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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: Uruguay - Agri-Industry Development Loan

Attached for your review are the recommendations for
authorization of a loan to the Government of the Oriental
Republic of Uruguay in an amount not to exceed Five Million
($5,000,000) dollars to assist in financing the dollar costs
of a program to provide medium and long term financing and
technical assistance for the development and expansion of
agri-industrial and related enterprises in Uruguay. An
amount not to exceed $500,000 may be used for feasibility
studies and technical assistance.

This loan is scheduled for consideration by the Development
Loan Staff Committee on Monday, June 23, 1975; please note
your concurrence or objection is requested by close of
business on Wednesday, June 25, 1975. If you are a voting
member a poll sheet has been enclosed for your response.

Development Loan Committee
Office of Development
Program Review

Attachments:
Summary and Recommendations

Project Analysis
Statutory Checklist
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PART T - SUMMARY AND RECOMMENDATIONS

A. Borrower

The Borrower will be the Government of the Oriental Republic
of Uruguay (GOU). The primary executing agency of the loan
will be the Ministry of' Industry and Energy, with the Central
Bank acting as GOU financial agent. The sub-borrower under
the Loan will work through the commercial banking community.

B. Amount and Terms of Loan

The loan is not to exceed US$5.0 million. It will be repaymble
over 40 years with a 10 year grace period on principal
repayments. The annual interest rate will be 2 percent

during the grace period and 3 percent thereafter.

C. Sector Goal and Project Purposes

The goal of the project is to create an agri-industrial
infrastructure capable of expanding non-traditional exports,
thereby contributing to a diversification of agricultural
production, increased foreign exchange earnings and increased
production, employment and income opportunities for the target
group. The project purposes are: (1) to provide a package
of financial and technical services to privaete entrepreneurs
and cooperatives tor the establishment or expasnsion of agri-
industries (food processing): (2) to help establish an
effective delivery system for these services: and (3) to
stimulate new production and marketing alternatives for small
and medium farmers through the establishment of viable agri-
industrial enterprises.

D. Project Description

The proposed US$ 5 million A.I.D. Loen will assist the
Government of Uruguay to address a major constraint to economic
growth and development over the past two decades, namely the
lack of medium and long-term credit for financing productive
investments. The Loan will provide foreign exchange for
capital goods imports, essential raw material working capital
requirements fe.g. tin plate for processing plants) and
related technical assistance in support of new or existing
export-oriented food processing industries and related

service industries. The GOU counterpart funds will finance
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local costs for civil construction, purchase of existing plant
Tacilities, locally-made capital goods, vorking capital
requirements, feasibility studies ang technical sssistance,

As part of its counterpart contribution, the Borrower will
establish an industrial credit insurance fund or iuaranty
arrangement to be administered by the Central Bank to protect
commercial banks against a portion of commercial financing
risks involved in sub-borrowing, as a means of reducing
existing excessive collateral requirements.

The project will include & heavy emphasis on the institutional
development of o special mechanism which will perform
development banking functions to evaluate project
proposals and channel medium-term credit through the commer-
cial banks to the private sector.

The ultimate intended beneficiary of the project is the small
and medium farmer who is the principel producer of non-
traditional export Croos and who will be stimulated to new
production and marketing activities by the establishment,
expansion or modernizstion of agri-industrial enterprises,

The initial and intermediary benef'iciaries will be the

private entrepreneurs and cooperatives who will invest in and
operate these auri-industrinl enterprises. The productive
sectors of {he cconomy as a whole will also benefit from the
creation of an intermediate financing mechsnism for channeling
credit end technical assistance to viable developnent projects,

E. Financial Plan

Of the total Loan amount of USH 5 million, the bulk of the
Loan will be utilized for capital poods imports in support of
new or existing export-oriented food pbrocessing industries,
which utilize inputs provided by Uruguay's small and medium
farmers, and related service industries. TIn addition, the

Loan will provide up to USH 350,000 foy technical assistance

to sub.borrowers Tor conducting Teasibility studies Tor pro-
spective sub-projects and for assisting sub-borrowers in setting
up new, cr expanding existing, orri-industries, and up to

Usy 150,000 “or teclmical assistance io the implementing agency
itself. of the carital poods imvorts component, up to
US$500,000 will be available to finance dollar cost procure-
ment of farm machinery for farm machinery service programs by
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agricultural cooperative and/or private contractors to provide
needed services to small and medium farmers who produce non-
traditional export crops. The GOU counterpart funds will meet
all necessary local costs of approved sub-projects under the
Ioan, with a minimum contribution of the peso equivalent of
US$ 2.25million, or 31% of total project funds.

The exact interest rate to the sub-borrower will be mutually
agreed upon after a comprehensive examination to be undertaken
by the GOU as a condition precedent to initial disbursement.
It is contemplated that the total rate will be approximately 10%
in real terms. This rate would also apply to local cost
finencing from GOU counterpart funds. The amortization period
for sub-loans would vary between 3 and 10 years for capital
goods procurement and related services, and up to 2 years for
essential working capital requirements. Together with a
possible grace period, final terms would depend on the nature
of the sub-project proposed for financing. All sub-loans
will be readjustable according to an approved index, most
probably the Montevideo cost-of-living index. (This formula
is consistent with that to be used by the IBRD Industrial
Sector Ioan). A fee for the cost of a credit insurance policy
or credit guaranty arrangement will be in addition to the
determined interest rate.

The following represents expected disbursements of project
funds, by use, dvring the 3-year disbursement period:

(cyY) Zé 77 718 Total Percentage

1. AID (million US$) .55 1.7 2.75 5.0 69%
2. GOU pesos 51%
(millions US$ equivmlent) .25 1,15 .85 2,25
TOTAL .8 2.85 3.6 7425 100%

F. Other Sources of Financing

The EXIM Bank and the IDB have indicated they src not interested
in financing this project.
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This proposed Loan will directly complement a US$ 35 million
IBRD Industrial Sector Loan, which will also provide financing
tor export-oriented industries in Uruguay. The IBRD Loan will
utilize the same institutional mechanism (Unidad Asesora) tor
the capital imports component of its loan (US$ 1h.5 million)
which, while available for all export-oriented industries,

will be primarily directed toward modernization or expansion

of existing export-oriented industries other than food proce-
ssing, in which area the AID Loan will be concentrated. TIBRD
was approached about financing this Loan as well, but AID was
informed that sufficient Bank funds were not available at

this time to adequately finance demand from the emtire industrial
sector and that complementary AID financing of the food processing
sub-sector would be very important to sectorial objectives.
Therefore, AID Loan funds under this project will concentrate on
the agri-industrial (food) sector, and the portion of the

IBRD loan related to financing capital investment, while
available for all industries, will be primarily oriented to

the non-food sector and thus directly complenient ATD funds.

G. Views of the Country Team

The Country Team considers this program to be a key element of
the U.S. assistance program in Uruguay and recommends its
approval at the earliest possible dste.

H. Statutory Criteria

All statutory criteria have been me . /See Annex c).
I. Issues

There are no major issues Lo he resolved prior to Loan
authorization. However, on two matters, vhile GOU apreement
has been reached in principle, certain “echnical and opera-
tional details must be determined and agreed to prior to
disbursement, A summary of these matters is presented below:
more detailed discussions of each is contained in the text.

a. Sub-Loan Intereat Rateg.

Given Uruguay's high inflation in recent years, full provision
for maintenance of value of the apri-industrisl fund resources
(both dollar and peso) is essentinl. The GOU is in complete
accord, and full readjustability of sub-loans was accepted as
a premise for establishing sub-loan terms. Iecause of time
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limitations, the Project Committee was unable to fully address certain
technical aspects of the sub-loan interest rate question, Among the
factors to be more fully analyzed concern the use of an index for the
readjustment of sub-loans. The GOU suggests the cost of living index

is the only reliable index for this purpose and the Mission will review
the GOU's analysis in support of this suggestion. Sub-loan rates will
also include an appropriate margin for the participating commercial banks.
This margin should be sufficient to offer an incentive for these banks
to participate in and promote the program to potential sub-borrowers.
Also, the final cost to the borrower will likely include some incentive
to use the resources of the Program. In the analysis to be undertaken,
the real cost of capital in other international markets for similar uses
will be used as a reference mark.

The Project Committee's recommendation for the USAID's negotiating
objective is sub-loan rates set at or near 10%, fully readjustable,
denominated in dollars. The rationale for such a rate 1s the

following. There is no desire on the part of either AID or GOU to
unnecessarily subsidize target industry activities. The cost of capital
in international markets currently is approximately 97%. (The proposed
IBRD Industry Secctor loan is expected to be offered at 8 1/2% to the GOU).
To this base, a margin for the participating commercial banks must be
included, probably within the range of 1.5 to 27, in nominal terms. The
total recommended rate objective therefore is approximately 107%. (If
the GOU desires, an additional margin could be added for services to be
provided by either the Unidad Asesora or the Central Bank. The GOU's
indication of intent not to add service charges In effect offers a small
incentive or subsidy to the potential borrower to seek financing for

his project under the apri-industry development program.)  Such a sub-
loan rate objective compares Favorably with rates offered by the GOU

for long-term, fully readjustable, doilar denominated bonds.

During July an IBRD appraicol i cion o0t evamine in detall the above,
and possibly other tactors as a bhasioc for recommending sub~loan rates

and terms under the provosed 1RRD ludusivry Scetor Loan. The conclusions
of that analysis will serve as the basis for joint GOU/USAID negotiations
and agreement on sub-lean rates for tlig project.

b. Credit Ugﬂy@gyw;leu}ln'lqyu?(hyyjpuy”Alﬁgygement.

GOU and Project Commiitee analysis of tie commerclal banking system
strongly indicated that the proposed program would not be effective in
assisting signiticant numbers of now entrepreneurs and/or cooperatives
unless a way could be devised to induce commerclal banks to reduce
currently high to very high collateral requirements. One suggested
method to accomplish this involves establishment of a credit insurance
fund by the Central Bank which, for a fee, would insure participating
commercial banks against sub-loan defaults. A second method involves
a risk sharing approach in which the commercial banks would bear the
"front-end" or initial risk up to a ceiling exposure of e.g., 25%,
with the Central Bank bearing the remaining portion. Adequate time was



not availlable to establish the advantages of either system or others

during project negotiations. The GOU, with Mission, AID/W, or other U.S.
or internatilonal agency assistance (OPIC appears to be ? prime source

of expertise in each of these methods), will examine this matter subsequent
to authorization and prepare a time-phased implementation plan as a
.condition precedent to disbursement.

J. Recommendations

On the basis of the conclusions of the Capital Assistance
Committee that the progrem is technically, economically and
financially justified, it is recommended that a loan to the
Government of Uruguay for an amount not to exceed US$ 5 million
be authorized with the following conditions and covenants:

a. Conditions Precedent to Initial Disbursement for Dollar
Costs of Technical Assistance to the Rorrower.

Prior to the first disbursement or to the issuance of the t'irst
letter of commitment document under the Inen for elipible
technical assistance to the Borrower, the Forrower shall, except
as AID may otherwise sgrece in writing, furnish to AID, in form
and substance satisfactory to AID, the following:

1. Evidence of Lhe establishment vy the Central Bank
of a special fund fTor the purposc of administering the ATD
Loan and the Government of Uruguey counterpert resource contri-
bution to the Project.

2. Evidence that it has potborized the Unided Asesora
of the Ministry of Indusiry and Enerry ‘o serve as Che Technical
review group and priuncipal execuling aeeme s Coe Lhe administra-

tion of this Project.

5. Evidence oi the establisbmeni and r<sponsibilities
of a Special Commission whose functions will incelude the approval
of sub-projects for f{inencing with tle resources of the Program.

4, Copies of':

(8) the approve operating policies of the Unidad
Asesora;

(b) the approved organization and stat'fing pattern
of the Unidad Asesora:

(e) an approved plan for carrying out objective and
comprehensive reviews and eppraisals of sub-
projects submitted to the Unided Asesora under
the Project;




{d) a statement settin;, forth the standards end
procedures which will be followed in approving
and monitoring sub-losns end in providing, or
faciliteting the provision of, technical
assistance to sub-~borrowers:

(e) & plan for strengthening the professional and
technical capacity of the Unidad Asesore in
repard to project review, appraisal end moni-
toring, and the provision of technical assistance
to projects in areas such as export promotion
and export market development, and providing for
the inclusion of an sari-industry advisor(s) to
promote and assist spri-industrial enterprises
in identifying and preparing sub-projects for
finencing.

b. Conditions Precedent to Subsequent Disbursement of ILoan
Funds.

Prior to the first disbursement or the issuance of the first
letter of commitment document under the Toan, for purposes other
than technical assistance to the Zorrower itself, the Borrower
shall, except as AID may otherwise asree in wriling, furnish

in form and substance satisfaccory Lo ATD, ithe T'ollowing:

1. Evidence Lhat the tax cn benking activities ("Impuesto
Unico") will not be applied to any transactions financed under this
Program.

2, A Centrsl DBupl eirenlayy decoribine the pmidelines and
regulations for utilizing the resources of iue Project,

%3, A proposal, includinr s Lime-phased implementation
plan, for the establisiment of & credit ‘nsursace fund or
guaranty arrangement, Lo be sdminis ered by the Central Benk, to

protect commercirl banks apgainst a porii-n o commercial
financing risks involved in sub-borryin:,

b, A statement of ile intercst racve policy to be
utilized under ‘he Projeeci in determinin- interest rate charges
to sub-borrowers for approved sut-losns, including criteris for
&termining periods of amoriizafion and crace, and the indexing
system and the manner in whicl: it will be v'ilized for readjustment
of the outstanding principel amounts of sub-losns approved under
this Project.
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c. Covenants

1. The Borrower covenants that all commercial banks
will have equal opportunity to participate in the Program, and
that all commercial banks so participating in the Program
will be treated equally with respect to all administrative
procdedures of the Program,

2. The Borrower covenants that the Central Bank
circulars and guidelines regarding the implementation of thts
Project will not be changed without prior consultation and
approval of AID,

3, Th~ Berrower covenants thal its contribution to
this Project will be equal to no less than 30 of the costs
of the Project, as described more fully in the Project Descrip-
tion - Annex A to this Agreement, end that it will make availa-
ble in & timely manner the local currency for the requirements
of the sub-projects spproved for financing. ‘The Borrower
further covenants to meet jointly with representatives of AID
once every six months, or more frequently as AID and the
Borrower may jointly egree in writing, for the purpose of
determining the projected levels of local currency the
Borrower will make available to the Project in the subsequent
period.

4., The PBorrower covenants that nll fulure reflows
from this Ioan will be allocated to finanre costs of futvre
agri-industriel projects.

5. The Borrower covenants thut in implementing this

Loan, special priority and prefercnce will be piven Lo those
agri-industrial sub-projrcts which maximize the bLenefits to
small and medium farmers involved in Lhe production of raw

agricultural inputs, and to cooperatives.

6. The Borrower covenants thot all sub-projects
approved by the Specifal Commission which would utilize in the
aggregate over $350,000 in A.L.D. funds will e ~abmitted to

A.I.D, for review and approval.


http:coolcrati.vv
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PART IT - ECONOMIC SETTING

A. The Background

Uruguay's economic performance over the past two decades has been among
the poorest of any country in the free world not afflicted by war or
natural disaster. It has been beset variously by stagnation of produc-
tion, chronic high inflation, recurring fiscal and balance of payments
deficits, high unemployment and underemployment, declining real income,
deteriorating physical infrastructure, institutional paralysis and con=-
tinuing emigraticn.,

The basic causes stem frem a long history of inappropriate economic poli=-
cies resulti..g in serious structural distortions in the economy .

A serious imbalance exists between a large urban sector (80 percent of
the population) which is heavily dependent on the small agricultural
sector (17 percent of GDP) which contributed 85 percent of Uruguay's
export earnings and pays for most imports. The import demands of the
urban sector, primarily to support a highly protected industrial sector,
have far outstripped the capacity of the agricultural sector to generate
foreign exchange earnings. The resulting balance of payments constraint
on imports has been the principal factor in limiting growth, particularly
in the industrial sector.

To support the consumption and social welfare aspirations of the urvan
sector, the agricultural sector has, in the past, been subjected to tax,
pricing and exchange rate policies designed to produce large income
transfers to the urban sector. The result has been to provide disincen-
tives to agricultural investment, inhibit the introduction of new tech-
nology and stagnate production. Likewise, a highly protected urban
industrial sector, mostly geared to supply a small domestic market,

soon exhausted its growth possibilities and produced stagnation in that
sector as well. To mitigate the economic squeeze, pest Uruguayan
governments have sought to control every economic variable in sight.

The GOU created a large, costly bureaucracy designed to allocate scarce
resources and intervene in private economic lecision-making. To the
extent the bureaucracy became dysfunctional in carrying out its inter-
ventionist role, the private sector was adversely affected together with
economic growth.

B. National Development Plans and Policies

After a political restructuring took place in 1973, the Bordaberry Admin-
istration began a fundamental development-reform effort. It approved a
National Development Plan (1973-77) and at the San Miguel and Nirvana

" meetings (August and October 1973), trenslated the broad goals of the
Plan into specific policy and program guidelines. Essentially, these
guidelines call for (1) a gradual reduction of state intervention in

the economy to allow productive patterns to be determined by market

-1 -
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forces, (2) rejuvenation of agriculture through a variety of incentives,
including higher producer prices and a gradual substitution of land
productivity taxes for export taxes, (3) realistic exchange rates, (4)
elimination of impediments to export and liberalization of imports, and
(5) restructuring of production toward an export orientation and along
the lines of international comparative advantage.

The National Development Plan (1973-77) contains an exceptionally can-
did diagnostic of the historical causes of stagnation and inflation which
in great measure confirms the analyses of international experts and
development agencies over the years. The Plan does not pretend to formu-
late a complete macro-model nor provide comprehensive sectoral analyses
backed by medium or long term investiment programs. Rather, it provides

a coherent set of national development goals, defines a strategy, and
enumerates a number of the policy, program, and institutional changes
needed if the goals arc to be realized. While its sectoral assessments
are uneven as to scope and quality of analysis, those pertaining to
agriculture and industrial development contain a clear orientation and
focus that serve as guides to poliecy and program action. The authors

of the Plan recognized the dynamic nature of the Plan and stressed the
need for extensive work in refining the assumptions, expanding sectoral
analyses, formulating policies, programs, and investment plans needed

for the Plan's rational implementation.

It remained for the high level meetings of civilian and military leaders
at San Miguel and Nirvana (August and October 1973) to flesh out the

Plan and define the indicated policy and program actions to advance
toward the agreed goals and strategy. An analysis of the San Miguel

and Nirvana policy guidelines is contained in the 1973-74 DAP for Uru-
guay. Some twenty months have gone by since San Miguel and Nirvana

and by any measure, overall performance has been impressive in initiating
the policies and programs called for in these guidelines.

For example, during 1974 and 1975, there has been steady progress in
gradually moving away from statist intervention in the economy toward

a free market orientation. There has been selective Liberalization of
price controls and more rational criteria are being applied in consider-
ing price increases. Industrial promotion and foreign investment laws
have been put into effect. A perceptible improvement has occurred in
the operations and financial management of several state enterprises
(airlines, ports, postal and rail systems). Prices of goods and ser-
vices provided by state enterprises have been raised appreciably to
reduce operating (and fiscal) deficits. A reform of the banking system
is being carried out to help develop a functioning capital market, en-
hance its role as un instrument of development and establish a rational
credit system. Export procedures are being simplified and the import
regime liberalized. A system of monetary correction (readjustment) of
bank loens for productive investments will soon be initiated.



-3 -

A basic reform of the tax system took place in 1974 designed to reduce
or eliminate a number of low yield nuisance taxes and to increase the
incidence of the value added tax (IVA), the land productivity tax
(IMPROME), and excise taxes on total revenues. In line with GOU fiscal
strategy, these taxes will become the GOU's principal revenue sources.
A basic reorganization of the tax administration system was initinted
in early 1975.

A fundamental restructuring of the trade and payments system was launched
in 1975 as part of the GOU's economic program agreed to with the IMF.
Likewise, as part of this agreement, a stabilization program is now in
effect designed to cut the inflation rate in half in 1975 from the 107
percent recorded in 1974. The exchange rate system has also been re-
formed involving a liberslization of the financial foreign exchange mar-
ket and a dramatic reduction in the past overvaluation of the commercial
rate until at present the two rates are close to equilibrium.

The agricultural sector has been incentivized by favorable price, exchange
rate, tax, and credit policies, which has resulted in growth of the crop
sector while the livestock sector continues to stagnate due to external
factors, Programs to develop new agricultural technology and extend it to
rural producers have been initiated. A major effort is underway to ex-
pand exports of traditional and non-traditional agricultural products.

A civil service reform has been advanced designed to reduce excess per-
sonnel and retrain others to affect a more rational utilization of man-
power. Reform of the social security system continues under study as
efforts are nade to design the reform along lines consistent with the
GOU's economic stabilization-development program. A new social security
reform law is promised for 1975.

Intensive sectoral studies (assisted by IBRD/UNDP) are underwey for the
agricultural and transportation sectors designed to formulate long term
investment programs. Important progress hns been made in planning and
implementation of the energy sector propram, with the Salto Grande hydro-
electric project in construction, plans for interconnection programs

with Argentina, and probahly Brazil, completed and the feasibility
established of the Palmar hydroelectric project on the Rio Negro for
which financing arrangements are well advancedl.

Perhaps the most positive factor benefitting 01 jevelopment prospects
was the appointment in July 1974 of Alejandro Vegh Villegas as Minister
of Economy and Finance. Vegh, an experienced economist/engineer and a
highly regarded development planner, committed himself to a vigorous
implementation of the National Development Plan and the San Miguel and
Nirvana policy guidelines. His market-oriented economic policy was
launched by action in October 1974 to liberalize the financial foreign
exchange market and modify the interest rate structure. Also, in
October 1974, Vegh requested an IMF Standby Agreement and TBRD develop-
ment assistance. The IMF and IBRD agreed to begin negotiations on the
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basis of GOU agreement to prepare & comprehensive macro-economic pro-
gram encompassing both stabilization and development goals. The pro-
gram, to be described below, was developed between December 1974 and

March 1975 and was finally accepted by the country's highest political
and military authorities. On May 12, the IMF Board of Executive Directors
approved the GOU request for a Standby Agreement (First Tranche ).

C. Recent Economic Developments 1/
1. Trends through 1974

Recent economic developments in Uruguay have been dominated by large
swings in the international terms of trade. In 1973 an increase in
world prices for Uruguay's two major exports, beef and wool, led to a
marked improvement in the balance of payments. The favorable terms of
trade were short-lived, however. Higher prices for petroleum at the
. beginning of 1974 completely wiped out the previous gain, and the sub-
sequent downturn in meat and wool prices late last year left the terms
of trade at the end of 1974 worse than at any time in the past several
years.

Largely because cf these price developments, Uruguay 's balance of payments
on current account went from a surplus of SDR 31 million in 1973 to a
deficit of SDR 88 million in 1974 (Table 1). About two-thirds of this
deterioration can be accounted for by higher costs of petroleum imports,
which rose from SDR 45 million in 1973 to SDR 126 million in 1974, with
only a 2.5 percent growth in volume. The remaining deterioration in

the current account also appears O have been caused by price changes
(principally higher import prices for sugar, wheat, fertilizer, and
industrial raw materials), as the volume of imports declined while the
volume of exports rose slightly in 1974. These price and volume series
for international trade goods must be regarded as only rough approxi-
mations, but they indicate that the loss of income Lo Uruguay between
1973 and 1974 resulting [rom unfavorable movements in the terms of trade
was equivalent to about 8 percent of GDP.

Uruguay 's overall balance of' payments has followed the same path as the
current account, switching from a surplus of SDR 7 million in 1975 to
a deficit of SDR L8 million in 197k, Despite this larse deficit, the
gross foreign assets of the monetary authorities declined by only SDR
% million in 1974, after purchases of almost SDR 7 million under the
Fund's 197k 0il Facility. At the end of 1974, Uruguay's gross inter-
national reserves were SDR 206 million, equivalent to about six months
of imports. Gold--valued at SDR 35 per ounce--comprised SDR 124 million
of these reserves, but about one-fifth of the gold had been pledged
temporarily to a foreign commercial bank as collateral for a medium-
term loan.
1/ This section excerpted from IMF Staff Report on Uruguay, SM/75/96,
April 25, 1975.
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Table 1: Uvruguay: Summary Balance of Payments
(In millions of SDRs)

Projected
1972 1973 1974 1975
Goods, services, and transfers 41.9 31.2 -88.2 -100.0
Trade 0.1 1/ 32.7 -85.4 - 85.0
Exports (259.4)=/ (275.3)  (318.5) (300.0)
Imports, c.i.f. (197.1)  (242.6)  (L03.9) (385.0)
Other -1800 —105 "2.8 - 1500
Capital (including errors
and omissions) -24.3 b1.6 Lo.1 19.7
Allocation of SDRs T.3 -- - -
Counterpart of reduction in
gold reserves -37.1 - - -
Net foreign assets of monetary
authorities (increase -) 12.2 -72,8 k8.1 80.3

Sources: Central Bank of Uruguay; and IMF staff estimates

1/ Includes SDR 62.2 million proceeds from sale of gold,

Against this background of a deteriorating external position, Uruguay's
wage-credit-price-exchange rate spiral accelerated further in 1974k, Ac-
cording to the consumer index, prices rose by 107 percent compared with
78 percent in the previous year. Nominal wage adjustments alsc were
larger, but real wages are estimated to have declined by about one per-
cent following a two percent decline in 1975. Continuing the policy of
frequent, small adjustments of the exchange rate, the peso in the com-
mercial market was depreciated thirteen times for a cumulative deprecia-
tion of 77 percent in terms of pesos per U.S. dollar. This was much
faster than the 28 percent depreciation in 1973, but less than would have
been indicated by differential price movements in Uruguay and the outside
world. Total bank credit increased by 84 percent in 197k (as a per-
centage of monetary liabilities outstanding at the beginning of the year)
compared with U8 percent the previous year.

The central government finances weakened considerably in 1974, the deficit
reaching over 26 percent of expenditure compared with nine percent in
1973, This was caused by several factors, including particularly the
authorities' attempts to protect domestic consumers and producers from

the deterioration in the terms of trade, described above. Public sector
wages were increased sharply early in the year, and the domestic consumer
prices of wheat, fertilizer, and sugar were subsidized from the budget

to offset the rise in their imported prices. Moreover, as world prices
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declined for beef and wool in the second half of 1974, the export taxes
on these products were virtually eliminated, further weakening the
Treasury's position.

GDP at constant prices is estimated to have risen 1.9 percent in 197,
which is about the same as the average growth rate of the past decade.

2. Prospects and Policies

The world market for Uruguay's principal exports has continued to be un-
favorable in the early months of 1975, and total export earnings are ex-
pected tc decline this year. 1In pvarticular, average prices for beef ex-
ports, which were US$1,700 per ton in the first quarter of 197h4 and us$1, 300
per ton for the full year 1Y7L, were below US$1,100 per ton in the first
months of 1975. World prices for wool also have declined to about one-
half the level at the beginning of last Year, although -- as in the case
of beef -~ they remain well above the prices received in 1971. Apart
from the low world prices, Uruguay recently has been faced with a problem
of exporting beef at any price. Because of domestic over-supplies, the
EEC, which bought about half of Uruguay's beetf exports in the early 1970s,
has been closed to imports since June 1974 and is not expected to reopen
on a large scale in the near future. This reduction in demand for meat

is particularly unfortunate for Uruguay because of the heavy investment

to improve pastures and increase herds which has bee: made in recent

years with assistance from the IBRD. The detailed projection of Uruguay's
1975 balance of payments, with a prospective deficit of GDR 80 million,

is presented in a separate staff report on Uruguny's intention to request
& purchase under the 1479 0il Faecility, which wil' ve cirei.lated shortly.

3. GOU Stabilization-Development Progream

Against this background of a large balance o payments ieficit and con-
tinued unfavorable prospects for exports, Urusuay has adopied a financial

program for the period April 1,197%-March 31,1776 in conneetion with a
request for an IMF Standby arrangement in the first credit tranche. In
essence, Uruguay's program is designed to reluce the bubiet defielt to

about 1L percent of expenditure, and to limi: inflati-n to 30 percent

and the balance of payments deficit to USH70 million in the 12 months

from April 1975 through March 1476. (This pavments deiicit in the program
year is consideranly smaller Lhan that projected for colendar 1975, main-
ly because beef e:ports are cxpected to bepin recoverinrs in the early
months of 1976.)

This 12-month plan was initiated at the heyinning «f April with a series
of adjustments in wages, prices, and the exchange rate designed to create
an appropriate point of departure for a pause in the wage-price-credit-
exchange rate spiral. The April measures included an increase in private
and public sector wages of 30,000 pesos per month-representing an average
of 10 percent; increases in public sector tariffs of between 10 percent
and 20 percent; and a further 10 percent depreciation of the peso, follow-
ing a particularly rapid depreciation during the previous six months, as
explained below.
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The projected improvement in Uruguay's fiscal position in the naxt 12
months will result mainly from a substantial increase in taxation on
petroleum products, other smaller tox adjustments, and improvements in
tax administration, together with the elimination of subsidies on major
consumer products, which accounted for four percent of total budget
expenditure in 197h4. Some of these measures were announced early this
yee™ and the remainder in April. Reduction of the bu‘get deficit was
an important precondition for the successful implementation of the
credit program, which 1s designed to be compatible with the balance of
payments target and the sharp reduction in the rate of inflation.

In addition to the quantitative tsargets, Uruguay's program for the next
12 months includes several measures to reduce the restrictiveness of
the exchange and trade system. The Uruguayan authorities believe that
the complex exchange system and the virtusl quotn system for imports
which have existed in recent years were major roadblocks to vigorous
economic growth, and they attach high priority to the e¢arly removal of
these restrictions. <onsequently they have announced the elimination,
effective Junc 1, 1975 of the system of deposit-free quotas for imports,
and effective July L, 1975 of the minimum 180-day financing requirement
for private sector -mports. The dual exchinge markei is being retained
for the time being, tut the spread between the commercial nnd financial
rates has been reduced from about L0 percent last October to only about
10 percent in mid-April. Thiec n-rrowing o!f the spread was achieved
mainly by a rapid devrcciation of the pesc in the commercial market,
which in the past six months has totnlled 67 nercent in terms of pesos
per US dollar, while domestic inflation in this :oriod is estimated to
have been L5-50 percent.

For further det~ils and discussion of Uruguay'c cconomic situntion and
stabilization-development. program, cee IME Parers incluled in Appendix
A,

The GOU stabilization-development program 2o vr bab'y the most ambitious
and comprchensive sories of economic roferms Uomay has undertaken in
recent years. liniike previous IMF Ctendbys which 0 ocused nrimarily on
austerity mensures Lo roiuce Inflotion, the oeccog’ progren seeks to link
austerity with » complementary development e ¢ vt 5 :sistel by IBRD and
private bank leans, which will stimul te veoiociive sectors ond help main-
tain reasonnble levelt of employment ni econ ot coebivity.

Most importont however, it represents wn otfo ' «pmiteneusly to stabilize
and restructure the eccrnomy away from ite pes inwael-looking focus on im-
port-substitution intustrialization townsi »n »uort orientation for hoth
sgricultural an! apgri-industrial products and o erien'tural diversification
through expaniding non-tralitional export:.

Eyually significant to the cconomic policy reforms are the institutional
reforms announced. The bank of the Republic (BOR) has been virtually
stripped of its past pervasive control over foreign commerce anl its
freedom to operate independently of GOU credit programs. Hereafter,
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the Central Bank, now dominated by supporters of Minister Vegh, will

manage the import regime and control BOR credit emission through its

rediscount facilities. This latter reform was insisted on by the IMF
to ensure that the BOR would not emit credit beyond the limits of the
agreed credit program indicated in the Standby.

On the basis of the IMF authorization ot a Standby, the IBRD is actively
moving ahead to provide substantial development assistance in the indus-
trial, agricultural, energy, and transportation sectcrs. It is well ad-
vanced toward making a US$35 million industrial sc b~ loen end a US$LS mil-
lion livestock development losn in 1975. 1In addition, it is planning a
major lending program in t he energy sector in 1976 including partial
financing for the Palmar Dam and a naticnal power distribution network.,

It is nlsn carrying oul sectoral analyses in agriculture and transporta-
tion which could lead t» substantial new Bank lerding in these sectors by
1977.

Implementation of the GOU's stabilization-development. program Wwill naturally
involve some short term straing including some decline in real incomes as
Uruguayans take the long-awaited "cure" toward the restoratio. of the
country's economic health. However, given the criticnl -conomic problems
afflicting the country, and the firm political-mi!itary fupport igiven so

far to Minister vegh's program, Uruguay appears o be in {he most auspi-
cious position in years to make renl progress in atteinin:- its goals of
self-sustaining prowth,

An IMF Standby shoult also Likely tripger adiitional crecits from inter-
national banking institutions to assist the GOV r dealin- wih its
balance of paymentls problems in 1975. GO agreemen with o synllcate
of private banks for a HSEV i mitlion loan, guurtooq by ge'd, dis in
final stages of negotintion,

Thus, the IMF Standby, which Minister Vegh belic on i imror wont for
1

internal economic diveipline, wil! aleo lead to SEenilocant oz Mitional
international assistance gearct botn Lo help vy L ope Wwith her
short term balance or payre Lt nroblems and oo o o poevo e Lie neces-

sary external resourees oo the country's longor o v mment effort.

An important new fact o o o “aken into neeoint e o oy cemiomic

cooperation asreerent. | ptweer, Sranay ond Avcencio, Leoncreement
provides capitul poods imbort credits and Lreage micersione whieh will
permit a ranpe of Hrupnuaysan exports Lo enter L) arecestine poprked with-
out duties. Tie arreement nlro proviten a EodSe mivi: g, e lih to the
GOU Central Bank “or flnareing vrivate gector caciL iy mmports,

A similar arreement i being nepotinted with Bras, ' o ot be signed

in 1975. conversations hrve been held with Boliviq sing Mriurunyan
authorities for complementary economic cooperation w: reements, Thus,
for the first time in many years, Uruguay will have necose o, the mar-
kets of her Iarge neighbors and expanded trade relaticns Wi, Bolivia
and Paraguay. This is especially significant feor the brevoced AID loan
in agriculture since Braeii in 1974 hecame Iruguay's most important
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export market, especially for meat. There are many indications that the
Brazilian market is ready to absorb substantial amounts of agricultural
exports from Uruguay, particularly wheat, and a variety of non-traditional
products, If these new agreements function as expected and if Uruguey

can effectively implement its export development strategy, the medium

and long term development prospects would appear to be favorsble.

D.  Agricultural Development Policy and Programs l/

1. Sectoral Plans

The National Agricultural Development Plan sets forth the goals and pro-
duction targets for 1973-77 and contains an extensive diagnosis of the
factors contributing to the stagnation o1 the ngricultural sector over
the past two decades. It also sets forth a sectoral strategy, an invest-
ment plan and indicates policy, programs and institutionnl reforms neces=-
sary to achieve Plan goals and targets.

The Plan contains three major goals which relate to the proposed loan: (a)
to increase exports of traditional and non-traditional agricultural pro-
ducts so as to expand foreign exchange earnings and import capacity for
economic growth; (b) to expand rural employment opportunities and integra-
tion of agriculture with other key sectors by promoting diversification
into lines of projection which take advantage of external markets and are
1sbor intensive while permitting adequate agri-industrial development; and
(¢) to distribute income more equitably within the agricultural sector
through pricing, texation, credit and exchange rate policies which wil)
accelerate this process.

Over the past two years, the 60U has made sijnitiesnt progress in improv-
ing the economic policy tramework affecting opiriculture, which has, in
turn, begun to incentivize producers to invest in their Jand, uapply
modern technology and improve farm mansgement practices.  An improved
economic policy framework is o heecessary, but uot the only, element in
attaining Plan cbjectives since it cannot Ly Ptrelfl dincrease productivity
or efticiency or trogusyan agricul ture.

Other constraint: must he overcome to assure improved iand use, adequate
credit, the application o molern technolopy, timely nvailability of in-
puts, an! the development, of profitable morketing <1lternatives. The
Intter three constrnints have been dingnosed ns the most critical to the
smaller farmers anl as such have been my le the focus of this, the IATA,
and CALFORU loan nrajects.

1/ For further detnils on recent production trends in agriculture, see
IMF document SM/75 97, Uruguay - Recent Economic Developments, dated
May 1, 1975, pus. =7 included In Appendix A.
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2. Agriculture in the Uruguayan Economy

Uruguay, with its 65,000 square miles, is about the size of Towa and,

like Iowa, well over 95 percent, of the land area is classified as agri-
cultural, Since beef, wool, mutton and other Crops generate most of the
foreign exchange earnings on which future growth depends, the agricultural
sector is the backbone of the Uruguayan econony .

For well documented reasons, the land use pattern in Uruguay is one of
extensive rather than intensive use of the available s50il and water re-
Sources. Over 90 percent of the total agricultural land area is used
for livestock production., Much of the total agricultural land area is
used for livesiock production. Much of the crop land is now used for
wheat, other cereal grains and vegetable oil crops. Present production
of other crops, fruits ani vegetables is Still of relatively minor im-
portance. The GOU strategy recognizes that the potential for expanding
agricultural production using tr-ditional extensive technology is ex-
tremely limited. Therefore, it will require improved efficiency in the
use of livestock land and the release of some o the more fertile land
now in livestock for diversified crop production, particularly for non-
traditional exports.

Uruguayan agriculture has been stagnant for the past twenty years. In

Tive of the past ten years, there have been production decreases. This
problem has been studied ~xhaustively but littlc effective remedial action
was taken until the present wdministration initisted a serivs of corrective
measures, including pricing, tox, exchange rate, and creiit reforms. These
have caused o heallhy shift in attitudes of frrmers ant ranchers.

Short term productinn credit appesrs adequate ang responsive to iemand.
However, with the exception of the projects supnorted by 'BRD and IDB,
there is practically no intermediate ant long-term credit, This is true

of the private banking syrtem as woll as with the 205, The GOU is trying
to introduce readjuscable loans and improve credi administration to in-
crease capital flow far on-farm investments in orier o i rease pro-
ductivity and exports.  An analysis of the arricoitural oredit situation in
Uruguay is contained in Annes J,

On the important ruestion o+ marketing policy, the o0 g ell advanced
in organizing severs:! special commissions bo coordinate =} aspects of
marketing for kKey ngri~ujtural commodities.  Both 4he vublie and private
sector renresentativis heve membership on theee commi coions,

The need for land retorm iy o less serious conctraint in Uruguay than in
other Iatin American countries, Relatively spersking, there are good agri-
cultural land res urces to satisfy a small, diminishing rursl population,
Much land in large properties is not being used productively and a large
part of the farming popul:tion suffers from having inalequate land re-
sources, as well as the lack of technical assistance.
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Through a revitalized colonization program being carried out by the
National Colonization Institute (INC), implementation of & new land
taxation system based on soil productivity (TMPROME), and by income
redistribution schemes favoring the small farmer, the GOU is carrying
out a land reform program emphasizing improved land use. Under the
INC program, individual properties that exceed 5,000 hectares are to
be expropriated, as well as parts of holdings between 2,500 and 5,000
hectares that are nol being used productively. Lands so acquired
will be distributed so that farmers will be sble to acquire economic-
size units. In this way, it is plenned to redistribute over one
million hectares.

In respect to the agricultural crop sector, a series of positive measures
have resulted in an expsnsion of 1974 production (5 percent over 1973).
Favorable price policies, correcting previous distortions, have spurred
agricultural crop output. Non-traditional exports, primarily sgricultural
products, increased some 60 percent over 1973. Support prices for wheat,
sugar and sunflower oil have been raised to levels designed to incentivize
production and thereby eliminate deficits. A significant example of how
the Uruguayan farmer responds to price incentives has been demonstrated in
the case of wheat production. With a price to the producer close to the
world market price, wheat production in the 1974-75 harvest rose to approx-
imately 526,000 tons, leaving sbout 100,000 tons available for reserves
and export. This compares to a 380,000 ton wheat harvest in 1973-7h,

which fell some 20,000 tons short of requirements.  Unfortunately, due
to world market conditions, the livestock sector wos seriously depressed
in 1974, accounting for a growth rate of srouni one nercent.

During 1974, export taxes on wool have been virtually eliminated and
those on beef substantinlly reduced. While there was some revenue loss
in 1974 which contributed to the fiscal deficit, th: 60U is compensating
for the loss by incressing the land productivity tax (IMPROME), Col-
iections from IMPKOME have risen from 5.7 bi''en pusos in 1972 to 26.8

billion in 197h (in resl terms an incre se ¢ ho pereent ), thus shifting
the major tox burden for farmers to 1-n! swnerchin ant awsy from other
production factors {input:j. This shou’ | o e w0 incentive to more

productive use of agriculturnl Iand,
5. Qutlook

Perhaps a significant long term factor favoring Uruguay's prospects is
the role it can play in helping to alleviste world food problems. Uru-

guay has an extraoriinary resource base anl ccmparstive advantages in
food producticn. tiven the right set of internal volicies which
stimulate the pbroducer, =2nd with the applicntion of appropriate new
technology, Uruguay can one day hope to become s contributor of food

exports to a hungry world. wuile Uruguay may never loom large in the
world food market, her expanding contributions of food supplies can bpe
instrumental in cvering shortaeges in Latin America and in so doing,
relieve s-mewhat the burden on the U.S. of covering such shortages.,



PART III - THE INDUSTRIAL SECTOR

b4
A. Qverview

Uruguayan industry is essentially devoted to the production of final
consumer goods for the local market. Manufacturing accounts for about
23% of GDP and provides for 32% of employment. There are about 1,700
manufacturing enterprises in Uruguay, most of which are smnll and
family-owned. About two-thirds of the enterprisec emplov 10 and 50
people, and only 12% cmploy more than 100 people. About three-fourths
of the enterprises are located in the area of Montevideo. Ixports,
principally wool tops, finished and semi-finished lenther, cem:nt and
ceramic items, account for only about 5% of industrinl output. As
Talle 2 indicates, over 50% of industrial production in terms of
value added is in rood processing, beverages and tobncco, textiles,
and shoes and clothing. Intermediate products account ior only 274
and capital goods less than 144 of production. Anncx H, *xhibit ¢
provides a more detailed description of the major industrial branches,
including their structure, policies which have 2¢fect.d their develop-
ment in the past, and long term prospects.

Between 1957 and 1973, the level of industrisl ontp:t in lrugua,

increased at an average annual rate of less than ~.5%%. There was

a moderate recovery in 197k, when total industrial prodiction rose by 3.69,
due principally to increased activity in meat packing, Urupuny's major
industry. The stagnation in the country's inductrinl scetor roflects

the fact that, whilc industrialization throush import subctitution reached
its limits years ago, economic policy has not been reorientes away !rom
that objective.

¥ Summarized from IBRD, Economic Memorandum on Uruguay, August 197k,
pp. 38-50, and IMF - Uruwuay: Recent Economic Developments,
April 1975, pp. 7 - ‘.
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TABLE 2

STRUCTURE OF INDUSTRIAL PRODUCTICH

(in percent of total valuc added)

l()l‘gl!'

1. Traditional Industries 59.h
Food )
Beverages i
Tobacco el
Textiles 197

Shoes and clothing L8

Wood and products el
Furniture 1.
LC’ﬂthCF lc‘)

2. Intermcdiuate Industries Sl
Paper 0.4
Printing ol

Rubber Y.
Chemiculs S
Petroleunm Yol
Hon-metnl 1l minerals ek

Basle metals 1e%

Ze Capitnl Gools 11.0
Metud produets SI..’
Non-clvctrf il machinery b
Elvcotyie machinery o
Troacpor coulpment o,

b, Others L
TUTAL: 160, 6

Jource: Office of Planning snd Budget
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TABLE 3
1/
URUWGUAY: INDUSTRIAL PRODUCTION

(In percentage change ab constant rices)
& 123

1972 2/

Weight 1970 1971 1973 1975 1974
General index (100.0) hoo -1.0 -0.k -C.7 3.6
Tool vroceszing (25.7) 4.6 -11. -0.8 1.5 Tkt
Beverages and tobueco (19.2) 15.5 b5 ~5.0 5.8 ol
Textiles (14.0) -6.0 -8.1 1.9 -9.2 1.8
Clothing, shoes (5.4) -11.4% -5.6  -11.5 ~T.h 23
Chemical. (8.7) 8.9 9.9 -7.h4 11.0 4.5
Jotroleum and coal
products (6.5) -- el 1.2 -4.6 .7
Construcsion materiails (6.8) 274 5.0 Goth 9.2 7.6
Plestrical (5.1) -5.9 7.9 -9.5 -9.6 -2.7
ALL obther (10.8) 16.5 -0, . 1.9 1.6 2.7

source: Central Bank of Uruguay

LL Includas mines and quanarrics.
</ rereentage contribution Lo gross industrisl product in 1972.
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This has been the case despite the fact that there is strong world demand
for many manufactured or semi-manufactured agricultural-based products
which Uruguay is capable of producing. Table 3 shows changes in industrial
production in Uruguay since 1970.

In March 1972, a major revision in exchange rate policy was introduced
which involved a series of mini-devaluations designed to maintain a
realistic relationship of the peso to other currencies. This was followed
by reintroduction and expansion of an export incentive program involving
tax rebates (reintegros) on the value of exports of non-traditional
manufactured products. The percentage of the rebate to the exporter varies
by item in accordance with the proportion of value added in production,
the use of domestic raw materials or intermediate products, and net
foreign exchange earnings. As a result of these policies, exports of
non-traditional manutactured goods have increased considerably. While

the export revate program is currently being scaled down, reflecting
movement toward more realistic exchange rates, additional policies to
encourage exports of non-traditional products, are being implemented

by the GOU. Prospects for increased production and exports of woolen
clothing, leather products, shoes, processed foods and fish, and non-
metallic material are good.

In 1974, the value of total exports increased 119 compared with 1973,
despite the difficulti®S in the international meat market. This was

due to increasdd exports of processed rice and of small diversified
products. In 1974, under stimulus of growing export sales, the clothing,
shoes, textile and rubber industries showed renewed growth, while other
sectors, such as beverages and clectrical products continued at a low level
of activity. There was an expansion of non-traditionel exports of over 604
in 1974, mostly raw and processed agricultural based praducts.

Developments in 1974 suggest that Uruguayan industry is beginning to
respond to efforts to increase industrial and export expansion and to
secure increased access to neighboring markets for certain products.

During the last six years, the Government has obtained several foreign
industrial credits. The most important are: a US$ 50 million loan from
Argentina to finance capital goods imports frcm Argentina; a US$ 5 million
loan from Bulgaria to procure industrial machinery in Bulgaria; a US$ 15
million loan from AID to finance capital good imports from the United
States, which is fully disbursed; a DM 12 million loan from Germany to
finance the international procurement of capital goods for medium and small-
size industries; and a US$ 5 million credit from Italy for machinery and
equipment, which is fully disbursed. Also, in 1970 IDB made a US$ 6 million
loan to finance medium and small-size industries, which was cancelled in
1974 when disbursements lagged.

In respect to existing industries the foreign exchange constraint and the
lack of credit for working capital, however, continue to prevent the full
utilization of plant capacity; the poor business climate during 1973 and



TABLE L :  IMPORTS OF CAPITAL GOODS
(In millions of Us$)

Industrial Machinery

Years Total and Equipment %&ég;gfgal
1970 23.8 13.7 4.8
1971 21.9 11.1 8.3
1972 11.2 7.1 2.7
1973 8.3 6.3 1.2
1974 n/d n/ n/d

Source: 0.p.p. - Fofeign Commerce

modernization and/or éxpansion, while Central Bank regulations have required
that virtually all imported capital equipment must be financed through

Despite the promising economic and institutional reforms initiateq by the
Gou, gduring the next 12 to 18 months the industrial sector's activity ia

likely to be affected somewhat by the economic stabilization program

and the foreign exchange constraint, The GOU has stated that it will

give highest priority in the allocation of foreign exchange to exporting

industries; therefore, exports will be the Sector's motive force. As was

noted above, the Principal impediments to industrial expansion in the past

of payments constraint, inadequate financing for éxpansion and lack of an
effective mechanism to mobilize internal and external financing for medium
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B. Industrial Development Policies and Plans

1. The National Development Plan (1973-1977)

The general objective for the industrial sector in the National Development
Plan is to increase cumulative production output by about 5% annually during
the life of the Plan.

Specific objectives are: to diversify the manufacturing sector, with

emphasis on exporting those products made primarily from local raw materials;
(e.g. agri-industrial products); to generate more employment in the productive
sectors; and to increase the general level of productivity and efficiency, which
is considered indispensable for competing in foreign markets.

This strategy is based on increasing agricultural production to a level which

would permit increased exports. The foreign exchange inflow from these exports
would then allow the industrial sector to overcome the production limits which
are imposed upon them by the limited size of the domestic market. This strategy
will be acccoupanied by a realistic exchange policy, an industrial development

law and the creation of a development bank vhich will permit the channeling

of increasing amounts of medium and long term credit to the industrial sector.

These changes will be accompanied by the gradual revision of the protectionist
policy which, in itself, is considered an effective stimulus to more productivity
and efficiency.

2. The Industrial Promotion Law

The Industrial Promotion Law approved in 197k, provides two major incentives
to attract capital investments. These are: credit assistance and tax relief.

Included under tne former are credits of 20 years for land acquisition,

plant construction and improvements, 8 yeurs for acquisition of machinery

and spare parts, 5 years to finance the rollover of accumulated debt, 2

years to cover the cost of assembly, installation and initial operating
expenses of new machinery, onc year for the purchace of domestic raw materials,
ard foreign currency loans and guarantees ror the importation of capital goods
and raw materials.

Tax benefits provide for cxemptions and rebates on taxes for services
performed by state agencies, exemption of up to H0% of contributions to
public welfare agencies, exemption from all corporate income taxes and
exemption from port charges, customs duties, tariffs and surcharges on
imports.

To qualify for any of these promotional benefits, & company must submit

a well-documented application to %he Unidad Asesora operating

in the Ministry of Industry and Energy (MIE). If the Unidad Asesora
considers the project beneficial to the nation, it will recommend that the
firm, sector or industrial concern be declared "of national interest", which
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L. Law on Readjustable Instruments

Private companies whose stock is quoted in the local Stock Exchange were
authorized to em;t readjustable obligations by a law passed in September
1974, The following are the requirements for the emission of such
obligations: (a) the total amount emitted cannot surpass 30% of the

capital and reserves in the last annual adjusted balance of the company;

(v) the periodic readjustment to be applied to the value of the obligations
must not surpass the annual increase registered in the average wage increase;
(c¢) the time period and other conditions for collection and amortization of
these obligations will be fixed by each issuing company with the approval

of the Stock Exchange; (d) the capital invested in these obligations is
exempt from the tax on capital (impuesto al patrimonio), wheiher the holder of
the obligation is an individual or a corporation. To date, we know of no
company which has issued these obligations.

5. Proposed Monetary Correction Law

A bill was submitted to the Council of State in April 1975, which proposed

the authorization ol medium or long-term "development loans" with read;justable
or indexed repayment terms. The proposed law would allow local currency credits
of greater than two years, to be made available to the manuiracturing and
agricultural sectors, which presently have access, through the banking system,
only to short term credits (i.e. one year or less for regular loans and

two years for some capital goods loans).

In recent years indexed credits have been limited to the housing sector,
through the State Mortgage Bank, a moderate number of supervised pasture
improvement loans under the IBRD-financed Livestock program, implemented
through the BOR, and credits under the now expired USAID capital goods import
loan (L-022).

These development loans would be obtained through the BOR and through other
commercial banks. However, the private banking system would also be authorized
to grant readjustable loans for long term investments, to firms which have been
declared "of national i terest" under the terms of the Industrial Promotion Law.
If enacted, this law would be another step toward implementing the guidelines
of the August 1973 San Miguel meeting, which called for the creation of
readjustable monetary correction systems in priority development sectors,

among other reforms.

6. Other Tax Incentives

In early August 1974, shortly after taking office, tre new Minister of

- Economy and Finance, Alejandro Vegh Villegas, repealed pergonal income and
inheritance taxes, eliminated a number of minor taxes on consumer items and
greatly reduced export taxes on wool and beef.
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The elimination of the persomal income and inheritance taxes was designed
primarily to make the country more attractive to investments, both foreign
and internal. Both taxes provided relatively insignificant amounts of
revenue to the central government and were Aifficult to collect due to
inefficiencies of the local tax system. The elimination of minor consumer
taxes was an cffort to reduce consumer prices on these items, to slow down
the increase in thz cost of living. The reduction in export taxes was
designed to stimnlate traditional exports in a period of falling world
prices.

c. Trade Conperation and Development,

1. Urugzuay, through the Latin American Free Troie Association
(LAFTA), participatcs in complementation agreements with member countries
in a numver of mznufacturing soctors. The most important of these in recent
years has been the automobile sector, which requires Urugwy to export
component parts, tires and tubes to Argentina and Brazil in = volume equal
to the value of imports of automotive kits from those countrics. The value
of Uruguay's exports of automotive purts increased vy over 35004 tetween 1972 and
1973 (US$500,000 to Usi 2.3 million). Final figures are not yet available for
1974 exports but it is estimated that these increasei by over 100% to about
Us$ 4.5 million.

2. Argentine and Brazilian Treaties ot Vconomic Cooperation and Trade
P

On March 31, the Argentine Government issued a deerce whioch climinated tariffs
on 504 Uruguayan-made products whose entry had been the subject of quotas
negotiated under terms of the August &0, 1974 Treaty of Economic (‘ooperation
and Trade. The duty-free aquotas thoeoretically repraesented 5% or 19735

Argentine production of the approved products. The %0l proiucts were selected
from over 10,000 submitted by Urusuay; however, a decree granting duty-free
entry to an additional 600 products is reported to be in preparation.

This trade treaty represents the Uirst step in the Uruguasan policy (as
outlined in the 1973-77 development plan) ol gaining accuss to markets

in neighboring countries. By these mcans, it is hoped to in - rease the
efficiency of the Urujuayan manutacturing sector, wnich has wvecn hampered
for many years due to insulficient domestic or export murkets, the lack of
export orientation on the part of some firms, inadequate supply of rew
materials, Jue to import constraints, and an inability to rompete in world
marketc due to antiquated plants and outdeted marketing practices.

In many cases, the dutr-fre: cxiport quotas greatly «xceed the presently
available production capacity. liowever, because access to these quotas is
guaranteed for ten years, an orderly expansion is now possible, Since many
of the liberated products are also presently in short supply in Argentina,
there should be no immediate marketing proolems for them.
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-1 & complementary agreement, also signed in August 197k, the Argentine
Central Bank opened a US8 50 million line of credit to finance Uruguay' s
imports of capital goods from Argentina. The terms of the credit are ten Years,
with a 21 month grace period, at 7 %% annual interest on the balance. Imports
under this loan have recently begun.

A similar pair of agreements, granting access to the Brazilian marxet

and providing a line of credit for the purchase of Brazilian capital

goods, have leen completed and will be officially signed on June 12, 1975.
The trade agreement is basically the same ac that negotiated with Argentina.
The US$ 50 million capital goods credit is being made by the Banco do Brazil
to the Central Bank of Uruguay and terms are for 10 years, with 21 months
frace period at 7 39 interest.

Other minor agreements have also been negotiated with Paraguay and Bolivia,
in a GOU effort to establish bilateral trade agreements as an alternative
to LAFTA integration which » in the eyes of many Uruguayan officials, nas
failed to live up to expectations regarding access to the markets of
neighboring countries for Uruguay' s products.
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The formal merket financial system is largely statc-directed and private
sector involvement in it is subject to strict regulations. The GOU has

a monopoly in the mortgage area, and the Bank of the Republic (BOR),the
bank of the Government, .upplies 41% (1973) of the bank credits which the
private sector reccived, and channelled almost all the bank credit (81%)
directed to the Government in the same period. Of the issues traded on
the steck exchange in 1975, 80% corresponded to issues of the government
sector or its institutions.

Within Uruguay, there it no clear division between the short term money
market and the medium-long term capital market.

a. The Bank of the Republic (BOR)

In actuality, the BOR is the largest commercial bank in the country, and
is also the depository of the funds from the public sector. The BOR
participates in both the money market and the capital market, the latter
by virtue of providing financing over one year term through its Development
Promotion Division sce helow).

b. Commercial Bankc

There are 28 private commercial banks in Uruguay, in addition to a "casa
bancaria", which cannot receive deposits but can make loans and operate
with foreign credits, and a "caja popular", which cannof, operate with
foreign money. The functions of the commercial banking sector are those
of the typical role of short term financial intermediation. The number
of commercial banks declined substantially in the recent years. 1n 1961
there were 61 commercial banks; also in 1961, 1 "cajas populares" were
doing business.

c. Other Institutions

In addition to the above, the Banco Hipotecario del Uruguay (Mortgage Bank),
the Caja Nacional de Ahorro Postal (Postal Savings Bank), the Banco de
Seguros del Estade (lnsurance Pank) and the Banco de Prevision Social,
opcrated in their respective non-industry support arcas. Alsc, under the
category of "other financial intermediarics™ are businesses which provide
short term consumer credit.

J. Activitics

Uruguay's capital market experienced a rapid expansion during the period
of 1940 to 1950. Because of the importance of its financial sector which
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was noted for its agility and efficiency, it was considered to be the
"Switzerland" of Latin America. This Privileged position deteriorated
over time and the financial system contracted as measured in real terms
or in terms of the national capital of the country. On the other side,
the informal market grew, particularly in recent years although data
to confirm the exact extent and size of this growth does not exist.

a. Banking Sector

Table 6

Banking Credit to the Public Sector
(Millions of 1961 pesos)

Index
1941° 656 100
1950 1,261 192
1960 809 125
1970 1,223 186

As shown in the above table, between 1940 and 1950 banking credit to the
Government practically doubled, experienced a strong contraction in the
initial period of the sixties and recovered somewhat in 1970. The figures
for the recent period are somewhat misleading however, since a great
portion of the credit issued by the BOR and the Central Bank between 1960
and 1970 was channelled directly to the Government.

Table 7

Banking Credit to the Privaie Sectlor
(Millions of 13961 pesos)

Banks Local Banks Foreign Mortgage

Currency Currency Bank Total Index
1940 2,561 - 1,528 5,889 100
1950 4,357 265 2,02k 6,646 171
1955 2,119 559 2,h55 8,151 209
1960 4,673 706 1,kg9 6,878 177

1970 1,887 729 125 2,7k 70
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As can be seen in Table 7, the expansion of credit towards the private
sector was sustained in the period 1940-55, the period of rapid growth

in the general economy. With the beginning of the decade of the 1950's,
foreign credits flowing into the country augmented the flow of internal
banking resources and were a stabilizing element in an otherwise contracting
situation. Also at this time the mortgege system was expanding, contri-
buting to internal financial growth.

A major element of the expansion of private sector credit was the GOU's

use of rediscount mechanisms which during 1950 to 1960 were directed almost
exclusively to this sector. The utilizaiion of ithis mechanism subsequently
had great influences on the financial system, creating distortions in
resource allocations and contributing to inflationary pressures through
injudicious usage. The increase in credit to the private sector ocontinued
until 1958, the year marking the ena of the period which could be called
one of mild inflation (less than 15%), and the following year price
increases amounted to 44%. These years were also the period of initiation
of economic stagnation, with the GNP growing at an average rate of 0.5% per
year. During the period 1958 to 1970, private sector credit dropped to

a third of the 1955 level.

Primary causes for the decline in credit were: the inflationary process
which accelerated considerably and which brought as a consequence a general
decline in bank deposits; the recviscount policy of the Government which
channelled monetary <¢xpansion towards public sector activities instead of
the private; and lastly, banking charges increased substantially as banks
sought to cope with inflation and declining deposits increacing the
restrictive effect of the decline in deposits.

As shown in the following table, bank deposits precticully <loubled between
1941 and 1950, remained relatively constant between 1950 ond 1560 and then
declined significantly.

Table £

Total Bank Deposits (Pesos and other Currencies)
(Millions of 1961 pesos)

Public Private

Sector Sector Totsal ndex
1941 128 2,48 2,576 100
1950 470 4, hor 4,857 190
1960 891 4,056 4,947 192

1970 802 1,909 2,71 111
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Table 10

Total Movement on the Uruguayan Exchange (Bolsa)
{Millions of 1961 Pesos)

All Fixed

Income All

Securities Shares Total Index
1946 962 265 1,227 100
1950 859 209 1,068 87
1955 505 86 591 48
1960 331 69 400 33
1966 303 87 390 32
1970 89 18 107 9

The decline in activity corresponded to a loss of profitability
in shares (and business) and a deterioration in the expecfations
of future profits, all due to elements such as inflation, the
economic stagnation, and the resultant decrease in dividends
distributed to shareholders provoked by problems of cash flow,
increasing labor costs, growing taxation burdens, and restric-
tive regulation on banking and production. The bulk of the
jssues traded over the period were fixed payment securities,
with interest rates of 5-6%, which represented substential
negative rates of return to investors as inflation worsened.

4, Sources of Financing for Industry Requirements.

As the above sections indicate, the Uruguayan economy as a
whole has been essentially stagnant for some time, and the
private sector has received a continually decreasing share of
financing available from the financial and capital markets.

In particular, there has been an almost total absence of
availability of credit on longer than commercisl or short

term schedules to facilitate capital plant replacement,
expansion or development. Nonetheless, limited industry
activities do go on and the question which arises concerns

how the private sector obtains needed financing, given limited
or minimel capital market availabilities. The table presented
below presents an average picture of sources and uses of funds
by Uruguayan industries,
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Table 11
Sources and Uses of Funds in Industrial Enterprises
(percentage)
Uses 1966-67 1967-68 196869 1969-70
1. Current Assets 80 38 75 76
2. Non-Current Assets 20 12 25 24

Sources

3. External (to the firm),

short-term 41 58 u7 51
4. External, long-term

(mainly taxes-"fiscales") 21 8 1k 17
5. Internal (Retained

Earnings Depreciation) 26 25 31 20
6. External, Private 12 9 8 12

The following principal observations are suggested from this
data:

- the high proportion which current assets represent in regard
to total uses {between 75-88%), most of which represents
investment in inventories and raw materials,

- investment in fixed assets represents a low proportion of uses
‘although it hes tended to show a small rise in recent years,

- the very low proportion of internally penerated funds as a
source of financing, no more than 20% in 1970 { compared with

429 in 1960),

- bank credit has become the principal source of short-term
financing replacing suppliers credits.

In sum, the date present a picture of the low or non-sveilability
of funds at medium to long-term for industry which corresponds

to the reduced rate o1 savings and investment availabls within
the country in the last twenty years, produced largely by the
infletionary process wnich tended to detour investment funds
towards short-term activities with higher returns and more
manageable lesser risks or into flight cspital.
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An additional factor to be noted regarding the low investment
of funds in fixed assets is that a significant, increased
portion of that investment, financed from a reduced base of
savings over recent years, has been directed to replacement of
existing plant and equipment as shownin the following table.

Table 12

Gross Domestic Investment

Years Rate of Savings Percentage otf' total

and Investment Investment used for
Replacement
1955 14 30%
1960 17% 21%
1965 10% 31%
1970 % 38%

a. Primary Sources of Credit for Industry - Financial
Market

The credit made available to the private industry aector is
channeled primarily through the BOR, .the official commercial
bank which handles the largest volume, and the other commercial
banks.

The BOR attempt!s to meet the credit recuirements of the industry
sector through three services: "Industrial Credit", the Division
of Development Promotion and the Department of Foreipn Negotiation.

Industrial Credit attends the working capital requirements ot
business, raw materials and materials and various expenses of
construction. The operations of this section follow a strict
commercial banking approach.
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The Division of Development Promotion was set up to provide

credit assistance to projects which produce substantial benefits
to the country. This division also attempts to channel resources
from internstional financiul organizetions as well-as its own

to such beneficial projects. Its specific objectives are to
prcmote indusuvries which have important import substitution aspects
and those which increase exports. The credits aveilable from this
Division represented practically the sole source of medium or
long-~term financing for industry, with the exception of an
occasional special line of credit for the purchase of machinery
or capital goods channelled through this Division directly to

the entire banking system. Processing of loan requests frequently
was exceptionally slow due to excessive bureaucracy. In addition
to project financing, pre-investment studies could also be finan-
ced. Terms of loans provided with available funds are up to

10 years with 2 to 3 years grace; up to 80% of the total amount

of the project may be eligible. Interest rate charged is

11.75% payable in the currency of the lnan.

The Department of Foreign Negotiations finances certain industry
import and export operations. Existing lines of credit available
are limited by the budgetary allocations and special require-
ments of the operating policies of the BOR itsclf, in terms of
procedures and restrictions. Within the area of pre-export
financing, the Department administers a line of credit origina-
ting from funds generated under an earlier PL-k80 program, and
subsequently auvgmented with the BOR's own resources. This

line finances working capital for exporting. Requests to use
this credit are sent first to the Ministry of Industry and
Energy which, through the Technology and Produ:tivity Center,
makes a technical analysis of the proposal, and may also make
specific technical recommendations which are to bhe included in
the credit agreemeni. concerning orranization or administrative
maetters of the business applyins; for the eredit. This program
represents the sole mechanism in the entire industrial credit
sector which comprises aspects of a supervized credit approach,
although, in practice, the system does not work always as
intended for lack of technical personnel ‘Yor ollow-up.

The table presented below indicates the percentere of totel
credits made available by the divisions o the VOR for
industry and external trade of its totsl availabilities.
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Within the private banking sector, all assistaneée is concentrated in
short-term credits, given the term structure of financial resources as
well as organization at orientations of the intermediaries, Available
lines of credit basically attend working capital needs and, rarely,
through rediscounts mechanism in the Central Bank, investments in equip-
ment,

5. Conclusions
2l ruslons

Within the Uruguayan financial structure, there is a near complete pre-
dominance of activity in the money markets (short term financing) over
the capital markets (medium/long term financing). Busiestes experience
frustration or at best great difficulty in reaching sources of medium
and long term creditc. The Division of Promotion and Development 1in

the BOR has been unable to meet the financing needs of industry, and
alternate sources of required finaneing do not exist. As a result,
industry invectment in fixed assets for expansion or development of new
activities s vers low, Self-financing through Internally generated
funds by enterprises assumes very low proportions due to reasons such as
the narrow and small national markets which tend to restrict in size

i ~tenad of enlarging  problems relating to liquidity, government price
serRulations, ete.  ‘The overall financial needs of the industrial scetor
Are poorly attended., ‘There are few, and in some cases inoperative, 1ines
of credit on medium and lon terms for investment in the sector.

Furthermore, credihs to thig sector are administered with a commercial
banking approach with Jittle or no effective applieation or appraisnl
banking or supervised credit tv chalques, Tt is fitting to note in this

regard Lhal ihe exporting sector hag received better service and atten-
tion than the ress 0 the industry, but still at a level verv low in

comparison with other countries. Other sources of medium and lony term
finaneing: practicslly o not exist, (A significant recent execrption i
the Arrentine o sruvilian Line of Credits for Capital Goods imports
deseribes iy o eqs)licr section), The 'Jruguayan capital market under
presen’, eronomic an Cinancinl conditions of the country serves almost
exelusivel: 1o a market for the placement of read justable government

issues, whienh als off'er tax Jdiscounts.
A
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of industrial projects. In a sense, the proposed loan essentislly pro-
vides a program of supervised industrial credit geared to the special
needs of the growing food processing industry in Uruguay. It also pro-
vides the means for assisting small and medium farmers directly through
financing farm machinery imports to agricultural cooperatives or contrac-
tors which will permit them to organize more efficiently their production
for supplying agri-industries or the export market.

The proposed AID loan and the complementary IBRD Indusirial Sector Ioan
also provide a new and viable mechanism for channelling official medium
and longer term credits to private sector enterprises thus overcoming a
critical past constraint to Uruguayan development. The mechanism, in-
volving a project review process by the Ministry of Industry's Unidad
Asesora and a Mixed Committee for final approval, for the first time pro-
vides a means of appraising development projects for their technical,
economic and financial feasibility and a simple method of channelling
official credit through the commercial banking system. This mechanism
represents an important preparatory and transitional step t: the longer
range goal of establishing private development banks, a step long advo-
cated by the international assistance agencies and which now appears to
have influential support within the GoU.

The principal established in the proposed loan that the private banking
community can psrticipate on equal terms with the Bank of the Republic
(BOR) in the AID and IBRD loan programs represents a major breakthrough
in incentivizing the private banks to move townrd a development finan-
cing orientation and compete on equal terms with the BOR in the medium
and long-term financing area. For example, the credit insurance or
guaranty mechanism incorporated under this s the [BRD loans will
significantly reduce excessive collateral requirements in the banking
system which have long thwarted financing of productive investments.
Likewise, the GOU ngreement to remove the six percent banking tax,
applicable heretofore only to private banks, will serve to give these

banks equal treatment with the BOR in channelling eredit t - the vrivate
sector.

Finally, t!. proposed loan uniquely ¢ mplements 4D :oans proeviously
prepared and authorized in fy 1975. The Agricuiturs! Research and Tech-
nical Assistance Loan(US$Hh.85million)will serve to assist the exXpan-
slon of a national network of research amn: technical assistance centers

which will produce applied technology and organize its dissemination
to the farmer to help expand his productivity and Income. The Agri-
cultural Cooperative Development Loan (uste,o million) will assist a
national seccondary-level federated service covperative to provide
reasonably priced inputs to small farmers and help them market their
output in the export market.
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This proposed loan will provide the final element of USAID's agricultural
development strategy by assisting in establishment of new or expanding
existing food processing or related industries which will spur new pro-
duction and marketing opportunities to the same target group. Over the
years, agricultural development was severely constrained by the lack of
modern and efficient marketing facilities. This loan represents a major
step in overcoming that constraint.

The proposed AID loan also complements an IBRD Industrial Sector Loan
(US$35.0 million) which will attend primarily non-food processing indus-
trial projects and will utilize the same mechanism and provide financing
on the same basic terms and conditions as the AID loan. Likewise, the
IDB is planning a US$23.0 million Fisheries Development Loan, providing
financial and technical assistance in procurement of fishing boats, con-
struction of port infrastructure and financing private fish processing
plants.

Given the currently favorable economic policy framework, the proposed
loan complimented by the IBRD and the IDB programs in the agri-industriel
sector, could make a significant and relatively rapid contribution to
Urvguay's economic recovery and to the institutional development of a
functioning cepital market. It also will represent the capstone to
other AID programs in improving the income and productivity of the small
and medium farmers of Uruguay.
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B. Prodect Descrigtion
1. Project Background

In FY 1970, AID made a US$15 million Capital Goods Loan (AID L-022) to the
GOU designed to spur industrial and agri-industrial development primarily

for export and establish a'GOU mechanism for reviewing import requests.

A key condition of the loan was that the GOU obtain an IMF Standby Agreement,
which condition was met. Shortly after the loan agreement was signed in
1970, an IDB loan vwas made to the GOU for meat packing plant development

and this sub-sector was subsequently excluded from eligibility under the AID
loan. The mechanism established for processing import applications functioned
well after some initial delays and was fully suitable for project implemen-
tation purposes. (In fact, in light of its effective performance in
channelling medium-term import credits to the private sector, a similar
mechanism is being devised by the IBRD in channelling funds from its proposed
US$35 million Industrial Sector Loan. The mechanism proposed in this project
is a substantially elaborated version of the earlier device.)

During 1970-75, when the GOU restricted normal capital goods imports due

to balance of payment stringency, the AID loan was the only source of

medium term financing for such imports for the industrial sector. While

the private banks participated in the brogram, most of the transactions

under the loan were processed by the BOR glven that institution's exemption
from a 6 percent bank transaction tax payable by the borrower, which is applied
only to private bank transactions.

The peso generations under the loan are, by mutual agreement between AID
and the GOU, being relent to the private sector for industrial construction,
tourist hotels, and locally made capital goods. The local demand for these
funds is strong.

The initial interest rates for AID import financing to the sub-borrower
ranged between 6-8 percent with 3-10 years maturity depending on the project
and sub-loans were readjustable according to the peso/dollar exchange rate
at time of amortization and interest payment.

A further report with statistical appendices on this loan is contained in
Annex I.

Given the important function of the AID Capital grnds loan in financing
industrial expansion during its period of implementation, the GOU in
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These small farm machinery contract enterprises would own, operate, and
maintain a package of farm machinery on a cust.m fee basis and sell their
services to groups of small producers located in defined geographic areas
and engaged in the production of similar commodities. The geographic
areas would be limited only by the distances that the contractor could
cover and still make machinery services available efficiently, timely,

and at reasonable costs. The farm machinery "package" would not be
standard, but would vary in camposition as to type and kinds of implements
depending upon the crops and production practices of each contractor's
clientele.

"Best information indicates that there are about 16,000 farm tractors in
Uruguay. However, many of these tractors (a UNDP technician estimates that
it could be as high as 50%) are either inoperable or cannot be operated
economically due to age and the lack of repairs. If it is assumed that only
one-half of the tractors in Uruguay are still operating (8,000), and since
Uruguay has a total of about 1,500,000 hectares under cultivation, this
means that there is one farm tractor for each 187 hectares (462 acres) under
cultivation. This ratio would be considered barely adequate for the most
extensive types of farming, such as cereal grain and forage production, but
it is totally inadequate for the 50,000 farmers whose enterprises are less
than 50 hectares in size, Consequently, the Minister of Agriculture has
requested that agricultural production machinery to establish these contracting
enterprises be eligible for acquisition under this loan. Because of this
GOU pilot initiative, the importation of a package of farm-related machinery
by cooperatives or private entrepreneurs will be an eligible component of
this project, and up to US$500,000 in dollars may be used in support of
approved sub-projects of this type. The farm machinery contract service
would operate stricily as a business enterprise and financing for such
projects under this loan would be subject to project design, development,
feasibility studies, and the same evaluative criteria as uny other eligible
egri-industrial enterpr se. In order to receive finencing with loan funds
sub-project proposals will have to demonstrate their impact on small and
medium farmers and include as part of their project design and feasibility
study a satisfactery administrative control procedure to ensure that a mejor
proportion of the farm machinery services will be provided to these farmers.

The technical assistance serviccs to be provided with loan tunds will be
used to assist sub-borrowers in several arcas where present deficliencies
exist. A portion of the funds may be authorized to assist Prospective sub-
borrowers complete comprehensive feasibility studies if their preliminary
sub-project proposals meet the selection criteria and warrant further
development. Terms for such loans will be recommended by the Unidad Asesora
but should not exceed two to three years. In many cases, locally available
consultants may be utilized to assist sub-borrowers in this effort, but in
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substantial portion of the commercial financing risks involved in sub-
borrowing as a means of reducing existing collateral requirements which
hinder investment credit. ‘The fee for this insurance or guaranty mechanism
would be passed on to the sub-borrower as part of the sub-loan financing
agreement. This credit insurance or guaranty arrangement would be optional
for the sub-borrower although we anticipate that the majority will take
advantage of it. The Central Bank will either earmark a portion of its
reserves to support this credit insurance fund or alternatively agree to
guarantee each commercial bank loan up to 70-75%. The GOU will prepare,

as a condition precedent to initial disbursement, an acceptable, specific
proposal, including a time-phased implementation plan, for the establishment
of this credit insurance fund or guaranty arrangement.

5. Target Group, Beneficiaries, and Benefits

The ultimate intended beneficiary and target group of the project is the
small and medium farmer who is the producer of crops used as inputs by
non-traditional export-oriented agri-industries and who will be stimulated
to new marketing and production activities by the establishment or expansion
of agri~-industrial enterprises which use their produce. The initial
beneficiaries of the project will be the private entrepreneurs and cooperatives
who will invest in and operate the agri-industries financed through the loan.
This group will act as intermedieries in extending the intended benefits

to the small and medium farmers and will benefit themselves by receiving
credit for their agri-industrial sub-projects and techneciual assistance in
project design and implementation. The productive sectors of the cconaomy

as a whole will also benefit from the creation of an intermcdiate delivery
mechanism for channeling credit and technical assistance to viable develop-
ment projects.

The exact number of smell and medium farmers who will benefit from the
project is unknown, as it depends to a considerable extent on the location
and types of agri-industrial enterprises that will be rinanced. However,

by end of the third year of the project it is anticipated that » significant
portion of Uruguay's epproximately 75,000 farmers will have benefitted in
same significant way.

Uruguay has very few of the small, subsistence-level formers living on a
fractional piece of land who are outside the market cconomy and who generally
constitute the "poorest of the poor" in many other Latin American countries.
Nor does Uruguay have any large numbers of farm workers (empleados rurales).
While there are a number of partially-employed peoplec who rent a small piece
of land near Montevideo to produce cnough to survive while waiting for job
openings, the great majority are producing some cash crops. Unfortunately,
there is very little incame distribution data available at{ present, although
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the results of a national census conducted in May 1975 should provide this
kind of information. In addition, as part of both the recent AID loans to
IATA and CALFORU, baseline information on the target farmer will be compiled
which will provide a greater data base on this group. Accordingly, this
loan project must be considered in the context of Uruguay's social and
economic development with an agricultural Sector quite distinct from other
countries in the region.

Uruguay considers "minifundia" to be defined as follows:

Livestock Less than 200 ha,
Crops " " 50 hu.
Dairy " " 50 ha.
Fruits and Vegetables " " 20 ha.
Vineyards " " Y ha,

Under this definition, 684 of Uruguay's farmers qualify as small farmers.,
Producers of non-traditional export crops (e.g., fruits and vegetables)
are typically at the lower range of the farm income scale, i.e., relative
to producers of traditional exports {beef and hides). Therefore, the
selection of this target group is consistent with AID priorities to reach
lower income farmers in the context of th: country being assisted.

Small farmers are located in greater in‘ensity in the area around Montevideo,
particularly in the Departments of Canr:lones, Sun Jose, the southern part

of Florida and the southeastern part of Lavalleja. In the rest of the
country, small farmers arc located near department capitals and the large
towns, due primarily to better transportaticn and other facilities, rather
than to type or quality of land. Their location, thus, allows small and
medium farmers to greatly benefit from agri-industries which might be
established or expanded, which generally will be located in Montevideo or
other large towns.

a. Characteristics of Land Holdings and Land Use

There have been no recent comprehensive studies on land use in Uruguay
agriculture, the lack of which has been & major impediment in sectoral
planning. To remedy this deficiency, the IBRD will carry out a six month
agricultural land use and diversification study, financed by UNDP at a
cost of $350,000, on actual and potential productivity of arable land. A
key objective of the study is to identify viable syricultural development
Projects appropriate for IBRD and/or other assistunce agency financing.

Information available is from the agricultural census of 1972 which gives
the total number of farms in the different size groups, the total hectareage
and general use of the land in these size groups.
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L, Project Functioning

The project will place a major emphasis on establishing & special mechanism
within the GOU to evaluate development project proposals and channel &

package of medium-term credit and technical assistance quickly and effectively
to the private sector. The principal GOU agency which will be involved in
this mechanism, the Unidad /isesora in the Ministry of Industry and Energy
(bﬂE) is described in Part V., Section A. The mechanism to be used for the
project will work us described below.

In order to be eligible for financing under this project, sub-projects must
meet the following, selection criteria;

1. Target group - Ihe sub-project must have a significant impact, in
terms of increased employment, increased production or marketing opportunities,
and/or increased income bun.Tits, to small and medium faurmers in Uruguay.
The description of the tavget group will be refined in quantitative terms
(i.e. income levels and number of hectares farmers) by the Unidad Asesora
in the course of developing plans, standards and procedures for project
review and appraisal, in accordance with Conditions frecedent to this loan,
Potential sources of reloevane data for deternining quantiative definitions
of the target group may be found in early results of (a) the May, 1975
Agricultural Census and (b) Jdata te be developed on similar target groups
ander the TATA and CALFORU orojects,

2+ Characteristics of th onierprise - Uriority nonsideration will be

given to cub-projects which (a) utilize norasl gegricult ural raw material
which has been produced or hns potentiad, £o.0 incereancd production; (b) involve
minimum packaging cosus il complexityy (e) uvili o uncomplicated technology;
(d) maximic utilization o cxdsting facilities; (v) omplement existing
faciliticr; (f) involve uneomplicated marketing; () operate effectively
Jithin existioe limitetions: o (1) complement L Jdomestic market. 1In
addition, enterprises 0ot un e Lhe projuct must not receive excessive
protection, must eohind nUoTanagement . muct be solvent according to

normnl comrrerciol bunk L '

so»f the depublic stindards, and must have
an interncl rate or relurvn of a0 lewst 100,

S« Exporl orienbntict - b roiects chosen Cep rinancing should be
export-oricnted 1o 0 Ll Yollowing watyo: (a) actual production is
substantially caport copiori o, (b) present production is only export-
oriented to u minor depese, bud prospects ror increased exports are good;

(e) interesting cuport nrony nn ooxict {0 conipment is modernirved; and
(d) nev enterprices whe oroduction will b principally cxport-oriented
elther at the outset or oAy Silling an exicting domestic demand,

4., Excluded enterprises - lhe following -vpes of onterprises will be
excluded from financing un .~ Lhe project: (a) meat or meat-packing
faecilities; (b) fisheries or rish processing activities; (c) textile
manufacture; (d) shoe manufacture; (e) leather or lesther products
processing; (f) manufactur> or marketing of alcoholic beverage; (g) wool
processing or manufacture; (h) those which involve purchase of property
owned by the GOU or any instrumentality thereof.
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Following confirmation of the completeness of the proposal and its
eligibility under the project, the Unidad Asesora will examine the sub-
project's cash flow and ability to amortize the proposed sub-loan within
a 5-10 year period. In addition, the Unidad Asesora will examine in
detail the following aspects of the sub-project proposal:

1. Quantifiable indicators

(a) Its profitability and contribution to GNP through cost-benefit
analysis and assessment of its internal rate of return.

(b) Its contribution to exports through computation of net foreign
exchange earnings.

(¢) 1ts contribution to employment generation.

(d) The percentage of domestic raw materials used (must be over
50% to be approved).

(e) Its profitability and international competitiveness, through
analysis of its: (1) ability to produce at international prices; (2)
profitability to the entrepreneur; (3) break-even point; (4) financing
arrangement; (5) operating capacity; and (6) accordance with the legal
framework. Other indicators of productivity, degree of mechanization
and degree of organization will also be evaluated.

2. Unquantifiable indicators

Subjective but reasonable assessments will be made of its contribution

to the improvement of income distribution, diversification of production,
industrial integration with neighboring countries, and production capacity
of basic inputs needed by other Uruguayan industries which mact these same
criteria. A key element of each feasitility study will ccencoern the plans
of the sub-borrower to organi:e the needed raw material producticn on
which the agri-industry must depend.

Technical ansalysis of the proposal will be undertaken by the Unidad Asesora,
comsulting, as appropriete, with other technical branch=s of the MIE or
other GOU Ministries or sgencies. In particular, in the case of' project
proposals for farm machinery packages by cooperatives or private contractors,
proposals will be referred to the appropriate offices «f the Ministry of
Agriculture, as necessary, to insure thorough technical analysis. The
Unidad Asesora estimstes that depending on the type of sub-project and the
quality and completeness of the proposal, its analysis should take from

3«5 months.
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The Unidad Asesora, on the basis of its in-depth appraisal of the sub-
project proposal, will recommend whether the sub-loan should or should
not be made using project funds, If it concludes the project chould be
financed, it will prepare a report of its appraisal, which will include a
completed Project Assescment Form and the Unidad's suggestions for the
amortirzation terms for the sub-loan, and forward its recommendations to
the Office of Planning and Budget (OPP), the Ministry of Economy and
Finance, and the Central Bank. These entities will review the Unidad
Asesora's report and recommendations, and at a time to be set by

OFP, representatives of cach will meet as in constitution of a Mixed
Commission which will determine the sub-project's conformity with the
project selection criteria and GOU development policies and priorities.
The Mixed Commission, which will function in the capacity of & board of
directors, will then approve or disapprove the sub-project. Approval
must be by unanimous vote. AID whll reserve the right to review and
approve sub-projects using over US$550,000 of AID dollar funds, following
Mixed Co.mission review and approval.

As part of its sub-project analysis and approval process, the Unidad
Asesora will determine whcther the sub-borrower requires technical
assistance of any kind in order to implement effectively the sub-project.
If it determines technical assistance is necessary, it will arpange
financing for this and include it as part of the sub-loan package.

A major obstacle in providing appropriate technical assistance to sub-
projects is the lack of knowledge of experts in the particular areas of
agri- industrial activities. While the prospective sub-borrower and

the Unidad Asesora may agree that specific technical assistance is required,
substantial ec¢ffort and time may be spent by cech in identifying and
facilitating the contracting of such expertise as appropriate. Therefore,
as a means of dealing with this constraint, the Unidad Asesora, upon Mixed
Commissicn project approvel, and subject to AID review of contracts, will
contract with an appropriste entity, e.g., & spocialived U.D. consulting
firm, or possibly the International Executive bervice Corps, for the
identification of qualified expertise and ascictence in arrenging for the
technical agsistance required by the sub-borrow. -.

The Mixed Commission, through OPP, will certify -iu epprovei of the sub-
project to the Unidad Asesora, which will notify Llhe sponsoring hank.

The bank will then apply to the Central Bank for (1) local-cost and foreign
exchange financing, %g) e credit Insurance pclicy cr guarantee arrangement,
and (3) arrangement; for the import transaction. Mixed Commission approval
of a project would sutomatically authorize the Central Benk to rediscount
the commercial bank's sub-loan. The sub-loen would then be made by the
sponsoring bank.
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The sub-borrower, at his discretion, may wish to further apply to the
Unidad Asesora for ocualification of his sub-project under the Industrial
Promotion Law in order to take advantage of the incentives contemplated
by that Law. It is anticipated that, if this application is made at the
time the sub-project is initially submitted to the Unidad Asesora,
processing of qualification under the lndustrial Promotion Law will proceed
coincidentally with appraisal under this project. The Unidad Asesora,
then, upon making its recommendation to the Mixed Commission for sub-
project approval, would recommend to the Minister of Industry and Energy
that the sub-project be declared qualified tc receive benefits under *he
Industrial Promotion Law.

The Unidad Asesora, upon Mixed Commission sub-project approval, would be
responsible for notifying AID of the foreign exchange requirements of the
approved sub-project and make similar arrangements with the Central Bank
for the local currency portion of the sub-loan. In rezponse, an AID
Letter of Commitment will be opened or increased with the appropriate
U.S5. bank. FResponsibility for opening and processing Letters of Credit
will belong to the sponsoring banks on behalf of their sub-lorrowers.

The Unidad Asesora currently consults on a regular, but inf{ormal, basis
with private secior representatives and plans to centinu: thic interchange
in implementing this project. It will also set up a privat.: sector
advisory panel composed of various representatives of ulie business and
industrial community. It will consult periodically with -his pancl to
diccuss the needs and problems of the private sector and wu. s in which

the Unidad might be responsive to them in its sub-progeec: guidance and
appraisal.

C. Other Internaticnal Donor and Bilateral Assistance asctivitioes
Related to Project

1. IBRD

On conclusion of an IMF Standby Agreement with the GOU ...ring May 1975,
the IBRD began processing e US$5S million Industrial se:ncr Loan. The
loan, expected to be authori ed in late Fall 1975, is geared ‘o financing
both imports of industrial raw materials, spare parts, and balancing
equipment and for plant rencvation and expansion. Of th. total amount,
approximately US$20 million will be allocated for imports of industrial
raw materials, spare parts, and balancing cquipment which amount will be
disbursed within a year and essentially serve as balance of payments
support. US$14.5 million is proposed for finaneing capiial goods imports
for industrial sector development (primarily non-food processing industries)
projects with an export orientation. Sub-projects will be evaluated by
the Ministry of Industry and Energy's Industrial Project Evelvation Unit
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(Unidad Asesora) and policy approval will be accorded by a Mixed
Commission consisting of representatives of the Central Bank, OPP,
and Ministry of Economy and Finance.

The proposed AID loan has been brepared in close collaboration with
IBRD officials so as to ensure that both the AID and IBRD loans are
channelled through the same mechanism and will be utilized by sub-
borrowers on substantially the same terms and conditions.

The IBRD plans to allocate the remaining US$500,00C of the loan funds
for three technical assistance purposes: (1) to provide a team of
experts to strengthen the Office of Planning and Budget and the Upidad
Asesora's project review and evaluation capabilities; (2) to strengthen
export marketing capabilities and (3) to strengthen the quality control
of Uruguayan products. An IBRD Appraisal Mission for this loan will
arrive in Montevideo on June 23, 1975. Besides the proposed loan, the
IBRD is also the executing agency for a UNDP financed study (US$550,000)
aimed at developing a.strategy to div-»sify agricultural production. The
Study will also provide a plan of action for the GOU to carry out the
strategy and a ten year investment program for agricultural projects.

The IBRD also plans & Livestock Development Loan of approximately US$ 15.0
million to the GOU during CY 1975. This loan will be the fifth install-
ment of IBRD lending in this sector, which is administered by Plan
Agropecuario, an agency of the Ministry of Agriculture and Fisheries (MAP),
To date the IBRD has made US$54.7 million in loan funds available to this
program.

2. Inter-American Development Bank (1DB)

The IDB has made several loans to the GOU in the agri-industrial development
rea with poor results so far. A US$6.0million small and mediur industry
development loan, made in 1970, and channelled through the BOR, was
cancelled in 1974 due to the BOR's inability to make disbursements.

A US$15.4 million meat packing loan, made in 1970, has so far only disbursed
same US$U.U million. The principal reasons for slow implementation stem
from cost increases of projects due to inflation changes in project design,
and slow BOR disbursements.

A principal problem in BOR's disbursement record is its requirement for
excessively high collateral requirements from sub-borrowers. Discussions
&re currently well advanced between the GOU and IDB to cancel or restructure
the loan in ways to permit its expeditious implementation.
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The IDB has signed in 1974, a US$3.0 million citrus development loan, to
be administered by Plan Citricola, an agency of the MAP with private
sector representation. The loan will finance technical assistance and
credit for citrus production,

The IDB is also planning to make a US$23.0 million Fisheries Development
Loan to the National Fisheries Institute (INAPE) to finance fishing boats
for private sector enterprises or cooperatives, fish processing and
marketing installations, and port infrastructure. It is expected that
this loan will be made in 1975 or early 1976. It is anticipated that

the IDB and GOU will agree to use the Unidaed Asesora as the project
review group for evaluating private sector projects under this loan.

The GOU has requested a US$20 million loan for development of fruit and
vegetable production. The loan would be administered by Plan Granjero,
another MAP sgency with private sector participation. The IDB has financed
an Israeli team of experts to assist in the development of this loan. The
primary purpose of the loan will be to finance technical assistance and
investment credit to farmers working in fruit and vegetable production.
Major policy decisions are pending within the GOU »n restructuring Plan
Granjero before the loan program can be advanced. Tt is unlikely that

this loan would be authorized prior to late 1976.

5. UNDP

The UNDP is providing financing (US$350,000) for an IBRD directed study of
land use patterns and agricultural diversification in Uruguay (see above).
It will attempt to formuwlate a long term public investment program for the
agricultural and agri-industrial sector and an inventory of projects
suitable for international agency financing. The study should be completed
by March 1976.

The UNDF is currently financing four UNIDO cxperts to assist the Unidad
Asesora upgrade its project cvaluation capabilities. The UNDP is also
providing assistence to the Laboratory of Testing and Analysis (LAE),

a privately-financed, but MIE-operated quality control agency and materials
testing facility. This agency is responsible for certifying quality control
on agri-industrial exports.

The UNDP is also providing technical assistance to the Center for

Productivity and Technology, an industrial development and technical

‘assistance agency of the Ministry of Industry and Energy. The assistance

is oriented to export market development of shoe and leather products industries.
UNDP is also financing assistance to the Foreign Commerce Bureau of the

Ministry of Foreign Relations in carrying out export market studies for









- 57 -

and fruit and vegetable production, with limited training in livestock
production.

E. Impact on the U,S. Eccnomy

The overall effect of this project on the U.S. economy will be very posi=-
tive.

The bulk of the loan funds proposed for this project, US$ 4,5 million,
while open for procurement from Code 9ul countries, are expected to be
utilized largely for U.S. procurement, either capital goods, spare parts,
essential raw or intermediate materials, or technical assistance. In
this regard, the proposed loan will have a favorable impact on the U.S.
economy. As described in other sections of this paper, Uruguay will have
credit lines available for capital goods imports from other countries,
specifically Argentina and Brazil. However, it is the intent of the GOU
authorities who approve the use of such credits to direct foreign pro-
curement by Uruguayan firms to those countries offering the lines of
credit. 1In addition, the specific design and features of this project
offer advantages over these other credit lines. As a consequence, it is
anticipated that a substantial amount, if not most, of the procurement
under the proposed credits will be piaced with U.S. businesses.

Further, the expected commercial and trade relationships which will be
developed under the proposed project between Uruguayen agri-industries
and U.S. supplier firms which are either sources of capital goods and
services or market outlets for distribution should grow over time as
sub-projects assisted and developed with the proposed resources expand
their operations. To a significant degree, as Uruguayan agri-indust: ies
expand into more complex and larger scale operations, the sole or pre-
dominant source of technology in food processing will be the u.S.,
given the leading position of U.S. technology in this area. Both in
the provicion of technical assistance and in the development cf export
marketing outlets, the services of such groups as the Agri-Business
Council and OPIC will be enlisted.

Uruguay's exports of processed non-traditional agricultural commodities
generated by this project will have no impact on the U.S. economy. Major
export markets for Uruguayan agri-industries are and will continue to be
Argentina and Brazil (especially given the current trade agreements between
Uruguay and these countries),and European countries. Only a small portion
of production will likely enter U.S. markets, and that probably only after
Uruguayan agri-industries grow substentially in scale, to meet the pro-
duction needs of U.S. markets, and improve overall quality of production
to U.S. standards. Overall, the expected volume .of production, concen-
trated in fruits and veget.bles, will be so small relative to the U.S.

or world markets that Uruguay could make 20 to 50 percent annual in-
creases in its exports of these items, and still have no discernible
effect on these markets.
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F. Consistency with CIAP Reviews

The October 1973 meeting of the Sub-Committee on Uruguay made the following
recommendations:™

"15. Traditionally the Private sector has had a predominant role in the
Uruguayan economy. It not only has the largest partiripation in almost all
aspects of national life, but it also has a key responsibility in the agricul-
tural, agri~industriel and export sectors. The Uruguayun delegation outlined
to the Sub-Committee its Government's general economic policy, which favors
the liberalization of the private sector from statge controls, stimulating
private initiative, and orienting government action toward the formylation of
national development plans and programs, promoting and expediting private and
. public efforts in order to achieve these plans ang programs, take the primary
responsibility for certain critical or strategic activities, and protect these
activities in accordance with the planned National Development Strategy.

"16. According to thig Plan, the principal activities to be developed will be

an export-oriented manufacturing industry, the agricultural sector, construction
and exports in general. The Proposed Law for Industrial Promotion and the
structural changes in the BCR creating the Development Division, allow the
intensification of the credit and tax incentives to promote industrial activities.
The continuation and expansion of the agricultural developmen t program will
stimulate agricultural activities. The expansion of housing plans will reactivate
tne construction sector. Simultaneously, the foreign exchange policy plus a

"17. The Sub-Committee agreed with the Delegation from Uruguay in assigning
fundamental importance to those efforts that they could make to increase
productivity, especially in the agricultural sector. This augmentation of

this context, they emphasized the high priority of investments made in research,
technology, and agricultural extension.

18. The Sub-Committee emphasized the importance that export promotion and
diversification policy has on the future growth of the Uruguayan economy. The
Uruguayan Delegation explained that its Government is conscious of the need

to promote export activities, especially by stimulating producers of exportable
goods with a high net value added. Through the mini-devaluations mechanism, it

It is the Mission's opinion that the objectives of the proposed Loan are fully
consistent with the recommendations of the last CIAP review of Uruguay.

x Informe Final del Sub-Comité del CIAP sobre Uruguay, Wash. D.C. 23-26 October,
1973.



PART V - PROJECT ANALYSTS

A. Institutional Analysis

1. GOU Organizations

The following are brief descriptions of the responsibilities and functional
areas of operation of the various GOU Ministries, agencies and institutions
which will be involved in the implementation of the project.

a. Ministry of Industry and Energy

The Ministry of Industry and Energy (MIE) has responsibility for national
industrial policy, energy sources, and tourism, and for development activities
in these areas. Its responsibilities include the areas of geologlcal sur-
veys, registry of oil wells and mines, industrial recsearch and experimentation,
industriel information and evaluations, and the moils. In addition, it seeks
to stimulate employment and the application of new techniques in the indus-
trinl sector, and maintains relations on behalf of the Government with inter-
national organizutions in its areas of responsibility.

Within the MIE, the Laboratorio de Analisis Yy Ensayos (LAE) is responsible

for quality control of export products. The LAE is funded entirely by the
private sector, and at present works principally in leather, agricultursl

and fishery products, although it plans to expand its functions to include
poultry feed and fodder. Also under MIE is the National Industrial Pro-
ductivity Center which provides assislance to private sector firms in specific
technical industrizl questions. More information on the Center is provided
below. Another MIE agency, the Unidad Asesors, will be the main implementing
agency for the loan project and is also described below,

b. Ministry of Agriculture and risheries

The Ministry of Agriculture and Fisheries (MAP) is responsible for elabora-
ting and implementing national policy in the agricenlture, livestock and
fisheries area. Tts responsibilities include the conservation and improve-
ment of soils, irrigation and drainage; land tenancy ond exploitation; ad-
ministration of nationsl parks; sanitary controls affecting crops; livestock
and fish; and markets and prices paid for agricultural products. In addi-
tion, it has responsibility for agricultwral and livestock research; regis-
tration of agricultural cooperatives; regulation of meat-packing houses; and
cooperating in the socinl and cultural development of rural workers. The
Ministry also maintains relations on behalf of the Government with inter-
national organizations in its areas of responcsibility.

Sub-project proposals of a particularly agricultural. nature, such as those
for finsncing a farm machinery service project, will be referred to the
appropriate MAP office as part of the sub-project apprnisal process under
the project.
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The Unidad Asesora is composed of two units. The main assessment unit, Unidad
Asesora de Promocidn Industrial, is responsible for recomnending Jeclarations
of national interest and is comprised of three experienced professionel en-
gineers. The second unit, a staff Support body, is the Unidad de Assistencis
Technica para el Desarrollo Industrial, comprised of three business sdminis-
tration professionals and two economists, 1In addition, the Unidad has /lele-
gates from OPP, the Ministry of Economy snd Pinance, the Zentral Benk, the

BOR, and the 2anco Hipotecaric qel Uruguay, with whom it censults concerning
Proposals of interest to these organizations., Also, the MIE ig receiving
technical assistance for the Unidad Asesors from four UNIDO foreign technicians
funded by the UNDP to help in esteblishing industrisl project identification,
evaluation, and follow-up methodologies ang criteria for estebliching mechsnisms
for generating ang promoting industrial projects with specinl emnhasis on
assisting entrepreneurs with project ideas in any stage of elaboration to com-
plete enalyses and studies required to qualify for assistance or declarations
‘of national interest,

f. Dffice of Planning and Budget

The Office of Planning rngd Budget (OPP) is en agency directly responsible to
the Presidency, which assists in the formvlation of national development plans,
policies ang Programs and advises on public sector budgetary matters. It
us8ists in the formulation of economic development plans, projects and seeks
Sources of financing for these plans, coordinates all efforts to increase
national production, and coordinates arrangements for external technical and
finincial assistance with international organizations and foreign governments,
OPP assists in making projections for the national budget and advises on the
formalution of the snnual budgets or State-owned industrial ang commercinl
entities., opp approval is required for all loans to the GOU by foreign
governnents, international agencies, or foreign banks,

The Office is headed by » Director appointed ty the President of Uruguay, and
is divided into three divisions: Planning, Budget, ang Auxiliary Services
(administrwtion). The Planning bivision is charged with enalysis, programming,
evaluation and coordination of public sector investment projects, and coor-
dinates and directs 211 foreign technicel assistance. In the industry sector,
OPP eviluntes sector plans and brograms, and provides technical nssistancqlin
the organizintinsn ang imnlementation of industrial plans. 1In agriculturc, the
Office distributes basie statistics on production and prices, and assists the
MAP in the evaluation of #gricultural dev2lopment proje.ts. 1In addition, the
OPP conducte g wide ronge of studies in the area of foreign commerce, in-
c.uding market studies, integration studies, and swudies on foreign trade
duties and taxes. It ©lco oversees import ang export prices, as well a8
customs duties,

The Industrig)] Section of Opprg Planning Division received sSub-project re-
2uests and conducts onalysis of these proposals in preparation for financing
under the Federal German Republicts small and medium industry lor:, (see

Part 1v,, c,4),
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The IAE functions as the country's center for quality control
of export products. Given the proposed project's heavy
emphasis on export production, the Unidad Asesora is expected
to make much use of the general and specific services availeble
from this entity. Among the functions of the IAE is the
categorization of Urupueyan food production under worldwide
international standards, The LAE is particularly active at
present in instituting use of these standards for the export
food products area. The LAE categorizes snd regislers
national products and certifies shipments to be of specified
quality, an essentiel requirement for production for export
markets. In addition, the ATL also performs on site factory
checks for grade and standnrds control., Although the current
standards Leing epplied sre less than the highest {due only
to the nature of the imperfect or low quality raw materials
many firms must use) the IAE has a reputation for strict
application of those standards in force. The IAE has ¢cood
equipment, and more than five years experience in the

standards area.

Specific ways in which the TAE is expected to provide essential
support services to the Unidad Asesora include, for example,

an analysis of the quality of raw materials or actual production
to be directed to export or internal markcis to insure that

the assumptions of a sub-project regarding potential mrrket
penetration are production projections and rcasonable. With

the strong emphesis on export production in {his FProgsram,

much use is expected to be made of the IAE's services by the
Unided Asesora during sub-project evaluation.

As with the Center for Productivity, the TAF lias s sirong private
sector orientation, witli geveral members of its bonrd of Directors
being representatives from the business community. Tie mixture
of privaete end publiec officiols puiding its efiorts hing worked
harmoniously.

Both the Center aond the TAE are working at less thinn full
capacity, and requests “he Unidad Asesora mey dircct !o them for
assislance will be casily handled. All of the cntities mentioned
are under the direction of the MIE. Becasuse of this, Lhey ran

be expected to cooperate and coordinate their aelivilies closely
to support mutual programs and interestes.
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A third source of technical assistance to the Unidag Asesora for
project evaluation will be the DGCE, an office which handles
export promotion and development activities for the GOU. This
office is currently providing services to the private sector
among which are so called "sector studies" of regional markets
which provide business with valuable non-product specifiec,
market information. Also, under the DGCE program, private
entrepreneurs' can request thal specific market studies be
performed by the DGME. [T capable, the DGCE performs the
study itself. Gtherwise the DGCE can request the UNDP Ltech-
nicel essistance in carrying out highly technical or specific
work. It is expected that this latter service capability will
be of significant assistence to proposed agri-industrial
projects which will plan to enter evport markets,

Given the capabilities o? these specialized oy agencies, and tie
fact that they each have capacity to provide additional services
to the Unidad Asesora, the Project Committee's reviev concluded
that specific strengthening of the Unidad's staff in the special
technicel skilils reoresented in the agencies described is not
reauired to for project implementation.

Further, the UNDP assistoance program which will run throush
February ot 1977 will provide a continuous and reliable puidance
and support to the Unidad Asesora in developing and improving
all phases of its operations. '

Nonetheless, as the Project Committee's Success in rapidly
identifying potentially eligible sub-projects attests, there
exists a substantigl demand for financing of the nature proposed
within the apri-industry sub-sector. When program implementation
begins, there will be numerous and frequent sub-projrct
submissions received and to be processed by the Unidad Azesora.
In order to handle that increased demand and workload, aurmen-
tation of the Unidaq Asesora's basic appraisal staff will be
necessary.

The Unidad's present stalf is comprised of professionals aualificd
within Three main areas:engineering, businesg administration

and economics, It is likely that, with the increased demsnds

for financing to be processed as a result of the AID and I1ERD
loans, the Unidad's stafr will have to increage by from 60 to

100 percent with the expansion composed primarily of the
engineering and economic skills to increase project review

and appraisal capacity. As noted in earlier Sections of thig
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10. Most fruit and vegetable processing plants are poorly equipped and in
need of rehabilitation, some of which is already underway: CONAPROLE dairy
plants are excellent in all respects: many other [ood processors o! various
types are well equipped.

11. Ffruit and vegetable processors are in need of investment programs to
improve cupacity, efrticieney and quality, and to be in better position to
increase erports anu absorb prratcr quantities of agricultural raw material.
There i.s much scope for increasing {resh fruit and vegetable and duiry
produrts exports, particularly to Brazil and other reighboring countries.

17, Products develope: for evport should fit within theframewoark of the
recommeno :d criteric .

13. Tais proposed louan program will provide funds ror needed investments
in exicting and new racilities, providing Uruguay with o more efficient and
m~re productive food processing industry which coula quickl, generate
additional export: snd uwetter supply the domestic mirket.

1lli. The loan program snould be supported b, technical assistance in the
areas of vegeta:le rd Cruit growing, dairy farming, toa>d processing, and
marketing.

The Mission in consultation with the COU anrd the private se~tor has identilied
A7 (llustrative agri-industrial project proposals which :re annexed. These
proposals have been developed by both cooperntives and pri:te ffirms snd are in
various stages of development, from planning proposals to pro,erts that have
bean submitted to the Unidad Asesora for approval.(SQe anaex G, Txhibit 1),

(tost intormation is estimated and buased upon the most recent data availabhle

at tnis time. inal costs cannot be determined until proformo invoices are
provided buased upon exact specifications and d-livery uchedules. However,
present estimates »f the total dollar value of capital yonds imports, including
technical services, for the proposals identified is Uy 1o, % 3,700. The total
est imated local currency required by these projects, expressed in dollare, is
US$IA09L,000, Total investments for these illustrative wrojects, expressed in
dollers, is US$ 26,616, 000.

Of the 3/ idertitied proposals, 3h are locaterd in the interior of Urupuay,
and % arce located in Montevidec. The vreakdewn oy commocity or qctirvitys is:

Yegetable Processing
Fruit Processing

Dairy Processing 1
Box Manufacture

Can Fabrication

Livestock Feed

Other Foods

3V NV = WO

3
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This preliminary study definitely demonstrates that there is a need for
additional or improved ugri-industrial activities that involve f{'ood procearing
and are export-oriented. It is evident that each proposal identiticd will
require additional in-depth study and updated information before the fcasitility
and both the dollar and locel cost financing can be f(ixed with any degree o
accuracy. It is certain that additional projects, vetter designed, will ue
forthcoming once a system for submitting these projects for approval nnd

financing has been implemented. Also, local capability for developing propnsnd:,
including feasibility studies and financial analys: ', has been identitied wnich
will greatly improve the planning and implementation of new agri-business
proposals.

It is clear that further marketing studies will hui2 to he developed both
for internal sales and evport opportunities. This must include the cont inued
development of grades and standards to meet specific market outlets, plur
rackaging and product presentation that will respond to market need:.

It should be pointed out that the non-availabilitvy of medium nnd lonpg-term
credit and the scarcity of foreign exchange availaole for the importat on
of capital goods has inhibited project development by interested investors.
Only recently, with the liberalization of foreign exchange for imports nnd
the proposed biluteral credit agreements with Brazil and Argentinn, have
developed investment projccts seceived attention.

The illustrative projects outlined above are all within the criteria
guidelines developed for export product strategy (see pape 7). These
proposals:

1. Are based on agricultural raw materials that have been
traditionally produced in reasonable volume;

2. utilize minimum packaging costs and complexity;

3. utilize uncomplicated technology:

&

maximize the utilization of existing fncilities:
5. are complimentary t.o existing facilities;
6. are designed for uncomplicated market ing;
7. operate within the limitations of their specific grographic arean: nnd
Y

+ are complimentary to the domestic market.
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Because of climate, quality of soil, and proximity to the major market of
Montevideo, most of the fruit and vegetables are grown in the southern

section of the country, with the exception of citrus, which is primarily

grown in the north-west corner. Most of the fruits and vegetables are grown

on farms of leas than 50 hectares in size, ani a considerable number of

these are less than 10 hectares. These small farms are lacking in mechanization.
The economir equation of hand-labor vs. machines lcads to resistance on the part
of growers towards mechanization because of low labor-cost and the high cost of
f'arm machineg and fael.

Despite .he constraints a:r evidenced from the above, the total population is
being adequately supplied with a balanced and nutritious diet of fruits,
vegetubles amd other foodstuffs, exports are belng accomplished in increasing
volume and progress is being made.

There is undoubtedly much scope for more production of all Finds f agricultural
products, and there appears to be an excellent opportunity to rapidly generate
increased cxports from the low present base. The three tnings needed to expand
agricultural output are:

1. improved productivity per unit and lower unit costrs;
?. expanded areas of production;
3. improved quality standards and uniformity of production.

The low yields and correspondingly high costs put Uruguay in an unfavorable
position relative to its principal competitor, Argentina, and present a serious
handicap to the fruit processing industry.

At least one processor, the Rio Claro factory, is already taking positive steps

in this regard. This small factory has increased its production ¢f tomatoces
dramatically in the past two years, from 479 tons in 1972, to 2,523 tons in

197h. They now deal with about 500 very small farmers, and are assisting the farmers
by providing field supervision and technical assistance, providing sced and some-
times fertilizers. Last year their yields were reasonable at 15 tons per hectare,
which compares favorably with the nationwide average of 7,000 kilos per hectare.

They have been selective with their growers aml have weeded out those who proved

to be unreliable, and they have a good reputation with growers, particularly

because they pay on time. They expect to improve yields rapidly over the next

few years, to ut least the 30 ton per hectare level, with a corresponding
improvement in quality. They deal with the growers on a contract basis, guaranteeing
to take the farmers' full output and thus providing the needed incentive.

Apparently the practice of dealing on a contractual basis has not always
worked as well as it does for Rio Claro. Other companies have experienced
difficulties with farmers not adhering to their part of the contract, and the
farmers in turn accusing some processors of being unfair in the execution of
their part of the contract. It does appear that there is need for improved
integrity on both sides. Better processor-grower relations and adherence to
guarantees particularly with respect to payment would encourage growers to do

a better job.



With respect to fruit, according to data provided by the Oficina de Programacidn
y Politica Agropecuaria, the export of fresh fruits including citrus has
increased dramatically in the past five year period. In 1Y70, total exports
amounted to BTHG0I0 *nereasing toWp3.LU0,000 in 2974, an increase of 460%.

Much improvement can ve accomplished merely by better orchard munagement

and the application of improved horticultural teckniques. As an cxample

of what might be accomplished, an Israell technical mission recently developed
A comprehensive propossl involving a combination of technical assistance,
capital investments and wmarket sur.,eys. From schedules given in their report,
they anticipate increacing the yield or peaches, ~pples, pears, from the
present level of about 7 tons per hectare by 70% ir. five years and more than
double in ten years. By & combination of rehabilitniing existing orchards and
establishing new orchasis, they anticipate a subctantial increas. in tresh
fruit exports, paralleling the ‘ncrease in production.

Although these figures are only forecasts of what tnis Missicn Lelieved could
te accomplished, the [igures are indicative of the scope of cppertunities that
exisg.

Another need ot the fru'rn nrodu:cers, and this is triae of *he ci:rus industry
as well, is the need for processing outlets for s.:ond raie prouuce thatv is
st i1l of reasonable qual! .y but below export grarde., These ‘rul'. could be
processed into sucn by-products as fruit pulps, couceutrated trult pulp, truit
fuices, marmelades, oil ~xtraction, etc.

rcheese and other dairy prouucts seem to be natural exports for bLuin cattle
reising country. But the raw milk supply and quality probl-m must be solvea
at the farm level. The level of supply limits the prodiction of all dairy
products, particularly exportable cheese and casein. The quality of the milk
:s inferior bacteriologi~ally. Incoming raw milk to the proces.sing plants has
a bacteria count rangin, from 13 to 16 million bacteria p-r cunic em. Even

with this high level ot contamination, CONAPROLE, the iargest milk processor
in Uruguay, claim to control tneir pasteurize: milik at aront 0,000 bacteria
count.

However, the cxceedinglv high bacteriacontent of raw milk limits the prodnction
of the types of cheeses -hat can be manuractured 'y CONAPROLE -0 one type,
Sorinz . With better quality milk, cheese productiou could be !iversified

into other types. Almost all of the Surinz product on is exported to Buenos
Aires and Bra~il. However, the quantity of cheese output is restricted by the
milk volume probtlem. At present time the cheese plant operates only 7 months

of the year. Without the milk volwne limitation, productlon could take place
tive more months annually, resulting in at least a 707 increase of output and
corresponding exports.

Despite the supply problem, CONAPROLE is making an investment of ysgi1,.2
million for a new powdered milk plant with a capacity of 200,000 liters of
raw milk per day, which is planned to be in operation 2 years from now. The
e xecutives of CONAPROLE advised they were taking steps to correct their

supply and quality problems, such as:


http:subcbmta.al

- 73 -

1. Constructing central receiving stations to collect and
cool raw milk more quickly.

2. Institute a bonus system for growers based on quality.

3. Improve milk handling throughout the system,
It might also be desiralle for CONAPROLE to invest in a technical assistance
team of practical opurating dairy technicians working at the farm level. Much
could be accomnlished i n relatively short pericd of time if the proper
approach can be ascertaincd ana some of the elementary aspects of the problem

cnuld be correccted.

Packagiog Muterials

The most important packag'ng material for the fool processing industry

is sanitary uin canc. There are three can making plante in the country,

which is ample capacity in relation to the present size of the processing
industry. Ore of these is a plant recently ncquircd by Lne cariboni group.

This plant had gone bankrupt end has not operated “or the past five years.

The cquiment is presently being overhauled and &l efficiency of this plant
will be largely determir.d by the thoroughness of trne renovat:on and the
company's ability to recru't a team of gooa can mud 1y operators and mechanics.

The second company, Lostorto, operates a plant with \ery old, low speed
equipment, but they are presently formulating & projram of modernization
involving an estimated investment in the order of $200,000. Fach aof the
plants has a completcly cquipped lithographing installation and Lhey do
all of their own tin plate lithography and lacquering.

It is important to note that none or the plants ir equipped with automatic
can testers. This is a serious, although not a vital deficiency. The purpose
of the automatic can tester is to eliminate the defective cans which then are
never delivered to th~ processor. These are cans with fabrication defects or
a pinhole in the tin plate. Since cans that should have been rejected will
be delivered to the processor who has no means of climinrating them, they will
be filled with product with resulting spoilage. Not only this is costly, but
it is demaging to the reputation of the processor, trand, and the industry
overall. It can be particularly embarrasing if & high number of spoiled cans
are found in an export shipment. Can testers are quite expensive pieces of
machinery and undoubtedly this is the reason why they are not used. They can
only be justified on the basis of quality.

Since these plants use Canadianor U.S. tin plate the likelihood of more than
a very rare pinhole is negligible and fabricating defects are by far the most
likely cause of spoilage.

Cans are expensive aml the unit cost is stated to be about double the U.S.
cost. However this is very typical of can costs throughout Latin America.
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Glass bottles and jars are available but the supply is limited with regard
to size and shape. The selection of closures is alto limited to rather old
fashioned types. Becaust: neither the jar nor the closuvre is manufactured to
Very close tolerances, this sometimes results in an inadequate sesal.

Labels are available in reasonable quality, but thcse ton are reported to
be very expensive.

Corrugated cartons are not widely used and it was reported that these are
prohibitively - expensive ond poor in quality. Most of the product for the
domestic market is packed in wooden trays or open top wooden cases which
are returnable. Many export packs are shipped in wcoden crates.

Packaging costs, availability, and quality will hee an important bearing
on product strategy for export. For example, fresh fruit exportes require a
minimum of packaging, canned fruit in syrun requires the most cxpensive
packaging, and fruit pulp in bulk packs would be i‘ termediate in packaging
cost.

4. Per:onnel

The caliber of managerial and technical staff of coursr varies considerably

with the size and compl.xity of the respective inaustries. Suifiecient skills
probably exist to cope with the present levels of activities. Under intensified
activity levels, the following areas would prohably prove to b~ deficient and in
need of reinforcement:

Planning

Product Research and Development
Agricultural Research and Developmen+*
Quality Control

Cost Control

Marleting

The factories are accusiomed to operating witn an excessive amount of hand
labor. There should be ~ gradual transition tn mor~ mechanization and to
accomplish this smoothlv will require attention to personnel relations,
perscnnel training, ete. The various skills required for more sophisticated
processing and oprratin methods will need to be developed conecurrent with
the more advanced instullations.

The level of education in Uruguay is generally higher tnar most other Latin
American countries, indicating that no greater personnel problems should be
encountered as the agri-business enterprises develop in size and complexity
than would be encountered in any other part of Latin America.
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5. Food Processing Farilities

The Exhibi% below details the existing food Processing businesses in Uruguay
of all kinds except meat packers and processors.

Tt will be noted that there are 69 establishments devoted to fruit and
vegetable Irocessing, fruit and vegetable packing,and dairy products.

These range in size and complexity from very small, orimitive type operations,

such as the Rio Claro tomato products plant, to modern, sophisticated installations
such as the CONAPROLE milk processing plant in Monte'ideo, and the cheese factory
located near villa Rodriguez. (The notes covering an inspection of seven of these
plants are included in Annex G, Exhibit 2).

FOOD_PROCESSING BUSINESSES IN URUGUAY

Sources; Indice Industrial del Uruguay
Oficina de Programacién y Pol{tica Agropecuaria
Centro National de Tecnologia y Productividad Industrial

Fruit and Vegetable Processors 55
Fresh Fruit Packers and Graders 5
Flour Mills 51
Edible 0il Manufacturers 11
Suger Refineries and Related Manufacturers 5
Rice Processors L
Dairy Producers and Icecream Manufacturers 29
Spices, Mayonnaise, Sauces & Mustagd Mfrs. 26
Biscuits and Cookies Manufacturers 15
Popcorn, Candy and Related Lines Mfrs. Lk

Oat and Other Meals, Baking Powder, Instant
Desserts, and Fecula Manufacturers 25
Noodles and Spaghetti Manufacturers ]
Poultry Processors 10
Honey producers 6
Barley Producers 3
Beer and Malt Manufacturers 3
Fruit Juice Manufacturers h
Soft Drinks Manufacturers 7
80
6

Wineries

Vinegar Manufacturers

Bakeries 280
Fish, Scafood and Fishmeal Producers 9
Coffee, Cocoa and Peanuts Processors 38
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The fruit and vegetable canners and processors are operating with old,

mostly obsolete equipment, with excessive use of hand labor. The twe

plants reputed to be the best in the country do not have even labelling
machines of any kind, and are hand-labelling each individual can and jar.

The Sauce factory, which accounts for 35% of all fruit and vegetable
processing in the country, provided us with a percentage breakdown of cost of a
typical product - the 800 gram size of canned peaches in syrup - as under:

Peaches 1.9%
Syrup 10%
Can, label and case 307,
Labor and Social Benefits 21%

Other Tnputs and Overhead 18%
100%

The labor content is aquite high, at least double what would be exnected in

1 reasonably efficient operation. The plants visited, and probably the rest
ag well, could certainly benefit from an investment nrogram for the PUr pose
of improving capacity, ai'"iciency and quality and correcting services
aeficiencies. In many instances, the investment needs are relatively minor
and immediate improvements could be expected. It is imperative for these
improvements to be made if Uruguay is to have a food processing industry
capable of avsorbing great :r quantities of agricultural raw materials. This
in turn would provide the needed incentive for growers to produce in greater
quantity, would supply the domestic and export markets more ¢ffectively, and
make a greater contribution to the overall economy .

Nevertheless, these factories are: turning out a surprising number of canned

and processed {ood products. The Szuce plant is alre- iy wxporting US$1, 000, C00
worth of products annuall- a: compared with domestic sales of yS$800,000. Although
the management of Sauce identified two relatively minor items of equip ment which
they belicve would be required to increase their e«fliciency and capacity, a
comprenensive plan to upgiude the facilities does not exist. One snould be
prepared and implemented .o avoid the pitfalls of a piecemeal ivestment approach.
A systematic nighly selective investment program c:<uld assist materially in the
generation of greater exports.

The Rio Claro plant has alreacdy ueveloped a comprehensive program and is in
process of implementing :'.. They are remodeling part of their building, and
have purchased two complrie new lines; one including a double effect evaporator
for the concentration of tomato paste, and tne oth~r a fruit processing line

to make fruit concentrat:  and Jjams.

In all of the fruit and vegetable canning plants, processing and export
marketing technical assirtince is required.
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Two plants manufacturing a fairly broad line of dry foodstuffs were visited.
One, Standard Brands, is producing the usual line of Standard Brands products
and #ie installation is typical of their plants in Latin America. Export
opportunities appear limited for their products, but they are planning some
export of their Royal linc to Standard Brands in Brazil. The Molino Puritas
plant is an interesting example of the old family style entrepreneur. They
are already exporting some products and with a modest investment of US$25,000
they could increase their export of oatmeal considerably. This factory is

in good condition, and is well equipped and maintained.

The CONAPROLE milk processing plant in Montevideo is quite large and with

very modern =quipment installations. One of their products, Dulce de Leche,

is unique to Uruguay and Argentina. The product has not as yet been exported

but it is the type of product that possibly could be promoted in a country

such as Brazil. Certain technical difficulties will have to be overcome, but
this is possible. The CONAPROLE cheese factory is probably the most modern in
the country and virtually a showpiece with respect to the buildings and
equipment. Almost all the cheese being produced there is exported but production
in both plants is limited because of the supply and quality of milk.

Although most of the plant layouts (except CONAPROLE) could be considerably
improved and much of the equipment should be replaced, such a program of
complete overhaul andmodernization would probably not be cconomically feasible.
Nevertheless, by careful analysis many investments could be identified which
would yield satisfactory returns and promptly incrcase exports. The layouts
could be improved in stages over a period of time when the general health of

t he industry has benefitted from improvements in ccst and capacity.

The vegetable and fruit processing industry would benefit considerably by

more examples of the type of entrepreneurship as demonstrated by Dr. Egon Sudy's
proposed project to establish dehydration facilities. As described in the notzs
in Annex ¢, this project has been well researched in all aspects and should be

& very successful one. Assuming it is successful it could serve as a good example
to others as to how to approach an investment program.

€. uxport Product Stirrlegy

From an examination of the conditions and resources of the food processing
industry in Uruguay, a list of criteria has ecmerged tor the selection of
export producis. The products most likely to succeed in the export market
should fit within the Gamework of the following recommended criteria:

1. Normal agricultural raw matzrial should be utilized, which has been
traditionally produced in reasonable volume. Avoid the more exotic items as
strawberries, Pineanples, mushrooms, etc.

2. Minimum packaging cost and packaging complexity.

3. Uncomplicated technology.

k.Maximize utilization of existing facilities.
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5. Complement existing facilities
6. Unccmnlicated marketing.

7. Examinz the limitations which exist in almost every area, and operate
within them.

8. Compliments the domestic marke:

From this criteria, an individual product strategy siould te decided. For
example, assuming a fresh fruit is available in quantity for ~xports, the
fruit could be exported in at least four different torms as detailed below:

1. Fresh fruit export. Simple washing, grading, inspection and
packaging operation; requires cool storage and wz2ll organized
logistics from pucking plant to consumers; uncowplicated
marketing; immed ate consumption of proauct.

2+ Fruit pulps or fruit concentrates in bulk puacks. More expensive
equipment needed; expensive packagin,j; severs competition; direct
sales to customer; industrial use.

“. Canned fruit in syrup - Consumer sizes. “xpensive equipment or
expensive hand operations; more expensive packaging; severe
competition; complex :listribution ami xand-d product merloeting
delayed consumption.

. Frozen product. H ghly specialized product on, packiging, storage,
and shipping facilities required; spceinlized distribution channels;
hich spoilage rirck.

From the above, it would appear alternatives 1 end 2 nroviee t:o best
opportunities for succers and alternative 4 is nc aouvt ou! of the question,
at least at the present time.

For products where & sp:ciflic market exists, such @ idatified in the proposal
for dehydrated onions, il would obviously nct be neccorac, to go through such
an exercise, but for most .ruits and vegetables, more than on. alternative
export product will be possible.

Products with Most likely Export Potential

1. Fresh fruit and —epetnhlos.

2. Fruit pulps and concentrates in bulk.

3. Dairy products: cheese, casein, butter.

. Dehydrated vegetubles.

5. Miscellaneous dry foodstuffs based on cereals.

6. Selected canned fruits and vegetables.
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7. Agri-Industry Advisor

It appears to be highly desirable to support this loan with management,
technical and marketing advisory assistance.

The smaller businessmen and entrepreneurs will need managerial assistance
to help them think through their project ideas, guide them through the
Preparation of feasibility analysis, and the preparation of the loan
presentation papers, etc. Most of the food processing industry particularly
fruit and vegetable processors are in need nf technieal help. The need for
marketing guidance emerged from almost every discussion.

This leads to the concept of establishing the position of the Agri-Industry
Advisor, probably on the stafi’ of the Unidad Asesora.

The duties of the advisor would include:

- Work with loan prospects to assist them with preliminary evaluation
of suggested investments.

- Guide the clients through the necescary steps reguired to complete
their loan applications, including;:

- market appraisal and proposed marketing strategy
sales forecasts
cost and prot'it projections
determination ol' adequite raw material availability
. facilities design
estimated capital needs and timing
technical and managerial capability requirements
other relevant elements.

- Guide the clients in the preparation of tne feasibility studies and
other materiul required by the loan application and review process.

- Assist the cliente in the execution ol tue projiccts through start up
by assuring they are coping »ith ench stage successfully.

- Actively seek out new loan prospects.
- Help %o develop and maintain good client relationships.
The personnel speciication for this Job would include:

- A food technolojist or industrial engineer (an MBA would be helpful).
- Good broad experience background in the food processing industry.
About 40 years of age and mature personality.

Analytical and objective - ability to quickly get to the nucleus of
problems.

Ability to work with people at all levels of management, from farmers
to general managers of corporations.
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a. Financial Evaluation

1. Financial Plan

er t

shed in the Central Bank with an initial capitalization level of Us$7.25
million in dollars and beso equivalents. The Central Bank will serve as fis-
cal agent for the operations of the Fund, in coordination with the Unidad
Asesora and Mixed Cormission, the operational and approving agents for the
Progrem. After sub-projects are processed, reviewed and approved, both dol-
lar and local financing requirements approved for financing will be met from
the resources of the Fund.

The AID contribution will be up to US$5.0 million.

The GOU contribution will be not less than US$2.25 million in peso equivalent,
equal to 31 percent of the capitalization of the Fund,

In addition, sub-borrower contributions to total project costs are estimated
at US$2,75 million is Peso equivalent.

Funds from other sources in support of approved sub-projects (including loans
to sub-borrowers from commercial banks, suppliers! credits) are estimated to
amount to US$2,5 million.

Total project resources are displayed below.

Project Financial Plan

us$ Pesos
Agri-Industrial Development Fund

"AID contribution Uss$s

GOU counterpart US$2,25 in

peso equivalents
Total Fund US$ 7.25 million

Sub-borrower investments (estimated) US$ 2.75 million
Other contribution, (commercial banks, etc.) US$ 2.5 million

Estimated Total Project Contributions US$12.5 million

Dollar resources of the Fund will finance the procurement of capital goods

for fixed investment (machinery, equipment, spare parts) as well as services
for feasibllity studies and technical assistance requirements or sub-projects
from Code 9l1 countries, Working capital requirements for essential raw or
intermediate stage processed materials (tinplate, other packaging materials)
unavailable locally but determined to be critical to operation of an approved
Sub-project will also be eligible for financing from Code 941 countries. Sub~
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tetermined tc be highly desireble. The IBRD also is in agreement with the
need for such programs. GQU officicls have agreed to the USAID negotiating
position that an intensive analysis ond a plan for reducing collateral re-
quirements of commercial banks participating in this Program, using these
recommended or other approaches, will Lo included as a condition precedent
to disbursement of loan funds. Whichever of the two approaches are chosen
by the GOU for study, the USAID plans on requesting the TDY assistance of
experts from AIDA, OPIC or olher intern.tional agencies to nssist the GOU
and Mission personnel if the credit insuvrance mechanism is selected, or for-
mer OPIC personnel familiur with the Moss Amendment program if the guaranty
siharing scheme is opted for,

With regard bto the guaranly errangementl, the Missinn understands that with
the trencfer of the Productive Credit Guaranty Program auvthority from OPIC
tu AIb, ATOAT intends to cxplore an! cunsider alternative uses of both the
puaranty authority for productive crelit purposes and the OPIf-~Jesigned
model of the PCGL itself in order (» expand the potenticl henefits of such
noprogram to smell ond medium farmers., The a plicuticn of the vroposed
gurranty scheme in this loan, based on the enperiences of the OPIC model to
date, would appesr to be most appropriste in this light. COU offieials have
indicated substuntial interest in the guaranty scheme, in recognition of the
need to provide for the legitimnte concerns of the comme:cial banks under
this Program, as an essential step in working through banking ond private
sector utusinesses to bring benefits to the target troup.

Thererore, the Mission intends to attach highest priority to a re juest for
OPIC and for ATu/M sssistance in the analysis and elzboration of either
ri coanlem celected.

5. Flow of Tunds - Disbursements

Anclysis ol potentially eligivle sub-projects identified during project
develorment, (Annex G ) and discussions with the Unidad Asesora indicate
thot the tobtal resources of the Funi will be disbursed within the three~
yoerr Mfe-of-project period The cstimated disbursement schedule (for com-

Bioed dollar and peso rescwrces) is ws follows:
Source st Yr. end Yr. 3rd Yr. Total
ATD (UsH) S5m0 1.7 2,7 5m 5.0m  69%
Gor (Usd equiva- 25 m  1.15m .85m 2.25m 319
lent)
Total 8 m 2,85m 3.6 m 7.25m  100%

First year disbursements will be moiest, given the need for the Unidad Asesora
and the Mixed Commission to work into the expanded functions and responsibilities
each will have under the Program. Project approvals will increase signifi-
cantly in the second year, and all dollar funds are expected to be committed

by the third year. Also, analysis of those projects under consideration by

the Unidad Asesora which were accompanicd by completed feasibility studies




GouU counterpart contributions may exceed the Us$2.25 million minimum, The
breakdown of estimated dollar versys local currency requirements containeq
in the list of 11llustrative Projects Suggests an average 50/50 Split between
these. While a portion of estimateq loecal currency requirements of potential
Sub-projects may be available locally (e.g., working capital from commercial
banks) mes ¢ Sub-projeet requirements will be for medium to longer ternm pur-
boses. In order to ensure that sufficient Pesos are aviilanie to meet qe-
mand, the Goy has indicateq it will agree to consult with AID Jointly ang
regularly on this issue for the burpose of determining PCSO requirements of
the Program. Such joint reviews would be held EVery six months or other
regular periog a5 necessary,

A probable source of sych additional Pesos as reayired may be reflows from
loans under tpe IBRD credits, 4 large portion op that loan (Us$20.0 million)
Will disburse rapidly, generating rapid and more than Sufficient availabilities

The loan will be made directly to the Gou., Eligible Sub-projects to be pro-
moted and assisted involve activitiesg which should make significant contri -
utions to the internal €conomic growth of the country over time through
increasing internal production, efficiency, employment,internal demand, angq
foreign eXchange earnings, 71p this latter area alone, the combined effects
of projecteq Sub-projects should provide significant support to continuing
efforts to improve Uruguay 's foreign e€xchange ang feneral balance of tr-de
Situation,

In view of the improved €conomic and fisey) pPolicics Hf the GOU economi e team
and the overall Prospects for regaining contrnl over in lation apq the economy
in general as shown by the GOU's commitment to the requirements of the IMF
Standby arrangement ;. 4 other policies, the near and medium-term ocutlook for
Uruguay can pe considered bright. Taken together,the Prospects r1pr repayment
of this loan are quite reasonable, Moreover, the GOU has a fine record in
Tepayment of A1p loans,
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D. Environmental Impact

Potentielly undesirable effects of this project on the
environment are expected to be minimal, Industry activities

to be financed will be small and medium-sized with the majority
to be located in rurel areas. Many sub-projects will involve
active direct or indirect management of fields under
production and technology to be epplied (e.g. leveling and
improving of farm lends) is expected to be beneficial rather
than harmful to the environment. Nonetheless, it is possible
thet an activity requesting financing may not have adequately
considered such environmental eflects and to ensure that
adequate consideration is given, Implementation Letter N° 1
will specify this as a requirement of the sub-project appraisal
review responsibilities of the Unidad Asesora.

E. Role ot Women

A study recently concluded by the Mission on female labor
force participation in Uruguay permits an estimation of the
effects of the Loan on women's participation in the project.

The occupaticnal distribution of working women {as of the last
asvailable published data, from the tensus of 1963) shows that
more than 80% of the female labor force is employed in occu-
pations in which women ere over-represented. in thege occu-
pations, the percentage of women employed is higher than
their representation in the total labor force (25%): women
workers are apparently specifically sought for these jobs,
and do no. seem to be interchangeable with male workers,
Thus, any economic activity that increases the demand for
workers in these "feminine" occupations would be equivalent
to sn increased demand for woman workers.

The proposed Loen would increase economic activity and thus
demand for labor in at least the following areas: food
processing, the production of capital goods, capital cons-
truction, financiel services and fechnical assistance.

1. Food Processing.

The census classification Bottlers and Packers is 65.2% female,
Workers in Paper Production are 53% femsle, and, by sector,

L&, of the workers in the Bottling and Conservation of Fruits
end Vegetables are female. Increase in activity in the
processing of food products would expand the demand for
workers in these occupations, end disproportionately increase
the demand for female workers.
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2. Locally made Capital Goods.,

Women are under-represented in occupations having to do with
the production of machinery, and increase in sctivity in this.
area would not affect many directly.

3. Financial Services.

Women's representation in banking sector is also below their
overall representation in the labor force. They are over-
represented, however, in the support occupations such as
typing, steneography, operators of office machinery, in which
demand would increase as a result of the increased paper work
generated by applications for Loan funds.

k., Civil Construction.

Few women are employed in this area, except, again, as office
workers.

5. Technical Assistance.

Women are under-represented in all prot'essions except the
health, teaching and artistic professions, es well as at the
higher levels of government service, Therefore, an increased
demand for experts is unlikely to affect the demand for women
in the labor force.

It is more difficult to estimate the effect of the proposed
Ioan on women insofar as they are members of the target group
of small and medium farmers. There are no Tigures avsilable
on the ownership of farms by sex: though there are some women
t'srm owners (usually widows or daughters), the overwhelming
majority of farm owners are men. Vomen would benetit as
members of the target group primarily as spouses.

Virtually no women are employed in farming or crop cultivation
except as they provide uncompensated labor on {amily farms.
Increased prosperity on thegse farms, however -- the source of
most of the truit and vegetable production of the country --
would increase the standard of living of the family, and
therefore benefit the women.
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The recent AID study tround that despite the highest levels
of non-agricultural female labor force participation in
Latin America, the potential supply of female labor is
larger than the demand. The remale population in Uruguay is
well educated, and, with low birth rates, is relatively
unburdened by health and childcare problems present in
populations with high fertility levels. That female labor
force participation is not higher is undoubtedly due to

the stagnstion of the economy, expressed by a lack of' demand.
Since many women, especially married women, are part of a
secondary pool of labor, expansion of economic activity and
the generation of new employment opportunities is likely to
draw on this secondary labor pool, as well as shifting
employed women from domestic service to more productive
occupations, end thus utilize what is at present an under-
utilized resource.



PART VI - LOAN ADMINISTRATION

A. Implementation Schedule

It is anticipated that the Loan will be authorized by June 30, 1975,

and that the Loan Agreement will be signed by August 31, 1975. The

IBRD Industry Sector Loan Appraisal Mission will arrive in Montevideo

on June 23, 1975 to begin their analysis in preparation for the Bank's
Industrial Sector Loan. It is anticipated that the Mission's analysis

and recommendations will be completed by July 31, 1975. Those recom-
mendations will include a definitive formula for determining sub-loan
interest rates and terms under the IBRD loan, which will be the same as
those to be applied under this Project. Between July and October, 1975,
the GOU will satisfy the recommended conditions for the IBRD loan, and

the Bank loan will be presented to the IBRD Board of Directors for authori-
zation in October. Conditions precedent to disbursements for the proposed
AID loan should be met well before the terminal date of December 31, 1975,
allowing disbursements for technical assistance to begin late LY 1975

and for capital gends imports to begin subsequently (probably early

CY 1976). The following are target terminal dates for the Loan, which
are in aczordance with the periods permitted under AID Policy Deter-
mination 57:

- Terminal date for meeting all conditions precedent to
disbursement: December 31, 1975

-~ Terminel date tfor issuance of commitment documents:
June 30, 1978

- Terminal date for Loan disbursement: ))ecember 31,1978

As the analysis in Part V.B. above has demonstrated, substantial
demand for Loan funds, has been identitied, and based on
discussions regarding projected disbursements with GOU ot'ficials,
the Mission believes that implementation of this Ioan within

the prescribed time period is within the capabilities of the
Unided Asesora and the Uruguayan banking and private enterprise
sectors,

B. Evaluation Plan

A joint Evaluation Committee will be established within two
months efter conditions precedent to initial disbursements
under the Loan have been met. The Committee shall consist

of & representative of the Unidad
Asesora, a representative of the Central Bank, a representative
of the Office of Planning and Budget (OPP), and representatives
of the USAID. A Unided Asesora representative will be selec-
ted Chairman, as it will assume major responsibility for
evaluwation. Representatives of the Ministry of Economy and
Finance and the Ministry of Agriculture and Fisheries, as

well as of the commercial banking community, may be invited

to attend specific evaluation sessions as appropriate to afford
oppertunities for comprehensive information on all aspects of
project implementation.
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of overall project success and effectiveness will be conducted
at project termination. The results of all reviews will be
documented in a report from the Eveluation Committee's
Chairmen to the Divector of the Unidad Asesora and to USAID.
Such reports will identify any problems in project imple-
mentation, and recommend corrective action(s) to be taken.

The Director of the Unidad Asesora will determine the
individual(s) responsible for taking such action.

The members of the Evaluation Committee will define the need,
if any, of outside assistance (including consulting services

or short-term assisiance from AID/W) in the evaluatlon process,
and arrange to procure such assistance, if required. AID will
bear the cost of any AID/W personnel: losn funds allocated to
technical assistance mav be used to procure short-term contract
assistance, as sppropriate.

C. Disbursement nnd Procurement Procedures

All funds provided by AID under this Loan will be for foreign
exchenge costs, principally for capital goods imports, but
including up to US$500,000 for foreign technical assistance.
Disbursement. of Ioan funds will be handled through Letters of
Commitment procedures. Atter the initial conditions precedent
are met, AID Ldters ol Commitment will be opened and increased
upon requests made by Lhe Unided Asesora on the basis of
foreimn exchanie requirements of approved sub-projects.
Letters of Credit will be issued by the commerciel banks or
the BOR, in response to sub-borrower needs for approved
sub~-projects, Procurement will be carried out in accordance
with normal AID procedures. Small Business Notification for
procurement of imported goods and materials will be made in
accordanre witli ATD requirements as modified for ICIs by
procedural instructions and puidence.

Comodities vlisitiic for procurement with Ioan funde include all
cepital powds, iucludine gpare parts, for the establishment or
axpamsion of arri-indusiries, as well as essential raw or inter-
mediate materials determined by the technical review of the
Unidad Asesora to e an element critical to sub-project establish-
ment which ore unavailable locally in auantity or quality
reguired.
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Procuremert will be from the United States and other eligible
countries under Geographic Code 94l. Excluded from procurement
with Loan funds are POL products, fertilizer, and such other
raw material inputs to food-processing enterprises which are
available ocally.

D. AID Reporting and Monitoring Responsibilities

Primary responsibility for administering the project will belong
to the Ministry of Industry end Energy, through the Unidad
Asesora. USAID's role is eiupected to be principally one of
monitoring Loan verformance, and participation in reviews

and evaluations outlined above.

This monitorinpg will bLe uwrimarily the responsibility of USAID's
Controller and Loan and Program Offices, with the Food and
Agriculture Uffice providing any necessery back-up support.

DY personnel will be requested from AID/W as needed to assist
the Mission in review of legal requirements, Losn administra-
tion, contracting and procurement implementation. Frequent
USAID contact will be maintained with the Unidad Asesora, the
OPP, the Central Bank, and the commercial banking sector to
assist in carrying out the project purposes.

In the Ioan Agrecement, AID will reserve the right to review and
approve sub-projects using over US$ 350,000 in AID doller funds,
following Unided Asesora end Mixed Commission review and approval
of these sub-projects. Because the analysis of the sub-project
will have been completed by the Unidad Asesora end approval
granted to the sub-project through the Loan implementation mecha-
nism prior to USAID review, it is not anticipated that major
monitoring resvonsibilities will be involved in this process,

if USATD chooses Lo exercise this option.

Opening end increasing the AID Letter of Commitment used for
Loan disbursement will be the responsibility of the Mission
Controller. Monthly financial monitoring of disbursements,
based on information submitted by the Unided Asesora, will
also be the Controller's responsibility, Letters of Credit,
however, will Le the responsibility of the individuasl bank
malking the sub-loan, and should not require any additional
responsibility for USAID,
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The USAID will submit to AID/W a monthly summary of Loan
implementation progress as part of its regular monthly

ILoan status report. In addition, following formal
evaluation reviews held by the project Eveluation Cormittee,
the Mission will submit the appropriate project appraisal
form to AID/W.

For monitoring and evaluation purposes, the Unidad Asesora
will provide to USAID monthly reports which include a break-
down of sub-project approval status and project funds
cormitted and disbursed in and through the reporting period.
These monthly reports are more fully described in the
Evaluation Plan section, above.

E., Conditions and Covenants

The conditions precedent and the covenants to be included in
the Loan Agreement have been spelled out in detail in the
Summary end Recommendations, Part I, Section J. (Page x ).
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ANNEX A

PROJECT DESIGN SUMMARY

LOGICAL FRAMEWORK

Agri-Industry Development Toan

Project Title & lumber:

OR SUSMITTED?)

(INSTRUCTION: THIS ISAN OPTIONAL
FORM WHICH CAN BE USED AS AN AID
TO ORGANIZING DATA FOR THE PAR

REPORT. 1T NEED NOT BE RETAINED

Life of Project:

From FY. o FY
Total U.S. Funding US$. 5,000,000
DmoPrepuud:_jﬁ 8, 1975

PAGE 1

MARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Progrem or Secwar Gocl: The broader objective to
which this proj. ct centributes:

l. To proaote the development of en
agri-industrial infrastructure

capable of expanding non-traditional

exports, thereby producing

2. Increased real foreign exchange
earnings, and
3. Increased production, employment,

and income opportunities for the
target group.

Measures of Gocl Achievement:

l. a.1l, 6, & 7 new or expanding
agri-industrial enterprises
producing non-traditional productd
established in first, second, and
third year, respectively.

Exports of non-traditional
agri-industrial products
increase annually.

Relation of agri-industrial
exports to total exports increasq
over 1975 percentage.

Increased foreign exchange
received for Uruguayan exports
over 1975 level.

3. a. Measurable increases in small
medium farmer production in
target arcas.

b. Measurable increases in small
ana medium farmer income by
1978 in target areas.

¢. Annual increase in direct and

indirect employment in ‘agro-
industries.

1.

Industrial
statistics

a. census dataj; GOU

and records.

b.Industrial
statistics

census data;
amd records.

GOU

c. Trade statistics.
d. International agencies' economid
reports and surveys (IMF, IBRD,

IDB, UNDP, FAO); Embassy econo-
mic reports.

2. Trade statistics.

3.a. Production data; farm surveys.
b. Census data; farm surveys.
c. Census data; farm surveys; GOU

industrial and employment
statistics; industrial surveys.

Assumptions fer achieving goal targets:

Present and projected policies and prograss
affecting prices, imports, exchange rates,
credit, taxes, marketing, land use, invest-
ments, and technical assistance/extension
service will continue to provide incentives
for imcreased investment in agri-industrial
enterprises, agricultural production,

and non-traditional exports.
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Project Title Iy Number: _Agri~Indust ey ent loap
»,

PROJECT DESIGN SUMMARY
LOGICAL FRAMEYORK

Life of Project:

From FY to FY.
Totol U.S. Fundi red STQQ.Q.,.Q.Q.Q_
D::: Prepc:n;:irj muno [ c7s

PAGZ 2

HARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTICHS

Project Purpo e:

1.

To provide a package of financial
apd technical services to private
entrepreneurs and cooperatives for
the successful establishment or
expansion of agri-industries (food
processing);

to establish an effective delivery
system for these services; and

to create new production and market-
ing alternatives fors small and
mediuz farmers through the establish-
pent of viable agri-industrial
enterprises.

Conditions that will indicate purpose has been
achieved: End of project status.

L. a. The majority (90%) of private
entrepreneur or cooperative
sub-projects under the Project
are operating reasonably in
accordance with their approved
development or expansion pro-
posals (in terms of production
revenue, and exports). ’

1

b.12 to15 agri-industries have
received essistarnce through
Unidad Asesora by 1978.

2. The Unidad Asesora: is employ-
ing appraisal banking techniques
in project review and processing
(in assisting sub-project develop-
ment );in evaluating project 3
proposals effectively (i.e.
defaults and claims on credit
insurance fund by commercial
banks are telow or within
acceptable limits, and processes
credit applications within
reasonable periods of time.

a. N®'s of ron-traditional agri-
industry enterprises purchasing
raw agricultural production
froz small/medium farmers is
increasing annually.

Ipcrease in production of non-

traditional crops in small/
medius farm areas.

a. Unidad Asesora records and
reports; records of agri-industr

sub-projects.

Records of Unidad Asesora.
Joint interim Project reviews.
Site visits.

Unidad Asesora Records.

- Joint interim project reviews.

- Final evaluation of loan.

- Commercial bank and BOR records.
Central Bank records.

a. Records of agri-industries;
Unidad Asesora reports.

b. Production data: census data;
occupational statistics; farmer
surveys; sub-project feasibility
studies.

r

1. a.

f.

Assumptions for achieving purpose:

Conditions in export markets will not
disfavor Uruguayan production.

No major .crop failures occur.

GOU policies will continue to en-
courage private investment in the
industrial sector.

Demand for the package of financial
and technical services is not
significantly less than estimated and
continues over time.

Small/medium farmers will respond
to those production and marketing
alternatives introduced.

Average sub-project received
US$ 500,000 from the Fund.

)6
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Life of Project:

From FY so FY

Toral U.S. Furding US$_ 5,000,000

Date Prcwoé;_m&_lms__
PAGE 3

IZANS CF VER!F!CATION

TILY VEQIFIASLE

IVPCRTANT ASSUMPTICHS

- 2ol of Curzote.

on is USS7.25 1. Letter of certification from
can- Zorrcwer.
zeced to ce 824 .
ubmitted

g. Unidad Asesora statemsent of
operating policies and procedures.

ound b. Unidad Asesora reports to
USAID.

rreocsals.
c. Joint reviews.

L., Esteblisiment cf 2
scha2ze Lo induce cozmer
to recduce collater
on sut-loans to borrowe

Assucitions for cchieving eutputs:

l. None.

2. and 5. IBRD and UNDP assistance
to Unidad Asesora will be realized.




PROJECT DESIGN SUMMARY- Life of Project:

From FY to FY.. .
AlD 1020-28 {7.71) -
sUpo EnEaT LOGICAL FRAMEWORK Total U.S. Funding_gs_iiggﬂﬂ.nﬂnﬂ_
Date Prepared: uge 6, 1975
Project Title & Number: _____ Agri-Industrv Development Toan PAGE 4
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
Inputs: Implementction Target (Type and Quantity) Assumptions for providing inputs:
1. ATD. lst.Year 2nd.Year 3rd.Yeat
a. Capital goods irmports Us$4,500,000 USAID Records. Funds will be available froam AID and
b. Tdchnical assistance fom GOU budget and roll-overs

1.To implementing agency Progress Reports. AID loan funds.

uUs$ 150,000 Unidad Asesora Records/Reports.
2.To sub-projects Us$ 350,000{US$ 550,000 1,700,000 2,750,000 /Repo

TOTAL Us$ 5,000,000
2.GOU Counterpart Us$ 2,253,000 |US$ 250,000 1,152,000 850, 000

3. Sub-borrowers Contridbution
to sub-project investment US$2, 759,000 {US$ 300,000 1,075,000 1,375,000
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ANNEX B

CERTIFICATION PURSUANT TO SECTION 611 (e)
of the FAA of 1961, as amended

I, Leonard J. Horwitz, the principal officer of the Agency
for International Development in Uruguey, having taken into
account, among other things, the masintensnce and utilization
of projects in Uruguay previously financed or assisted by the
United States, do hereby certify that in my judgement the
Government of the Oriental Republic of Uruguay has the finan-
cial, administrative and human resource-capability to maintain
and utilize effectively the funds to be provided by the
United States of America under the terms and conditions of
the proposed Agri-Industry Development Iosn.

This judgement is based primarily on the facts developed
in the Capital Assistance Paper for the proposed ILoan or
US$ 5.0 million which discusses in detail the economic, fiscal,
and monetary policies of the Government of the Oriental
Republic of Uruguay and the capabilities of the Primary
Executing Agency of that Government and determines the manner
in which that organization possesses and will develop adequate
Tinancial, administrative and human resource capability to
utilize and maintain effectively the project.

n»m /L/""”‘/’ ‘

I<onard J. rwitz
AID chresentative

June 7, 1975

/!
A////[/ Yy !
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CHECYXLIST OF STATUTORY CRITERIA
(Alliance for Progress)
In the right-hand margin, for cach item, write'answer or, as appro-
priate, a oummary of required discussfion. As necessary, reference
the oection(s) of the Capital Assistance Paper, or other clearly
ddentified and available docunent, in which the matter is further

diocussed., This forn may be nmade a part of the Capital Assistance
Paper,

‘The following abbreviations are used:

FAA = Foreign Asoistance Act of 1961, as amended.
FAA, 1973 ~ Poreign Asailstance Act of 1973.
App. ~ Poreign Assistance. and Related Programs Appropriation Act, 1974.

MKA -~ Merchdnt Marine Act of 1936, ao amended.

BASIC AUTHORITY

by FAA D 103: £ 104: 3 105; ,

§ 106; 8 107, Is loan beina 1. a) The project will provide
- g made support to agriculture through
promoting agro-industrial food
processing projects, which will
increase the production, income,

a, JSfor agricultuve, rural devel- dnd/or employment of small and

opment or nutriiion; medium sized farmers in rural
areas.

b for populaiiun planniug or health; b) N/a

e, for edwcation, public alminis- c) N/A

tration; or khurcn regources developnent;

d) The project supports a program

d., to tolve ccononic and social
of development and expansion of

development prodlems in ficlds such aa
trancportation, poier, i;nh:stru, urban ngrg;éndz:§7grp;gggg§: ::ich Wi
) 1ot Sovuelowmpy b procuce i
dovelopment, and export do: clopiment; traditional products for export
markets.
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e, 1in support of the general
economy of the recipient
country or for development
programg conducted by private
or international organiza=-
tions.

COUNTRY PERFORMANCE

Progress Towardas Countru Coala

FAA 8 208; §,251(b).

A.. Decoribe extent to whioh
country ig:

(1) Making appropriate offortas
to inorcasc food production
and improve mcans for food
ato-:age and diotridution.

(2) Crcating a favorable oli-
mata for foraign and doroatic
private anterpriag and
invectment,

e. The project will provide support
to the economic development programs
of the GOU for development of the agro-
industry (food production - food
processing) sub-sector.

A. 1; The GOU is stimulating expanded
food production and marketing by a
series of measures including favorable
pricing. policies, reduction of export
taxes, and imposition of land product-
ivity tax to foster better land use and
provide incentives for the application
of new technology.

2) Consistent with the National Develop-
ment Plan, the GOU is making a determined
effort to foster foreign and domestic
private enterprise and investment by
liberalizing or frecing the paternalistic
controls on the private cconomy, and

incentivizing savings and investment through positive foreign investment and
industrial promotion laws., The GOU is also maintaining or undertaking sound
fidgcal, cxedit, wage and price, and exchange and payment poliries which will
encourage private enterprise and investment.
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5.

FAA B 620(0); Fichermen'a 5.
Proteotive Act. Y §. If country

has oeized, or impooed any penalty

or oanction against, any U.S.

fiohing vcosel on account of its

fishing activities in tnternational

watere,

a. has any deduction required by a.
Pighermen's Protective Act been

made?

b. has complete denial of b.

asgiatance been considercd by
AI.D., Administrator?

Ralatrons with U.S. Government and

Other Nationg

6.

N/A

N/A

N/A

Fap B 600(a). Doco recipient 6. Uruguay does not furnish
country jrurntgh asstotance to assistance to Cuba, nor does
Cuba or fail to take appro- it allow ships or aircraft under
priate etepno to prevent shipe its fleg to carry cargoes to

or aircraft wunder tto flag or from Cuba.

Srom carrying oargoeas to or
Jrom Cuba?


http:O01uol.ty

AID 1240-2 (5-74)

?. FAA B 620(b). If assiotance
i8 to a government, has the
Seerotary of State determined
that it 18 not controlled by
the international Communiat
movenant?

8., PAA B 620(d). If assistance is
for any productive enterprige
Which will compete in the United
States with United States enter-
prise, ic there an agrcement by
the recipient country to prevent
export to the United States of
more than 20% of the enterprise’s
annual production during the iife
of the loan?

9. FE44_1.620(f). Is recipient country

a Communigt country?

L0, FaA B 620(1). Io recipient country
in any way involved in (a) aubver-
aion of, or military aggrecsion
againat, thc United States or any
gountry receiving U.S. ascistance,
or (D) the planming of such oub-

Veraton or aggreooion?

LU, PaA D 62005). Hao the country
permiticd, or failed to take
adequate measurces to pravent,
the damage or deatruction, by

mob aotion, of U.S, property?

7. The Secretary of State has
determined that Uruguay is not

‘controlled by the international

Communist movement.

+ 8. The assistance is not directed

specifically to enterprises which
will compete in the U.S. The primary
export markets for these sub-projects
will be non-U.S. markets. However,
if a problem arises with respect to
any proposed sub-project enterprise,
it will be handled in accordance with
policies in effect at that time.

9. No.
10. No.
11. No.
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18, paa 8 620(1). If the country
has failed to inetitute the
tnvegtment guaranty program
for the spccific rioks of
expropriation, in convert-
tbility or oconfiscation, has
the A.I.D. adminiotration within
the past year conoidered denying
aosistance to ouch government
for this reason?

13, Fras B 620(n). Does reoipient
gountry furnish goods to North
Viet-Nam or permit ships or
aireraft under its flag to
earry cargoco to or from North

VietiNam?

td. FAA B 620(q). Is the government
of the recipiecnt country in
default on interest or principal
of any A,I.D. loan to ihe

country?

6. FAA B 620(L). las the country
severea diplomatic relationa
With the United States? If co,
have they been vesumed and
have rew bilateral acoic tance
agreements been negotiated and

entered into oinoce auch regumption?

16 FAA 8 620(u). Fhat 18 the pay-
ment otatuo of the country's U, N,
obligationa? If the couniry s
in arrcars, wvore snch arrcaragea
taken into account by the A.1.D.
Adminiotrator in determining the
ourrent A.I.D. Operational Yeanr
Budget?

12, Uruguay is now considering an
OFIC investment guarantee agreement.

1. Uruguay does net bermit trade
with North Viet-Nam.

4. Uruguay is not in default on the
bayment of interest or principal of
any A.I.D. loan covered by this Act.

15. Not applicable. Uruguay has
conglstently maintained diplomatic
relations with the United States.

16. Uruguay is not in arrears on
its U.N. assessment.
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22,

18

FAA 8 481. Hao the government of
reoiprent country failed to také .

.adequatc otepo to prevent narcotic

drugs and other controlled oub-
s8tanccs (as defined by the Compre-
hensive Drug Abuce Prevention and
Control Act of 1970) produced or
proccosed, in whole or in part, in
euch country, or transported
through such country, from being
sold tllegally within the juric-
diotion of such ocountry to U.S.
Government personnel or their
dependents, or from entering the
UsS:s unlawfully?

FAA, 1973 8 29. If (a) military
base is Tocatcd in recipicnt
country, and wac constructed onr
18 being maintained or operatcd
with funde furniched by U.S., and
(b) U.S. personncl carry out
military operations from cuch
base, has the President deier-
mined that the govermuent of
reoipient -country hae authorized
regular accescc to U.S. corrco-
pondente to oucih baoe?

Military Fxpendituren

190

FAA 8 G20(0). What parcentage of
country buaget is for military
expenditureo? How much of foreign
exchange recscources gpent on nili-
tary cquipment? Yow rmuch spent fop
the purchase of sopntgticeniad
Weapons systerms? (Consideration

of theac points is to be coor-
dinated with the Bureau jor

Program and Policu Cooridination,

Iy

‘Regional Coordiniters au.l Military

Assiotlance Staj; (vre/iCl. )

17. No. Uruguay has provided
exemplary cooperation with U.S.
authorities in control of .
international narcoties traffic.

18. Not applicable.

19. Uruguay maintains a modest

military establishment.

a) 15 - 20% of the country's budget
goes for military expenditures.

b) Foreign exchange expenditures
for military equipment are
minimal.

¢) Uruguay has not purchased
sophisticated weapons systems.
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LoaAn

Genaral Soundnecso

20,

2z,

22.

23,

FAA D 201(d). Information and
conclusion on reaaonablencas
and legality (under laws of
ocountry and the United Stateg)
of lending and rclending terms
of the loan.

251(e).

FAA 8 251(h)(2): &

Information -and conclusion on
aativity's economic and
technical soundncos., If loan
18 not made puveuant to a
multilateral plan, and the
amount of the loan excecds
§100,000, hao country submitted
to A.I,D. an application for
such fundo together with
agsurances to indicate that
Fundo will bc used in an econom-
teally and. teehnically sound
manner? '

FAA 8 251(b). Information and
concluoion on sapacity of the
gouniry to repay tic loan,
tholuding rcaoonabloncsa of
repaynent prospeots,

FAA 8 251(b). Information and
concluoton on avatilability of
Tinanaing frow other frec-wérld
sourccs, including private
bourace within the United States.

20. Lending and relending terms are
legal and reasonable under both U.S.
and Uruguayan law.

21. The activity is considered to be
economically -and technically sound.

An application for this loan is attached
to this document. Detailed discussions
before and after receipt of the
application with the Borrower and
executing agencies, major summaries of
which are included in the project
analysis section of this document, give
sufficient information and assurance
that the funds will be usel in an
economically and technically sound
manner.

22, It has been concluded that the
Borrower, the Government of Uruguay,

has the capacity to repay the loan bascd
on the analysis presented in the attached
project appraisal, and there is
reasonable assurance of repayment.

23. Financing for this project is not
available from other free-world sources,
including private sources within the
U.S., at a reasonable cost.
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24,

25,

2.

Loan'r Relationelhin

FAA 8 611(a)(1l). Prior to
sighing of locn will there be
(a) engincering, financial,

and other planc necessary to
earry out the acatstance and

(b) a rcasonably firm cotimate
of the cost to the United States
of the asosiotance?

PAA I 611(a)(2). TIf further .
legrolative action is required
within recipicnt country, what
i8 basio for recasonable ecxpec-
tation that oueh action will be
completed in time to permit
orderly accomplishment of
purpose of loan?

FAA 8 _611(c). If ioan is for
Caprial Ascistance, and all

U.S. asoistance to project now
excceds $1 nllion, ihua Miesion
Dircctor certified ihe country's
eapability cyifcetively #o
maintain and wiilise the progdeet?

To Aclhiicvement

of Countru ana HNocion. [ i

27,

FAA B 207: § 251(a): 8 113,
ca/ Lo twalal v LS
Extent to wiich acore
refleoty apppoprﬂq{v cuphasts
on: [a}) encouraging develop-

ment of domocratic, ccononic,

tance

political, and poofal Tnetitutions;

(b) oeilf-lielp in meeting the
oountry'ec feod wveeda; (c) tm-
proving avaiichility of trained
manpower in the country;

(d) prograna deatgned to meet
ethe country'o health necda;

2h. a) The financial plan necessary to
carry out the assistance has been
prepared.

b) Yes. Cost to the U.S. for the
assistance has tsen estimated.

25.  Other than the normal legislative
approval for the loan, no further
legislative action is required.

26. Yes, see Annex A. for the Mission
Director's Certification.

27. The loan will emphasize: (a) private
sector industry development, (b) cooperate
with private sector initiatives to
increase the production of food in
Uruguay, (c) produce training benefits
for employees and laborers associated
with sub-projects developed, (d)
contribute to improved health of the
target group by making possible increases
in incomes, and (e) strengthen the
overall industry sector, éf) creation of
Jjobs in agro-industrirl food processing
activities which will generate sub-.
stantial employment opportunities for
women.,
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82, FAA R 251(0); 8 111. Infor-

mation and conciuaton on use of -

loan to asoist in proroting tha
ocooperative movement in Latin
Amerioa,

Information

and conciusion on vhether the

activity 1o consictent with the

findings and recormrendations of the
Inter-Americar Committce for the

Alliance for Progrcss in its

annual review of national develop-

ment activitice.

3¢, FAA D 261(a).

encouragement of democratiec,
private, and local governmental
tnotitutionas.

36, FAA B 281(h).
vhioli proaran recognizes the
partioular needs, desireca, and
eapaoitica of the pcople of the
oountry; wtilises tho couniry's
tutellcetual recources to
encourage tnutitutional devol-
oprient; and oupports ecivic

education and training <n akillg

required for cffective partieci-
pation in governnchtal and

political proccoscs casential to

nalf-govcrianent,

Desaribe extent to
whieh the loan vill contribute to
the objective of asgurtng maximum
participation in-the task of econo-
mic dcvclopment on the purt of the
peoplec of the country, through the

Deacribe c¢xtent Lo

32. It is contemplated that Uniguayan
cooperatives will propose sub-projects
for financing under this loan.

55« The last CIAP review (October
1973) emphasized the high priority

of investments made in the Agricultural
Sector.

34, The loan will directly contribute
to assuring maximum participation in
the task of economic development
through the development of greater
numbers of agro-industrial activities
involving substantial private sector
participation overall,

35. The type of Program proposed has
been frequently and variously cived as
& missing element in Uruguay, and
reflects a cooperative approach with
the country's resources in economj.c
development, and will contribute to

an overall increase in selfrgovernment
ebility.
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80,

37,

Loan's Effect on. v, s.

FAA 8 601(a). Information and
oonclusions whether loan will
onoourage efforts of the country
to: (a) increace the flow of
tnternational trade; (b) focter
private initiative and competition;
(o) encourage development and noe
of cooperatives, credit untonag,

and oavings and loan asgociations;
(d) discourage monopolistic
praoticas; (a) improve technical
efficianay of induatry, agriculture,
and ocommeroce; and (f) strengthen
free labor unions,

FAA 8 615. If assistance 18 for
newly tndependent country; ts it
furnished through multilateral
organizations o» plang to the
mazinum extent appropriate?

and 4.1.D,

Progran

.

50,

N 2s (4): 8 102, TInformaticn

and oonolueion on posoible effacts
of loan on v,s. economy, with apecial
refarcnoe to arcas of substantiaql
labon surplus, and extent to which
UiS: commoditics and asgsigtance are
Furnished in q nanner congistent

with improving the u,s. balance of
paymenta position,

FAA & 252(a). Totql amount of money
under Toan whicl ig going directly
to private enterprice, io going to
internediate credit itnatitutiona o
other barrowenrs for wse by private
enterprise, g being uaed to finance
iports from pyrivate gources, or ig
othervive being wacd to linance
procirementa from privqte sourcca,

36. a) Yes (agro-industrial products

b) Yes, directly.

Yes.,

N/A

Yes, agro-industry.
Not applicable.

»HOo o

57. Not applicable.

58. The loan will have a small
positive effect on the U.S. economy
through financing U.S. cquipment

and services, but will have no

impact on areas of substantial labor
surplus. The assistance ig furnished
in a manner likely to generate
increased trade purchases from the
U.S, thus Positively affecting the
U.S.. B.O,P,

39. All of the funds under this
loan will go directly to private
enterprise through intermediate
credit institutions to finance -
procurement from private sources.
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40,

¢z..

42,

48,

¢4,

FAA 8 colch). Information and
conclusion on how the logn will
gnoourage U.S. private trade and
investrment abroad and how ¢ will
encoxrage private U. S, participation
in foreigi acvistance prograrag
(including uge of private trade
ohannels and the oervices of U,S.
private enterprioe),

FAA 8 601(d). If a capital
project, are engineering and
Professional services of U.S.
Firms and theip affiliates uged
to the maximum extent constigtent
with' the national interest?

FAA 8 602, Information and
gonclusion whetlier U, g. emall
businecs will participate
equitebly in the furnigiing of
goods and gerviceg finaneed by
the loan;

FAA 8 c20(hn), .Vill the Zaqn

promote or acoiot the foreign
atd projccto op activities of
the Communiot-Biloe countriey?

FAA S 621, 1f Technical
Aosrstance 1a financed by the
Loan, Inforimation and conclusion
whether puel asciatance will be
Furnished to the fulleot cxtent
practicablec as goods and profea-
6ronal and othey aerviecs from
rivate CHEerprise on a contract
\asto, If the facilitico of othep
Federal agenetop wiiy be utilized,
information and coneluaion on

40. Through improving economic
and financial stability in the
country, the loan may encourage
increased U.S. private trade
investment, end services flows to

Uruguay.

bl. Certain engineering or
brofessional services to be
financed under the project may be
provided by U.S. firms or their
affiliates.

k2. Yes, the Loan Agreement or
Implementation Letters will so
provide as appropriate.

43, "No.

b4, A1) technical assistance
will be procured from Dbrivate
enterprise,
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Loan's Compliance vith Snceific

whother they are particularly
suittable, arc not competitive with
privatec entcrprice, and can be

made avatilable vithout undue
interforence with domeotic programs.

Requirerents

¢5.

46,

47,

44..

éq

§0.

FPAA 8 110(a); 8 208(ec). Has the
reciptent councry provided
assurances that 1t will provide
ot lecast 25% of the coots of

the progranm, project, or acti-
vity with respcet to which the
Loan 18 to be made?

FAA g 112, Will loan be used
to finance police training or
relqted program in recipient
country?

FAA B 114, W1l loan be used to
pay for performance of abortions
or ‘to motivate or ocoerce peroons
to praciice abortiona?

rag § 201(d). Io interest rate
of loan at least 2% per annun
during gracc period ard at lecast
3% per annum tiacreafter?

FAA B 604(c). Will all comriodity
procurcrcnc Jinanced under the
loan be from the United Statcs
exocpt ag otheruisc detormined

by the Precident?

FAA B 604(b). PRhat provision i&
made to pravent financing cowmaodity
procurcrient in bulk at prices higher
than adjucted U.S. nmarket pricc?

45, Yes.

47. No.

48, Yes.

49, Any commodities procured with
loan funds will have their source
and origin in the U.S5. and Geographic
Code 941 countries.

50. No bulk procurement is
contemplated under this project.
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61,

52'

53,

6d.

5.6‘

FAA 8 604(d). If tha coop-
erating country diseriminates
againot U.S. marine insurance
ocompanica, will loan agrecment
require that marine inourance
be placed in the United Statecs
on commoditico financed Ly the
loan?

FAA 8 604(c). If offshore procure-
ment of agricultural commodity or
product 1o to be financed, is -there
provision againrat cuch procurement
when the domestic price of ouch
oommodity is leos than parity?

FAA B 604(f). If loan finances a
cgommodity import program, will "
arrangements be made for oupplier
eertification to A.I.D. and A.I.D.
approval of commodity ac eligible
and suitable?

FAA B 608(a). Information on
meagsurcc to be taken to utilize
UiS. Governrient exceoec personal
property in licu of tha procurcment
of new itemo,

FAA L 617(h); Arp. 8 101. If
loan financeo wvater or water-
rolated land recource consiruction

projeot or progran, ta there a

benefit-cost computation made,
insofar as practicable, in
accordance with the procedures
oet forth in the Menmorandw of
tho Prcaident dated May 15, 19627

5.

The Mission is not aware of

any discriminations against U.S.
marine insurance companies by
Uruguay. The Mission expects that
the major portion, if not all,
marine insurance for products
purchased under this loan will be
purchased in the U.S.

52-

53.

Not applicable.

The loan will not finonce a

commodity import program.

54.

U.S. Government excess

Property will be used to the
extent feasible. The loan will
finance private sector projects
and no U.S. government excess
broperty use is anticipated.

35,

Not applicable,
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se.

§2.

8.

- 69,

60,

FAA 8 6ll(c). If contracto for 56« A.I.D. procurement and
eongtruction -:u'afto be fina'nied, contracting procedures will be
what provicion will be made that followved.

thay be let on a competitive basio

to maxinmum cxztent practicable?

FAA & 612(b): 8 636(h). Deascribe 57. The U.S. will finance all
eteps taken to assure that, to the foreign exchange costs of the
maximum cxtent possible, the country project and the borrower and
18 contributing iocal currencies to sub-borrower will finance local
meet the cost of contractual and costs. No U.S. owned foreign

other cervices, and foreign currencies CusTency is available for this
owned by the United States are utilized Prodect.

to meet the ooct of contractual and .

other servicca.

App. § 1¥3. Will any of loan funds be uced ts= . 58. No.
acquire currency of recipient country '
from non-U.S. Treasury sources when exe

oaps currcncy of that country is on

depogit in U.S. Treasury?

FAA § 612(d). "ocs the United 59. No.
States oun czcces foreign currency

and, if so, what arrangements have been

made for ito recleace? '

FAA_ 8 620(q). What provision is 60. The Loan
there agavnot uce of cubject Agreement will not

. . allow funds to be
agorstlance to conpenosate owneres used for this

Jor cxpropriated or nationalized
properiy? purposé,
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ol.

63,

3.,

6d.

66,

66,

FAA 8 620(k). If conotruction
of productive enterprise, will
aggregate value of asotiotance
to be furniohed by the United
States excced $100 million?

FAA 8 636(1). Will any loan funds
be uoed to finance purchase, long-

:teérm lease, or exchange of motor

vehicle manufactured outoide the
United States, or any guaranty of
such a transaction?

App. 8 103. Will any loan funds be_
uoed to pay pensiona, eto., for .

military peroonnel?

0 105, If loan is for capital
proaect, 10 there provision for
AJI.D, approval of all contractors
and econtract termn?

App. 8 107, W{11 any loan funds
e woed to pay UN acocoomenta?

App. B 109, Compliance with
regulations on erployment of U.S.
and looal peroonnol., (AJI.D,
Regulation 7).,

61. N/A.

62. No.

65 + No.

64, Yes, This provision will be
included in the Loan Agreement
or Implementation Letters.

65. No.

66. Yes, 1t will be requiied
through Implementation Letter.
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8r,

64,

8o,

?0.

0 110. Will any of loan

2,
éﬁhda be uped to oarry out .pro-
visions of FAA 88 209(d) and 251(h)7

App. 8 114. Deocribe how the
Committec. on Appropriations of
the Senate and liouse have been op
will be notified concerning the
activity, program, progject,
eountry, or other operation to be
Sfinanced by the Loan.

App. 8 601. Will any loan. funds
8 used jor publioity or
propaganda purposss within the

United Stateca not authorized by
the Congress?

MMA 8 901.b: FAA 8 640cC.

(a) Compliance with requirement
that at leaot $0 per centum of

the grosa tonnage of cormoditica
(eomputed scparately for dry bulk
éarriero, dry oargo liners, and
tankero) financed with fundas made
available under thia loan shall be
tranoported on privately owned U,S. -
flag commercial vecocls to tha
extent that suoh veassels are
available at fair and rcagonable
ratea,

(b) i1l grant be made to loan
recipient to pay all op any portion
of auch differentiql as nay exigt
between U, 8. and Jorcign-flag vessel

»ates?

67. No.

68. The proposed Loan wasinclud-
ed as a shelf loan in the FY75
Congressional Presentation. The
Congress will be notified before
any FY 75 funds are authorized.

69. m.

70. This provision will be
included in the Loan Agreement.

b) No.
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ANNEX D

DRAFT LOAN AUTHORIZATION

Provided from: FAA Section 103 ("Food and Nutrition")

Uruguay: Agri-Industry Development Ioan

Pursuant to the authority vested in the Deputy U,S. Coordinator,
Alliance for Progress, Agency for International Development
("AID") by the Foreign Assistance Act of 1961, as amended,
and the delegations of authority issued thereunder, I hereby
authorize the establishment of a Loan ("Loan") pursuant to
Section 103 of' said act and the Alliance for Progress to the
Government of the Oriental Republic of Uruguay ("Borrower'")
of not to exceed US}5.0 million to assist in financing the
dollar costs of a program ('"Program") to provide medium and
long term financing and technical assistance for the develop-
ment and expansion of agri-industrial and related enterprises
in Uruguay. An amount not to exceed US$500,000 may be used
Tor feasibility studies and technical assistance. The Loan
shall be subject to the following terms and conditions:

1. Interest and.Terms of Repayment

Borrower shall repay the Ioan to the Agency for International
Development within forty (40) Yyears from the first disbursement
under the Loan, including a grace period of not to exceed Len
(10) years, with interest at the rate of two (2) percent per
annum during the grace period and three (3) percent per annum
thereafter on the outstanding disbursed balance of the Loan
and unpaid interest.

2. Other Terms and Conditions

a. Goods, services {except for ocean shipping and marine
insurance financed under the Loan) shall have their source and
origin in Uruguay and countries included in AID Geographic
Code 941. Marine insurance may be financed under the ILoan only
if it is obtained on a competitive bagis and any claims there-
under are payable in freely convertible currencies. Ocean
shipping financed under the Ioan shall be procured in any
country included in AID Geographic Code 941,
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b. Conditions Precedent to Initial Disbursement for Dollar
Costs of Technical Assistzuce to the Borrower.

Prior to the first disbursement or to the issuance of the first
letter of commitment document under the Loan for eligible
technical assistance to the Borrower, the Borrower shall, except
as AID may otherwise agree in writing, furnish to AID, in form
and substance satisfactory to AID, the f'ollowing:

1. TEvidence ol the establishment by the Central Bank
of & special fund for the purpose of administering the AID
Ioan end the Government of Uruguay counterpart resource contri-
bution to the Project.

2. FEvidence that it has authorized the Unidad Asesora
of the Ministry of Industry eand Energy to serve as the technical
review group and principal executing agency for the administra-
tion of this Project.

3, [Evidence of the establishment and responsibilities
of a Special Comnmission whose functions will include the approval
of sub-projectsfor financing with the resources of the Program.

4, Copies of:

(a) ‘the approved operating policies of the Unidad
Asesora;

(b) the approved organization and staffing pattern
of the Unidad Asesora:

(c) an approved plan for carrying out objective and
comprehensive reviews and appraisals of sub-
projects submitted to the Unidad Asesora under
the Project;

(d) a statement setting forth the standards and
procedures which will be i'ollowed in approving
and monitoring sub-loans and in providing, or
facilitating the provision of, technical
assistonce to sub-borrowers:
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(e) a plan for strengthening the professional and
technical capa¢ity of the Unidad Asesora in
regarc to project review, appraisal and moni-
toring, and the provision of technical assistance
to projects in areas such as export promotion
and export market development, and providing for
the inclusion of an agri-industry advisor(s) to
promote and assist agri-industrial enterprises
in identifying and preparing sub-projects for
finanecing.,

¢. Conditons Precedent to Subsequent Disbursement of Ioan
Funds,

Prior to the first disbursement or the issuance of the Tirst
letter of commitment document under the Ioan, Tor purposes other
than technical assistance to the Borrower itself, the Borrower
shall, except as AID may otherwise agree in writing, furnish

in form and substance satisfaclory to AID, the Tollowing:

1. Evidence that the tax on banking activities ("Impuesto
Uaico") will not be applied to any transactions financed under
this Program.

2. A Central Bank circular, describing the guidelines
and regulations for utilizing the resources of the Project.

3. A proposal, including a time-phased implementation
plan, for the establishment of & credit insurance fund or
guaranty arrangement, to be administered by the Central Bank, to
protect commercial banks against a portion of commercial finan-
cing risks involved in sub-borrowing.

k. A statement of the interest rate policy tc be
utilized under the Project in determining interest rate charges
to sub-~borrowers for approved sub-loans, inckuding criteria for
determining periods of emortization and grace, and the indexing
system and the manner in which it will be utilized for readjustment
of the outstanding principal amounts of sub-lcans approved under
this Project.
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4. Covenants

1. The Borrower covenants that sll commercial banks
will have equal opportunity to participate in the Program, and
that all commercial banks so participating in the Program
will be treated equally with respect to all administrative
procedures of the Progranm,

2. The Borrower covenants that the Central Bank
circulars and guidelines regarding the implementation of thig
Project will not be changed without prior consultation and
approval of AID.

5. The Borrower covenents that its contribution to
this Project will be equal to no less than 30% of the costs
of the Project, as described more fully in the Project Descrip-
tion - Annex A to this Agreement - and that it will make availa-
ble in a timely manner the local currency for the requirements
of the sub-projects approved for financing. The Borrower
further covenants to meet Jointly with representatives ot AID
once every six months, or more frequently as AID and the
Borrower may jointly agree in writing, tor the purpose of
determining the projected levels of local currency the
Borrower will make available to the Project in the subsequent
period.

4. The Borrower covenants that all future reflows
tfrom this Loan will be allocated to finance local costs of
future sgri-industrial projects.

- 5. The Borrower covenants that in implementing this
Loan, special priority and preference will be given to those
agri-industrial sub-projects which maximize the benefits to
small and medium farmers involved in the production of raw
agricultural inputs.

6. The Borrower covenants that all sub-projects
approved by the Special Commission which would utilize in the
aggregate over $350,000 in A.I.D. funds will be submitted to
A.I.D. for review and approval,



124

ANNEX E
TRANSLATION

Letter N° 11k4/75

28 February, 1975

Director
Agency for International Development

Dear Sir:

On behalf of the Government of Uruguay, I have the pPleasure of confirming
the request for financial assistance to the 8gro-industrial sector originally
bresented for a capital goods loan.

external financing to equip with modern machinery the existing or future
enterprises that brocess food products for export with the burpose of
promoting the establishment of new enterprises, increasing the production,

and meking them more competitive with foreign enterprise. The loan would
include, among other elements, funds to finance feasibility studies, funds

to finance the import of capital goods and the necessary raw materials, as

well as funds to finance technical assistance for 8gro-industries to be
developed with the purpose of cventaully incorporating new technologies applieil
to processing techniques and quality control.

The Government of Uruguay will brovide the necessary interual credits for the
working capital of those enterprises vhich will benefit from the pbrogram.

We have estimated the need for external financing in 10 million dollars which
will be divided between the different components of the brogram in accordance
with the results obtained from the Studies being undertaken by the Office of

As you are aware, the Government is elaborating « macro-economic program which
will enable the negotiation of a stand-by agreement with the FMI. The burposes
of the loan being requested conform with the framework of the Program as well
8s with the present Plan Nacional de Desarrollo.

Yours sincerely,
Ing. Q. Juan Jose Anichini

Director
Office of Budget and Planning
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Comu es de su conocimiento, =1 Gobicrno cs-
14 estructurando un programa macro-cconémnico quc posibilite la
contecrtacibédn de un acuerdo Stand-by con ¢l F.li.I. Los propbsi-
tos del présta.o que se <solicita encuadran perfectamente dentro
de dicho programa asf como dentro del Plua: Nacional de Desarro-
1lo vigente.-

Reitero al sciior Diroztor las cxpresiones de
mi cousidrracidn, -

Ing;

/

Dircector

/rpe
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Nota NQ@ 205/75
Montevideo, junio 6 de 1975

Sre Leonard J.Horwitz

Director

Rgencia para el Desarrollo Internacional
Montevideo, Uruguay

De mi mayor consideracidn:

En nuestra note NO114/75 del 28 de
febrero del afio en curso, tuve el agrado de confirmar, en -
nombre de nuestrao Gobierno, le solicitud de asistencis fi -
nanciere cursade = la Agencia para el Desarrollo Internacip
nal (AID) del Gobierno de los Estzdos Unidos de Américe,por
un monto de diez millones de délares, parea epoyer un progra
ma de desarrollo sgro-industrial priscipelmente dirigido al
.sector de procesamiento de alimentos,

Por la presente, tengo igualmente
el agrado de confirmar cue el Gobiernc e la Repfiblica 0, -
del Uruguey proveerd los crécitos internos necesarios p:zra-
cubrir las necesidedes doméstices de Financizcibn de las ec
tividades agro-industrisles que se llevaran 8 cabo en el AT
puesto programa, por un montu no menor al eculvalente en pe
808 3 cuztre millones cuatrocientos mil ¢dlares. Estos cré-
ditos, que se suman al préstzmo de 1a AID, para fimanciar -
bienes y servicios dentro de los mirgenes de eligibilided,-
estardn disponibles psra Filnanciar los costos en pesos de -
los eguipos elegibles fabricados localmente, as{ como sol -
ventar los gestus de construceifn y de comprs de plartes in
dustriales, la adquisicién de materias primas, vy la demanda
de capital de giro para aquellas actividades colaterales pe
re las cuales no hay disponibilidad de Financiscidn s trav€s

1/
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//
de las vias ordinarias, Cualquier otra contribucién en
pesos gue deba hacer el Gobierno del Uruguay destinada-
a llenar las necesidades del programa, serd subsiguien-
temente determinada en forma conjunta por la RID y nueg
tra Oficina,

Rtentamente, (/

epas
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Letter N° 205/75

Montevideo, June 6, 1975

Mr. Leonard J. Horwitz

Director

Agency for International Development
Montevideo, Uruguay

Dear Sir:

In our letter N° 114/75, dated 28 February, 1975 I had the pleasure
of confirming on behalf of our Government, the request for financial
assistance presented to the Agency for Internat: onal Development (A.I.D.)
of the Government of the United States of America, for the amount of
$ 10 million dollars to support an agro-industrial development program
principally directed toward the food-processing sector.

I am @lso pleased to confirm that the Government of Uruguay will
provide the necessary internal credits to cover the domestic necessities
of financing of the agro-industrial activities that will be carried out
in the proposed program, for an amount of not less than the equivalent
in pesos of $4.4 million dollars. These credits, to be added to the
AID loan to finance goods and services within the eligibility margins,
will be available to finance the costs in pesos of locally manufactured
eligible equipment, as well as to settle the construction costs and
purchase of industrial plants, the acquisition of raw materials and the
demand for working capital for those collateral activities for which
there is no financing available through the normal channeis. Any other
contribution in pesos to be made by the Government of Uruguay destined
to fulfill the needs of the program, will be further agreed upon between
A.1.D. and our Office.

Yours sincerely,

Ing. Juan José Anichini
Director
Office of Budget and Planning
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DRAFT ANNEX A - (PROJECT DESCRIPTION) - TO LOAN AGREEMENT

The Project

The goal of the pProject is to create an agri-industrial infrastructure

capable of expanding non-traditional exports, thereby contributing to a
diversification of agricultural production, increased foreign exchange

earnings and increased production, employment and income opportunities

for the target group.

As used in this project, agri-industry refers to all aspects bf food
pProduction, processing, storage, distribution and marketing activities,
and related activities directly supportive of these, such as those
providing necessary agricultural and non-agricultural inputs, e.g.,
seeds, packaging materials, agricultural machinery and land develop-
ment and management services critical to improved functioning of the
target enterprises.

Purposes of the pProject are: (1) to Provide a package of financial and
technical gervices to private entrepreneurs and cooperatives for the
establighment or expansion of agri-industries (food pProcessing); (2) to
help establish an effective delivery system for these services; and

(3) to stimulate new production and marketing alternatives for small
and medium farmers through the establishment of viable agri-industrial
enterpriges.

The project involves the establishment of an agri-industrial development
fund within the Central Bank of Uruguay and the institutional development
of a special mechanism within the Ministry of Industry and Energy - the
Unidad Asesora - to evaluate Project proposals and channel med fum~term
credit through the commercial banks to the private sector, The contri-
bution of AID will be up to US$5.0 million and the contribution of the
Government of Uruguay will be at least US$2.25 million in peso equivalent.
The dollar resources of the Fund will provide foreign exchange for capital
goods imports, essential raw material working capital requirements

(e.g., tin plate for processing plants) and related technical assistance

in support of new or existing export-oriented food processing industries
and related service industries. The GOU counterpart funds will finance
local costs for civil construction, purchase of existing plant facilities,
locally-made capital goods, working capital requirements, feasibility
studies and technical assistance. As part of its counterpart contribution,
the Borrower will establish an industrial credit insurance fund or guaranty

The ultimate intended beneficiary of the Project i{s the small and

medium farmer who is the Principal producer of non-traditional export

crops and who will be stimulated to new produciion and marketing activities
by the establishment, expansion or modernization of agri-industrial
enterprises. The initisl and intermediavy beneficiaries will be the
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private enterpreneurs and cooperatives who will invest in and operate
these agri-industrial enterprises. The productive sectors of the economy
as a whole will also benefit from the creation of an intermediate,
financing mechanism for channeling credit and technical assistance to
viable development projects.,

In order to be eligible for financing under this project, sub-projects
must meet the following selection criteria:

1. Target Group - The sub-project must have a significant impact, in
terms of increased employment, increased production or marketing oppor-
tunities, and/cr increased income benefits, to small and medium farmers

in Uruguay. The description of the target group will be refined in quan-
titative terms (i.e. income levels and number of hectares farmers) by

the Unidad Asesora in the course of developing plans, standards and
procedures for project review and appraisal, in accordance with Conditions
Precedent to this loan. Potential sources of relevant data for determining
quantitative definitions of the target group may be found in early result
of (a) the May, 1975 Agricultural Census and (b) data to be developed on
similar target groups under the IATA and CALFORU projects.

2. Characteristics of the enterprigse - Priority consideration will be
given to sub-projects which (a) utilize normal agricultural raw material
which has been produce. or has potential for increased production;

(b) involve minimum packaging costs and complexity; (c¢) utilize uncomplicated
technology; (d) maximize utilization of existing facilittes; (¢) complenment
existing facilities; (f) 1involve uncomplicated marketing; (g) operate
effectively within existing limitations; and (h) complement the domestic
market. In addition, enterprises financed under the project must not
receilve excessive protection, must exhibit good management, must Le

golvent according to normal commercial bank or Bank of the Republic
standards, and must have an internal ratc or return of at least 107,

3. Export orientation - sub-projeets chosen tor financing should be
export-oriented in one of the following ways: (a) actual production is
substantially export-oricented; (b) present production {s only export-
oriented to a minor degree, but prospects for increased exports are pood;

(c) Interesting export prospects exist {f equipment is modernized; and
(d) new enterprises whose productfon will be principally export~oriented
either at the outset or after filling an existing Jdoemestic demand.

4. Excluded enterprises - The following types of enterprises will be
excluded from financing under the project: (a) meat or meat-packing
facilities; (b) fisheries or fish processing activities; (c) textile
manufacture; (d) shoe manufacture; (e) leather or leather products
processing; (f) manufacture or marketing of alcoholic beverage; (g) wool
processing or manufacture; (h) those which involve purchase of property
owned by the GOU or any instrumentality thereof.
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Up to US$350,000 of the AID loan may be utilized by the Borrower to
provide technical assistance to sub-borrowers for conducting feasibility
studies for preospective sub-projects and for assisting sub-borrowers

in setting up new, or expanding and modernizing existing, agri-industries.
Up to US$150,000 of the AID loan will be available for technical as.is-
tance to the implementing agency itself for the purpose of strengthening
the advisory capacity of the implementing unit in agri-industry (food processing)
pProject development. An expert in the food processing area will provide
essential guidance and support to entrepreneurs with technical, marketing
and managerial assistance in any or all phases of project identification
and development including, e.g., working with potential project sponsors
and assisting in preliminary evaluation of suggested investments;

guiding project sponsors through the required steps of loan application-
processing, guiding clients in preparation of feasibility study and market
study terms of reference, etc., and assistance to project sponsors in

the execution of projects through start-up periods.

IMPLEMENTATION SCHEDULE

The Loan will be authorized by June 30, 1975, and the Loan Agreement
should be signed by August 31, 1975. All conditions precedent to
disbursement must be met before December 31, 1675,

-~ Terminal date for meeting all conditions precedent to dis-
bursement: December 31, 1975

- Terminal date for issuance of commitment documents:
June 30, 1978

- Terminal date for loan disbursement : December 31, 1978

Disbursement Table

Source 1976 1977 1978 Total Percentage
1. AID (Million .55 1.7 2,75 5.0 697
Uss)
2. GOU-pesos .25 1.15 .85 2.25 31%
(Millions US$ equi-
valent)

TOTAL (millione USS) .8 2.85 3.6 7.25 1007%
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ANNEX G

I1lustrative Lists of Projects
Exhibit I - Agri-Business Opportunities

Exhibit II - Notes ot visitations and meetings
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1. Coope?atlve located in Potential for increased veget_
Bella Union. Vegetable able production in this area is
grad%ng, Packing and b4 good. Due to longer Zrowing
canniang. 300 450 750 X X season off-season exports have
possibilities. Will need mark-
ing assistance
2. Group from San Javier .
interested in pProcessing |{x 350 400 750 b b Not now a major vegetable
vegetables area., Has potential in soil
and climate. Initial markets
will be cities nearby. some

export possibilities to Arg-

entina.
3. Company in Tacyarembo
Vegg?able grading and x 500 400 800 % x Local markets available for
Packing. table vegetables. Meloss

could be expanded for export. g
Q

2€T
I prQruxy




AGRI-BUSINESS OFPPORTUNITLIES

P-oject Investmeny Expowt
_St;mzs Investment Lead Time [LeadTimp
- e i
— . N o ©
F R I S @ @
Ny~ —_ /3N [)]
Si=1.18 ¢9 ® o s
>y = e o
TlelBlEl f w 7 i ~lelelel gidla
ST : ~laiel3 38 | 93 | 3% SR
DESCPIPTION AR A2 RS 2 Blelo]o] (oo COMMENTS N
4. Company in Salto Potatoes have relative short
Potato dehydrading X 570 286 856 X X harvest season and inadequate
plang. cold storage. Piant could sell
for local consumption during
off-season. Export possibility
to Brazil for dehydrated
potatoes.
5. Sudy y Cia S.A. in . Located in major production
Canelones - dehydrating X 100 315 415 & X area. Near export port of
vegetables, principally Montevideo. Now exporting to
onions for export. assured market. Project well
researched
6. Company SAIM located
in Montevideo - Vegetable x 1000 1800 2800 pY x Upgrading equipment: for oil
0il extracting plant. extraction - Soybeans,
Peanuts and Sunflower,
7. National Citrus "
Commission - Montevideo, {x 400 500 900 % x To provide adequate citrus
cold storage at the port
{ ) | of Montevideo. Cooperative
{ | operated.
i i 1
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8. Cooperat@ve at San Manufacture of tomato paste
Ramon - Fruit and Veg- boiX 1750 1250 3000 X| x|, |APPle pulp and grape juice.
etable processing -
9. Cooperative CALFORU :
Loca?ed in Canelones - x 100 100 200 pe X Now operates 2 cold storage
canning plant facilities. Installing 2

packing lines and doubling
bpresent cold storage. Want
to process 2nd grade and
surplus production.

.10, Comﬁany Ponny in
Salto - Citrus process- X 200 100 300 b
ing.

X Citrus juice extracting and
canning equipment for export.

Preparation and cédking line

11. Cooperative located
X for fruits and vegetables.

in Colonia Berreta, Fruit X 300 200 500 X
and Vegetable processing

Preparation and cooking line

12. Company ICUSA in

Soriano, Fruit and veg- X 1735 1540 3275 X x for fruits and vegetables, -
etable canning. . including pulps and concen- =3
) trates. Proposal includes

auxuallary equipment such as
cans which may not be feasible,
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13. Company MASSARO in Processing 2nd grade apples,
Canelones, fpuit and x 700 1000 1700 X X Peaches, Quince, and Pears.
vegetable processing. Packing, Pulp and cold Storage
70,000 box capacity.
l14. Company CALCAR in Has contract to export cheese
Carmelo, Dairy processing x 200 100 300 x X to Brazil, Needs new eqqdipment
Cheese. Used technical assistance from
Brazil.
15. Company CAPROLET in x 320 100 420" X x| |Same as above.
Tarariras. Cheese plant.
16. Company Industrias Same as above.
Lacteas Fray Bentos in *x 230 175 405 x X
Fray Bentos. Cheese
manufacture.
17. Company PILI located . .
in Paysandu, Cheese x 120 - 120 b X Process commercial grade milk
plant into cheese and casein. =
&
Vo
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18. Cooperative CDNAPROL;% : . 1 { [ } i Process excess production
located 'in [Florida. P : 1008 : 580 | 1580 | X i x| jinto powdered milk. Largest
Dairy processing | E 3 iCu~op in Uruguay.
|
19. Cooperative located i Area needs quality fresh milk.
in Artigas. Process freshi LI 225 275 500 X X Cheese exports to Brazil.
milk and cheese. l !
!
20, Cooperative located f %
in Quebracho. Process x 300 200 500 ix X . Same as above.
fresh milk and cheese.
21. Community of Fray
Bentos. Fresh milk and % 300 200 500 X | b Same as above.
cheese. o l
.
22. Cooperative located ' Process some fresh milk for
in Tacaurembo, dairy % 300 200 500 X x local consumptign, but mostly
processing. % z - cheese for Brazil.
! N
| N RN . .
23. Company COLEME in bl Pl 0ld plant, now exports cheese '@
Melo. Dairy processing. | (x| 200 100 { 300 Vi ; x| {to Brazil. Needs new
s : ; % L equipment.
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30. Company MOLINQ PURITOS | , i New packaging machine for
Dry Foodstuffs located v 25 25 25 X oatmeal and similar products
in Montevideo, i for consumer packs.
31, Cempany SAUCE lccated! | Pulp cooler and cooling tunnel
in Canelones. Fruit and | lx 20 15 45 x to increase export capacity
vegetable processors. and quality.
32, Company SAUCE located { J
in Canelones. Fruit and ke 250 50 300 x| [Replace obselete machinery to
vegetable processors; ‘ increase capacity ‘and efficiency
i
33. Company Bennet and | Same as above.
Brandon, - fruit and
vegetable processors X 80 20 100 ﬁ X
3%, Cooperative CONEPROLE Marketing assistance to help
Dairy processors. X 28 25 | x X develop "Dulce de Lechef as
an export item for Brazil.
bt
W
)
| | |




AGRI-BUSINESS OPPORTUNITIES

- 139 -

!p.. Investment] Export
St Investment Lead Time |LeadTimp
| " Ep o
E -
- z T
| = v = A
P S Ao~ 0
= ¢ o Q=2 ' 5
? = £ S Llggelel wiuld
c @ S S Clxy el Aakis
: .t ol ~iclelel didla
et O o < = = el talle ekl ;‘.::
e = e <= IS ESTECHTY I R ey .
DESCRIPTION = =< £ 3 = L Sixtatel gl ~
I 2 ! [ ~ < i’ S — N COMMENTS
35. Cooperative CONEPROLE Technical Assistance to milk
Dairy processors. I 200 200 x x prcducers to lncrease volume

and improve quality. A basic
need. )

36. Company RIO CLARO in Technical assistance for a
Canelones. Fruit and x 25 25 X x new tomato and fruit
vegetable processors. concentrate installation. Has
export markets.

Technical assistance needed

37. The National Citrus
25 25 X x to determine if an existing

Commission. b

can be purchased and operated
economically. Plant not now
successful.

TOTALS FOR THE 37

ILLUSTRATIVE PROPOSALS 13,525 {13,091} 26,616

6ET

|
!
! citrus juice concentrate plant
|
I
|
l
|
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GEOGRAPHIC LOCATION OF ILLUSTRATIVE AGRI-BUSINESS PROPOSALS

(4)(25)
(10)

16)(26)
(29) URUGUAY

(2)

(17)(21) (18)
(12)

(28)(24)

(1u) (11) (35) (13)
(15) (9) (8)(30)
(36)(12)(5)(31)(32)
(3n)(33)(7)

£) (2™
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COMMENTS PREGARDING DEMAND ANALYSTS

l. The saturation piont might be rcached in certain
catagories which would effect timing of 1nplerenting some

of the proposed projects,

2, Prioritics will have to be assigned by the Unidad
Ascsora and approvals granted on a very selective 'ogis to
minimize the possibility of duplication and to aviod the
construction of cxersy capacity, Also, 1t must lo determined
that the raw mateyial input will be assured In adequate vol-

ume and quality,

3. Althourh no better information 18 prescently available
it appears the capital costs of some projects may have been

over estimated by the propeser.
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ANNEX G
INDEX EXHIBIT 1II

NOTES OF VISITATIONS AND MEETINGS

Fruit and Vegetable Growing

Meeting with Dr.'s Hitz and Morse

Fresh Fruits and Vegetable Exports

Meeting with Mr. Saxel
Meeting with Ing. Alba - CALFORU

Canners and Processors

Bennet & Brandon Factory
Sauce Factory
Rio Claro Factory

Dairy Products

Conaprole Milk Processing Plant
Conaprole Cheese and Casein Plant

Dgx Foods

Standard Brandgs (Fleischmans) Factory
Molino Purita:

Dehydration
Dr. Egon Sudy - Project
Can Making

Frigor{fico (Cariboni) Plant
Lostorto Plant

Misc. Project Pogssibilities

Meeting with Mr. Einoder

Local Markets

Supermarket Tienda Inglesa
Mercado Modelo

Quality and Export Standardsg

Laboratory of Analysis and Tests
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No. 2

May 29, 1975

Meeting with Mr. Jorge Saxel

Mr. Jaime Barceld and I met with Mr. Jorge Saxel, President of the
National Plan for Citrus, which is under the Ministry of Agriculture and
Fisheries.

Mr. Saxel described the areas of citrus growing being mostly in Salto
and Paysandu with some minor acreage near Rivera. There are also some
significant orchards near Montevideo growing lemons and Valencia oranges.
Last year 83%,000 cases (16,000 tong) of citrus were exported. This represents
about 33% of the total crop of 50,000 tons. 90% of tnese exports originated
from the Salto and Paysandu orchards. The major export market is Holland and
some product is exported to France, Germany, ingland and Scandinavia.

They have received an IDB Loan of 3 millicn dollars plus local money
equivalent to 2 million dollars and this totals % million dollar loan, which
is being uscd to: (1) rehabilitate existing orchards and increase unit
production: (2) cstablish new plantations to the extent of 1,000 hectares;
(3) construct an additional packing plant in Salto in coordination with
CALFORU.

He believes one of tne primary needs o! the citrus export industry is
a cold store at the Montevideo port area. They nre now using small stores
in various places and this is inefficient, cumbersome and costly. The new
store at the port ares should be run ty the citrus «rowers in some way and
not the port authority or other organizations.

Three juice plants are in existance. Onc plant at Salto and one plant
at Paysandﬁ are merely juice extractors and their proauct is preserved oy
the addition of sulphur dioxide or sodium benvoate. All of the Piysandu
product is exported mostly to France.

A third factory which exists in Salto is presently fYor sale. It is
not associated with any growers and therefore nas not been getting sufficient
raw material and is not functioning successfull;. This is a ‘rozen concentrate
plant. Saxel would like to have a feasibility ciuay made regarding th+ possibi-
lity of purchasing this plant for a cooperative with the product to be exported.
This could be a technical assistance project under this new Loan Agreement.

Another problem of the citrus industry is tne lack ot outlets tor second
quality fruit. There should be some solution to this problem such ac marmclade
processing, oil extraction, animal feced, etc.

Note: The waste skins and fiber from the existing extracting plants are
not being utilized. This material when dehydrated makes excellent animal
food and could be an important supplemental food for dairy farms during
winter months. An economic study might be revealing but Saxel believes

present production is too low.
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May 29, 19 (F]

Meeting with Ing. Alba of CALFORU

Mr. Jaime Barceld and I met with Ing. Alba who represents the
CALFORU organization, a buying, packing and export service to
fruit growers, They have already been meeting with processors to
make arrangements for the disposal of non-perfect fruit. In
general the growers are not happy with processor- because of
failure to keep promises. CALFORU is handling the cooperation,
and in effect absorbing the shock, between growers and the
processors. The concept is that one organization, CALFORU,
will handle all matters pertaining to the producer, the
producer's relationships with processors, and the export of the
producer's fruit, which is presently oriented towards Brazil
only. They claim to have all of the export expertise they need.
The new plants are going to be located west and north-west of
Montevideo.

With regard to expansion of field production they are still
concerned with present production and believe much more fruit is
available than has been marketed. An oversupply deprecses
profitability at the Present time. The real need for the fruit
industry is the packing and cold storage units which will be
provided shortly.

Although Brazil is the main export target a second regional
possibility is the Middle East. They do not plan to expand their
activities to include vegetables. There are 10,000 vegetables
growers in the area and he claims it would be too difficult a
task to sort out the growers and determine which to include in
the cooperatives. Mostly however, they are negotive to this
idea because they are unsure of' their market. Although they
are extremely sure of their ability to handle the export of
fruits they would need marketing assistance to develop vegetable
exports which he agrees would be a help to small and medium
sized producers.

N° 3
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All of us met with a large group representing a frult-growers
association. They had conceived a rather grandiose project to
establish new orchards on a large scale - up to 1,000 hectares -
partially financed by a company known as INDUCOA located in Spain
which would provide 2 million trees with financing over a 4 year
period. There was much discussion on technical and political
aspects of the project but it became evident that they had not
really thought through the economic equations even on a rough
preliminary basis. They felt they would need financing to the
tune of 35 million dollars which would break down to about
70,000 dollars per hectare at the 500 hectare level and on the
surface this is obviously far and above the economical limit for
an agriculture venture. Although it is extremely doubtful if
this project would be economically feasible based on the numbers
stated, they agreed to work through their figures and advise us
by Friday evening.

They did have some other ideas including a 500 hectare
cooperative for the growing of tomatoes together with a
processing plant. We provided them with data sheets and asked
them to return these with the required information as soon as
possible.,
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May 23, 1975

Bennet and Brandon Food Processing Factory at Colon (Frigorifico)

The group making this visit comprise the following:

Mr. Juan C. Crespi, AID

Mr. Milton Torres, Frigorifico

Miss Mdénica Francois, Frigorifico

Ing. Jose Madariaga, Ministry of Industry
Miss Beatriz Levrero, Ministry of Industry
Mr. Daniel Iglesias, Frigorifico

i

1

This is a small plant equipped in rather primitive fashion. The
operaiion is limited only to simple canning. At the peak of the season
about seven hundred people are employed making numerous products including:
canned peaches, pears and apricots all packed in sweet syrup, various marmelades
including stawberry, quince, pear and orange, canned vegetables including canned
peas, corn, pimientos and peeled who".e tomatoes. We did not attemm* to list all
of the products produced at this factory as the Frigorifico Company in total
packs several hundred different items at its various factories.

The equipment is quite old and the processing depends largely on hand
operations, even including hand labelling of individual cans.

It is evident that there is considerable scope for methods improvement
and an investment in relatively inexpensive equipment such as preparation equipment
and the more simple types of mechanical labellers could effect substantial
economies.

Production is mostly for the local market but some packs are made for
export. Fruit pulps packed in 5 kg. cans, 6 cans/wooden crate, are sold to
Chile and Argentina.

The whole peeled Lomatoes are packed from the Roma varicty which has
recently been introduced and is now established with the growers. With some
slight quality improvements peeled tomatoes could be an important erport item.

A large quantity of scrap production piled outside the factory was noted.
There were many swollen cans due to bacterial action and the fault was
gtributed to be the quality of the cans themselves, some of which are imported
from Argentina.

The company does not provide crop financing but sometimes does provide
the seed. Farmers secure some [{inancing through the Government bank. This
processor pays his farmers within %0 to 90 days after receipt of the raw
material. The factory's production is financed "anyway possible'". They do
receive some export crédits from the Banco de la Repﬁblicn. They claim to

have good relations with growers and deal with both individuals and cooperatives.
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With respect to expanded exports they believe they could export
marmelades to England, but they need to improve their capacity and
production facilities. They also believe they could export greater quantities
of fruit pulps to Brazil but would need better preparation equipment and more
processing equipment generally.

Although this factory is anything but modern the buildings are
maintained in fair condition with reasonable sanitation.

In summary, export possibilities would be peeled tomatoes (2 new item),
marmelade to England (a new item), and increased volume of quince pulp and
apple cubes.

An investment in the order of $50,000 to $100,000 would probably be
required to increase capacity, efficiency and quality.

From an engineering survey ma’= by a Mr. Basso and Engineer Myer,
dated April 1975, the following points have been noted:

- the amount of raw material processed in 1974 was 1,846 tons
comprised mostly of peaches, 654 tons; apples, 55 tons; corn,
226 tons; and pears, 219 tons. Only 48 tons of tomatoes were
processed.

- This production resulted in exports to the extent or $219,000,
the balance being sold in the domestic market. The raw material
is supplied by approximately 100 growers.

- Water of top quality is obtained through the OSE system, but their
reticulation system needs improvement and there is no system for
the recuperation and recycling of water.

- The electrical and steam installations are adequate for the existing
capacity of the plant. Cold storage facilities do not exist. Lavatories
and toilets facilities for employees are inadequate. There is no
laboratory and quality control is exercised from the central laboratory
of the company at the other factory called "Sauce". There is a reasonable
maintenance shop with good equipment

Conclusion

With a modest investment of $50,000 to $100,000 this factory should be
able to increase exports considerably. Would need tighter quality control and
export marketing assistance.
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N° 6

May 29, 1975

Rio Claro Factory

Mr. Quesada, President of the Company, Mr. Leiferman, and
Ing. Torriglia, a consulting specialist in meat and fruit processing,
together with Mr. Joime Barceld and I, visited the Rio Claro plant
which is located about an hour's drive along the south-east coast,
near the town of Atlantida.

Last year this small factory processed 2,500 tons of tomatoes
and they are planning a crop of 20,000 tons for the coming season.
Whether they will expand their plantings to this extent will depend
upon the Governments prompt action to approve the import of
equipnent which was ordered last year. These negotiations for
import permits have been continuing since last September but still
have not been finalized.

The seedlings must be planted by the end of June and available
for transplant during the period August-September. The harvest
period begins about the first week of January and continues through
March. In the event of exceptionally good weather, the harvest
can be extended through part of April.

They deal with 500 farmers who put about 2% to % hectares each
in tomato crop. Irrigation is primitive and used only if it is
needed because of a long drought. They operate under a contract
and seed is provided by the company. Yields have not been very
good - at 15 tons per hectare - but they expect to build this
rapidly to the 30 ton level. These farms are operanted on au
family basis and this is encouraged as is maximized the use of
family resources.

They pay the equivalent of $ 80 dollars per metiic ton for
tomatoes, provide field supervision, provide seed and sometimes
fertilizers, insecticides, ete. The growers obtain some credits
from the Banco de la Republica. They admit their quality could
be better and this is being worked on. Their farmers are reliable
as the unreliable ones have been weeded out over the past few
years. The company has a good reputation with growers particularly
because they pay on time. Growers are not very well mechanized.

-~
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Duties are high for imported equipment, however, a farmer owning
common equipment such as a tractor will rent it to others for
the heavy work and many of the farmers will use animals for
light field work.

Sales are made through wholesalers and up to now all of the
output has been sold on a domestic market. However, with the
new equipment, they plan to export 2,000 tons per year of 329,
tomato paste. Their target markets are Carribean countries and
northern South American countries particularly Venezuela. They
are also considering the possibility of tomato paste for England.

The tonnage of tomatoes processed has increased dramatically
in the last two years. 1In 1970 they produced 487 tons, 1971 -
258 tons, 1972 - 479 tons, 1973 - 2,451 tons, 1974 - 2,523 tons.
The reason given for the big increase from 1972 to 1973 was that
they decided to go ohead with greater vigour.

Fruit is handled in 22 Kg. boxes delivered to the factory
by truck. The growers are scattered over a large area to a
maximum radius of 25 miles.

They were very concerned with Government red tape and all
kinds of approvals needed to get import permits for vital
equipment. They claim the reason for the long delays can mostly
be attributed to poorly oualified people in positions of re:pon.
sibility and lack of decision because of fear of tuking
responsibility. They started negotiation in September lart
year for two lines of equipment to make tomuto paste snd fruit
pulps and fruit products but have not yet received the necessary
approvals.

90 of their past production has been Pulps de Tomete which
is a crude product containing seeds and skin: of ithe tomatoes and
which is packed in various sizes of glass botbles.

last year they packed 200,000 cans of peeled whole tomatoes
but they have experienced a very serious problem because of a
failure of the can. 'They claim the can company, Compania de
Envases, used the wrong lacquer for the internal coating with
resulting failures amounting to a $50,000 dollar loss to t. e company.
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The can company is unwilling to listen to their claim. Even more .
important, possibly, the health departmeni of Food and Beverage
Inspection in Montevideo blames the factory for this problem

and they are threatening fines and confiscation of the product.
No final action has yet been determined, but this is an interes-
ting point and we would certuinly like to know wh: the final
outcome turns out to be. If the canner can prove the cause of
tre failure, and this is a relatively simple thing to determine,
ihen any ethical can company would compensate the processor.

If this is not the case in Uruguay, it leaves th: processor
without any recourse and he is accepting the full product risk
and accepting full responsibility for any failures on the part
of the can manufa:turer. This risk is aggravated by the lack of
testing machines at the can plants.

Pulpa de Tomate is a simple product. The pulp is heated to
90°C filled into pre-heated glass jars, capped, and sterilized
at 85°C for 36 minutes on a conveyor pasteurizer. It is then
stored until labelled. All labelling is done by hand.

Some very simple mechines could increane the efficiency of
this operation considerably. The l% Kg. size is now packed 6
bottles into a very light paper case. Any degree of rcugh
handling could result in excessive damage. They claim no pro-
blem thus far and they have been using this method of packing
for the past two months. Other products are packed in returnable
wooden trays or returnable wooden crates. They claim Lhe use
of corrugated cartons was out of the question with wrespect to
both price and quality. Noext year they ploan to pack fomato paste
in 10 pound round cans, 6 cases per wooden box. Alternustively,
they may be able to import cardboard boxes irom Arpenting under
bond for re-export.

The new processing line will handle 200 tons ol lomatoes in
2l hours and contains a continuous double efiect evaporator and
all ancilliary equlpment. The second line which has been
purchased is a complete fruit-pulp concentrate and jam line which
will be able to handle 50 tons ol fruit per day. They believe
this will help them to mazimize plant utiliration se some fruits,
principally quince, are harvested after the tomato ceason ends.
They have already made contacts with nearby orchord: nnd expect
to be able to utilize 2nd grade fruits from thesc orchards.
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They obtain their employees from nearby farms and communities.
They have experienced no labor problems and they repeated that '
they have a good reputation with both growers and employees. Thelr
new building program starts next week in anticipation that they
will ultimately receive the ecuipment now on order. A new boiler
1s under construction to replace the existing obsolete unit.

They stated their additional needs as being (1) a good
resident technical supervisor, and (2) gvidance in export
marketing.

This company is taking a major step and is converting an
extremely primit!ve operation to one which should be as modern
as any in Uruguay. This is a courageous group. Since Ing.
Torriglia is planning to visit the Unjted States in the near
future, I suggested he write to Mr. Raymond Good, President of
the H.J. Hein7 Company to seek permission to visit some Heinz
plants in California. He was particularly interested in better
methods of raw material handling, which I described to him, but
which he could see in actual operation at those factories.

Summary

An outstanding example of what can be done to boost exports!
Need technical and marketing help. This could be a real winnmer.
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CONAPROLE

Messrs. Barcel?, Jones, Ricardo Inciarte and I, visited the CONAPROLE
milk processing plant which is one of ten plants owned and operated by this
cooperative. The company employs in total approximately 2,000 employees

and there are 2,500 milk producers in the co-op.

This plant is all that a dairy plant should be with clean buildings,
sparkling clean stainless steel equipmen®, and a variety of products being
made including pasteurized milk, cream, butter, icecream and dulce de leche.

This latter item is a unique product to Uruguay and Argentina. It is
not now exported but they believe it could be. The product contains 70%
total solids, has a high sugar content, some fat, is tasty and nutritious.
The product particularly appeals to children. The product as now made has
about & 3 month shelf-life. After this time it is inclined to crystalize.
They believe however, that this characteristic can be overcome by special
processing methods. This could be a significant export item to Brazil, but
would require a good merketing effort (could this be provided under the
technical assistance part of our loan program).

Their major problem is one of volume and quality of supply. The quality
of the milk received with respect to bacterial contenu is extremely poor.The
plate count of incoming milk is around 135 to 16 million per c.c. but this is
controlled, so they claim, to 50 thousand after pasteurization.

Here is a progrescive company with significant organizational strengths
and first class facilities. In addition to the existing plants they have
purchased a new milk dehydrating plant to produce powdered milk with a
capacity of 200,000 litres of raw milk per day. 80% of this product is
targeted if'or export to Houth American countries. The investment will be
$1.2 million which is financed from their own resources and the new plant
should be in operation two years rrom now. The new plart will probably be
located in the Floridu area.

They believe in wddition Lo the dry milk powder that significant export
opportunities exist ror cheese to Argentina, Mexico and Brauil, for butter
0oil {anhydrous butter) te Mexico, casein, etc.

Here is an outstunding opportunity to prepare for volume exports by
correcting these serious supply problems. Building more factories or
expanding facilities would be pramature unless the quantity and quality
of the milk cun be considerably improved.

1
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Idea - organize training centers to instruct the 2,300 producers
in the basics of milk production, herd management, very elementary
bacteriology, etc.

Another idea - would centralized mechanized milking stations each
capable of handling say 200 cows, be a practical solution to eliminate
the many small milk sheds which contribute to the high bacteria count?
A pilot operation might be feasible and if successful could solve the
quality problem by the use of modern techniques. This would be preferable to
a difficult educational program for 2,300 producers.



- 158 -
No. 8

May 30, 1975

CONAPROLE - Cheese Factory at Villa Rodriguez

Messrs. Jones, Inciarte and I continued to Villa Rodriguez vhere we
vere met by Ing. Garc{a, manager of this cheese plant.

It is a very modern plant indeed and seems to have been designed as
a show-place. It is equipped with modern stainless steel machinery from
Finland, Sweden, Denmark, and some locally made. The factory has a capacity
of 260,000 liters daily: 100,000 liters are for cheese, 80,000 for casein
and the other 80,000 arc shipped as whole milk to Montevideo for packing and
distribution as pasteurized milk.

Tbe plant operates at full capacity only four months af the year. If
the weather is very fauvorable, they may get a five-month operation, but
normally the capacity operations are during the months of September, Ocdbber,
November and December. The cheese plant operates only seven months of the
year, from QOctober through April. It was not operating the day we arrived but they
were planning to have a run the following day.

Again the quantity andq quality of the raw material was stated as being
the limiting factor. All of the cheese is exported and without the milk
supply limitation 5 more months of checse production could take place annually,
resulting at lease in a 70% increase in output. They are now manufacturing
Sbrinz cheese which they claim is the only kind of cheese possible to be
made from this high bacteria milk. With better quality milk, cheesc production
could be diversified into other types. For this cheese they presently receive
a price of $1.00 dollars per kilogram CIF Buenos Aires (and I presume the
same price is obtained f{or tha* which is exported to Brazil).

Note: The Government pays an tncentive of 30% of the FoB price to
the exporter. These incentives apply to all non-traditional
exports and range from 4 4 up to 35%. In this instance the
Government incentive apparently is theirprofit because price and
production cocts ave apparently about the same.

If the milk vroductiou curve could be 1ifted to a4 higher level and the
low point of May, Junc and July rlattened out somewhat, the export o!f dalry
products could take a big leap Corward. This is one of the best opportunities
I have seen in Uruguay ror a rapid development of exports. The truditional
May, June, July, deficit is not expected this year because milk prices are
higher as been prices huve declined. The base amount that must be supplied
to Montevideo is 500,000 liters a day. After this base supply has been met
other products can be manufactured from the remairning milk. The small size
of farms limits economic possibilities for improveaents but nevertheless
a very serious effort to improve herd manugement and pasture management would
pay real dividen”

Refer to the report by I'r. Zehren made in 1971.

Note: On the way to this cheese factory - a drive of 80 kilometera -
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I had a gooc¢ chance to look at the countryside. Shortly after leaving
the envdrons of Montevideo, many orchards were in evidence stretching
to the horizon on both sides of the road. These were interspersed with
various vegetable crops and also numerous vineyards. At about 50 to 60
kilometers from the city of Montevideo the orchards disappeared and
became mostly grazing land as we approached the cheese factory. The
impression of this very small bit of geography was very favorable and it
is evident that this should be a very productive agricultural region.
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Visit to Standard Brangs - Mr. Bartd

He is satisfied with his packaging material and they use g large quantity
of small paper cartons and plastic envelopes, etc. They sell through whole-
salers and Supermarkets. In the latter category there are 18 only. 60% of
his sales are in Montevideo and they handle sales through distributors in the
Interior. Kot many export opportunities could be identified but Barto thought
that Possibly they might export, certain Royal Products to Standard Brands in

The factory is operating close to capacity now.

He is going to imvest about 100,000 dollars in additional equipment.
Tney already have g small amount of land for expansion. Most, of the
equipment will come from Argentina, Brazil and the U.35.A plus locally
manufactured items, They are Presently Producing almoct, the full line of
Royal products and Fleischman's yYeast. They do not produce vinegar which
is a rairly standard item with this company in other countries. Their
products are all or usual Standard Brand's quality c¢nd have high acceptance
in this market.

Bl T Y

Conclusion
z22ltusion

Not much Scope for development of exports.
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May 29, 1975

Molino Puritas

Mr. Barceld and I, met with Mr. Luis Fabini and his three sons
who own and operate this company. Their principal production is a line
of grain products including avena, completo Puritas, harinas de arroz
and others, polenta, copos de maiz, rice and faina. Other produ~ts include
some dry soups and dry refrescos.

Avena, packed in 450 gram consumer size utilizing paper and pliofilm
packaging, has been exported to Brazil. Peru, Venezuela and Ecuadcr are
on their export schedule for this year. There has been a shortage of oats
and they are trying to improve the situation by giving technical assistance
to selected oat growers to improve quality, quantity and price. They contract
with the grower at a basic price and adjust at the time of delivery Because
of a shortage of raw material no product was exported in 1974. However, this
year they are planning exports in the order ot 100 to 150 tons per month.
Other exports to Rrazil are cleaned barley in 50 kilograms sacks, and cleaned
rye grass. Last year 60 tons of these products were exported and they ewpect
to reach 250 tons by the end of this year.

They have an excellent well equipped but small factory in "A-1"
condition. They make all of their own packages and have a fully equipped
printing plant. Each aspect of this little operation gives every indication
of agressive and able management. They feel they are now in a good position
to enhance exports particularly as two years ago they had to import oits
from Argentina to supplement a low local supply. They now anticipate an
adequate supply ol raw material and also they have a favorable rate of
exchange with respect to Argentina.

Their principal need is for one new pliofilm packa;ing machine costing
about $25,000. With this machine they could improve both volume and quality
and they believe they could build exports to about $45,000 per month :this
scems to be an ambitious number but this is what they stated).

This is the kind of export that should be encouraged as it contains
little if any imported components - no cans are used. The advantages are:
supply of local raw materials, a price advantage compared with Argentina,
a good quality produ.t.
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May 50, 1975

Sudy & Company

Mr. Ed Lijewski and I, met this morning with Dr. Egon Sudy at
breakfast to review with him his prnposed project to build a plant to
dehydrate vegetables particularly onions and carrots.

He has researched the project in depth in all aspects. He was able
to answer instantly all penetrating questions with respect to product
specification for various target export markets and technical questions
regarding the growing and processing of the vegetables.

Since Dr. Sudy promised to give us a memorandum describing the project
this note will be relatively brief.

With respect to market, he has already obtained a cooperation agreement
with a firm in England for all production which is planned to be $ 500,000
in export value the first year comprising entirely dehydrated onions, with
exports building up to a level of 2 to 5 million dollars annually.

They have researched the varieties of onions and feel reasonably
certain they will get onions of the proper quality for dehydration -
a high solids variety.

The drying tunnels they would install would not be the direct heat
type so they would not encounter the problem of sulfur contamination or
contamination by other products of combustion of the fuel.

They would pack the product in 2 plastic bags which in turn would Le
shipped in corrugated cartons.

They would utilize small farmers with 2 to 5 hectares each in onions
and carrots. They would provide the sceds and agree on & contract «with
the farmer for a fixed price together with an incentive to share in the
export profits. They plan to use about 230 farmers to provide the full
acreage and they would confract for the full outpnt.

The investment is estimated at $ 200,000.

This is an ecxcellent example of entrepreneurship and new venture
organization.
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A get of figures are enclosed representing a resumé of a: eight years proyection,
three stage investment to increase plant capacity and the corresponding sales
profit and loan amortization figures,

At present, the finantial resources for the plant equipment and buildings for
stage one, arc being sought and are not available so far,
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CREDITO RVENTUAL D17 ATD A TAS AGRO INTUS-

TRIAS. FADRITA OF PRODUCIOS QUINICOA

A.

B'

E1-2°T74

DATOS DE LA EMPRESA

EMPRESA
SUDY & CIA, 5. A,
IEmpresa existente
Fdbrica de productos gqufmicos
Plania : Av. Racine 3000 Carrasco, Oficinas : Buenos Aires 519 - 985240
Capital en proceso de autorizacién 500 millones
suscrito 260 millenes
integrado 76 millones
REQUERINMIENTOS PREVISTOS

Razén para solicitar crédito :
Ampliacién por nueva produccidn y diversificacién,
Requerimiento de Winonencidn total ¢ En tres etapas, ver planilla adjunta,

DATOS TECNICO ECONOMICOS PREVISTOS

Capacidad Propucsta del Proyectos Valor medio anual US$ 4, 386, 000, =
Voltimen medio anual ¢ 2, 900 ton,
Emplcados adiconales requeridos @ 100

Ventas previstas - exportaciones @ 100%

Principales mercados previstos ¢ Mercado Comin Europeo, existe contrato
al respecto.

PLANTA INDUSTRIAL. AY. RACIWL 3000 CAKRATCO + DP10. CANTLONES - TELEFONDS: 80 16 25 - 80 33 80
OFICI!HAS: BUENOS AwdG sia - TLLFTONOY ©8 L2 4D - OB G4 24 - GO 0D Y0
CORRLSPONDENCIA: CASILLA [Pt CORULO 13RS - CORKIO CINTRAL - HONTEVILED » CALER CUDYCC + MONIEVNO
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7 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 TOTAL

Dehydrated Vegetables Exports 290 1.100 2.710- 3.110 3.510 3.710 3.710 3.710 3.710 3.710 29.270(1)
Natura. Vegetables Processed 2,200 8.100 19.200  21.000 23.700 25.100 25,100 25,100 25.100 25,100 199, 700(1)

between 100 370 880 960 1.080 1.140 1,140 1,140 1.140 1.140
Planted Has. .

) and 120 440 1.050 1,150 1.290 1.370 1.370 1.370 1.370 1,370

Real FOB value (US3 1.000) 433 1.648 4. 061 4.660 5.259 5,559 5.559 5.559 5.559 5.559 43,856
F.O.B. VALUE DETAILS (thousands of dollars) .
General Cost 484 1,791 4,123 4,316 4,868 5.143 5.143 5.143 5.142 5.141 41,294
(2) Amortization Charge 9 34 68 77 86 91 91 78 40 574
(2) Firantial Cost Charge 6 23 44 49 55 57 57 49 25. 365
Net Frofits 86 376 1,247 1,849 2.091 2.214 2,214 2,235 2.298 2,364 16.974
FOB Value Equivalent 585 2.224 5.482 6.291 7.100 7.505 7.505 7.505 7.505 7.505 59.207
INVES"'MENT LOANS (FINANTIAL PLAN)
Program I a5 95 84 70 56 39 21
Program 1II 234 262 230 104 153 108 57
Program III 255 286 251 211 167 118 +-62
Subtotals of debts 85 329 601 586 501 403 296 175 62
12% Inierest 10 40 73 70 59 50 35 21 7
Subtotals 95 369 674 656 560 453 331 196 69
Less: Amortization

Program I 23 24 23 23 23 23

Program II 64 63 64 64 64 64

Program III 69 70 70 69 70 69
Balance 95 346 586 501 403 296 175 62 0

(1) metric tons
(2) re: Investment loan
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May 23, 1975

Canvmaking Plant (Frigor{fico)

The same group that visited the frigorifico food Processing factories
also visited a can-msking plant which the company has recently purchased.
This was a bankrupt company and the plent has not operated for the past
five years. There are five lines comprising mostly Italian made equipment
with some rebuilt American equipment interspersed. They expect three of
the lines operating at full speed will produce a total of 500 cans per
minvte. One line producing a six pound can will operate at 100 cans per
minute and the 5 gallon square can line will produce 5,000 cans in 8 hours.
It is the output from this square can line that "Sauce" plan to use for
packing fruit pulps next year.

It is important to note there are no automatic can testers. This means
that a higher number of defective cans than normal can be anticipated.

There is a completely equipped lithographing plant and they plan to do
all of their own tin plate lithography and lacquering.

They plan to use tin plate from Canada and the United States and use
Dewey and Almy imported compound.

They claim to be o “auling each priece of equipment completely and
some have already beer apleted. However, a coat of paint can cover many
deficiencies and give .2 appearance of a good machine. It is a task of
considerable maguitude to overhaul all this equipment and do a good job
and I would anticipate many and possibly some serious startup difficulties.
They will need to hire a team of good technicians and trein operators. To
minimize start-np problems and costly mistakes it might be adviseble for
him to hire on & project basis some good can making men from such countries
25 Mexico, Yenezuela, ctc.
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N° 13

May 30, 1975

Lostorto Industrisl y Comercial S.A.

Can Manufacturing Plant

Mr. Barceld and I, visited this plant and were shown through it
by the General Manager, Mr. E. Mariani and later were met by the
President;, Mr. T. Losiorto.

The plant comprises six lines which makes the sanitary can
sizes commonly used here and also makes cans for edible oils,
biscuits and crackers and lubricants. All of the eguipment is
very old, slow and organized on a departamental layout in an old
fashioned manner. Much handwork is involved, there are no testers.
They make a large number of crown caps.

Production is at a low point now, as canning is practically
ceased and soft drink and beer consumption has declined.

They use Canadian tinplate (which is a plus). It is a good
plant, probably are reliable people, but quality will suffer
resulting from equipment age and lack of testers.

They are now looking for good used or rebuillt equipment to
replace their old worn out line. I suggested that they should
contact the Goetz Machine Company in Australia as a possible
source.

Note: There is a third can plant but since the two I visited
do not have automatic can testers I presume the third would not
have them either. This is a serious although not vital deficiency.
During the course of the day on a high speed line an automatic can
tester might remove 100 or so defective cans which never are
delivered to the processor. These cans are defective in that either
the side seam or the double seam has been improperly made or the
tinplate contains a pin~hole., Since cens that should have been
rejected will now be delivered to the processor who has no means
of ®limfnating Lhem, they will be filled with product with resulting
spoilage. Not only thic is costly but it is demaging to the
reputation of the processor, the brand and the industry overall,

Can testers are expensive and undoubtedly this is the reason they
are not vsed.

!!1/
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May 23, 1975

Canvmaking Plant (Frigor{fico)

The same group that visited the frigor{fico food processing factories
also visited a can-making plant which the company has recently purchased.
This was a bankrupt company and the plant has not operated for the past
five years. There are five lines comprising mostly Italian made equipment
with some rebuilt American equipment interspersed. They expect toree of
the lines operating at full speed will produce a total of 500 cans per
minute. One line producing a six pound can will operate at 100 cans per
minute and the 5 gallon square can line will produce 5,000 cans in 8 hours.
It is the output from this Square can line that "Sauce" plan to use for
backing fruit pulps next year.

It is important to note there are no automatic can testers. This meanc
that a higher number of defective cans than normal can be anticipated,

There is a completely equipped lithographing plant and they plan to do
ell of their own tin plate lithography and lacquering.

They plan to use tin blate from Ca.ada and the United States and use
Dewey and Almy imported compound.

They claim to be overhauling each piece of equipment completely and
some have already been completed. However, a coat of baint can cover many
deficiencies and give the appearance of a good machine. It is a task of
considerable megnitude to overhaul all this equipment and do a good job
and I would anticipate many and possibly some serious startup difficulties.
They wlll need to hire a team of good technicians and train operators. ‘ro
minimize start-up problems and costly mistekes it might be advisable for
him to hire on a project basis some good can making men from such countries
&s Mexico, ¥enezuela, etc,
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N° 13
Mey 30, 1975

Lostorto Industrial y Comercial S.A.

Can Manufacturing Plant

Mr. Barceld and I, visited this plant and were shown through it
by the General Manager, Mr. E. Mariani and later were met by the
President; Mr. T. lostorto.

The plant comprises six lines which makes the sanitary can
sizes commonly used here and also makes cans for edible oils,
biscuits and crackers and lubricants. All of the equipment is
very old, slow and organized on a departamental layout in an old
fashioned menner. Much handwork is involved, there are no testers.
They make a large number of crown caps.

Production is at a low point now, as canning is practically
ceased and soft drink and beer consumption has declined.

They use Canadian tinplate (which is a plus). It is a good
plent, probably are reliable people, but quality will suffer
resulting from equipment age and lack of testers.

They are now locking for good used or rebuilt equipment to
replace their old worn out line. I suggested that they should
contact the (joetz Machine Company in Australia as a possible
source.

Note: There is a third can plant but since the two I visited
do not have automatic can testers I presume the third would not
have them either. This is a serious although not vital deficiency.
During the course of the day on a high speed line an automatic can
tester might remove 1C0 or so defective cans which never are
delivered to the processor. These cans are defective in that either
the side seam or the double seam has been improperly made or the
tinplate contains a pin-hole. 3ince cans that should have been
rejected will now be delivered to the Processor who has no means
of ¢liminating them, they will be filled with product with resulting
spoilage. Not only this is custly but it is damaging to the
reputation of the processor, the brand and the industry overall.
~Can testers are expensive and undoubtedly this is the reason they
are not used.

)i
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N° 14

May 28, 1975

Meeting with Mr. Einoder

Mr. Horwitz and Mr. Ed Lijewski met with Mr. Einoder and I at
my hotel for lunch.

Mr. Einoder is an entrepreneural type who has developed a list of
16 possible agro-industrial projects. These are listed below:

1.
2.

10.
11,
12.
13.
14.
15.
16.

Fruit and vegetable canning.

Dehydration of fruits and vegetables.

Tomato paste.

Pickles and sauces.

Growing of mushrooms.

Pork-sausage processing.

Organotherapic products (based on packing-plant by-products).
Demountable wooden boxes, for export of citrus.
Condensed milk and dulce de leche.

Cold storage and fruit packing.

Concentrated grape-juice (for liquor).

Soy bean (production development/oil factory).
Textile.

Cooked meat agcoop plant.

Tripe processing plant.

Vacuum packing.

Mr. Einoder agreed to send his engineer to see us to eladborate on
certain of the more important projects.
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N° 15
May 235, 1975

Visit to the Supermercado Tienda Inglesa

This is considered to be the largest and best supermarket in Uruguay.
It is actually a small department store with only about 25% of the floor
space devoted to a grocery section. -

Since there was almost a complete absence of imported food products,
the nwiber of items available for sale was considerably less than might
be expected. The presentation of the locally produced products varied
from very poor to normal., Edible oils packed in glass bottles are a good
example of poor packaging and presentation. The Royal products and
Knorr Suiza products are examples of good packaging and presentation. It
is evident there is much to be desired with regard to quality of packaging
and attention to this important factor could pay dividends for the industry
as a whole.

. There was a rather impressive display of fresh fruits and vegetables
with respect to variety and quality. Compared to fresh products the
manufactured items seem to be disproportionally expensive.
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N° 16

May. 30, 1975
Mercado Modelo

Early this morning, with Delfin Pérez, the chauffeur, I visited
the Mercado, to gain an impression of the variety and quality and
general availability of fruits and vegetables., The market is in a
large building enclosing an area of approximately 100,000 square
feet - by rough estimate. The building is shabby, unpainted,
rusting with numerous broken winaows. Every form of conveyance was
in evidence from horse-drawn two-wheel carts to large modern trucks.
The drive-ways and parking areas were littered with garbage and
manure and the floor of the bullding was littered witi garbage and
debris. There was much activity and the whole operaticn was
typical of mercados in many other Central and South American
countries.

A good variety of fruits, vegetables and grains was being
handled. Of course, the quality varied considerably from fair
to excellent, But the overall impression was as of an abundant
and good quality raw material supply. Most impressive with respect
to quality and size were tomatoes which varied from good to excellent.
There were many carrots of very good quality but on the other hand
some green peas in pods would be barely salable. Large quantities
of apples were available of all qualities but some were well graded,
individuelly wrapped and attractively packed. Citrus also appeared
to be of good to excellent quality. The principal produce seen
were: citrus, apples, sweet corn, sauash, tomatoes, onions,
coliflour, lettuce, leeks, carrots, garlic, potatoes, sweet peppers,
green peas, parsnips, acelga, and some late season pears. There
were also fresh eggs in crates, grains of all kinds in 50 kilo bags
and sweet potatoes.

Outside the main building are a number of smaller shops. One
that was visited was a wholesaler of cheeses and other deiry products.
This shop, which should have been one of the most sanitary of places,
was actually the dirtiest place I have seen anywhere. The cheeses
were stored all over the place on various filthy shelves and even on
boards on the floor. The cheeses were covered with flies and the
vwhole effect was extremely unapetising so that it was very difficult
to nibble on the sample of cheese that was offered to us. I had to
rdmit, however, that the cheese did taste good, even though the
surroundings were so repulsive.

The Department of Health and Sanitation would be well advised
to get the entire Market and these kind of shops cleaned wup.
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No. 17

June 4, 1975

L. A. E. - Ing. Alfredo Dovat

Mr. Juan Crespi and I visited the LAE laboretories and were met by the
Director, Ing. Alfredo Dovat. LAE has developec¢ export standards for a wide
rante of products and certificates of quality - ¢ issued to exporters by
this laboratory. They also control the importu.ion of spc:.il items or
materials needed to fabricate export products.

The laboratories are very well equipped and are maintained in immaculate
condition. There are laboratories for chemical and bacteriological examinations,
as well as special purpose labs for the examination of fish, leather and dairy
products. They seem to be well staffed and we were introduced to a number of
‘the technicians and department heads.

At our request they had purchased a representative number of products of
different brands at random from retail stores in Montevideo. These products
were opened and examined organoliptically with the following results:

Canned Peaches in Syrup - fair - peaches irregular in shape - trimming
: cuts - too brown in color - syrup was satisfac-

tory.
Canned Crushed Corn . - poor product - most unappetizing apnearance.
Canned Green Beans - poor -~ earthy odor - whole beans, soft in
texture.
Canned Green Peas - poor product - many hard peas - the liquor

was grey and turbid.

Tomato Ketchup - 14 oz. bottle - with crown cap covered with a
dust cap. Product was poor and trown in color -
there was oxidized product in the neck of bottle -
many specs and lumps - one hair.

Marmalade in 8 oz. jars - the product was fair - but dark color and over-
cooked scorched flavor - the package is poor with
dirty, partially rusted cap and oxidized product
under the rim.

We were very disappointed with the quality of products being sold in the domestic
market. LAE presently has no jurisdiction over the domestic market, but Ing. Dovat
expects to be given this responsibility in the near future. The domestic market
cannot be developed with products of this quality.

LAE is planning to expand their facilities and Ing. Dovat is meking a trip to
the U.S. within the next two or three months for the purpose of inspecting
various laboratories there. I suggested that he should visit the Heinz Co.
laboratories in Pittsburgh, Penncylvania, and told him to whom he should write.
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ANNEX H
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August 1, 1974
IBRD MEMORANDUM ~ INDUSTRY SECTOR ’

Current Trends and the Structure of Industry

The level of industrial output in 1972 and 1973 was 6-83 zbove
the 1957 level, indicating an annual increase of less than 0.5% over the last
15 years. The stagnation of the countryts industrial scctor reflects the
fact that while industrialization through import substitution reached its
limits decades ago, cconomic policy has never been reoriented away from that
oﬁjective. This hes been the case despite the fact that there is strong world
demand for many manufactured or semi-manufactured agriculiural based products
which Uruguay is capable of producing and that there i widespread recognition
that fundamental changes are requirad in existing policics affecting industry.

Uruguayan industry is essentially devoled to the production of final
consumer goods for the local market. Kven among Lhe Lranches of activity
which are generally classified as producing "intermedicice? oy "capital' goods,
a lﬁrgc share is consumcr~orivnted.l/ Exporls probably account for no more
.than ﬁ% of industrial outpul. These include ool tops (with very low value
added), finished azni semi-finished leather, some cement and ceramic items,
Nevertheless, in appraising the structure of the seeter, in particular the
distortions which have resiulted from tie previous policici, it should be
noted that Uruguay, because of its Size ard particalar natural resource
endowments, has not. witnessed the creation of the Inrper ) proosly inefficient
basic or inlermediate products industrios vhich have ehrracterized larger

developing countries that have pursued such policics. Morcover, the durable

1/ For example in 1948 one half of value added in the chemical industries was
agcounted for by phammaceutical and cosmelic preparations.
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INDEX OF VALUZ ADDED IN MANUFACTURING BY PRINCIPAL SUB-SECTORS, 1958, 1961, 1955-72

(155" = 100, bascd on data at ‘961 prices)

1958 1561 1965 1966 1967 1968 1969 1970 1971

Focd : 10X ioo 16 11k 105 120 131 137 12
Baverares L 1z 100 110 102 163 137 153 155
Todezzo 53 109 119 203 197 oL 110 133 151
Textiles 120 pReL] 113 126 1CS 111 12k 92 Tu
Clothing & Shoes 127 100 123 137 133 1LS 129 1L 103
Faser % Faper Produsis 1c3 100 1.6 1L2 pRYE 1kl 153 173 193
Prinsing 1i2 120 1c2 €e 89 102 1l 3 107
Fubber Products 122 109 63 82 89 53 81 77 59
Chemlco) Troductis $6 100 SN 110 121 103 113 123 235
Petroleuz & Conl 90 pie) 118 103 105 105 1k 14 117
Koa-Metallis Minerals 116 100 93 103 101 127 1L2 156 165
Fetal Procducts 10L 160 111 Tu 7L 68 71 72 7l
Electirle Macshinery & Apparatus €L 100 63 63 63 S6 63 59 63
Otrer j2e] pRos] S5 76 103 108 93 113 116
Tolel 1ck 1¢0 1c5 plok] 103 103 115 119 117

gurca:r CIlflze of Planning and 3udgzel

2/ ¥isslon cstima‘e
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consumer goods industriecs which have received high protection and whose

cconomic viability is most subject to doubt, do not have large weight cither

in output or employment in the country.

STRUCTURE O IiDUSTRIAL PRODUCTION

“(in percent of total value added)

1955 1960 1970

1. Traditiona) Industrics 59 S1.7 56.5
Food 23.3 19.2 22.5
Beverapces 7.7 7. 114
Tobacco 2.5 3.2 3.6
Textilcs 15.7 12.7 10.3

Shoes and clothing L.8 5.3 5.0

Wood and products 2.5 1.5 1.3
Furniture 1.k 1.2 1.2

Icather 1.5 1.1 1.5

2., Intermediste Indusirics 21.9 29.2 27.¢
Faper 0.9 2.0 2.3
Printing 2.6 3.5 2.2

Rubber. 1.0 3.5 )| 'é,
Chenicals 5.3 6.1 f.'
Pdtroleun 5.1. L.8 }.I
Mon-ietallic minerals 5.5 8.0 7.8

Basic metals 1.5 1.3 1.3

3. Capiial Goeds 17.6 17.1 13.7
Metal products .2 >.h 1.7
LNon-cilcclricn) machinery ?.é P.? 3.2
Flectric machinery Ddev e 3.7
“Tranuport equipnant 6.2 5.3 6.5

L. Othera 1.1 2.3 2.6
Total: 100.0 100.0 100.0

Source: Officc of Planning and Budget
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Tho period of rost rapid industrial growth ended in 1957. ,' the
sector oxperienced difficultics throush the decade of the 1960's, an awabeness
segan to emerge of tha constraint on econcmic and industrial development
vhich the irport substiivtion sirategy was imposing and that future growt
was dependent upon opzning the cconcm} and adepting an export initiative ;
for' a country the size of Uruguay with expectations for ricing income, the
ratio of exports of goods and services to GNP of 10 percent would have to
be raised. A nusber of measures were taken of limited scope and at varicus
times, with minor impact.

In Yarch 1972 a major revision in exchange rate policy was
introduced, attempting io establish a more realistic relationship between
fhe peso and other currencies.  This was followed shortly by"gpintroducticn
gna expansion of an export-incentive program involving tax rcebates which nad
.been Initiated’in 1954, This scheme provides for rebates  (rcintepros ) on
the'valug of exporis of non-traditional manufactured products. The percenteze
retwned to the exrorier varies by item in accordance with the proporticn
,oi.‘ value added in prociucﬁion, the use of domestic raw materials oy inter-
mediate products and the ncﬂ foreign exchange carnings. Except for a small
number of specific products, the Govervment has cemmitted itself to muin-
tain the progrem for at least three years, From mid-1972 through 1973, ex-
ports of non-traditional ramdf actured products have shown ceasiderable in-
creaso, particidarly in value teras as a result of price increases in world
mznrkcbs) While there are no volume data presently available, a numbar of
enterpriSos have reported substuntial. increases in unit sales abroad, in guch
varied catcgories as 1cat'nezf products, cement and ceramics, toxtiles, elec-

tronics and munufactured foodstufis other than meat. This soems to indicato


http:prodc.tz
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that export incentives and realistic exchange rates, coupled/with improved
overall fiscel and hohctary nanagement, could result in a substantial .
expansion of non-traditional exports.

The failure of industrial activity to grow has resulted in a further
increase in unemployment which appears to be most serious in the Department of
V.Montevideo. The decline in employment in that area vas concentrated in those
branches which supply consumer goods for the locol market; the only group
to experience any expansion includes leather products which is export-oriented.
However, in the secondary urban areas, such as Paysandu, there ray have been
some offsetting increase in employment. Vhile ihere are no official data for
these areas, a number of factories producing leather ard wool preducts for

géxport reported some expansion in labor force.

EMPLOYIENT TN THE RNIPARTANT OF MONT.VITE0, BU PRINCIPAL YArrGHTS, 1559-1573
(in theusands)

1969 1970 9N 1972 1973

.Food, Baverages and Tobacco 26.4 26.0 26.0 25.6 25.7
Textiles ‘ 0.6 3.6 L.k 59.1 4.5

VYood, Cork, Paper, Furniture,
Printing znd Leather-produects 17.5 19.2 18.5 16.2 20.1

Rubber, Chemicals, Petrolcum
Derivatives, Ceoal, Ceramics
and Glass 28.0 28.9 ~ 33.7 28.1 25.9

Motal end Kotal Maochanical Products
(includinz Costings, Blcctric and
Non-Electrie. Machinery and
Automgbiles) 32.3 37.5 3h.4

-3

30.9

\ V)
v

Total 1LYy.8 155.2  .160.0 155.7 1LL.1

——— o e o —— v

Source: Office of Planning and Budpet
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Prospects for Futura Growth

While wool production has been a traditional activity with major
importance in the total exports of Uruguay, its impact on the industrial
sector has been limited as most of the trade has taken place in wool with
little local processing. World market conditions for this product have varied
sharply in the last 15 years but the potential for increasing the local value
“added through the export of wool produgts is basically independent of those
trends, originating in the tendency of the doveloped countries, which are
the principal consurers, to shift from producing to importing items with
relatively large labor inputs, such as textiles and clothing.

In 1973, Uruguayan cxports of woollen yarn and textiles amounted
to some USSL .5 million as compared to US$1.5 million in 1972; more than half
of the increase appcears to be the result of price increascs. For 197h, these
exports arc expected to risc to about US$H8 million, the markets including
the United States and South Africa; for the year, little ciaenze in prices is
expected. Mos of this output comes from a few large erterprises which have
boen zble to modernize a considerzble proportion of their equirment. In general,
the firms producing these items have obsolete machinery and substential modern-
ization, as well as rationealization, would be required for an ciparded expori
cffort. Ore arca which couid experience particular pgrouth is trade in woolleon-
gynthetic mixtures for vhich existing capacity is rather limited.

Vxrorte of yo0dlen clothirg remain relatively rnicdest, adrost

sapve woe Y BVLS S

W58400,000 in 1973; but this is cxpecled to rise to alrmost U332 nillion in

)
197h, larrely fron one S5vn which is.concentrating on externcl merketing.
There has been ecnsidevable suying interest from the U5, Cancdz, Australia
’

and ¢ven Japan £or these preducts, particwlerly for men, and the iass

rotail coteblishrenta in those countries indicaic that a preuirg properiicen

—
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of tholr requirercrts for inexpensive ready-mado clothing will be imported.
¥hile the extremely high lator content of such products might tend to favor
buying from the couniyries of the Tar East. with low wage levels, Uruguayan
advantage in having its own surply of woollen cloth appears o be cff'setting
this factor, at least partially,

Even more significant under cxisting conditions is the possibility

for expanding leather products ezports including clothiﬁg and accessories
such as belts and ladies' handbags. In 1973, these exports amounted to
8lightly under US$5 million as compared to US32 millior in 1972; price
increases appear to have accounted for less than half of the increrment with
the volume apparently almost doubling. Exports in 197l are cxpected.to reach
US$8-10 million as a result of both volume and price increases. Employment
'requirements vary among thc individual products but a representative lezther
clothing firm producing USSY millien in exports would cmploy 200 percons and
would require US$100-150 thousand in equipment (all values in 1913 prices).
Uruguayan exzports of these items are a very small sharc of world trade; for
example, U.S. imports of leather clothing, handbags amd accessories in 1973
exceeded US$250 million and the only significant import frem Uruﬁuay vas
US$3 million in men's ciothing.
‘Shoe exports represent erother excellent prospcoct bud in this

cose the equirrent requirencnis arc relatively large and thore is nced

for improving existing techrolcgical and marketing know-how. Expansion of

this trade is, therefore, expected to take a feu years to develop. There

have been reports thet Brazilian shoe firms are showlng interest in estab-

lishing yarious forms of joint ventures for developing exports with Uruguayan

enterprises. In addition, a West Cerman firm which has been importing

Urugusyan leather for producing shoss is reported to Le considering a joint
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vonturo to manufaciure shoes in Uruguay. This move would oo in response
to tho export ince’ntiire policy for leathcor; under the meusurcs esgvablished
in mid-1972, the rebato for tannod loathor oxports will be reduced to zoro
at the end of June 197L to encourage exports of furthor elaboratod products
which will rotain high rebate percentages.

Processed foods also offer considerable export possibilities. The

country has a capacity to produco excellont quality tawperate zono fruits
(e.g. peaches) and vegctables (e.g. tomatoes) which it currently exports in
fresh form, mainly to Brazil. Scme processing for export is undertaken but

a major effort for modornizing

o

and eipanding equipment, particularly for tho
production of pulp, as well as for creating the nccesoary orpanization for
asswring raw product supplies, is required. O0ae area in vhich this is alrcady
undorvay 1s citms ifruits whero an ID3 loan is providing &soistanco in mounting
ail intogrdvud grOﬁing and processing program.

Another food catcgory where possibilitics exist is fish and

shollfish products. In spite of Urvguay!'s location with a relatively large
coagbal area, this industry'has had minimum developmont. 3ith high world
damand for thcse items, intcrest is being showm by irporting countries in
egtablishing joint vcnfu;es for oxpanding tho fishing fleet and constructing
processing facilitics, particularly for freozing. A nuwsbor of spocifie
proposals hive been awaiting official approval for a considcredble period of
timo involving investors from Argontina, Brazil, and the United States. |,
FAQ is now ongaged in a major ocoanogfaphic survey to dotormine
the characteristics of the fish resowrces in nearby walers as the basis for
& norg. campreohensivo develepaent program for this subsector. This study
will i8ontify invosiment requirements both dircct for vessols and processing

facilitics end indirect for port and handling equipment.

:)7

N
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Non-metallic minerals present another group of resources ﬁhich
the country contains in relatively abundant quantities. Since 196l a fairly
substantial trade in cement has developed, first with Brazil and more
recently, as capacity was expanded, with other nearby countries. This irade
is now threatened by the fuel crisis as the wet-process used in cement
manufacture requires considerable oil use which will raise cemsrt prices
substantially; nevertheless, there are large net foreign exchange earnings
in cement exports and whatever measures arc taken to reduce petroleum imports
should be designed to avoid interfering with production for exports from
existing capacity. However, a proposal to expand ithese installations
further needs to be re-evaluated in the light of radically changing price
relationships for fuel, cement and couipment required. Within this szme
sub-sector, tiles, ceramics and glassware are being exporbed to neiphvoiring
countries but there also appear to be possibilities for trndeloutside the
region, particularly for the first item; this would require some modernization
of equipment to achicve output of exportable quality. Finally, excellent
doposits of marble and black granite are the basis of a modest expori activity
at the present time. While fuller exploration to delermine more precissly
the characteristics of the available resources is requircd before any sub-
stantial investment is undertaken, there appears to be the basis for a
relatively major export projcct which could be implemented relatively rapidly.

Although best export opportunities lie with the resource basad items,

some trade in morc advanced manufacturces is possible within special bilateral

accords and LAFT{ concessions., Modest in orders of magnitude, the items
concerned ncvertheless of fer important employment outlets for a country the

size of Uruguay. Among the products alrcady being traded are elecironic
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cquipment and synthetic textile yarns. On the other hand, an interchange
of automobilo parts within a complementation agreement wita Argentina is
taking place under such highly protected conditions that the real resource
cost to Uruguay appears excessive,

Principal Industrial Policy Issucs

The basic elements of an industrial policy for Uruguay would include
maintenance of a realistic exchange rate, adoption of measures to channel
private savings toward productive investment, reduction of excessive protection,
elimination of burcaucratic obstzcles to nomal business transactions and
rationalization of export incentives. The objective would be to use the price
system to eliminate current disincentives and to structure appropriate
incentives to encourage a better allocation of resources and irprove industrial
e’ficiency, both oriented toward raising exports.

In recem years the nost amportant single Stcp wiich the CGovernment
has taken relates to exchange rate policy, the mini-devaluations designed to
maintain a realistic parity of the peso with other currencies. As a result
of this policy amd the System of rebates for exports of manufacturcd goods,
some progress hes been achicved in finding markets for the country's non-
traditional exports which embrace a wide range of products based on agriculiural
and non-metallic mireral resources. With continuation of the relevant measures,
export of these products could continue to show moderate growth. The main
constraint on this expansion scems to lie on the supply side, sct by tax and
price policies which hinder rationalization and investment in modern equipment .,
Thus, to take fuller advantage of the opportunities which cxist, measures are
urgent}y nceded to capture financial resources for long-term investment in

industry, At present, enterprises are almost completely dependent upon their

ol

ro
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own resources to finance local costs for modernization and/or expansion,
while Central Bank regulations require that virtuwally all imported capital
equipment must be financed through suppliers! credits. General world
market conditions for sales of capital goods, as well as the past repayment
experience of Uruguay, have made external creditors wary ol providing new
loans, |

With high and variable rates of inflation, and infrequently adjusted
nominal interest rates, real interest rates have varicd widely and, over tha
past two years have been strongly negative. Under these circumstances
interest rates do not function to allocate investment according to e¢conomic
efficiency. Furthermore, negative interest rates discourage holding of
savings in financial assets and lecad to shortages of credit through the
banking system and to scarcity of long-term loan capital. A system of
indexing financial transactions to attract funds ard to channel these resources
to productive investment should, therefore, be adopted. The Governnent plzas to
establish’a mechanism for indexing some of its obligations. This would tend to
‘Channel financial resources to the public seclor, possibly at the expznse of the
alrcady credit-starved industrial sector. In view of the more than a decade
of practically zero net investment in industry, it is essential that the funds
flow to that scctor and to those branches where the cconomic returns are now
so0 promising. One means to achieve this would be through the establishment
of ‘a Developrent Bank which could apply monectary corrections to both its
lending and borrowing. While the Government in principle has committed itself
to takc this step in the statement of norms to guide its policy actions which
vas issucd last year, it has recently announced its intention to waidl a period

of two years ard to rcorganizc the Banco de la Republica (BROU) to sct up a

.‘\
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special development division, Aside from the fact that BROU has not, in
the past, shown capscity for acting as a developuent institution, this
measure completely ignores the problem of obtaining financial resources.

To ensure that proper use is made of available capital, it is
essential that the present tariff and import control systems which provide
excessive protection to domestic industry be modified. The tarif? actually
has two elements: (1) standard rates fixed by law which are relatively
modest, and (2) surcharges ("recargos") which are flexible and can vary from
0 to 300 percent in nominal terms. In the pest, the overvalued exchange rate
tended to reduce the level of effective protection provided by tariffs so
that. unless these are lorered, the present policy for a more realistic
exchange ratc can lead to an increasc in effective protection. The existinz
import ouota system; of course, provides ahsolute protectian by pronibiting
whole range of imports, especially consumer goods.

A wore rational system would provide for lovering tariff rates
and -gradual freeing of imports, Vhere it is felt necessary to reduce congump -
tion of lwwmry goods which are normally imported, this can best be achieved
through imposing excise tuxes which avoid the undesirable cffects on resource
allocation cheracteristic of tariffs and controls. Ynile therec is corcern
that reducing protection will lead to phe closing‘down of industries which
have benefitted from past policies and to a conscquent growth in unemployieent,
the growth of the export industries which would be encourzged by these msasures
could be ezpected to provide aliernative job epportunitics. The two most
ineffioient and most highly protected industrial branches, the assembly of
automobiles and electric household appliances, employ approximatecly 5,000 persons,

some of whom could be ret~ined as not all of the operatiors would be abandonad.
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From the point of view of employment, the most intcresting export
possibilities are woollen and leather products. Moreover, both have very
low capital requirements and can bz expanded relatively rapidly. Production
of these items is undertaken by a number of small and medium-sized firms,

_ precisely the type vhich generally benefits most from finzncisl assistance
from official development institutions.

Another element which would favor the grosth of these enterprises
orienped toward exports is the reduction of the bureaucratic processes which
surround all elements of doing business in Uruguay. The management of stuch
firms simply cannot afford the time entailed in meeting current administrative
regulations, particularly for exports. In this connection, one example of the
difficulties in obtaining administrative reform under curren® conditions is
the delay in revising export documentation requirements. At present, six
separate documents are necessary for exporting: in 1973 an inter-ministorial
group with tke help of a UNDP technical assistance expert revised these vrocedurcs
and drafted a single document to meet the official needs of thre various agencics.
This document was to go into use on January 1, 197l but final approval by onc
participating jnstitution has not yet been forthcoming and this simple refora

remains gidetracked,
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THE DEVELOPMENT OF MAJOR INDUSTRIAL BRANCHES

1. This Annex provides a description of the major industrial branches,
concentrating on their structure and the past policy mix which has served to
determine in great part recent events. The principal features of a new
policy approach to provide the basis for future expansion are discussed in
the text of this Economic Memorandum,

A. Wool Industry
Main Trends in Recent Periods

2. While wool production has been a traditional activity with major
importance in the total exports of Uruguay, its impact on the industrial
sector has been limited, as most of the trade has taken place in wool with
little local processing. The world wool market has experienced sharp fluc-
tuatlons since the middle of the 1960s which have had important effects on
the Uruguayan industry. Present uncertainties in the world wool market pose
obstacles to the definition of a development policy designed to increase the
impertance of the subsector in manufacturing.

3. The decline in the world wool prices which took place in the period
1969-1971 coincided with an inzrezce in demand for beef and Uruguayan sheen

producers shifted to raising cattle.l/ After remeining relatively constant
since the mid-1950s at about 22-23 million head, the couniry's sheep popuiation
Usgan W Jadsv aud by uie énd of the 1971/72 ccason ib was cotimated ot 18 mito

lion head. During that season, wool production was estimated to be only about
65% to 70% of the average for the previous decade.

L. Prices of wool in world markets began to rise during 1972 and,
accompanied by a more realistic price and exchange rate policy adopted by the
Uruguayan authorities, this served to renew interest in wool production.
While the country's wool clip for the 1972/73 season rose 10%, it was still
below carlier levels duc to the reduced animal population, However, there
wes a sharp reduction in sheep slaughtering as producers attempted to 1ebuild
depleted herds. Thus, registered slaughterhouses recorded processing 776,000
sheep in 1971 but only 192,000 in 1972;- the 1973 figure may have been even
less, Despite the fact that the local wool clip for 1973/7h is expected again
to rise about 107 over the previous year, it would still be below the average
for the 1960s.

5. As already noted, Uruguayan wool 1s exported with very little local
processing. For many years, the bulk of this trade was in greasy wool, direct

1/ This tendency has also been noted in other major wool producing countries,
See Commonwealth Secrctariat, Woollen Textiles, May 1973, Vol. XXVI, No. S,

peo3lli;

- 186 -



ANNEX
- 187 - Poge 2 of 19

from clipping, but there has been a tendency to increase the share of wool
tops, a crude wool which has undergone scouring and combing or carding.
Production of wool tops has thus become an important industrial branch,
accounting for about 10% of value added in the entire textile subsector
and providing considerable employment.

Table 1: Distribution bzbyé;ue of Crude Wool Exports
(in percent of total)

1961 1965 1968 1970 1972 1973

Greasy Wool 66.1 67.3  59.1 55.7  L9. 37-h
Washed Wool 10.8 8.5 6.9 7.9 9.1 21.0
Tops 23.1 2,2 3k.0 36.4 L1.8 1.6

Totzl 100.0 100.C 100.0 100.0 100.C 180.0

Sourge: Trade Stalistics of the Bunco de ia Hepublica

6. Only a small share of the total wool supply is used for yarn and
fabric production. Estimates prepared by the Planning and Budget Office (CPP)
for 1971 indicate that slightly more than 10% of thc clip volume enters into
advanced manufacturing, predominantly for the local market. Neverthcless, in
recent years there has been relatively large growth in exports of these pro-
ducts and also of woollen clothing.

Situation at the Beginning of 197k

T. The reduced supply of crude wool resulting from the reduction in the
sheep population has caused a number of problems within Uruguayan industry.

At the beginning of 1972/73 clipping season (October 1972), world market prices
had been rising and there was accelerated buying of greasy wool for export from
the country in expectation of the reduced clip. In these circumstances, it
appeared possible that the local tops industry would not be assured adequate
supplies to maintain its production both for exports and for the local market
requirements-for yarn and fabric output. The Government, therefore, prohibited
new export registrations of unprocessed wool mid-way through the scason, until
the beginning of the new season (October 1973).

8.  The 1973/7h clip was initiated under conslderable uncertainty.
World-market -priced hdd-declined from‘thé exceptional hifhs redched 1n the
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middle of 1973 but were still well above the average for the previous season.
Buying interest for export continued very high for greasy wool and registra-
tions of export commitments by mid-December amounted to 16.8 million kilos,

or about 25% of the expected clip. Considerable interest was reported from
-new customers, including East European countries, with the traditional buyers
(Western Lurope and, recently, Japan) showing caution as a result of the sharp
change in expectations in those countries following upon the petroleum crisis.
In early 197L, the Government acted once more to restrict ncw commitments for
greasy wool exports believing that this was necessary to ensure tops prodicers
of thelr raw wool supplies. This move was taken precisely at a point when no
clear trend was emerging in world wool markets. Japan had increased its
exports of tops and there was little interest among major importing countries
in additional purchases. Moreover, greasy wool prices had turned downward
from the peaks reached in the last half of 1973, but they were only slightly
below the average for that year., Thus, Uruguayan wool producers were having
difficulties in disposing of their wool and were accunulating large stocks.
The Government subsequently rescinded the ban on greasy wool exports.

Long-Term Prospects

% Developnents in the major importing markets of the developed
countries during the last two years have suggested a resumption in the growth
of demand for wool and its products. While there was some uncertainty about
price, trends at the beginning of 197hk, world demand is expected to remain
rcletively busyont. The forecast for average 197 price 3 below thet of the
previous year but much higher than that prevailing in 1972,

10. The present petroleum crigls is characterized by a nwnber of factors
‘which can operate either to support or diminish future demand,pgrowth for wool
and only time will tell which will predominate. On the onc hand, the crisis is
expected, at the least, to slow down income growth in the industrielized
countries and consequently to reduce consumer demand. On the other hand,
rising prices for petrolewn will clearly affect the prices for such peiro-
chemicals as the synthetic fibers, thus improving wool':s competitive pogition;
moreover, with fuel shortages, there may be prefcrence for woollen garients
which are considered to offer more warmth., " With this uncertainty, framing a
development strategy for the industry in Uruguay is obvious)y difficult,
Nevertheless, even within the existing situation, there sppears to be scope
for expanding the degreec of elaboration of wool exports and consequently
increasing the value added and employment in the Urugunyan cconony.

1/

1. Among the five major crude wool exporters,-/ Uruguay has nade the
most progress in increcasing the importance of tops in its itrade. The prin-
cipal_exporters of tops, in facl, are the traditional jmperiing and processing
countries of Western Europe (and recently Japan) which have long established

production relationshiips within the trade. While such patierns are difficult
and slow to change, intcrnol developments in those countrics themselves may
speced up the process.

1/ The others are hrgentina, Australiz, Hew Zealand and South Lfydea.
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12, The situation with regard to yarns and fabrics is much clearer,

however. In these cases there exists a substantial world trade in which
Uruguay has hardly participated. Moreover, there is a growing tendency

for importing woollen garmets by a number of high-wage industrialized
countries because of the heavy labor inputs in the production of these

items. In the opinion of numerous trade sources in the developed countries,
regardless of the trends in overall demand, an increasing proportion of these
kinds of finished consumer goods will be purchased in developing countries.

13, Urugvay Faz had a sma11) rolatively wrell-developed yarn and fabric
Industry and has exported in the past good quality productis in limited
quantities, amounting to about 10% to 15% uf production. The output of
these products and in particular exports is dominated by four or five large
enterprises, two of particular importance, which are integrated producers,
starting with the production of tops and then moving into the more advanced
products.

1L. A study by the Uruguayan Productivity Center (CPU) in early 1971
indicated considersble obsolescence in existing loom capacity, some 60% of
the equipment not being considered appropriate for export production. In
the case ¢f yarn machinery, the study recommended replacement of 25%; also
10Z to 15% would have to be upgraded for use in producing exportabie quality
products, threvph improvements or modifications. Total costs for the medaru-
izaldon prugram recoimended by the CPU {which alsc included scmc inmprovomcute
in the wool scouring facilities) were estimated at US§12-1L million. FRecuire-
nments for the expansion of production facilities were considered minimal,
since the industry was esitimuied Lo be operaling well Lelow capaciiy, Iio.
50% in the case of fabrics to 60% in the case of yarns. However, the invesi-
ment program recommended for the industry at that time was largely based on
the relatively depressed conditions of world demand in 1971 ‘and will need o
be revised in the light of the current situation,

15. ~ Obsolescence of equipment is particularly important for the mmaller
firms which apparcntly azcounted for a major portion of the underutilived
capacity found by the CPU study. Few of thesc establishments are currcntly
exporting, not being in a position to produce items of quality for sale in
the major importing countries. In order to attempt to penetratc external
markets, these enterprises would require not only modernization but consider-
able rationalization of production as well.

16. Other structural deflciencies were also noted in the CPU report.
Glven the orientatiocn of the industry tewards a amall loceal market, the study
found a lack of specialization among producers, other than the few enterprices
producing only tops for expori. Particular emphasis was also given to the
question of the adcquacy of working capital where the scasonal pattern of
supply creates special problens. Thies it was recommended that steps be token
to provide credit facilities which woald permit the local Industry betier
access to the wool clip.in competition with foreign buyers. Finally, atteation
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was drawn to the lack of modern marketing know-how and the need to carry
out external prograns for market development and distribution,

17. A number of measures have been taken by the Government in recent
years to assist the development of the industry. In addition to a special
tax rebate (re-ifitegro) of 22% which all wool exports other than greasy or
washed wool receive, individual products receive a specified proportion
related to value adied. For example, in the case of woollen fabrics this
ratlo 18 28%, makini a total rebate of 50% for the item. Other measures
have included special short-term credit lines to local manufacturers for
the purchase of raw wool. )

18. These specific measures, as well as the general policies to promote
exports have served to stinulate modernization programs within the industry.
This is particulariy true among the larger integrated firms which reported
substantial export contracts with production booked through mid-197L. Some
expansion is also being implemented, although many producers remain cautious
in view of tncercainty over future world demand trends and especlally over
the ability of the Government to carry out the total revision of general
policies which 1t has promised and which would provide sufficient incentives.

19. A najor obstacle to expansion is the shortage of long-term credit and
equity capital, For example, the modernization and expansion projects now
proposed are tu be essentially financed by relatively short-term suppliers!
credits ond even these ape extrenely difficult to obtain st this time, TFor
the future, governmental policies desipned to improve the flow of long-term
capital (for example, the creation of a Development Bank) and to better meet
the seasonal pattern of demand for short-term capital are required to supple-
ment the general measures favoring more rational allocation of resources which
are already in operation. In addition, axternal marketing and distribution
programs recommended in the CPU study need to be implemented and such cooper-
ative programs witiin the private sector should be encouraged and promoted by
the Government.

20. The growth of an cxport-oriented woollen garment industry is of
particular interest in view of the high level of un- and underemployment and
the labor-intensive nature of this operation, with consequent possibilities
for expansion of employment opportunities. There has been interest shown in
importing Urupguayan clothing by buyers from the United States, Canada, Japan
and Australia, and a sall asount of export trade has been recorded. This
has, however, largely been the response of one Uruguayan firm which has shown
willingness to adapt desirn and production techniques to requirements of
those markets. To encourage further expansion of this trade, including stim-
ulating other firms to take advantage of these export opportunities, there

is a particular nced to reduce bureaucratic procedures affecting enterprises,
particularly those which are related to the process of exporting. AMAs most of
these firms are saall, this administrative burden is a major obstacle to
®xpangion .of ractivity, .
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B. Leather Industries
Manufacture of Leather
21, One of the few dynamic elements in the Uruguayan economy in the

last decade, the leather industry has undergone important structural changes
during this period tending to increase the degree of processing within the
country., Nevertheless, there remains considérable scope for further devel-
opment of this branch of activity which would provide both higher foreign
excnango ca4u¢ngu as wWoll as employwent opportunities. The industry is
based on hides both from cattle and sheep, but since the former weighs more
heavily in output and trade it will be dealt with in greater detatl.

22, As late as 1963 two-thirds of the hides availati: irom slaughtered -
cattle were exported in crude or unprocessed forms; of the remaining one-third
which was processed by the local leather industry, only 20% was crported 74
Thus, exports of processed leather represented less than 107 of the volume of
the total trade in hides and 1eather, although in velua terms 1t represented
some 20%. Moreovel gince it is possible to differentiate between findshed
leather and that ﬂhlch ls simply tanned, the forme: which represenis a further
processing state accounted for omly slightly more than half of the value of
those exports in 1963. Finally, exports of finished leather products (shoes,
handbags, etc.) were negligible.

23, 45 compuaed with o Jlawghtering capucily in 1583 ¢f abeul 3 mililen
head (2nd an actual recorded slaughter of 1.5 million). }o Jeather industrv

wWas estimated te have capacity to handle only 802,000 hides for tanning and

_probably around 600,000 for finishing. The gencral policics followed throv,h

the 1960s had served to discourage the development of an export-oriented
industry. This sitvation, moreover, had "backward" links in that little
incentive existed either in cattle raising or in ;1ﬂuﬂhttllng to obtain opiimun
quantity or quality of hide for leather productios.

2. A number of measures were taken dwuring the course of the 19605 as
well as in more recent years, which have reswtted in major shifts in the
character of the industry and of 1its exporis. A ov.tonm 01 rotﬂntions or
export taxes on hides was introduced in 196L and by 1055% o <poie of tanned
or finished leather represented some 75% of the value of trade in hides and
leather. At the end of 1968, a system of tax rebatos wes initiated for these
products so that in more recent years exporta of naprezessed hides have all

but di.sappeared.

1/ Based on data published by CIDE,'the'prcdccnssof apency of the Planning
and Budget Office.
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Table 2: Exports of Hides and Leather
(in millions of US ‘dollars)

Hides Leather /a
1963 4.4 3.2
1968 5.6 10.9
1970 L.5 20.0
1972 3.5 19.3
1973 3.9 21.3

/8 Includes semifinished and finished leather but not
leather products,

Source: O0.P.P.

25, Moreover, as indicated, leather has been traded in semifini shed
or tanned forms and in a more advanced finished state. In 1972, the tax
rebate for the former was set at one-half (12%) the level of the latter,
prodicing a further shift to exports of more elaborated products. In line
with this poiscy for deveiuping the finlshed leather indusiry, the rebate
for tanned lecther wne raduced tn BT in 1973 and will ha raduced to zers at
tho end of June 1974,

26, Industry sources currcntly estimate that tanning capacity is about
1.15 million hides representing more tham twice the 1963 capaci*v figure.
Capacity for producirg finished leather appears to be somewhere under one
nillion hides, al:o representing considerable increase over that which exdsted
ton ycars ngo. No estimate is available on the value of the new investment
which was undertaken for this cexpansion. It is reported that most of this

was financed through suppliers! credits, apparently linked to the major
importors, such as Western Germany.

27. With the present annual slaughter running about 1.2 million head
thero 15 somo under-utilization of tunning machinery but finishing equipment

is apparently fully utilized. As a result of the policy favoring exports of
finizhed leathor over tanned, some modernization 1s being undertaken of much
of the tanning facilities to improve quality while expansion of finishing
facilities 44 also being pushed by a number of entgrprises, Hevertheless,
should tho total cattle slaughter rice substantially in the next few years
there would be need to increaso not only the finishing capacity but the tanning
capncity as well,
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28, At the present time, the industry is dominated by three or four

large flrms, with one accounting for an estimated 80% of exports of finished
and semifinished leather. The rest of the enterprises are extremely small
and produce primarily for local consumption. A number of them are integrated
with shoe production facilities supplying the local market. To produce
leather of exportable quality, the smaller entrepreneurs would require both
modernization of existing obsolete equipment as well as expansion facilities.
Larger plants have other advantages. since they permit capture of wastes and
recycling of materials otherwise uneconomic.

Leather Products

29, At present it is estimated that about one-third of total available
leather is consumed in the domestic market in the form of leather products,
such as shoes, belts, handbags, leather clothing and gloves. About B80% of
this output in valu= terms is made up of shoes, but jn terms of volume of
leather consumed the percentage is about 70%, reflecting largely the higher
.degree of processing and value added in the production of this item.

30. It has been estimated that there are about 200 shoe producing
enterprises in the country, the majority of which are small-scaic and alwost
handicraft in nature. Moreover, with few exceptions, their equipment is
obsolete and not capable of producing qualities of erport standards. Sonc

10 to 15 enterprises are considered capable of exporting but since their
present cutput is olncct entirely for domestic censumption, ther ere hindered
by exccoocive diversification of models and the need to adapt styling, sizing
and presentation to meet the foreign market requirements.

n. The recent ‘favorable experience of both Argentina gnd Brazil in
expanding shoe exports and the new domestic policies favoring exports have
encouraged producers to explore the possibilities of selling in extermal
markets. Moreover, the differential rebate policy has encouraged exports

of more processed products. An export association has been formed and is
working with various government agencies to obtain technic 1 assistance for
Ith production and marketing. An expert from UNIDO is scheduled to undertuke
a study during the course of 197L to analyse the production situation and
possible deficiencics. Assistance in marketing is being provided by the
UNCTAD/GATT International Trade Center, through its project with the Urupua,:u
Direction of IForeign Trade.

32. Therv has been an increase in shoe exports in 1973, which amounted
to over US$700,000 as compared to an annual average of about US$200,000 in
the period sinca 1969, A tax rebate of 36% has been particularly important
in this 'development. MNevertheless, the volume involved, of the order of
100,000 to 150,000 pairs, is still extremely small,

33. Current production is estimated at 3 million pairs (leather only).
Capacity is estimated at .between L.5 and 5 million pairs (two :shifts), but,
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-a8 noted, only a small proportion of this is of export quality. A major
investment program is needed to replace obsolete equipment to improve the
quality of product and to make other adaptations to meet external market
requirements. The UNIDO study will examine total investment costs of such
8 program of modernization. In this connection, there is need to develop
these investment programs working closely with importers and distributors
in the consuming countries to ensure both adequate access to and appropriate
feedback of trends from those markets.

3. Tt has been raported that the major leather finishing enterprise
is now developing a project to establish a large, modern factory for shoe
production, in cooperation with West German capital, whose output would be
exported to that country., No details are available on the size or timing
of this project. The proposal reflects two trends now dominating the struc-
ture of world trade--to raise the degree of elaboration to the maximum
efficient level in leather producing countries such as Uruguay and to shift
away from the proauction of these labor intensive products in developed
countries such as Western Germany, It should also be kept in mind that even
under the most optimistic of assumptions Uruguayan shoe exports will rep-
resent a small share of world trade in this item. Assuming ten pairs of
shoes per hide and annual slaughter of two million head of cattle and
‘assuming no other use for leather, maximum output would amount to 20 million
" palrs. " Total leather shoe imports of the United Statez in 1973 were

150 million pairs, valued at about US$700 million.l/

3% A5 Tegards other leather producvs, thcir produciion is conoldorably
simpler with modest fixed capitul needs and quality is more dependent upon
labor skills than on the equipment itself. It is, therefore, not surprising
that exports of these items, such as leather clothing and ladies handbags,
have been able to rise consideratly since early 1972 in response to the incen-
tives offered through the tax rebates (36%) and the realistic exchange rate.,
From a level of US$200,000 in 1969, these exports are estimated to have
amounted to over US$5 million in 1973. Much of this expansion reflects a
shift from producing for the local market where demand has been extremely
low over the last two years but therewere also some small equipment imports,
permitting a modest increase in capacity. Given the characteristics of
production, in particular the high labor -low capital requirements, possib-
11ities for rapid expansion of output and increased employment are promising.

36. As in the case of shoes, production of these items is'widely
scattered among many small workshops in the Montevideo area, but there are
‘four or five relatively large enterprises which are closely connected with
leather finishing companies. 'In the case of items such as leather handbags
or accessories, the required production processes and the characteristics

of both the products themselves and the demand dn not provide economies of
scale, The linits to the size of these enterprises are partly remediable
through policy changes. At the present time, the najor obstacles to expansion

1/ Imports-from Brazil ‘andunted to 20 millién pairs - valued at* US$80 million,
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39. ~_ There are a number of techniques which can be used to reduce this .

waste and programs to educate the cattle raisers on these possibilities
are extremely useful, For example, in many developed countries, branding
of cattle has been discontinued in favor of such measures as ear tagging
which do not affect the hides.

C. The Meat Industry

‘gRecent~$réhds

Lo, While value added in meat production is a smaller share of gross
value of output than in other industries, the sheer volume of slaughtering
(some 1.2 million head of cattle per annum. In the last two years plus vary-
ing quantities of sheep) makes this the largest subsector (at the three

diglt ISIC level) in the country. The mairn problems affecting the supply

of livestock are discussed in the general chapter of this rcport. .he present
discussion will focus only on certain aspects of the capacity of the slaughter-
houses and packing plants, particularly as regards beef production.

n. The industry comprises meat packing plants ("frigorificos") and
slaughterhouses under the control of the Hinistry of Livestock and Agriculture,
slaughterhouses controlled by municipal authorities and slauphterhouses in the
intétior of the country which are authorized but not directly under the control
of the local authoriiies. The frigorificos, accounting for ©I0U Lo 407 of cul-
put; are eqnipped for a full cvele of operations, from slaughter to cuttine.
freezing or chilling. Some also have facilities for preparing special cutis
and some for refrigerated storage. The slaughterhouses, however, can only
perform that part of the operations and distribute fresh mecat. for local con-
sumption, many at the retail as well as the wholesale level. Because of the
lack of control, information on the operations of the slaughterhousecs in the
interior of the country is deficient; the agricultwral planning unit of the
Government (OPYPA) estimates their output at between 150,000 to 580,002 head
of cattle per annum in recent years or 30% to LO¥ of the total slauphter.

The relative importance of their operations is closely linked to the official
price policy for beef; when prices are set at levels which are rot remunerative
for cattle producers, there is a tendency to channel supply away from the
registered slaughtering facilities, as was the casc in 1971 and the first fow

months of 1972,
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Table 3: Distribution of Cattle Slaughter by Facilities
(4in percentages)

1970 1971 1972
Registered Slaughter 68.7 6.9 63.6
"Frigorificoah 62.5 52.7 57.7
“Slaughterhouses 6.2 L.2 5.9
Uncontrolled Slaughter 31.3 L3.1 36.4
Total 100.0 100.0 100.0
Source: O0.P.P,
Le. In the last decade, the structure of the frigorificos has undergone

mejor changes e w resul of unecororie levels of operations which led to
numerous bankrupicics, es well as of financial difficuities arising f.on
Inflntior, At precent thore are 1S such plants currently functionine end
many of these (the traditional larger cormpanics) have been in operation for

a consideradble period or Li¢, 10T Aas long &5 SU years in sone cases. How-
ever, sone new plants have been established outside iontevideo, based upon
existing slaughteriouses, to replace the rost obsolete installations which
have been abanden.d, The frigorificos account for all mcat c&ports (frozen
and chilled, tei.r wnd rnution) and come of the by-products. In addition, about
30% to 357 or their vuipul hus been for locil consumpiion.

L3. The capacity of the exdsting plants has considerably cxceeded their
output, ecven in 1970 which represented the peak produztion ycar in the last
decade, Current capacity is estimated at over (wo nillion ncad per annun,

Table L: Caitle Siaughter in "Frigorificos"
(in thousands of head)

1967 1664 1959 1970 1971 1972 1973

839.1 919.3 17541 1,137.6 709.1 728.2 7701

Source: " INAC
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k. Only part of this overcapacity is due to the seasonal nature of
the animal supply, with the period of heaviest slaughter in the first five
months of the year at which time there may be some pressure-on facilities.
This weakness of the structure of the industry, an underutilized frigorifico
capacity, which is expori-oriented, alongside a substantial capacity in small
slaughterhouses widely scattered in the countryside which are domestic-
market oriented, has its origins in the policies in effect during the 1950s
and early 1960s. During that period, the Government followed tax, price,
exchange rate and labor policies which both discourazed exports and encouraged
‘the ‘estab}ishment of channels to meet local demand outside those subject to
government controls,

k5. Toward the end of the 1960s, various changes, including the
dnitiation of the Plan Agropecuario, began to be introduced which served to
encourage the flow of cattle to the frigorificos. At the same time, the
Government noved to make resources available to modernize and improve these
installations including, in particular, to finance measures to raise sanitary
and hyglenic standards. (In 1969 the UK had prohibited meat imports from
Uruguay for sanitary reasons.)

L6, From mid-1969 to mid-1971, these plants invested the equivalent of
US$11 million in such improvements, of which US$3.1 million was in foreign
curxencles, according to estimates of OPP. In 1970, a loan for US$13.L million
was Signed with the IDB to finance modernization programs; local funds
required as counverpart were estimated at US310 million. However, none of

his was ugcd In the poried through 1972 ne the Covernmment sontinved o malka
available peso funds to the frigorificos. This policy has been changed and

in the last months of 1973, three subloans under the IDB loan had been approved _
vhile four more were awaiting approval before the end of the ryear, representing

about US$S million in commitments.

k7. In addition, a study is cxpected to be completed for the IDB by
mid-197L which will consider a program for refrigerated storage, exanmining

the needs of the industry and the most efficient way to meet those needs
through establishing separate storage facilities and/or expanding or estab-
lishing such installations in the frigorificos themselves. Preliminary
estimates of the foreign currency requirements for this kind of program are

in the range of US$10 million. It is also expected that there will be large
local currency reowirement:s which could raise problems in view of the persist-
ing liquidity difficulties in the industry.

Future Prospects

L8. The modernization and storage programs, as well as the programs
for improving livestock pasturage and related feed facilities, should reduce
the seasonal pressures on the frigorificos capacity so that.these plants
could handle an.ingrease in the animal .slaughter.. Other factors which will.
affect. the;-volume: of exportable. supplies.includeilmprovement.of transport, -
facilities and the .level of domestic consumption.
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6L, - The industry is unlikely to be a major éxporter, particulérly in

view of the lack of specialization. Some exports have been recorded in
recent years but these have been items in short supply in world markets
(e.gsy cotton, denims, and knits), With a low level of domestic demand,
the industry has had capacity available for export contracts. In this con-
nection, there has also developed a small trade with Brazil in synthetic
yarns as a result of that country providing special quotas for Uruguayan
products. These items enter Brazil with a 10% preference and trade is made
possible by a combination: of duty-free imports into Uruguay of the inputs
and a.tax rebate.on. the -exports.

E. Durablé Consumer Goods Industries

65. Industries producing durable consumer goods were among the
activities which received special stimulus under the import substitution
policies followed during the 19L40s and 1950s. At the present time, they

are generally operating well below capacity and under highly protected con-
ditions, Efficient production of the majority of these items require
relatively larger markets than the country can offer, not only under current
conditions of stagnation but for the longer term as well. A number of these
enterprises have sought to diversify output, manufacturing related products
with smuli equipment additions or adjustments. LAFTA complementatlion agree-
ments and the bilateral accord with Brazil, as well as the tax rebate incen-
tlves, have receu*ly encouraged exports of a few of thess items.

66. Among consumer appliances, an exception to the overall pessimistic
picture is found in the case of certain electronic components. A modest
trade has developed not only within LAFTA but also with some. Buropean coun-
tries for parts and components for record players, sound systems and tele-
vislon sets. Manufacture of these items requires high labor skills and given
the availability of literate and adaptable human resources in the country,
their production for export has proven economic under exd sting conditions.

In these instances, sinco some of the inputs are imported (from LAFTA countries
as well as third areas), the tax rebates are generally not large. While this
trade will be of small magnitude, the possibilities for employment generation
are important for a country the size of Uruguay. :

67. Among ‘the industiries experiencing the most difficulties at this time
is the automobile industry. It should first be noted that new car prices in
Uruguay are among the highest in the world; a medium-size passenger vehicle
currently sells for approximately $13,000 while the smaller cars sell for about
half that price. Imports of new cars are prohibited and the local supply is
based on the assembly of imported kits with certain locally produced parts.

A study by OPP in 1972 recported ten assembly plants in operation with capacity
for about 16,000 vehicles; production in 1971 was less than half of that . cap-
acity, It 1s believed that production rose slightly in 1972 but declined in
1373.. In"1971, about a quarter of the kits were inported from Argentina under
a complementation agreement within LAFTA, This agréement provides for the ‘
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pProgress in carrying out the Project; and (d) enactment of legislation
to permit commercial banks to make readjustuble loans". On October 29,
1971, the Mission, after reviewing the above, recommended the releage
of the second tranche and AID/W concurred. (See cable MVD 2587, dated
October 29, 1971.)

On December 3, 1971, the US$10 million second tranche was released with
no major project modifications. From January through June, 1972, sub-
loans amounting to US$7.5 million were approved, and, with only US$2.5
million unallocated, Mission encouraged the Inter-ministerial Commission
to again give priority to export industries. In October and November of
1972, the remaining US$2.5 million was approved.

In December 1972, the Central Bank established a deadline for the open-
ing of import permits to sub~-borrowers., As a result, US$l.5 million
was reallocated between January and October 1973 and the loan terminal
disbursement date was extended to December 1974 to accommodate the real-
location.

Total disbursements were US$13.8 million. The balance of US$l.2 million
was deobligated because the last two sub-loan requests (FIAT and Nave-
cagion Atléntida) were originally approved by the Mixed Commission but
were not approved by USAID and the remaining funds could not be repro-
grommed and disbursement made before the December 31, 1974 loan terminal
disbursement date.

Accomplishments: See Attached Tables I through IV.
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Table I

SUMMARY OF SUB-ILOANS APPROVED

AID LOAN N° 528-I-022

Name of Banks

Republica 0. del Uruguay
Crédito

Comercial

Mercantil y Popular

F. N. C. B.

Holandés Unido

Francés e Italiano
Sociedad de Bancos
Montevideo

Londres y América del Sud
Aldave y Martines
Palestino

Pan de Azucar

Cobranzas

Financiero Sudamericano
U.B.U.R.

BANFED

Litoral

Caja QObrera

Exprinter Casa Bancaria
Israelita del Uruguay
Del Plata

By Banks
N° of Total Amount
Loans Us

167 7.137.16h
1k 1.6L0.518
L8 1.369.836
23 1.068.079
20 1.0k41.002
3 399.895
L 351.929
13~ 345,716
11 300. 394
3 274,316
5 223,368
9 179.02k
5 171.355
L 121.695
8 102.234
6 100.106
2 46.970
3 43,880
1 3l , 529
1 2k, hoo
1 17.038
1 6.552
352 15.000.000

Percentage

Total Approved
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Terms
6 months
1l year
l% Years
2 years
3 years
4 years
5 Yyears
6 years
7T years
8 years
10 years

TOTAL
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Table II

Sub-Loan Repayment Terms

AID IOAN N° 528.L-022

N° of Sub-Loans Amount
L3 848.143
2l 1.445,450

7 9h.572

b 296.0L4L
83 2.0k4k4.986
17 276.720
85 L4.867.458
L3 1.399.851
21 843.853
3 253.530
22 2.629.393
352 $15.000.000

6 months to 2 Yrs. 78

3 to 6 Years
7 to 10 Years

228
46

352

Summarized Breakdown

2.684.209
8.589.015
3.726.776

$15.000.000

4% of Total

5.7
9.6
0.6
2.0
13.6
1.8
32.5
9.3
5.6
7
_17.6

100.0

57.2
2Lh.9

100.0
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Table III

Summary of the Capital Goods Importel

AID LOAN N° 528-L-022

Calendar Years 1970-197h

By Industrial Sectors

Industrial Sectors

Truck Kits

Transport (Buses, Trucks)
Textile & Clothing
Extractive

Construction

Metallurgic

Food Processing
Automotive Industry
Poultry

Plastic

Glass

Agro~Industry

Printing

Meat Packing & Cold Storage
Fishing

Fertilizer Preparation
Electrical & Electronics
Leather Processing

Pork

Paper & Cartiboard

Soft Drink Industry
Rubber

Pharmaceutical

Tobacco

Soap & Industrial Detergents
Forestry

Banking Service

Sugar

TOTAL

N° of Loans Amount %
18 2,150,000 15.99
6 1,962,000 1k.59
58 1,746,000 12.99
32 1,268,000 9,43
28 1,067,000 7.94
60 915,000 6.80
17 633,000 L.71
12 585,000 k.35
13 517,000 3.85
12 528,000 3.92
8 298,000 2.22
15 289,000 2.15
12 282,000 2.10
h 270,000 2.01
L 141,000 1.04
5 131,000 0.97
12 113,000 0.84
5 112,000 0.83
6 90, 000 0.67
h 83,000 0.62
3 59}000 o.l"l‘,'
2 k7,000 0.35
5 39,000 0.29
3 35,000 0.26
3 28,000 0.21
1 20,000 0.15
1 19,000 0.14
1 19,000 0.14
350 $ 13,446,000 100.00
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Table IV

List of Capital Goods Imported

AID LOAN N° 528-L-022

Calendar Years 1970 - 197k

By Type

Type of Items

Truck Kits (K.D.)

Inter-State Buses

Traxcavators and Loaders

Diesel Electric Generators

Fork Lift Trucks (all types)

Macaroni Production Lines

Metal Working Machines

Ind. Sewing Cutting and Processing Machines

Textile Machinery - (Various Types)

Plastic Injection Machines, Extruders
and related equipment

Lathes

Plastic Bag Making Machines

Spare Parts

Steam Turbine Generators

Offset Printing Presses and Access.

Textile Spinning Frames and similar

Refrigerating Plants

Stone Crushers

Knitting Machines

Alr Compressors

Mobile Cranes

Poultry Incubators and Egg Classifiers

Equip. for Automotive Assembling Plants

Accounting Machines

Road Rollers

Refractory blocks for Furnaces

Freon Compressors

Glass Bottle Machines

Jigs for Automotive Industry

Asphalt Plants

Electric Welding Equipment

Dehydrating Plants

Chicken Feed Processing plant

Narrow Fabric Needle Looms

Packaging Machines

Textile Texturizers

Tracklaying Tractrrs

Fish Meal and 0il Plants

s
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Type of Item

Stone Vibrating Screens

Gravel Washing Machines and Classifiers
Flexographic Printing Machines
Nitrogen Generator Plants and Thermos
Tire Recapping Plants

Battery Plates Automatic Machines
Marine Diesel Engines

Fruit Packing Plants and Trade Markers
Poultry Automatic Feed Lines

Cotton Cleaning Machines

L.P. Gas Tank Trucks

Electric Glass Melting Supplements
Black Toppers and Asphalt Laying Machines
Ice Making Machines

Poultry Slaughtering Plants and Coolers
Zipper-making Machines

Crankshaft Working Machines

Poultry by-products plants

Leather Processing and Finishing Machines
Industrial Ovens and Furnaces

Scrapers '

Centrifugal Pumps and othners
Agricultural Power Sprayers

Forest Tractors for Lumbering

Quary Pneumatic Hammers and other Machs./Accs.
Electric Cable winding and working Machines
Chicken Depluming Machines

Electric motor insulation machines
Double-die Strip Feed Presses
Bulldozers

Glass Making Batchers

Grain Dryers

Diesel Engines

Automatic Metal Sheet Feeders

Tablet Compressinrg Machines
Pharmaceutical Homogenizers

Tires and Tubes for Quary Tractors
Vegetable Slicing Machines and Similar
Metal Testing Equipment

Wood Working Machines

Spectophotometers

Electric Controls and Testing Equipment
Miscellaneous Printing Equipment
Miscellaneous Equipment

%

Less than 1%
1



ANNEX J

AGRICULTURAL CREDIT ANALYSTS

Increasing agricultural production through adoption of' improved
technology and management practices is closely associated with increased
capital use; (a) short term or operating capital for increased use of off-
tarm inputs (fertilizer, labor, herbicides, etc.) and (b) intermediate and
long term capital for machinery and improvements.

The main sources of capital in the agricultural sector are: (1) the
capital generated during the production process, particularly important in
crop production, (2) producer savings, and (3) institutional credit from
private aud government credit banks. The most important source of agricul-
tural capital is that gencrated during the producticn process end producer
savings, both of which will increase with the adoption of profitable produc-
tion and management 'S practices Most Uruguayan farms are diversified into
several e.terprises, each using and producing capital during different pro-
duction periods of the year. Thefrequently observecd combination of summer
and winter crops each assisting in financing the other enternrise is an
example. Institutional credit plays an important role in providing
supplemental short term production capital and for longer term capital where
producer savings are inadequate to cover major investment.

Inflation of Uruguayan magnitude creates serious pressurcs on any
institutionalized crcdit system. TFrequently, the rates of inverest, even
though high, are less than the rate of inflation.- creating in effect
nepgative interest rates. Under such circumstances, lending spencies soon
suffer capital losses if loans are not adjusted for inflation while at the
some time providing significant subsidies to their borrowers.

Borrowers have the incentive to obtain the maximuve amount of avail-
able credit as long as they can locube their excess capitol at hipher
rates of return than the subsidi-:d credit cost. Producers try to mini-
mize their liquidity in order to protect the reel vaiue of their assets
from the high rate of inflation and use as much credil as possible.

A natural reaction of a credit institution to a negative interest
rate condition is to keep the loans as short term as pocsible.  Thus, we
find the bualk of the agricullural loans in Uruguay are short term, preduc~
tion loans. There is limited intermediate and long term credii available,
as will be pointed out later in this paper.
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Many of the credit lines are self-sufficient and normally require

no additional budgetary allocations. On the other hand, some inter-
national agency sponsored credit lines (Plan Agropecuario) have

firm host country contributions which do require annual or periodic
budgetary support depending upon the demand created by these programs.

The BOR has, in addition to tie principal bank and seven branches
in Montevideo, 75 field offices or branch banks throughout the country.
The banks have, in addition to the regular banking personnel, a staff
of 52 agricultural trained field men who work as supervisors of
producers' use of the bank credit.

The BOR has historically played a major role in credit supplying
approximately US$ 45 million annually during the 1960 - 72 period.
Actual credil made avnilable compared to agricultural gross value
product (AGVP) is high, averaging 16% (1960 - 72).

BOR credit is high relative to the value of agricultural inputs.
BOR credit, after decreasing during the late 1960s, hes been increasing
in recent years in response to increased credit demand due to more
favorable conditions in the agricultural crops sector. In the early 19%0s
credit was nearly equal or more than the value of agricultural inputs.
This period was associated with large crop areas and high capitel invest-
ment in agricultural machirery.

The level of BOR agricultural production credit used is closely
correlated with the amount of crop land planted. An unpublished study
by the MAP showed that the area planted to wheat in Uruguay was more a
function of climatic conditions and agricultural prices rather than
credit availability; & similar relationship pertains to other crops.

Between 1970 and 197k, the area planted to major crops increased
144 and credit increased 484 indicating that the BOR was very responsive
to credit demands during a period of increasingly favorable economic
conditions for crop production but with rising production costs. Crops
account for about 474 of rural credit, livestock 229%. Wheat and rice are
the two most important crops in terms of amount of credit accounting for
31 and 19% respectively of the creditgranted for crop production.

® MAP/DIEA, an unpublished study on the wheat sector in Uruguay during
the 1950-73 period.
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BOR production credit loans terms, guarantees, etc. are defined
through different credit formulas. These formulas, in addition to
specifying credit terms and obligations, also include a "technological
package". BOR field men serve as advisors and inspectors to see that
these improved practices are followed. The "technological package"
concept has had a positive influence on certified seed and fertilizer
use.X Although the credit formulas are quite specific a great deal
of flexibility exists to modify the formula due to increased cost from
inflation or unforeseen problems, such as a pest control cost not
included in the formula. Branch directors contact the Montevideo officer
who, in turn, consults other branch directors, then a formula modification
is relayed back to the branch director who contacts producers and extends
more credit.

All crop loans are short-term operating capital loans and are
paid at ithe end of the production cycle: however, special provisions
exist in case of crop failure due to climate or pests' problems. Loans
can be extended to the next Crop year in case of crop failures without
being charged additional intcrest until the credit for the next crop
year is extended. This procedure essentially eliminateg default in loan
p ayments.

In the past, BOR has had difficulties in getting capital to
producers cearly in the production cycles. To overcome these delays,
the BOR has, in the past two years, given credit for early land
preparation activities before actual formulas for credit are prepared.
This is an attempt to make credit availability more timely and insure that
broper production practices are completed.

* This is based on observation and survey work by the MAP - DIEA
division but quantified estimate have wot yet been published.

¥k All payments fcr slaughter cattle and sheep as well as grains
purchased by the pgovernment are channeled through the B(R. The
BOR thus discounts loan payments before paying market receipts
to borrowers.
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BOR crop production credit 1s in general quite liberal covering
80 - 85% of the cash cost of production for those farms qualifying for
the 1011 formila, Kven in larger farm units, the bank credit covers the
seed and fertilizer cost of approximately 50% of the cash costs of
production. Credit is made available in specified installments during
the production process (land breparation, seceding and crop protection and
harvesting costs),

The BOR's interest rates are controlled by law and, for the
period of Avgust 1966 4o Avgust 1973 ranged Detween 8.75 and 9,75%
annually depending on the line of credit guarontec, ete. In eddition
a5 mich as 93 annually was charged, for commissions,? If the maxinum
rate of interest is added to the maximun rate of commiission charged
the anmual real rete of credit cost would be 18.75%, well belov the
bverage rate of increases in the cost of living index of 65.hs) annunlly
during the 1966-75 perind. Ouly in 1970 when the cost of livinz index
rose 16,155, vas the credit cost positive.

Interest rates were increased to 28% betueen Angust 1973 ana
Septenber 1974 when the rate wag raised to h3%, These rates are S6i
well belov inflation rate and the BOR is brecently in the process of
adoption of readjustable production credit. Only with readjustable
loans can the bank extend intermediate and long term creaity,

Private banks could not compete wilh the DOR in the same credit
lines at the highly subsidized credit rate., Thig,in part, explains theic
concentration on short-term highzr cost credit for cattle and sheop
associated with auction market intermediation.

BOR credit has, in sevoral aspeets, favored the small and
medium sized producer. Crcdit aveilubilily is greater per hectare for
small farmers as ildlustrated by the 197h-75 formula for vinter crops that
grants larger quantitics of credic to farms under 500 hectares,  Credit
formiles in addition cxist for major enterprises fownd on sneall and
medivm-sived farms;including susar beets, dairy, »obatcen, poultry,
hogzs, vegelables, fruits ang vincyards.

BOR and the Plan Agropecuario ere presently initiating a pilot
program for small farms that have critical capital, technology and
manegement problems, 7This proZram now in the final stuges of prcpnration,
Will irnclude in addition to a number of adjusted credit lines, an intensive
techaical program including production, cconomics and financial assistance,

* Banco Central del Uruguay, Seminario Hercado de Capitales cn el Uruguay,
Tomo 1T, Montevideo, 1973, p. 561,

%t The decreasing portion of eredit availeble Tor machinery during l970-7h,
in part,reflects the ddfficuliy of extending lopzer term credit at

negative interest rates. (ree Table 1),
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The Plan Agropecuario's credit program is for development of
the livestock sector.,”™ The most important lines of supervised credit
are for pasture improvement, machinery, pasture division angd watering
points, The Plan also has a special 1lipe of credit for swine production,
The Plan credit has & 7-year term with 2 to 3 years grace period on
payment of interest ang principal. The credit is adjusted on the basis

producers ang charggs a progressive interest rate ang credit adjust-
ment based on farm size.®™  Oyep 60% of the Plan loans granted to
pProducers were under 400 Hectares, 16% under 100 Hectares, during
1972-73,

The BOR is frequently criticized by producers as being excess-
ively bureaucratic and time consuming., This is particularly true
for new credit users that do not have & credit rating established.
Branch directors are aware of this problem and are making progress in
their efforts to minimize producers’ time in the loan application, ete.
One has to recognize that the BOR is a government bank and it is used
a5 a means to enforce laws as well as implement agriculture policy.
As can be observed in the wheat formula, a producer is required to have
his taxes paid up (land tax, social security, etec.) before he can take
out credit, If a producer has his credit rating established and is up
to date on his obligation to the government, the time he needs in
acquiring the credit is reasonable but improvement could still be made
in credit Processing.

The BOR formula system of loaning is effective for massive credit
assistance in a highly inflationary economy, M9t Tt does, however,
have the weakness of not being aimed at particular producer's credit needs,
Without adjusteq credit, it will be impossible for the BOR to establish
a balanced credit program recognizing indivigual producer's short,
intermediate ang long-term capital needs,

Farm management and financial research and extension at the
producer level could be useful to the BOR credit program and assist in
developing a basis for overcoming some of the weaknesses of the formula
line credit. 1In any case, with the rates of inflation and instability
Uruguay is experiencing any well balanced farm credit Program will be

¥ This program is Supported by ZBRD and BOR accounting for 85% anq 159 of

the funds respectively,

H% Interest rates are 39 for farms up to 250 Hects., 69 betvween 251 ang koo
Hects., and 8% for rarms over 400 Hects, Credit adjustments are 50% of
the adjustment rate for farms under 200 Hects, and /%% of the rate for
farms between.201 i nd 400 Hects,

wix The bank is getting out approximately 60,000 loans a year,
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difficult to employ. The formla line credit system may be the best way
to deliver o massive credit essistance in Urvguay until the rate of
infletion can be reduced and more stability can be achieved in the
sgricultural sector,

With the beokground on the rast and present agriculturol
credit programs, coinsideration can be mode as to the adequacies and
limitations agricukywral credit could have on the IATA assistance
»rogram to promoie éﬁoption of production-increasing technology.

In evaluating avallebility and demand for azricultural credit,
the following factors wmst be considered: (1) with the »roposed adoption
of adjustable eradit, the BOR credit demand vill decrease end private
institutional credit i1l be more competitive, allowing it %o exnond
into areaz not proliteble at interest rates now chorzed by {he BOR;

(2) with adjusteble eredit, the BOR could cxpand credit and develop new
lines for intormedsato und long~-term capital. needs: (3) inercased
productivity frem adoption of improved producticn praziices will inerecase
Dbroducer orerating canitel and savings which will, for the rnost vari,
offset increascd cavital requirciments: (h) The TBRD's continued credit
support of livestock sector, implementation of the new citrus develonnment
lozan and possible impleaentation of the Plan Granjero (»roduction arey,
related to Truits, vegetables, oultry and hogs) could cover increas:d
credit demends in these areas; ?5) il the GOU continues to »archase vheath
and other connnodities, this will insure quicik pifmient and reduce prosucer
need for credit to cover delays in receiving pevnent for commodities:

(6) the BOR may be required to respond to spceial programs or eredit
nceds such ss the recent soybean production development program. These
types of new demand arcas, however, will likely Ve ascsociated with
national policy and resources will be provided to make then feasible.

Given thesc considerations, the major crea of expected grovwth
in denand for credit, which is not directly connected to Lines of crocdit
Lrom special developm:nt loan brograms in prosyress or cxpected to be
implomented,is for crop production. The grouth in demand fox crop
production credil will be closely essociated with: (l) the possible
cipunded crop area, (2) the increased cepital »equircerent fop improved
technology of production over the actual teclmology, (ﬁ) increased
capitel reauirement to reploce obsolete machinery and tc increase
machinery capacity, end (4) the national egzricultural poticy aud crep
prices vhich have in the rast, in addition to clinmate, been more
importent in explaining area planted rather than credit uvailability,

Inereased credit demand from factors 1 and 2 conditioned by

4 ror crop production will be for short yun operating capital,

vwhere the DOR historicully has no% had difficulty in responding to.

The inereased intermediate term capital demand required for machinery
investments is a potential problem aren if the BOR camiot Tlly implement
the credit adjustment program and expand credit in thig area,
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The allocation to this activity has deteriorated in the past
few years with the high rate of inflation and lack of credit adjust-
ment. There is, however, always a possibility that international
capital assistance could be acquired in this area to overcome this
potential problem.

It should not be overlooked thet the BOR has to contribute a
yortion of thes cepitel to the international developnent programs that
will lLave to be mot (running around USH 1 million a year Tor the
Plan Azropecuorio).® The BOR should not have any difficulty in meeting
thase demands, hovever, end those loans should generate considerable
BOR d=posits and suvings that can be used to expand egricwltural credit.

Given ites record ond the fact of jts political orientation,
there is good reasen to believe that i the politicel lcaders of Urnguay
as a makter of rolicy decide that the BOR shall woke the needed »ural
eredit evailable, it will be Torthecoming varticwlarly if it stems from
adoption of production-increasing technology. I the BOR fails in this
effort, it is more likely to be from en cdministrative breakdovn than
& crcdit policy failure.

% Credit demond in the livestock area will likely be depressed until
livestock prices reawperate,
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INITIAL QUESTIONNAIRE

1. Name and address of applicant.

2. New or existing company.

3. When was business established (in case of new activity, give esti-
mated date of (a) formation of the company, and (b) initiation of pro-
duction)

4. Purpose of Activity, principal products, and brief description of
physical facilities.

9. Names and nationalities of principal shareholders /sponsors (please
include curriculum vitse of principals).

6. Name(s) of key management (please include curriculum vitae with
emphasis on experience /background in applicant's principal activity).

T. Present total equity.

8. Present total debt:
(a) less than one year; maturities, interest rates.
(b) more than one Year; maturities, interest rates.

9. Amount requested from Project
Debt
Equity
Other (describe)

10. Projected use of funds.
11, Total cost or project.
12, Source of balance of funds.

13, Market:

(a) location

(b) total present annual sales (volume and dollars)

Ec) historical and projected annual growth of market

d) estimated percentage of total market served by applicant
according to product line

(e) estimated totsl annual sales after completion of this project

(f) estimated percentage of total market served by applicant ac-
cording to product line, after completion of this project.

(8) principal competition
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14, Nemes of all banks with which relationship exists (include per-
sonal accounts of sponsors; as well as corporate accounts); describe
nature of the relationship.

15. A brief summary of the opportunities and risks this project
represgents.

Please enclose most current audited balence sheet and income statement
and audited statements for three previous years of operation, or performs
statements in casethe project is a new one and the company is not yet in
operation.
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Project Assessment Form for AID Loan No. .
A. The Borrower
l. Namee o o ¢« ¢ o ¢ o o s o o6 6 6 6 s o o s 8 ¢ o 00
2. ILocation. « ¢« ¢« ¢« ¢ ¢ ¢ ¢ o ¢t o s 0 0 s o 0 e e o0
3. Current activity. « ¢« ¢ ¢ ¢ ¢« ¢ ¢ o o ¢ ¢ ¢ o o o &
b, Address of enterprise . o« o« o « o « o ¢ o o o o o o
5. Total asBetS. « v o v ¢ o o o o o o o s s+ s 0 o o
6. AnMUAY S81ES. & « ¢ o o ot 0 8 e et 0. e e e
T. Net WOorth « o o 4 4 o o ¢ ¢ o o ¢ s o o o ¢ o o o o
B. Eligibility requirements

Yes

1. Project involves financing
(must not be any of the following: )

a.
b.
c.
d.
=

f.

g
h.

meat or meat-packing facilities

No

fisheries or fish-processing activities

textile manufacture

shoe manufacture

manufacture or marketing of alcoholic
beverages

wool processing or manufacture

leather and leather products processing

purchase of property owned by the Govern-
ment of Uruguay or instrumentality
thereof

2. Impact on small and medium farmer:
(must be at least one of the iollowing:)

sizeasble number of jobs created by pro-
Ject

small and medium farmers contribute over
50% of inputs to project

project creates additional production
alternatives for small and medium
farmers

project creates additional marketing
alternatives for small and medium
farmers

project creates additional income
benefits for small and medium
farmers
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Yes

project includes technical assistance,
supervised credit, and/or inputs to
small and medium farmers supplying
enterprise

No

project provides services to small or
medium farmers

project provides essential inputs to
enterprises which utilize substan-
tial raw material supplied by small
and medium farmers

Export orientation: Enterprise
(mst be one of the following: )

a. currently exporting over 50% of pro-
duction

b. currently exporting less than 50%
of production, but prospects for
increased exports are good

c. has interesting export prospects if
equipment is modernized

d. 1s new enterprise whose production will
be principally export oriented

( 1) at the outset
(11) after £illing existing domestic
demand

e. provides necessary services of inputs to
enterprises which comply with one
of criteria a-d

f. provides necessary services to farmers
producing for export

Enterprise

a. utilizes normal agricultural raw material
which has been traditionally produced
in reascnable volume

b. involves minimum packaging costs and com-
plexity

¢. utilizes uncomplicated tecnnology

d. maximizes utilization of existing facil-
ities

€. complements existing facilities _—

f. involves uncomplicated marketing

8. will operate effectively within existing
limitations

h.  complements the domestic market




i.
Je
k.
1.

m.
n.

O.

ANNEX X

receives no excessive protection
exhibits good nmanagement

is solvent
has internal rate
than 10%

utilizes over 50% domestic resources
contributes to improved income distri-

bution

22 - Exhibit 2
Page 3
Yes No
of return greater

contributes to integration with nelgh-
boring countries
contributes to production of basic inputs

for other agri

~industries




C. Areas of intended impact of sub-project

Impact area

Description of nature of
effect to be produced

ARNEX K
Exhibit 2
Page U4

Baseline data and quantative
indicators - estimated out-

puts or changes
Yr. 1 2 3 L4 5

l. Target group (small & medium
farmers) benefit incidence

a.

b.

d.
e.

employment

-direct (as % cf total
ennloyment )

income

-salaries

-other (benefits) of
total paid

increased production/
productivity

-increase in farm pro-
duction

-new methodology imparted

~higher skills introduced

increased local value added

other (specify)

2, Agri-industrial infrastructure

develomment

a. new or expanded market
development

D, new, non-traditional pro-
duct develomment

c. removal of constraints/
bottlenecks

d. other (provide services to

agri-industries, ete.)

Source of data
and methodol-
ogy of
collection

- Gee -



Description of nature of

Impact area effect to be produced

3 Macro-economic benefits

8.

increased value added-

regionally

nationally

net foreign exchange
earnings

medium-longer term agri-
industry sector growth
possibilities

increased overall employ-
ment

other

ANNEX X
Exhibit 2
Page 5

Baseline data and quantative Source of data
indicators - estimated out- and methodol-~
puts or changes ogy of

¥r. 1 2 3 L4 s collection
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D. Summary of Financial Data

1. Requirements

8. Projected use of funds: modernization 5
improvement , establishment of new enterprise ’
expansion of present line of production » expansion into new
product line

b. Amount of Proposed Investment

forelgn exchange
local costs

(1) proposed loan
(2) self-financing
(3) other sources
(k) total

(5)

(6)

2. Projected rate of internal return over 10 years (or indicate
alternate number of years)

5. Number of years required to recover investment

L.  Principal anticipated markets

a. international (specify)

b. domestic

E. Indicators of Project Viability

Yes, with Not
Indicator ' Yes Qualifications No Relevant

1. Provision of effective
management for the project is now
avallable or is assured in the pro-
Jject design.

2. Enterprise or Cooperative
manages its financial affairs well and
is & good risk to meet its obligations.

3. Working capital required by
enterprise or cooperative is asgsured,

Lk, Project has been determined
to be of economic scale.

5. Adequacy of supply of raw
materials and other inputs required
has been demonstrated.

6. An effective market demand
at level of production contemplated
and at a satisfactory price has been
demonstrated.
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Yes, with Not
Yes Qualifications No Relevant

7. Export potentialities have
been adequately investigated.

8. Project has been determined
following consideration of alternstive
investment options.

9. Principal risk factors have
been identified and satisfactorily
considered.

10. Feasibility study has been
reviewed by available technical ex-
perts with no adverse reactions.

Explanation of negative and qualified responses

F. Project Description and Justification






