country!s cépacity to produce industrial goods for export,

(¢} The maintenance of rigid rates of exchange, which has undermined the
country!s capacity to export industrial products and has at the same time .
encouraged the growth of imports by lowering the prices of foreign relative
to damestic products in the case both of controlled imports and of the.
commodities 1nvolved in unreglstered trade with neighbouring countries, -
(d) . The absolute decrease of agricultural production since 1956, which
has necessarily decreased that sector!s demand for industrial products.

/(e) The



(¢) The inflationary process, which has strongly influenced the country's
whole composition of incomes and by thus altering consumption patterns has
had profound effects on the structure of demand for industrial goods.
Consumption, especially of durable goods, has been greatly affected by
price rises and through it the demand of 1afge-sections of industiry has
been modified, ‘ | . )
(£) A serious crisis has occurred in the builﬂipg iﬁﬂustry as is fully
described in the Housirg Flan; this had'genérai.céuses lying in the
inflationary procéss mentioned above and was also connected wiﬁhfthé
eredit restrictions.of the Mortgage Bank.

The vllldlng crisis had 1hnumerable effects on the whole of flnal
and intermediate 1ndustr1a1 demand..x

/Chapter IT



Chapter II

RELATIVL DMPORTANCE, STRUCTURE AND GENERAL CHARACTERISTICS
OF MANUFACTURING INDUSTRY

lo Contribution of the gross industrial product
%o the toval groes product
In 1963 the volume of the gross industrial product was
55617 million pesos (4099 million dollars), within a gross domestic
product of 22,518 million pesos {1,64343 million'dollars)e;/
~ The degree of industrialization, expressed as a relation between
these values; was thus 24494 per cent, which is lower than that of
other countries of the same income per inhabitant as Uruguay's
{approxinately 600 dollars a vear)s In Uruguay's case, however, the
industrial contribution should be Judged in the light of two facts:
first, it has high productivity per person employed in the agricultural
sector only 21 per cent lower than the average for the whole economy
.~ 28 a result of its great wealth of agricultural land; second, it
possesses a Very highly developed services sector which absorbs labour
unable to find employment in other sectors, thus decreasing the
relative importance of the lattere

2¢ BStructure of the industrial product

The structure of the gross industrial product has undergone
substantial long—term modification: the traditional industriés {food,
beverages, tobacco, textiles, wearing apparel, wood, furniture,
leather) fell from 70.2 per cent of the total in 1936 to 5746 per cent
in 1963, this is due to the rapid growth of such new industries as
chemicals, petroleum derivatives, electrical goods and transport
materlalo

1/ Rate of exchange for 1963: 1 dollar = 13.70 pesose
/In 1963



Tn 1963 the industries making the largest contribution to the
total value added of the sectof were food products and beverages,
textiles; transport material, and chemical products, together
aceounting for 62.1 per cent of the totale

It is somewhat remerkeble that though the textile industry in
Uruguay is tracitional, it ies also dynamic: its contribution to the
gross industricl product rose from 7e9 per cent in 1936 to 1648 per
cent in 1963, 28 a result of the development of production of tops
and yarins for exporte

Tstie 1 gives the pfddudtivé structure of the induétrial sector
as a whole for 1963, according to destinatione

" Table 1

URUGUAY: DESTINATION OF INDUSTRIAL PRODUCTION

(Percentages)

. Consumption N Intermediate | Invest= Exports Total
Non-durable Durable Total demand ment

41.8 Tols 4962 396 0eb 10,6  100.0

It can be seen .'tha.t‘ damestic production of capital goods has
little importance while the industries producing goods for direct
cdns%ption (eege food and textiles) oc¢cupy an important position, as
also do those same industries as producsrs of goods for intermediate
uses« This shows that the industrial structure is oriented primarily
towards goods for immediate consumption and preducts directly related
to theme

/3¢ Concentration
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3. Concentration of preduction

~ The most renent data available are those of the industrial register
of 1960, according to which of 26 366 enterpmsﬁs in the country 81,2 per
cent employed less than L workers —~ or less than.20 per cent of the total
-actlvu working . popu*atlon -, while 0.8 per cent each employed 100 or more -
and replesenued.go per cent cf the total production of the sector¢
‘ " The co‘nr‘entfatiori of productibh in tez‘ms of size of establishment was
'different in the d*ffe”ent branches. 1n some ‘cases; such as tobacco, textiles,
.pap b, rubbker and potroleum derivatlves, over 80 per cent of production was
Qar idied cul by entarprises each employlng more- than 50.workers; in others,
such as wood, furniture and transport material; over hG_péf cent of
production was prddﬁceﬁ'by;establiéﬁmants'éach employingileés than 20 workers,
ard in the remaining branches it was Jistributed among establishments of all
diffevent sizes, Thers are no .grounds for supposing there to have been
any'substantdal‘changes in the succeeding years.,
Lie Shg;agtefiétggs-of foreign trade with reference
. to the manufacturing sector
(a) Em... rte - o | |
. Imports -of industrlal producta‘represent a very large proportion of
e Uruguay‘s total 1mports, ‘Their evolutlon has ‘roughly followed that of.
" the countryfs capaclty to 1mport. In 1963 they represented Theds por cent

.. of total imports, . . - e

Historically they have growm more. rapldly than the total in periods of
expanding imports and decreased more rapidly in periéds of contracting
imports, Tﬁé décreases have chiefly occﬁ}féd'in“consumer and capital goods,
while imports of industrlal ram materlals have been kept 28 near as possible
to thelr-prev1ous level in order to av01d repercussmons on employment, (See
tab1e2) L e :

/Table 2



" Table 2

- URUGUAY: SHARE OF INDUSTRIALLY PRODUCED IMPORTS
IN TOTAL IMPORTS, 19/2-1963

(Mf71lions of dollars at 1963 prices c.i.f.)

Year Man‘:xfaf;t.ured . Togé.l Coeffigient- of
impuorcts - . imports industrial
imporss {A/B)
1942 8.2 | . 112.8 b
1943 ' 65.1 95.7 68,0
1944 69,6 97.2 L6
945 T 92,6 1296 72.2
1946 132,0 172,2 ‘ 767
1947 175.5 - 2350 The7
1948 . 173.8 ' 232,6 - a7
1949 . 157.8 - 203,5 7745
1950 189.9 | 246,9 7649
1951 250.2 30641 . 81,8
1952 © 199.5 227.0 87.9
1953 . 140,9 206,6 68,2
1954 221,8 | 293.5 7546
1955 -168.8 2334 723
1956 . 137.6 . O 195.5 70,4
1957 179 229,6 7449
195¢ 78.1 131.2 L 595
1959 | 109.3 | 170.4 6.1
1960 136,6 - - - 220,5 62,0
1961 1543 207.2 TheS
1962 $178.9 237.8 752

1963 130.2 ©175.0 | Thok

Source: Investments and Economic Development Commission (G]fDE) from basic
information provided by the Bank of the Republic (Banco de la
Repiblica Oriental de Uruguay).

/ Analysis of



Analysis of the relation between imports of industrial products and
the gross value of industrial production reveals a large decrease in the
import coefficient,; which musi be interpreted as a loss of ground by
imports in the supply of industrisl goods; and since at the same time the
gross value of industriszl production has been increasing, this decrease
can be atir:butel to the intewsive import substitution process which has
been carried out since the war, (See table 3,)

Table 3

URUGUAY; CCEFFICIENT OF IMPORTS IN THE
SUPFLY OF INDUSTRIAL PRODUCTS

A B c
Trlénnial Gross value of Coefficient
average of . . .
Yoar industrial 1ndustylal . of imports
imports in production in (4/B)
s11ions of millions of
dollars 1963 ~ besos
1943 730 6 209.9 11,76
1946 133.7 8 0729 16,56
1949 173.8 .9 540.7 18,22
1952 196.9 ' 11 361,3 17.33
1955 176.0 14 071.1 12,51
1958 119,7 ' 15 073.2 794

1961 156.6 14 438.1 10.85

(b) Exports _

In the long run exports of industrial products (expressed in constant
dollars of 1963) have not shown any growth trend either in absolute or in
relative terms, The relation between the annual values of exports and
industrial preduction values has tended to decrease, reaching its lowest
point between 1957 and 1960, but showing the beginnings of a reversed
trend in the following three years, (See table L4,)
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Table A

URUGUAY: SHARE OF INDUSTRIAL PRODUCTS IN
TOTAL EXPORTS, 19.2-1963

(Millions ¢* dollars at 1963 prices)

G 1 Poélais.;i
ross value industri
ror  Tustrisl  Tolal  of inawieial iniustrial  remrts to
SXports expots tztiir:: 0N (Milijons of pesos of gross
ports pesos 1963) value industrial
production g/
1942 . ThoLl 124,.2 59,66 6 240.0 11,9
1945 125,1 181.0 69.12 6 905,9 18.1
1948 88,9 157.3 56.52 8 Thie6 10,2
1051 o2 151,0 62,38 11 582.3 8.1
1954 120.7 . 202.8 59.52 14 4482,9 8.4
1957 76.9 118.1 T 65,14 15 621.6 Le9
1960 88.7 127.1 69.79 15 143.9 5.9
1963 106.1 165.2 64.23 14 477.9 73

~ Source: CIDE, from information of the Bank of the Republic.

o/ As between 1 dollar of industrial exports and 1 000 pesos of
domestic production,

The composition of industrial exports has not been diversified, 95 per
cent consisting of traditional products, meat, processed wool, tamned leather
and linseed oil, ’

5. Financing
There is no complete information-on this subject, but anhex 2 gives a
. summary of the 1961-1963 study of the balance sheets of 56 industrial stock
companies, which together represent 18 per cent of the production value of
the sector,

/6., Industrial
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6. Industrisl employment
In the long run the irdustrial sector has constituted a growing source

of employmsnt, In 1959-~1960 *t acpounﬁéd for'abput_22 per cent of the total
employment of the country, In 1960 the aﬁsolﬁfe.number of workers in this
- sector was 205,23 thousand, as agzainst 913.8 thousand in the economy aé‘a
‘whglé; Although statistics are not available for every year, it is
aésnmed that since that date 1ndustrlal employment has been decreas*ng,
falling to 194.0 thousand in 1963, accordlng to the census made in that
year.,

- It anpears. from a comparison of the results of the industrial survey
made by CIVE with earlier information that in the long run the structure
of industrial employment has foilowed the general evolution of the
productive structure, (See table 5.) '

Table 5
URUGUAY: STRUCTURE OF INDUSTRIAL EMPLOTMENT

.(Percentages)

Industerial

division 1936 - s, 1963
20-21 35 . 28,6 Lo 26,9
22 1,7 0.6 . 0.5
23 10,0 15,2 10.4
24 . s omy sl T 13,9

2526 ‘ 6.0 o 5.8 S ‘.'5?8
27-28 5,9 5.1 347

29 L9 1.3 1.1
30 . L2 T Y
3. 55 o 5.6 L 36
343536 6.6 7.6 940
37 ‘ . 1.0 3.4 3.9

g TR 5.9 6e6 8.6
39 245 3¢5 3.0

Total 100.0 1000 100.0

Source: CIDE,
' /The decrease



The decrease of industriazl employment is obscured by several factors:
the industrial survey just mentioned shows that there is disguised
employment, calculated at 12 per cent of the industrial total for 1963,

7. Location

Thz industrial register uentioned above -~ which presents a picture
that has not since then changed significantly - gave 52,1 per cent of
industrial ecstablishments as operating in Montevideo.

" This situation is the result, of a combination of factors favourable ;
toe ths location cf industries in the capital of the country, the most
important. of wh- ch are its .beirg the largest centre of consumptlon,
having tn' main pert . for importing industrial raW'materials and
exportlng 1ndustr1al products ard pos sessing the combined beneflos of B
soclal, admlnlstritlve and finaneial services and of readlly avallable |
power, water, communications, transport, trained manpewer, etco

/Chapter III
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Chapter III

SI'ECIFIC INDUSTRIES

1le Introduction

This chapter gives a sumwary of studies carried ocut by CIDE on
the specific problems of certain iﬁdustries that were intended to
providz the basis for individuai programmes, whose targets have n'ow
been mais part of the overall targets of the industrial sectore On
account of a number of difficulties such as shortage of rescurces;
the complexity of the problems existing in certain industries, etce,
the scepe of tnis work has ‘been linited; subsequent analyses will
enable further industrial groups gradually to be included and present
studies carried to a deeper levels

2¢ Meat industry
(2)  Supply

The quantities of its exports and the volume of employment
which it provides have given this industry an important role in the
country's development. In view of the shortage of statistics on |
the development of production in thisg sector, livestock production
will be considered as being a relevant index of supplys

The heading meat represents a large proportion of agricultural
production, even though in the long run it has declined; it fell from
51 per cent of the sector's total in the period 1935/1937 to only
33 per cent in 1962/1963. Beef is5 the chief item of the heading
representing 80 per cent of ite ' |

/The main



The main problems affecting this industry as regards raw
material supplies have peen: the stagnation of livestock production,
which for sheep and beef cattle taken together has been decreasing
at a rate of 1.6 per cent a year per inhabitant between 1935/1937

and 1951/1963, and its seascnal fluctuationse

‘The nain factors oparative in this situation are:

(i} Problems over the use of land; ‘less than 200,000 hectares
hsve heen made into permanent artificial or improved natural pastures,
~.out of a total of 15 million hectares used for livestock raisinge

(i1} Inadequate livestock feeding which, by producing
fluctuations in productiott creates seasonal cycles of work in- the
industrye -Thus the activity of ithe meat packing plants declines' -
sharply ‘between August and November resulting in under-utilization
of ihstalled capacity and increased production costse '

- {b) - Efficiency of the industry ;

(1) Installed capacitys In this comnexion a distinction can
be made between packing plants and abattoirs. Although therg'is no
precise line of demarcation between the two activities, packing plants
may be classified as the establishments which carry out the complete
: cycle of operations from slaughtering to manufactured productss - They
also operate under better sanitary conditions, which is a consideration
of some weight in the buyers' marketse Slaughter carried out in the
packing plants would make for use of a proper system of classifying
and quality assessment, as .also for increased production of cut meate

Installed capacity for slaughtering is estimated at '

2,922,500 head a year for 1964, Of this 1,775,000 head belongs to
- eight- installed packing plants, 1803000 to packing plants in process
of expansion, 467,500 to abattoirs licensed to esgport, and
500,000 to the estimated capacity of abattoirs producing cnly for
- internal éonsumption. “This capacity is conéiderably'gréater than
present néeds as detennlned by the number of animals ready for '
- glaughteringe* ' S ' Lo

/It is
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It is estimated that in 1964 -~ a year in which slaughter of beef
cattle was very high — 51 per cent of capacity was used. The existznce
of idie capacity is rclated to the shortage of raw material, which is a
conszquence of the decline of livestock preduction and of its seasonal
flustuations, ,

(i1) Size of estahlishments. Although size, in view of its effects
on the ef7iviency of this sector of industry - through its connexion with

the technical processes used, with lccation, ard with methods of livestock
production and availability of rescurces for industrial use -~, is a factor
of considerable importance, there is no information available on which &
Cerinition of the optimum size could be based. The lack of evidence in
this case proves the need for a penetrating study, especially seeing that
size is one of the most important factors to be taken into account in
defining the future.strategy for the development of this industry,.

(i11) lLocation, Study of the location of the establishments shows
that the market is the decisive factor in this matter, Since Montevidee
is the main centre of consumption and port of embarkation, most of the
establishments have been situated in this or neighbouring departments,

The siting of establishments in the latter, is due, however, to the
difference between wages and tax burdens in these areas and those which
have to be paid by the large-scale packing plants of Montevideo itself;
this is an irrational factor in location which must be eliminated,
Technical study of location, including quéstions of the costs and
use of the transport system, is one of the forms of research which should
be undertaken in order to define a development policy,
(¢) Analysis of demand ' | .
Internal consumption of meat has increased as a result of population
growth and rising incomes, and this, combined with the stagnation of
production, has caused exportable surpluses to decrease, (See tables 6 and 7.)
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Table 6

URUGUAY: DESTINATION OF THE SLAUGHTER
CF BEEF CATTLE

(Zercentases)

Yeszs Exports Internal consumption Slaughter

1935/1937 L5.5 5Le5 100
1550/1952 36,9 63,1 200
196671962 29.1 70,9 ' 100

Sources CILE, with data of the Bank of the Republic,

PTable 7
URUCUAY: ANNUAL AVAILABILITY OF MEAT PER FPERSON

{(Xilogrammes)

1950/1952 1959/1961
Meat, 123.4 114,2
Beef' 82,9 79.1
Mutton and lamb 2604 2064
Others 14.1 14.7

Sourze: CIDE,

The downward trend of exports brought about a drop in Uruguay!s
share in the world beef market. It is worth pointing ocut, however,
that, while the United Kingdom has been the traditional buyer, new
markets have been opened up in t.he.,last few years, especially in 1964
when 16 countries each bought over one million dollars worth of '
Uruguayan meat,

As external demand is growing and Uruguay is as yet a marginal
supplier, with only 4 per cent of the world market, future prospects are
bright; but if anything is to come of them expértable surpluses must be

/increased by



increased by expanding livestock produﬂﬁ, making the seascnal fluctuations
less abrupt. and partly subst*tuting poultry and fish for meat in internal
consumnption,

There is at present no policy concerned w1th the meat export trade
whlch means that- _ i ‘

- (i) There is.no guarantee of the continuity of supplies over the.
whole year, owing to the seasonal character of productlon* ‘_. . .

(i1) There is no established policy of classification and quality
assassment of meat which would enable the best qualities and cuts to be.

xved for export* » .
(iii) There is no edequete trade representation in the chief buying . .
countries, or any policy for finding new markets; '

(iv) There sre shipment difficulties, fram lack of a refiigoration
fle=t. . _ ' :

() ntarrad market and marketing

Cattle transactions mgy be. carried ocut in the ranches, in rural fairs
or in the National Cattle Market, The firet method is convenient for the
producers since it eliminates commissions and other expenses, but may have
the shortcaming that the sellers do not know the prices obtaining in the
market. ‘

A1l animels slaughtered in establishments situated in Montevideo mist
pass through the Tablada Norte registration office, which, however, does
not, effectively fulfil the. function of & guide to prices amd. gives rise -
to unnecessary expenditure.

The present price system, which functions on the basis of the
animalts type, destination and approximate yield, provides.no incentive
for progressive producers and doee not discourage the ralslng of animals
of excessive weight and age, It ehould be modified by adopting criteria
based on classification of cettle and quality assessment of carcasse meat,

The problem of marketing_is'of the .utmost importance. While National
Meat Packing (Frigor{fico Nacional) has exercised enermoue influence by -
previdlng & standard of cattle prlces, the large mumber of its resporisibilities
has made it run at a loss; it ehould therefore be reorganized so that it can
operate more efficiently en@wfu;fil,ite:fgnctloes without needleg state
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subsidies, Ignorance of the costs of livestock production, lack of
statistical information on transfers of‘incomg, the changes in relative
prices between the meat indusﬁny and livestock production and the mumber
of different factors involved in deterinining livestock prices make it.
difficult to assess hdw far it has been successful in supportlng them,

" To sum up: the obstacles to the increase of livestock productlon
and the factors responsible for 1ts seasonal fluctuations must be
eliminated, The installed capaclty of the industry is 1arge enough, but
should be reorganized in conformlty with the results of studies on
technology, size and location in order to maximize- its afflclency by
methods consistent with corditions in the country.

(e)' Projections og groductlon, supply and demand

- The projections of production are based on the p0551b1_itles of
improving both its total values and its structure opened up by the
livestock programme,’ It is thus estihated that produétion will grow at
a rate of 35 per cent during the peridd 1963-197h, - |

As regards demand, a large increase both in the volume of exports :f
and in their percentage of total productlon (from.28 per cent in 1963 to
L per cent in 1974) is thought feasible, This increase will involve
besides a total growth in the supply of meat, the attainment of a target
of reduced meat consumption per 1nhabitant - now 75,/ kilogrammes -~
aceording to which theére should be 6 per cent substltution by fish and
1 per cent by poultry meat; Intermediate demand from establishments
manufacturing pigmeat products have alsc been taken into” account, and the’
whole results are condensed in table 8y S

Exports will grow at a cumlative rate of 8 per cent a ‘yeer, It is .
also expected that, as a result of an improvament in the quallty of the
livestock, the percentage of chilled meat in total exports will rise from
" 38 per cent in 1963 to 49.per cent in 1974. (See -tabls 9,)
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Table 8
a/

- URUGUAY: PROJECTIONS OF CONSUMPTION € OF BEEF,

MUTTON AND LAMB AND PIGMEAT

(Millions of 1963 dollars)

Beaf and © Mutton . -
Tears sub~products - .and lamb FPigmeat Total
1963 73.6 . _ 2,9 ‘ .o 18.1 9,6
1965 7506 3.0 19.0 9706
1967 76.5 32 - 2043 100.0
1970 764 73.2 . 2245 102.1
1974 774 . 3.3 2642 106.9
Source: CIDE,
a/  Does not include consumption in situe
Table 9
URUGUAY; PROJECTIONS OF MEAT EXPORTS
(#311ions of 1963 dellars)
Beef Mutton and lamb ‘
Thousands Thousands
= Value of Total

Years of tons - of tons :

carcasse -Value- carcasse Value  sub-products value

meat meab

1963 102.1 29.0 l1.1. Dok 3.8 33.2
1967 142,5 1.4 Le5 1.5 6e5 L9k
1970 164.4 Lg.1 .- 0.5 0.2 7.0 - 55,3
19?ll‘ 226.8 67&0 : ' li‘-z o ‘loli- 9.6 ?800
Sourcet CIDE,

/(£) Projection



- 33:_.;

(£) Projection of investments : - _ ‘
~ The tensyear plan forecasts a- slaughter of 2,100,000 head in 197&,

' which represents 70 per cent of present 1nstalled capecity for slaughter.
The efficiency of the 1ndustry can therefore be 1mproved, as. 1ong as
present capecity is not enlarged, by increa51ng installed capacity
utilization. Nsverthe ess 8 certain number of quesfments in improving
productivity should nf made, at the nat1c1e1 leuﬂt Lbese should take the
form cf replacement investments dlrected 1n such a ww* a6 te modernize
existing plants and reduce the proportion of slaughte caryisd out dn-
abattcirs, and should be planned on the basie of ‘the results of the
research which wiil be made into questions of suitsble size, technolqgical
processes and location.

(g) glte;gatizes og policy mak;gg | A :

The lack of suitable information end the need for policy making in
this field make it appropriate to present below certein alternative
policiee for maximizing the efficiency of the meat induetry. ‘ S

(1) i;gt gl ggggivg._ Gertsin sections of ‘opinion consider thst
efficiency could be 1ncreassd<by abolishing the monopoly of slaughtering
for the supply of. Montevideo held by the Nationsl Packing Plant, because
free ‘trade would then eliminate the most inefficient enterprises, . -

This measure involves certain disadvantages, The abelition of the
monopoly would be bound to bring With 1t an. increase of installed capacity
as a result of the expan51on of the establishments which would begin to’
engage in processing meat for the supply of Montev1deo. From the national
point of - view this would meen a waste of resources needed for use in other
sectors. The 1nvestmsnts needed to increase efflciency ought not to have
the effect .of increasing caps01ty.__hﬂf . - o :

Secondly, the competition for profits on the part of the establishments
undertsking the supply of the Montevideo market might have ‘harmful effects
on the exportable surpluses, particularly in respect of their quality,

" Lastly, the structure of- supply for Montevideo might take on a
monopolistic or ollgopolistic form which could create livestock’ price
1evels detrimentel to the producing and/or consuming sectors. ‘

/(ii) Second
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(ii) Second alternative, Other sections consmder that state ,
interventlon should be 1ncreased to the extent of nat10n31121ng thc industry,
which would be gustifled by its enormous importance for the country..

Thls would encourage the producers to concentrate on good quality
11vestock, would give protoctlon to consumors ‘and would at the sams time
enable the targets envisaged in the plan to be reachedc It would also
result in maximization of packing plant slaughter and hence 1n optlmum
use of subproducts and in improved conditions: of hygieno- ‘the State could
ensure that technical processes were modernlzed, 31zes of establlshments
adapted to the conditions of the country, and the most auitaole 1ocatlons
chosen for them, '

‘To carTy'out this aﬂternatlve there would have to be a state
organization for centralizing meat policy and the state enterprlses '
would have to operate on an efflclent and ratlonal bas;so'“

(i11) Third alternative, Other sectlons consider that state
intervention should be partial and be exercised 1nd1rectly. Thers should
be a state organization concerned with ratlonallzing the industry and
having functlcns in the spheres of prcductlon and trade. Its functlons
in the former would be to carry out promotion measures, make short studlee
in the fiélds of industry and livestock productlon, and run a pllot |
productive establishment: it would be a National Packlng Plant recrganized..
In trade its functions as regards that of actual livestock would be to
introduce a system of claas;fication and quality assessment and to flx
prices which would take into acccunt the different 1nterests in the countny
end would be regulated according to thse qualities and costs of productlon
and processing and taklng into account existing 1nternat10na1 prices. |

It would be respon31b1e for 11cen31ng installatlcn of packing
establishments and for flxlng quotas for the supply of MonteV1deo for the
licensed: plants, taking intn account thelr locatlon, size, technical
processes and efflclency, the extent to whlch they fulfil the 1abour laws
and their part in the export programmcs, ete,

As regards the meat export trade 1t WOuld try to ensure ar contlnucus
supply throughout the year, would control quality, would try to increase
export of the best cuts by cncouraglng the sale of cut meat and gorte gisto;a,
thus maximizing foreign exchange returms, Lastly, it would have representatives
in the main foreign markets., |

~ /The same



The same organization could bgke part in programming the sector
and formulating the approprlate polic:es for ite. ..
(h) Measures in aid of the industry = = -
.. Independently of the policy making of which examples were given in
~ the alternatives- above, it has been proposed. that the meat industry be

f”ﬂ.declared "in promotlon" in conformity with'the provisions of the Law of

industrial promotion, Thus, establistments considered suitable by the
Department of InduatrieS'would be granted exemptions from payment of ..°
. several duties on import of capltal goods’ to replace equipment, as well >
~ as credit 1ncentives for carrying out ifvestments of this kind and for. L
.-ﬁfinancmng exports, productivity studles, ouality control 1nstallatlons
':ahd technological research ¥

” It has ‘also been proposed that research be made to discover the -
dppropriate’ teohnlques, e;ze;and locatrqn.offlndustrlql -plants, Spec;el{
h programmes'fOr'productiviéy,;standardizetion; contrel of guality and -

’ technologlcal research will be developed ln accordance w1th the bases.

' laid down 1n the overall programne , EE H;‘ . 1 7

' ;3. Edible ‘oi;.ig

This activity has been establlshed in Uruguay for about 30 years.'
Of existing establishments ~ 9 altogether -7 were 1netalled between 1935
and 1945, This coincides with the development of sunflower cultivation,
which began in the '30's and expanded rapidly during the followlng decade,
Development was dynamic enough to enable the, country tn substltute
its. 1mports of .edible oils and becoms an exporter of them. (See table 10,.)
(a) Logation and s;ze of gstablishments . : .
ALl establlshments except one, which is. in Peysandu, -are situated in
Mbntevideo, which glves a geographloal distribution of: 84 per cent of
capacity in Montevideo and 16 per cent in the rest of the country. -
As regards size, 66 per cent of establlshmen;s .can be con51dered of
adequate dzmensions (proce551ng capacity of 120 or. more tons of seeds per
24 hours). - . . - .
Internal consumption.can be supplied by three of the ex;stlng
establishments, whlch represent 56 per cent of total capacity.
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Table 10

URUGUAY: EXPORT OF EDIBLE OILS AND
SUB-PRODUCTS, 1949-1964 -

Edible cils Cakes and meal = éf : ( “Total

Years Thousands of Thousands of Thousands

Tons dollars Tons dollars of dollars)
1949 © 10 263,9 3 235.6 73 653.8 4 987.5 8 223,12
1950 - 5 32h,1 1 929,1 36 197.8° 2 347.7 4 276.8
1951 . AR 769.4 7 302.6 - T6 15343 6 862,6 14 165.2
1952 9 491,2 3 174.8 66 725,2 5 384,0 8 558,8
1953 8 455.,1 2 556,8 66 1,804 L 62344 C 7 180.2
1954 3 361.8 .1 082,2 102 542.4 .7 617.7 8 699.9
1955 . - 56 943.6 4 296.1 L 29C.1
1957 - - 50 854.4 2 253,2 2 253.2
1958 - T - 59 293.3 2 915.0 ‘2 915.0
1959 5 916 0 1 441,0 20 LT70.4 1 263.7 2 T0L.7
1961 - - 31 17¢.1 1 779.4 L 7794
1962 - o= A hé Th8uls 2 98L.5 2 98445
1963 3 495.7 T79.2 .~ 73 558.2 5 2909 6 070.1
. 111,7 32 404G 2 223.3 2 335.0

1961 " L6L.8

Source : CIDE,

g/ l Thls includes, besides those of sunflower and peanuts, those

derived from flax processing.

(v) ernal market _

The European Economic Comminity (EEC) and the Furopean Free Trade"
hssociation (EFTA) absorb practically all exports: 95.6 per cent in 1963 -
and 97.8 per cent in 1964, :

The quality of the products comes up to external requirements and the
only limits on demand are those which might arise from protectlonist
policies on the part of the importing countries,

(c) Fag;gors of production )

Production capacity for edible oils is 45,350 tons a year. Adding
together exports and internal consumption (approximately 18,000 tons a -
year) it.appears that in 1963 the country used 47.9 per cent of thie
capacity. | ' '

/The industry -



The industry employs about 390 persons in types of work which do
not. need a high degree of skill, Their training is carried by the
enterprises themselves and lasts for no more than a few weeks.

- The technical precesses used are excellent and although the '
equipment is between fifteen and t.wenty years old J_t has a good state of
preservat.:.on and has several years more of active llfe. "

The' most :meortant raw materlals produced by’ Uruguay are, flrst, 3
sunflower seed and, second peanu'bs. Bes:Ldes these, but in am;:xller
ouantltles, grape pips, maize germ ‘and soybean are 'processed.

(d)"‘ Problems of pggductlon N R

The main problem from Whlch the 1ndust.ry suffers 13 shortage of
raw material. 'Foture measures should be. d:.rected ~ as’ is now 1ntended -
towards rational plann:;.ng of cultivation. S

A ready supply ‘of raw materlal would prov:.de a bas:Ls for furt.her
ineentives: for an industry which has excellent prospect.s of selllng 1ts '

F

production surpluses in fore:.gn markets. 7
() Legal aspects ' ' A RIS _ -
Production of oils is liable to the"‘general't‘a.‘ic burdéns of ixﬁuétry.-
Its exports are exempt from tax by a law of 23 Octbber 1958 and from payment
on gross returns by Law 13,241 of 31 January 1964.. Purchase of seeds is
liable to the tax.on agricultural ‘transactions (Law 12,996 of
28 November 1961). .
Exports of oils and sub-products is subJect to the drawbacks ruling,
those in force at present are as follows: e
ﬁrawback- pesos per

Product thousand kllogrannnes
Sunflower oil | o 2 1,89 |
) Sunflower cake : 1 229
. Sunflower meal 982
Sunflower seed 2 100

This ruling is a definite incentive to export of processed products.
Thus » if the production yields of 100 kllOgramnes of seed are taken as:.
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Tield o Sunflower
- 01l : 25 per. cent
Meal 35 per cent

the difference in favour of each ton of processed seed comes out as:
Sunflower: 2,100 -~ 945.95 = 1,154.05 |

(f) Projections of demand

(i) Internal consumption, Internal consumption of edible oils
can be pfojected on the basis of estimated consumption for 1964, taking
into account the predicted, growth of population and applying an expenditure-
elasticity coefficient of 0,4, It can thus be estimated that the 18,250 tons
consumed in 1964 will rise to 23,320 tons in 1974, .

(i1) Exports, The exportable surpluses of seed are cqlculated,from
the projections of demand for seed on the part of the agricultural sector
and of the needs of internal consumption. The projection for the fully
processed product is that the 465 tons of 1964 will rise to 69,345 tons
in 1974,

(iii) Total demand, 4&ddition of internal demand and projected exports

gives the demand estimates which appear in table 11.
Table. 11

URUGUAY ; ESTIMATES OF TOTAL DEMAND FOP
EDIBLE OILS, 1967-1974 |

{Tons)
Demand of -
Years . ‘internal Exporhs gz;?;d
" consumption o
1965 18 653 - 16 653
1966 19 062 5 748 2L 850
1967 12 479 16 751 36 30
1968 19 895 23 &V9 52 5Th
1969 20 L5 3G 46T By U8
1970 20 967 4L L9 bo 526
1971 : 21 521 : Y DC T 62 508
1972 22 113 CoEs 2u3 V3R
1973 22 709 62 283 B, 992
69 345 92 647

1974 23 322

/The cumulative



The cumnlatlve growth rates would be:
. 1965-1967 .

19671974
1965-1974

l'.'_'

393 per cent;mz o ,
.l&BIErcmm_ e
19.5 per cenb

| The hxgh growth rate for the first three years 1s con51dered feasible

because there seem to be no llmltlng factors on demand and, as regards

productlon expansion can be adﬂevedtw‘use of idle capacity._

Increases in

productlon after 1968 w1ll need expan51ons of capaclty, whlch will have

to be begun in good time.
(g)

Progrggg;gg of resources .

(1) Grogs fixed 1nvestment.

Table 12 gives an overall picture of

the. 1nvestments needed, divlded into net and replacement, 1nvestments ard

expressed 1n terms of natlonal and foreign currency. .-

Table 12 .

URUGUAY: PROJECTION OF DNVESTMENTS-IN THE EDIBLE OILS INDUSTRY -

(Thousends of pssos and thousands of dollers of 19613)

- ! . ° . . Do ' ! . .. ' . . N G al
1965 1966 1967 1965-67 1968~ Tobal yotal
' ' - — - ; -+ (dollars)
ief v Y ./ .y ¥ & Y oy .
Net. invest~ - c , - s : T S
ment - - - - Yoih 56 101% 56 1784 1005 186850 1060 2437
Investment o B B '
in repla= = | - . . o ‘ - -
oements 825 35 825 35 825 35 245 205 9oz gk 1509 by 13
Gross fixed B | . - '
investment 825 35 825 35 1839 51. 3 k8 161 26860 1399 30362 1550 376

&/ Thousands ¢2 pesos.

b/ Théusands ol dollarss

| /(;i){ﬁﬁméloemeﬁt.
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(ii) Employment, The predicted rises in employment for the two
periods of the decade are as follows: 1965-1967, 59 workers, and
19681974, 620 workers, .

(iii) [Foreign exchanse balance. The industry has practically no
imported inputs. Its consumption of foreign exchange is confined to the
imported part of its gross fixed investment and to power consumption,

It makes, therefore, a large positive contribubtion to the trade balance,
estimated at 124 million dollars for the decade.
(h) Measures in aid of £ge industry _ o .

As was. seen above the industry's chief problem is the shortage of
raw material, This will be solved by applying a producticn programme
for oleaginous crops which will form part of the agricultural plan, This
is expected to bring about a regular and growing production on the part
of the agricultural sector, which is a necessary, though not a
sufficient condition for the solution of the problem in industry, Another
aspect 6f the problem is that if, as ;s propoaed’by'thq_Agrarian Reform
Project, the drawbacks are graduélly eliminated, the prices of seed in the
internal market will rise to a level similar to those of the international
market. This must be counteracted byrintrodﬁcing'a séties of measures
designed to increase the efficiency of the industrial establishments to
a degree enabling them to operate under conditions competitive with those
of forelgn producers. _ _

These measures form part of the provisions of the industrial
promotion law,in conformi@y with which it will be declared in promotion.

he The textile industry

The importance of the textile industry is immediately obvious frbm
the facts that its production represents about 23 per cent of the total
for the manufactvring sector and that it employs 10 per cent of industrial
manpower, ’ -

It is heavily concentrated, both geographically (84 per cent of
- employment in Montevideo) and in respect of tﬁe sizes of its establishments
{in sheet fabries 5 per cent of the establishments employ 62 per gent of
the total personnel of the branch),

/There is
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There is scarcely any natural growth of consumption owing to.
the slow increase of income per inhabitent éndibéééusé'téxtilg”pricés
have risen faster than general prices; it has developed primarily in
respect of the. quality of the products consumed. :

The industry has grown and diversified through great intensification
of the capital factor, and it has thus become able to supply consumpticn
of high gquality articles, to substitute imports and make exports.

It is generally better off as regards machinery than the 1ndustr1es
of other Iatin American countries. An anomalous aspect is, however, that
the wool sector, for which the country hes comparative advantages, is
worst provided in this respect.

The indexes for utilization of machinery are low, espec1ally in
the wool sector..

Unit production, that is, the physical productlon of a unit of machinery
in a2 unit of time, is low relative to the Latin .merican standard - a.
theoretical standard established on the baeis_pf the potential_éopditions
of the region -~ but compares favourably with those of Brazil, Chile and
Peru. _ _ '

There is a less encouraging situation as regards procuctivity
and elso as regards work loads, that is, the amount of machinery
. operated by one worker, |

Costs are high in the cotton and man-made fibre sectors frgm
a series of fsctorst imported raw material, customs duties, a tax for
aubsidiziﬁé domestic cultivation, high wages, low productivity, etec,

In the wool sector costs are relatively low as a result of the
low price of the raw material and of relatively high productivity, at
least in splnnlng.

(a) Targets for washed wool

Installed . capacity is estimated at about 30,000 tons a year, for

higher than the demand projected for the period {l4,4C0 tons for 1974).

It is not considered advisable to prqmoté exporks of washed wool on
account of its very .low value added. '

/{b) Targets
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(b) Targets for combed wool in tops _ :
A cumulative annual growth in-exports. of 8.8 per cent is projected,
which gives the following figures for exports: 15,160 tons 1n 1965 and
30,300 in 1974, It also gives a figure for 1966 higher than that, of
1956 (16,000 tons).‘ By adding to these the figures for domestic convumptlon
the following production targets are reached. 1965, 18,100 tons and
1974, 34,400 tons, :
Ingtalled ‘capacity is estlmated at about 26, 000 tons a year (535 combers,

3 shifts, 6,200. hours[year, 8 kllogramms) comber (hours, whlch is equal to
the Latin American standard). The unit produvtlon is greater than thls :
some of the 1arge faotories.._

Investment may be expected to malntaln installed capa01ty at &8 safe
dlstance ahead of demand- thus the target for the former is 37,000 tone
in 1974, which gives an expansion of 11,000 tons,or 220 combers, during
1969-197he '
(o) Targets for combed wool xarns

The proaected targets for exportsareadoubllng of volume between  '
1965'and 1967 (from 500 to 1,000 tons a year) and a,further increase of
80 per cent (tol,SOO tons ) between 1967 and 197k,

Present installed capacity is estlmated at 3, 930 tons a _year, that
is, 52,870 spindles working two shlfts, wlth unit production of
18 grammes/spindle/hour.

ThlS production amounts to 51 per cent of the Latin Amerisan standard
and as a mediunhterm target it is 1ntended to 1norease it to 75 per. oent _
of the standard (22 2 grammes (Splndle/hour) durlng 1965—1969, which would
ralise capaclty to 4,850 tons a year making it equal to the demend total
projected for that year.

If a level of over 100 per cent of the standard (29.5 grammes/splndle/
hour) is reached, capacity with increase to 6 430 tons a year, which is
higher than the demand predlcted for 1974, Thls mlght be con51dered as a
long~term target, and 1t 13 one whlch will requlre modernlzatlon of machlnery,
Accordlng to prellmlnary estzmates, he investnents needed will amount to
1,700,000 dollars. '

v/(d). Tengets
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(d) Targets for carded wool yarns .

There are no experts of this product on account of its high price,
which derives from used of a raw material of very much flner quality
than that employed in other countries, The projected demand involves
therefore only one factor, that of internal consumption,

Demand is expected to rise from 1,740 to 2,340 tons a year and, as
present installed. capiacity is estimated at 2,580 tons a year, no expansions
in this branch are envisaged, )

(e) Tarsets for woollen cloth :

A doubllng of exports between 196# and 1967 - from 200 to 400 tons a
year ~ and a further doubling by 197& is progected. 'As estimated productlon
capacity is 2,680 tons a year it is expected that there will be no need.
for expansion during the period in question,

(f) - Measures ard activities in-azid of the irdustry _

It is proposed that the textile industry should be promoted under -
the terms of the industrial promotion bill and that the establisments approved
by the Department of ndustrios should be admitted to the benefits there
established, )

5. The tanning industry

This industry comprises tanning of cow hides and sheep skins, Tanning
of cow hides contributes by a long way the largest proportion of thé .. =
gross production value; in 1964, the only year with complete registration
of production, it represented 81 per eent of the total, tanning of sheep
skins 17 per cent and tanning of all other materials for 2 per cent, - Preduction
is consumed.partly internally, by footwear, articles of leather and
wearing apparel manufactures, and partly by exports,- o

During 1957-1963 it remained stdtionary, reaching its maximum in
1958; but in 1964 it seemed to have begun a considerable reoovery.

(See table 13.)

Néarly two-thlrds of production 1s located in ‘the Department of

Mbntev1deo. Only one enterprlse in the 1nterlor employs over 50 workerS.

/{a) Factors
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(2) Factors of production and its use -

(i) Installed capacity. The'industryls installed capacity-for
tanning is estimated at 800,000 hides and skins a year, of which 7L per
cent was used in 1963 and almost 100 per cent in 1964.

Tatle 13

URUGUAY: PRODUCTION OF TANNED HIDES -AND SKINS
1957-1963

(Thousands of dollars of 1263)

" Index of

Years progigggon ~ physical .~ ‘Value

. . value volume _ _-added

(1963 100) -

1957 9 046 . 108.8 L 512
1958 10 310 T k00 5,142
1959 9670 116.3 b 823
1960 8173 98.3 b O
1961 g 655 104.1 ‘ L 317
1962 - g 298 99.1 4 139
1963 8 3L | 100.0 \ b OTh

Source: CIDE, from basic information of the.Bank of the Republic,
The structure of the value of its fixed assels expressed in

replacement prices is, acecording to the industrial survey of 1964,

- a8 follows:
Percentage
Machinery and equipment - 50,1
‘Buildings and other civil works ' 43,8
Transport material, furniture and fixtures
and others not elsewhere specified 6.1

The main enterprises show considerable concern to keep
up~to~date with technological developments and send their technicians
every year to the industrialized countries or contract the services.

Jof experts
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of experts from those countries. Nevertheless an active process of equipment
renewal has only recently got under way aﬂd tHere remains a large pfoﬁortion
which is olds | - |
(ii) Manpower. In 1963 the total employment of the industry was

2,030 persons, of whom 1,650 were workers. The considerable increase of
production in 1964 did not give rise to & parallel increasé of empleyment,
which indicates that under-employment was greater in the first of ‘these
years. ' ’ o C - ‘ -
'Manpowér producti&ity is estimated at 12 square feet/hour/worker on
average, and at 18 sguare feet/hour/workér in the most modern tannery,
These levels are lower than the normal averages ef Furope and the United States,
and even of Argentina, Moreover, the product put out by the Uruguayan tanneries
isﬂexceedingly cheap -~ about 20 cents of a dollar per square foot — is a
situation. which an be improved immediately.

The‘process'of‘introducing modern techniques mentioned above had very
little effect on the mumeriecal strength of employment, but will create a
demand for larger numbers of technicians -and trained workers,

(1i1) Japuis. The potential supply of raw material provided by

controlled slanchier has been estimated at 1,060;000 hides a year over the
two years i%3l~12%2, of which 2 half has been processed, Almost all the
raw materisl is dowsstic except for a few small skins impqrtedrunder-the
temporary admissicns lews. Salted hides can be obtained from the packing
plants or from abattoirs; in the first case they cost 30 to 40 per cent
more, o

The industry imports chemnical products, quebracho extract and sodium
chromate, Ia 1945 the foreign sxchange spent on these inputs amcunted
to 300,000 «ullere, as 2gainst export by the industry worth 1,923,000 dollars,
(d)  The marieth e e R

(1) Swpply and demand. . Internal supply consists almost entirely
-~ 99 per cent in value - bf'doméstic-production'75 to 80 per cent of
demand derives from the needs of the industrial activities using this
product and the remainder from the export trade. That 80 per cent

Jof internal
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of internal demand is represented by the footwear industry's inputs
for manufacturing purposes and another 7 per cent by its inputs for
repair work; the remaining 13 per cent derives from the leather
articles factories, |

Almost all the tamned products exported are cow hides, plus
small proportions of fine skins and sea lion skin. |

(i1) Prices. Internal prices are affected by raw material
priceé, thch in turn are related to those of livestock and by the
inflationary process, which changes the relations between the priceé
of other inputs and manpower inputs. . ,

(1i3) The external market. Since 80 per cent of world production

of tanned hides is used by the footwear industry, the evolution of
external demand for Uruguayan tanned hides has been closely relaled to
that of this activity, Substitution by synthetic materials may have

a considerable effect on the tanning industry in future.

The importing countries impose several restrictions on import
of tanned hides, such as import licenses, preferential arrangements
with other countries, different duty rates on entry of manufactured
and semi-marmifactured products, guota systems, ete.

During the last few years even though exports reached their
maximum value of 2,884,000 dollars in 1964, prices have fallen as a
result of an increase in the physical volume of semi-finished
products exported and, in:particular, of the introductiou of the
product known as wetblue, whose production involves very little
processing and which in 1964 represented 30 per cent of this type of
export, (See table 14,) _

‘Exports of tanned sheep skins, which were worth 952,(00 dollafs
in 1964, have only begun to be of imrortance during the last few
years; the 1964 figure is influenced by exports of warm innesr soles,
which do not appear @s a separate item in the statistics,

/Table 14



Table 14

URUGUAYs EXPORT OF TANNED COW HIDES, 1960-1964 _ ' -
Pinished terned hides - " - Semi«finished ééimad hides . Tanned produets . . Tolta.l in
Year : . ‘ . : ; i . ] el théusands
0T Thousend Dollars Price Thousand S Dollars Price  mpogaa Dollars. Price’ of
' fong “per index Tons * ind . 7 L . dollars
. dellars ) ton 196'3-}.00 - follars -:L 19 6{;_;;0_ ’ do-ll apg 1ORS gfr ‘ _éngex- i
1960 10079 2856 3530 99.4 633 a8 2 g0 1359 2577 s e - 3 8975
1961 1 06,6 18,3 3 360 ohé  906.0 3774 2%0 W37 WS 689.5 20 B33 2 10,4
1362 2 204, 8 326, 3 3650 - 1054 10090 . L5L6 2 230 1335 "178.3 8673 - 200 875 2 3921
1963 905-?+-i 2565 355 - 100,0 6622 - T 160 100.0- | 206,8 867.3 i zl;{_) “ 1000 1.778.4
1964 107%6,0 305 2800 | 79.0 1 3602 191M0 7200 4D 3878° 12606 . 300 1250 . 2 84,0
Source: Bank of the Reﬁ.thiic.

qs0u 8Yy, /
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The most important of the various markets to which tanned cow
hides are exported are the two Zuropean economic orgenizations

IEC and EFTA, which buy over two-thlrds, and the United btates,whlch
absorbs between 20 and 25 per cent, . Central America and the West Indies
buy between 7 and 10 per cent and the Latin American Free Trade Association
(ALAIC) a neglegible proportion, As regards tanned sheep sk:.ne, s+ 99 per cent
of exports are sold to the Western P}uropean markets. ;
The quality of Uruguayan production is generally consmered good,

and in some items excellent,

(iv) Exchange and taxation factors. Tanned hides are traded on
the free market; on the other hand, exports of raw, salted and picikled
hides are subject Lo drawback. The:é',e are no special téx provisions

for the industry and the present level of taxation does not appear to be
an obstacle to its development., | ‘ |
(¢) Problems confropting the industry |

Until 1963 export of tanned hides lacked dynamism., This can be
atiributed to the maintenance of rigid rates of exchange'w:hich ‘as .
internal costs rose created conditions increasingly unfavourable to
competition on the part of the industry. The gituation was te:éporarily
improved by a currency devaluation but subsequently began to deteriorate
again. Since May 1963, however, hides have been exported under conditions
of free exchange, which has stimulated the development of the indusiry,.

One internal shortcoming seems to be the slowness of the
entrepreneurs to adopt technological innovations, though there are
various signs that a process of renem‘.ng' ecuipment has now begun.

In the case of sheep skine there appears to be 'considerafale
ignorance among the entrepreneurs regarding the opportunities offered
by the foreign merket. -

The problem arising from the restrictions imposed by importing
countries has already been mentioned '

The greatest problem of the indus‘try seems %o be raw ma.terlal -supply
because domestie manufacturers are at disadvantage before the’ econoric
power of foreign buyers in competirg to purchase supplies of hlde. The
drawback machinery tends to counteract this dis-advan‘bagé. but

" /the industrizlists
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the industrialists say that suitable measures of control rust be applied
to ensure its proper  functioning,.
(d) Targets cow hide tanning _

(i) Demand. The projection of 1nternal consumptlon has been
calculated on the basis of the .development of the industries using
tanned leather, of footwear manufacture and repair, and of manufacture
of leather articles, It is estimated that. internal consumption will
inerease by 50 per cent over the deeade,. . ) i

The exportable surpluses expressed in tons of raw hides are. found
from the projections of the availability of hides made by the agricultural
sector and the prpjections of internal consumption., Inh addition to this,
targets for export of tanned cow hides have been established on the basis
of the industry's present capacity and of future additions to this
resulting from .the known projects which will come. into operation in 1968,
This criterion based on the opinion of the indusirialists that there
will be no . limitations on the side of demand'and assumes that present
conditions as regards rates of exchange and incentives will remain
_unchanged, (See table 15. )

Table 15

URUGUAY : TARGETS FOR PRGDUCTICN, GONSULPTION AND ZXPORT
OF COW HIDES, 1965-197h .

(In tons of raw hides)

1965 1966 - .. 1967 .._1_.....,l:9?4

Productions 47937 4939 48302 58 207
Hides from slatghter =~ 42 891 ~° 4L 638 437807 557181
Hides from natural death 5 OLb L 756 L 495 1 nR26

. Internal consumption 12 434 .. - 12 864 - 13273 19555

Exportable surplus 35503 7 UT36°330 U35 290 387652
Salted hides 19527 17534 1,012 2675
Dry hides 4 260 - 3653 3 153 3198
Pickled hides 1 065 1 09 1 050 800
Tarned hides 10 651 1 247 16 8l 31 979

Source: CIDE,
/It is



It is expected that by 1974 tanned hides will represent 80 per cent
of the exporis of the heading, If dry hides are excluded this target
implies that practically all potentially available hides will be
processed, (See table 16,) ‘ N L

If it is to satisfy predicted demand the 196k production capacity
of 800,000 tanned hides will have to increase to 1,037,(00 in 1967
and to 1,78C,000 in 1974. The resulting growth rate of production for
the period 1965-1967 is 14.2 per cent and for 1967-1974 7.2 per cent;
the difference of rates is due to the fact that in.the first peried
investments will tend to eliminate the aromelous aspects of the

production processes wiich will then give a comparatively high yield.
Table 16

URUGUAY: TARGETS POR EXPORTS CF COW HIDES, 1765-1S7h
{Thousands of 1963 dollars)

1965 1966 1967 1974
Salted hides 4 488 4 030 3 221 919
Dry nides A1 378 326 331
Pickled hides 190 195 187 1i2
Sub~total for hides in gross . 5 119 L 603 . 3.734 1 392
Tanned hides ‘ L6816 262 7 390 14 054
Tamed broken hides . 533 713 841 1 599
Sub-total for tanned products 5 21L 6 975 8231 15 653
- Total . 10 333 11 578 11 965 17 OL5

.'Sourcez CIDE
"(e¢) Tarpets for sheep skin tanning

(1) Internal demand, This derives from two main scurces, manufacture

1

of rugs and manufacture of wearing apparel, the productions of which

enter the domestic market or are exported,

/A recently
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A recently insﬁ;lled Europesn factory is expeeted to produce
a very rapid growth during the next three years;*but'the development
of the factory is expected to be less rapid durmng the following seven,
It produces articles foremport U B SRR
' Since fotal raw material’ productlon will decrease, the quantltles
of tanned leather available for export must also decrease, at a rate
whieh comes out at 1.3 per cent & vear for the whole perlod. Table 17
givés the projections of sheep skin production, consumption and export
afd table 18 the value of the projected exportse :
There is no information on the lnstalled capaclty of the sheep
skin tanneries but certain information of other kinds reveals a
situation similar to that in the cow hide establishments.

“Table 17

URUGUAY: TARGETS FOR PRCDUGTICN, INTERNAL CONSUMPTION
WD ZXBORT OF SHEER SKINS

(In thousands of units)

1965 1966 1967 1974,

Production | 3 796 3 901 3 669 3 419
~ Skins from slaughter 2812 2946 2733 2 808
- Skins frem nateral death . g8l 955 936 _ 611
Internal consumption. _ 250 . . 4eo . 500 882
Exportable surplus . 3566 . 3501 3169 2 537
orts
- Dry skins without wool on 323 - - 332 312 291
- 1 wool dry skins " 645 - 521 366 207
A . o . L
- ; wool dry sklns S 158 ° Lée - 1515 1 130
= bry lamb skine S e 92 em e
— Tanfied skins .7 T . -0 103 . 105 99 R

Souree: CIﬂE

/Table "18
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Table 18

URUGUAY: TARGETS FOR EXPORT OF SHEEP SKINS, 1965-197%

(Thousands of dollars of 1963 prices)

_ 11965 1966 1967 1974
Dry skins without wool on 1872 17 176 164
% wool dry skins 851 \ 686 182 273
1 wool dry skins | 5 565 5 77 5376 5 010
Dry lamb skins - ' 105 108 ST s 22N 25
Sub-~total dry skins 6_703 é. 698 6 136 . 5 542
Tanned skins 304 304 0 0 292 270

Total 7007 - 7. 002 6 428 5 812

Scurce: CIUE

(f)  Investments programme

The projection of investments for the period 1965w1967 is calculated
from the projects which have come to notice; for the following period
it has been calculated from the value added fixed assets ratio which
arises frem these projects,

" Beplacement investments have been calculated on the basis »f a
useful life of 50 years for buildings and 20 years for equipment,
. Table 19 gives these projections of investments expfessed in
national currency and in dollars.

Table 19

URUGUAY: INVESTMENTS PROGRAMMED FCR THE
TANNING INDUSTRY, 1965-1974

(Millions of pesos and thousands of dollars of 1963)

1965-1967 19671974 Total.
‘ Pesos Dollars Pesos Dollars Pesos Dollars
Net investment 4.7 576 10,4 1367 15,1 1,943
Replacement investment 9.3 248 25,3 674  3L.b 922

Gross fixed investment 14,0 8214, 35,7 2 o4l 59.7 2.865
Sourcey CIDE

/{g) Effects
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(g) Effects on emplovuent |
It is expected that, as a resunlt of the technological development

which is now taking place, the attainment of the targets projected will -
create only about 165 new jobs in the decade; but, as has already been
said, the workers.in the tanning industry will have to be more highly
trained than at present. '
(h} Financing of investilents: . , ,

The projectien of the financing of investments has been made on
the basis of the projects for the next three years which have.come to
notice, The structure envisaged as regards sources .and amounts of funds

for investment .is as follows:

1965-1967 S 1968=197L,

Thousands Millicns Thousands Millions
of dollars . of pesos of dollars of pesos

Industry's own capital 292,5 T3 - 72406 288
Credits - B35 U 10.50 1316 - 7849

(i) Poreign excha.nge ba.lenc ' ‘
The vro;ection of the bala.nce of 1nflows and ou-..flows of foren_gn

exchange *‘or this 1ncm Lry g1 ves a ;avourable net suzplus of 19 millson
dollars in ile pe: ~1r>f' ‘905-—4 967 and of 81 million dollars in 1968-19%,
totalling 100 million fox the decade. o
(3) Measures in aid O..L the industm .

It lS proeosed that domestic tanneries be granted preference 1n )
purchasing vaw materia.l. This would be achieved by abolishing all tax
exemptions on exports ‘of raw h:n.des and sub:_lectlng the appl:t.catz.on of the :

drawback provisions on their export to strict controls.‘

It ia also proposed the tanning mdustry be declared :|.n promotlon
under the terms of the industrial promotion law and that. establishments
approved by the Departmerfu of Industries should be granted exemptions from
taxes on the 1mport of equn.pment. and raw materials for use in the mdustry,
that any of ite profits reinvested in fixed assets be exempted from' income
tax; that its enterprises be exempted from property tax, export duties on
tanned hides and skins, and from tax on commercial transaction of inputs
for the industry.

/it is



It is intended to provide credit incentives for making fixed
investments in replacemenﬁ or increasing fixed assets, for facilitating
exports, and in aid of productivity studies, training programmes,
equipment for control of ouality, laboratories, techmical assistance,
and technological research, | | _ . |
' It is also proposed that special programmes ghouid be carried
out at the industrial level in connexion with productivity, training,
standardization, control of quality, end research, in accordance with
the bases of the relevant programmes included in overall industrial
plan., It is hoped that this combination of measures will encourage
the industry to reach the targets proposed by the plan,

6., Flax oils _
This activit& comprises production of raw and boiled flax oil,
Flax cultivation in Uruguay has yields which are satisfactory when
compared with those of other large producers, Comparative yields for
the péridd'1960rl962 were as follows (in kilogrammes per inhabitant)}:

Uruguay  Argentine Canada Ush Mexico
591 686 496 524 967

In spite of this the harvest is subject to violent fluctuations,
which show that it is necessary to design agricultural policy measures .
for stabilizing productioﬁ and thus enabling the industiry to develop
more rapldly. , ‘

There -are 14 establishments engaged in this activity; 6 are
exclusively engaged in flax processing and the other 8, which are
eatable oils factories, make seasonal use of their idle cepacity to
produce this oil, As regards location,'the industry is largely concentrated
in Montevideo, which has 91 per cent of installed capacity,

Annual production capacity is estimated at 162,500 tons of seed
which is equivalent to 53,600 tons of oil, Utilization was less than
60 per cent in 1964,

/The technieal
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The techn:.cal processes used are good' it is also worth
mentioning that most of the establlshmenus are equlpped wholly or

partly with presses made in the country. _

"The quallty of the products comes up to the requlrements of
the external markets and the only 1im1ting factor demand is protectlonlst
policies on the ‘part of 4mport1ng countrles.

The main purchaser is the muropean market partlcularly th°
EEC, and Africa and the Council for Mutual Economlc Aid (CDMECGN) are
possible permanent cllents.

(a) Problems of oroductlnn

The 1ndustny has for a long time suffered acutely from problems .
of raw material supplles. It has already been’ 'said that supply
undergoes v1olent anmual fluctuations whlch correSpond to the amount
of land sown. The reductions whlch occur in thlS amount can be
related to several factors: -

(i) The drawbacks ruling, whichfreally corsists in subsidization

of the industrial by the agricultural sector, channels the supply of B
seed towards the cil 1ndustry instead of towards exports' '

(ii) In these circumstances the farmer flnds 1t advantageous '
to opt for alterngtlve crOps, L ) )

(iii) Tbke 1ndustr1allsts assert thgt they would be unable to produce
competitively if they had to pay the 1nternat10nal prlce of seedy

(iv) The internstional price of 0il is prartlcally the same
as that of flax,
Several possible explanatlons of these factors may be br&efly
discussged: T

(1) That domestic production is very inefficient*é;nd consequently
its costs are too hlgh. This is not acceptable, seeing that the '
industry is highly mechanlzed that its yleld of oil per ton of seed
correSponds to standard technlcal percentcges and theat the 1ncldence
of manpowsr is very smalls MOreover, 1nspect10n of general establishments
by a foreign expert revealed no such shortcom;ngs. All the same, it
should be recorded that it only workgd at 50 per cent of capacity.iﬁ”
1963 and still less in 196k, which has helped to raise its costs, though
to a degree which it has not been possible to estimate.

/(ii) That
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(i1} That the developed nountries, themselves large-scale consumers
and producers of flax oil, protect their internal production by means
of duties discriminating between seed and oil, or, if not, that they
subsidize production of the latter, If this were done, the international
price of the oil exported by the -seed producing countries would have
to fall in order to compensste for the custems barriers and ensure
that it ecould be sold in those markets at prices similar to those
of the oil produced locally from imported seed;

(1ii) That the internstional market for flax seed and oil is not
free, as it is dominated by a small number of intermediaries, The
relation between seed and oil prices, which favours the sale of the
fomer in the international market, might be decided by the trade policy
of these intermediaries, .

CIDE has been unable to reach amy conclusions respecting the
degree of importsrce of these and other faclors and cannot therefore
take up a definite altitude as to what long-term policy should be
adopted in the field of this industry, However, considering ths large
proportion of the country!s installed capacity which remains idle, one
provisional step which it seems logical to take ~ for it will then
become possible to decrease the subsidy and br}.ng the industry closger
to a state of eccnomic v1ab111ty -~ is the provision of incentives for
maximum utilization of this capacity. Meanwhile there will be time to
analyze the external factors more thoroughly and determine whether '
the country is in a position to make them more favourable itself by
adopting definite policies respecting them,

(b) Projection of de _

Internal consumption of flax oil is confined to use in paints
and varnishes and is of little importance.

As regards extermal consumption the decision has been rede
on the tasis of the agricultural sector's estimates of seed surpluses
and taking into account the factors discussed in the section above to
increase seed processing up to the limit of installed capacity, ‘which
means that production will go on expanding until 1970. The average
of cxports during 1965-1967 will be 23 per cent above those for 1962-1964,

/For the
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For the period 1965~1970 takeﬁ as a whole the cumilative annual

growth rate will be 20.9 per cent. . . : : T S

| Assuming that subsequent studies -do not prove the need to expand
installed capacity for 1970, there will. be an-exportable surplus of seed-
of 4,500 tons in that year and of 82,360 tons in 1974.

' Tanle 20 glves the 1nvcstments needed expressed in natlonal and
foreign currency and divided into net and replacement investmente, - A.
calculation has also been made of the investments needed to expand capacity
to a point where the whole production of seed can be processed, in case this
should appear advisable from future-analysis of external Factors.

Table 21 gives the projection of the net effect of this industry on
the trade balance, under ‘the two 5eparate alternatiVEs mentloned above,

(c) Measures in aid of the indust;x ‘

The” only programming which will be carrled out w1ll be ecrncerned with
insthl*ﬂd capacity utlllzatlan, In order_to increase utilization a series
of mea51 c3 is proposed, comprlslng~ - ‘

(1) Tai_exempt:ons on payrent of : , ) .

~ duties, surchages, and port dues and charges on 1mports of

capital goods for replacement purposes;
- export duties on oils, meals and cakes;
- taxes on commercial transactlons of inputs for the industry.
(i1). Credit incertives for'
.= circulating capital;

' = financing of replacement of equipment;
-~ financing of exports,

/Table 20
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Table 20

PROJECTIONS OF INVESTMENTS WITH OR WITHOUT EXPANSION OF' INSTALLED CAPACITY

(Milliong of pogod and thousgnds of dollars of 1963}

1965 1966 - 1967 1965-1967
Pasos Dellaps Pagsos  Dollars Pegos Dollars Pases Dollara
Net investment - - - - - - - -
Replacoment .
Snvostment - 0a? L) 0e7 b7 Ce? by 21 14,1
Gross {ixed '
investaent Co? k7 Os7 b7 0.7 L7 21 14,1
¥Without ezpanélon With expansion Total
1968~74 total 196871 total non= aXpe
Pagos Dollars sos Dollaps 598 -Dollars sos Dollars  (Dollars)
Net investment - - - - 6,6 200,7 6,6 2807 - 762.3
Replagemens
invez'ment b2 329 7.0 U0 6,2 W7 &3 65,8 557.8 £61.5
Gro-s {imed :
invenimen’ %9 329 70 Y%0 128 3224 149 3365 5578 1 U238
Seurce: CIDE.l
Table 21
URUZUAY: FOREIGN EXCHANGE BALANCE IN THE FLAX OIL INDUSTRY,
WiTH OR WITHOUT EXPANSION OF CAPACITY
{Theussnde of 19(3 dollavs)
1565 1566 1967 1965/1967
Inflows ,
Expert 6 145 8 230 10 695 25 070
Sutfiows .
Importad sompohent of investment
and power 54 61 76 191
Net balanca 6 091 8 169 10 619 24 879
Witheut expension With expansion
196874 total 19684 total
Infliowg o
Expert 147 660 172 730 14k 670 163 o
Sutflows :
Imported gscmponent of investment
and power 796 487 129 1 b22
Nat balenoe 146 6y 171 743 143 b39 168 318

Source: CIDE, from deta of the Bank of the Republics Projesticns at 1963 prises f.o.be

/7
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7« The fertilizer industry

(a) Demand o oo

_ The projectlons for demand refer exclu31vely to internal demand and
do not take into account the gxports which might result from future
integration prourémmes at fﬁe regional level; they are based on the land
allocations, and productlon targets of the. agrlcultural sector. According
to this, consumptlon of nltronen, potasszum and phosphorous, expressed
_as.N, 2 5 and X 20, will devélqp as follows:

Thousand tons . T%-"
- - 1963 1976
 Nitrogen (N) . L7206
‘Phosphorous-(P205)- 15,6 139.9
Potassium .° (K 20)- - Lol '19 9

The 1963 structure of demand was: nitrogen, 26 8 per cent, phosphorous,
58 per cent, and pota531um, 15,2 per cent. Its l97& structure is estimated
as: nitrogen. 19.8 per cent, Dhoephorous, 70,6 per cent and potassium,

9.6 per cent; the 1ncreased use of phosohorous shows that fertilizers will
be used more extensively in the llvestock farms, for whloh it is the only.
nutrient recommended, R ” )

Domestic prnductlon is llmlted to proce551ng of phosnhatlc raw naterials
(production of super-phosphate Thcmas slag) and.manufacture of three~-component
fertilizers (mixture, with or w1thout granulation, of phosphatlc, nitrogencus
and potassic raw materials). 777 ' - :. o _ ,

Since no deposits of raw materisls for fertilizers have been discovered
in the country, the projection for the first stagc of dcvelopment of -the
sector is: manufacture of phosphate nutrlents from 1mportcd phosphate rock
and import of nitregenous and potassic nutrients Por producing two « or three -
component fertilizer mixtures,

It is felt that the possibility of producing synthetic nitrogenous
fertilizers should be re-examined during the next few years in the light of
the real evolution of the market.

/Since installed



- 50 -

Since installed capacity for processing phosphate rock will be large
enough for demend until 1967, its expaﬁaion is projected for 1968, when
capacity for producing high concentrate phosphorous fertilizers, triple
super-phosphate, ammonium phosphate, ete¢, will be included,

As regards nitrogen, the National Fuels, Alcohol and Cement Authority
(ANCAP) has a project for installing a reception terminal for liguid
ammonia, whose import will result in considerable foreign exchange savings.
{b) Resources -

(1) Investment, A gross fixed investment of 12,7 million pesos is
envisaged for 1965-1967, and of 23L.4 million for 1968-7L, The comparatively
amall investment of the first period is due to the fact that development
will then take the form of increased utilization of idle capacity,

(ii) Foreisn excharse needs. Table 22 gives the valuss of the
imports which must be made in order to reach the projected production
targetisa

It has been assumed that potassium will be imported in Lhe form of
potassiun chloride and nitrogen in that of ammonium,

{¢) Measures in aid of the industry

Many of the measures of fertilizer policy have been introduced in
agricultaral premotion bills. As regards prices it will be worth preparing
a policy for future abolition of the subsidy set up by the goverrment,

This has uﬁdoubted]y been an effective instrument for promoting fertilizer
use, but it should be slowly and gradually eliminated once the trial stage
has been passed and their use has become of accepted valus among farmerse
Full utilizction of installed capacity and technological progreas will
enable production costs, and, subsequently , sales prices, to be reduced.

/Table 22
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Table 22

URUGUAY: PROJECTION OF I1MPORTS IN "i'}’;E FERTILIZERS HEADING

(Thousends of diisne)

Ml

1965 7960 1967 ;68 1359 1970 1972 1972 1573 1974
K .m_thousand tons , . a9 . 8.9 10,2 12,53 1433 . 15.7 -1?‘0 17'9 18.5 . C - 19409
Fagfyaigat 1o ’pft’“ssm* 13.1 148 16.9 20,4 23,8 26,1 2842 8.9 30,4 331
Thf‘ﬁf%? d$"h?p§?-1%3§ . 590,0 £66,0 7€1.0 918.0 1 071.0 1 17540 1 269,0 1 33570 - 'L 382,0 1 40,0
¥ thoussnd tons ' 12.3 ‘114.3 173 2L.7 25.5 405 3o _36.2 38,2 10,6
Equivalent in angbni&n 15,0 17. b 2L 2645 : 3?-3 : 372 E '4'1.5 W1 h6.6_ 495
T o doll - L ' : ' L -
h?ﬁfg.'%u § per ton -1 125.0 13050 15830 1980 2 423.0 27900 3130 ° 33060 . 350 3 N0
Phosphate k thousand ' e e T :
USe dollare . JWS0 350 3MIS0  M6BMO 52800  6UsnG  6USMO . 750 80070 8 lgho
Sulphur -, E 690.0 60040 £0050 842.0 1 06?.0 T 512.@) 1 5120 2 040.0 2 315.0° 2 567.0
M 1 d s - . .
“ﬁf‘é‘.“’?.fﬁ‘;‘;‘;"”f = - 370.0 1 500.0 2 50040 - 3 90040 - - -
°uf‘é3:’"é§‘f§2‘3§- - § 760,0 6 016.0 6 7590 99320 12 34,0 119340 36-2510 1% 1600 151990 16 26L.0.
Total per persen - - - 18 535.0 - - - e - ~ 7 96 081,0
Aoeumqiatad total - .  - - - - - - - S - 114 £16.0
Sourse:  CIDE.

~
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8, The iron and steel industry

(a) Demang ‘ .

Demand showed a slight upwerd trend between 1946-1950 and 1961
(from 100,000 to 116,000 tons in equivalent ingots), primarily owing to
an incrzase of the capacity. to import., Consumption of the main products
(iron round bars and shapes, plates and sheets, pipes, tubes, and wire)
mzintains a certain correlation with the activity of the buildirg industry,
and that of tin plate with the activity of the food industry. (See table 23.)

Table 23

URUGUAY: AVERAGE ANNUAL DEMAND FOR ROLLED AND
SEMI-MANUFACTURED IRON AND STEEL PRODUCTS

(In tons of equivalent ingots)

Ttem ‘ 194650 1961
Iron ingots 9 826 -
Bars, round bars and shapes 37 107 55 143
Plates and sheets 19 891 2/, 884,
Tin Plate 13 241 8 165
Pipes and tubes 5 118 b 588
Wire ' 14 210 19 870
Steel generally | 2 013 1 298

Total 101 406 | 135 948

(b} Production

This shows much the same characteristics as those of other countries
with 2 small internal market and where the industry is in incipient
stages; it is based on imported semi-manufactures, and steel manufacture
(10,000 tons a year) is carried out in semi-integrated plants using scrap
as their raw material, Round bars represent most-nearly 80 per cent of
total production of rolled products. |

. , , "~ /(e) Projections
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(¢} Projections of demand ,
These have been made at the product lével on the basis of statistical

analysis of time series without 'having recourse to weighing of the values
which may be a.ttained by spec:l.flc economic indexes characteristic of and

significant for the sector,
The corresponding Lgt.res of consumption for 1975, expressed in

tons oi‘ equivalent mgots; come out as follows:

Tons

lIron round bars and shapes 93 800
Sheets and plates _ 62 AOOII
Pipes ‘ | 15 000
Tin plate 22 300
Wire o 39 950
Other rolled products ' B i6 850
Overall spparent '
cousumption in 1965 - - 250 300

If the past average demographic growth raté éontinues ,'.t}he overall
consumption is equivalent to an apparént consumption per inhabitant
of 82 kilogrammes, -
(d) Develommeut Rrospects of the sector
The fact tnat at present production is in its incipient stages seems
to open w a development free of the handicaps which are impose;d by e.ﬂ.st.l.ng
situations in the more developed Latin American countries. Iron--ore reserves
are large enough for carrying out an iron and steel programme cm:pat:.ble
with the e¢onditions .cmposed by economies of sce.le. By planning a.ccord:mg
to the clacuical guiding principles for this actlnty, it will e possible
to achieve lcw production costs and to entei' ﬁhé export trade of iroﬁ and
" steel raw materials and products, thus improving the balance of t.rade.
The preliminary studies of the tenor of the ore from the Valentines
deposits have had encouraging results. The:,r locat:l.on in an area which
is easily accesilble énd is near ‘th'e plotentia.l consumer mafkét'is of great

economic importance, Once mining operations have begun, as 1s t.o t.ake )
place shortly, the iron and steel industry can be developed step by step,
which, by enabling the investments needed to be distributed over different
periods of time, will considerably reduce the problems of financing.

/{e) Damestiec
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{(e) Domestic resources and their location

(1) The iron-ore of the Valentines deposits. The reserves explored
(proven, probable and possible) amount to 28,450,000 tons of hematite
and magnetite iron-ore, with a tenor varying between 38 and 4O per cent
Fe; it is thought that further prospection will reveal considerable
additions to these reserva3, From tesis made so0 far it seems that
processes for concentration up to about 68 per cent Fe and nodulization
offer no difficulties,

(ii) The iron-ore of the Zapucay deposits (Imfn and Papasayo hills),
It 1s considered that a coordinated programme of prospection and tests

should be carried out in order to determine the ore qualiiy of this mine
and the extent of its probable reserves,

(1ii) Other inputs, Limestone and dolomite scrap, and manpower
that is suitable for training and cheap are locally available; the steel
industry will however depend on imports for its supplies of fuels,

refractories and ferro-alloys,

(£f) General conditions of iron and steel development,

Comparison of the availability and tenor of local raw materials and
the power of supplies that will be available for‘the industry with the
equivalent factors in other Latin American steel producing countries leads
to the following conciusions: , :

(i) The tenor end suitability for concentration and agglomeration
of the Valentines iron-ore, the situation of the deposits in relation
to the consumer markets and the ports of embarkation, the means of
transport, the availability of scrap, dolomite and limestone, etc, put
the country in what, at first sight, seems to be a favourable position
from which to engage in export of this raw material and of semi-manufactured
iron and steel products.

On the other hand its limited investment capacity will initially
handicap its chances of engaging in export of rolled end products,

(ii) Uruguay can produce pig iron and hematite, of which Argentine
will be a pefmanent importer,

/(i) an
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(i1i) An export trade in rolled products can be built up at a
second stage by using advanced technology which Till reduce costs B
to 1nternationally'campetltlve levels, ,

(iv) Until new. reserves are, broughi'; 1nto operatn.on a quota for
exports should be adopted which decreases relative to rate of use of
the ircn-ore and is compatible both with the requirements of the.
external sector and with the need to avoid premature exhaustion of -
reserves, S

(g) Projections of production and export up to 1978

On the basis of the condltlons discussed above a.nd oi a study of
the effects of economies of -scale and of internal mrket -demands, the
volumes of iron ard.steel producta.on and exparts have been fixed as
indicated in table 24,

Fablo 24

USUGUAY: PROJECTIONS OF IRON AND STEEL
PEODUCTIUN &ND KXPORTS, 1973-1978

(Tens)

w3k LB 16 s 9

Ae Produciion

T

5t 000 658 000

731 000

1 irsa-ure nodiies 731 000 4791 C00 731 (0O

2 Plg fren ' - - 85 000 180 000 200 000 200 000

3¢ Rolled products - - - el 000 MO5 000
B. Exports . , .

1. Iron-ore nodules 584 600 658 000 607 000 439 000 - W39 OO0 L39 OoO

2. Pig iren - - 66 coo 160 000 128 000 78 000

The narrowness of internal demand suggests that there should be
as little diversz.f:.cat-:x.on as poss:.ble in end products for 'hﬂ"lch roll:.ng
equipment should be used which is economically adapted to small
production volumes, but which can satisfy the main needs of the market ¢
iron round barse, bars, light shapes, strips and wire, vhose demand
projections fbr 1975 are as follows:

Tron round bare and conmerc:t.al light shapes _.75. 000
Wire rod. and wire ..32..000
Strip 10 oo

. Total 117 000

/(h) Technico~economic
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(r) Technico-economic and financial assessment of iron and steel
production ' ' : :
(1) ZTechnical characteristics of the new producing centres, For

economic reasons production should be concentrated into -an integrated
plant managed and directed by a single enterprise, which should
supply the demand of the existing seamed and seamless piping plan®s;
it is considered that the present rolling mills are too old to remain
in operation,

(i1) Processes and structure of the integrated plant, The following

aspects are envisaged:
~ Ore extraction at Valeftines, For the first fifteen years the

deposits can be worked opencast; preliminary studies suggest
that it will be useful to establish transverse cutg in the
ore banks,

~ Rageing milling and concentration of ore., On a preliminary

view iU is considered_that the ore after ragging and milling

will have to be concentrated by magnetic separation on a

35 mesh and the resultanf heads concentrated gravimetrically.
~ Ore agglomeration, There are no complete studies of this

stage, but it is considered that the ore will be nodulized

in installations of several parallel processing circuits,
~ Reduchion of cres, Comparative study of the probable operating

costs of the different processes which can be used.on the
agglomerated ore stiggests that blast furnzce reduction
should be used;

— Steel mamfacture., From consideration of the modern

processes suited to the chemical characterisiics of the
pig iron to be produced and of the internal availability of
scrap,.the best from the economic point of view appears to
be refining by axygen-blown converter (LD process).

-~ Rolled goods production., 48 a substantial growth in steel

- consumption may be expected before the rolling equipment
reaches the end of its useful life and as in only a few
years the country will be in a position to take part in the

/rqgionél rolled
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regional rolled products export trade, there will have to be short-term
expansion of over, all production capacity, Un this basis it:is estimated -
that the most suitable technical stru"ture for: the rolling d1v1510n will
be a continous casting plant_lntegrated with a combined plant for light
shapes, -strips and wire, of a capacity of 120,000 tons a year and consisting
of a fulAy automatic preparing mill and continuous preparing and finishing
(111)' Location, Valentines, Colonia and two alternative sites have
been analyzed as. possible locations. It has been advised that the ore
pre-selection, ragging and concentration plant be situated in Valentines
and the agglomeration, reduction, steel manufacture and rolling plants in
land which it is plamnned to reclaim from the River Plate, next to
Villa del Cerro. - The favourable effect on sales cost of the economic
advantages of this solution have been célculated, in dollars psr ton, as
folicws: exported nodules, 1.05; exported pig iron, 1.30; roiled goods
produced, 1.50. The proposed solution is based on technico-eccnomie
; considerations; the final decision should take other factors inio aecount,
partlcularly those which may eventualky be put forward hy the department of
Urban DﬂJelOpment of the Departmental Counrll of Montevideo. .
(iv) Investments needed for iron and steel development, The estlmates

are given in table 25, ‘ ) .

() Finanoing, . It is advised that share capltal be kEpt at a
relatively low level to ensure adequate profits for shareholders- it will
be necessary therefore, to resort to long-term credits and reserves, - The

financing structure proposed is roughly as follows:

: L Percentages
Shere capital S . . ) . 35
Long-term credit - - ' ' 2 ' :
~ Bank of the Republic : 2
- International Urganizations L ;29
~ Private banks and supplies - ' C19 50

Reserves and other resources - . : - 15

/Table 25
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Table 25

URUGUAY: OVERALL SCHEDULE OF INVESTMENTS IN THE IRON AND STEEL SECTOR
. | (In current dollars)

Years o Investments

219 0CO
9 697 020
.3 400 O
. 5,680 000
11 050 000
10 340 000
5 320 000
2 820 000
31% 500
Total o ' 58 965 00Q

(oI IR B NIV o T S

a——

Analysis of the overall investments by headings is as follows
(in current dollars); .

1, Resecrch snd preliminary studies 60 000

2, Land and natural resources - 804 500
3+ Bulldings © 18 485 500
k. Industrial equipment and installations 24, 460 000
5. Study, project and technical guidance 5-0%6 000

Total, 58 206 000

It is estimated that the long-term credits can be obtained on the
following conditions:
~ International organizations: amortization at 15 years, with
L years of grace and 5.5 per cent annual interest,
~ Private banks and suppliers: amortization at 12 years, with 4 years
of grace and 6,25 per cent annual interest,

/(vi) Sales
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{(iv) 3ales price policy, ZIExportable products will be sold at
international prlces pig. iron for the 1nternal market Wlll have a price simflar
to that, of 1mported pig iron menees customs tariffs and currency .exhange
charges, and the price of rolled products will obvzously tend to approx1mate
to those obtainlng in the 1nternal markets of the developed countries.

(vii) Effects on emg_fvmsnt. The Valentlnes project w111 create jobs ]
for a total of 1,800 persons, dlstrlbuted as follows 60 in management posts,
150 in intermediate posts, 290 skilled workers, 450 semi-skllled workers,

570 labourers and 280 admlnlstrative and serv1oe staff., .
(i) Act1v1t1es prellmlnagg to the exerutlon of the nggeco ‘
he preliminary groundwork and studies should be undertaken with
urgency 1n order that there should be enough informatlon available to carry
out ths trial and full—scale iron and steel development proaects. The work

to be done comprlses~ K

(1) Further topographlc geologlcal and petrographlc prospertlon of
the area of the derosits . o

(i1) All research needed for extrectlon, | .

(141} Study of representative samples to determlne the method to be
used in ore concentration; ‘

(iv) Study of the most suitable methods for agglomeratlng the
concentrates- i . :
(v) Study of the 1ndustrial electrlc power and water supply in
Valentines; o ‘ : , o

(v1) Systematlc exploratlon of the llnestone and dolomlte and
bentonine deposits of the Minas Deoertment , .

(vii) Study of a port reoonstruction works at. Montev1deo- o
(vili) deint study with ANCAP to determlne a sulteble method of

fuel interohange- i

(ix) Establlsment of tranSport bases for conveying over to the
steel plant-

/{x) Establishment



(x) Establisment of an executive commission to to-ordinate all
preliminary activities and take charge of problems relating to the develspment
of the indust:y,

(xi) Preparation of a bill for promotion of the industry and of the
decrees which are to govern its activities;
(xi1) Determination of a suitable structure fot the iron and steel

Companye
(j) General conelusions on the feasibility of iron and steel development-

(i) Ceneral comment, The ndture of the combination of technico-
economic factors by itself justifies the adoption of executive meazures
towards carrying out a project for exploiting the Valentines deposits,

(1i) Salient characteristics of the changes which will be produced
in the iron and steel sector. Production costs and sales prices of end
products wili be greatly reduced, While the value added by the wetallurgic
sector will be important enough inlitself, the direct and indirect effects
of the availability of low cast steel in the internal market on the gross

domestic product — which cannot easily be determined gquantitatively - will be
still more so.
(iii) Effect _on the trade balance, Increased exporis and import

substitution will together produce a savings of nearly 21 millions a year
by 1980, which means that the total investment in iron and steel deveﬁopment _
of 59 million dollars will be returned in less than three years, a term which
may be considered very short.

The total exports of the sector, which will begin in the fifth year
of the project at 8 million dollars;'will grow to a maximum of 10 million
dollars in the eighth year and then begin to decrease, reaching 10 million
at the end of the period studied, , |

The effect of import aubstltutlon will begin in the fifth year, at
8 million dollars a year, and will reach 17,5 million in the twelfth year,
with an accumulated effect over the period studied of 110 million dollars
in the current account, | ' - '

/Chapter IV
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Chapter IV
FLANS OR PROGRAMMES OF INDUSTRIAL DEVELOFMENT

1, Introduction

Tt may be remarked that during the last few years the several
instruments of economic policy hdve genér-ally been apolied in the
industrial field to solve short~term problems and without any settled
strategy. However, the problem created during these years by the bottleneck
in the balance of payments has encouraged the adeplion of measures
which during the last two have been designed especially to promote exports
of non~traditional products. The measures applied, which are still in foree,
were the abolition of the exchange drawbacks on the export of certain
industrial products of agxicﬂtufal base and the rsturn of up to 20 per ceni
of the f.o.b. value of the product, for taxes payed on non-traditional |
industrial merchandise exported. Furthermore, as long as the double rate
of exchange obtained for non-traditional exports dollars and other foreign
exchange were converted into national currency at the free or parallel rate

of. exchange,

2. Antecedents of the industrial plan

In January 1964 the Investment and LGeonomic Developuent Cormission,
as a result of the submission of the Estudio BeonSmico del Uruguay made

by it, was entrusted with the task of i‘ormvlating_ an economic and social
development plan using as a basis the section of that study which had been
concerned with policy making. |

The plan was to contain: .

(a) 4 ten~year plan to be mainly concerned with objectives;
(b) A three-year plan to comprise: . '
(1) the institutional and organizational reforms necessary;

(ii) The economic policy neasures for allocating public invesiment
and orienting the private one which will tend to increase
productivity on the basis of maximum use of human resources;

(ii1) an investment financing programme. '

/This plan,



- 62 -

This plan, which was submitted to the Government in October 1965 and
approved by the Council of Government in February 1966, contains programmes
for each of the several economic and social sectors within the frame of
reference of the overall plan, |

' The industrial plan, therefore, forms part of an integral plan proposed
for the count:y as the point of departure for a process of permanent planning.

" 3. Character:.st:.cs of 'bhe 'olan

The' fundamental. characteristies of the proposed industrial plan. are:
(a) its scope: the plan is of national scope; . :
(b) its overall vrelatedness; it covers all industries within the framework
of the econoy as & wholej; ‘ ’ _
(¢) its levels of perietration; apart from the consideration given to: macro-
economic aspect.s, it has included more detailed study of several industrial
activities, based on a series of factors such as their relative importance,
availability of their resources, attitudes of the private sectors; ete.

. The objectives of the industrial plan are related.to the more general
obje‘cfives contained in the economic and social dévelopment plan. Thus, -
the former proposes the increase of the gross industrial product at a -
cusulative annual rate of 6.2 per cent curing the decade 1965-19%4.. This ..
is related to the 5 per cent rate pro,}ected i‘or the whole cconomy on the
basis o:c present pmductlnty and env:.saged oi‘ the future levels needed
for sta.ble growth. ' ' '

E&oansz.on a.ad d:wermflcatlon of mdustrlal e::ports are Dmaected, '
as 1’5 Ais 'bne onlj means of overcom_ng one of Jc.he maa_ri structurr_l limitations
on development - the narrowness of the internal market a5 and reducmg ‘the
present vulnerability of loreign trade resultlng from 3.ts dependence on '
sales of practlca.lly uprocessed raw ma.'berlals, whose pceltlon in the
international market is beconinv gradually more unfavourable. It 'is
expected that :mdu.stmal mployment W.‘Lll increase by absorblng unemoloyed
manpower and par‘b of the new coat:mgents which are swelllng ‘the 1abour
force; it :f.s a.lso expected that the ellmnatlon of under—employment, more
efficilent use ol tne whole range of productlve resources, and teclmologlcal

progress will increase average ma.npwer productivity.

/Better utilization
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Better utilization of capital goods is projected, through utilization
of the present idle capacity of productive equipment (an average of 37.5 per
cent idle for industry as a whole, according to the survey mentioned above),
their gradual irenewal, and reasonable expansion in those items where it is
Justifiede. | ‘

e Strategy of the programmed industrial development

The attainment of the objectives of the industrial plan must depend
on the gpecial conditions of the Uruguayan econoufy as regards to its
availability of resources and its present degree of developaent. These
conditions dictate a certain type of strategy fowx the industrial development
envisaged and suggest specific objectives for the sector.

In the first place, the country possesses an extraordinary wealth of
agricultural land, is is shown in the plan for the agricultural sector the
production from this can be greatly expanded, which means that in the middle
term agriculture may become the basis motive force of the sector.

This immediately suggests two specific objectives for the industrial
sector:

(a) 1Intensified development on the part of the agriculturally based
traditional industries;

(b) The introduction and rapid development of other, non~traditional
industries which can »process the 1arges£ possible volume of raw materials
derived from agriculture,

On the other hand the country iust not disregard the lessons which
can be derived from the rest of the world, where the industrial sectors of
the fully developed countries are widely diversified and have as their most
dynanic members industries not based on agriculture., The country should,
therefore, discover definite markets for economic¢ activities in the field
of industries such as these; it is this which in the long run can make irndustry
the moving force of the economy. However the narrowness of the international
market, vhich in many cases excludes the advantages of economies of scale
means that the expansion of these industries must be carried out complementary
through the medium of exports., And for this it will be necessary to make
every effort to achieve the highest degree of efficieney in production, in

Jorder to
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order to gain a competitive position in the 1nternatlonal market; this
means; low costs, good quality and unlfblmlty in productlono With these
ains 1n mind, the country should make svery ezfort towards maximum
partlclpatlon in the integration process whlch is belng carrled out through
the mediun of the Latin American Free Trade Association,. oo

These considerations, while making obvicus thie specifie objecéi&és‘.
of the industrial plén' have méanﬁlthai'a-séfies'of-pragmatic and tentative
criteria have had to be applied in its. actual: formulation; these will have
to be refined as experience reveals their. shortcomings and as the
institutions which are at present non-existent or useless are brought into
operation. : S :

Attainment of the obJectlves nentioned depends on the fulfiiment of
certain conditions which deserve further comment: v

{i) Industrial promotion should be carried out within a framework-

- of integral. programming which takes into accommt all the different
factors influencing industriak develomment; .-

(ii) Promotion should he absolutely specific not indiscriminate,
having as its object fully programmed activities or branches
which State promotion neasures will be intensively. applied and
which will thus become attractive to private investuent;

(iii) It should be made much more. effective by operating through
concrete projects on which the machinery of the plan and of* the
specific programmes can act;

(iv) Industrial policy should be concerned with the additional fields
relevant. to the establishment of adequate infrastructures for.
longer-term development, in particular:- _

- Development of information on and exploitation of the natural
- resources necessary-to industrial activity:
. = Progress in industrial technology, by encouraging applied
. research; . -
— FPromotion of training schemes for the human resources engaged
in industrial activity at all levels; |
- Promotion of more efficient organization of the resouréeSf;~
avallable. for industrial exploitation, by. systematically
apolying the findings of productivity studies out the
sectorial and enterprise levels;

/ — standardization
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- Standardization and improvement of production quelity, by
combined use of a technical standards system and control of

quality methods,

5. Targets of the industrial plan

{a) Production

The industrial development projected for the decade 1965-1974 will
raise the physical volume of production at the end of the decade to a level
93,6 per cent above that of 1963,

This increase will be related to the growth of internal. demand, to the
rise in exports and to the import substitution process. Of these three
factors the most important will be internal demand for manufactures, which
will amount for 62,5 per cent of the total; it will rest on the increase of
demand for non-durable and durable consumer goods, on the demand of all
productive sectors of the economy for raw materisls, and, to a sualler extent,
on demand for domestically produced capital goods. The projected growth is
based on population increase and on the rise in consumption capacity which
will result from increasing national income, .

Exports will account for 33.7 per cent of the predicted increase of
the decade: they are exvected to triple during the period. (See table .1 ‘of
annex I.) : ,

The share of import substitution as a factor of growth will be only

3.8 per cent of the total increase., This percentage indicates that during
the decade projected.the country will not have reached a favourable position
for undertaking the advanced stages of substitution in the field of production
of the raw materials and capital goods at present imported.

The estimetes of the share of domestic consumption in demand for
industrial products are calculated from a number of projected expansions of
industrial supply, which in some cases are to be carried out by entrepreneurs
on their own accomnt and in others as a result of industrial policy decisions;
they are also calculated fream overall projections of different productions
and from the detailed estimates which form part of these. _ |

In accordance with the growth of cemand envisaged, the group of
traditional industries will grow at a cumilative annual rate of 5.6 per cent
and the non-traditional industries at 7.5 per cent., The largest increases

Jwill cceur



will occur in the leather industries, with 10.5 per cent. a year, the chemical
industries, with 9.1 per cent, and the slectrical industries, with 8.9 per
cent. Table 26 gives the targebs set for domestie production for the years
1967 and 1974 compared with the real values of production in 1963

Table 26

- " URUGUAY: TARGETS FOR THDUSTRIAT PRODUGTICN IN 1967 AND 1974,
: . COMPARED WITH REAL VALUES OF 1963

(In millions of dé_:l.lars 1963 ex~factory value)

Division 1963 1967 1974 %963£§z %?63£Zf
20-21 - 3398 - 39%6.7 5514 . 16.T7. 623
22 o5 2k.3 31,7 . 13.3. 1.7
23 233.4 - 300.9 46Ok . 28,9 . . . 97.2
24 50,0 60,7 . 90,0 - 21,5 - . 80,0
25-26 19.8 - 28,0 460 . 4LLT 0 132,80
27-28 4147 51,2 . . Thd7T - 228 . 793 .
29 9.9 21,8 . 10 104.8 - 28L.9
30 - 15,6 2Lék- . 36uh . o - 3649 133.2 .
31 71,9 99.3 182.5 38,0 153,7
S320 1 5807 67.9 .. . 99.8 15.7 70.1
-33 27 43.1 7 66,1 59.3 4.l
3=35~36 - 52,8 . TRST . 1297 .. 4.6 - -145.8
C 37 B3 BET 99,5 . 29.3 0 131.2
38 53,9 67,0 - - 10L.6 . 244 - 88,6
39 - 16,8 a2 3kl - 26,1 105.2 -

/(b):‘Emgloxgenfr
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(v) Employment ,
The projected industrial development will jobs. for 63,000 persons

in the séctor, which represents_an increase of 32,5 per cent on 1963;
industry will altogether employ 257,000 persons as against 194,000 in
the base year, Since industrial production will grow by 93.6 per cent,
it is clear that there will be a large average increase in produchivity per
person employed :Ln industry = 46 per cent for the decade, This increase
will be the result of the elimination of under-employment, of technological
improvenent produced by expansions of capacity and replacement of equipment,
and of application of methods of industrial raticnalization. ‘ : ,
The projected employment structure shows a trend towards a proportional
decrease 'of* employment in the traditional sectors, except in the leather
industry on account of its dynamic export programmnes and in furniture and
fixtures, on account of its commexion with the housing programme.

7 Ii'able; 27
- URUGUAY: PROJECTED STRUCTURE OF INDUSTRIAL EMFLOYMENT
(Percentage)

. industnr _ ‘ : 1663 1967 1974

Food and beverages 6.9 25,9 23.5
Tobacco Ce5 0.5 0.4
Textile 10,4 10,0 10.4
Wearing apparel and footwear 13.9 13.7 13.1
Furniture and fixtures 5.8 6.2 6.8
Paper and printing 3.7 3.6 3.7
Lea-ther 1.1 lolvl- 106
Rubber 1. 5 la 5 L. 7
Chemical products he2 L.0 3.
Petrolewm derivatives 3.9 3.8 345
Building material 3.6 3.8 heb
Basic metals and metal~transforing 9.0 9.9. 10.2
Electrical industry 3.9 4.0 Lok
Transport material 8.6 8.7 9y
Miscellaneous 3.0 3.0 3.3
Total 100,0 100.0 100.0

/The metal-transforming



- b8 =

The metal-transforming and electrical industries are expected to -
provide the largest increcses in employment with an estimated 20, OOG persons,
followed by the food industry, with 8,000, wearing apparel, with 6,500, and -

textiles and furniture and flxtures, with 6,000 each, -

The increase in employment betwesn 1952 and: 1967 will be 3,6,000 persons.
Tt is also estmated that by the latter year indusirizl expansion will have .
been able to absorb a.ll esastlng mlder-employment. o '

(c) Investments : Y

“In order fo ca.rry out the industrial programne gross mvestments
anounting to over 660 million dollars &t 1963 prices will be n-eeded over:
the decade; 307 millions of these will be needed for iuported capital goods.
Table 28 glves a sumnary of the estimates which have been made.

Table 28

URUGUAY s ESTILIATE OF GROSS FI}x.ED IIWI:QTl I\IT IN THE
INDUSTRIAL SECTOR, 1965-1974

(In willions of dollars of 1963)

©-Web- - . - .. .. Replacement . .. . .__ grogs -

o - St : T B0b- - invest
- Domestie -Imported. - tb'g' -Domestie. Imported kol - lg:: e

Mechinery 8.2 1299 240  133.8 1672  30L0 5150
Total 1536 135.1 2886 2005 1732 3700 666.37

These estimates were made .on the basis of: :

(i) Installed production capac:.ty in the separate bra.nches of
mdus’c.ry and its degree of utlllzatlon, data which werse :l.nvest:.gated b‘y t.he.
1963 survey of industriel activity; '

(11) The composition of the fixed assets of each branch of mdust.ry
for 1963, divided into buildings ‘ahd machinery and equlpnent' _

(ii1) The sizes of the domestic and imported, proportions of the )
invested goods, for both buildings and machinery and equipment;'

/(iv) The
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(iv) The relations between the values of investment and production
appearing from the survey mentioned, calculated in terms of the real
production and the production corresponding to the proposed targets for
the degree of utilization of installed capacily;

{v) The marginal relations corresponding to known investment projects;

(vi) The amounts of the ten~year production targets for the different
branches of industry. |

For the purpoées of the net investments estimates it was taken that
the degree of utilization of installed capacity woulﬁ increase to up to
80 per cent of the maximum, for as long as growing demand required increases
of production. ' _

As regards expansion of installed capacity in industries where it is
needed, it has been assumed that two-thirds of the expansion would be carried
out by existing enterprises and the other third by new enterprises., This
assumption has been universally aprlied to the industries studied.

The estimates of investuments in replacement have been made taking
the ugeful life of machinery and equipment as 20 yéa.rs and of buildings as
50 yearsa

Table 29 gives the composition of fixed investments by industrial
branchess The largest, as regards the period as a whole, are those of the
textile and food industries, where they represent 24.2 and 20.3 per cent of
the total gross ipvestment respectively, These two groups also come first
with respect to net and replacement investments considered separately. The
chemical, basic metal and elecirical industries come next in order of
importance in the investment projection,

A1l industries are expected to make investments in replacement of
equipment which has reached the end of its active life or is obsolete;
these replacements include modernization of equipment and should even be
taken as covering replacement of establishments with wnsuitable technical
processes, size and location by others which meet the requirements which
may be established for these three factors. '

/Table 29
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-Table 29
URUGUAY: FRCJECTION COF "'ESTMENIS Ti NLTIONAL AND IN FOREIGN CURRFE\TCY,
I¥ THE FRIVATE INDUSTRIAL SECTOR, 1965-1974 :
"Period 1965~1974 :
(_l*lx_p_essed in milliens of drllsrs of 1 _9__3)

Divigion National currency Foreign currency  Total
20-2A-22 39,8 ‘ 83,17 ‘ 1729
25""26 10¢3 50 8 16 [} l
29" 31,0 R 18,3
30-34 . 3.8 . .. 283 3.1
33 17.3 ' 1.7 29,0
34~35-36-38 5344 | 49.7 o 103.1
39 . lon? ) . ’ 1002 7 20.9 ‘
Total . . 358.0 ©308.2 - 6662

wn— - ——— - — ——

6. Qrganizetions with executlve responsibility
in mdustrla.l develo_pment o

In the present institutional structure, the responsibilit.y for
preparing policies and directing the instruments of development is divided
among several organizations, ‘some 6i‘ which are almost completely autonomous.

Credit, taxation, services rates, wages are all aduinistered by
different bodies, which usually act withoub co—ordma.‘bion. The absence of
objectives and programmed targets has been reflected -in the dis-proportlonat.e
incidence on costs of séme of the financial.mechaniéms for which the State
is responsible, such as social security' charges, indirect taxation, import
tariffs, port dues, -etc. | | | S

" There has been no- trace in the managemént of industrial credit of the
use of selective criteria to provide incentives for particular in&ustriél
activities; it has, in fact, been applied indiscriminately, on the basis
of the previous financial solvency of the applicants for the loans.

/This situation
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(iv} The relations between the values of investment and production
appearing from the survey mentioned, calculated in terms of the real
production and the production corresponding to the proposed targe'bé for
the degree of utilization of installed capacilty;

{v) The marginal relations corresponding to known investment projects;

(vi) The amounts of the ten-year produciion targef.s for the differsnt
branches of industry. |

For the purposes of the netl investiients estimates it was taken that
the degree of utilization of installed capacity would increase to up to
80 per cent of the maximmm, for as long as growing demand required increases
of production, ‘

As reszards expansion of installed capacity in industries where it is
needed, it has been assumed that two-thirds of the expansion would be carried
out by existing enterprises and the other third by new enterprises, This
assunption has been wniversally apnlied to the industries studied,

The estimates of investients in replacement have been made taking
the useful life of machinery and equipnent as 20 years and of buildings as
50 yearls.. '

Table 29 gives the composition of fixed investments by industrial
branches. The largest, as regards the peribd'as a whole, are those of the
textile and food indusiries, where they represent 24.2 and 20.3 per cent of
the total gross investment respectively., These two groups also come first
with respect to net and replacement investments considered separately. The
chemical, basic metal and glectricel industries come next in order of
importance in the investment projection, '

A1l industries are expected to make investments in replacement of
equipment which has reached the end of its active life or is obsolete;
these replacements include modernization of egquipment and should even be
taken as covering replacement of establishments with unsuitable technical
processes, size and location by others which meet the requirements which

may be established for these three factors,

/Table 29
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Table 29

URUGUAY: PROJECTTON OF INVESTMENTS, Iif WATTONAL AND IN FOREIGN CUBRWCY,
) o "IN THE PRIVATE INDUSTRIAY, SECTOR,. 1965-197&.

‘Pexriod 1965-1974 - . . - L
(MreSSed in millions of drllars of 1963)

Division National currency Foreign currency - o Total
20“21"22 - 8908 83«1 172-9
23-24 1 C 9347 CGLe5 - 1749
25-26 10.3 5.8 16.1
27-28 17,2 15.8 33.0
: 29 . - 11.0 7.3 18.3
30-31 . 34.8 28.3 - 63.1
33 © o 17.3 11.7 - -~ 29,0
34-35-36=38 - 53k 49.7. 103.1
7 : 20,1. 14.8 34,9
39 10.7 10.2 20,9
Total © 358,00 666,2
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6. Orgmizata.ons with executive responsibility
:undustrlal development .

In the present lnst:l.tutlonal structure, the responss.blllty for
preparing policies and d.lrect:t.ng the mstruments of development is divided
among ‘several organizations, some, of uhlch are almost completely autonomous.

Lredit, taxation, serv:r.ces ra.tes, wages are all a.dnum.stered by
different bodies, which usuall.f act w1thout. oo-ordmatlon. The absence of
objectives and programmed targets has been reflected in the dls—proportlona'te
incidence on costs of some of the flnancial mecham.sms for which the State
is responsible, such as social securlty cha.rges, :Lnd:Lrect tafat.ion, import.
tariffs, port dues, etc. )

~ There has been no Lra.ce in the nanag,emen‘t. of mdustra.al cred:.t of the
use of gelective criteria to prov:l_de incentlves for partlcular mdustrla.l
activities; it has, in fact, been a.leled mdlscr:mmately, on the basis
of the previous financial solvency of the applicants for the loans.

/This situation
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This situation is partly due to the lack of any planning process
which would be able to deteruine objectives and priorities. It is also
due to the inefficient functioning of the public depariments which retain
a form of organization which could: well be altersd. It is lastly to a
considerable extent due to the lack of instituitional co-ordination, which
results from legally constituted autonemcus powers. N

For these reasons the plan proposes several institutional reforms,
which in the case of the industrial sector will essentially concern the
Ministry of Industries and Labour and the-Bank of the Republic.

(a) Refomm of the Ministry of Industries agd Labour

If a planning process is established, the Ministry of Industries will
be the body responsible for executing the industrial policy laid down in the
plans and for preparing the changes of strategy to be made in the future in
order to adapt it to the evolution of the econoimy as a whole and of the
industrial sector in particular. It will also, in a comntry whose sectorial
planning must necesgsarily be decentralized, have the function of formulating
plans, which will then be co-ordinated at the level of the general planning
organization, Lastly.it will have to ‘ensure the maintenance of co-ordination
in the direction of the industrial policy instyuments, The industrial
promotion bill which forms part of the plan assigns it multiple functions
of this types : . , |

It is realized that under its present structure the -Ivlinisfry of
Industries and Labour ¢annot spare the attention needed for the problems
of industry while it is still reguired to look after other matters such as
those relating to the legislation and disputes of the lzbour sector;, which
from their nature demand immediate consideration by this Secretary of State.

The projected reform proposes that the labour department should be
separated from this Ministry and either established as an independent
ministry or, under a different criterion from that which c¢lassed it with
industry, combined with some others. Several other departuments which have
nothing to do with industrial problems would also be removed,

On the other hand, it seems proper to extend the sphere of the ministry
to other fields which are abviously connected with the policy and problems
of industrial development,

~/In sum,
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In sum, it is proposed that a ministry of industry aand commerce be
formed, which will also attend to the problems of energy pelicy, and which
will have the following functions: '

(1} (a) To formulate cverall plans of industrial, mining and electric
power development, maintaining for the purpose contact with the
relevant state organizations through the Permenent Cownittee of
Promotion and Co~ordination;

(b) To formulate development programies for specific industries;
to formulate of industrial, mining, electrie power and prices
policies;

(¢) To co-ordinate the instruments of industrial promotion
(feasibility studies, direction of “echnological programmes,
markets, etc.);

{d) To take part in fixing criteria of pricrity for specific
programes; _

(e) To assess the manner of execution of the programmes and of
industrial policy;

(£) To assess the public sector!s industrial trial projects.

These Dunctions will all be carried out by one department, the
programuing and policies office, which will act as an advisory bureau for
the ministry in connexion with points l-a, 1-b and l~c, It will also have
the fﬁrther functions: '

(g) Co-ordination of the technical organizations subsidiary to the

ministry; .
“(h) Co-ordination with other state services and with private activity;

(2) (a) To organize and maintain a register of private and publie
industricil enterpriseé, both manufacturing and extractivej

{(b) To compile econcmic statistlcs and technical information on
industry, and also information on thie legal provisions which
govern its operations and on the availability of national and
international technical assistance;

(¢} To advise industrialists and potential investors on the matters
mentioned in the two points above and on the official bodies
through which they must arrange their different affairs;

{d) To make surveys and studies of specific industries;

/(3) (a)



(3) (a)
(b)

{c)

()

(e)
(£)

(g)

(4) (a)

(b)
(e)
(a)
(5) (a)

(6) (a)
(o)
(e)
The
a general

*731—

Te take part in the execution of industrial pelicy;
To assess the merits of industrial enterprises applying to be
admitted to the benefits grented by the promotion law and to
disqualify enterprises in the circumstances envisaged by this
law;
To ensure that the legal provisicns of a technical nature
relating to the operation of industrial establishments are
carried out;
To establish industrial safety standards and ensure that they
are carried out;
To approve technical standards for industrial production;
To direct the control of quality policy and supervise its
execution;

To provide assistance to artisan production and smallscale
industry. ; _ _
To prepare rineral resources research and and developmsnt
programies and supervise their execubion;

To assess deposits;

To maintain an inventory of known mineral resources;

To make a register of extractive industries;

To supervise the property, economic, financial and industrial
adninistration of the State enterprises.

To make a regilster of industrial and mining property;

To make a register of patents of inventions and trademarks;
To grant industrial privileges.

finctions described in sections {2} to (6) will be assigned to
department of industries, whose sub~departments will be: a

department of industrial information and technicel advice (2); a department
of manufacturing industries (3); a department of extractive industries (4);
a department of state industries (5); a department of industrial property (6).

(7) Yo co-ordinate the producers of energy and fuels with a view to:

(a)
(b)
(e)

preparing prograimes of energy development;
preparing the nolicy for energy and fuel tariffs;
supervising the execution of such programmes and policies

/These functions
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These functions will be assigned to-the gnergy departiment. .

(8) (a) To organize and maintiin a registry of commercial enterprises,
“including consumer co-operatives; -

{v)  To compile trade.statistics; B

(¢) To take part in preparing, executmg and superv:.sing the prices.
policy; - ' .

(d) To amake studies of production and marketing costs and carry ocut
research on the middleman stages in trade of raw materials and
inmportant products;. o o , _

(e) To approve technical standards for trade and.supervise their

" apolications i T

(£) To provide information-on comerclal ma.’rtes's S o

The functions described in section (3) will be the. responsibility of
the cormerce deparinent., - . |

() MM -

The universal recognition that industrial promotion credl‘t and the
other instruments which operate in combination with: it have special
characteristics, which make it necessary that they. should.be I1n the hands
of a specialized banking institution, has .still not been accepted in ﬁrugua.y.

The state body concerned with industrial credit is thé Bank of the
Republie, a2 highly complex institution which combines the finctions of
central, trade, and industrial and agrarian credit bank. .

But industrial credit is.not aimply a form of current credlt, for it
should be granted selectively to industries whose installabion or development
is of special value and should, therefore, carry wmore lenient conditions
than those of ordinary credit. . Loans should only be granted to projects
which have been subjected to previous aséesshlent in respect of their technical,
economic and finaneial: characteristies,  This assessment should include tests

_of the capacity of the entrepreneur to carry out his project efficiently.
The securities on the loans should be essentially based on the fixed assets
that the projects generats, in which case, given the long periods needed to
carry out most projects, the lending bank mmst provide technical asgsistance
and supervision and superintend the-management of the enterprises concerned,
if necessary taking shares in them, until the loaners have completely
redeemed their liabilities,

/if a
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If a trade bank is to co-ordinate its policy with the objectives of
the development plans it must control and organize the internal and external
savings resources needed, in order to channel them into priority projects,
in accordance with the relevant prograrmes, -

These requirements, and others which will be mentioned in the section
on credit policy for development, make it obvious that a development bank
mist conduct an aggressive policy and be prepared fo take risks; it cannot,
therefore, be combined with the Central Bank which, as the body responsible
for planning and directing monetary policy, has to act according to
conservative principles. For this reason the development plan proposes that
the Central Bank should be established as a separate entity together with
the Departiment of Foreign Business Transactions, and that the Bank of the
Republic should be reorganized as a bank of industrial and agrarian
development, :

It is proposed that the development bank, besides carrying out the
functions mentioned, should be responsible for umaking feasibility analyses
on the installation of new industries, in which case it could sell studies
of projects whose viability has been proven to interested private
entrepreneurs and they recoup its expenses in making them. The expenses
of gtudies of projects proved not to be viable ghould be considered as part
of the cost that any community must pay which desires to becoire industrially
developed, '

The bank will also have the povier to instal industries whose viability
has been proved by its studies and which it is desired to reserve as the
exclusive province of the State, or those of obvious value whose
installation no private entrepreneur is prepared to undertake; in the latter
case, once the industry is installed, it could pass intoc private ownership
at any later time, at the discretion of the State.

Apart from this group of functions it seems that the bank, which mubt
be amply provided with financial resources and also have a team of qualified
technical personnel for matters of economles and enterprise management,
would be the appropriate agency for naking state investuents in enterprises
in vhich its capital would be combined with either domestic or foreign
capitalt din the first case it could form mixed enterprises in industries

/where the-
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wh_eré the existence of staté interests is desirable, and in the second it
would be the domestic partner of industirdies of foreign origin whose
installation in the country is promoted and in which private capital does
not take part,

To sun'up, the functions of the developuent. bank in the industrial
field could be as follows:

(1) To assess projects;- . .

(2} To make studies of the prospects of new industries;

(3) To formulate projects;

(4) To administer promotion credit; ‘ o

: (5) To provide technical ‘assistance.to back up the credit;
(6) To supervise enterprises; - . Lo
(7) To set up new activities; -

(8) To train managers and directors of enternr:.ses at the natlonal
‘level;

(9) To. conduct actlv:Ltz.es not undertaken by tne prlva:be sector,
(10) To channel savings towards priority act:s.vz.tles, '
(11) To share in joint financing of enterprises with douest:.c or '

foreign capital. ‘

7. Sectorial programnes and organizations with
S . Bectorial responslbilitles

The programmes for the development of specific mdustrla.l sectors fom
part of .the integral industrial programme; thelr nain characteristics have
therefore been described in chapter IIT of this repo;;t_.'. N

' 8. Private initiative in industrisl programming

Although Urugusy has férmmlated its first economic.and social _

development prograime the planning process.cannot yet be considered as fully

established; consequently, there is as yet no institutional machinery for
directing the part to be played by private initiative in programming.

In a mixed economic system such as that of Uruguay, vhere. development
takes place within the private sector, the participation of entrepreneurs and
workerg_ during the preparatory period of the plan was of fundamental
importance, as was seen at two different levels:

/(a) In
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(a) In the industrial sectors for which detailed prograiuies were prepared,
private entities were consulted in connexion viths

(1) Supplying the basic information needed for projections and

identifying the problems coﬁfr'onting these industries;
(11) Ident:i.i‘ylng investment projects in d:.:f‘i‘erent stages of
 development;
(ii1) The viability of the production targ'éﬁé;"

(iv) Technical changes in progress; | o

(v) The volicy neasures most ei‘fectiv'e for _aéhievi_ng the targets

set up, ete, ' -

Part,lca.patlon by entremreneurs at the level detailed progr&mnes was
different in different actlutles, accorcu.ng to the ablllty of ‘the
entrepreneurs concerned, the :uupo_rtance oi_‘ the establishitent, and other
factors, ' ' | ' |
(b) At the level of the overall industrial plan the general pr:mclnles
to be used in formulating the :Lndustr:i.al policy were discussed very fully |
with the entrepreéneurs and somewhat less fully with the National Workers
Convention., The diseussions were of a bilateral nature, for there was not
enough time to organize the joint discussions which were originally intended.

The industrial plan envisages that the machinery for consultation with
the privaté sector will be institutionalized, It is acknowledged that
knowledge of the needs and ‘possibilities of specific activities, especially -
as regards the Limnediate future, sre more within the reach of the priva{.e
sectors, entrepreneurs and workers, than of the public sector, It is
important that these sectors should be in agreement with the plans as a
result of having taken part in determining targets, in allocating investments
and priorities, etc. For these reasons the industrial promotion bill proposes
that advisp:jy commalssions should be established for each specific industry
or industrial division to supply whatever information and cdéoperation is
needed for programmmg. These will consist of representa‘bives of owners
ang workers and mj.l work in contact with the technical organizations of

incustrial planning.

/Chapter ¥
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. Chapter V
POLICY MEASURES FOR INDUSTRIAL DEVELOPMENT

The industrial plan is intended to giwe shaps 10 an industrial
economic policy having coherent objectives and co-urdinated management of
its different instruments.

The short~term policy objectives are:

(a) To obtain greater utilization of installed capacity;

{(b) To use financial resources to make timely and adequate investments
in industries where they are needed and which have a progratmied structure;
(c) To ensure that the desired overall values.aud the projectéd
structure of production are achieved, in order that internal demand may_be
satisfied and the projected exportable surpluses cbtained;

(d) To achieve the employment targets.

As regards the field of industrial policy specifically, it is proposed
to make use of fiscal, taxation, monetary and financial instrumenta, as wall
as measures for regulating the industrial system.

The fundamental principle of the proposed system of promotion will be
selective than indiscriminate support of industries. It has been decided
that the development plans will themselves establish the list of industrial
activities to be declared in promotion, though it is considered that the
entrepreneurs, individually or collectively, should have the right
to apply for enrolment of their activity in the list and to prove that it
fulfils the required conditions.

1. Fiscal and taxation instruments

{a) Firstly, income tax exemptions to amounts ¢orresponding to profits

reinvested in fixed asset goods are proposed for several of the industries

in promotion: this is designed to increase use by enterprises of their own

savings for investuent in goods of this type and thus to obtain from the
industry concerned the maximum possible contribution te the programmed
investinent targets; this, by decreasing the coitribution of credit, will
create a consicderably more stable financing structure in private industrial
investment, | '
/As was
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45 was. shown above, the different branches of industry need different
sums invested; in some production capacity must be expanded as wsll as-
equipment replaced; others only need to have eguipmeént replaced, as they
possess idle éapacity, In general, therefove, the former should have
higher percentage income tax exemptions than the latter, Future uxceptions
to this rule might be justified by further needs for re-equipment arising
in certain speecific industries as a result of modernization programmes,

(b) Secondly, tax exemptions intended to encourage investuent by

diminishing the cost of equipment for the indusiry using it will be introduced.

These will ‘consist of reductions in the customs duties, .surcharges, previous
deposits, port dues and bank charges pPayable on imports of capital goods.
These exemptions as applying to industries in promotion, will also
discriminate between those needing both to expand their capacity and to
replace their equipment and those which only need-to replace obsolete.
equipments The comments made on the income tax exemptions cen be applied
here. ' B L

(¢) 'Thirdly, tax incentives for production will be created by means of

several types of wmeasures:

‘(i) By exemptions on the customs duties; surcharges, previous deposits,
port dues and bank charges payable on imports-of raw materials for certain
industriés' in promotion, namely ‘these which input raw materials for: ..
production export goods. Though temporary adnission anyway exempts them
from some taxes, the projected exemptions go further; -

(ii) By establishing protectivé duties on import of finished articles
which would compete with those produced by industries in promotion; -

(iii) By exempting from tax commercial and agricultural transactions
which form part of the trading of the raw material inputs of approved
enterprises belonging to industries in promotion. '

As an export incentive, 1t is proposed that exports made by approved
enterprlses should be exéupted from the correspondlng taxes.

To encourage specialization 1n‘1ndust:y, it is proposed that the tax
on trade transactions be abolished or comwverted imto a tax on the value added.

/With a’



With a view to achieving the projected targets for installed capacity
utilization it is recommended that:
(a) Exemptions be established on the trade transactions tax and the income
tax, in favour of enterprises using their installed capacity in supplementary
shifts; i _
(b) Taxes be imposed on enterprises working less than the technically
viable nuuber of shifts;
(c) Exemptions in promoted industries be made greater for enterprises
using supplementary shifts; )

The special programme for installed capacity utilization gives moré
detailed consideration to the way in which those measures will operatee

To prevent monopolistic practices and encourage efiicient use of
resources, it is proposed:
(a) That taxes on import of merchandise competing with products-of
domestic industry be reduced according to the difference between the
prevailing domestic price and the international price of commodities of
comparable quality. In this case there should be, along with the exemptions,
import quotas established for the merchandise exempted in direct proportion
to the size of the price differences;
(b) In the case of any import substitution of industrial inputs under which
more stages of processing are carried out within the country, the
surcharges Lo be levied on the raw materisl substituted will equal the
amount of the internal transaction tax.

As the taxation measures will be more effective if they have a certain
degree of permanence, it is proposed that they should remain in force for
a period of five years; the amounts of the exemptions will be determined
specifically for each industry to be promoted.

2« lMonetary and financial instruments
" s - o e

The channeling ond use of internal credit, as also the use of external
resources as an effective instrument of industrial proamotion, requires that
all such resdurées be reserved in proportions sufficient for the investment
needs of the plan and for the projects to be carried out by the private
sector according to its goals and within its framework.

/Given that
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Given that the plan cannot attenpt to dlrect the use of the whole

~ credit available for the 1ndustr1al sector, the quantltatlve allocatlons

of credit- should theoritically cover two sectorS‘ ‘

(8) Credit to be selectively directed by the plan towards its promoted
activities and its utilization and expan31qn programmes for installed
capaciiys

(v} The remainder, to be allocated by the banks in connexlon with current
demands for clrculatlng capital and 1nvestment funds.’

In considering the availab 111ty of resources, the means of channellng
‘private and public savings in approprlatefﬁlrectlons,'1.e._the c;ﬁtrallzatlon
of external resources and tﬁe instituiioqé which-manége-proﬁotional'credit,
should be taken into account. T | ‘ | '

These means consist or will consist in:

(a) Article 5 of Law 13.330, which rules that 75 per cent of savings
deposified in privete banks should be used in ‘relation to the need of national
developmesib, in the form authorized by the Security Council. This should be
corplen=nted by making the Bénklof.tﬁe Republic, as the pranqtions.organization,
responsiblie for regulating the applications of this c:edit,andAbriﬁging.them '
into line with the economic development plans; | |

(b) The industrial promction bill which establishes that the Bank of the
Republic shall be recpensible for administering the funds of external origin
obtained by the country ithrough its official trénsactions with fereign
organizations, whether inﬁernational, public.or pri#ate, and which have no
specific destinations, as, for instance, state projects for electric power,
water, drainnze, etc. _ ' '

(¢) Tre institutions for managing promotlon credlt whlch will be:

(1) The Bank of the Republic, as the state organization;

(ii) The corporations for private development, which may broach
external savings sources whose funds are not earmarked for official channels,
as long as they have close régard to the country's overall capacity fbf.‘
external liabilities; : -

(iii) The private banks, to the extent that they act as agents of the
- Bank of the Republic, by using their dep051ts for purposes whlch are among
those prescribed by the development plans,

/The industrisal



The indusirial pian distinguishes the following classes of credits:
(a) Those for making net investments and investments in fixed asset

replacement, and for productivity studies, training, technological research,
control of guality, technical assistance, and research on raw nmaterials;
(b) These for purchasing seasonally produced raw materials, financing
exports, forming export co-operatives;
(¢) Those for making pre~investment studies, preparing projects, making
market studies, etc.; :
(d) Those to meet needs for circulating capital. In calculating the
amounts of the credit lines to be established for such c¢lass of loans the
following factors should be taken iitto account: '
(i) The estimated amounts needed for each use;

(ii) The guantities of the different possible sources of funds apart
from 2redit;

(iii) The targets proposed for modlfylng the past financing structure

of the enterprises;

(iv) The total availebility of resources among tiie credi® organizations,

taking into account the need to conserve credit capacity for the period
follow1ng that of the programme.

' The amcunts of the loans must be related to those of the credit lines
and also to the importance which may be assigned to the projects for which
they are to be used in each parﬁicular cases

Selectivity criteria related to the overall objectives of the economy.
and the particular objectives of the sectors should be applied in allocating
credits. For this it is essential that the organizations which manage
industrizl promotion credit in accordance with the development plans, should
require tihe enterprises or potential investors interested to submit the
project to them for consideration.

The technical, economic and finsncial feasibility of each project
must be assessed, using criteria which take account of the special
conditions of the industry concerﬁed. These criteria can refer, depending
on the nature of the case: ‘_

(i) 1To the product-capital ratio, taking account of the direct and

indirect values added which would be generated by the project and making, if
possible; the social evaluation of factor costs;

/{ii) To



(11) To the direct and indirect -effects on t:ie palance of payments,
taking into account the net foreign exchange contribution, overall and
per. unit of foreign exchange investment; -.

- (4ii) To the effects on employment: total employment am employment
per unit of capital, including indirect effects on employment;

{iv) To manpower productivity, assessed in terms of the value added

per. wan-hour;

-(v}. To the marglnal social productivity of the capital, which corrects
the rentablllty criteria by taking into account external savings, the par
rate of exchange ard factor opportunity cost.

Besides determining the feasibility of the project, the capa01ty of
the entrepreneur to carry it out  should also be assessed:- this should take
into account the technical, administrative and directive ability of the.
entrepreﬁeur himself or of whoever will be responsible for the work
involved in the project arnd also the moral solvency of the enterprise,
Judged from its past record in cowmmercial, industrial and other matters.

' Previous presentation of real securities certifying the material
fitness of the loanee should become of secondary importances. This is not
to say that the organization should completely neglect this factor, but '
that it takes it into account in a different way: by supervising the correct
use of the loans, keeping a close watch on the entrepreneur!s management,
establishing controls on his accounting system, providing technical
assistance, etcs., in such a way that the success of the progect becomes

the true security of -the loan.

The promotion organization should be considered a privileged creditor
as a compensation for the risks it takes, and the real securities which it
obtaing from any credit should be put back into the goods which make up
the project financed. '

The terms of the loans-should be fixed on the basis of a general
estimzte of the prospects of the enterprises for amortizing it in different
types of projects. ' Loans for making fixed asset investments should have
the largest term of amwortization ~ from 3 to 10 years, and inm exceptional
cases more. Ihe possibility of granting a peried.of grace for beginning
the amortization should be considered; this should be at least equal to the

'./pebiod comprised
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period comprised between the outlay of the funds and the initial operations
of the project financed. In some cases loans for {inancing exports and for
preparing projects when they are also connceted to the’r implementation

- might be given long terms, ' '

Loans for productivity studies, training, technclogical research,
contfol of guality, technical assistance,'reSearch on raw maberials,
forming export co-operatives, and market studies should be medium~term
= from 1 to 4 years, depending on the case. Loans for restoring the
gtability of circulating capital might also be medium-term.

Loans for financing purchase of seasonally produced raw materials
and for pre~-financing exports should be granted on terms of no longer |
than 1 years - B

For other types of loans the gmeral criteria of the amortization
capacity generated by the proiect should we appiied. |

In order that the loans may be realiy effective as promotion instruments
it is vital that the éxpenses arising from their constitution and winding up
should be reduced to a minimum; they must, therelors, be exempt Irom every
kind of tax. Morigage desds and I1.0.U.'s should be exempt frow payment of
registration dues, stanps and seals, and be drawn up on the headed paper of
the promotion organizationss. These organizations should also officiélly fix
the fees of the professional wen tsking part in these transactions.
principle of differentiation according to iypes of loans and according'to
the priorities which have been assigned toc certein investments or which
arise from the assessments of the different projects concerneds

It would also be expedient to adopt a further principle of
differentiation based on criteria of indusirial location, size of the plants
relative to the optimum and technological selecticn.

By establishing allowances for enterprises using two or three shifts
when technically possible, interest rates could also be varied so as to
provide incentives for installed capacity utilization. |

A further financial instrument congists in the official channels
through which exteérnal credit intended for use in industry has to pass.

. /Contraction of
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_ Contracticn'cf external debts is narrowly supervisedcand,’as regards
its authcrlzatlon, largely controlled by the Bank of the Republlc. ‘ This
is not- only the sole channel for the largest avallable sources in the

'1nternat10nal organlzatlons, bui its support is requlred in most of the
cages in Whlch the 1oan comes from a private sources .. '

In actual fact, many credlts apre granted on the securlty of the
-.Central Bank or of scme prlvate banking institution. In both cases the
express permlsslon of the Bank of the Republlc or, where relevant, the
" Central Bank 1s obllgatory. |
The Bank of the Republlc s control over a large proportlon of the
'eexternal credxt used in the country enables it to supcort 1ndustr1al pcllcy
by. means of the follow1ng procedures.-' . :

(1) Authcrlzlng the use of credits from external funds 1n the pclzqy

lines and 1ndustr1al proaects of thé plan;

(ll) chtatlng ‘the terms and amortization condltlons under whlch such
credits may be used having regard to the activies whlch it is d351red to
promote and to the balance of payment s -capacity of the country, ‘

(111) Supplementlng use of external credlt w1th credlt llnes in
national currency 1n order to complete the flnanclal backlng of the local
investment. J i ) _ .o

The cases mentloned above were exanples of one 51ngle pattern of state

financial support for the plan, comsisting in the grantlng cf different kinds
of loans under different term and interest condltlons-A‘The“same applles to
the use of external resourcess - , -

' ‘The Financial Reform - Plan establlshes another pattern of credit aid,
which will be granted in the form 1ndustr1al partnerships, and conducted by
a special department of the Bank of the Republice .

' In its most 51mp1e form thls will be'a development corpcratlcn activity,
undertaken in the private sector - w1thout préjudice to the work which it is

* 'suggested that the. development corporatlons carry -out in this sector - by a
special department of . the Bank of the Republic, which will be subsequentlly
converted inte a genulne publlc corporatlon.'” : ,

’ The reason for creating this pattern of aid lies in the well-attested
faet that domestic capital is of the too scarce to finance specific

/investments, which
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investments, which means that, since they must thus be financed through
conventional forms of credit, credit financed investments become
dlsproprotlonate in relation to prlvate 1ﬁVestment. |

' Intheeecases it is more adV1sable that the promotlon bank itself
should take part in the 1nvestment as a partner, for which purpose it
might purchase shares, debentures or other forms of partnership; it would
then be entitled to supervise and coiitrol the enterprise during the period
in which these were being re-purchased by private investors.

This pattern could be of great use in acceler&tlng the development of
many of the’ projects now held up, by the large share of the Bank's credit
in the total of their investment,

7 Lastly, it should be ensured that the promotion bank, in its long-term
credits or industrial partnerships, assumes the role of econcmic or finamial
adviser to the projects or programmes which it is peying for, in such a way
that credit of this type takes the form of genuine superv1sed loans,
particularly in the field of the industries in promotion,

Credlt should be used to strengthen government action towards other
objectives, Thus, credlts themselves and their dlfferent p0331b1e interest
rates might justifiably be used to: ' ‘ '
(a) Cheaper production of goods for'general'censumptioh;

(b) Support enterprises which engage to maintain specific'sfablé price
levals in conformity with the stabilization prograunes; - '

(c¢) Encourage enterprlses to work more than two shifts;

(d) Support natlonal enterprlses which desire to campete w1th forelgn ‘
exporters in public bidding for contracts. ‘ S '

3+ Regulative instruments for the industrial system

Under this heading the plan contains generlc and specific prov151ons

covering the following aspects:
(a) Capital issues controls; :
{v) Orientation of state policy towards industrial decentrallzation,
(¢)  4ntimonopolistic regulations. -
Other fields have been considered in their proper place and are
dlscussed in other sections of the overall plan,

(a) Capital



(a) Cag;tal issues controls

) The flnanolal reforn laws clearly lay down that use of publlc savings
constltutes an act of soc1al 1mport and is thereby llable to regulatlon and
control by the State.
~ This is espec1ally relevant to the part played by the banks 1n thls
use and to the securxtles market. _

;_ As regards this latter, the plan proposes the fonnation of a speclal
deparUment in the Central Bank, worklng under the advlce of a Natlonal '
Securities Comm1551on, to carry out the follow1ng functions:

‘ (1) To approve the 1ssue, quantlty, condltlons and guarantees of
eVery kind of securltles, shares and prlvate partnershlp offered for sale
to the publlc in the stock market or out of it;

, (11) To order the withdrawal of securltles, shares and partnershlp
from the market when they depart from any of the condltlons mentioned 1n |
the point above, '

(111) To promote and superlntend publlclty relatlve to the securltles
submitted for approval and to the enterprlses whlch 1ssue them;
(17) To malntaln the natlonal reglster of shares, sscurlties and -

partnershlps.

Effective work on the part of this departdent and proper executlon
of the prOV151ons made by the law can be expected to result in sufficient
control of securities issues; thls will constltute & means of protectlng
publlc savings, guarenteelng thelr proper use 1n 1ndustny and preventing

‘wastage of 1nternal capltal sources and will thus serve both to promote
particular 1ndustrles ‘and to encourage publie investment in general. o
(v) Orlentatlon of state pollcv towards industrial decentralization o

In the course of outllnlng the different plans mention les been made
of the problems which in one fonm or another arise in relatlon to the
objectlve of 1ndustr1al decentrallzatlon. Among these may ‘be dlscussed"

(1) The exce531ve polarlzatlon of populatlon and of secondary and

tertlery economic activity in Montevideo and its surroundlngs. Thls results
advantages relative to other centres ih the 1nterlor for which it is

dlfflcult to f1nd any compensatlon (a large oonsumer market, ease in

_ obtalnlng raw materlals, equlpment, repairs, etc., reduced transport 00sts,

/easy outlet
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easy outlet to the exterior, concentration of financial services, facilities
for obtaining infrastructural services such as electric power, etc.). The
centralization process is advancing in step with the universal trend towards
concentration and polarization of industrial activity in existing centres

of population.

(ii) The difficulty of forming poles in the interior which provide
more than ephemeral atiractions. The indexes given in previous chapters
bring out the small importance of industry in the interior of the country.
This results in an unstable development, which tends to distort the
distribution of income and to prevent the process of generating jobs and
better living conditions in the interior from having more than isolated and
partial effects: ' -

(iii) The need to establish complementary industries in the rural area
which can exploit domestic raw material and spread the benefits of industrial
growth through the rural area itself, and which can also complement rural
~activity (e.g. by absorbing seasonally unemployed manpower).

(iv) The existence of enormous regions lacking in all industrial
development, in which it is only considered worth developing primary
activities; these, therefore, lose relative ground with every further step
in the national development. | |

These facts are sufficiently important to justify the plan in making
industrial decentralization one of its objectives and in using, for the
purpose, a nunber of different instrumentse ‘ |

It is recognized that the problem is not easy and that, generally
speaking, it cannot be solved by simply dictating some law or decree. Hany
projects have been circulated in the country but most of them, in spite of
their good intentions, have not been based on an understanding of the full
significance of the difficulties involved. In general they involve excessive
use of taxation machinery and fiscal exemptions, which can hardly provide any
incentive capable of permanently outweighing the attractions possessed by the
Metropolitan area in so many other respects. A part from this, indiscriminate
incentives or these provided simply in relation to distance will not usually
be sufficient to solve problems which require the establishment of the whole
industrial zones; on the contrary, they usually result in the creation of

/drains of
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. drains of protected establlehments which proauce sorie special item and
. subsist on that alone, w1thout fonnlng a’ basls for the further development
“of programned 1ndustr1al poles. ‘

~ On account of the complexity of the prob lem the plan makes: 1ndusttrlal
decentralization part of the programse for regional development. .It should,
‘«therefore, be tackled 1n con;unctlon with - the other development, programues
- (agrarian, trapsport, etc-) and on the basis of -a politico-econguic
definition of depressed areas or areas to be ‘promoted by state actions

In the interest of creating dynamic centres or poles in the interior,

the industrial programme proposes the following concrete instruments. for :
carrying out. comblned actlon under the plan. ' .

_ (i) The SpBlelc exemptlone in the taxation and fiscal spheres,
credit incentives, etc-, as laid down by the Industrial Law, which might
"be arranged so as, spe01ally to fawour the location desireds _ :

(ii) The advantages and pOSSlbllltles which, undér the terms of the
_same . law, the State can derive from the creatlon,of areas or zones with
- industrial 1nwentorles,' B e | SRS '

i3d). -The promoted lndustrles leglslatlon, utder which the State may
dlrectly influence the siting of promoted industries; -

Aiv) The State's dlrect control over development projects, by Whlch
means it can act speclfically and directly at the project level in the
-interests of indusyrial decentralization. IR

These 1nstruments must be used gradually and in such a way as

-eventually to overcome a centradlctlon which is bound- continually to appear
in the 1mmed1ate future. the need to carry “out certain programmes .of
industrial expanslon very rapldly 1n which case the present industrial
sites of Hontevideo and certaln speclfld‘locatlons of the interior (the
litoral zone, for example) provide ‘the wost-advantagsous- conditions; and,
on the other hand, the obgectlve of 1nduetrlallzlng depressed or none
- industrialized areas = for Whlch a longer-tenn, integral approach is
-required, llable to delay or seriously to hlnder rapmi industrialization
of the former type. s ’ : :

' This contradlction cennot be resolved a erorl, rather, the industrial
promotion organlzatlons must approach it in eveny pragmatic style, taking
- agecount of the promotion programmes for thé ‘different industries and of their

own study and assesament of each particular project.
/Meanwhile the
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Meanwhile the plan should'guidé activity in othér spheres,(transport,
energy, comnunications, housing, etc.) towards forming the infrastructural
bases needed for eétablishing poles of industrial attraction in the interior
of the country. ‘

(c) ﬁgggmonépolistic regulations

Everywhere in the world, in developed and developing countries, there
is legislation concerned with the problem which may be created by monopolistic
concentrations as obstacles to a gsocially and economically desirable
development process. |

The general aim of such legislation is to attack:

(i) GonCentratiéns‘of'enterprises which distort the operations of
the market in favour of the enterprises within the group, to the ‘detriment
of healthy competltlon,

. (ii) The rise, prejudicial to consumption, of the general level of
prices in the economy produced by this;

(iii) The concentration of property, which occurs at the expense of
equitable income distribution and encourages the formation of power groups
which extend their influence over the political as well as the economic
system.

These'general aims have led to the approval of various kinds of
5p301f1c laws,

In the case of Uruguay, several bills have besn 1ntr0duced in this
connex1on; 1nvolv1ng different instruments for taking action against
mon0poliés. The plah considers as one of its proper objectives the drawing
up of é law which, taking into account the aims mentioned above, will provide
‘an additional means of industrial promotion and protection. This work is
now in its preparatéry stages and will form an integral part of the plan.

- 4« Manpower training programmes

. Present systeas of industrial manpower training at the worker and
intermediate levels ranges from instruction in publie and/or private
.sp901allzed 1ndustrlal schools {for building, metal-working, electricity,
. prlntlng, textlles, ship—bulldlng, etc.), to tralnlng in the industrial
establishments themselves.' ' ' '

/In eonsideration



) In con51deratlon of tne fact that tralnlng at all levels must, in
several aspects, be. brought 1nto llne with the plannlng process, the g
industrial plan approaches the problems of human resource trainlng from
the point of view of the requirements which must be met 1n order to achleve
the production targets and the more general and far—reachlng object1Ves of
the plan. o . '

- _The relevant aspects of 1ts programme are as follows.  '
(a) Quantitative determlnatlon of the personal needs of the dlfferent i
branches of industry, taking into account ‘the foreseeable evolution of
productivity;. - _ S _ _ ' .

(b) Determination of the future employment structure of each branch in B

. respect of the three b351o 1evels. skilled workers intermedlate personnel and
directive personnel- ' ' )
(¢} Analysis of the tralnlng needs of the dlfferent level, taklng 1nto .
account not only what is needed for eff1c1ent exerclse of the functlons ?;
oorrespondlng teo each, but aloo the supply of basic tra;nlng elements '
needed to allow mobility from one level to another, changes of job w1th1n -
each one and 1ntercommun1catlon between the dlfferent levels;

(a) Study of the teachlng methods sulteble for each level, 1nclud1ng
non-tradltlonal methods in order that they can be adapted to the partlcular
clrcumstances .arising from the geographlcal locatlon of the neede, the
prev1ous level of educatlon of the 1ndustr1al manpower partlclpatlng, and
other factors, in Whlch the tralnlng may have to take place, ‘

(e) . Co—ordlnatlon of the teachlng organlzatlons concerned vniﬂlthe(ﬁfferent
aspects of technical and wﬁnlnlstratlve tralnlng at each level. o ’

5.‘ Product1v1ty and - 1ndustr1al exten31on -services

Productivity serv1oes are 1n an 1n01p1ent stage 1n Uruguay- There is
a Product1v1ty Centre of Uruguay which begen to operate 1n 1965. Its
1nstallatlon was due to a mlxed 1n1t1at1ve on the part of the Minlstry of
Industrles and lebour and the prlvate sector, supported by technlcal
a551stance from Internatlonal Labour Organlzatlon.
1 It 1s recognlzed that producthlty etudles made 1n co—ordlnatlon
wlth the ObJeCthes and targets of 1ndustr1al programmlng can be of valuable

Jassistance in
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assistance in achieving the latter: they constitute one of the instruments
for creating in industry the conditions of competitiveness needed for the
external market. For this reason the plan includes a productivity programme,
whose essential points are as follows:

{a) Productivity studies will be carried out in the promoted industries,
according to an order of priorities still be fixed;

(b) In each industry the analysis will be made first at the group level,
under an agreement which will be drawn up with the trade union concerned,

and subsequently at the level of the individual enterprises of the same
industrys; ’ ' '

(¢) The programme will conform to a schedule whose stages will be
established beforehand by consultation with the CIDE; |

(d) The studies and the supplementary or regulatory investmenta which result
from then will be financed from supervised loans granted from a cred.it. line
which will be established by the Bank of the Rev:ubl:.c,

(e) The studles will be made by the Productivity Centre of Uruguay or other
sult.able entities.

6. Technological research

Industrial technologa.cal research is dispersed among different public
and private organizations,

The public organizations which carry out applied research work
essentially in co-operation with institutes welonging to the tecinical’
faculties of the wniversities and, conse<;1.1-en‘l:,.‘:.:s,l"-Jr play a part in teaching
and even in pure research; in some cases they carry out research on problems
submitted to them by industrial enterprises. The research laboratory of the
National, Fuels, Alcohol and Cement Authority. {ANCAP), which is perhaps the .
best in the country, also belongs to the public sphere.

' In the private sphere laboratorles are maintained by some of the larger
industrial enterprises, 7 / _

The industrial plan treats applied research as one of ths major bases
of that ‘infrastructure vhich is indispensable if the industrial sector is
to embrace objectives of wider scope. "It is only t.hrough applied research
t.hat industry can acqu:l.re a truly nat:.onal ‘character under whlch it supplies

/the interal
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the intemal and external markets with goods of types characteristic of a
developuent based on full use of the opportunities provided by the nature
and relative quantities of the country!s resources,

. The basxc aims of its progracme are: ' -

(a) Mascimm exploitation of-traditionally used domestic raw materlals,
through research into new processes and products which can help to support
the competitive position of these materials in the international market in
face of whlch especially in the cases of natural textile fibres’ and leather,
modern techniques have developed as substitutes for Uruguayan export products,
(b) ' The discovery of processes which will enable domestic raw materials

to be used as substitutes for the materials vhich now have to be’ Llported
for the dlfferent economic activities of the country;

(c) The development of processes which enable imported goods to’ be produced
economlca.lly within the country on scales smaller than those at present
allowed by technologies created in the more developed countries;

(d)  The development of technological processes which require capital and
manpower in proportion to the country'S'supplies of these two factors;

(e) Technical advisory services for industry, to help it solve problems
which continually occur in the production processes;

(£) - The establishment on a pilot basis of processes appllcable in 1ndustry
whose technical feasibility has been subject to previous analJ51s. N

It is considered that these ains may be best achieved by settlng up
technological research institutions in the state sphere, whose personhel
will be entirely occupied with this work and whose programmes will be
directed jointly by the planning orpanization, the national institutes of
prof3531onal tralnlng, the Ministry of Industries, the University Comm1551on
for Scientific Research and representatives from industry.

On account of the limited resources available, the first technological
research institutions to be installed will have to be those vhose field of
operation is related to the traditional industrdies of the'countxy'and the
p0§sibleuindustrial uses of the raw materials processed by them.

- /7. Standardization
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7« Standardization

The Uruguayan Institute of Technical Standards is a private entity,
founded in 1939, which is financed by contributions from private enterprises
and associates and by grants from state organizations.
It is considered that, if industry is to win new markets with new
producets, it is highly necessary that a standardization pollcy supplemeﬁted
with suitable measures for establishing controls of quality should be
‘developed in order to improve and standardize qualities and reduce costs.
The basic points of the standardization programse are as follows:
(a) The standardization policy should be directed by the State, according
te the needs of the country as appearing from industries important in export
trade or internal consumption. The directive organization should be based
on the Ifinistry of Industries; |
(b) State support for the Uruguayan Institute of Technical Standards, have
so that it may have enough resources to fulfil its functions satisfactorily;
(¢} Efficient co-ordination must be established betﬁeen the organizatioh
planning the standardization policy and the technical organization which
studies standards; .
(d) Standardization should cover a wide range, including raw msterials,
stages of production and characteristics of the product, and all relevant
aspects of marketing; '
(e} The preparation of specifications and standards for state purchases,
regard to control of quality, the programme establishes the

follow1ng lines of action:
(2) Establishment of statistical control of quality by the State, to be
carried out by the Ministry of Industries;
(b) Determination of controls of quality needed for exnort products:

(1) Standards and tolerances elsevhere used;

(ii) Identification of the product object of control of quality;
(¢) Incentives for establishing controls of qpallty at the factory level:

(i) Credit,

(ii) State vurchases,
(iii) Technical assgistance,

(iv) 4As required for the approval of investment prbjects;

/{(d) Diffusion
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{d) Diffusion of methods of control of quality to be used at the factory
level: :
(1) For raw materials, o T
(ii) In the determining stages of production processes,
* (i1i) For finished products and their forms of vresentation;
(e) Equipping of control systems in private control of quality laboratories:
(i) Standards for such equipiient; D
(ii) Sporadic controls of sample selections.

/Chapter VI
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Chapter VI
EXTERVAL ASSISTANCE FOR INDUSTRIAL DEVLLOPMENT

BExternal aid to industrial development has been provided basically
in the form of technical and financial assistance,

With regard to the former, the Investment and Economic Development
Commission (CIDE) has received multilateral assistance from the United Nations
Bureau of Technical Assistance Operations, the Economic Commission
for Latin America, the Latin Americen Institute for Economic and Social
Flanning, the Inter-imerican Development Bank of the Organization of
Americen States and from the Food and Agricwlture Organization of the
United Nations,

Practically the whole of international assistance in the indugtrial
field has taken the form of studies of specific industries, technological
research and market studies.

The subjects covered were as follows:

~ Report on the textile industry

~ Study of the metal-transforming industry

~ Fertilizers

- Study on the state of the chemical industry

-~ Expension prospects of the pulp and paper industry

—~ Programe of fishing development

- Report on the foot=wear industry

~ Exploitation of mines and quarries (marble, granite, tale, dolemite)

- Iron and steel industry {feasibility study)

- Study of the leather industry

~ Applied technolqgical research

-~ Market studies for the sale of certain products in Brazil

The technical assistance operated through the channel of an CAS/IIB/ECLA
Advisory Group on Flamning, directed by a head of the group responsible for
guiding and co-ordinating all work done. ‘ .

This arrangement had excellent results in Uruguay, and its success is
cengldered to have been largely due to the personal qualities of the head
of the groilp.

/In Hiarch ~



In March 1966 the advisory group will cease to function as such and
each expert will be from then onwards under the orders of the organization
which sent him. Consequently, the tasks.of co~ordinating the assistance,
formulating its programmes and supporting the work of the experts will
devolve on CIDE.

As regards financial assistance, the Bank of the Republic has received
overall loans from IDB, IDA and Eximbank for use in granting sub-loans to
the industrial and agricultural sectors.

Some of the major industrial enterprises have obtained loans from the
Inter-fmerican Development Bank to finance projects in the meat packing and
milk produéts industries,

It is considered that the country has need of extensive technicsl
assistance in specific fields of industry. For the first time steps have
been taken to formulate a technical assistance progranme (for 1966) and,
although many difficulties have been met with as a result of ignorance of the
administrative procedures, of the assistance organizations, experience has
been gained which will enable programmes of this type to be. substantially
improved in future, ) ,

Experience has so far shown that the success of an aid mission is
related, among other factors, to the quality of expert, the length of his
stay in the country, earlier information available, his knowledge of the
language of the country and the receptiveness and degree of preparation
of the entrepreneurs of the branch studied.

As regards the length of stay, experience shows that although missions
in specific fields do not need to last as long as those of more general
coverage, they should be made long enough to allow the expert to make his
own assessment of the situation by visiting a sufficient number of industrial
establishments representative of the activity, belonging to different size
strata and geographical situations, and by making contact with entrepreneurs,
technicians, sellers of machinery, officials, etc. It is only in this way
that they will be able to discover in an industry problems that are invisible
to those irmediately concerned with 1t, analyse their causes and suggest
means for removing them, which is one of the main purposes of assistance and
the source from which the basic lines to be taken in the respective
programmes can be derived,

[Amex T
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Annex I

STATISTICAL TABLES
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Table 1

URUGUAY: EXPORTS OF INDUSTRIAL PRODUCTS
(In millions of 1963 dollars)

Divisions 1963 T 1967 1974
20-21 62,0 - B5,2 161,1
23 37.3 57.1 G3.7
24 . 0.1 0.7
2526 . 0.5 C. 7
27-28 . 0.1 0.1
29 2.1 11,0 23.9
30 0.4 2.3 T
31 6.6 8.2 2.3

32 . . .
33 0.3 1,8 5.6
34~35-36 C.3 2,9 15.4
37 . . 1,0

38 . . .
39 0.4 . 0.1
Total 109.4 169.2 3340

/Table 2
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. Annex. II
FINANCING OF MANUFACTURING INDUSTRY *

The analysis of the fomna.tlon and channelling of savings in the
industrial sector could not be completed partly because of the
methodological limitations to which this type of study is generally subject
" 'but primarily because nbt enough quantitative information could be ootained

The terminology uséd was that of the national accounts, o.lthough this
produced certain difficulties such as that fJ.scal creditors could not be
determined separately znd were included within the heading of short—term
creditors; it was also not possible to dlst:.ngu_'l.sh lozns by bank
mstltutn.ons and forelgn leoans. .

We may add that it has been a study of a financial structure in
conditions of inflation, .

The work is divided into three parts: the first contalns the study
oi‘ ‘the source and use of funds accounts of a sample of 53 enterpr:.ses whi.ch
a;-e quoted | pn. “the exchange and which represent about 18 per cent of the
industriel value added;: the second contains a more detailed a@-glysis of
one of the sources: profits, for which the period analysed could be extended
from 1955 to, 1963 inclusively, using material provided by the Bank of the
Republic for the years 1955-1960; lastly, a short ssction of concluding
remarks has been added. - _

1. Account of sources and uses:of funds for the -
Eroup of enterprises

(2) Percentage distribution of sources and uses of fiunds

Tables 1 and 2 give the distribution of the accownt of sources and
uses of finds m 53 industrial stock companies, in which it appears that
an average gross investnent represented almost 50 per cent of the total for
uses n 1961-1963, rising from 51 per cent in 1961 to 56,1 per cent in 1962
and dropoing sharply to 42 per cent in 1963,

/Table 1
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Table 1

URUGUAY: SOURCES AND USES OF FUNDS FOR 53 INDUSTRIAL
STOCK COMPANIES, AT CURRENT PRICES

(Percentages)

I, Total uses

1.

Re

Gross investment
Fixed investment
Inventory changes

Finaneial investment

Special funds and banks

Debtors and outstanding accounts

Advance payments and deferred
charges

Other financial investments

11, Total souy cas

1961 1962 1963
1000 2000 100.0
51,0 56,1 42.0
14-202 31‘-- ) 2-1!0
8.8 2.5 21.0

- 1. 563 19.8
51--6 32.3 ’ 2800
3¢9 2.4 2.3
8.1 3.0 79
100.0 1000 100.0

1, Internal scurces 529 2943 30.8
Profit distributed in shares s Y Ga7 Te2
Amortizations o 24,0 16.5 14.0
Reserves 5. 3.1 9.6

2, External sources 47.1 70,7 69,2
Inflows of capital 12.2 3k 0.2
Short~term credits ~3.9 a2 41.1
long-term credits 12.1 6,2 9.8
Other external sources 26.7 16.9 18.1

Scurce: CIDE.
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N Table 2

: URUGUAX:

SOURCES AND -USES ‘OF FUNDS FOR 53 LJDUSTMAL
STOCK COHPANIE

(In t.housands of pesos of Decenber 1963)

Total uses

l.

24

Gross inVestment

: F:x.xed J.nvestment

Inventory ch anges '

Flnanc:la.l inv estmmt

-Special funds and banks

Debtors and outstandirig accounts

“Advanced pa'rments and deferred

charges

Cther f:l.nanclal mvestments

Total- sources

1.

~Intemnal sources -

' Profit distributed in shares
Amortizations I

7 Reserves o

Exbemal sources

Inflows of capltal
Shor'b-tem credlts
Long-term cred:rbs

"-‘ Other ext.ernal sources

1961

1962

-1963

55 828.8

08 _691.{ _"‘l ; _-_E _288_"6_"5.2
106 53%.6 152 689,86 121 239.8
88 073.7 9% 42,5 . 60 697.7
18 460.9 ¢ 58 647.3 . 60 542.1
102 156.7 119 257.7 - 167 -403.7
3 718.0 14 505,0 57 173.1
107 715,687 775.1 80 784.1
8200,9 6 465.7 .. 6 76L.5
17.477.8 10 511,9 | 22 685.0
208 691.3 271 947.5 288 643.5
110 468.3  79.835.9 88 955.2
49 491,01 26 369.7 20 716,8
50 097.7 4k 851.2 40 271.6

- 10 879.5 8 615.0 27 966.8
98 223,0 192 111.6 199 688.3
25 426.5 9 129.4 55245
8 203,0 120 0%.2 118 64l.5
25,170,716 929.1 | 28 264.5
45 958,959 229.8

/It is
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It is interesting to observe that within the gross investment, fixed
investment fell continuously from 42.2 per cent in 1960 to 21 per cent in
1963, while inventory changes increased, reaching in 1963 a value squal
to that of fixed investment. As a large proportion of fixed investment
naturally consists of luported machinery, an attempt was made to determine
vhether the variations in this investment corresponded to any extent to
those which occurred in import of machinery., It was discovered that the
trends were similar, imperts of machinery increased in 1962 and fell in
1963 1o the minimum for the three years,

Factors such as modifications in the foreign trade legislation may
be expected to have affected the formation of fixed investinent.

In contrast, financial investment grew, as especially appears from
the analysis of its evolution in terms of constant prices which will be
glven below, _ _

Loans granted by the companies. accounted for a considerable part of
such investment, decreasing, however, from 51,6 per cent in 1961 to 28 per
cent in 1963; their liquidity, on the other hand, showed a large iricrease,
from 1.6 per cent of total uses in 1961 to 5.3 per cent in 1962 and to
almest 20 per cent in 1963.

A_ continuous increase may also be observed ll‘l the heading, other
financial investments,

Intemal sources, after reaching almost 53 per cent of the total in
1961, fell to 30 per cent during the following two years. This is owing
to the continual decrease in profits distributed in shares and in
mortizations, The latter have always const.ltuted the most mportant
heading in internal sources. '

Conversely, external sources have grown in inportance as a result of
the large increase in short-term credits vhich, after a decrease in 1961,
became the most important head.mg in the total of sources in the following
two years. Ceopital inflows, meanwhile, were reduced fo a negligible
proportion by the third year of the period. Other external sources
constituted the second most important heading in the total of sources owing
to the amounts of profits distribubed in cash and not distributed.

/In attempting
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In attempting to extend the analysis, enterprise size was proposed
as a factor affecting the composition of the sources .and uses of their
funds, 4n analysis was then {mc_lertaken similar to that already made,
but, dividingl the industrial companies into three groups, according to size
(large-scale, medium-scale, suall-scale)s Bach company was then assigned
to its group on the basis of & number of factors, such as amount of capital
and reserves, amount of sources and uses, amount of assets, etc. (See
tables 3, 4 and 5.)

Although it is difficult to discover any conclusive differences
between the groups, it can be observed that in the large-scale enterprises
financiel investment is greater than gross investment, while in the medium—
and snall-scale groups the reverse is the case. '

It can also be observed that, with respect to inventory . Ainvestment, '
there was every great mcrease in the large-scale group, a snaller Ancrease
in the medium-scale, and a decrease in the guall-scale, T

. A11 the groups had the same evolution in respect of special funds and
banks, which increased in importarce, and debtors and outstandiné accounts,
which decreased, c

As regards gources, it is noticeakle that in the small-scale enterprisés
internal sources were greater than eytemal owing to the part played by
profits distributed in ‘ghares.

Finally, it appears that %oﬁtem credits increased greatly in the
large-scale group, increased less in the medium-scale group and decrsased
in the small-scale group. These facts tend to show that the smaller
enterprises of' t.he J_ndustr:.a.l sector depend to a very conslderable exbent
on their own résources for naking J.nvesments, while the larger have
opportunities aof usmg externa.l sources,

(v) _Q_grtaa.n ponfovs__‘d.g_v;eloped

The evolution of the sources of the enterprises will be examined
separately; then, after anelysing the evolution of uses, the different
investments will be related to their financing.

In some cases, in spite of the limitations vihich this involves,
figures at 1963 constant prices will be used, adjusted according to the
level of implicit prices.

/Table 3



Table 3

URUGUAY : DISTRIBUTION OF SOURCES AND USES OF FUNDS
FOR 1/, LARGE~SCALE INDUSTRIAL STOCK COMPANIES

AT CURRENT PRICES

" (Percentages)

1961 1962 1963
Total uses 100.0 100.0 100.0
1, Gross investment 39.5 50,0 342
Fixed investment 53.7 27.9 Lok
Inventory changes ~Lin2 22.1 19.8
2. Financisl investment 60,5 50,0 65.8
Special funds and banks : he6 A 23.8
Debtors ard outstanding accounts 69.1 35,0 32,9

Advance payments and deferred : :
charges 2.8 2.6 1.8
Other uses ~16,0 6.0 Te3
Total sources 100.0 100,0 1¢0.0
l, Internal sources 72.5 28.4 28.3
Profits distributed in shares L2, 8.7 . 545
Amortizations 36,8 14,9 12.1
Reserves - ~7.2 L.8 10.7
‘2. Ixternal sources 27.5 1.6 71.7
Inflows of capilal i2, 2.1 ~0.2
Short—term credits -3909 52c8 ] 4508
Long-term credits 13.0 . ~L1l . - b
Other external sources 41,9 17.8 19.7
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Table 4

URUGUAY: DISTRIBUTION CF SOURCES AND US55 OF FUNDS FOR 18 MEDIUM-SCALE
INDUSTRIAL STOCK COIPANIES, AT GURRENT.PRICES

(Percentages

1961 1962 1963
Total uges o 100,60 . -100.0 100,0
l. Gross ;L-nvestmenf 61,6 - . 69,0 - 67.6
Fixed investment 40.9 - .49.8 - 39,0
Inventory changes 20,7 19.2 28,6
2, Financial investment | 35‘_% 31.0 32,4
Special funds and banks 3.3 8.
Debtors and outstanding accounts 36.2 27.3 12,
Advance payments and deferred '
charges : 4.8 2.2 2
Other uses - ~3a.2 ~l.8- . 8
Total sources . _Qﬂ‘: 100.0 o 100.0, 100,
1, Internal sources | 32.9 25, | 28.3
Profits distributed in shares 6.8 9.8 F 79
Amortizations 13.5 20,2 - . 17,0
Reserves ‘ A 12,6 enliab 0 3eky
2. E}{ternal SOurceS ’ - . 61 nl . . .___' 2&-06 ’ iln i
Inflows of capital E 13.4 345 ) . 062
Shorteterm credits .. -.32.8 -~ " 3he2 39.3
Long~term credits ‘ 10.7 25.6 C 20,7
Other e xternal sources 10,2 1.3 1.5

Source: CIDE
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Table 5

URUGUAY ¢ DISTRIBUTION OF SOURCES AWD USES OF FUNDS FOR 21 SHALL-SCALE
INDUSTRIAL STOCK COMPANIES, AT CURRENT PRICES

(Percentages)

1961 1962 1963
Total uses | 100.0 1000 100.0
1. Gross investment 52a5 70.9 39,0
Fixed investment 13,0 L4765 : 3345
Inventory chenges 39.5 T 2344 5f5
2. Finaneial investment 47.5 29,1 61,0
Special funds and banks _ 208 2.8 13.9
Debtors and outstanding accounts LT.7 2he2 27,1
Advance payments and deferred o ' _
charges L6 1.5 2.0
~ Other uses =2 o0 0.6 11,0
Total sources 10,0 100.0 lOO.'O
1. Internal sources 56.8 46,3 71,4
Profits distributed in shares 15,2 16.8 25,2
Amortizations - 18,6 19.8 - 2Le5
Ressrves 19.0 C 9.7 21.7
2+ BExternal sources o L3.2 53,7 28.6
Inflows of capital Ty 12,4 542
Short=term credits. -10.5 3,6 8,9
Long-term credits 13.4 13.7 9.0
Gthér external sources 32,9 2L,0 23.3

Source: CIDE

/(i) Sources,
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(i) Sources. Tables 1 and 2 above show that there was a downward
trend in profits distributed in shares during the per:.od 3 by 1963 they had
fallen to 40 per cent of the flgure for 1961, ,

The amownts of the gross pI’Dfl‘bS a.llocated i‘or amortlzatlons and
reserves have depended to a great extent on the personal initiative.of the
executlves of each enterprises These amounts vary considerably from one
‘mterpm.se to another; it cannot help seeming anomalous that when they mey
" be very large in one, they are almost negligible in others,

' Iri extemal soiwrces there has been a decrease in inflows of cap:.tal,
.which also appears when the figures are expressed at- current pr:i.ces. '

' This was confirmed by a study made in the stock excnmge, which showed
that sales of industrial shares are decreasing relat:.ve to the total of
transacticns (from.15 per cent in 1960 to 5 per cent in 1963). Parallel
with this there has been an enormous decrease in quotations of these shares.

Short-term credits increased greatly, but the overall increase
depended almost entirely on their evolution in the group of large-scale
enterprises, as there were no corresponding increases in the other two groups,

. Long-term cred;.ts have remained more or less stable, m.th the biggest
fall in their share in 1962,

The other externsl sources heading depends almost. en’t,irely on ne't.
profits end has varied according to theu, ‘

The ‘share of fiscal creditors in sources could orly be ascertained
in-26 of thé 53 entervrises of the saple. (See table 6.)

The. contlnuous growth of the wnpaid fiscal charges heading {(at current
prlces, 15.6 24,8 and 27,2 million pesos for 1961, 1962 and 1963) has made
them one of the major sources, with & higher average percentage over the
whole period than short-~ and long-term credits together and mth the highest
individual, percentage in 1962, o |

‘ It is not unreasonable to conclude that with regard to the sample as
.3 whole. a large proportion of -short-term -credits ~ which were seen to be
the largest source of funds = consisted of unpaid fiscal charges. E

/Table 6
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Table 6

URUGUAY: DISTRIBUTION OF SOURCES AND USES OF FUNDS FOR 26 INDUSTRIAL
STOCK COMPANIES WITH UNPAXD FISCAL CHARGES, AT CURRENT FRICES

(Percentages)

Total uses

1.

- 2.

Gross investment
Fixed investment

. Inventary charges

Financial investment

Special funds and banks

Debtors and outstanding accounts
Advance paymenis and deferred charges
Gthers financial investments

Total sources

1.

2e

Internal socurces
Profits distributes in shares
Amortizations

Reserves

Ixternal sources

Inflows of capital
Short term credits
Long term credits
Unpaid fiscal charges
Other external sources

1961 1962 1963
1000  100.0  100.0
57.9 68,7 Lhe?
k7.3 38.7 2542
2.0 Oeh 13.9
L2.2 2665 26.1
6.1 1.8 2eds
~842 246 12,7
1C0.0 100.0 100.0
4349 372 32.5
26,1 147 110
2545 19.7 15.6
~7e7 2.8 549
56,1 62.8 67.5
16,2 3.2 0.3
AT 12,6 273
17.8 : 6.1 2.7
188 2Bub 184
27.7 17.3 18.8

Source: CIDE,

/(i1) Uses



(ii) Uses of funds and their firancing
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It is coﬁsidered'that funds

demnng from inteimal sources, plus inflows of capital and long-term credits
should, in theory, be entirely used for making f:uced investmen'bs.
Table 7 shows that an average during the. peri:od only 63 per cent of

the estinmated available sources of these types were used for th:.s purpose.

I{ is interesting to notice that in 1962, when these sources reached a
minimum and fixed investment a maximum, the percentage was almost 89 per

cent,

The colums to the right give the inventory changes, tﬁé aﬁount of
_sources available after financing fixed invetment and the rela.t.:.on between -

then,

“Table' 7 -

There were very considerable changes during the period,

- URUGUAY: REIATION BETVEEN THE GROSS INVESTMENT AND ITS COMPONENTS,
WITH THEIR POSSIBLE SOURCES OF FINANCING, iN THE SANPLE AS A VHOLE

{Thoussnds of pesos of Dagember 1963}

Intemal sources

Invena

* long-torm oredyt Fixed S -Gross -
Yool & inflows of invest- 21 . tory 1~2 . 5/ invest~ 177
capital ment o cha.nﬂea : ment
(1) {2) - {3) ) 5y (6) ) (8)
1963 161 065.5 88 07347. Sy . - a_p H60.9 . . 725034 B95,Y 106A5‘31:.6. 151.2
1962 105 Bk Sh o425 - 888 S8 643 - M 751.0 2.2 152 685.8 6343
1963 177722 606977 SLS5. 605421 . 570745 93 12 2398 9%l

-y

/The percentage



The percentage distribution of the possible souwrces of Tinancing
for fixed investment for the perdod 1961-1963 was as follows (on the total
of 385 million pesos given by table 7 and at prices of December 1962);

Profits distributed in shares . 25,1
Amortizations ' 35.1
Reserves ' 12,3
Inflows Q.2
Long-tern credits . 18.3

Financial investiient has cbntinunusly increased,' in spite of a constant
decrease in its most important leading, debtors and outstanding accounts.
This latter was counteracted by .growth in the headings, special funds and
banks and other financial investments. (See table 8.)

It is assumed that financial investment was financed by short~term
credits and other external sources, which an average amounted to 98,9 per
cent of their value for the pericd as & whole.

Table 8

URJGUAY: RELATION BETWEEN FINANCIAL INVESTUENT AND ITS COMPONENTS,
WITH THEIR POSSIBLE SOURCES OF FINANCING

(In_thousands of pesos of December 1963)

Short~term . Financial

Financial credits and investments
Tear investments other external /L ¥+ inventory 2k

sources changes

(1) (2) z (4) (5)
1961 102 156,7 47 625.8 b, 6 120 617.6 39.5
1962 119 257.7 166 053,11 139.2 177 905.0 93,3
1963 167 403.7 170 871.3 - 102,1 227 945.8 75.0

/However, only



- 13 ~

However, only 73 per cent of financial investments and inventory
changes ‘taken together were flnanced i‘rom these sources, which means. that
27 per éent were f:l.na.nced from soarces which in theory could have been ‘used
for i‘:ued Jnvestment.

2. Analvsa.s of 'bhe _aroflts of the industrial eaterprises -

(a) Relative size of the profits -
Table 9 gives the percentage dividend on capital plus resex'ves
-obtained by the :x_ndustnal enterpra.ses in the perlod 1955-1963. ‘

Table 9

URUGUAY: PERCENTAGE PROFITS OW CAPITAL AP RES.,PVBS BY SIZE "OF
THE INDUSTRIAL mmmm}fsm

Large—~scale Medium~scale Small-~scale

Tears enter_p:g‘ises . enterprises enterprises
1955 6 11,9 o 13.8
1956 | 12,0 S P | 13.7
1957 131 12,6 S b
1958 6.2 16,7 18.1
1959 16,9 18,2 18,7
90 127 12 : 8.2
1961 10,9 9.0 o 18.3
1962 | 8.2 k8T 13,3
1963 1y a3 138

Source: CIDE.
‘ _.I.Llstuciy' on the formation of savings which proposes to analyse the
situation respecting wundistributed profits should obviously begin by
examining profits themselves, that is, the overall voluie of gains, .

Iﬁtemal 'soufces will hardly be able to play a part .of any importance
in Uruguay if the total amownt of profits is small,

/The problem
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The problem of intemal sources is increassd by the constant
deflation vhich deprives the apparent profits which _i£ has Been intended
to determine of much of their real significance, |

There are at least two obvious factors which may distort the apparent
' percentage of profita: i_riadequate cajculation of fixed asset depreciation
and undervaluation of stock of capital, |

Table 10 is intended to give an overall idea of the effects of this
latter, Though the fipures are far from being exact, this does not vitiate
the general conclusion which it is desired to reach the enterprises have
declared amounts of profits that are largely due to the inflationary
process, and to the extent to which these have been distributed part of
their own capital has been included in the distribution,

Colum 1 gives the ihvehtory amounts according to the books, Colum 3
-gives the figures of colum 1 deflated according to the general index of
implicit prices.

Colum 4 shows the increments of colwm 3 which, when multiplied by
the orice index, give the inventory changes at adjusted current prices.
Br comparing this latter with colum 6 (inventory changes according to the
books) we obtain the difference between the real inventory changes and what
they were believed to be {colum 7). Comparison of real profifs (column 9)
with distributed profits (column 10) shows that the enterprises have not
only ovez?estimated_their profits throughout, except in 1962, have |
distributed part of their capital,
(b) The co-efficient of profit distribution

The savings of the enterprises are formed of depreciation of equipment
and installations plus part of their net profits after tax deductions.

Several factors affect the profit distribution “brend,. all of which
must be taken into account if it is intended to introduce measures for
encouraging this method of saving, The fundamental factor is, however,
the propensity to distribute profits, which is related to the commitments
of the enterprises ktowarcis their shareholders., When the amount of profits
rises above this lpercentage it becomes possible to withhold and reinvest_
some part of them, ' '

/Table 10
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Table 10

URUGUAYs UNDERVALUATION OF STOCK OF CaAPITAL IN INDUSTRIAL ENTERPRISES

{In_thousands of 1963 pesos}

Inventory chunges

Profits

8.y : diemgﬁaq

Inventory Index ny nt;:r_v .
ago/booka hll)rg%égit a.é ;‘,;3.’2223"" Consteprs Currsnt pr, Aeu/boql!m 65 aco/books | dleteintte
(1) (2) (3} W (5) 6y ) (8 0} & oy

1960 563 754 . 100,0 563 754l ee - vee T e b .o “ees
19'§i 563 52,4 . 113.7 513 150.7 56 603.7 ~64 3584 13 £98,0 78 056,u 81 993.5 39371 ¥ 4884 .
1962 - 631 3c8,6 1174 537 741.6 2% 590,9 28 869,7 L7 B56,2 18 986.,5 62 666,5 - 43 €BG.0 3B Log.0
1963 651 850,7 176,5 391 983.4 . -85 758.2 257 263.2 60 5M2.1 317 B(5.3 f (91 460.6 w226 SWM.7 52 9858
Sourcs: CIDE
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This is confirmed in Uruguay®s case in which it can be observed that -
on the whole any increase in the d1v1dend is matched by a corresponding
decrease in the percentage of proflts distributed, and when, as has been
the case since 1959, the dividend falls, this percentage increases.

(See table 11.)

Table 11

URIGUAY: RELATION BETWEEN THE DIVIDEND AND THE PROFITS
DISTRIBUTED BY THL INDUSTRIAL ENTERFRISES

(Percentages)

Years Dividend Digzglgged U“dlijfgﬁ‘;m
1955 12,1 6744 | 32.6
1956 12,5 59.5 . | 405
1957 13.2 5944 4046
1958 16,7 49,0 ' 51,0
1959 17.6 40,0 | 60.0
1960 141 _ 49,6 50,4
1961 1.2 I3 55.6
1962 7.9 46,6 5344
1963 1.1 ‘ 5545 ‘  Lk5

Source: CIDE.

Hith regard to their amounﬁs, on the other hand, the distributed
profits tend continually to increase, while the undistributed fluctuate,
In this case it seens that the amount of distributed profits is the variable
which should be first considered and thaf undistributed profits should be
determined in the light of this. |

/Table 12
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Table 12

URUGUAY : PERCENTAGES OF PROFTIS ON CAPTTAL AND

RESEIVES BY BRANCHES OF INDUSTRY

| 'Bra‘.nc;h of _:Lﬁda_zstry . | '1.961 “ 1962 1563
;;. Food products -..:'1'5_-,7 : 15,3 21.3
21, Beverages '1.3".;?- l?e'l 13;7
23, Textiles - 14,7 ‘loss 1,2
27, Peper 9 ug 15,7
28, '-iPr:;.ni;‘ing, -publishiﬁg a.nd ' : ) .

allied industries 12,9 - 8.3 9.1
30.. Rﬁbbe;f p‘rodu.ctg-.'.; "loss 16,0 28,3
3_1; . ?hemiéals 10,5 8.9 9.9
33, . Nomemstallic minerals 23,1 18,0 21,0
i Pnﬁgrug;ﬁ:il;trans#mg Mo e s
35. Sécondazﬁr .‘me’t.’a.l-"t.rer‘msformi-.ng S |

industries loss 3 doss loss
36_. Piapuféctﬁre .__tntf"mach'i._nézy lB;é o -:':ll.‘,5 ' 12;'6
7. Electrical articlss 10,5 10,6 loss:-

/3. Concluding
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3s Concluding remerks

(2)  Financing sources and policy

The degree of state perticipation in the economic process and the rate
of growth which it is desired to achieve are determining factors in the form
of finencing, Financing policy itself should be designed in accordance with
this ‘desired growth rate, which is known to depend in large degree on the
investment rate and, consequently, on savings,

Finaneing policy must, then, take inta account:

(1) That the country is embarking on a development plan which envisages
a relatively high growth rate; '

(ii) That the country poscesses a mixed economy, in which a large
proportion of prodﬁctive activities belong to the private sector.
() Internal sources . '

The savings generated in the private sector must be increased if the

comntry is to achieve a high investment rate., Family savings, whether
derived from wages or capital, tend to be spent on consunption, and a further
large proportion of savings must be used for investment in housing.

The increase in savings will therefore either have to occur in the
savings of the enterprises or will not occur at all, The financing problem
in Urugnay should, then, be posed in terms of the very low level of self-
financing by the enterprises. '

_ As long as internal financing remains at or near the present level
the supply o; capital will continue to be inadeguate and enterprises w:.ll
continue to have to make excessive use of credit. o

Clearly, the growth of intermal finemcing implies an increa's'e of
profits, as it does not appear that it could be genérated by reducing the
cash dividends distributed. - |
(¢) External sources

(1) Credit. In the period under consideration long-term credit and
internai sources were together sufficient to finance fixed investment, but
it is unl:l.kely that this would be the case if investument expectations were
increased.

/Medium= ang
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Medium~ and long-term credit should therefore be reinforced by
official credit or by creating specialized banks concentrating on selected
industries and on enterprises having less access to the traditional sources
of credit;

(i1) Inflows of capital. The study revealed that there were almost
no new inflows of capital during the period.

If saving is to be entering and returning to the stock exchange on
any large scale two conditions must be fulfilled: first, that the greater
attractions of others, more speculative and more profitable types of
investment are diminished, and, second, that the present situation with
regard to the profits to be expected from this type of investment is
improved.






