
UNCLASsirnIu-
 I.
 
WAIMI O1P STraZ 

AGICY FOR INT3U2IONaL IBZVL 
Washingon,. D.C. 20523 

PROJECT PAPER
 

Proposal and Recommendations
 
For the Review of the
 

Development Loan Commnittee
 

URUGUAY: Agri-Industry Development Loan
 

AID-DLC/P,2105
 

UNCLASSIFIED
 



DEPARTMENT OF STATE
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

WASHINGTON, D.C. 20523
 

UNCLASSIFIED
 

AID-DLC/P 2105
 

June 17, 1975)
 

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
 

UNCLASSIFIED
 



UNCLASSIFIED 
AID-DLC/P-2105
 

CONTENTS
 

Page 

- Table of Contents ...................
. 

PART I - SUMMARY AND RECOMM TIONS 

A. Borrower . ............. . .... v
.. .. .... ................. 


B. Amounts and Terms 
of Loan ..................... v
 

C. Sector Goals and Project Purpose 
 .............. 
 v 

D. Project Description ............... ...... 0. . vv
 

E. Financial Plan 
 ...* ............... 
 . vi
 

F. Other Sources et Financ iig .................... vii
 

G. Views of the Country Team ...................... viii
 

H. Statutory Criteria 
.......................... 
viii
 

I. Issues .......................................... 
viii
 

J. Recommendations ............................... 
x
 

K. Project Committee ........................ 


PART II - ECONOMIC SETTING
 

.. xiii
 

A. The Background .......................... 
 . . 1 
B. National Development Plans and Policies 1
....... 


C. Recent Economic Developments .................. 
 4
 

D. Agricultural Development 
 Policy and Programs .. 9 

PART III THE INDUSTRIAL SECTOR
 

A. Overview ..
 .2
........ 1....................... 


B. Industrial Development Policies and Plans 
..... 17
 

- i ­



Page 

.............. 20
C. 	Trade Cooperation and Development 


Financing for Industry Development ............. 22
D.' 


PART IV - THE PROJECT 

A. 	 Project Rationale and Justification ............ 35
 

B. 	Project Description ....................... 39
 

C. 	 Other International Donor and Bilateral 
....... 52
Assistance Activities Related to Project 


Place in Country Program .................... 56
D. 

E. 	Impact on U.S. Economy ......................... 57
 

F. 	Consistency with CIAP Reviews ................. 58
 

PART 	 V - PROJECT ANALYSIS 

A. 	Institutional Development .................... 59
 

B. 	Agri-Industrial Sub-sector Assessment and DeAnalysis ..... ........ o. ............ .... mand .... 
 67
 

C. 	Financial Evaluation .................... 80
 

D. 	 Environmental Impact .......... .. 	 .. ....... 88
 

E. Role of Women . ................. .. ......... 0 88
 

PART VI - LOAN ADMINISTRATION
 

A. 	Implementation Schedule ........................ 
91
 

............ 91
B. 	Evaluation Plan ............. 


93C. 	Disbursement and Procurement Procedures ......... 


D. 	AID Reporting and Monitoring Responsibilities .... 94
 

E. 	Conditions and Covenants ........................ 95
 



Page 

PART VII - LOAN ANNEXES 

A. 	Logical Framework ........................ 96
 

B. 	 Certificate of AID Representative.............. 100
 

C. 	Checklist of Statutory Criteria ............... 101
 

D. 	Draft Loan Authorization ...................... 120
 

E. 	GOU Loan Application ....................... 124
 

F. 	 Draft Annex A to Loan Agreement ............... 130
 

G. 	Illustrative list of Projects ................. 132
 
1. 	Agri-Business Opportunities .............. 132
 
2. 	Notes of Visitations and Meetings ........ 142
 

H. 	IBRD Memorandum, August 1974 ................ 173
 
1. 	Industry Sector , ................... 173
 
2. 	 Annex to Memorandum, "Development of
 

Major Industrial Branches" .............. 186
 

I. 	 Resume of Loan 528-L-022 ..................... 205
 

J. 	Agricultural Credit Analysis .................. 212
 

K. 	Appraisal Forms ......... .............. ... 220
 
1. 	Initial Questionnaire .................... 220
 
2. 	Project Assessment Form .................. 222
 

L. IBRD Macro-Economic Assessment .......... . 

PART VIII - APPFMNIXES - Limited Official Use * 

A. 	IMF Documents
 

B. 	IRR Cable and Response
 

*May be obtained from LA/DR uppn request.
 



- iv 	-

Page 

TABLES - I. 	 Uruguay: Summary of Balance of
 

5
Payments . ............ 
 .......... .. *0.. 

2. Structure of Industrial Production 
 ....... 13
 

3. Uruguay: 
 Industrial Production .......... 14
 

4. Imports of Capital Goods ................. 16
 

5. Uruguay: Growth in GNP .................. 22
 

6. Banking Credit to the Public Sector ...... 25
 

7. Banking Credit to the Private Sector 
..... 25
 

8. Total.Bank Deposits ........... ....... 26
 

9. Private Sector Deposits in Uruguayan Pesos 27
 

10. 	 Total Movement on the Uruguayan Exchange
 
28
(Bolsa) .................................. 


11. 	 Sources and Uses of Funds 	 in Industrial 
Enterprises ....*.......**..*........* 29
 

12. 
 Gross Domestic Investment ................ 30
 

13. 	 Placements by the Bank of the Republic ... 32
 



UNCLASSIFIED
 

AID-DLC/P-2105 

PART I - 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 private entrepreneurs
 
and cooperatives for the establishment or expansion of agri­
industries (food processing)- (2) to help establish an
 
effective deli%-ery system for these services- and (3) to
 
stimulate new production and marketing alternatives for small
 
and medium farmers through the establisunent of viable agri­
industrial enterprises.
 

D. Project Description
 

The proposed US$ 5 million A.I.D. L)an will assist the
 
Government of Uruguay to address a major constraint to economic
 
growth and development o,'er 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 (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
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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 guarantyarrangement to be administered by the Central Bank to protectcommercial banks against a portion of commercial financingrisks involved in sub-borrowing, as a means of reducing
existing excessive collateral requirements.
 

The project will include a heavy emphasis on the institutionaldevelopment of a special mechanism
development which will performbanking functions to evoluate projectproposals and channel medium-term credit through the commer­cial banks to the private sector.
 
The ultimate intended beneficiary of the project is the smalland medium farmer who is the principal producer of non­traditional export crops and who will be stimulated to new
production and marketing activities by the establishment,
expansion or modernization of agri-industrial enterprises.
The initial and intermediary beneficiaries will be the
private entrepreneurs and cooperatives who will invest in and
operate these agri-industrial enterprises.sectors The productiveof the economy as a whole will also benefit from thecreation of an intermediate financing mechanism for channeling
credit and technical assistance to viable development projects.
 

E. Financial Plan
 

Of the total Loan amount of US:, 5 million, the bulk of theLoan will he utilized for capital goods imports in support ofnew or existing export-oriented food processing industries,
which utilize inputs provided by Urugmuayinsfarmers, and related service 
small and medium

industries. In addition,Loan will provide up theto TJS$ 350,000 for technicalto sub-borrowers as3sistancefor eonductin - feasibilityspective sub-project.- and for 
studies for pro­

up new, cr %Tpnmdin- cxisting, 
assisting sub--borrowers in setting
Dnri-indistries,US-* 150,000 J01 1,ec;i cal and up toassi stance to the implementing agencyitself. Of' the cap*1;., goods imports component, up toUS$500,000 will be avoilable to finance dollarment cost procure­of 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
 
Loan, with a minimum contribution of the peso equivalent of
 
US$ 2.25 million, 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 
financing 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 Loan). A fee for the cost of a credit insurance policy
 
or credit guaranty arrangement will b9 in addition to the
 
determined interest rate.
 

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

(CY) 76 77 78 Total Percentage
 

1. 	 AID (million USf) .55 1.7 2.75 5.0 69% 

2. 	GOU pesos 31% 
(millions US:$ equivalent) .25 1.15 .85 2.25 

TOTAL 	 .8 2.85 3.6 7.25 100%
 

F. 	Other Sources of Financing
 

The EXIM Bank and the 1DB1 have indirated they arc 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

for export-oriented industries in Uruguay. 
The IBRD Loan will
 
utilize the same institutional mechanism (Unidad Asesora) i'or
 
the capital imports component of its loan (US$ i1.5 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. IBRD
 
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 entire 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 complement AID 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 date.
 

H. Statutory Criteria
 

All statutory criteria have been me . (See Annex C).
 

I. Issues
 

There are no major issues to he resolved prior to Loan
 
authorization. However., 
 on tw, matters, while GOIJ agreement
has been reached in principle, certain techni~cal and opera­
tional details must be (t1,ermined and a,reed to prior to 
disbursement. A summary of there matters is presented below: 
more detailed discussions of each is contained in the text. 

a. Sub-Loan iutere2 L Ruiec 

Given Uruguay's hifgh inflation in recent year.,'. f'ull provision
for maintenance of value of" the ari-industriol fund resources 
(both dollar and peso) i.; essential. The GOU is in complete
accord, and full readjustability of sub-loans was accepted as 
a premise for establishin, sub-loan terms. Pecause 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 recomnendation 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 is the

following. There is desire on the part of either AID or
no GOU to
 
unnecessarily subsidize target industry activities. 
The cost of capital

in international markets currently is approximately 9%. (The proposed
IBRD Industry Sector loan is expected to be offered at 8 1/2% to the GOU).
To this base, a margin for the participating commercial banks must
included, probably within the range of 

be 
1.5 to 2%, in nominal terms. Thetotal recommended rate objective thCref'ore iS approximately 10%. (If
the COU desires, an addStienal 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 subs.idy to ulh potential borrower to seek financing 
 for
his proj ect under thu :t , i oprient program.) Such a sub­loan rate objective coinpzr',,; iavoablv 
 w ith rates offered by the COU

for long-term, fully real jug Lablt, 
 i ar,"dnoininated bonds. 

During July an .BI .1 I i. i . i m.,ine in detail the above,

and possibly other I A i,; 
 a '! 1' ro,, i-ecimending sub-loan ratesand terms under the pi .e( ;.t P1) I id ;irI ',_'C:Ot, Loan. The conclusions
of that analysis w411:er;,, a' the bu> is for joint GOU/USAID negotiations
 
and agreement on 
 12 :c,; fuh--i;_nIfor f l is project. 

b. Credit i n Lr ngement.LsurantJ. 

GOU and Project Coi!1;i t c"a'lv~yI-if iIic commercial banking system
strongly indicated t lii th, prope- .d lv'cram would not be effective inassisting sign i f1icant uiber: of ' ci.! oprnneue'rs and/or cooperatives
unless a way could b, devi sed tU induce C Ctiiilcrc.fal banks to reduce
currently high to very high collateral re!lic-ements. One suggested

method to accomplish t.hi ; Involvet, establishment of a credit insurance 
fund by the Centrail 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
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not available to establish the advantages of either system or others
 
during project negotiations. The GOU, with Mission, AID/W, or other U.S.
 
or international agency assistance (OPIC appears to be a 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 program 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 condition,, and covenants:
 

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

Prior to the first disbursement or to the issuance of the first
 
letter of commitment docLment under the Loan for eligible
technical assistance to the Borrower, the Porrower shall, except 
as AID may otherwise agree in writing, Aurnish to AID, in form 
and substance satisfactorr to AID, the f'o.Lo.;in,: 

1. Evidence (i fhe eL1 b,ihrnt, h C.,entral Bank 
of a special fund for the purpose o-f, admini'ter.nrr the AID 
Loan and the Government of Uruguay rr]ct resource contri-Cuntc' 

to the Project.bution 

2. Evidence it ?,dta hrissthri Te Unidad Asesora 
of the Ministry of, Industry Eunerr-y '' v E,', thT7ethnicaland 'se; s 
review group and prinipl. ×eculinf, aent ,!,e ,I!ministra­
tion 	of this Project.
 

3. Evidence of Li e e1;t,ta,:l,,ler. ;K. r u'onsibilities 
of a Special Commission whose f§lintt.on, wi .1 iiir:Tide the approval
of sub-projects for I'inanrinf with te resources of' the Program. 

4. Copies of,:
 

(a) 	the apurove.I operaBilig plicies of the Unidad 
Asesora 

(b) 	the approved organizatinri end ste 'fing 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:
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(d) 	 a statement, settin;, forth the standards and 

procedures which rill be followed in approving
 
and monitoring sub-loans end in providing, or
 
facilitating the provision of, technical
 
assistance to sub-borrorers:
 

(e) 	a plan for strengthening the professional and 
technical capacity of the Unidad Asesora in 
regard 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 ari-industry advisor(s) to 
promote and assist a;1ri-industrial enterprises
 
in identifying and preparing sub-projects for
 
financing.
 

b. 	Conditions Precedent to Subsecient Disbursement of Loan 
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 Borrower itself, the Borrower
 
shall, except as AID may otherwise a,,ree in writing, furnish 
in form and substance satisfaruory to AT!D, ;,he following: 

1. Evidence tha-Ot the tax ,on b.-nking activities ("Impuesto 
Unico") will. not be applied to any transcfrtions financed under this 
Program. 

P. A Centr:! T-,(,' omil-,; dii nr the gidelines and 
regulations for utilizingr te re. ouropes; o" we Project. 

3. A propo:., inlrd , !nine-plascd implementation 
plan, for the estalhlisi~mini 4' r'i o fundW iurace , or 
guaranty arrangement, Lo Ihe ; rlmini.s, erc,! *-,h '. e Central Bank, to 
protect commercial brnks against a oorti-n 0o ' commercial 
financing risks involved in sul--horri-n . 

Ii. A statement o' tc, inter':,-;It rfoe policy to be 
utilized under the roje-i, in !le' erm.ir-..ii interest rate charges 
to sub-borrowers for approed sin-loas including criteria for 
cetermining periods or amortization anw] grac,. and the indexing 
system and the manner in whiicl. i will Ihe utilized for readjustment 
of the outstanding principal 9mouits ()f siul-loans 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
 
prodedures of the -Program.
 

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

3. Th- Borrower covenants that its contribution to 
this project will be equal to no less than 50% 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 of AID
 
once every six months, or more frequently as AID and the
 
Borrower may jointly agree in writing, for the purpose of 
determining the projected levels of local currency the
 
Borrower will make 
period. 

available to the Project in the subsequent 

14. The Borrower 
from this Loan will be all
agri-industrial projects. 

covenants 
ocated to 

that ,il 
finan'e 

ftutul reflows 
(7o:;t5 of' fut"re 

5. The Borrower covenants thot in impl(.menting this 
Loan, special priority and preference will he i n.: to those 
agri-industrial sub-projrects which mPiximiu he, l.fln,'fit to 
small and medium farmers involved in the pro, w' iii of' raw 
agricultural inputs, and to coolcrati.vv.;. 

6. The Borrower covenanLs th;'L all ,u1-t-()jcctH 
approved by the Spec ial Commis; Ion wh Icli woti I(ti Iize in the 
aggregate over $350,000 in A.I.D. fulnd; will 1,k ibittcd to 
A.I.D. for review and approval. 

http:coolcrati.vv
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PART II - 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 emigration.
 

The basic causes stem frum 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 urban
 
sector, the agricultural sector has, in the past, been subjected to tax,

pricing and exchange rate policies dt3igned 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, past 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 decision-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), translated 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
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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 investment 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 are 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 policy 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 prog'ams called for in these guidelines.
 

For example, during 1974 and 1975, there has been -cady 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 anpreciably to
 
reduce operating (and fiscal) deficits. A refo)rm of the banking system
 
is being carried out to help develop a functioning capital market, en­
hance its role as an 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 loans for productive investments will soon be initiated.
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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 initiated
 
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 liberalization 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 refirm 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 made 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 [BRD/UNDP) are underway for the

agricultural arid transportation sectors designed to formulate long term

investment programs. Important progress hts been 
made in planning and

implementation of the energy sector propro-m, ,;ith 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 pr'oject )n the Rio Negro for 
which financing arrangements are well advanced. 

Perhaps the most positive factor benefitting 'i)U development 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 anl modify the interest rate structure. Also, in
 
October 1974, Vegh 'requestedan IMF Standby Agreement and IBRD develop­
ment assistance. 
 The IMF and IBRD agreed to begin negotiations on the
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basis of GOU agreement to prepare a 
comprehensive macro-economic pro-


The pro­
gram encompassing both stabilization and 

development goals. 


gram, to be described below, was developed 
between December 1974 and
 

March 1975 and was finally accepted by 
the country's highest political
 

On May 12, the IMF Board of Executive 
Directors
 

and military authorities. 


approved the GOU request for a Standby 
Agreement (First Tranche).
 

Recent Economic Developments 
1
 

C. 


1. Trends through 1971
 

Recent economic developments in Uruguay 
have been dominated by large
 

In 1973 an increase in
 
swings in the international terms of trade. 


world prices for Uruguay's two major exports, 
beef and wool, led to a
 

in the balance of payments. The favorable terms of 
marked improvement 

Higher prices for petroleum at the
 trade were short-lived, however. 


beginning of 1974 completely wiped out 
the previous gain, and the sub­

termswool prices late last year left the 
sequent downturn in meat and 

the past several
at timeworse than any in 
of trade at the end of 1974 

years.
 

balance of payments
price developments, Uruguay's

Largely because of these 


on current account went from a surplus 
of SDR 31 million in 1973 to a
 

Abot. two-thirds of this
(Table 1).
deficit of SDR 88 million in 1974 
 of petroleum imports,
 
deterioration can be accounted for by higher 

costs 


1973 to SDR 126 million in 1974, with
 which rose from SDR 45 million in 

The remaining deterioration in
 

only a 2.5 percent growth in volume. 


the current account also appears to have 
been caused by price changes
 

(principally higher import prices for 
sugar, wheat, fertilizer, and
 

the volume of imports declined while the
 industrial raw materials), as 
These price and volume series
 

volume of exports rose slightly in 1971. 

must be only rough approxi­regarded astrade goodsfor international t Uruguay between 

mations, but they indicate that the loss of incorre 
in the terms of trade 

resulting from unfavorable movements
1973 and 19714 

about 8 percent of GDP. was equivalent to 

as 
overall balance of payments has followed the same path the 

Uruguay's 
of I/ 1973 to 

current account, switching from a surplus SDR mijlion in 
this 1hir,5e deficit, the 

a deficit of SDR 48 million in 19714. Despite 

gross foreign assets of the monetary authorities declined by only SDR
 
million uncder the
 

1974, after purchases of almost SDR I,'(
3 million in 

19(4, Uruguay's gross inter­
Fund's 1974 Oil Facility. At the end of 

about six months
SDR 206 million, equivalent to 
national reserves were 

Gold--valued at SDR 35 per oimce--comprised SDR 

124 million
 
of imports. 

of these reserves, but about one-fifth of 

the gold had been pledged
 

collateral for a medium­
temporarily to a foreign commercial bank as 


term loan. 

1/ This section excerpted from IMF 
Staff Report on Uruguay, SM/75/96,
 

April 25, 1975.
 



- 5 -


Table 1: Uruguay: Summary Balance of Payments
 
(In millions of SDRs)
 

Projected

1972 1973 
 1974 1975
 

Goods, services, and transfers 
 31.2 
 -88.2 -100.0

Trade 
 0.1 32.7 8 ­ 85.0Exports 
 (259.4)!/ (275.3) (318.5) (300.0)


Imports, c.i.f. 
 (197.1) (242.6) (403.9) (385.0)

Other 
 -18.0 -1.5 
 -2.8 - 15.0
 

Capital (including errors
 
and omissions) 
 -24.3 41.6 
 40.1 19.7
 

Allocation of SDRs 
 7.3 ......
 

Counterpart of reduction in
 
gold reserves 
 -37.1
 

Net foreign assets of monetary
 
authorities (increase -) 
 12.2 -72.8 
 48.1 80.3
 

Sources: 
Central Bank of Uruguay; and IMF staff estimates
 

I/ 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 1974. 
Ac­cording to the consumer index, prices rose by 107 percent compared with
78 percent in the previous year. 
 Nominal wage adjustments also were
larger, but real wages are estimated to have declined by about one per­cent following a two percent decline in 1975. 
 Continuing the policy of
frequent, small adjustments of the exchange rate, 
the peso in the com­mercial market was depreciated thirteen times for a cumulative deprecia­tion of 77 percent in terms of pesos per U.S. dollar. This was much
faster than the 28 percent depreciation in 1975, 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 1974 (as a per­centage of monetary liabilities outstanding at the beginning of the year)

compared with 48 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 priceg. 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 1974, 
which is about the same as the av.orage growth rate of the past decade.
 

2. Prospects and Policies
 

The world market for Uruguay's principal exports has continued to be un­favorable in the early months of 1975, and total export earnings are ex­pected to decline this year. In particular, average prices for beef ex­
ports, which were US$1,700 per ton in the first quarter of 19714 and US$1,300

per ton for the full year 1974, were below USIc,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 hal' of Uruguay's beef exports in the early 1970s,
has been closed to imports since June 19714 anl is n)t 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 leficit of ")DR 80 million,is presented in a separate staff report on Urugua,,'5 in;.en';ion to request
a purchase under the 19Th) Oil Facility, which wil e c-rci lated hortly.
 

3. C';OU Stabilizati n-levelopment Progrm 

Against this background of' a large balance o: oayiments leficit and con­tinued unfavorable pro° spects F:)r exports, Urujnuay hs adopke~i a financial 
program for the period April 1,1975)-March i,6 connection within a
 
request for an IMF Stanclh:; arrangement in the first 
 're,it tranche. In essence, Uruguay's proram i.-designel to re 
 %hti u too ',h.,et deficit
about 14 percent of expendi ture, and to limit, iflati )n to 30 percent
and the balance of payments leficit to US7 million in the 12 months
from April 1975 throut h March 1976. (This d'n'yenteficit in the program
' 
year is considerably smai l#r than that, projecte'd f r c',lend-r 1975, main­
ly because beef e:.ports are expected! to be:Jn r-ecoverinr In the early
months of 1976.) 

This 12-month plan was initiated at the beginning r<f April with a seriesof adjustments in wages, prices, and the exchanre rate designed to create
 
an appropriate point of departure for a pause in the wage-orice-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 next 12
 
months will result mainly from a substantial increase in taxation on
 
petroleum products, other smaller tax 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 1974. Some of these measures were announced early this
 
yea- and the remainder in April. Reduction of the buiget deficit was
 
an important precondition for the successful implementation of the
 
credit program, which is designed to be compatible with the balance of
 
payments target and the sharp reduction in the rnte of inflation.
 

In addition to the quantitative targets, Uruguny'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 virtual cuota system for imports 
which have existed in recent years were major roadblocks to vigorous 
economic growth, and they attach high priority to the early removal of 
these restrictions. consequently they hav announced the elimination, 
effective June 1, 1975 of the system of deposit-Cree quotas for imports, 
and effective July 1, 1975 of the minimum .1(O-iy financing requirement 
for private sector imports. The dual exchnge nirkeb, is being retained 
for the time being, but the spread between th. cornercial and financial 
rates has been reduced from about 40 percent Wst, October Q only about 
10 percent in mid-April. This n-rrowing ut' the ,ipread wa; achieved 
mainly by a rapid 'leareciation of the peso in ti,. coimnercial mrket, 
which in the post six months has tot:,lied 07 n,,or-tcnt in terms of pesos 
per US dollar, while domestic in tion in: tbi:i :..i is , timated to 
have been 45-50 percent. 

For further deta ils aNI lincussion ofr Uruguay'r' eonomic situation and 
stabilizatin-reve opmenh program, Eee IMF P',er, incluled in Appendix 
A. 

The GOU stabill tion-dev:]opment progrnn D ,r0 !Wy the mos;t ambitious 
and comprehensivo Ec1r02 of economi ,' i'2',T ,,imy his anilertaken in 
recent years. Kniikr r",-viour TMF 2 -nU.ys ;i . f cu:;w', nrimnrily on 
austerity measure; r- inn Nta .'- plr -;r to linkl) We, (n, :-,. on .ek: 
austerity with n verno ,momnt:ry :levelonm,,nk ' t i sistel by IBRD and 
private bank lans, which will stimul 0 rWL, c -torn anO main-Le help 
tain reasonnb]e lew, 1 q "F emoloyment ,n enc, . 'n&ivity. 

Most important however, i t represonts nn " if,, rru itno- usly to stabilize 
and restructure th, rcmormy away fram it,: i ; iw,; c 1-.,oking focus on im­
port-substituti n in tk:;trializatinn towal on :D.rv orintation for both 
agricultural an!I n'gri-industrial pr,'luctr a] Fricntural. diversification 
through expnnling non-traltionl exuort. 

Equally significant to the economic policy reforms are the institutional 
reforms announced. The bOnk of the Republic (BoR) has been virtually 
stripped of its post pervasive control over foreign commerce ani 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 of a Standby, the IBWI) 
 is actively
moving ahead to provide substantial development assistance in the indus­trial, agricultural, energy, and transportation secucrs. It is well ad­vanced toward making US$55a million industrial se tn loan and a US$15 mil­lion livestock development loan in 1975. In addition, it is rlanning amajor lending program in the energy sector in 1976 including partialfinancing for the Palmar Dam and 
a naticnal power distribution network.
it is also carrying out sectoral analyses in agricolture an! transporta­tion which could lead to substantial new Bank lerding in these sectors by
1977. 

Implementation of the GOU's stabilization-developmernt prgrm will naturallyinvolve some short term strains including some declina in rcal incomes asUruguayans take the long-awaited "cure" towari the re:torali., of thecountry's economic health. However, given the ariticrl .cnomie problemsafflicting the country, and the firm political-mi itary mpaort iqiven sofar to Minister Vegh's program, Uruguay appears to becious in : most auspi­position in years to make rerl progress in attinin- is .als of
self-sustaining growth.
 

An iMF Standby shoul;. also li kely brigger ad litio?.al ,rcit,,from inter­national banking irstiituti ns to assist the Go' r dealin - ,h itsbalance of payments probl em:;
of private banks for 

in 1975. GO; agrneme d, th a :;yalicate

a NSII ! mi ion loan, gu,''": . ;tb. .:gI , is in


final stages of negtloti on.
 

Thus, the IMF StandiVy, whi,.'h Mi:i;ter Vegh ,i. w,: . W,:K n 'ut forinternal econonic dc isci)]pli n , 1 a ,) l.eadt V,, :. .i ' . 1 litionalinternational assistanc' gerura ! ,t. to help a"q, , a' l"p with hershort term ba]lance t" pa :,On nr" temns an f , " ' Lou neces­sary external reso~rrr f.- y couuntry's ij,r. r% "vlv Imernt effort. 

An important new Fact-" ; e ; .ken into n''not i v', a miccooperation algreernt : e 'w, Krncviiy ai'l 'e, i , a. raementprovides capital qood Uiw ,r iai,. s an Lr ,. ' c, nj,,n's whjoh will
permit a range of' u : . , L l"uf,I ,a en-out duties. Tui ivreeme , . !,in, '' rke with­i co Fruvien a i;.A 5 mill. a 'n, lit to theGOU Central Bank norI i i ov:oi ng ri vit: se '.,or ca ., " : import.s.A similar agreement I bei neg,,, ti ,.ed with Hra:,, •r be signedin 1975. ( onversati ,ns h-We been held with Bo] *. ,'a'd ,.ruayanauthorities for compl'mentary economic cooperatio"n aLrel,0P Is. Thus,for the first time in many years, Uruguay will hv,, ;',:,. 'a the mar­kets of' her large neighbors and expanded trade refiLLa. Q.W,14Boliviaand Paraguay. This is especially signi ficant for tihe r,' nsed AID loanin agriculture since Dlrazi] in 19'7i became Ulruguay,; .sinns important 

http:litio?.al
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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 Uruguay
can effectively implement its export development strategy, the medium
and long term development prospects would appear to be favorable.
 

D. Agricultural Development Policy and Programs
 

1. Sectoral Plans
 

The National Agricultural Development Plan sets forth the goals and pro­duction targets for 1973-77 and contains an extensive diagnosis of the
factors contributing to the stagnation of the agricultural sector over
the past two decades. 
 It also sets forth a sectoral strategy, an invest­ment plan and indicates policy, programs and institutional reforms neces­sary 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 pro­ducts so as 
to expand foreign exchange earnings and import capacity for
economic growth; 
(b) to expand rural employment opportunities and integra­tion of agriculture with other key sectors by pro(moting diversificationinto lines of projection which take advantage of external markets andl'abor areintensive while permitting adequate ngri-industrial development;(c) to distribute income more equitably within 
and 

the agricultural sector
through pricing, tvuxation, credit and exchnne_, r,'tx policies which will

accelera.te this process. 

Over the pa t,two years, the r1O1 has male si'rlint pr gress in improv­ing the economic policy framework iffectini, i griculture, whichturn, begun to incentivize producers inve,1. 
has, in 

to in their .:ind, applymodern technology id improve farm manageimuet prictices.
economic policy 'rrmnewurk is ai necessary, 
An improved
 

n A. he only, element inattaining Plann Oject iv es 
hot 

aince it cinnot U,'.: 1 iincreaS; proluctivity

or efticiency ot 1!rlgufly';n agriculture.
 

Other cons tr"ai at. so: b overcome tu ia',:suo: imr)rove4 
Iand use, adeaunte
credit, the a ppl ii tio ()"mo lern technolncgy, tfirly ovailability of in­puts, ani the lev-rmam(.nt of profitable mo:rke ting :aternatives . TheIatter three constrant; have been dliignoseA ,.s the mo,;t critical to tilesma.ler fa rmers aiaI such ha.ve been t he: ofma,!(, focus this, the IATA,
and CALFORI J loan rur. jfec t,s 

17 For further details on recent production trends in agriculture, seeIMF document SM/75/97, Uruguay 
-
Recent Economic Developments, datedMay 1, 1975, pgs. 1-7 included in Appendix A. 

http:lev-rmam(.nt
http:accelera.te
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2. Agriculture in the Uruguayan Economy
 

Uruguay, with its 65,000 square miles, is about the size of Iowa and,
like Iowa, well over 95 percent of the land area
cultural. is classified as agri-
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 economy.
 

For well documented reasons, the land use pattern in Uruguay is
extensive rather than intensive use 
one of


of the available soil and water re­sources. 
 Over 90 percent of the. total agricultural l-and 
area is used
for livestock production. 
 Much of the totail agricuiltural land area is
used for livestock production. 
Much of the crop land is 
now used for
wheat, other cereal grains and vegetable oil crops. 
 Present production
of other crops, 
fruits an] vegetables is
portance. still of relatively minor im-
The GOU strategy recognizes that the potential for expanding
agricultural production using tr ditional extensive 
technology is ex­tremely 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 non­traditional exports.
 

Uruguayan agriculture his been stagnant for the past twenty years. Infive of the past ten years, there have been productio)n decreases.
problem has been studied rxhqustively but 
This


!ittlc efFective remedial action
was taken until the present ..dmini.,rtrati,)n initift,elmeasures, a series of correctiveincluding priclng, t A, exchange r'ite, fndhave cre it reforms. Thesecaused a healthy shift in attitdudes of f',.rmers :mlf anchers. 
Short term production credit aippeFr.- adequate 'id re;p,nsiveHowever, with to lemand.the excepti,n of' the projects sup 'porteti bythere is practically no intermeliate 

'bbn and IDB,
an ) long-term credit.of the This isprivate banking ry.-tem a true1 with O:-.1, as the }' Thoto introduce readje;,- )ble !oas 

GOU is trying
'ad imor've :r(jl abini'ftrationcrease capital flow to in­for ,n--'rm nve.tment; .:n orierductivity and :, r ease pro­exports. An on-tlysi., of the rirceto ,-­':'elit situation inUruguay is containeI i n Anne J..
 

On the important uerf, (n ".marketing policy,in 2(0[A '!, advancedorgnnizing sever; neoaI 
the ,ll

commissions ':1orimarketing f'or key avr, 
to , 1 ispects ofotura; commodities. Bot'l 
 the PuhLLc and privatesector rea)resf nte t iv s h e, inemberhit) on thero ('(rarni "''I 

The need for land reform i; -i l-es. serious: cane trnint inother Ltin American onaintries. Relatively speaking, 
Uruguay than in 

cultural there are good agr!t­land res airces t-o satisfy a smnll, diminishing rural population.Much land in large propertieo 
 is not being used prodluctively and 
a large
part of the farming ppul tian suffers from having inalequate land re­sources, 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 a 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 properbies that exceed 5,000 hectares are to
be expropriated, as well as parts of holdings between 2,500 and 5,000

hectares that are not. being used productively. Lands so acquired
will be distributed 
so that farmers will be able to acquire economic­
size units. 
 In this way, it is planned to redistribute over one
 
million hectares.
 

In respect to the agricultural crop sector, a series of positive measures
have resulted in an expansion of 1974 production (5 percent over 1973).
Favorable price policies, correcting previous distortions, have spurred
agricultural crop output. Non-traditional exports, primarily agricultural
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 howthe Uruguayan farmer responds to price incentives has been demonstrated in
the case of wheat production. 
With a price to the producer close to theworld market price, wheat production in the 1974-75 harvest rose to approx­imately 526,000 tons, leaving about 100,000 tons available for reserves
and export. This compares 380,000 aheatto a tun harvest in 1973-74,
which fell some '0,000 tons short of requir,:ment,. Unfortunately, due
to world market conditions, the livestock sector wu: seriously 
depressed
in 1974, accounting for a growth rate of'run one percent. 

During 19711, export taxes on wool have been virlK, lly eliminated anithose on beef substanti:1ly reduced. Whil, 1-.r. wis some revenue lossin 1974 which contributed to the fiscal defi it; th,! r;ou is compensating
for the loss by increasing the land productivi ty ta! (IMPiOME). Col­lections from EMPkOME ive risen from 5.;i on pvsus in 1-972 to 26.8billion in 197)4 (ri reo 4 terms an incre-t,- ) 'rcoent), thus shiftingthe major ta,x burden 'rS t I-)n o ': -Iii in n :,n wy from otherf.,rme:s 1 h

production P) ctor.- ( i 1put ; ).
 This shou 11 i.iioentive to more

productive ure nf gricultural iand.
 

3. Outlook 

Perhaps a signific4nt long term factor favori o. lUruguay s prospects isthe role it can pl,,y in helping to a]levinte ,orl.1d food problems. Uru­guay has an extraor']inary resource base 'M e-iaoat',tive ndvnntngps infood production. intun;l
stimulate the producer, and with the )pplic-ti-n off rpropriate new
technology, Uruguay one day hope 

;i ven the right set of n policies which 

can to become -i c-ntributor of foodexports to a hungry world. Wiile Uruguay nevermay loom large in theworld food market, her expanding contributions of food supplies can beinstrumental in c vering shortages in Latin America and in so doing,relieve somewbat the burden on the U.S. of covering such shortages.
 



PART III - THE INDUSTRIAL SECTOR 

A. Overview
 

Urugusyan 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 whirh are small and 
family-owned. About two-thirds of the enterprises mplo 10 and 50 
people, and only 12% employ more than 100 people. About three-fourths 
of the enterprises are located in the area of'Montevideo. E']xports,
principally wool tops, finished and semi- finished leLther, cement and 
ceramic items, account for only about 5% of industrial output. As 
Table 2 indicates, over 50% of industrial production ,,terms of 
value added is in food processing, bevertges and tobao(,co, textiles,

and shoes and clothing. Intermediate products account f'or only 2710
 
and capital goods less than lh% of production. Annex , [11,hiht 
provides a more detailed description of the major industriail branches,
including their structure, policies which nlave <2,etd their develop­
ment in the past, and long term prospects. 

Between 1957 and 1973, the level of industria] olitptJI TI 1ugua 
increased at an averagre annual rate of less than q. ,,. T,are wa:. 
a moderate recovery in 1974, when total indu.,trial prodictrion rose by 5.6%,
due principally to increased ;ictivity in meat packinr, IruLi;' major
industry. The stagnation in the country's iridustrirtl -,,tor reflects 
the fact that, while industrialization throujgh import -,uh:.titution reached 
its limits years ago, economic policy has not 1wn r.orientcri away from 
that objective.
 

K Summarized trom IBRD, Economic Memorandum on Uruguay, August 1974, 
pp. 38-50, and IIF - Uruuuay: Recent Econom*c Developments, 
April 1975, pp. 7 ­

-12­
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TABLE 2
 

STRUCTURE OF 

(in percent 

1. Traditional Industries 


Food 


Beverages 

Tobacco 
Textiles 
Shoes and clothing 
Wood and products 
Furniture 

Leather 


SInteimedi at, Indus: suric:: 

Pap,-r 

Rubber 
ChemJ ("f l :l 

letrolumrNori-mt'v .. i" ml xctrfl:8 

Capital ;, , 

Nou- 1.rl t4l-vehlinery 

-::l ,,,!u'I crtv ' (1011.t t-,l 

.Otho r:; 

INDUSTRIAL PilODUCTIA11 

of total value nddt-d) 

1955 

__ 

PL6C 

'L 

', 

1. 
2.) 

15.7 

4.. 
) ., 

I.) 

. 

1.' 

.. 

11 

• 

0. 

O. .,, 

.. 
, 

.
'. . 

, .t 

-. {: 

7,. 

, 

flourc~: orrice or miumirK4A4 pvi4ej 
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TABLE 3 

URUGUAY: INDUSTRIAL PRODUCTION
 

(In perccntage change at constant prices)
 

General index 

Fool .)roces;,ng 
Borverages and tob:icco 

Text.lt; 

CUothing, sioes 

Chemical, 


t'o'troleum and coal 
products 

Ccnmtruc ion materials 
Elecrtrical 
,^d olhcr 

19"[2 , / 
Weiht702 1971 192 197L 1974 

(100.0) 4._, -i.? -o.4 -0.7 3.6 

(.]5.7) 4.6 -11. -o.8 1.5 7.4 
(19.2)
(14.o) 

13.5 
-6.o 

4 .5 
-8.1 

-5.4 
1.) 

5.8 
-9.2 

0.: 
1.8 

(5.4) -11.4 -5.6 -11.5 -7.4 2.2 
(8.7) 8.9 9.9 -7.4 11.0 4.5 

(6.)) -- 1....2 -4.6 4.7 
(6.8) 
(3.1) 

,7.4
-5.9 

3.8 
7.9 

C;.4
-9.5 

9.2 
-9.6 

7.6 
-2.7 

(10.8) 16.5 -0. 1.9 1.6 2.7 

*ourcc: Central Bank of UrugIy 

Includec mines and 2,-arrjs. 
-1 Pcrcentage contributon 'o gi-os.- industrial 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 manufactured goods have increased considerably. While

the export rebate 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 11% compared with 1973,
despite the difficulties 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 electrical products continued at a low level
of activity. There was an expansion of non-traditional exports of over 60%
in 1974, mostly raw and processed agricultural based products.
 

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 from 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 small­size 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
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most of 1974 was manifested in low levels of investment, helping to
 
accentuate the degree of obsolescence in machinery and equipment.
The following table on import of capital goods since 1970 illustrates
the low levels of investment.
 

TBIL 4: 1IMPORTS OF CAPITAL GOODS
(In millions of ;JS$) 

Years 
 Total 
 Industrial Machinery
 
and Equipment 


% of Tptal

Imports
1970 23.8 
 1
 

1971 
 21.9
1972 13.711.2 4.8
1973 71.18. 3 8.3
1974 7.3n/d 2.7n/d 


n/d 1.2
n/d 
Source: 
 O.P.p. 
- Foreign Commerce
 

The main constraint 
on industrial expansion is 
on the supply side, set
 
by a past history of tax and price policies which have hindered retionali­completely dependent upon their own resources to finance local costs for
 
modernization and/or expansion, while Central Bank regulations have required
 

zation and investment in modern equipment. Enterprises have been almost
 

that virtually all imported capital equipment must be financed through

suppliers' credits. While the present administration is attempting to
 
change these policies, 
a major constraint to industrial development remains
 
the obsolete and depreciated condition of the industrial plant, due to an
 
almost complete lack of investment for over a decade.
 
Despite the promising economic and institutional reforms initiated by the
 
GOU, during the next 12 to 18 months the industrial sector's activity ij
 
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.
noted above, the principal impediments to industrial expansion 

As was
 
in the past
 

two decades were inappropriate economic policies, inflation, the balanci
 
of payments constraint, inadequate financing for expansion and lack of an
 
effective mechanism to mobilize internal and external financing for medium
 
and long term investments and to channel these productive investments. The
 
problems of financing industrial development 
are further analyzed in the
following section.
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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 accornpanied by a realistic exchange policy, an industrial development
 
law and the creation of a development bank which 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 1974, provides two major incentives
 
to attract capital investments. These are: credit assistance and tax relief.
 

Included under the former are credits of 20 years for land acquisition,
 
plant construction and improvements, 8 years for acquisition of machinery
 
and spare parts, 5 years to finance the rollover of accumulated debt, 2
 
years to cover the cost of' assemably, installation and initial operating 
expenses of new machinery, one year for the purchase of domestic raw materials,
 
anforeign currency loans and guarantees for the importation of capital goods
 
and raw materials.
 

Tax benefits provide for exemptions and rebates on taxes for services
 
performed by state agencies, exemption of up to 60%p 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, a company must submit
 
a well-documented application to the 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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4. Law on Readjustable Instruments
 

Private companies whose stock is quoted in the local Stock Exchange were
authorized to emit 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;
(b) 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 i*sui[ng 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 bolderthe obligation is an 
individual or a corporation. To date, we know of no 
of 

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 of medium or long-term "development loans" with readjustable
or indexed repayment terms. The proposed law would allow local currency credits
of greater than two years, to be made available to the manufacturing 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 othercommercial 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, te new Minister of
Economy and Finance, Alejandro Vegh Villegas, repealed personal 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 personal 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 difficult to collect due to 
inefficiencies of the tax The elimination of minorlocal system. consumer
 
taxes was an effort to reduce consumer prjes on these items, to slow down
 
the increase in the cost of liv-ng. The reduction in export taxes was
 
designed to stimulate traditional exports in a period of falling world 
prices. 

C. Trade Cooperation and Development 

1. Uruguay, through the Latin American Free Tra ie Association
 
(LAFTA), participates in complementation agreements with member countries
 
in a numuer of manufacturing sectors. The most important of these in recent
 
years has been the automobile sector, which requires Uruguay to export 
component parts, tires and tubes to Argentina and Brazil in f:volume equal
 
to the value of imports of automotive kits from those countr,:s. The value
 
of Uruguay's exports of automotive parts increased by o.'er 500c, between 1972 and
 
1973 (US$500,000 to Us$ 2.3 million). Final figures are not yet available for 
1974 exports but it is estimated that these increasefi by over 100% to about 
US$ 4.5 million. 

2. Argentine and Brazilian Treaties of Fconomic Coopuration and Trade 

On March 51, the Argentine Government issued a der,ek_ wh'ch eliminateri tariffs 
on 504 Uruguayan-made products whose entry had bf.ei the subject of quotas 
negotiated under terms of the August ,0, 1974 Treaty of Economic Cooperation 
and Trade. The duty-free ouotas theoretically repr.!sente , o:' 1,73 
Argentine production of' the approved products. The ')04 prodiuct-: wt:re selected 
from over 10,000 submitted by Uruay; however, a Jecree tgranLing duty-free 
entry to an additional 600 products is reported to be in prDprati on. 

This trade treaty represents the ?dr step in thf, Urugua:: policy (as
outlined in the 1973-77 developmen-t, plan) ot gaining accts to markets 
in neighboring countr.ies. By these means, it is hope I ,) in'rease the 
efficiency of the Uruguayan manu'acturing sector, wnich has ueen hampered
for many years due to insuificient domestic or export mrkut-s, the lack of 
export orientation on the part of some firi s, inadequato supply! of' riw 
materials, lue to import con;traints., and an inabilit:' to <'ompe.te in world 
markets due to anticqu.iat,! plsnt,: and outds tei marke:t ng practices. 

cases, .ut:y-:r.: quotas ,xceed the 
avail-able production capacity. liwever, 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 problems for them. 

In many the e-port greatly presently 
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-n a complementary agreement, also signed in August 1974, the Argentine
Central Bank opened a US$ 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 1 annual interest onthe balance.
under this loan have recently begun. 

Imports
 

A similar pair of agreements, granting access to the Brazilian market
and providing a line of credit t'or the purchase of Brazilian capital
goods, have been completed and will be officially signed on June 12, 1975.
The trade agreement is basically the 
same as 
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
grace period at 7 '% interest.
 
Other minor agreements have also been negotiated with Paragua, and Bolivia,
in 
a GOU effort to establish bilateral trade agreements as
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.
 

an alternative
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The formal market financial system is largely state-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,f (1973) of the bank credits which the
 
private sector received, and channelled almost all the bank credit (81%)

directed to the Government in the same period. Of the issues traded on
 

"the stock exchange in 197 , 801 corresponded to issues of the government 
sector or its institutions.
 

Within Uruguay, there j s 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 see below).
 

b. Commercial Banks
 

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 cannot, operate with
 
foreign money. The fumctions of the commercial banking sector are those
 
of the typical role of short term financial intermeliation. The number
 
of commercial banks declined substantially in the recent years. In 1961
 
there were 61 commercial bank,; also in 1961, ' L "caJiu popula-es" were 
doing business.
 

c. Other JInstitutions 

In addition to the above, the Banco iHipotecario del Uruguay (:Mortgage Bank),

the Caja Nacional de Ahorro Postal (Postal Savings Bank), 
the Banco de
 
Seguros del Estadc (Insurance Bank) and the Banco de Prevision Social,
 
operated in their respective lon-industry support areas. idso, under the
 
category of "other finanicial intermediaries;" are businesses which provide

short term consumer credit. 

5). Activities 

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 aad 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 8o9 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 tie 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 Private Sector 
(Millions of 1961 pesos) 

Banks Local 
Currency 

Banks Foreign 
Currency 

Mortgage 
Bank Total Index 

1940 
1950 
1955 
1960 
1970 

2,561 
4,557 
5,119 
4,673 
1,887 

-
265 
559 
706 
729 

1,528 
;,024 
2,455 
1,499 

125 

5,889 
6,646 
8,151 
6,878 
2,741 

100 
171 
209 
177 
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 aAgmented the flow of internal 
banking resources and were a stabilizing element in an otherwise contracting 
situation. Also at this time the mortgage 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 mechanisns which during 1950 to 1960 were directed almost
 

exclusively to this sector. The utilization of uhis 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 continued 
until 1958, the year marking the end 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 procss 
which accelerated considerably and which brought as a consequence a general 
decline in bank deposits; the reciscount policy of the 6overnment which
 

channelled monetary dxpansion towards public sector activities inftead of
 

the private; and lastly,banking charges increased substantially a:; banks
 

sought to cope with inflation and declining deposits; increa~ing the
 
restrictive effect of the decline in deposits.
 

As shown in the following table, bank deposit., precticitay .oubled between 
1941 and 1950, remained relatively constant between 1(60 n! ,1)960 and then 
declined significantly. 

Table ' 

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

Public Private
 
Sector Sector Total Index
 

1941 128 2,1418 2,576 100 
1950 470 4,42'( 4,897 1.90 
1960 891 4,056 4,947 192 
1970 802 1,909 2,711 i1 
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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,o68 87
 
1955 505 86 591 48
 
1960 331 69 400 33
 
1966 303 87 590 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 expectations
 

of future profits, all due to elements such as inflation, th(
 

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
 

issues traded over the period were fixed payment securities,
 

with interest rates of 5-6%, which represented substantial
 
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 commercial 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 minimal 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 1968-69 1969-70 

1. Current Assets 80 75
88 76
 
2. Non-Current Assets 20 12 25 24
 

Sources
 

3. External (to the firm),
 
short-term 41 47
58 51
 

4. External, long-term
 
(mainly taxes-"fiscales") 21 8 14 17
 

5. Internal (Retained
 
Earnings Depreciation) 26 25 31 20
 

6. Externa, 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 75-8"%), most of which represents
 
investment in inventories and raw materials,
 

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

- the very low proportion of internally generated funds 
as a
 
source of financing, no more than 20%0 in 1970 (compared with 
hP4%in 1960), 

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

In sum, the data present a picture of the low or non-availability
 
of funds at medium to long-term for industry which corresponds
 
to the reduced rate or savings and investment available within
 
the country in the last twenty years, produced largely by the
 
inflationary process which tended to detour investment funds
 
towards short-term activities with higher returns and more
 
manageable lesser risks or into flight capital.
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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 of total 
and Investment Investment used for 

Replacement 

1955 14% 
1960 17% 21% 
1965 1o% 31% 
1970 9% 

a. 	Primary Sources of Credit for Industry - Financial
 
Market
 

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

The BOR attempts to meet the credit recuirements of the industry
 
sector through three services: 'Industrial Credit", the Division
 
of Development Promotion and the Department of Foreign Negotiation.
 

Industrial Credit attends the working capital requirements of
 
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 international financial organizations as well-as its own
 
to such beneficial projects. Its specific objectives are to
 
promote industries whichhave important import substitution aspects
 
and those which increase exports. The credits available 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 801o of the total amount
 
of the project may be eligible. Interest rate charged is
 
11.75% payable in the currency of the loan.
 

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 B3R itself, 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-40 program, and
 
subsequently augmented with the fOR'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 Technoloryj and Productivity Center, 
makes a technical analysis of the proposal, and may also make 
specific technical recommendations which are to he included in 
the credit agreement concernini organizaAion or administrative 
matters of the business applying for t!,,e 'rrdit. This program 
represents the sole mechanism in the enti re industrial credit 
sector which comprises aspects of a superv-ised credit approach,' 
although, in practice, The system does not. work always as 
intended for lack of technical personnel for :'ollow-ip. 

The table presented below indicates the perfen.are of total 
credits made available by the divisions o:" the .hOR for 
industry and external trade of its total availabilities. 
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Within the private banking sector, all assistan6e 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
 

Within the Uruguayan financial structure, there is a near complete pre­dominance of activity in the money markets (short term financing) over
the capital markets (medium/long term financing). Businesses experiencefrustration 
or at best great difficulty in reaching sources of medium
and long term creditE. 
 The Division of Promotion and Development in
the BOR has been unable to meet the financing needs of industry, and
alternate sources 
of required financing do not exist.
industry investmient As a result,in fixed assets for expansion or development of newactivities is very7 low. Self-financing through internally generatedfunds by enterpri';es assumes very low proportions duethe to reasons suchnarrow and small national markets which 
as 

tend to restrict in size* -ead of enlarging problems relating to liquidity, government price,crulations, etc. 
 The overall financial needs of the industrial sector
are poorlj aLtndei. There are few, and in some cases inoperative,of eredlit on ::,e,,i~iwm andi !ong lines 
terms for investment in the sector. 

Furthermore, r'cdit_:; to this s:ector are administered with a comercialbanking approach ,,ith little or no effective application of appraisail
banking or supervi.sed -rodit t- chniques;. It is fittingregard tiaL Tho e:porting sector has 
to note in this 

tion the 
received better service and atten­than ros;* )>'" toe indus-.try, but still at a levelcomparison very Iv inwit.h other C-ountries1. Other sources of mediumfinane:irit an:, lonw- term .
 o riet? i,,ic exi.-t. (A !if-nificant recentthe Arurenfti, ;,, r I, 

exr pt.lon is n Line of Credits for Capitaldescr ),- . Gool: i;npo:-ts!I c-t , i (.n). 'De !Jrugua,,anprese', ernt-(. capital imarket underan :'*iial conditions of the countryexcl,,; iv(. 1,'.,: serves almosta mrrkeL for the placement of readjustable gov-rvr.entissuey. , which al.;x o0 'er .rjx ,!isoount. 



".40 

s i4hs fr a.ea oao.isgcs an o, i 

' o - ad t 
decie~srnl suggests 

anA 
that one means 

ae-pan e nea 
cof s 'lying sonie ofithese 

. 

£ 1 itherobUlems would be throughthes thetablishment of aninstittion such: 

,h.e.44.o',.sP".44'4.a ..4l4 s th.4'. ".,.,:,: 

development bank.. Uruguaydoes not have adevelopment,'ebank although 
hsuchinstitutions have been recognized as needed anddesirable frequent­ ....:,, ; 

44 

lyAn thepast. Numerous past attempts to create such bbvk hkba 
unsuccessful forvaris reasons. , However,it is,pi cisely those 

nbeen,44 
sunc­

tions which are performed.by a developmentbank,which'arecurrently n 

- n~dst'~tby Uruguayan .industry:-- financial itermediatisn srA1 en. :! 

long term especiall); developmentof nagera capacitie .... 

promotion of 'capital market development activities through equity, 
investments and tradin .ofsshares..ecl' 4 

: bsh ,Whilth lea;n oreidt~ 'tse~~ncssi:ii blshdnd 

The USAID policy as set forth in the ASP asrwell vasthe policies ofe4 

other internationUl assistance agencies is to actively encourage the, 
GOU to authorize the creation and efficient and effective functioning. 

: 

of private development banks. There currently exists broad sympa hy - -

technicaal, ain i ceanc oorinaeetin;bitrasers of techoloies andi!~ :!-:: 
in the GOU and the private sector for the establishment of a privaite 

development bank. The essential item required to achieve this isa~ 
law which will allow private development banks to receive and make 
medium and long term adjustable loans. .In line with' current GOUJ 
liberalization policies toward private sector activities and complement- .. 

ing measures indicated above, it is clear that influential OOU elements 
are now moving forward towards the creation of private development 

4 

banks. While the legal and organization measures 
such banks may take some time (e.g. 1 to 2 years) 

necessary to establish 
a number of specific 

. 

measures that the GOU. will take in administering this and the IBED 
Industry Sector loan represent major advances towards this goal.' Since 
a development bank essentially contains invectment promotion, project 
appraisal, and financial management capabilities, it is clear that the 
policies and mechanisms reflected in this loan in effect would 
constitute transitional, if informal development banking mechanism. 
Also critical to the successful entablishment of a private development 
bank will be the GOU's success in its current efforts to stabilize and 

r 
4.4'. 

move the economy forward, Actions taken and to be taken by the GOU. 
are expected to produce renewed confidence in the authorities and a 

r 

revitalized interest in private sector investment. If they are success­
ful as anticipated, the pressures for an environment conducive to 
creating a development bank wi~ll be increased.4 

' '4'46,~4,4 
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A. no1 tionatle a Devtificationi e'Akey goal of the Nato 1 dbt 'ad iona 
an dncn trdtonal exports in order o~inci'ease forei xcange,,~ingsaand ot y. Ti eiprcapacit< atandspia ly hildi
 
siffiction of-gricult-ur 7production along f e
 
and tbroifgh agri-industrial inratioin, all of which ill expand employme n~iicoie, and gene-ral levels of economic activity. 

To create the appropriate economic climate conducivetoi.aa this
 
goal,'the COU has launched a'comprehensive. stabilizationdeveloprent pro­
gram in agreement with the IMF and ThRn, involving a ariety of oicy,program and institutional reforms previously described.~ The ProjectCorn­mittee is satisfied that the measures already tae ndt6 
the near future will. provide a suitable economic environment appropriate
 
to provide incentives for stimulating new investmentsit~ di in the agricultural

and 

si ai se plneindustrial sectors. for 

Under such circumstances, the GOU is undertaking a vigorous effort to re­
vitalize and diversify agricultural production and to restructure its
 
existing industrial plant toward an export orientation. It oastaken a,
number of economic reform measures (e.g., a realistic exchange.-rate~'policy,

liberalization of the import regime), which will, in time, reduce sub-
 f
stantially the past heavy protection of import-substitstionindustries
 
and will induce a restructuring of industry toward an export orientation,

in which competition ind efficiency will be spurred by,,the need to relate
 
to the international market. As this restructuring process gets further
 
along, a gradual reallocation of resources.. 
 human physical and financial

will occurt away from import substitution and toward exportoriented

industries which utilize domestic raw material and produce export,pro

ducts in which Uruguay has a comparative advantage. Since Uruguay's

econonW is based on agriculture, the transformation of its idustrial
 
structure will essentially mean the development of agri-industries,

including food processing and storage, including meat and fish products

and leather and fibre processing. As the reallocation of industrial
 resources takes place, a new export-oriented industrial infrastructure 
will be created which will induce a diversification and expansion of 
agricultural production to provide the inputs 'to the new industries. 
new employment opportunities at the farm producer and the industrial 

andf 

processor level.
 

It iswithin this context that the basic rationale for the proposed AID

loan and the complementary IBRD Industrial Sector Ipan is to be found.,

The AID loan will assist in developing a private agri-industriall-infra­structure for food processing and related activities whi-le Athe I13RD loan

will similarly assist the establishment of such an infrastructure,' pri­
marily in non-food processing activities. 
 ' 

- ' ­

http:conducivetoi.aa


--

wM 

Th I oni emhs'ioh food ?prcessing and related indu'6ries s,5de 
ou~uiis~ a silJ s 'dii 4dly'ib". argUrgua'sgrup mal annedumfarmers,,who.typicaispecalie i frit v,_i1='tab lej citrusr
most , the cout-I no-rdtil exports. Itwilld 
 P
 

pouto nmarketf &1inte a i au' l bl. ~~alte 


-~Since'th key't66ii~sS-i o any fodpoesn nepieis ,the way inbr~waver~.j. ~rdu'ctioriis'organized; theetrpi nece
sarily hav6 ,tostructire, incentivize and assist 
,±'J 
the farm-producer to
provide"a ?dependable mn qualit supply 61 inputstotepat 


S'tlie dr 2-i dustrial enterprise will~ induce 
hs 

samall and medium farmers to--------'devel6p n~w liners'of' roduction Ineeded. to supply the plant)' to itake',ad­'vnaef.nwmreigatraie which, ini turn,, sb uld incentivize
thie producer to adopt new technology and farm management practices to
better~ serve this dependable new marketing outlet.
 

4Given 
the fact that the GOU's stabilization-development program and export
promotion strategy are of' recent origin~, there has not previously existed
in Uruguay an organized availability of the technical or financial services
:1 
 needed to assist the rational development of food processing or, for that
matter, any other industries. 
 Nor does there presently exist a function­ing capital market in Uruguay nor a suitable development banking mechanism
capable of' channellin'g medium and longer term credit or technical assistanceto private investors.
 

In addition, a number of other constraints have hindered the development
of export-oriented agri-industries. 
 Except for very few vertically inte­grated industries, most export industries have serious problems with the
production capacity and quality of the various small but vital supporting
industries which produce components needed to export the finished pro­duct. 
 This is specially true of' food industries. Many industries have

serious prblm in obtaizzning sare part
to increase production for export. and this actsasadinetv


The problem of raw materials is of
major importance for many export industries which need imported products
(such as tinplate for canning) to complement the basic locally produced
raw materials and also for the support industries which work mostly with
imported raw materials. Export industries, also need inen of credit at
promotional interest rates for working capital, since the existing-pre­export financing line does covernot all exports, arid normal bank creditsare short term and not always readily available, especially for thesmaller industries. 

The proposed AID loan eeks to provide a package of technical and finan­cial services directly to the agri-industrial entrepreneur, including
dollar and local cost financing for feasibility studies) capital and
intermediate goods, construction, working capital, and technical ,asuis-4
tance requirements necessary to permit sound planning and implemnttion 

_4 
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of industrial projects. 
 In a sense, the proposed loan essentially pro­vides 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 Industrial Sector Loan
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 tLme 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 p'rticipate on equal terms with the Brnk of the Republic

(BOR) in the AID and IBRD loan programs represents % maj )r breakthroughin incentivizing the private banks to move towid a development finan­
cing orientation and compete on equal terms with BORthe in the mediun
and long-term financing area. For example, the credit insurance orguaranty mechanism incorporated under this ",rl the LBRD loan, will
significantly reduce excessive collateral reiuirements in the bankingsystem which have long thwarted financing of 1,roductive investments. 
Likewise, the GOU ,greement to remove the six nercent banking tax,
applicable heretofore only to private banks, will serve to give these
banks equal with BOR
treatment the chine.L lugI rr]it thein t ,rivate 
sector.
 

Finally, t), pr.pused loan uniquely c mpement:A1 P ,:ans previ,.uslyprepared andu authorized in FY 1975. The Agricuitur-,:i Research and Tech­
nicnl Assistance Loan(us$4.85mil]ion)will ,"erv,- t, assist the expan­sion of a national network of research an: technical afssisitance centers
which will produce applied technology and organize its dissemination 
to the farmer to help expand his productivity -nd income. The Agri­
cultural Cooperative Development Ioan (U, !; .O million) will assist a
national secondary-i eve]. federated service c perative to provide
reasonably priced inputs to small farmers ind 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-industrial 
sector, could make a significant and relatively rapid contribution to 
Urvguay's economic recovery and to the institutional development of a 
functioning capital 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. Project Description
 

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 was 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 to the privatecredits sector, a similar 
mechanism is being devised by the IBRD in channelling funds from its proposed

US$55 million Industrial Sector Loan. The mechanism proposed in this project

is a substantially elaborated version of the earlier device.)
 

During 1970-7, 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 program, most of the transactions
 
under the loan were processed by the BOR given 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 Crnds Loan in financing
industrial expansion during its period of implementation, the GOU in 
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15viwe in Jan~uary 1974.~ Thereuto ae
bth' DAEC, ACivw 
in-ntataee' (seejAppendix B). Since oo h~1oan ,purposesin78t 

c'~t~od ' rsthe'\DAEC~'imposed the pre-conidition of7 an~IMF Stnb T 
w-~-Agree~et, prior to further~AID cosdert'riondJ the project. 
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,Agreement .was .eveniuai concludeid and ,signedAniiMa' 1975 ~ Appendix' A.
 

*In thel meantimie, in~FebrurY'1975,- tke',GOU throuigh its~ Oftf.ce of Planning

and Budget- (OiPPY).requested a restutrn df i'arlidrloii1 4 equest 

'
 

indicdtin'g its desire&to reorient th1_0oan toward agri-indust~ia1 e 4r.> 

development an to a tehBdl asstance cqmponenWz t -the
 
original~ poal?.cr ra'gteofblne of.,Payments assistance being,
 
obtained from the 114F, rIBRD, and other sources; the'GOtP-s 'request'for a 

restructured loan was based on a developmental rationiale and not oni b'alance 

­

of payments grounds.. Aside from the removal of the balance of payments
 
purpose and the inclusion of the technical assistance component, the' basic
 
objectives and design of the loan as originally~ propos'ed reimain h same.
 
The request for a resucured loan, is contained in letters, t~o theAD
 

Representative from GOU Planning Director, J.J. Anicbini, dated Febiiary 28
 
1975 and June 6, 1975 and attached as Annex E. 

GOU reiterated its request for the restructured loan in May 1975 and work
 
to prepare the CAP began in 'late May. This proposed loan was included! as a
 
shelf loan in the FY 1975 Congressional Presentation.
 

2. Introduction 

The project will seek to create an agri-industrial1 Infrastructure capdble
of expanding non-traditional exports', thereby contributing to Increed
foreign exchange earnings, and increased production)' 'employmeit *andincome 

opportunities for small and medium farmers who produce'ipt fo rc'ssn
 
industries. This objective will be encou~raged by the provision1(of a.ckage

of financial and technical services to Private entrepreneuin aind&6o eatves
 
for the establishmient or expansion of agri-industries, prizioipa3.ll' in the 

food processing area, and by helping to est~ablish, an effecve~delier 

'
 

system for these services., In addition)' the project' wil1 iiimate 'nw
 
production and marketing alternativesi for small an diium far'ers tlriih
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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 composition 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 (62 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 stricuily as a business en+erprise and financing for such
 
projects under this loan would be subject to project design, development,

feasibility studies, and the same evaluative criteria as 
any other eligible

agri-industr-lal enterpr-se. 
In order to receive financing with loan funds
 
sub-project proposals will have to demonstrate their impact on swall and
 
medium farmers and include as part 
of their project design and f"easibility
study a satisfactory administrative control procedure to ensure that a major

proportion of the farm machinery services will be provided to these farmers.
 

The technical assistance ser-ric,:j to be provided with loan funds will be 
used to assist sub-borrowers in several areas where present deficiencies
 
exist. 
A portion of the funds may be authorized to assist prospective sub­
borrowers complete comprehensive feasibility studies if their preliminary

sub-project proposals the selectionmeet criteria and warraxiL further 
development. Term 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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-igrindusit'',irial~ d'",h cd r h xroecs~~nance under ths joan, tcn'as 'b~xectedton -trn~i~ in 'ter of imprved design capaiiity'Withiii,the Uruguayan private' sectoro, 

Sub-borrowers may also require 6utside' expertise to imnplement .effectively
approved, sub M-on.Tis, is most ,likely t~o b~e the~case for projects which
entail creationf.a ,new induiiiry," in~whi~h fhe~cntrepeneur may need''
assistance in equipment iustallation and rationalizih~niaotei'a c
of~initiating -production. Fun'ds for use of outsid experts for thiese, 
udoer the l be authori:ed as eii integral part' of, a sub-project' approved .niundr te lan. It is likely that-such experts would' be'ec'rtited'1with theassistance of the International Executive Service Corps. 

The GOU contribution to the project will be equal, to at least 31%
it(US$2.25 million) of total project funds. .This Iamount is approximately 50% of the
total amount of peso recuperations fr~ sub-loans made under AID' Loan-022
which will be received during the project disbuirsement period, i.e., through1978. While, the GOU has not yet specifically identified the source of itscounter~iart contribution, it is expected that, particularly in the-first 'yearof this project, a portion of the GOU counterpart funds may be drawn from
these reflows. The counterpart contribution to the project will complezmen1AID dollar funds by financing local costs of civil construction) purchase
of existing plant facilities, locally-made capital goods, working capital 
requirements, and feasibility studies and other technical assistance which 
needs for approved sub-projects will be met; if the~se requirements exceed' 
the US$2.25 million initial GOIJ contribution to the fund, the GOU ha.s indicated jit would be prepared to agree with AID on additional. contributions. 

The GOU,.as an additional element of its counterpart contributin, -will
establish an industrial credit insurance fund or guaranty arrazigement tobe administered by the Central Bank. A key constraint to' medfium boterm industrial i'nvestment lonein Uruguay at present is the exic~ssive*,'high
level of collateral~ rrequtied by the~ conmercial bank~ non n ".hh 'casometimes be: as 'high as 300%. The~p~p~ of thd- 'credit insurance fund or guaranty arrangement would be to protect cacme.-6ial bb~nks against a 

3 
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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 Cund or guaranty arrangement. 

3. 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 enter'prises 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 intermediaries 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 techncial assistance in
 
project design and implementation. The productive sectors, of the economy
 
as a whole will also benefit from the creation of an intermectiate delivery
 
mechanism for channeling credit and technical assistance to viable develop­
ment projects.
 

The exact number of small 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 financed. However,
 
by end of the third year of the project it is anticinate that 1isignificant
 
portion of Uruguay's approximately 75,000 farmers will have ben-fitted in 
some significant way.
 

Uruguay has very few of the small, subsistence-level flrn~er. living on a 
fractional piece of land who are outside the market economy 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 people who rent a small piece 
of .and near Montevideo to produce enough to survive while waiting for job 
openings, the great majority are producing some cash crops. Unfortunately, 
there is very little income distribution data available at present, although 

/.
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the results of a national census conducted in May 1975 should provide thiskind of information. In addition, as part of both the recent AID loans to
IATA and CALFORU, baseline information on the target farmer will be compiledwhich 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 a. follows: 

Livestock Less than 00 ha.
 
Crops "" 50 ha.
Dairy " 50 ha.
Fruits and Vegetables It " 0 ha. 
Vineyards 
 it 5 ha. 

Under this definition, 68% of Uruguay's farmers qualify as small farmers.Producers of non-traditional export crops (e.g., 
fruits and vgetables)
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 consist(nt with fID priorities to reach
lower income farmers in the context of th, country being assisted.
 

Small farmers are located in greater int.ensity in the area around Montevideo,particularly in the Departments of Canelones, San Jose, the southern part
of Florida and the southeastern part of Lavalleja. 
In the rest of the
country, small 
farmers are located near department c:apitals and the large
towns, due primarily to better transportation and other facilities, ratherthan to type or quality of land. Their location, thus, allows small andmedium farmers to greatly benefit from agri-industrie. which might beestablished or expanded, which generally will be ]oonted in Montevideo or
other large towns.
 

a. Characteristics of Land Holdings oId Laid lJse 

There have been no recent comprehensive studie. on land use in Uruguayagriculture, the lacJ: of which has been a major impediment in sectoralplanning. To remedy this deficiency, the IBRD will carry out a six monthagricultural land use and diversification study, financed by UNDP at
cost of $350,000, on a
actual and potential productivity of arable land. Akey objective of the study is to identify viable atricultural developmentprojects appropriate for IBRD and/or other as.;istancc agency financing. 
Information available is from the agricultural census of 1972 which givesthe total number of farms in the different size groups, the total hectareageand general use of the land in these size groups. 
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; -also-inclde's the farms in the 20,t 4 hectie grouap, 7, percn o&the'

l'a~ii~i"~ -$1 ~gt~l, zis.and.;vneya'ds is accounted-for, 

Fiield' crops con'stitute over 10 percent of the land use in the 5next 'Poursizegru' -'toefo20hcae'o49heae

earlier, fruitculture .(sponeotand horticulture are important in the 20"-49 hectare
group.) One -also finds the maajority of the dairy cattle in the 20 to,499hectare groupings. A 1968that the average size of a dairy

study by
farm

the Ministiry~of Agriculture,-detei~iinedwas 104- hectares. 
, 

Wiefield crops constitute an important sourcehectare of inome. in 4the 20 to 500size groups, these farms typically are mxedlivestock..grain~fam.Statistics indicate that from nearly 70 percent to over 85 percent of suchland is used for grazing. 

Those farms with over 500 hectares are basically grazing operations. Field43crops are not so significant in the total income per farm; nevertheless,they account for about 40 percent of the total national area in field crops,chiefly 'wheat. 

b. FacilitiesAvailableto Target-Farmers
 
The target farmer who lives 
near Montevideo and the other cities, generallyhas good roads, school and health facilities. As one gets farther awayfrom the urban centers, these facilities become scarcer and of a poorer
quality.
 

Less thnfive percent of all farm families have electricity. 
 All have
adequate water available, for the nation has good ground 'water resources* 
44Rural credit facilities include: (1) private banks, mostly providing short­term capital for purchase of livestock; (2)which has theBank of the,,Repu)bl:c (BOR)a number of shoit-term credit lines mainly for crop- prduction,and two year credits for purchase of livestock and machinery; anda (3);IBRDand I1DB sponsored intermediate and lng-tern loans for 'the..'1vestock and .citruL6 prograis. (See Agricultural Credit Study contained innnezx 4J.1) 
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4. Project Functioning
 

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

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 Asesora in the Ministry of Industry and Energy

(MIE) is described in Part V., Section A. 
The raechanism to be used for the
 
project will work as described below.
 

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

1. Target group Pf:2 sub-project must have a significant impact, in
 
terms of increased employnent, 
 increased production or marketing opportunities,
and/or 	increased income b:7iL2 to small and medium farmcrs in Uruguay.
The description of the 	 target group will be refined il 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 appraisaI, in a,:ccrd.ncC wit h Conditions Precedent 
 to this loan.
Potential sources of rc',,van[ data or determinlng iuantiative definitions 
of the target group may be Found in early results of (a) the May, 1975
 
Agricultural Ce-nsu, and (b) data t," be developed on similar target 
groups
 
-mnder the TAT, and (ALF T)RI' 1_. ,ct,,;.
 

2. Characteri stirs ofthL ::rorise - " .rrity will beonsicration 

given to Lub-projects J h (7J utili, m..ir..mi] 
 arictt oral raw material 
whiclh ha"; bc'zn produc,',i m>: 7.t d. xi .cra:,d production; (b) involve,-ti f' 

miLnimumiii p'Lcka . 0:; u. 'ii ,:on±_,-=:.: , , '/.. (c) uti ,Liuncomplicated technology;

(d) maximrie uti. :'a- f ,ing faciit',L- es; , omplement existing
facilities; 	 (f')'riveI.N u',r)mpicateti mareting; (_,}operat, effectively
 

.tnei, .'n<; LI mi. ,, r,,!(I) 
 compl,-m. , t ~e,lo:nestic In.. market.
addition, entcc s . ,s,. u: : . thcproj1,ct mu;"t not receive excessive 
pro.ect 	ion, mu:;t c 'ii oarrn-. rt beu:)i : 	 :-;olvent, according to 
normn l. epubic 

an jntern1 ao o" rc t " "
 

ri 	 h i,'-L ttLmdcards, and must have 

3 . Export o r Ct" 	 ,.,c; chos' f'nr finanlciing should be
 
export -orib;; Cet, 
 .. ] ir way: (a) actual production is
 
subst anta]_lv, 
 (b. r',t .rociuction i. only export­
oriented to 'iunor dor,(m sc-;, o, iu 1'ro. increased ,xports are good;
(c) int,,er ;t , : port i .:;7 , t ' , ;mp nl is mode rni;'ed; and 
(d) new enserpri ,e whL r. n ;':1.i ,,principally export-oriented
wither at the outsCet , 'IIJI ,-, an ,,xting domestic demand. 

folowing 
excluded from financing u 

4. Excluded enterprises l'ime wpes of ,'iterprises will be 
Lhe project: (a) meat or meat-packing


facilities; (b) fisheries or 
fish processing activities; (c) textile
 
manufacture; (d) shoe manufacture; 
(e) leather or lehther 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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oTheUnidad Asesora will follow procedures siilar o d
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each proj . t 


Ase~orsohas eoraed a detailed project evaluationprocedure fo
 
projectt aalysenich the other ie s ol ........ Be
 

for proposva, indc thisng tee Therforewhile the specifispriocedures"
 
adoptedb tthe Unidad Asesora for tis project may be slightly- modified 

Tefully in accordan e with local conditions and thei normal 

"
 

operating procedures, the appraisal process will involve all of the major
 
components mentioned below.
 

A private entrepreneur or cooperative will present an agri-idustrial 
project or ante-project for financing to a commeercial bank o-the, BOR. 
The sponsors of the proposed sub-project will prepare a questioni~air whichthenat~e 0fthe investented-ro11seal te etiv-,s--for--pro .......
 
will accompany their initial proposal to the i dad Asesora throughthedataneedd;,ndl f) aprelminayassssing ticuo nover4alisepTes:.
sponsriig bank. (The fom of this initial questionnaire is set forth in 
Annex K, Exhibit 1.) The ban, after screening the s an request in 
-regard to general aspects of the poposed project and financing request) 
as well as credit standing, references, and other typical concerns of 
appyinbiiteia hs c: ..,mor ri~ icommercial banks, will present the proposed sub-project to the Uxidad 

The Unidad Asesora will. review the questionnaire and prepare 
a written suiinnry identifying, among other items, the following:(a 
itemsB in the questionn~aire which require additional data from the applicant;
(b) references ,to be checked; (c),financial analysis required, including
the nature of 'the investment proposed' and alternative means of structuring
financing; (d) technical review required, including time phasing; (e)'market 
data needed; * and (f) a preliminary assessment of the overall prospects of 
the proposal, including the degree to which the proposal satisfies the 
selection criteria. In determining the eligibility of ~the sub-project
according to the selection criteria, the Unidad 'Asesora will complete a' 
Project Assessment Form (Annex K, Exhibit 2) based, on the information-. 
submitted by the prospective sub-borrower and use this as a basis for 

applying these criteria. 

. 

The Unidad Asesora will then make a decision as to whether ,an intensive[
examination of the proposal is warranted, and will notify the sponsor as 
to the results of its review. If the sub-project meets the project 
eligibility,,criteria, but is incomplete,) poorly designed, or in need of.: 
further feasibility study, the Vaidad Asesora may authorize,,the use of'
 

fLinds as a loan to the applicant to finance technical assistance 
in conducting the required studies or in project design. If and 'when the 
sub-project proposal contains the necessary information and feasibility 
studies, the Unidad Asesora will appraise in, detail the sub-lo'an proposal, 
to establish its technical, economic,, and ,financial' feasibility.. 

*)It isexpected that a satisfactory marketing analysis will, accompany

feasibility study for each sub-project..Such analysis-,will document 

opportunities for domesi or export sales,(as appropriate), expected2'V~'~ 
revenues, and any steps necessary (e. improvement, of processing quality:'' 

-- control or grades of produce ~proces~ed)" t~o insure sucssu saesi
 
the market(s) selected., Aninitial survey o~f market potential may a1o&
 
be required'in the pre-feasibilitysaeo a ie sub ;project. ,t44
 



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
 

ezchange earnings. 

(c) its 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 thu 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, divers-ification of production, 
industrial integration with neighboring countries, and production capacity 
of basic inputs needed by other Uruguayan industries which ini-t these same 
criteria. A key element of each feasibility study will ce:jct.rn the plans 
of the sub-borrower to organi.e the needed raw material pcoductJon on 
which the agri-industry mast depend. 

Technical analysis of the propoo;al will be undertaken by the Unidad Asesora, 
consulting, as appropriate, vih other technical branch-s of the 1IE or 
other GOU Ministries or agencies. 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 cf the Ministry of 
Agriculture, as necessary, to insure thorough technical anialysis. The 
Unidad Asesora estimates that depending on the type of sub-project and the 
quality and completeness of tht2 proposal, its analysis should take from 
3-5 months. 

http:ce:jct.rn
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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 should be
 
financed, it will prepare a report of its appraisal, which will include a 
completed Project Assessment Form and the Unidad's suggestions for the 
amortization 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
 
OPP, representatives of each 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 a board of
 
directors, will then approve or disapprove the sub-project. Approval
 
must be by unanimous vote. AID will reserve the right to review and 
approve sub-projects using over US$550,O00 of AID dollar funds, following 
Mixed Coumission review and approval. 

As part of its sub-project analysis and approval process, the Unidad
 
Asesora will determine whether 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 arrange 
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 partilcular areas of 
agri- industrial activities. While the prospective sub-borrower and 
the Unidad Asesora may agree that specific technical assistance is required, 
substantial effort and time may be spent by each in identifying and 
facilitating the contracting of such expertise as appropriate. Therefore, 
as a means of dealing with this constraint, the Unidad Asfsora upon Mixed 
Commissicn project approval, and subject to KID review of contracts, will 
contract with an appropriate entity, e.g., a ,p:cializ.ed U.S. consulting 
firm, or possibly the International Execut.ve e:wicc Corps, for the 
identification of qualified expertise and ass:i $ teFnce in arranging for the 
technical assistance required by the sub-borrov,. 

The Mixed Commission, through OPP, will certi f.y . t approval of the sub­
project to the Unidad Asesora, whiich will notify ihe sponsoring bank. 
The bank will then apply to the Central Bank o'or (1) local-cost and foreign 
exchange financing, (a) a credit Insurance policy or guarantee arrangement, 
and (3) arrangement:; for the import transaction. Mixed Commission approval 
of a project would automatically authorize the Central Bank to rediscount 
the commercial bank's sub-loan. The sub-loan would then be made by the 
sponsoring bank. 

http:Execut.ve
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The 	sub-borrower. at his discretion, may wish to further apply to the
 
Unidad Asesora for oualification of his sub-project under the Industrial
 
Promotion Law in order to take advantage of the incentives contemplated
 
by that Law. it i anticipated that, if this application is maade at the
 
time the sub-project is initially submitted to the Unidad Asesora
 
processing of qualification under the industrial 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 IndusLry and Energy
 
that the sub-project be declared qualified to receive benefits under the
 
Industrial Promtion 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.S. bank. Responsibility for opening and processing Letters of Credit
 
will belong to the sponsoring banks on behalf of their sub-Lkorro ers.
 

The 	 Unidad Asesora currently consults on a regular, but informal, basis 
with private sector representatives and plans to continu. ,hir interchange
 
in implementing this project. It will also set up a privat, sector 
advisory panel composed of various representatives of tn1e business and
 
industrial community. It will consult periodically with -.Lis panel to
 
discuss the needs and problems of the private sector and wuy-s in which
 
the Unidad might be responsive to them in its sub-projec! guidan.e and
 
appraisal.
 

C. 	 Other International Donor and Bilateral Assistance Activiti,:
 
Related to Project
 

1. 	IBRD
 

On conclusion of an IMF Standby Agreement with the GOU _i_-i'nr May 1975, 
the IBRD began processing a US$45 million Industrial .3'::,c r Loan. The 
loan, expected to be authorized in late Fall 197-5. is geared to financing 
both imports of industrial raw materials, spare parts' and balancing 
equipment and for plant renovation and expansion. Of th. total amount, 
approximately US$20 million will be allocated for import o.!' industrial 
raw materials, spare parts, and balancing equipment which amount will be 
disbursed within a year and essentially serve as balance of payments 
support. US$14.5 million is proposed for financing capi-ial goods imports 
for industrial sector development (primari ] non-food pr(ce.s-ing industries) 
projects with an export orientation. Sub-projects will be evaluated by 
the Ministry of Industry and Energy's Industrial Project Evaluation Unit 
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(Unidad Asesora) and policy approval will be accorded by a MixedCommission consisting of representatives of the Central Bank, OPP,

and inistry of Economy and Finance.
 

The proposed AID loan has been prepared 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 sub­borrowers on substantially the 
same terms and conditions.
 

The IBRD plans to allocate the remaining US$500,ooc of the loan fundsfor three technical assistance purposes: (1) to provide a team of
experts to strengthen the Office of Planning and Budget and the _njd.Asesora's project review and evaluation capabilities; (2) to strengthen
export marketing capabilities and (3) to strengthen the quality oontrol
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$050,000)
aimed at developing a. strategy to div 'sify agricultural production.Study will also provide a plan of action for the GOU to carry out the 
The 

strategy and a ten year investment program for agricultural projects.
 

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

2. Inter-American Development Bank (IDB)
 

The 
IDB has made several loans 
area 

to the GOU in the agri-industrial developmentwith poor results so far. A US$6.0million
development loan, 

small and medium industrymade in 1970, and channelled through the BOR, wascancelled in 1974 todue the BOR's inability to make disbursements. 

A US$15.4 million meat packing loan, inmade 1970, has so far only disbursedsome US$4.4 million. The principal reasons for slow implementation stemfrom 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 forexcessi.vely high collateral requirements from sub-borrowers. Discussionsare currently well advanced between the GOU and IDB to cancel or restructurethe 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 Unidad 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 agency 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 on 
Granjero before the loan program can be advanced. I
this loan would be authorized prior to late 1976. 

restructuring 
t is unlikely that 

Plan 

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 formulate 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 UNDP is currently financing four UNIDO experts to assist the Unidad
 
Asesora upgrade its project evaluation capabilities. The UNDP is also
 
providing assistance to the Laboratory of Te:ting 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 
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D. Place in Country Program and RltositoOn-Going Prjet
Th~itcland.economic Situation in Uruguay ha unegn substa-
 4achange si~nce 197*<, (See FT 1975 DA -and'adCASP, Fy 1976 FB <TheBorabery dmniotration has takbei ' reso actions th.t have iuidi­cated to other" tinternational agencies ~as ,well asAID), that .Uruguayindeed begunaserious has 

seloi 
 effort thatmerits support. -Conditions now are most propitious for helping to achievethe goal of the National Agricultural'Development Plan emphas'izing rapidly
increased.production ar' export of non-traditional, as well a' trast idit;.crops. 

,, This project, which aims to expand and increa the .. andind tria.iz.tion
processing 'of non-traditional Agricultural productioniand thereby-pro­vide additional production marketing ~and export, alternatives for' Uruguayanfarmers) will contribute substantially to achievement.of the'GOU's.goals
which are fully supported by the Mission and consistent with AID priorities.
Within the total country program, the project is assigned'a. crucial role
in attaining AID objectives in Uruguay. 

As described earlier, the proposed loan will provide the final element. .of the USAID's agricultural development strategy by assisting agri-industrial..food processing-.development which will spur new production and marketing.
opportunities to the target group. 
 As such, the proposed project uniquely
complements previously authorized 
 FY 1975 loans and on-going grand-funded
technical assistance activities.
 

A key support element
activities, for the proposed agri-industrial project are theresearch findings,Agricultural Production 

and studies of an AID grant-financedand Marketing project.
consortium of U.S. universities (Penn State, 
Under this project, a
 

Michigan State, and Texas.A&14) provides both long and short term technical assistance in agricul­tural research specifically in the areaproduction of which will be a 
of fruits and vegetables,themajor component of the proposed project.
'1~,_ Through this project, the Las Brujas Research Station of the Ministryof Agriculture (MvAP) has been improved to the extent that itsents a now repre:­very respectable production support asset for fruit and vegetable
growing projects. 
 This technical assistance is due to end inMarch'1976.
 

~~ 
The proposed project also will derive support from, and is compldmentary_to, the Agricultural Research/Technical Assistance Loan recently. authorized.
That project wIll create within the Ministry of Agricultu'e'a'research
and technicq] assistance network ~-coordinated with other public and pri­vate technical assistance organizations- capable of delivering modern
agricultural technology to the Uruguayan farmer.-, 
 "-

The USAID has suppc.ted a major participat trainiig progrg and short-termtraining in all mor fin acingfields of agricultur-.
 
Trzaining efforts have concentrated on agricultural economics reeac
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and fruit and vegetable production, with limited training in livestock 
production.
 

E. Impact on the U.S. Economy
 

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 941 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. In 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 placed with U.S. businesses.
 

Further, the expected commercial and trade relationships which will be

developed under the proposed project between Uruguayan 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-industiies

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 provision of technical assistance and in the development cf export

marketing outlets, the services of such groups as the Agri-Businrss
 
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 substantially 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 vegetables, 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 partinipation in almost all
aspects of national life, but it also has a key respon:sibility in the agricul­tural, agri-industrial and export sectors. The Uruguayan delegation outlined
to the Sub-Committee its Government's general economic policy, which favors
the liberalization of the private sector from state controls, stimulating
private initiative, and orienting government action touard the formylation of
national development plans and programs, promoting and expediting private and
public efforts in order to achieve these plans and 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 thie 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 BOR creating the Development Division, allow the
intensification of the credit and tax incentives to promote industrial activities.
The continuation and expansion of the agricultural development program will
stimulate agricultural activities. The expansion of housing plans will reactivate
tie construction sector. Simultaneously, the foreign exchange policy plus a
concerted effort to reestablish equilibrium in relative prices will complete
the institutional framework which will encourage productivity in the private
sector in order to achieve the estrblished goals.
 

"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
productivity is 
an essential condition in achieving an internal savings rate
Lnat would guarantee a process of more accelerated growth in the future. In
this context, they emphasized the high priority of investments made in research,
technology, and agricultural extension.
 

1.8. 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
is hoped that a favorable competitive level for exports will be assured. There
is also a commission studying a system of incentives for non-traditional exports
and progress is being achieved in the process of simplifying export procedures.
ne
h Government intends to review the 
tax 
 system for meat exports."
 
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.
 

Informe Final del Sub-Comit6 del CIAP sobre Uruguay, Wash. D.C. 23-26 October,
1973.
 

x 



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 anrl 
Energy (MIE) has responnibility for national
industrial policy, energy sources, and tourism, and for development activities
in these areas. Its responsibilities inclule the areas 
of geological sur­veys, registry of oil wells and mines, industrial research and experimentation,
industripl information and evaluations, and the mails. 
 In addition, it seeks
to stimulate employment and the application of new techniques in the indus­trial sector, and maintains relations on behalf of' the Government with inter­nntional organizations in its areas of responsibility. 

Within the MIE, the Laboratorio de An'lisis y 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, agricultural
and fishery products, although it plans to expand its functions to include
poultry feed and fodder. 
Also under MIE is the National Industrial Pro­ductivity Center which provides assisiance to private sector firms in specific
technical industrial questions. More information on the Center is provided
below. Another MIE agency, the Unidad Asesor,, will be the main implementing
agency for the loan project and is also described below. 

b. Ministry of Agriculture and Fisheries 

The Ministry of Agriculture and Pisheries 
(MAP) is responsible for elabora­ting and implementing national policy in the Pgr:iculture, livestock andfisheries area. Its responsibilities include the 
conservation and improve­ment of soils, irrigation and drainage; 
land tenancy and exploitation; ad­ministration of national parks; sanitary controls affecting crops; liestockand fish; and markets and prices paid for agricultural products. In addi­tion, it has responsibility for agricultural nnd livestock research; regis­tration of agricultural cooperatives; regulation of meat-packing houses; andcooperating in the social and cultural development of rural workers.Ministry also maintains relations on behalf 
The 

of the Government with inter­national organizations in its areas of responsibility. 

Sub-project proposals of a particularly agricultural nature, such as thosefor financing a farm machinery service project, will be referred to theappropriate MAP office as part of the sub-project appraisal process under
 
the project.
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C. 1iityo cnm and Fina'nce 

The linistry of 1Economyand Finance has overallresponsibility for the elab­

oration, coordination and implementation ofeeonomic, financialand Qom­
moecriciug
mecal ~'planninig and ~policy -inUruguay.sy manages :tbe~monta
It maae-hmneay 4system,

v " exchangera egnexb oreign i n sGcageodin '- t,, 
pu411 deA8'', !'thsrsosiiiy (,l'gebt. responsibili fo ingcommercirei erprises,


expropriations, int'inal, an~d., external trade including customs, operations,
i 'for e x 
 -'
and eight ad mIn addition, it h .,sibn bilty 


4

of exports and encouragement of import substitut.ion, as wefa ie 


;trols for all products at any stage of,theiJ-r-pduto, and ,stimulation' 

,JIof employment 'and the-apicto of new d cia2 ~hius 
The GeneralDirectorate of ForeignTrade (DCE)is the agency within the
 
Ministry, of-Econioy and Finance which isrespnible for mpee:n~igGOU
foreign trade policy. It is charged with advising and m ing informaion.,: 
available 'on all aspects of foreign trade aid .ith coordinating foreign
trade' matt'ers. The'Directorate advises domestic producers aiid export'ers 
about foreign markets for their products and on trading procedures.
 

d. Central Bank 

The Central Bank issues-national currency, regulates the domestic financial
 
system, and formulates the annual monetary program of the Government.' In 
addition, it administers the country's-internationnl reserves, controls for­
eign exchange rates) and.controls the transfer of capitai.into and out of 
the country. The Central Bank can make international financial agreements 
and is the bank of deposit for all funds from foreign or international organi­
zations and institutions. 

The Central Bank will act as the GOU financial agent for the project.
 

e. Unidad Asesora "
 

The Unidad Asesora de Promocion Industrial (Unided Asesora was established
 
as an agency within the'Ministry of Industry and Energy by the Industrial
 
Promotion Law of September 1974 to evaluate industrial projectproposals
 
for the purpose of determining their qualifications under the Law for special
 
credit assistance and tax exemptions. To qualify for these benefitsa
 
project must be declared by the Unidad Asesora to be "in the nationalinterest
 
The Unidad's declaration includes recommendations on ,thc cxtent of-the bein­
fits and credit for which the applying enterprise shuld qualifyandlmust
 

4
be approved by the Minister of Industry. ;,In its project assSent tie 
Unidad Asesora can request and utilizethe services of the varus, epart­
ments and technical agencies within the MIE and can cons1u3twth'tbe Ministry1 

-offEconomy and Financep'the office ofiPmnning:n Budge (O~PP) andote 
Ministries' involved in th ujc~atr~fapriulrpooa t ,sist 

- -. in their evaluation. OPP~concurrence miustb ec'6iyed'Af tbe ~ rIo' 
of na~tional interest applies to more than one specifio indsra p''r6ec 

'4 41k. ~ ~ 
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The Unidad Asesora is composed of two units. 
 The main assessment unit, Unidad
 
Asesora de prom~oion Industrial, is responsible for recommending declnratins
gineers. 

of national interest nnJ is comprised of three experienced professional 
en-
Technic
9 


The second unit, a staff support body, is the Unidad de Assistencia
parn el Desarrollo Industrial,
tration professionals and 
Comorised of threebusiness adminis.
two economists.
gates from OPP, In addition, the Unidad hasthe Rini::try of Economy and 
 dele-
BOR, and Finance, the 3entralthe P,3nco Hipotecaric del Uruguay, with 

B.nk, theproposals of interest to these organizations. 
whom it ccnsults concerning


Also, the NIE is receiv.ing
 
technical assistance for the Unidad Asesor, from four UNIDO foreign technicians
 
funded by the UNiDP to help in establishing industrial project identification,

evaluation, and follow-up methodologies and criteria for establishing mechanisms
 
for generating and promoting industrial projects with special emnhasis

assisting entrepreneurs with project ideas in any stage of elaboration to com­

on
plete analyses and studies required to qualify for assistance 
or declarations
of national interest.
 

f. 
 Office ofPlanning and Budget

The Office of Planning rad Budget (OPP) is an 
agency directly responsible to
 
the Presidency, which assists in the formvzlation of national development plans,
 
policies and programs and advises on public sector budgetary matters. 

assists in the formulation of economic development plans, projects and seeks
 

It
sources of financing for these plans, coordinates all efforts to increase
 
nt-aional production, and coordinates arrangements for external technical and
 
fin:.ncial assistance with international organizations and foreign governments.
 
OPP a;sists 
in making projections for the national budget and advises

formal.,tion of the annual budgets of State-owned industrial and commercipl
 

on the
entities. 
OPP approval is required for all loans to the GOU by foreign
governments, international agencies, or foreign banks.
 
The Office is headed by a Director appointed by the President of Uruguay, and
 
is divided into three divisions:

(adrn istrition). Planning, Budget,and Auxiliary Services

eviuation and coordination of public sector 


The Planning Division is charged with vnalysis, prograimming,
dinates and investment projects, and coor-OPP ev'lunts 
directs all foreign technical assistance.sector plans anrl programs, In the industry sector,the organizati )n and providesand imolementation technical -ssistance


Office distributes basic statistics 
of industrial plans.. In agricultur, 

in
 
theon productionMAP in the evaluation of agricultural development 

and prices, and assistsOPP conduct a proje:ts. the 
In addition, the


wide range of studies in the area of foreign commerce, in­
c.uding market studiec, integration studies, and suudies
duties and taxes. 
 it aio oversees on foreign trade
import and export prices, as well as
customs dlutie.
 

The Indu;trial Section of OPP's 
Planning Division received sub-project 
re­
iuests and conducts analysis of these proposals in preparation for financing
 
under the Federal German Republicts small and medium industry lor,, 
 (see
Part IV., C.4).
 





In-actual operations, in order, deeto 

to.it.for evaluationsubmi ttedaall meets evluarti or projectti
approval, the anoesUnidadand do'eis rei s : 
can idssbliouroftechnical expertise principaly within'three ,eratin
 

agencies as apropriate: the Nationl Industrial 
ProductIvit . ....... :
Center, the IAE and the DGCE.
 

The Unidad Asesora in actu pr e frequtly ens the
 
assisetance of the Productivity 
Center for project evaliationwhen appropriate in accordance with the 'nature of the pr6ject

The Center has had ample experience in all phases of project

evaluation 
at actual business or enterprise levels. In the,

past, it had been composed of both private and public support,
but is no-i largely government funded, and had~gained substanitial
 
practical experience working for and with actual operatioal

businesses. 
 The Center's intensive involvement with priv.rate
sector firms has enabled it to devel.op a pragmatic approach to 

project diagnosis and recommendations which are 

*
 

generally

-te eretit 
private sector points of view (i.e., pragmatic

options) well considered in final recommendations.
 

Undehe PL-L48Ot pre-export financing fund oprtdbyte
 
Centrs 
Bank through the commercial banks, a pre-arequisite. 
.condition for any firm desiring financing under that mrechanism
 
is to have had his propoil evaluated and certified by the
'Center prior to 
its beinr 9,.bmitted to a bank for initial
 
processing. This pre-exdAort financing mechanism has functioned
 
well and enjoys a substantial respect from members of both
the government and private sector (banking as well as business).
communities. In large measure, much credit for that success
relates to the efficient and effective project analysis and
evaluations performed by the Center in that program. 
The
Center has capacity to respond to additional requests from the
 
UnidadAsesora for technical'or other reviews of feasibility
study or market study nature, and is expected to function aswell under this program as in the PL-480 program in thosecapacities. 
The Center is the beneficiary of a UNDP assistance . program under which it can request the services of technicalexperts toassist itin pefrmn studies in areas inwhc
it is not fully qualified. The Center has made effective use .. -1
of this service in the past and will do v.o in the ruture'for,
any projects submitted to it by the UnidadAsesora requiring

such special review capabilities.
 

, .J 
~ ~~-.L 

http:devel.op
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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 available
 
from this entity. Among the functions of the IAE is the
 
categorization of Uruguayan food production under worldwide
 
international standards. The AE is particularly active at
 
present in instituting use of these standards for the export
 
food products area. The LAE categorizes and registers
 
national products and certifies shipments to be of specified
 
quality,an essential requirement for production for export
 
markets. In addition, the ATL also performs on site i'actory
 
checks for grade and standards control. Although t},E current
 
standards being applied are 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 -,ood 
equipment, and more than five years experience ji the 
standards area. 

Specific ways in which the AE is expected to provide essential
 
support services to the Unidad Asesora include, for example,
 
an analysis of the quality of raw materinls or actual production

to be directed to export or internal markets to irlsm-e that 
the assumptions of a sub-project regarding potential mrrket 
penetration are production projections and reasDnohble. With 
the strong emphasis on export production in this Pro,.ram, 
much use is expected to be made of the IAE's. ,3crvices 1.y the 
Unidad Asesora durinfg sub-project evaluation. 

As with the Center for Productivity, the TIA has nistrong private 
sector orientation, wil h ,,everal members of it,; [o of Directors 
being representatives from the business 
of private and public of'ficials guiding 
harmoniously. 

cornmuinity, 
it.; eff'ori :is 

"ite mixture 
worked 

Both the Center and thie LAE are working at les;s lP,,m f11l. 
capacity, and reque,0e "he [Jnidad Asesora may di ret a,them for 
assistance will be easily handled. All of the eILtILieS mentioned 
are under the directio of' the MIE. Because o" thi!, Ithey can 
be expected to cooperate and coordinate their tctv.:i,es closely 
to support mutual programs and interest'. 
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A third source of technical assistance to the Unidad Asesora for
project evaluation will he the DOCE, an officewch 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 specific,
market information. 

entrepreneurs' 

Also, under the DGCE program, private
can request that specific market studies beperformed by the DC,E. 
If capable, tle DGCE performs the
study itself. Otherwise the DGCE can request the UNDP tech­nical assistance in carrying out highly technical or specific
work. It is expected that this latter service capability willbe of significanL assistance to proposed agri-industrial

projects which will plan to enter exoort markets.
 

Given the capailities o" these specialized GOU agencies, and tilefact that they each have capacity to provide additional services
to the Unidad Asesora, the Project Committee's review concluded
spe ific strengtheningthat of the Unidad's staff intechnical skills representeq in the agencies 
the special 

described is riot
renuired to for project implementation.
 

Further, the UNDP assistance program which willFebruary of 1977 will run through
provide a continuous and reliable guidanceand 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 substantial demand for financing of the nature proposed
within the agri-industry sub-sector. 
When program implementation
begins, there will be numerous and frequent sub-projrct
submissions received and to be processed by the Unidad Asesora.
In order to handle that increased demand and workload, aimen­tation of the Unidad Asesora's basic appraisal staff will be
 necessary.
 

The Unidad's present staff is comprised of professionals qualifit-d
within three main areas:engineering, business administrationand economi :s. It is likely that, with the increasedfor financing to he processed demanrds 
as a result of the AIDloan3, .,le Unidad's staff and ILRDwill have to increase by from 60 to100 percent with the expansion composed primarily of theengineering and economic skills to ±ncrease 
project review
and appraisal capacity. 
As noted in earlier Sections of this
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specit'icablons are 
also detailed in Part'V e L id13p'elmson. 

In order to assist the GO. 
to acauire the services-of such4'
expert during the project period, an­the Proj ec.. Cormitte& recommendsthat up to IJS$ 150,000,of, Loan funds be eligible for useby the"oOU for that purpose. 
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B. Agri -Industrial~ Sub-ector., A' esmnad-imn Alys 
SmavadCnlsons ?
 

I. There isalarge unrealized potential for agricuuraLproductin i
.vQ.Uruguay. Less than 1%of the agricultural land, is,used for'fruit and vegeta> .

growing and there are obvious oppgrtunities for epnin 

2. .There are manysmall farms,, (56,000) under 100hectares on which", live 
P12,000 people. The smaller farms -inthis group - 50 hectares and less 
grow 	 mostofdthe frut and vegetablesTheit larger farms in this group :.50 r 

100hctares(to account for most of th milk production and field crops. 

Uruguay virtually 
production and is presently exporting significarquantities of non traditional 
foodstuffs, there is considerable scope for improvement 

. )Although is self-sufficient with respect to-food 

inproduction efficiency -r
ar, the farm level.
 

The potential for a significant contribution to the world, food needs, 
partiularly to neighboring countries, by the production of agricltural 
surpluses, is very evident. * 

5. To realize this potential it m is necessary to increase agricultural 
output by: 

r 	 (1) improved productivity per unit and lower unit cost; 
(2) expanded areas of production;

(15) improved quality standards and uniformity of production. 

The constraints Identified are: small farms, poor farmers lacking in capital,
poorly mechanized farms, motivation for increasing production is lacking as 
is an organized marketin~g capacity. 

6. Steps are being taken by fruit and vegetable processors to encourage
 
Increased production under contracts supplying technical field services,
 
seeds, fertilizers, etc. (io Claro); and by the dairy industries improving

milk handling and instituting a bonus system for dairy farmers (CONAPROLE).
 

7. Fruit exports have increased dramatically from USB$ 749,000 in1970 to
us$$ 44D~ooo in 3974f, and there is much opportunity to quickly increase output
by. better orchard management and improved agricultural techniques.
 

8. Packaging materials are inadequate supply to support the existing

processing industries but are expensive and there are some qualify deficiencies#
 

9. Some reinforcement inmanagerial and technical functions probably will be 
required to support an expanding food processing indcustry. No labor problems 
are anticipated.
 

*An illustration of potential for marketing increased exports-is con-~~tai~ned in the fruit marketing analysis perforidfrtl'93
Agricultural.Cocoperative DeVelopumant Loan to Uruguay,. which indicate


~*~ significant capabilitY to expand efforts to Brazil,,, 
 ' 

i 
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10. Most fruit and vegetable processing plants are poorly equipped and in
 
need if rehabilitation, some of which is already underway: CONAPROLE dairy
 
plants are excellent in all respects, many other food processors o" various
 
types are well equipped.
 

11. Fruit and vegetable processors are in need of investment programs to
 
improve capacity, eft'ici.ncy and quality, and to be in better position to
 

Rincrease eyports anu alsorh gruat;t quantities of agricultural raw material. 
There i.s much scope for increasing fresh fruit and vegetable and dairy 
prodi:-ts exports, particularly to Brazil and other Peighboring countries. 

Y). Products develope, for oyrort chould fit within theframework of" the 
re-o.men6 ;d criteri" . 

13. Tiils proposed loan program will provi.de funds for needed investments 
.n existing and new facil. tits, providing Uruiruny w'th - more efficient and 
r-rt. productive food processing industry which coula quickl.,i generate 
additional export %nu aetter supply the domrrstic mnrkt. 

1i. The loan program should be supported 1,, technical issistance in the 
areas of vegetale erd fruit growing, dairy farming, i'oad processing, and 
marketing. 

The Mission in consultation with the COU and the private se-tor has identified 
'(*llustrative agri- ndustrial project proposals which ;-re annexed. These 

proposals have been developed by hoth cooperitives and pri,-.te firms Lnd are in 
Various stages of development, from planning proposals to proeots that have 
:,e,!n submitted to the Unidad Asesora for approval. (See AT-:-: , Txhibit 1). 

Cost information is estimated and basee upon the most recent (Intn avaiLahle 
at tnis time. Final costs cannot be determined until p'oforma in':oices ,re
 
provided basd upon exact specifications and d.livery ,.rc6-dulos. However,
 
present estimates of the total dollar value if capital g-oods imports, including 
technical services, for the proposals identi fied! is U>V, , 5,,)0O. The total 
estimtcd local currency required by these projeets, e>xpressed in (ollars, -s 
!JS$JO91,OO0. Total investments for these illustr;,tive irojects, expressed in 
dollois, is U9$ 26,616,0OO. 

Of' the -W ide rtit'ied proposals, 54 are locateo in the interior of" Uruguay, 
Lnd --. are located in Montevideo. The ,,rcikdcwn iay commoa:ity or %cti'0it: is: 

Vegetable Processing 6
 
Fruit Processing 9
 
Dairy Processing 13
 

Box Manufacture 2
 
Can Fqbrication 1
 
Lives tock Feed 2
 
Othel Foods 2
 

37
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This preliminary study definitely demonstrates that there is a need for
 
additional or improved aqri-industrial activities that involve food prouce;ing

and are export-oriented. It is 
 evident that each proposal identified will 
require additional in-depth study and updated information before the fraai!)il ty
and both the dollar and local cost financing can be fixed with any degree W' 
accuracy. It is certain that additional projects, uetter designed, will b, 
forthcoming once a system for submitting these projects for approval und 
financing has been implemented. Also, local capability for dev,upi, ,, prop,:i)! ,
including feasibility studies and financial analys: -, has been identilidiei 
will greatly improve the planning and implementation of new ngri-bunin' ;s 
proposals.
 

It is clear that further marketing studies will haix' to !e devloped ;oth 
foi- internal sales and e.port opportunities. This must include the contnui 
development of grades and standards to meet specific market outlets, plu.. 
packaging and product presentation that will respond to market neo(d. 

It should be pointed out that the non-availability of medium rtnd ]onigtern

credit and the scarcity of foreign exchange availnle for th. importaton
of capital goods has inhibited project development by interested inve'.tors. 
Only recently, with the liberalization of foreign exchange for imports n1d 
the proposed bilateral credit agreements with Brazil and Argentina, k av,­
developed investment projzct:3 ,£eivedattention. 

The illustrative projects outlined above are all within the criteria 
guidelines developed for export product stratg y (:;ee page 77). 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,
 

4 maximize the utilization of existing ftcilities:
 

5. are complimentary t,) existing facilities;
 

6. are designed for uncomplicated marketing;
 

7. operate within the limitations of their specific geographic areas; ,nd
 

6. 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 primarilygrown in the north-west corner. Most of the fruits and vegetables are grownon farms of less than 50 hectares in size-, ani a considerable number ofthese are less than 10 hectares. These small farms are lacking in mechanization.The economic equation of hand-labor vs. 
machines leads to resistance on the part
of growers towards mechanization because of low labor-cost and the high cost of
 
farm maciiines and fuel.
 

Despite he constraints a.- evidenced from the above, the total population isbeing adequately supplied with a balanced and nutritious diet of fruits,

vegetables and 
other foodstuffs, exports are "being accomplished in increasing
 
volume and progress is being made.
 

There is undoubtedly much scope for more production of all 1 }nds 
'f agricultural
products, and there appears to be an excellent opportunity to rapioly generate
increased exports from the low present base. The throe tnins needed to expand

agricultural output are:
 

1. improved productivity per unit and lower unit costt;
 
2. 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 of tomatoes
dramatically in the past two years, from 479 tons 
in 1972, to 2,523 tons in
1974. They now deal with about 500 very small farmers, and are assisting the farmers
by providing field supervision and technical assistance, providing seed and some­times 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 ari 
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 at 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 inthe 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.
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With respect to fruit, according to data provided by the Oficina de Programaci6n
 
y Politica Agropecuaria, the ,xport of fresh fruits including eitrus has
 
increased dramatically in the past five year period. In 1970, total exports 
amounted to L7190DO 'ncreasing toO3,440,oo00 in -974, an increase of 460%. 

Much improvement can uc accomplished merely by beti er orchard management
 
and the application of improved horticultural techniques. As an example
 
of what might be accomplished, an Israeli technical mission recently developed
 
a comprehensive proposol involving a combination of' technical. assistance,
 
capital investmentr and market sureys. From schedutles given in their report,
 
they anticipate increasing the yield of peaches, rtpp1es, pears, from the
 
present level of about 7 tons per hectare by 70 in five years and more than
 
double in ten years. B. a combination of rehabilit'ibing existing orchards and
 

-
establishing new orcnaeq' , they anticipate a subcbmta.al increaso in iresh
 
fruit exports, parallelitg the 4ncrease in production.
 

Although these figures are only forecasts of what tnit: M!.io LA ieved could 
be accomplished, the figures are indicative of the scope of cpportunities that 
ex 1s£. 

Another need ot the fru'r, prodzcers, and this is tr-ie of ,he c rus industry 
as well, is the need for prooessing outlets f.,r s- :endC --AAC rInou(Ilce that is 
still of reasonable nual, ,ybut below export grade. These rui., could be 
processed into sucs by-products as fruit pulps, ,-)ncentrated ,'ru.It pal1p, fruit 
..uices, marmelades, oil -xtraction, etc. 

Cheese and other dairv prouucts seem to be natural ex-ports for tuW! cattle 
raising country. But the raw milk supply and quality probl.-m must be solves
 
at the farm level. The level of supply limits the prodin.tion of all dairy
 
products, particularly exportable cheese and casein. Th., quallty of the milk
 
..
s inferior bacteriologi',ally. Incoming raw milk to the prces.;ing plants has 
a bacteria count rangin from 13 to 16 million bacteria p.r cu )iccm. Even 
with this high level of contamination, CONAPROLE, the iarme;;t ilk processor 
in Uruguay, claim to control tneir pasteuri ', ini a a olt bacteriamil '0,000 
count.
 

However, the exceeding>.' high bacteriacontenL of raw milk limits the prodliction 
of the types of cheeses 'hat can be manufactured ,,yCONAPROLE -.o one type,
 
Scrinz With better quality- m~lk, cheese productioi could be 'iversified 
into other types. Almost a ll of the cbrinz product. on is expo-,Ted to Buenos 

Aires and Brazil. However, the quantity of' chesr output is restricted by the 
milk volume problem. At present time the cheese plant operates only 7 months
 
of the year. Without the milk volune limitation, product'on could take place
 
five more Ionths annually, resul1ting in at 'east a 704T increase of output and 
corresponding exports.
 

Despite the suppl.y problem, CONAPROLE is making an investment of US$1.2
 
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
 
executives of CONAPROLE advised they were taking steps to correct their
 
supply and quality problems, such as:
 

http:subcbmta.al
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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 c:stem. 

It might also be desiralle for CONAPROLE to invest in a technical assistance 
team of practical op,,rating dairy technicians working at the farm level. Much
could be accomplish:d i: '. relatively short period of time if the proper
approach can be ascerta.:rlf anci some of the elementary aspects of the problem

could be correctr-.. 

Packagi :g Materials 

The most important packag'ng material for the focl processng industry
is sanitary uin can. . Pieie are three can making plants ir, the country,
which is ample capacity in relation to the present : ze 
of the processing

industry. One of these 4s a plant recently :'cqui.cd by '.ne eariboni group.

This plant had gone tankrupt and has not operated f'ar the past 
five years.
The equ nent is presenTA,< being overhauled and tlbh- eft'icienry of this plant
will be largely detenrmlrcd by the thoroughness of tine renovat>o:, and the
company's ability to recriLt a team of gooni can mu.i'ni operator.; and mechanics. 

The second company, Lostrto, operates a plant with ery,; oli, low speed
equipment, but they are presently formulating a p'et;ram of modernization
 
involving an estimated investment in the order of $20o,000. Each 
 of the

plants has a completcly equipped lithographing in:;tallation and they do
 
all of their own tin plate lithography and lacquering. 

It is important to note Lhat none or the plants iU equipped with automatic
 
can testers. 
This Js a serious, although not a vital Aeficiency. The purposeof the automatic can teipter is to eliminate the dofective r'ans which then are 
never delivered t the processor. These are can.s 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 climinating them, they will 
be filled with product with resulting spoilage. Not only this is costly, butit is damaging to the reputation of the processor, lrand, and the industry
overall. It can be particularly embarrasing if a 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 Canadian or 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 anf 
the unit cost is stated to be about double the U.S.
 
cost. However this is very typical of can costs throughout Latin America. 



Glass bottles and jars are available but the supply is limited with regard

to size and shape. The :selection of closures is alco limited to rather old
 
fashioned types. Because neither the jar nor the closure is manufactured to
 
Very close tolerances, this sometinies results in av 
inadequate seal.
 

Labels are available in reasonable quality, but thc:;e too are reported to
 
be very expensive.
 

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

Packaging costs, availability, and quality will hiave an important bearing

on product strategy for export. For example, Cresh fruit cY;ortr require a
 
minimum of packaging, canned fruit in syrup requires the most expensive

packaging, and fruit plip in bulk packs would be i 
 termndiate inpackaging
 
cost.
 

U. Per:;onnel
 

The caliber of managerial and technical staff of coursr! varies considerably

with the size and complxity of the respective [naustries. Su' icient skills
 
probably exist to cope with the present levels of actLvities. Under intensified
 
activity levels, the following areas would probably i'rove to bh,deficient and in
 
need of reinforcement:
 

Planning
 
Product Research and Development
 
Agricultural Research and Developme 4
-

Quality Control
 
Cost Control
 
Marketing
 

The factories are accustomed to operating with an .xcessivc amount of hand

labor. There should be o gradual transition to more mechanization and to

accomplish this smoothly will require attention to personnel relations,

perscnnel training, etc. The various skills requir-d for mor', sophisticated

processing and operatir, methods will need to be developedI concurrent i'ith
 
the more advanced installations.
 

The level of education in Uruguay is generally higher triar, most other Latin 
American countries, indicating that no greater Perc:onnel 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 Fa'ilities
 

The Exhibit below details the existing food processing businesses in Uruguay
of all kinds except meat packers and processors.
 

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

These range in size and complexity from very small, primitive 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 Programaci6n y Pol'tica Agropecuaria

Centro National de Tecnologia y Productividad Industrial
 

Fruit and Vegetable Processors 
 35
Fresh Fruit Packers and Graders 	 5
Flour Mills 

51
Edible Oil Manufacturers 
11
Sugar Refineries and Related Manufacturers 5
 

Rice Processors 
 4

Dairy Producers and Icecream Manufacturers 29
Spices, Mayonnaise, Sauces & Mustagd Mfrs. 
 26
Biscuits and Cookies Manufacturers 15
Popcorn, 	Candy and Related Lines Mfrs. 

Oat and Other Meals, Baking Powder, Instant 

44
 

Desserts, and Fecula Manufacturers 25
Noodles and Spaghetti Manufacturers 98
Poultry Processors 

Honey proaucers 10
 

6
Barley Producers 

3
Beer and 	Malt Manufacturers 
 3


Fruit Juice Manufacturers 

It
Soft Drinks Manufacturers 

7
Wineries 

80
Vinegar Manufacturers 

6
Bakeries 


Fish, Seafood and Fishmeal Producers 
280
 

Coffee, Cocoa and Peanuts Processors 38 
9
 

794
 



The fruit and vegetable canners and processors are operating with old,

mostly obsolete equipment, with excessive use of hand labor. The twc
 
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 atypitial product ­ the 800 gram size of canned peaches in syrup - as under: 

Peaches -.9% 
Syrup 10% 
Can, label and case 32% 
Labor and Social Benefits 21% 
Other Inputs and Overhead
 

The labor content is quite high, at least double what would be expected in
 a reasonably efficient operation. The visited, andplants probably the rest
 
Sell, could certainly benefit from an 
 investment program for the Drpose
of improving capacity, effi.ciency and quality and correcting services
 

.1eficiencies. In many instances, the investment needs are relati ely 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 absorbing great r quantities of agriciltural r~iw materials. Thisin turn would provide tne needed incentive for growers to produce in greater

quantity, would supply the domestic and export markets more uffectively, and

make a greater contribution to the overall economy.
 

Nevertheless, these factories ar,; turning out a surpriuing number of canned:nd processed food products. The Sauce plant is alre .y .=xporting US$1, 000, 000worth of products annuall, a,, compared with domestic sales of US$8co000. Although
the management of Sauce identified two relatively minor items of' equiment which 
tney believe would bc requ'red to increase their efiiciency and capacity, a

comprehensive plan to upgrade the facilities does not exist. One snould beprepared and implemented ,.o 
avoid the pitfalls of a piecemeal hestment approach.

A systematic nighly selectiv JInvestment program c uld assist materially in the
 
generation of greater expnrts.
 

The Rio Clara plant has already aeveloped a comprehensive program and is in process of implementing -.. They are remodeling part of their building, andhave purchased two compl, e 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 concentratf, Pnd jams.
 

In all of the fruit and vegetable canning plants, processing and export

marketing technical assit;nce is required.
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Two plants manufacturing a fairly broad line of dry foodstuffs were visited.
One, Standard Brar~ds, is producing the usual line of Standard Brands products
and te installation is typical of their plants in Latin America. Export
opportunities appear limited for their products, but they are planning someexport of their Royal line to Standard Brands Brazil.in 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 equipment installations. One of their products, Dulce de Leche,
is unique to Uruguay and Argentina. The product hac 
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 iot be economically feasible.
Nevertheless, by careful analysis many investments could be identified which
would yield satisfactory returns and promptly increase 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 cost and capacity.
 

The vegetable and fruit processing industry would benefit considerably by
more examples of the type of entrepreneurship as dlemonstrated by Dr. Egon Sudy's
proposed project to establish dehydration faciliLies. As described in the not-s
in Annex ,, this project has been well researched in all aspects and should bea very successful one. Assuming it 
is successful it could 
serve as a good example

to others as 
to how to approach an investment program1.
 

6. Lxport Product Strptegy 

From an examination of the ccnditions and resources oI' the food processingindustry in Uruguay, a list of criteria has emerged the1Or selection ofexport products. The products most likely to succeed in the export market
should fit within the L'amework of the following recommended criteria:
 

1. Normal agricultural raw material should be 
utilized, which has been
traditionally produced in reasonable volume. Avoid the more exotic items 
as

strawberries, pineapples, mushrooms, etc.
 

2. Minimum packaging cost packagingand complexity. 

3. Uncomplicated technology.
 

4 .Maximize utilization of existing facilities.
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5. Complement existing facilities
 

6. Urcomplicated marketing.
 

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

8. Compliments the domestic marke-


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

1. Fresh fruit export. Simple washing, grading, inspection and
 
packaging operat'on; requires cool storage and ,:ell organized
 
logistics from pucking plant to consumers; uncoM.plicated
 
marketing; irmedate consumption of product.
 

2. Fruit pulps or fruit concentrates in bulk pack.:, More expensive
 
equipment needed; expensive packagin,,; sevcrt ,:jmpc-ition; direct
 
sales to customer; industrial use.
 

. Canned fruit in syrup - Consumer sizes. ,xp,nsw ,equipment or 
expensive hand operations; more expensive pa~kaging; severe 
competition; complex ,istribut.on ana lranU prod uct marl:uting; 
delayed consumption. 

4. Frozen product. II ghly specialized prodi.ct on, paci g inj;, storfige, 
and shipping facilit, es required; spcei%] 7(,d d ,tri'ut-on channels; 
high spoilage ri-k. 

From the above, it would appear alternatives I vnd 2 nroviue t: , best 
opportunitiles for success avtd alternative 4 i:; nc QuO'bt ou! ot' t,-e question, 
at least at the present time, 

For products where a spicifl'ic market exists, such .di.tified in the proposal
 
for dehydrated onions, it,wout-d nbviously ncot b- ncc-ar:, to , through such 
an exercise, but for most 'ruits and veg:etables, -,ore than on, alternative 
export product will bo possible.
 

Products with Most Tikely Export Potential 

1. Fresh fruit and ,'ngeuhi]. 

2. Fruit pulps and concentrates in bulk.
 

3. Dairy products: cheese, casein, butter.
 

4. Dehydrated vegetables.
 

5. Miscellaneous dry foodstuffs based on cereals. 

6. Selected canned fruits and vegetables.
 

http:prodi.ct
http:stribut.on
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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 of technical 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 staff 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 necessary steps required to complete

their loan applications, including:
 

market appraisal and proposed marketing strategy 
sales forecasts 
cost and pro it projections 
detenninat;on of adequate 
raw material availability
 
facilities design
 
estimated capital needs and timin'
 
technical and managerial capability requirements
 
other relevant elements.
 

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

- Assist the cliente iL-the elecution or , projfects through start up
by assuring thoy are coping wtn e:ich stfag successfully. 

- Actively seek out new loan prospects. 

- Help to develop rind maintain gooil client relationships. 

The personnel specification !or this Jo) would include: 

- A food technolo,<st 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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C. Financial Evaluation 

1. Financial Plan
 
Under the proposed Program, an Agri-Industrial Development Fund will be estab­lished in the Central Bank with an initial capitalization level of US$7.25
million in dollars and peso equivalents. The Central Bank will serve as fis­cal agent for the operations of the Fund, in coordination with the Unidad
Asesora and Mixed Cormnission, the operational and approving agents for the
Program. 
After sub-projects are processed, reviewed and approved, both dol­lar 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.
 

ProjectFinancialPlan
 

Agri-Industrial Development Fund 
 US$ Pesos
U_
AID contribution 

US$5
 

GOU counterpart 
 US$i
 
US$2.25 in
 

peso equivalents
 
Total Fund 


US$ 7.25 million
 
Sub-borrower investments 
(estimated)

Other contribution,(comnercial US$ 2.75 million


banks, etc.) 
 US$ 2.5 million
 

Estimated Total Project Contributions 
 US$12.5 million
 
Dollar resources of the Yund will finance the procurement of capital goods
for fixed investment (machinery, equipment, spare parts) as well as services
for feasibility studies and technical assistance requirements of sub-projects
from Code 941 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. 
Sub­loan terms for a package of capital goods procurement, plant installation
and other technical assistance services will range from three to ten years
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letermined tc. be highly desirable. The JBRD also is in agreement with the 
need for such programs. GOU officials have agreed to the USAID negotiating

position that an intensive analysis and a plan for reducing collateral re­
quirements of commercial banks participating in this Program, using these
 
recommended or other appioaches, will b-!included as a condition precedent

to disbursement of loan funds. Whichever of the two approaches are chosen
 
by the GOU for study, the U.3AID plans on requesting the TDY assistance of 
experts from AID/W, OPIC or other intern tional agencies to :.ssist the GOU 
and Mission personnel if the credit insurance mechanism is selected, or for­
mer OPIC personnel familix r with the Moss Amendment progrnm if the guaranty
silaring scheme is opted for. 

With 'egrd t. the guaranty ,rrangemeni., the Missi,;n understands that with 
the trnsfer of' the. Productive ere(.it GiTri.tnty Program authorit~y from OPIC 
tu All), AMA-I intends to explore an, co_)nsider alternative uses of both the 
!uwaanty authority for pro)ductive crelit purposes and the OPIC-Jesigned
model of the illP itself in order [.c expand the potential benefits of such 
, progrm to sminl]. and medium farmers. The a plica;ticn of the proposed
:!ruinty scheme in this ].n, based on the ep)eriences of the OPTC model to 

,ate, would appear to be mo,-t appimupriaite in this light. 7.U officials have 
indicated substantia] interest in the guaranty scheme, in recognition of the 
need t:) provide for the legitimaite concerns of the coTrdnfe cial b,:,nk. under 
this Pogrm,is an essential step in working through banking ,.nd private 
:w:ctor Lusinesss to brinf- benefits to the target troup. 

Therefore, the Mission intehis to attach highest uriority to a re Juest for 
i.,'!C and/cr AI4 asjistance in the analysis and elaboration of either 

M :hrtninm selected. 

5. ,'o,. of Funds Disbursements 

ArIy:lis ot' potent.iai.]y t..ijim le -,ub-projects identified during project
iuve]clTnment (Annex ) arid isc.ussions with the Unidad Asesora indicate 
t~iut the total resources of the Fanl will be disbursed within the three­

Ie-of-project; prIc Tc _-,stijnated disbursement schedule (for com-
DCxii ie:Dom'-0aolerLI]1 alm peso ) is a:s follows: 

Source 1st Yr. ,nd Yr. 3rd Yr. Total 

AID (U5$' , 15 1.7 m 2.75m 5.0 m 69% 
(Of- (Js4; equiva - .2 5 11.15m .85m 2.25m 

lent) 
'Poatl .8 I 2. 8 5m 3.6 am 7.25m 100% 

First year disbursements will be mo lest, given the need for the Unidad Asesora 
tind 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 accompanied by completed feasibility studies 
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indicates that from five to eight months will be the average time between
 

commitment and disbursement 

special fabrication requirements 


of funds for capital goods procurement,
ment. 
 given
This considerotion and past experience with such procure.
also bears on the modest firsthyear disbursement
projection.
 
GOU counterpart 
contributions
breakdown of estimated dollar versus 


may exceed the US$2.25 million minimum.
in the list of illustrative local currency requirements The
 
these. projects suggests contained
an average 50/50 split between
b-k 
 cs) ayb
m 
 vialrlcly(
sub-projects 

While a.portion of estimated local currency requirements
banks) may .mct be available of potentialsub-project r'equirementlocally 
working capital from commercialposes. (e.g.,In order s will be wrigcvtlfoto ensure for medium

mand, to longer omecathat sufficient term pur­the GOU has pesosindicated are nv'iln1.eregularly it will to meeton aL.'ee de­to consult with AIDthe Program. 
this issue for the purpose of determining jointly andSuch joint reviews peso requirementswould be held every ofsix months or other
 

A probable 


regular period as necessary.
 
source

loans of such additionalunder the pesosIBRD credits. a: rer:uirelAwill disburse may b,: reflowsrapidly, large portion fromgenerating rapid 
of that loan (US$20.O million)and morefor the than sufficientGOU to draw upon availabilitiesfor this purpose. 

6. Rpye~Cpct
The loan will be made directly to the GOU.moted 


butions 
and Eligible sub-projects


assisted 

internal 
involve activities which should make significat 

to be pro­to the economicincreasing internal production, 
growth of the country over 

contri­
efficiency time throughforeign exchange earnings. employmentIn internalthis latter demand,of projected sub-projects area alone, andthe combinedshould provide significnnt effects

situation. improveefforts to Urtguays foreign support to continuin 
cot 

situation 
 uay's fo eigne:changeIn view of' th, improved and] general balamcc. of' trdeeconomicand the over]li and fisca.iprospects
in general for regaining )f the GOU economiccontrol, over teamas shown 1)y the GOUs in lationStandby arrangement commitment ani the economy
Uruguay ,.n other policies, the 

to the requirements
can of thebe considered near IMhFbright. nnd medium-termof this loan are quite Taken together, the 

outlook forreasonable. ProspectsMoreover, f.r repaymentthe GOUrepayment has aof AID loans. fine record in 
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D. Environmental Impact
 

Potentially 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 rural areas. Many sub-projects will involve
 

active direct or indirect management of fields under
 
production and technology to be applied (e.g. leveling and
 
improving of farm lands) is expected to be beneficial rather
 
than harmful to the environment. Nonetheless, it is possible
 
that an activity requesting financing may not have adequately
 
considered such environmental effects and to ensure that
 
adequate consideration is given, Implementation Letter N

0 1
 
will specify this as a requirement of the sub-project appraisal
 
review responsibilities of the Unidad Asesora.
 

E. Role of 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 occupational distribution of working women (as of the last
 
available published data, from the bensus of 1(63) shows that 
more than 80% of the female labor force is employed in occu­
pations in which women ore over-represented. in these occu­
pations, the percentage of women employed is higher than 
their representation in the total labor force (251o): women 

workers are apparently specifically sought for these ,jobs, 
and do no 6eem to be interchangeable with male workers. 

Thus, any economic activity that increases the demand for 
workers in these "feminine" occupations would be equivalent 
to an increased demand for woman workers. 

The proposed Loan would increase economic activiW.
, and thus
 

demand for labor in at least the following are.as: food 
processing, the production of capital goods, capital cons­
truction, financial services and teclnlical assistance. 

1. Food Processing. 

The census classification Bottlers and Packers is 6(5.2_% female. 
Workers in Paper Production are 53% female, and, by sector, 
46% of the workers in the Bottling and Conservation of Fruits 
and Vegetables are female. Increase in activity in the 
processing of food products would expand the demand for 
workers in these occupations, and 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 activity 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.
 

4. Civil Construction.
 

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

5. Technical Assistance.
 

Women are under-represented in all professions except the
 
health, teaching and artistic professions, as 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
 
Loan on women insofar as they are members of the target group
 
of small and medium farmers. There are no figures available
 
on the ownership of farms by sex: though there are some women
 
form owners (usually widows or daughters), the overwhelming
 
majority of farm owners are men. Women would brne'it 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 family farms. 
Increased prosperity on these farms, however -- the source of' 
most of the f ruit 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 round 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
 

That female labor
 
populations with high fertility levels. 


force participation is not higher is undoubtedly 
due to
 

of demand.
of the economy, expressed by a lack

the stagnation 
Since many women, especially married women, 

are part of a
 

secondary pool of labor, expansion of economic 
activity and 

new employment opportunities is likely to 
the generation of 

draw on this secondary labor pool, 
as well as shifting
 

employed women from domestic service 
to more productive
 

occupations, arid 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 CY 1975
 
and for capital gunds imports to begin subsequently (probably early
 
CY 1976). The following are target terminal dates for the Loan, which
 
are in accordance with the periods permitted under AID Policy Deter­
mination 57:
 

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

- Terminal date for issuance of commitment documents: 
June 50, 1978 

- Terminal date for Loan disbursement: December 31, 1978 

As the analysis in Part V.B. above has demonstrated, substantial
 
demand for Loan funds, has been identified, and based on
 
discussions regarding projected disbursements with GOU officials,
 
the Mission believes that implementation of this Loan within
 
the prescribed time period is within the capabilities of the
 
Unidad Asesora and the Uruguayan banking and private enterprise
 
sectors.
 

B. Evaluation Plan
 

A joint Evaluation Committee will be established within two
 
months after conditions precedent to initial disbursements
 
under the Loan have been met. The Committee shall consist 
of a 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 Unidad Asesora representative will be selec­
ted Chairman, as it will assume major responsibility for 
evaluation. 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
 
opportunities for comprehensive information on all aspects of
 
project implementation.
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Ealuation ind' reporting o: I6n ThpleLnk) 	 fiYL0 

i, A evw .an alysisof: suh-"proj ect, proposals,ja-D 

~~~~I A~~ei:Ao 	 Ca e -~up(n 4f~ this -Lo6n. ~ ~­

include/ mib -rjc~~~ritnd
 
aprvd J ~o6-s,,ddpprovedsid& rpor Ling
 

+i.'~ 1~D~'~iih will b s.~i~i~ 
in 


period.,? Brief sum aileeof' these iiubpro'jectbsgisc~cribilg.
 

d n 4 thke po ~priseexports, o tfinatean deef-,f ~s _t eter 

Y, f ~ 	 reasons i.hy a sub.4roject, proposal. wa' ap'oc-o disapr'ved 
for financing unde r eLosri." .Thesereor s .i ~linludeIs6 


the Unidad' s record of amount of' project funds disbur~sed or'
 
of dollar and locol currency
commiiETed (with a breakdovrn 


disbursements and conmitments) during and 4hrough th i'erporting
 
period.
 

3. Representatives of the IUnidad Asesoraj; and po'il 
OPP and the Central Bank, will meet -with rep~reentatJvesTSAI 

at least every six months for the,,purposp of determiining tne 
projected level. of local currency the GOU will ma'ie abl ae 

* to the ~project in the subsequent 'six-month period. The amount~ 
will be based on the numb~er and nature' of' sub-oan proposals
 
in various stages of analysis and the f in'ncilr reur rt,
 
of; sub-loans for which approval is aniticipaed durig the,
 
foll.owing period.
 

4f. Formal evaluation reviews by'the Evaluation Conmittee'
 
will take place as requircid, but at. least once a year.
 

These reviews will examine the projet appved
 
by the Unidad Asesora during the review~ period; determinle the i1 
extent to which L-oan ,purposesi are being achieved;-, deteiine> 

measured 4 against indicators established? in' the Logical Frame­
work; and 	 review problem prjc s sues, and''any',opecratiofnl 

difficulties. that have been encountered.. A final" evaluation; 
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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 Evaluation Committee's
 
Chairman to the Director 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 ihe Unidad Asesora will determine the 
individual(s) resoonsible 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 assistance from AID/W) in the evaluation process, 
and arrange to procure such assistance, if required. AID will 

bear the cost; of any AID/W personnel: Loan funds allocated to 

technical assistance may he used to procure short-term contract 

assistance, as appropriate. 

C. ])isbursement rind Procurement Procedures 

All funds pro7,ii,1(2c by AID under this Loan will be for foreign 
exchange oosts, principally for capital goods imports, but 
including up to (10$500,000 for foreign teclnical assistance. 
Disbursement ol' Loan funds will be handled through Letters of 
Commitment procedures. After the initial conditions precedent 
are met, Ali) Ld.erso- Commitment will he opened and increased 
upon requests !iiade ,y the Unidad Asesora on the basis of 
foreign exchanie requirements of approved sub-projects. 
Letters of Credit will be issued by the commercial banks or 
the i(PR, 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 inported goods and materials will be made in 
accordance witJi AID requirements as modified for ICIs by
 
procedural- insitruc .ions and 1-,uidance. 

with Loan funds include allCoimaodiies Li ,I'o" procurement 
capital ,i--y.,.Ludiin- spare parts, for the establishment or 
expaunin of a -I..indusiries, as well as essential raw or inter­
mediate InVIIeri n., determined by the technical review of the 
Undad A:sesora t c, :r, an element critical t- sub-project establish­

menL whioh irinavaj.lalle locally in uantity or quality 
req1ii red. 
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Procurement will be from the United States and other eligible
 
countries under Geographic Code 941. Excluded from procurement
 
with Loan 'unds 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 and Energy, through the Unidad
 
Asesora. USAID's role is e::pected to be principally one of
 
monitoring Lo,, performance, and participation in reviews
 
and evaluations outlined above.
 

This monitorintg will be :)rimarily the responsibility of USAID's
 
Controller and Loan and Program Offices, with the Food and
 
Agriculture Office providing any necessary back-up support.
 
TDY personnel will be requested from AID/W as needed to assist
 
the Mission in review of legal requirements, Loan 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 Loan Agreement, AID will reserve the right to review and
 
approve sub-projects using over US$ 350,000 in AID dollar funds,
 
following Unidad Asesora and Mixed Commission review and approval
 
of these sub-projects. Because the analysis of the sub-project
 
will have been completed by the Unidad Asesora and approval
 
granted to the sub-project through the Loan implementation mecha­
nism prior to "UAIMreview, it is not anticipated that major
 
monitor-inr ru-onsjbil~ties will be involved in this process, 
if tJSA:D chooses Lo eyercise this option. 

opening and increasing t-he AID Letter of Commitment used for 
Loan disbursement will be the responsibility of the Mission 
Controller. i4onthly financial monitoring of disbursements, 
based on inf'ormation submitted by the Unidad Asesora, will 
also be t~he Confroller's responsibility. Letters of Credit, 
however, will be the responsibility of the individual bank 
rnking the sub-loan, arid should not- require any additional 
responsibility for USALT). 
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The USAID will submit to AID/W a monthly sunmary of Loan 
implementation progress as part of its regular monthly 

Loan status report. In addition, following formal 

evaluation reviews held by the project Evaluation Committee, 

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
 

committed 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 and Recommendations, Part I, Section J. (Page x
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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 Uruguay, having taken into
 
account, among other things, the maintenance 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 Loan.
 

This Judgement is based primarily on the facts developed
 
in the Capital Assistance Paper for the proposed Loan 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
 
financial, administrative and human resource capability to
 
utilize and maintain effectively the project.
 

ITonard J. orwitz
 
AID Representative
 

June 7, 1975 

/
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AID 1240-2 (5-74) 	 AMEXC
 

CHECKLIST OF STATUTORY CRITERIA
 

(Alliance for Progree)
 

In the right-hand margin, for each item, writc answer or, as appro­
priate, a summary of required discussion. As necessary, reference
 
the section(s) of the Capital Assistance Paper, or other clearly
 
Identificd and available document, in which the matter is further
 
diocusoed. This form may be made a part of the Capital Assistance
 
Paper.
 

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, as amended.
 

FAA, 1973 	- Foreign Assistance Act of 1973.
 

App. - Foreign Assitance and Related Programs Appropriation Act, 1974. 

HMA - !.!rchant -Marine Act of 1936, as amended. 

BASIC AITIORITY
 

t ALOGFA, ,0. .T loan bi105dc g 1. 	 a) The project will provide 
support to agriculture through 
promoting agro-industria]l food 
processing projects, which will
 
increase the production, income, 

a, f r agricu? lture, ruraZ.dcuCZ- and/or employment of small and 
Opmuniit or nutriLion; medium sized. farmers in rural 

areas.
 

b. for poP1"I'Zii'U71 P'1aunC1&*; oil health; b) N/A 

V, fOr edlioatioz, public ad',:s.. c) N/A
 
tration oil hur'a,: rcou.~ccs dct-'c oprcnt;
 

d. to 8o1u econo,.'c an:c, -ocial 	 d) The project supports a program 
d 	 lopmcit probZiin. iii .".elds nuch as of development and expansion of 

agro-industry projects which willmn and CX1,lA 	 ,:¢lo ;: ,4o ol , t, o, 	 produce and/or process non­
.	 traditional products for export 

markets. 
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AID 1240-2 (.5-741
 

e. in support of the general 
economy of the recipient 
ou~ntry or for development 

programo conduc ted by private 
or international organiza­
tions. 

COUNTRY PERFORMANCE 

Progree Towardo Countri' Goalo
 

2. FAA 9 208; 9,2S5(b).
 

A.. Docoribe extent to whilh
 
country ie: 


M) Ifaking appropriate offorto 
to inoreaoc food production 
and improvc r'zcanlo for food 
oto.:age and diotribution. 

(2) Crcating a favorabc oei-

Mato for fo2o0gln and do'.Oat.c 

pl'rVatc an icrer~i .. ard 

212L'~ tnnt,., 


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 freeing the paternalistic

controls on the private econonW, and
 

incpntivizing savings and investment through positive foreign investment and 
industrial promotion laws. The GOU is also maintaining or undertaking sound 
fidcal, c cdit, wage and price, and exchange and payment polirces which will 
encouragd private enterprise and investment. 
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4"4 
.~ ~~~ op rX$~~a more active devlpe4; \~4~~,*~k-VA~4'4 ,thr04 easuzessucb s Jffdust aX ~ aws, tax sd p*"'_ I-inet. e7,tAXD'Z20J'2'- 4~~ n gi i r 274 mobl cul iproduicers, anImc SM2*, Ic savings ior ev me

4pu 1..a -sqc o Fon econ~i ai'd he 

puoco e 
'~tC 

P' 
tin o'r i o 

4 4h~ 
soia d'4 -l'~ ~ 

(a) Al 'ngoc 'avai job,I 

P. mofetay,;credtnd cshould serve~to reduce the.;fiseal defi'cit,, sti6lite dos,{ an
*permit 'ani expanded level of~ib~ic i 6Ism-eat. ~ ~ 

bDtv-rting such b) Urga snot diverting development"~
resouroco fo 2' ulrnaCOoeaz L resources for unnecessary Military

Mi~ ~ 20) (see expenditures.ta'"ndcdtt b 
aZoo Item V )n

inlterveantion in affa irB
.of othcr free alldin~fdependent 6eono.) 

na 


'( aa'e p o *t 

(6) IalaIng economic, aoo'iat, (5) The GOU is carrying out a 'reform of
a.ahd POlitical reforms oluch as the costly social, Gecurity -system, iniflronnto at,~~jo ~improving it3 tax ,collection capability

and oh~an geo in land tan:4re with AID assistance, and through the landarrdngements productivity taxai''a$~aatO, ropoo fr. is endeavoring and' colonization prograzi,to imiproveladue Ur ay *l 

p "og'Of lowrd do o has traditionally respected the rule of law*th 1 t 1 j 0 o Zet, fz ecdo of and individual fre ado m, consistent with 
O~jf'OndO ionf th ~i' OO, Itpublic order. also favors~an expandedandi'aogi~iiqtheimO~tneprivate sector role in the development
Kfdtiua 'adm process as will be promoted through this

iiitvand private project. 

(0)Adlirrinlg to the ppincipZoo (6) Uruguay iadiis to thipr~nciplasofth ,etofPootadof~the 
Act of Do ot& and the Charter of*Char'ter Of Punnta dal solo, ut del sate.. 

4 

4 
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- 7i - t p t , 

IVO' 0iOq-u b i td owin 0 ­

(8)psu 0-- v 

(seheaponding
the' vitaZ'6 conor, ~ ZtiZ 

.4~~ryan O.trocaialZonoorns of-itso 
o*. mon'tra ingp'lZo- aid 'd 

-6crdtataih't' ;ak 

eff...tivdPcze¥ aoP,M-aii;, 

D. Aro aboJo factors- taken into 
aooount in the furniashing -oft the

subjecCOit'anca? 

2'zoatrnont of U.S.. (Citi-cn1ObyTo t r')R T)-

i FAA 0 '0 c)-. If aa+ i..
o 
tWo governl nt, i.. the. governm nt 
Ziabe an debtor or unconditional 
guaa'antor 6on any debt to a U. 

* itizen foi' goods or~eorvioco
 

~|
 

ha-ece ,7'~Q~ .. 

determined effortjto"',prov~dA3; 
-riatiincentivesapital 

inves ed abrad 

...... . 

GOU efforts now underway
in've f±namental,,trutr] eom 
iidtodetrmination to':-

~~ ose 
grwh ih.e, .­ t significant
sefhep measuremoso-,have earned: the_ 
ai sp r woth,D,' IB,, ID,,
AID and other'international agencies. 

H::--

P 

B.- The above-factor's have been taken 
into account in the furnishing of 
subject as' istance 

C*I Itri/t­

., Yes.-,j.iwever payment is being 
made on a regular basis of these debts. 

-

fu'rnmiho dor ordered where (a)cuoh.

citizen has exhaunted avaiZablc
 
4agal ramodies and (b) dobt o .
-not doniiod or contooted b* ouch
 
go v r0itw/0? 

4 . .... . . . ... 4 .. ... .. . + +< +
 

FAA 6 P 0(a If aoointanaa 4.
 
?Tto(iofoZaa .nqit0,1rwn1t,oot-rnm e, hallt}arjit ae o
 

oil OIudivioionio) taken, any 
4r . aotio*n Which has thco,ffoct..... lati ona lain,i aont7,h of 

o~'ootr?~of p1opu0 02 Of U.S. 
-ottioe:o ov CnItit tloo 0110ficially 

' p i;7: 'outli)'llb:: JO takeg
otopo to di+"oohno %t: obi+jiatioe
*tovdal'th oitiona o11 071'iionp - ­
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S. 	 FAA fi62O(o): Prhermcntn 5. N/A 
Proteoti'e Act. 8 5. If country 
ha0 oez-cd-c or'ihi pooed any penalty 
or 6anction againot, any U.S. 
fiohing veoel on account of its 
.fiohing activities in international 
aactro, 

a. has any deduction required by a. N/A
 
Fioherlmen'o Protective Act been
 
made ?
 

b. has completc denial of b. N/A
 

asoistance been considcred by
 
A.I.D. Administrator? 

Roi~at~on, with U. S. Govcrm=c'nt a,:d 

Other I/la iomn 

6. 	 AA 0iOO(). Dore ecipient 6. Uruguay does not furnish 
O01uol.ty .rziioh citnintazcc to assistance to Cuba, nor does 
Cuba o, fail to takc appro- it allow ships or aircraft under 
priato of tepo to prevent 3;: po its flag to carry cargoes to 
or aircraft u ider its fZag or from Cuba. 
from oa , ,i'ng oargoen to or 
fr'om Cuba? 

http:O01uol.ty
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7. 	 FAA B 620(b). If asniotanc.e 7. The Secretary of State has
is to a goi'crnment, has the determihed that Uruguay is not 
Secrotary of State determined controlled by the internationa 
that it is not controllcd by Comunist movement. 
the international Communist
 
movement?
 

8. 	 FAA § 620(d). If assistance is 8. The assistance is not directed
 
for any productive enterprise specifically to enterprises which
whi"ch will compete in the United will compete in the U.S. 
The 	primary

States with 	United Stateo enter- export markets for these sub-projects

prise, is there an agreement by 
 will be non-U.S. markets. However,

the recipient country to prevent if a problem arises with respect to
 
export to the United States of 
 any proposed sub-project enterprise, 
more than 20% of the enterprise's it will be handled in accordance with 
annual production during the life policies in effect at that time. 
of 'the loan? 

g. 	FAA a.620(f). Is recipient country 9. No. 
a Communiot country? 

Z0. 	FAA P 620(i). Ie recipient country 10. No. 
in any way involved in (a) subver­
sion of, or military aggression
against, the United States anyor 
country receiving U.S. ascistance,
 
or (b) the plannina of ouch sub-

Version or aggression?
 

i. 	PAA P GPO(j). Has the country 11. No.
 
pcrmitted, or failed to take
 
adequate measurcs to provcnt,
 
the damaqe or deotruction, by

mob action, of U.S. propcrty?
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Z8. 	 P~jA C2"(). If the country 12 Urugua is now considerin anhas failed to institute the O2C investment guaantee areemen 
invtment guaranty program
 
for the opceific risko of
 
expropriation, in convert­
ibz.ity or. oonfi cation, has
the A.I.D. administration within
 
the past year conoidered denying

aosatance to 
ouch government

for this reason?
 

4. 	 FAA 0 6 2 0(n). Doeo recipient 13. Uruguay does not permit tradecountry furnish goods to North 
 with North Viet-Nam.
 
Viet-Nam or permit ohipo 
or
 
aircraft under its flag to
 
oarry cargoco to or from North
 
Viet'Mam? 

Z,4. 	 FAA 0 620(o). Is the yovernmnt 14. Uruguay is not in default on theof the recipient country in payment of interest or principal ofdefault on interest or principal any A.I.D. loan covered by this Act.of any A.I.D. loan to the 
country?. 

MS. 	 FAA 0 62O(t). 
 Has the couintry 15. Not applicable. Uruguay has3everca"diplomatic relations consistently maintained diplomaticthe uLited Statos?with If co, relations with the United States.
have they been 2'csumcd and
have 	 new bilateral araistancc 
agreements been negotiatcd andentered into oiizoe ouch reounption? 

16. 	 FAA R 20(u). What in the pay- 16. Uruguay is 
not in arrears on
ment 	 otatuo of tie cbuult2y' 1.N. its U.N. assessment.

obligationin? If the country isin arrears, wore ouich arrcaragen

taken ito aCcotlut by the A.X.D.

Adminin ator, in decermining the
ouj'rent A.I.D. Operational Year
 
ludge t ?
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ZP. FAA 9 481. Pao the government of 17. No. Uruguay has provided

"COl-Pj)i.11t country failed to takdi . exemplary cooperation with U.S.
 
adequate otepn to prevent narcotic authorities in control of
 
drugo and other controlled nub- international narcotics trafftc. 
stances (an defined by the Comprc­
hen ive Drug Abuce Prevention and
 
Control Act of 1970) produced or
 
proccsed, in whole 
or in part, in
 
such country, or tranoported

through ouch country, from being

eold ilcegally within the juric­
diction of ouch country to U.S.
 
Government pernonnel or their
 
dependento, or from entering the
 
U.S. 	unlawfully?
 

FAA 	 1973 q 29. If (a) military 18. Not applicable. 

bas 	 in isocatcd in recipient 
oountry, and wan constructed or
 
io being maintained or operatcd
with 	fundn furniched by U.S., and 
(b) U.S. personnel carry out
 
miilitary operations.from such
 
baoe, han the President dcier­
mined that the governniont of

reoipieni country has authorized
 
regular accoss to U.S. correc­
pondents to ouch base? 

Hizitar, Fxvendituron 

ZI. 	 FAA ? 620(s). What parccntage of 19. Uruguay maintains a modest 
oountry budeqt is for milit:ry military establishment.
expendi tures ? Iio, much rf foreign a) 15 - 20% of the country's budgetexchange rcsourcca vpcnt on rili- goes for military expenditures.
tary 	cquipment? how much ;pcnzt for b) Foreign exchange expenditures
the of eophzio tic: .edtea purchasepurchase 	 for military equipment areo-nfminimal. 
weaponts systes? 
 (Cons'd,.rat.io)?
of thesc point.; in to be 	 c) Uruguay has not purchasedcncr- sophisticated weapons systems.

dinated with the B:xrcau for
 
Programn and Poliu Coor:':c! ion,
 
"Regional Co9 rdii:.:-or-, a::,? .':Zittar'
 
Aointane Staff (P'/iC).)
 

http:Cons'd,.rat.io
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COr,'DITIO?;S OF THE r,OAII 

General Sou:dnero 

20. 	 FAA 0 201 (d). Information and 
Ooncluoion on rcaoonableneoo 
and Zegality (under laus of 
oountry and the United States) 
of Zending and relending termo
 
of thc loan.
 

2r, 	 FAA 0 257(b) (2): 9 25Z(e). 

Information and concluoion on 

aotivity'o economic and 
technical soundncos. If loan 

,O not made purcuan& to a 
multiZateral plan, and the 
C'moUnt of the loan exceeds 
$l00,000, hoo country submitted 
O A.I.D, an app~ication for
toch 	fl)do togtcfr with 

aoourancec to indicatc that 

fundo will be uncd in an econom­
ioally and. technically oound. 
Manner. 

22. 	 FAA 9 25_(b). Information and 
cono-e lu1 o On oapcciti of the 
oolln~ry to repry the loan, 
inoli ding rcoo.noblozonesa of 
repayment pror, coto, 

83, 	 FAA .C 251(b). Informatfon,and 
03 l(1o1o on e'vt ab l : of 

finanoing f'om other free-would 
80111'CCo, inre ud'nig private 
oourocc within2 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 use, 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 based
 
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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184. FAA - G 1 ta)(l). Prior to 24. a) The financial plan necessary to
Signing of ioc;I will thcrc be carry out the assistance has been


(a) engincering, financial, prepared.

and other plans necessary to carry outt the acniotancc and b) Yes. Cost to the U.S. for the
(b) a reasonably firm estimate assistance has been estimated. 
of the coot to the United States
 
of the assistance?
 

25. FAA 0 611(a)(2). Xf further 25. Other than the normal legislative

logio atiVc action is required' approval for the loan, no furtherwithin recipient countr,, what legislative action is required.

is basis for reasonable expec­
tation that ouch action will be
 
completed in time to permit
 
orderly accompliollrent of
 
purpose of Zoan?
 

2a. FAA f ei (a). If "1oan in for 26. Yes, see Annex A. for the Mission
Ca-ptl As iotanc., and all Director's Certification.
 
U.S. assintance to p'rojto . now 
exceeds $i million, h'zs /hooion

Director certi-Fi d UI? country's
 
capability effcat> v7?/ to
 
maintai and uti.ii 2 the project? 

Losanr Rn.Zto:h> to /A,'':o7)n:t 
of 'Ountpi,aL '-','-'/ I . -27. 
 The loan will emphasize: (a) private 

sector industry development, (b) cooperate27. FAA ft 207: _ (a,) 7_3. with private sector initiatives to
Ehtent to w,"c/ a ,. "increase 
 the production of food in
refleoto app'op '' c Uruguay, (c)produce training benefitson: (a) l.~q)- o.no(:o: for employees and laborers associatednent of oa C ro with sub-projects developed, (d)
1 C It ofcai, 00c~ o o'11 contribute to improved health of thetarget group by making possible increases
:;!c C the(b) n I f( tehf-hei1. in incomes, and (e) stren then the
O01cntdn( 'n fo,od c',; (C) ira- overall industry sector, (f) creation ofpoving aoc.tilou~ti-i of t'aint-:d Jobs in agro-industrial food processingtnanpoWe, in the eouI:I4'/; activities which will generate sub-.(d) prog,0-:s deoigncrd to ncet stantial employment opportunities for
's0ontru1t'hc health necda; women.
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82. FAA 0 25(o); 9 ZZI. Infor-

marion and conciuaion on uoe of 
loan to assist in promoting the 
oooprative movement in Latin 
Amorfoa.
 

N. 	 FAA i 251(h). Information 

and conclusion on whether the 

aotivity is consistent with the 

findings and recomr.-endations of the 

Inter-American Cornnittce for the 
AZliance for Progrcos in its 
anni(al review of national develop­
ment activiticD. 

3d. FAA n 2P8(a). Describe extcnt to 
ih the loan wilZ contribute to

thc objective of assuring maximum 
participation in the task of econo-
mic developmcnt on the part of the 

people of the country, through the 
onCouragemcnt of democratic, 
private, and local governmentalinstitutions. 

36. FAA-V ()I"C DeCetcribc extent to 
. 3r00econiest1e 

pa'tiotla, ,:ced, deirnc, and 
oapao t v of the people of the 
0ou1try; ut~2i, 1 tho colntry's
i 'ite 1rrCourceo toec'tunZ 
c loitraf' in :i ,o:--a dcoel-
oC)miC';it; an1d ni)co: . n e'*v c 
edueatfoi and tr'c?:izi in ekislas 
re(qli2.-cd for effective parftici­
p'at ion ini goveri:,ichtZt and 
p)oii'ti'ral pr'oreoaee eji~c:tial to16 f- -go 'e rmIl t. 

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

53. The last ClAP 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 citid as 
a missing element in Uruguay, and 
reflects a cooperative approach with 
the country's resources in economi.c 
development, and will contribute to 
an overall increase in self-government
 
ability.
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so. 	 FAA 9 607(a). Information and 

oon luoiono whether loan 	will 
onoouragc efforts of the countryto: 	 (a) increase the fZow of
international trade; (b) focter 

private in.itiative and competition;
(o) encourage development and useof 	oooperativeo, credit uniono,and savings and loan aeoociations;
(d) discourage monopolistic
practicea;.(o) improve technicalOffioienoy of induetry, agriculture,
and oommeroe; and (f) strengthen
free labor unions. 

3?. 	 PAA 9 619. If asbistance is for 

newly independent country; is

furnished through multilatcral

it
 

organizations oi, plans to

maximum extent appropriate?

the
 

L oan Is fect on.-U.S. and A.I. D. 

Be. 	 E 1l 2. Informaticn 
a n uo1u.ion on Possible effectsof loan on U.S. economy, with specialreforenoc 
to 	areas of aubatantial

tbor ourpZuo, and extent to which

U.S. 	commoditijs and assistance arefurnished in a manner conoistent
With 	improving the U.S. 	 balance of
paylllclts position. 

LD. 
 PAA 6 252(a). Total amount of moncy
ilr "Ioanwhich in going directly

-to private antc,)'i, o ' is going tointcrmediate credit inotitittiona orother borrowers fov tcea by private
onterprs:o, in being ised to financeimpOrto fro,, prlivata ourocs, or is 
otheriioo being lined 	to financoproourIC',Noo from 	plivate sourceo. 

36. 	 a) Yes (aio-ndustiial products
b) Yes, directly. 
cl Yes. 
d N/A 
e Yes, agro-industry.

Not 	 applicable. 

37. Not applicable. 

38. 
The loan will have a small 
positive effect on the 	U.S. economy
through financing U.S. equipment
and 	services, but 	will have no
impact on areas of substantial labor
surplus. The assistance is furnishedin a manner likely to generate

increased trade purchases from the

U.S, thus positively affecting theU.S., B.O.P. 

39. All of the funds under this
 
loan will go directly to private
enterprise through intermediate 
credit institutions to financeprocurement from private sources. 
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40. 	 FAA 9 GO (b). Inforlmation and
conli-sion on 

40. Through improving economicthe 	 oan wilt01foourage U.S. 
how 	 and financial stability in theprivate trade andinveotf.cit abroad and how 	

country, the loan may encourageit wiZt increased U.S. private tradeencourage privatc U.S. Participaton investment, and services flows to
i'l forcighi aBOiD(*a,cc programs rguy
 
(including use 
 of private tradeohannezo and the aervices of U.S.

private enterprise). 

4g.. 	 FAA 9 607(d). If a 	capital
project, 	 41. Certain engineering orare engineering and professional services to be
profoeaional servie0firma 	 of U.S. financed under the project may beand their affiliates used provided by U.S. firms or theirto the maximum cxtant consstent affiliates.
 
With the national interest? 

42. 	 FAA 9802. Information and

concluaio wheth'er 42. Yes, the Loan Agreement or
U.S. 	 smaUl Implementation Letters will so
business will participate 

provide as appropriate.
equitably in tle flrnisiing of
goods and services financed by

the loani
 

4. 	FAA 0 G2O(h). Will the loan 
 3. "No.
pronjote or assist the foreign
aid projccts or activities of
the Comnlnist-BZoo 
 contries? 

4.FAA il 627. If Tchlnical
Aosista-c, in fI anced by the 44. All technical assistance 
loan, 	 will be procured from privateinformatio:z and co1 111 7io
0 enterprise.
Whether such assistance uill befurnished to the fuzilct extentPi'aeticable as goods and profrs-

Dional and other ocilicozs from
 

ats CnteprwLe on contract
'aCie. 	 aIf the facilitieo of other
Federal ag.ncos z
oilZ 	be utilized,

infnirmation and 
oinwZoio, on
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whether they are particularly
 
suitable, are rot competitive with
 
private entcrpriee, and can be
 
made avaiZable without undue
 
interference with domestic programs.
 

Loatite Comlian-ee 'uithS.ecific Reoutirc'mento 

45. 	 FAA 9 ZZO(a); 9 208(e). Has the 45. Yes. 
recipient cou,?::ru provided 
assurances that it will provide 
ot least 25" of the coots of 
the program, project, or acti­
vity 	with respect to which the 
Loan 	is to be made? 

46. 	 FAA EJj2. Will loan be used 46. xoi 
to finance police trainin.q or
 
reqted progran in recipient
 
country?
 

47, 	 FAA § 1Z4. Will loan be used to 47. No. 
pay for performance of abortions
 
or' to motivate or coerce peroons
 
to practice abortions?
 

do.. 	 pAA r?01(d). Is interest rate 48. Yes. 
of loan at ieaot 2n per annum 
during grace period and at least 
32 per annum thereafter? 

4l4 FAA fl 004(r). Vill all comnodity 49. Any counodities procured with 
procucr.cn fi>;a,:ccd urder the loan funds will have their source 

be from the United States and origin in the U.S. and GeographicZoan 

exoept as. otherwise detormined Code 941 countries.
 
by the Prcaidcnt?
 

50. 	 FAA P 604(b). Phat provisioi i& 50. No bulk procurement is 

Piade to pravenit fianeing eor::odity contemplated under this project.
 

procurcreent in bulk at pricecs )iphcr
 
than adjusted U.S. market price?
 

http:procucr.cn
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5?. 	 FAA 0 004(d). If the coop-

erating country discriminates 

against U.S. marino insurance 

companies, wilt loan agrccmcnt
require that marine insurance 
bo placed in the United States 
on commodities financed by the 
loan? 

52. 	 FAA 9 604(c). If offshore procure-
ment of agricultural commodity or 
product is to be financed, is there 
provision against such procurement
when the domestic price of such 
oommodity is less than parity? 

53. 	 FAA 60±f). If loan finances a 

oomolla7ty m;port program, will 
arrangemcnts be madc for supplier 
certification to A.I.D. and A.I.D.
 
approval of commodity as eligible
 
and suitable?
 

56. 	 FAA Pl608(a). Information on 
measures to be taken to utiliza 
U.S. 	 Govoriim',czt execs pcraonaI 
property in lieu of tho procurcmncii 
of nwc:O ;ters. 

$5. 	FAA 0 61,7(b): An. 9101. If 
YoaI fT'.;li, cto, atc, or water­
ro lated land , our ,Peconi ,ruction 
prIdjeot o' prouarI, is there a 
benefl t-co, t co,:pluta .o)2 :'lade, 
insofar as prnac t;cablo, iln 
accordance wtl; , h r i)Coc ,I,) 
o t forth in t ):,e l. ore ,:di,: of 
tho Prcoldcnt. dated tfall 15, 1902? 

51i 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. Not applicable. 

53. The loan will not finance a
 

comodity 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 
property use is anticipated. 

55. Not applicable. 
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50. 	 FAA 9 6u(c). If contracto for 56. A.I.D. procurement and 
conotrue tibn -ire to be finpa'ed, contracting procedures will be
 
What provision will be made that followed.
 
thoy be let on a competitive babio
 
to maximum extent practicable?
 

5?. FAA 6 612(b), 0 636(h). Describe 57. The U.S. will finance all 
stops taken to assure that, to the foreign exchange costs of the 
maximum extent pocsible, the co'untry 
 project and the borrower and
is contributing 1ocaZ currencies to sub-borrower will finance local 
meet the cost of contractual and costs. No U.S. owned foreign
other cervices, and foreign currencies currency is available for this
owned by the United States are utilized project.
to meet the coat of contractual and. 
othei services. 

68. 	App. § Z3. Will any of loan. funds be used t.= 58. No.
 
acquire currency of recipient country

from non-U.S. Treasury sources when cx­
caps currcncy of that country is on
 
doposit in U.S. Trcaoury?
 

69.. 	 FAA f 672(d). Toon the United 59. No. 
States own excess foreign currency

and, if Do, what arran;gcmento have been
 
made for its rcleasce?
 

0,0. 	 FAA 6 6 2 0 (a). What provision is 60. The Loan 
there againot uce of subject Agreement will not4ooiotansc to co. peizoate ouner 	 allow funds to be 
for cxpropricted or nationaZzcd 	 used for this 
property? purposet 
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Ot. 	FAA g 6PO(). If conotruction 61. N/A. 
of product've enterprioc, will
 
aggregate value of aooiotance
 
to be furnilohd by the United
 
Btatco exceed $L00 million?
 

68. 	 FAA 0 636(i). WilZ any loan fundo 62. No. 
Ng used to finance purchase, Zong­
:term lease, or exchange of motor
 
vehicle manufactured outside the
 
United States, or any guaranty of
 
euch 	a transaction? 

83.. 	 App. 9 Z03. Will any loan funds be 63. No. 
used 	to pay pneiono, eto.,. for
 
mi itaPy perodnnoZ? 

6d. 	APP. Z05. If loan is for capital 614. Yes. This provision wili be 
project, i thcre provinion for included in the Loan Agreement
A.I.D. app'"oval of aLl contractors or Implementation Letters. 
and contract tdrmt ? 

06. 	 APP. L107. Wil any loan fundo 65. No. 
o uoed--o pay U11 asocoom nto? 

C$, 	 App. R 109. .Coi:ipliance with 66. Yes, it will be required 
r'CgULItl.o,o ou 0t'p oyiicn of U.S. through Implementation Letter.
 
and 7ocal pcrooniiol. (A.I.D.
 
Regulation 7).
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#?. ,) 110. Will any of loan 67. No.
till aoed to oarry out-pro­

vioiono of FAA gg 809(d) and 25Z(h)?
 

64. 	 APP, Z14.4 Describe how the 68. The proposed Loan was includ-
Committee on Appropriations of ed as a shelf low in the FY75
the Senate and House have been or Congressional Presentation.
ill be notified concerning the 

The 
Congress will be notified before
activity, program, project,. any FY 	75 funds are authorized.
 country, or other operation to be


financed by the Loan. 

80. 	 A". § 60Z. Will any loan funda 69. No. 
be oed for publicity or 
pjopaganda purposee within the 
United States not authorized by

the Congress?
 

?0. AMlA 0 901.b: FAA 0 640C. 

(a) (ompliance with requirement 70. This provision will be 
that at least 50 per ccntuny of included in the Loan Agreement.
the gr'o'oo tonnIage of commodities 
(aomputed oepavatcly for dry buZl,

carriers, dry cargo liners, and
 
tankers) financed with funds made
 
available unde, thin loal 	 ,haltl be 
tranoported on privatcy owned U.S.­
flag 	commercial vosoets to the
 
extent that so"h vossels are
 
available at fair and rcaoonablc
 
rates.
 

(b) Will gr'ant be made to loan b) No.

'ecipient allto pay orl any portiono


of*such difforcntipt an may exist,

bcftwcen U.S. and forcign-flag vessel
 
)2'atas?
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AID-DLC/P2105/A-Draft
 

ANNEX D
 

DRAFT LOAN AUTHORIZATION
 

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

Uruguay: Agri-Industry Development Loan
 

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
 
for 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 Loan to the Agency for International
 
Development within forty (40) years from the first disbursement

under the Loan, including a grace period of not to exceed ten
 
(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.
 

P. 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 Loan only

if it is obtained on a competitive baiis and any claims there­
under are payable in freely convertible currencies. Ocean
 
shipping financed under the Loan shall be procured in any
country included in AID Geographic Code 91l. 
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b. 	Conditions Precedent to Initial Disbursement for Dollar
 
Costs of Technical Assistzaice 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 following:
 

1. Evidence of the establishment by the Central Bank 
of a special fund for the purpose of administering the AID 
Loan and the Government of Uruguay counterpart resource contri­
bution to the Project. 

2. Evidence that it has authorized the Unidad Asesora 
of the Ministry of Industry and Energy to serve as the technical 
review group 3nd principal executing agency for the administra­
tion of this Project.
 

3. Evidence of the establishment and responsibilities 
of a Special Commission whose functions will include the approval 
of sub-projects for financing with the resources of the Program. 

h. 	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 followed in approving
 
and monitoring sub-loans and in providing, or
 
facilitaLing the provision of, technical
 
assistance to sub-borrowers;
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(e) 	a plan for strengthening the professional and

technical capacity of the Unidad Asesora in
 
regart 
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 identi:fying and preparing sub-projects for
!inanc ing. 

o. Conditons Preeedent to Subsequent Disbursement of LoanFunds.
 

Prior to the first disbursement or the issuance of the first

letter of comnmitmunt doctunent imder 
the Loan, for purposes otherthan 	technical. assistan(;e to the Borrower itself, the Borrower

shall, except as AIh may otherwise agree in writing, 
 furnish

in form and substwice ;atisfactory to AID, 
 the following: 

1. 
Evidence that the tax on banking activities ("Impuesto
Unico") 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 a 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. 

4. A statement of the interest rate policy to be
utilized under the Project in determining interest rate charges
to sub-borrowers for approved sub-loans, including criteria for

determining periods of amortization and grace, and the indexing
system and the manner in which it will be utilized for readjustment

of the outstanding principal amounts of sub-loans approved under
 
this Project.
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C:. Covenants 

1. The Borrower covenants that all commercial bankswill 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 Program.
 

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

3. The Borrower covenants 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 availa­ble 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 of AID
 
once every six months, or more frequently as AID and the
Borrower may jointly agree 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 Borrower covenants that all future reflows 
from this Loan will be allocated to finance local costs of

future agri-industrial projects.
 

5. The Borrower covenants that in implementing this
Loan, special priority and preference will be given to thoseagri-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.
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ANNEX E
TRANSLATION 

Letter N0 114/75 

28 February, 1975 

Director
 
Agency for International Development
 

Dear Sir:
 

On behalf of the Government of Uruguay, I have the pleasure of confirming
the request for financial assistance to the agro-industrial sector originally
presented for a capital goods loan.
 
The Office of Budget and Planning has for some time determined the need for
external financing to equip with modern machinery the existing or future
enterprises that process food products for export with the purpose of
promoting the establishment of new enterprises, increasing the production,
and making 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 agro-industries to be

developed with the purpose of eventaully incorporating new technologies applied
to processing techniques and quality control.
 
The Government of Uruguay will provide the necessary internal credits for the
working capital of those enterprises which will benefit from the program.

We have estimated the need for external financing in 10 million dollars which

will be divided between the different components of the program in accordance
with the results obtained from the studies being undertaken by the Office of
Budget and Planning.
 
As you are aware, the Government is elaborating a macro-economic program which
will enable the negotiation of a stand-by agreementof the loan being requested conform with the FMI.with the framework The purposesas of the program as wellwith the present Plan Nacional de Desarrollo.
 

Yours sincerely,
 

Ing. Q. Juan Jose Anichini 
Director 
Office of Budget and Planning
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Cainrk es de su canoe izninto , A1 Gobi rno es­
ta' estrucfurandn un prorlralm ruacro-ucon6mico qUL pos ibilito la
coiiccrtaci6n toc in acuerdo Stand-by cont cL F.i. I. Lus p~rop6si­
tos do] Pr6-ta...0 quo esr Olici ta cncu~ndra~n pu-rfict a.rneiitO Lientro,
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ANC DE LA ORIENTALIDAD
 

Note NO 205/75 
Montevideo, junio 6 de 
1975
 

Sr. Leonard J.Horwitz
 
Director
 
Agencia pare el 
Desarrollo Internacional
 
Montevideo, Uruguay
 

De mi mayor consirderaci6n:
 

En nuestra note NQ114/75 del 28 de
febrero del ano 
en curso, tuve el 
agrado de confirmar, en ­nombre de nuestro Gobierno, In solicitud de asistencie

nanciere cursade F; la 

fi -
Agencia rirp el Lesarrollo Internacio
nal (AID) del Gobierno de 
los Estdos Unidos de Amricespor
un monto de diez millones de d6lares, pere epoyer 
un progra
ma de 
des'rrollo agro-industrial prl;cipalmente dirigido al
 

sector de procesamiento de 
Blimentos.
 

Por la presente, tengo igualmente
el agrado de confirmar 7ue el Gobiorne do 
la Rep6blica 0. ­del Uruguay proveer6 
los creditns internos necesarios p--ra­cubrir las necesidades domestices do 
fininci.ci6n de Ins tc
tividades Pgro-industrji
 les0 nue se llevaran a cabo en el dro
 puesto pror*rama, por un monto no menor al 
ecuivalente en 
p­sos 
a cu~tre millones cuatrocientos mil 
d6lares. Estos cr6­ditos, quo se sumn al 
pr6stEmo 
de la AID, pare financiar ­bienes V servicios deitro de los m~rgenes de eligihilided,­estar~n disponibles ppra financiar los costos 
en pesos de ­los equipos elegibles fabricados localmente, asf 
como sol ­ventar los gastos de construcci6n y de compre de plartas in
dustriales, la adquisici6n de 
materias primas, V la 
demands
de capital de giro para aquellas actividades colaterales pa
re las cuates no hey disponibilidad de financieci6n a travts
 

//
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- 2
 

de las vias ordinarlas. Cualquier otra contribuci6n en
 
pesos que deba hacer el Gobierno del Uruguay destinada­
a llenar las necesid-ades del programs, ser6 subsiguien­
temente doterminada en forms conjunta por la AID y nues 
tra Oficina. 

Atentamente, 

/ ,irector 

epas
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TRANSLATION ANNEX E 

Letter N° 205/75
 

Montevlideo, 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 pleasureof 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 programprincipally directed toward the food-processing sector.
 

I am also 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.I.D. and our Office.
 

Yours sincerely,
 

Ing. Juan Jos Anichini 
Director
 
Office of Budget and Planning 
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ANNEX F
 

DRAFT ANNEX -A (PROJECT DESCRIPTION) TO- LOAN AGREEMENT 

The Proiect 
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.
 

As used in this project, agri-industry refers to all aspects bf food
production, 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 develop­ment and management services critical to improved functioning of the
target enterprises.
 

Purposes of the project are: 
 (1) to provide a package of financial and
technical services to private entrepreneura and cooperatives for the
establishment or expansion 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.
 

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
Unidad Asesora - - the
to evaluate project proposals and channel medium-term
credit through the commercial banks to the private sector. 
 The contri­bution 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
arrangement to be administered by the Central Bank to protect commercial
banks against a portion of commercial financing risks involved in -;ub­borrowing, as a means of reducing existing excessive collateral requirements.
 
The ultimate intended beneficiary of the project is the small and
medium farmer who Is the principal producer of non-traditional export
crops and who will be stimulated to new production and marketing activities
by the establishment, expansion or modernization of agri-industrial
enterprises. 
The Initial and intermediary beneficiaries will be the
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private enterpreneurs and cooperatives who will invest inand 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 oppor­tunities, and/or 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 garget 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 enterprise 
- 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) utiliz:e uncomplicated

technology; (d) maximize utilization of existing facilities; 
(e) complement

existing facilities; (f) involve uncomplicated marketing; (g) operate

effectively within existing limitations; and (h) complement 
 the domestic
 
market. In addition, enterprise,, financed under the project must not
 
receive excessive protection, must exhibit good management, must be
 
solvent according to normal commercial bank or Bank of the Republic

standards, and must have an internal rate or return of at least 10.
 

3. Export orientation - Sub-projec s cho;en Iinapcing be!or should 
export-oriented in one of the following ways: (a) actual production Issubstantially export-oriented; (b) present production is only export­
oriented to minor but for
a degree, prospects increased exports are good;
(c) interesting export prospects exist if equipment Is modernized; and
(d) new enterprises whose production will be principally export-oriented

either at Lhe outset or after filling an existing domes tic 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 prospective 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,,is­tance to the implementing agency itself for the purpose of strengthening
the advisory capacity of the implementing unit in agri-industry (food processing)
project 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 application­processing, 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, 1975.
 

-
Terminal datc 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 69% 
US$) 

2. GOU-pesos .25 1.15 .85 2.25 31% 
(Millions US$ equi­
valent) 

TOTAL (millions US$) .8 2.85 3.6 7.25 100% 
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ANNE.X G
 

Illustrative Lists of Projects 

Exhibit I - Agri-Business Opportunities 

Exhibit II - Notes of visitations and meetings 
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GEOGRAPHIC LOCATION OF ILLUSTRATIVE AGRI-BUSINESS PROPOSALS
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COMEI'S ,,GAI)DIG DEMIAND ANALYSTS
 

1. The saturation piont might be reached in certain 
catagories which would effect timing of implereent-ing some 

of the proposed projects.
 

2, Prior.-ities 
 Will have to be as si ged by the Un dad 

Asesora arid apprux':- .L r antcd Of t veC y SCeti,, .':K.i to 
minimize the pos.,;ib: l ty of dh.pl icalion anrd to a','iod t):e 

constructS'on of exc-s : icataci t. Also, it mur:t 1le- dctor;:.ined 
that the r ': maiter,'ial input %..,illbe .irinuredadequil, vol­

urne crid quail Ly. 

3. /10tliourh no)i eter .nJ Iolrmation is pre:- ntiy available 
.it appcirs t , :ai.",! co:t:; of some projects iav hav e been 

over c: tiv' ,ited by the propc,:,-'r. 
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ANNEX G 
SN D Z X - EXHIBIT 

NOTES OF VISITAIONS AND MEETINGS 

Fruit and Vegetable Growing
 
No 1 
 Meeting with Dr.'s Hitz and Morse
 

Fresh Fruits and Vegetable Exports
 

No 2 Meeting with Mr. 
 SaxelNo j Meeting with Ing. Alba - CALFORU 

Canners and Processors
 

NO 4 Bennet & Brandon Factory

No 5 Sauce Factory

No 6 Rio Claro Factory
 

Dairy Products
 

NO 7 Conaprole Milk Processing Plant
No 8 Conaprole Cheese and Casein Plant
 

Dry FoodsNO 9 Standard Brands (Fleischmans) Factory 

No 10 Molino Purita. 

Dehydration
 

NO ii 
 Dr. Egon Sudy - Project
 

Can 'aking
 

N0 
12 Frigorfico (Cariboni) Plant

NO 1 
 Lostorto Plant
 

Misc.Project Possibilities
 

No 14 Meeting with Mr. 
 Einoder 

LocalMarkets
 

N0 15 Supermarket Tiench Inglesa
NO 16 Mercado Modelo 

Quality andExport Standards 

No 17 Laboratory of Analysis and Tests 



32 3 1 4343 3~3$ ...................-


Mee ing withhDr.-Chester W.- H tzi and Dr. Ronal aMorse 
The :discus sion wihteetwo profesr nla hrT 

availabeexprwetD a h ad DrhesteWHit ,oanidMiorse;S? ,tatheUirza. : wth l; -red oth i fi:i 3 oryperbecase d iossinboersftr as eie,. cIante-! e 'grow ng of tthes togh,' pfesrs , on lonoi 'frot Pennan of
Sainorversty wacshntsoI 
 center ifdont inowin cfuintrs a
 

Lot low.but ism
sabotdul cost
: . . its h S per hisbee varietLownirrig t in frow buti owe ttno higuuhe 'iael,.:adi6f%' '. 

Theeal e s a a equipment.
 

able. impoeibe is anl
resistancegtes utnderhs sytm.czto
 

sMotht toermantoes grw . arao Cnl Thae -- in th .- rwes ltog 
poor are reetv to chang 
 and-- to- instrction 
They d.o need, fiac.- :'' . ; :;'i' 

mtivarktinnoe Toaoesyield 7.... peoecaennIfthegrwrhaenasrd market ofnynabou kiilos:'ineuoe odyilso
Most t~mates nould eotinprbve an andeare grwnein.theare thiotpuTechi ti deernmn gepofCeoesehegowr,t
 is sectil lhog
 

costis boutedaule theUA
dry period roninte south thm variexeton ofbeenus
suiccesfulrlyinroce and thenrh-ist
bcUiSof lo lab orenewhfpeeedtomatoescoulduno
sadhh fue cotsuTuhexpot, or exatpoe
rhaidhlbor rsails marne 
om
 

is qbaidi
beui producdin quantit. nthae nows inb thscounry.
irrigion systee famovidesr
 
itsownrigatinfoyi.w ore 
 salyawlado ieti
 
,They a iv f
gtedne the agoidioprbutonty
quiteead ish eipmenis uua expenie.Irigting yapede d can fhyoetd
asnde indtheeetofaln
 
mtchiaiohenoend.Tomatoe yeld
Thenexporiwth demand byxngu0rosp ctroutino thpGvrentooingrestrictive and it i
 

Govrnmet
quth y rhched
tape.i eft epr.Ths8clnduliy 
r
 

'W3
 

faclo ies osib t haneresh egt.
UuutoB -. .3.onava bcessao itcutt ou
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24-44- 444. .4 4 k 

could. be444 use fo frui pups fruit4. 144. 

for nectars or diced for fruit cockils. ~ 
Tre 4is need to 4improve the pr n ri"- r d"adt ~~ prhoductivity of e.xis~i~t ri orbarsad 

The b'4-$4~eleve tereismc scop~e for more production of any kind of
 
agricultural produce. The sophistication level of the growers varies ~- 4...


considerably.4 With respect 4 to yegetables -the fresh market growers 4are the most
 
~44 ,4.4 - pis~icaewheeas those'ithat provide'produce.to the processors are atithe 

&' lowest, sophistication level.,, 
-

The same applies to fruit growers but not to quite tesmdegree.
 
:Since4 fruit-orchards vary- in size from 10 acres to 700 acres, it is obvious
that there are varying levels of sophistication.
 

There are no standards for fresh produce and this is a real need. -

The three things needed to be done to improve agricultural output

of fruit are: 

.
 

1. Improve productivity per unit and lower unit costs..
 
2. Expand areas of production.

3. Improve quality standards and uniformity of production. 

Government incentives are being investigated and a land-tax based4 on

land usage and production is being considered. This should be done,,here and

also credit should be given to orchard growers who invest in new orchards in
 
as much as these Investments have a Ityrear dormant period. With respect to
fresh fruits, Uruguay's main advantage isits location to the Brazilian

market. The main disadvantage Is the intense competition from Argentina.
Our yields are lower and our costs are higher. 
 . 

There should be a cohesive attack on exports in conjunction with the

CALFORU loan. The CALFORU loan is providing the additional .processing
facilities needed and this loan could aid in providing some agricultural'and

marketing technical assistance. There is some question about th cpaic

and efficacy of contracting for crops with growers.,From past experience~it

appears that there is need for improvement of integrity at both ends of' the
 
contract. 


4 

Conclusion 

4 4474 

4There ismuch scope for increasing production and expqrts. Need procesing.....

outlets for second grade produce and streamlined ,export lostcs. Need ,tech- .4.44 

nical-assistance at the "grass roots" level both'in agricultur~e and mar engL4, ,>-'­

http:provide'produce.to
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No. 2
 

May 29, 1975
 

Meeting with Mr. Jorge Saxel
 

Mr. Jaime Barcelo 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 Paysandi with some minor acreage near Rivera. There are also some
 

significant orchards near Montevideo growing lemons and Valencia oranges.
 

of citrus were exported. This represents
Last year 833,000 cases (16,000 tons) 

about 331 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, :ngland and Scandinavia.
 

They have received an IDB Loan of 3 million dollars plus local 
money
 

million dollar loan, which
equivalent to 2 million dollars and this totals 5 


is being used to: (1) rehabilitate existing orchards and increase unit
 

production; (2) establish new plantations to the extent of, 1,000 hectares;
 

construct an additional packing plant in Salto In coordination with
 (3) 

CALFORU.
 

ol' tne primary needs of the citrus export industry is
He believes one 

using small stores a cold store at the Montevideo port area. They :re now 

new
in various places and this is inefficient, cumberscne and costly. The 

store at the port area should be run by the citru- -,rowers in some way and 

not the port authority or other organizations. 

Three juice plants are in existance. One plant at Salto and one plant 

at Paysandu are merely juice extractors and their product is prcserved by 

the addition of sulphur dioxide or sodium benc,'oate. All of the P ysandu 

product is exported mostly to France.
 

A third i'actory which exists in Salto is presently "or sale. I' is 
suffi.cienttheref'ore nas not been gettingnot associated wIth any growrs and 

raw material and is not functioning successl'ully,. Thi:- is a f'rozen concentrate 

plant. Saxel would like to have a feasibility 7iuoy made regarding thi possibi­

lity of purchasing this plant for a cooperative with the product to be exported. 
Agreement.This could be a technical assistance project under this new Loan 

Another problem of the citrus industry is tne lack oft outlets for second
 

quality f'ruit. There should be some solution to this problem such as marmneiade
 

processing, oil extraction, animal feed, etc.
 

The waste skins and fiber from the existing extracting plants are
Note: 

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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N' 3 

May 29, 1975 

Meeting with Ing. Alba of CALFORU
 

Mr. Jaime Barcel6 and I met with Ing. Alba who represent:- 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 processors 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 depresses
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 ,;econd 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 negative 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.
 



- 147 ­

-2-

All of us met with a large group representing 
a fruit-growers
 

They had conceived a rather grandiose project 
to
 

association. 

up to 1,000 hectares ­on a large scale ­establish new orchards 


partially financed by a company known as INDUCOA 
located in Spain
 

which would provide 2 million trees with 
financing over a 4 year
 

There was much discussion on technical and 
political


period. 

aspects of the project but it became evident 

that they had not
 

really thought through the economic equations 
even on a rough
 

They felt they would need financing to 
the
 

preliminary basis. 


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
 

Although it is extremely doubtful if
 an agriculture venture. 


this project would be economically feasible 
based on the numbers
 

stated, they agreed to work through their 
figures and advise us
 

by Friday evening.
 

a 500 hectare
other ideas including
They did have some 


cooperative for the growing of tomatoes 
together with a
 

processing plant. We provided them with data sheets and asked
 

soon as
 
them to return these with the required 

information as 


possible,
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No. 4
 

May 23, 1975
 

Bennet and Brandon Food Processing Factory at Col6n (Frigorifico)
 

The group making this visit comprise the following:
 

- Mr. Juan C. Crespi, AID
 
- Mr. Milton Torres, Frigorifico 
- Miss M6nica Francois, Frigorffico 
- Ing. Jose Madariaga, Ministry of Industry
 
- Miss Beatriz Levrero, Ministry of Industry
 
- Mr. Daniel Iglesias, Frigorffico
 

This is a small plant equipped in rather primitive fashion. The
 

operation 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 dtem-. 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 tomatoes are packed from the Roma variety which has
 

recently been introduced and is now established with the growers. With some
 

slight quality improvements peeled tomatoes could be an important e:port item.
 

A large quantity of scrap production piled outside the factory was noted.
 

There were many swollen cans due to bacterial action and th,: fault was
 
attributed to be the quality of the ctns themselves, some of which are imported
 
from Argentina.
 

The company does not provide crop financing but sometimes does provide
 
the seed. Farmers secure some financing through the Government bank. This
 
processor pays his farmers within 50 to 90 days after receipt of the raw
 
material. The factory's production is financed "anyway possible". They do
 

receive some export crddits from the Banco de la Republica. 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 (a 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 maC'! 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, 556 tons; corn,
 
226 tons; and pears, 219 tons. Only 48 tons of tomatoes were
 
processed.
 

- This production resulted in exports to the extent of $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 rnd 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.
 



Ma2, 975'. 

2U kilometers north, of-Montevideo .. , 

- ~-~ The, same group thatyvisited the Be'e n~radnfcoyalso visitedBent a d B an aon ':!fact~ory s ,:vi i e .:thisplant., Relative toaBennet and Brand' this is a much larger plant and
better equipped.n 

Here exists an~ adequate quality control laboratory,supervised by aqualified .food technologist which conducts all of the ultcnrltests.for this plant as well as the Bennet & Brand*on plant. Alh'h bete qupethan the other plant, including a rotary coil single effect evaporator, most
of the operations from preparation through labelling and packing are accomplishedby hand. There are numerous opportunities in all phases of the operation forefficiency improvements. 

.44- i Nevertheless, a considerable export has already been achieved. A large....
quantity of apple and peach pulp packed inplastic bags of 40 kilos eachhas been packed for export -to Brazil. The plastic bag in turn isplacedinside an open top wboden crate. This is an expensive package asthe woodencrate is non returnable and costs about 80 U"cents. Next yea, 'they lan to
pack this product in20 kilograms square cans. This will be hotfilled andself-sterilizing, eliminating the need for the current use of S02 as apreservative. The fruit pulp can then be used for reprocessing into a greatervariety of products including baby foods and the product would have better
market acceptance particularly in Europe. 

. 
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This plant manufactures vinegar and processes pickled cucumbers,. onions,carrots and cauliflour. Much of the pickled product is exported to Brazil ina rather interesting fashion. A large heavy plastic container resembling anoversize milk can with a capacity of approximately 60 gallons isimportedfrom Brazil, filled with the pickled products and exported back to Brazil. 

The rotary coil evaporator can concentrate tomato paste to 32 .andthey claim to have produced paste of export quality with low mold count.(However they do not check for insect fragment count and therefore it is notknown whether the tomato paste would meet U.S. standards inthis respect). 

Some fruit pulps are packed in 5 kg. cans and stack cooled by the oldfashioned method of merely spraying the stacked cans wLth cold water. There 
[s no other cooling equipment. 

They claim to have good relations with their raw materials suppliersand believe that the production of fruits and vegetable's is'adequate,to
meet their requirements. They could increase their expors but e 
following: 

44 

Wal'4l~4 ~ 
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-Eoth rpea tortita cost r |inanI000. 

From the engineering report previously ret'erre4• tome50%eand mproe- qual ]iy . to (to the Nosnt &.considerb
Brandon Memo), the following information has been noted 

-In 1974, the total raw material processed amoted to hoD1t out 
comprising principally quince, 1,73 toast appls, 1,0 tMa.)hourtee orme.te, lon colingtunl t o W*OApeaches) 731 tons, and sweet corn, 26 tons 09y 30 tss ofth e equrea por aitbi0 cost ot ,l.00.­
tomatoes were processed* 

* * - Exports amounted to $11,07%000 and dcusstte sales wore 004000, 

With respect to services the water to obtained from a# aJeOet
reservoir. The water to tilte and chlotomto before beg"
used in the plant. Tnere are aom defects to te systos *ib 
should be corrected. Tie electrical ost"lltios is estder 
to be Inadequateoboo aid substantial Imrovgesets be e. 
Some improvements are required to be made, to U the #wrettus 
plant. There is noefective treatment or boiler W NW UW* 
are some other technical deficiencies that sboeL4 be eermUA. 

orThe buildings themselves are ingood condition sa dsa , 
for emploees are adequate. 

m
- At the height of the season this plat qels sbout
workers and they seem to have a good tehaloal ad s~ervineq
start. 

Conclusion
 

Hfere is a facility already earning ovrr $1#000,000 to export team.
despite a number or obvious inefficiencies. To cotreet tOes Iaefte loest~e
improve capacity and provide the necessary services Improvmeiw wo=l4 proa~y
require an investment in the order or $200,000 to $)W00D#OstltipUII tuje~vs
ments can be made by the installation aftinexpenslve labor savin devises A
comprehensive plan to upgrade the facilities should be patedm s ll lid.
increased exports should result, Exot mrketing *atstance *aUbelpto­
accelerate sales.* 


-
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No 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. Jaime Barcel
6 and I, visited the Rio Claro plant
 

which is located about an hour's drive along the south-east coast,
 

near the town of Atl~ntida.
 

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 
These negotiations for
equipment which was ordered last year. 


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 5 hectares each
 

in tomato crop. Irrigation is primitive and used only if it is
 

needed because of a long drought. They operate under a coatrcct
 

and seed is provided by the company. Yields have not been very
 

good - at 15 tons per hectare - but they expect to build this 
farms are operated on arapidly to the 30 ton level. These 

family basis and this is encouraged as is maximized Zhe use of 

family resources. 

They pay the equivalent of $ 80 dollars per metric Lon for 

tomatoes, provide field supervision, provide seed and sometimes
 

fertilizers, insecticides, etc. The growers obtain some credits
 

from the Banco de la Replblica. They admit their quality could
 
Their farmers are reliable
be better and this is being worked on. 


as th, unreliable ones have been weeded out over the past, few
 

a good reputation with growers particularly
year,. The company has 

Growers are not very well mechanized.
because they pay on time. 
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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 32%
 
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. In 1970 they produced h87 tons, 1971 ­258 tons, 1972 - )79 tons, 1973 
- 2,45l tons, 1971, - 2,523 tons.
 
The reason given for the big increase from 1972 to 1973 was that
 
they decided to go ahead 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 qualified people in positions of re:pon.­
sibility and lack of decision because of fear of LtJking
responsibility. They started negotiation in September dart 
year for two lines of equipment to make tomato p:asbe -nd fruit

pulps and fruit products but have not yet received the necessary
 
approvals.
 

90fi of their past production has been uiLpr. de Tomate which
is a crude product containing seeds and ski: of' the t.omatoes and
which is packed in various sizes of gl.iass bott.IL. 

Ist year they packed 200,000 can." of peeled whole tomatoes 
but they have experienced a very serious problem because of a
 
failure of the can. They claim the can company, Companfa 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 department 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 certainly like to know wh,, the final
 
outcome turns out to be. If the canner can prove the cause of
 
ti'e failure, and this is a relatively simple thing to determine,
 
then 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
 

900C 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 machines could increas-e the efficiency of
 
this operation considerably. The 11 Kg. size is now packed 6
 
bottles into a very light paper case. Any degree of rough
 

handling could result in excessive damage. Tney claira 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 Lbe use 
of corrugated cartons was out of the question with :peci to 
both price and quality. Next year they plo to p;,ck ton.qto paste 
in 10 pound round cans, 6 cases per wooden box. AlLrniively, 
they may be able to import cardboard. boxes from ArgeUJIna urder 
bond for re-export.
 

The new processing line will handle 200 tons of t)oyatoes in 
24 hours and contains a continuous double effect evaporator and 
all ancilliary e(iIpment. The second line which has been 
purchased is a complete fruit-pulp concentrate ind jam line which 
will be able to handle 50 tons of fruit per day, They believe 
this will help them to maximize plant utilia,,itjon ,;omc fruits, 
principally quince, are harvested ttfter the tomato ;;on ends. 
They have already made contacts with nearby orchbtd Th expect 
to be able to utilize 2nd grade fruits from the.sc orbardls. 
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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. Their
 
new building program starts next week in anticipation that they
 
will ultimately receive the equipment now on order. 
A new boiler
 
is under construction to replace the existing obsolete unit.
 

They stated their additional needs as being (1) a good
 
resident technical supervisor, and (2) gtlidance in export
 
marketing.
 

This company is taking a major step and is converting an 
extremely primitive 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 UnAted States in the near 
future, I suggested he write to Mr. Raymond Good, President of 
the H.J. Heinz 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 winner.
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No. 7 

May 30, 1975
 

CONAPROLE
 

Messrs. Barcel6, 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 equipment, 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 a 3 month shelf-life. After this time it is 
inclined to crystalize.

They believe however, that tnis characteristic can be overcome by special
processing methods. This could be a significant export item to Brazil, but
would require a good marketing effort (could this be provided under the
 
technical assistance part of our loan program).
 

Their major problem is one or 
volume and quality of supply. The qualitY
of the milk received with respect to bacterial content is extremely poor.The
plate count of incoming milk 
is around 15 to 16 million per c.c. but this is
controlled, so they claim, to 50 thousand after pasteurization. 

Here is a progress-ive company with significant organizational strengths
and first class facilities. In addition to the existing plants they have
purchased a new milk dehydrati.ng plxnt to produce powdered milk with acapacity of 200,000 ].itr,_-s of raw milk per day. 80% of this product istargeted ior export "011thto Aerican courtries. The investment will. be
$1.2 million which i:;Ciiianced from their own resources and new
the plantshould be in operation two yea.v; from now. The new plarr. will probably be
 
located in the Flor idr ,
 

They b].ievc I:n adW dryton !,o the milk. powder that significant exportopportunitiu,, exi.-ft 
VI*;r .hee.,e to Argentina, Mexico and Brazil, for butter
oil (anhydrouc butt r) t..-'iexieo, casein, etc. 

Here is an outotnnding opportunity to prepare for volume exports bycorrecting these serious supply problems. Building more factories 
or
expanding facilities would be premature unless the quantity and quality

of the milk can be considerably improved.
 

http:dehydrati.ng
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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.
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No. 8 

May 30, 1975
 
CONAPROLE -
Cheese Factory at Villa Rodriguez
 

Messrs. Jones, Inciarte and I continued to Villa Rodriguez where we
were met by Ing. Garcia, 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 are shipped as whole milk to Montevideo for packing and
distribution as pasteurized milk.
 

The plant operates at full capacity only four months of the year. If
the weather is very favorable, they may get a five-month operation, but
normally the capacity operations are during the months of September, Ocbber,
November and December. The cheese plant operates only seven months of the
year, from October through April. It
was not operating the day we arr2 ved but they
were planning to have a run the following day.
 

Again 	the quantity and 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 cheese 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, cheese production
could be diversified into other types. For this cheese they presently receive
a 
price of $1.60 dollars per kilogram CIF Buenos Aires (and I presume the
same price is obtained Cor tht which is exported to Brazil).
 

Note: 	The Goverrment pays an incentive of 30% of the FOB pricethe exporter. These 
to 

Incentives apply to all non-traditional
 
exports and 	 4% up 35%. Inrange 	t'rom to this instance theGovernment in,-enti ze apparently is theirprofit because price and
productiun costs appnrontly theare about same. 

If the milk production ecurve could be lifted to a higher level and thelow point of May, June and .july filattened out somewhat, the export o dairyproducts could take 
a bi g leap forward. This is one of the best opportunities

have seen in Urugruay for a rapid development of exports. The treditional
May, June, July, deficit is not expected this year because milk prices are
higher as been prices have declined. The amount bebase that aiust suppliedto Montevideo is 500,000 liters a day. After this base supply has been met
other 	products can be manufactured from the remaining milk. The small size
of farms limits economic possibilities for improvf-.ents but nevertheless
a very serious effort to improve herd management and pasture management would
 

pay real dividen'
 

Refer 	 to the report by Pr. Zehren made in 1971. 

Note: 	On 
 the way to this cheese factory - a drive of 80 kilometers ­

I 
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I had a good chance to look at the countryside. Shortly after leaving
 
the environs 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
 
bec'ame 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.
 



--------------------------

- 16o -

May 28, 1975 
Visit to Standard Brands - Mr. Bart6 

who showed us 

Jaime Barcel6 and I met with Mr. Bart6 and his production manager
throughtheir plant. This is a typical Standard Brands
South American installation. The factory is cluttered as 
it grew like
Topsy but it is in good shape with everything clean and in working order.
 
Bart6 claimed that some sugar is still imported and all of his


gelatine is imported. The yeast is produced locally with only a small
 
amount of culture material being imported the Unitedfrom States periodically. 

He is satisfied with his packaging material and they use 
of small paper cartons and plastic envelopes, a large quantitysalers and supermarkets. In 
etc. They sell through whole­the latter category there are 18 only. 60% of

his sales are in Montevideo and they handle sales through distributors in the 
Interior. Not many export opportunities could be identified but Barto thought
 
that possibly they might export certain Royal products to Standard Brands in
Brazil.
 

The factory is operating close to capacity now.
 
He is going to invest about 100,000 dollars in additional equipment.
Tney already have a small amount of land for expansion. Most of the


equipment will come from Argentina, Brazil and the U.S.A plus locally
manufactured items. They are presently producing almost the f'ull line of

Royal products and Fleischman's yeast. They do not produce vinegar which
products 
is a fairly standard item with this company in other countries. Their
are all of usual Standard Brand' s quali ty &nd have hip)) acceptancein thi;s market. 

Conclusion
 

Not much scope for development of exports. 
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No. 10
 

May 29, 1975
 

Molino Puritas
 

Mr. Barcel6 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 malz, rice and faina. Other products 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 Ecuador 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 Brazil are cleaned barley in 50 kilograms sacks, and cleaned
 
rye grass. Last year 60 tons of these products were exported and they expect
 
to reach 250 tons by the end of this year.
 

They have an excellent well equipped but small factory in "A-I"
 
condition. They make all of their own packages and have a fully equippe:d
 
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 o t:3 
from Argentina to supplement a low local supply. They now anticipate an
 
adequate supply of raw material and also they have a favorable rate of
 
exchange with respect to Argentina.
 

Their principal need is for one new pliofilm packauing 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 
seems 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 product. 
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Sudy & Company 

Mr. Ed Lijewski and I, met this morning with Dr. Egon Sudy at
 
breakfast to review with him his proposed 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 xillion 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 oher products of combustion of the fuel. 

They would pack the product in 2 plastic bags which in turn would be
 
shipped in corrugated cartons.
 

They would utilize small farmers with 2 to 5 hectares each in onionr,
and carrots. They would provide the seeds and agree on a contract with 
the farmer for a fixed price together with an incentive to share in the 
export profits. They plan to use about 250 farmers to provide the ful 
acreage and they would contract for the full output. 

The investment is estinnted at .$ 200,000. 

This is an excellent example of entrepreneurship and new venture 
organization. 
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tiy&C . -A is anTruguayan, 15 yerol manufacturrng,,Compay 

the field of'manufacture, distributiona ofpri- af'rgtcints 
50c market share ofthee products. The companytic dyers having over 

an annual sales volume of about two million,emplydhs about 200 people and has 
dolla~irs 'worth of Uruguaayan pesos. 

About two years ago the company decided to diversify its scope of activity and. 

after a long selecting proness established that vegetables dehydration would 

targeted main objectives, namely totally local raw material supplyfullfigl th w 

in the form of agricultural produce and the finished goods to be exported 
hundred percent.almost one 

carried out by the company with its own finantial years long market survey, 

and human resources, revealed a good and receptive market in the European 

Common Markct area. A manufacturers agent has been designated, the same 

being an old established and specialized german-dutch firm. Contracts have 
carrot as a

been signed with substantial quantities of dehydrated onion and 

purchases in accordance with manufacturing capabilities and
starting point arnd 

to be increased gradually in three subsequent steps.volume of output, 

a pilot plant size operation, in orderSim-ultaneously the company carried out 

to train personnel and to design equipm ent to quality and production requirements. 

This stage has been completed, again without any outside technical or finantial 

assistance. On the agricultural side research has been done and is still on its 

Sway, to find the most suitable onion seed, with highest solid content, adequate Ir 

acre yield. No previous experience wastaste and pungency and highest per 
areavailable in the country, so six different american and european seeds 

being tested in field conditions (about 250 hectares) with the company's agricul­

tural engineers and outs-ide government and international expert's assistance, 

Transplanting seedlings method is used. 

Seed is distributed to small farmers, in the Montevideo area within 100 km 

distance, Individual farmers participate in the programme with one to three 

hectareas. The contract assures the farmer that the entire crop will be 

purchaed at a base price, but after export, another premium will be paid to 
Such an incentive, which could increasethem in accordance with export profit. 

is designed to overcome: :the price received by the farmer to twice the base price, 

eand fear of working with.unknoWn seeds,. op.erativemethod'initial resi 
of makting available to groups of farmers modern planting and harveting4 equip-~4 
ment is part of the project. 

7 
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A set of figures are enclosed representing a resum6 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, are being sought and are not available so far. 



- 165 -

-
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DATOS DE LA EMPRESA 

A. 	 EMPRESA 

SUI)Y & CIA. S. A. 
Enipo'e!a ex istecite 
F~brica de pr()ductos quirinicos 

Planta :Av. flatine .300() Carrasco, Oficiinas :Buenos Aires 519 - 985240 
Capital1 n p roe r!;, dc auto rizaci6n 500 miliones 

suscrito 250 millonecs
 
integrado 70) millones
 

B. 	 P JQUFRIT\ILN'1OS P REV1-ISTOS 

Rc~z6n para solicital, cr6dito 

A inpliaci6n po)1 uxieva produccicn y diversificaci6n. 

Rcqucriumitio d-~>~.'''~ total :En tres, ctapas, ver planilla adjuntri. 

C. 	 DATO- ENCOOOIS ]p JVITS 

Ca pac idad P ropuesta del P royecto: Var inejo ana US$ 41.386. 000. 
Volinacn mnr(io anual :2. 900 ton. 

Empicados adiclonalus requcridlos :100 

Ventas prey istas - exIportacionc's 10070 

Principales 	mercados previstos :Mercado Comr~n Europco, existe contrato 
al rcs~pccto. 

F'LANtA INDUSIRIA.~ AV.PACIN.f3000 CARPAACO - PIO, CAt rtO'fr . iturotO' 10sois 22s 3s 00 

orICMIAS, Ml)ENO5 AP[(', 11 - ltfIN0' u.s f. 40 08910424 o IIOis 

~.a*2- 74 COOL SI'ONft [A: CASILLA cI' cormro iw, - contqrO C(N7IRA- LIOP[(IO - CAMII 5i' t U 11Y C C, -* 1V 



-n 

a
.4I 

tto 
CL

,:C
 .c

o
-: 

-!C
i"! 

-. 
4 

4 
L

o
C

l)L
n 

4 

0 
Co 

C
o
-

t 

C
Oo

4
 

.
L

 

.4
 4
0

" 
.C

-
tn

coI 
-4

 
C

O
 

0
c~

l 
'z 

400 
(m

 

JO
m

0) 0
0 

4o1'-~4)-41~ to
 

0)-4
0

(
C

'. 
-4

 
C

ol 

'-I 
C

O
.-

-r4 
'I' 

I 
C

) 

0 
00 

0.-,
C

o
 

L
_-U

0)
C

o 
oo 

-
m 001 

-4
4t 

1 

-40 	
0 

M
 L

 

C
' 

0-
C

D
' 

01 

C
-

.1O
 

-
1

a
). 

l 
L

I 

.
4
 

_
 

It 

coo 
(0000~

 

0) -V

c)i-4 0 0 

C
 

(-
C

) 
X

 J V
 

) 

n
i. 

C
o

 

t 
. 

m
. 

a) 

(3 
t 

t
 
o!~ 

~ 
(l 'I


~ 
oC

1 
a 

-II 
V

 
tflf

C
-

0 

C
o 

t 

C
'10o0o0 

o 
c
IJ


 

Jn 
~I 

o
co

 

c
c
C
 

to 

o

 

tC
o 

tI 

I4
 

"
I 

1
f) 

0
)1

11 
E

-
.. 

0 
C

O
L

.. 
C

0 
N

 
C

 
) 

c
o

 L
-

to
C

13 
t-o 

.4' 
1 

1 

co 
a ) 

C
nt 

-o 
) 

4 
oC

3
C

o
1
; 	

o 
on 

O
 

0m
c

-4C
 t-

N
.-1'03t-

IC
(0 

n -u 
c

)C
 

O
 

r 
O

 	
V

C
) 

o 
C

'. 
('i0 

o
 ) 1

0
 

) 
l 

C
 

t 
t 

o
 L


 

n 
.4

i 
C


 

C
 

-
E

-
1
1
4

4 
L

 
'1C

 
cro

-
.4

 
C

O
 

co 
'"c 

C
o

IV
 

L
'~O

 
C

D
I 

) 
4 

'-
N

.4
 

'
OM

 
LO

 
C

)ot' 
c-

C
)

(c
)'IVIf 

%
41( C

o
o

4t 

C
4 

C
 

o
 

000
to

 
M

 
0I' 

C
 

o 
a
 0 

C
0) 

C
D

 
­

to)-1) 
M

 
0 

C
.0

 
1

(0
 

C
fm

(0) 
C

o 

C
o

 
C

cC
-

,r 
.I 

'IV
 

tiC
11 

co
-t 

-	
q 

m
 

c 
O

 
L

f 
E

-
r 

o 

I-r 

(0 
C

 
C

0
) 

to2( 
1n 

-

C

 

) 
L

') 
L

, 
oIint 

, 
0




lr1I 
iV

 
V

 

-' 
>

 
z2 	

.
0I 

1
 

0' 
(n. 

c
-I,. 

In~ 

r.rird 

0 
0
 

0)O
)~-~*0

 
4j

c-S 
III 

$4 
t. 

z 
2'..1 

0, 



- 167 -


No 12 

May 23, 1975 

Canvmaking Plant (Frigorffico) 

The same group that visited the frigorfico 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 three 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 
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 Almr imported compound. 

They claim to be o"-
 iauling each piece of equipment completely and some have already beer pleted. However, a coat of paint can cover many
deficiencies and give . appearance of a good machine. It is a task of
 
considerable magnitude to overhaul all this equipment and do a good job
and I would anticipate many and possibly some serious startup difficultie2.
 
They will need to hire a team of good technicians and train operators. 
To
minimize start-up problems and costly mistakes it might be advisable for

him to hire on a project basis some good can making men from such countries
 
as Mexico, Yenezuela, etc.
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No 13 

May 30, 1975
 

Lostorto Industrial y Comercial S.A.
 

Can Manufacturing Plant
 

Mr. Barcel6 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. Los'o:w'to.
 

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 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 rebuilt 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 nothave 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 cans that should have been
 
rejected will now be delivered to the processor who has no means
 
of qliminating Lhem, they will be filled with product with resulting
 
spoilage. Not only thic is costly 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.
 

/11 
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Can-making Plant (Frigorfico) 

The same group that visited the frigorifico 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 toiree ofthe lines operating at full speed will produce a total of 500 cans perminute. One line producing a six pound can will operate at 100 cansminute and the 5 gallon per
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 toall of their own tin plate lithography and lacquering. 
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They plan to use tin plate from C&:ada and the United States and uEeDewey and Almy imported compound. 

They claim to be overhauling each piece of equipment completely andsome have already been completed. However, a coat of paint can cover manydeficiencies and give the appearance of a good machine. It is a task ofconsiderable magnitude to overhaul all this equipment and do a good joband I would anticipate many and possibly some serious startup difficulties.They will need to hire a team of good technicians and train operators.minimize start-up problems To
and costly mistakes it might be advisable forhim to hire on a project basis some good can making men from such countries
 

as Mexico, Venezuela, etc.
 



- 168-


No 13 

May 30, 1975 
Lostorto Industrial y Comercial S.A.
 

Can Manufacturing Plant
 

Mr. Barcel6 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 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 rebuilt 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 ICO or so defective cans which never are

delivered to the proces;sor. 
 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 cans that should have been
rejected will now be delivered to the processor who has 
no means
of 1liminating them, they will be filled with product with resulting
spoilage. Not only this is costly but it is damaging to thereputation of the processor, the and thebrand industry overall.Can testers are expensive and undoubtedly this is the reason they
 
are not used.
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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. Fruit and vegetable canning.
2. Dehydration of fruits and vegetables. 
5. Tomato paste.
4. Pickles and sauces. 
5. Growing of mushrooms. 
6. Pork-sausage processing.
7. Organotherapic products (based on packing-plant by-products).
8. Demountable wooden boxes, for export of citrus. 
9. Condensed milk and dulce de leche.
 

10. Cold storage and fruit packing.
 
1.1. Concentrated grape-juice (for liquor).

12. Soy bean (production development/oil factory). 
13. Textile. 
14. Cocked meat agcoop plant.
 
15. Tripe processing plant.
 
16. Vacuum packing.
 

Mr. Einoder agreed to send his engineer to see us to elaborate on
 
certain of the more important projects.
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May 23, 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 nuaber 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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No 16 

May 30, 1975 

Mercado Modelo
 

Early this morning, with Delffn Perez, 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 windows. Every form of conveyance was
 
in evidence from horse-drawn two-wheel carts to lnrge modern trucks.
 
The drive-ways and parking areas were littered with garbage and
 
manure and the floor of the building was littered wit: 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,
 
individually wrapped and attractively packed. Citrus also appeared
 
to be of good to excellent quality. The principal produce seen
 
were: citrus, apples, sweet corn, snuash, 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 dairy 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
 
whole 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
 
Pdmit, 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 up.
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June 4, 1975 

L. A. E. - Ing. Alfredo Dovat 

Mr. Juan Crespi and I visited the LAE laboratories and were met by the
 
Director, Ing. Alfredo Dovat. LAE has developed export staodards for a wide 
rante of products and certificates of quality - issued to exporters by 
this laboratory. They also control the importavion of spt -:,1 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 appearance.
 

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 brown 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 risted 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 making 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, Pennsylvania, and told him to whom he should write.
 



ANNEX H 
EXHIBIT 

IBRD MNORANDUM - _IDUSTRY SECTOR August.1, 1974
 

Current Trends and the Structure of Industry
 

The level of industrial output in 1972 and 1973 was 6-8",above
 
the 1957 level, indicating an annual increase of less than 0.5c' over 
the last 
15 years. The stagnation of the country's industrial sector reflects the
 
fact that while industrialization through import 
 substitution reached its
 
limits decades ago, economic policy has 
 never been reoriented away from that 
objective. 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 and that there is wideospread recognition 
that fundamncntal changes are required in existing policies affecting industry. 

Uruguayan industry is essentjally devoted to the production of final 
consumer goods for the local markct. Even thearnong br-,nches; of activity
 
which are generally c]lassified as proczicin i
"i' goods 
a large share is consumer-ori(nted.1/ Exports pr b,,b.y accounit for moreno 

than 5 of indus tria output. These incslude wool 
 .cp:- (,ith very lo, value
 
added), finished anI scmi-finlshcd 
 loather, so:rie ccv,(et and cera;mic at.ms 
Nevertheless, in appraisin the structucO of the etus in parti':ular the 
distortions which h:V ru].t.i frc.i tie rev' eons cal i . it shoDuld he 
noted that Uruguay, because of its size ;11-arti. rntural rcsource 
endowments, has not, wtnessed the creation of the ]:Ir, [s:i.inefficient 
basic or interr&dlat.e products industries whi,h chhavi. ractriied larger 
developii)- countries that have. pursued such policijc- . -'7)iro'er, the durable 

1/ For example in 1968 one half of value added in the chemiical industries wasaccounted for by phaniiaceutical and cosmetic pilvparati.ons. 

- 175 ­ 1,/ 



-

N
-

r4 U
-%

, 
%

0; 
ol f~,-

to in 
U

--
' 

t-
A

 
aw

 e
 

ttr r
r
--

cv If%
 

%
t-

0 
I 

H
 

H
rl

r 
H

 
rl 

-i 

o, 
, 

,O
4 

-
H

 

1
4
 o
 V

 
4 

: c o
 

I-
If c

 
O

N
 

q
0
 

H
N

 
' 

I
C

 
H

O
 A

 HH
 

-
'H

.I 
-4H

H
 

iH
 

H
 

I? 
f-

C
', 

nH
 

H-i0
1

 C
K

 
-4

In
N

) 
U

 

%
4) 

N
000 

w
 0 fv 

0 

oH
 

14 r-
0

 -:1 C
h 

,-
4 

,-i
,-4

 

B
 ~ 

H
"o 

oov 
o

A
 

0 

.0 
L

3 
-4. 

0.U 
0 

H
'0 

r-
H

 
.-

'-C
 0 

, 

H
-

.-
, 

4 
1 

H
 

H
 

H
 

H
 

4
3
)



P
. 

H
 

H
 

.
H
 

HH 

H
4 

0
0
0
C

 
3) 

0o00
1
4
|


 .H

 r-
H

 
r 

H
 

-i.-II,
H

 

'0 
0 

O
u
4
-

0
0

 
0 

'0 
,r4H

H
C

' 
0' 

O
. 

0
0


 

a
, ~ ~ 

C
rN

-'0'O
l.2

~ 
~

C
,1o ,)o 

.:,,,: ..
J
:N

j 
C

),4
 

o
' 

' 
O

 

s-II 

11 
u

u41
 
U

 I. 11p L
j 

4
 


o I
c 

I 
c, 

6
. u

4
Ar

Q
E

 
-

I 

174 ­

-. 
It -

V
 

,-

A
 

r'­

10~Nt~-%
D

H
 

H
A

 
H

-
H

 
H

 

,i 

oA
-3

 
m
o
0
 

r-
%

 
0
 

H
 

H
 

H
I
 

t-:1
O

C
 

0
)


M
 

0 'O
U

'0O
 

,"4 
fN

 
r4i 

°o 

IO
-. 

C
n

-

Or',4"D
I( 

0
 

ri 

H
"
 

H
 
r
i
o
 

H
-r-4

 
r-1 

%
) 

.. 
.,C~ 

N
 

2 
.. .1-H

'I 
0 

1
 

o
 

4 
1 

1 a 



- 175-­

consumer, goods industries which have received high protection and whose 

eithereconomic viability is most subject to doubt, do not have large weight 

in output or employent in the country. 

STRUCTURE OF I;-USTRIAL PRODUCTION 

(in percent of total value added) 

1955 1960 1970 

59.h 51 . 56.5

I. Traditional Ir.dustries 

23.3 19.1 22.5
Food 

7.7 7.6 11.1
Beverages 
 3.6
2.5 3.2
.Tobacco 
 10.3
15.7 12.7
Textiles 

4.8 5.3 5.0


Shoes and clothing 

2.5 1.5 1.3
Wood and products 

1,14 1.2 1.2


Furniture 

1.5 1 .1 1.5
Moather 


21.9 29.2 27..
2. Inteo7ndi.t?-IndstriLs 

2.3
.0.9 2.0
Paper 


2.6 3.5 2.8

Printir:, 


1.0 3.5 1.7

Rubber. 
 6.6
5.3 6.1
5.1I h.8 4.-7
Chci cn.s
P(-tr~ole.u.-


7.8
5.5 8.0
flon-mrctallic rmincrals 
I.5 1.3 1.3Basic :,ctalz 

13.7
17.6 17.1

3. Caoita C1cd 

.- 3.h 
;nh,-&icc 3- -.. w.I 

etcd p:-uct.r h.2 1.7 
r: ' -:=hi~r.- 3.6 4.0 2.5 

EJectri c rachi ro7 

Tran:.port equiz..cnt, 6.2 5.3 6.5 

1.1 2.3 2"6
 
14. Others 


100.0
100.0 100.0

Total: 


Source:.' Office of Plannin.- and Budget 
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The period of ost rapid industrial growth ended in 1957. AS the 

sector experienced di.ficultics through the decade of the 1560's, an awai'ness 

began to cmerge of the constraint on econc.-aic and industrial development 

which the import substitution strategy was imposing and that future gro.th 

was depenaent upon op-ning the economy and adopting an export initiative ; 

for a country the size of Uruguay with expectations for rising irco:,e, the 

ratio of exports of goods and rccrces to GN?4 of 10 percent would have to 

be raised. A nu:-.,ber of mcasures were taken of limited scope and at varicus 

times, with minor impact. 

In March 1972 a rajor rcvision in exchange rate policy was 

introduced, attempting to establish a more realistic relationship betuccn 

the peso and other currencies. This was followed shortly by rintroducticn 

and expansion of an export.-incentive program involving tax rebates w"hich had 

been initiated'in 196,. This schcme provides for rebates (rcintegros ) on 

the value of exports of non-traditional manufactured products. The percenlLaZ 

roturned to the exporter varies by ite in accordaUce with the proportion
of value addcd in produc ion, the use of domestic raw materials or inter­

mediate products and t!he net foreign exchango earnings. Except for .a smaS]. 

number of specific prodc.tz, the Goveno.r.cnt, has corzaittud itself to main­

tain the prograrm for at least three years. From mid-1972 throu,h 1973, ex­

ports of non-traditional -anufactuivd products have shown considerable in­

crease, particularly in value Leiis as a result of pr.ice increases in vorld 

znarkets> Wh.ile there are no volume data presently available, a numbor of 

enterprisos have reported substantial. increases in unit sal(:s abroad, in Duch 

varied catcgories as lenther products, cement and ecriics, tuxbil].e, elcc­

trortIcs and ranufhctured foodstuffs 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 fiscal and monetary management, could result in a substantial 

expansion of non-tradl.tional 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 

Montevideo. The decline in employment in that area v:as concentrated in those 

branches which supply consumer goods for the local market; the only group 

to experience any expansion includes leather products which is export-oricntod. 

However, in the secondary urban areas, such as Paysandu, thcrc nay have been 

some offsetting increase in employment. k1hile there arc no official data for 

these areas, a number of factories producing leather and wool products for 

dxport reported sone expansion in labor force. 

EMPLO ,Yi!2T13 TI.E D.2'A2T T OF "CI'. 7i:EO, E ......... . Th, .;- 5,. 
(i thcusand ) 

1969 1970 3971 1972 1973 

.Food, B~veragcs and Tobacco 26.4 26.0 26.0 25.6 25.7 

Textiles 40.6 43.6 47.4 50.1 4o.5 

Wood, Cork, ]aper, Purnitur2, 
Printing and Leather-proiucts 17.5 19.2 18.5 16.2 20.1 

Rubber, Chemic als, Pctrolum 
Derivatives, Cool, Cer.1!ics 
and Glass 28.0 28.9 33.7 28.1 25.Y 

Ilotal and ,,ctal 1-2chnanical Products 
(including Ca;ting,;, Elcotric and 
Non-Electric. "chinery and 
Autombilcs) 32.3 37.5 34.4 5.7 30.9 

Total 1L4.8 155.2 .160.0 155.7 144.1 

Source: Office of Planning and Budget 
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Prospects for Future 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 produQts s basically independent of those 

trends, originating in the tendency of the developed countries, which are 

the principal consuers, to shift from producing to importing itens w-ith 

relatively large labor inputs, such as textiles and clothing.
 

In 1973, Uruguayan exports of woollen yarn and tectiles amounted 

to some US$4.5 million as compared to US$1.5 million in 1972; more than half 

of the increase appears to be the result of price increases. For 1974, these 

exports arc expected to rise to about US$8 million, the markets including 

the United States and South Africa; for the year, little change in prices is 

expected. Mo[ of this output comes from a few large erterprises which have 

been able to modernize a considerable proportion of their cquikzent. In general, 

the firms producing these items have obsolete machinery and substantial modern­

ization, as well as rationalization, would bh required for an c.-p.uded export 

effo)rt. One area which could expa-rience particular growth is trade in woollen­

1yY10t1vtc mixt1ur2s w"hich exi sting capacity is rather limited. 

x'.rt , of vocllen clothing remnin rolritive]y rdost, al]most
 

U[$)jCK),O00 in 1973; but this is expected to rise to lm]ost U:S2 million in
 

I. .. --"- -h- " o tI" on external - ar eting. 

There ha:i becn c, idc:-,ble '.yin interest from the US, Can: da, Australia 

niul eve'n ,Japan I : these prcducts, particu -1-lyfor mcn, and the .."ss 

rutnil c: ablishments in those countries indicate that a grc:ir propcrtion 
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of thoir requirements for ir.cxponsive ready-zado clothing iili be inportod. 

M1ilo the extremely high labor content of such products might tend to favor 

biying from the countries of the Ta.r East. with low wage lovels, Uruguayan 

advantage in having its o.n supply of woollen cloth appears to be offsetti.g 

this factor, at least partially. 

Even more significant under existing conditions is the possibility 

for expanding leather nroducts exports inclucling clothing and accessories 

such as belts and ladies' handbags. In 1973, these exports amounted to
 

slightly under US$5 million as compared to US$2 million in 1972; price 

increases appear to have accounted for less than half of the increment 1rith 

the volume apparently almost doubling. in are toExports 19711 e)pected reach 

US$8-I0 million as a result of both volume and price increases. Employment 

requirements vary among the individual products but a representative leather 

clothing firr, produzinr US$! m'.illicn in exports would c:mploy 200 prsors and 

would require US$100-I50 thousand in equipment (all values in 1973 prices). 

Uruguayan exports of these items are a very small forshare of world trade; 

example, U.S. imports of leather clothing, handbags and accessories in 1973 

exceedcd US$250 million and the only significant import from Uruguay was 

US$3 million in men's clothing.
 

Shoe exports repreent another cxcellent p.-ospnct but. in this
 

c o the equipment requiremcnts arc relatively large and there is need
 

for improiig existing tech.olcg"cal nd marketing know-hoa. Expansion of 

this trade is, thcrefore, expectcd to take a few years to develop. There 

have been reports that Brazlion shoe firms are shoiing interest in cstab­

lishing vArious forms of joint ventures for developing expo'ts uith Uruguayan 

enterprises. In addition, a Vest German fiii vhich has bean importing 

Urugu.yan leather for producin. shoos is rcportcd to be considaring a joint 
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vonturo to manufacture shoes in Uruguay. T1is move would be in response 

to tho export incentive policy for loather; under the neasurcs established 

in mid-1972, the rebate for tanned loather exports will be reduced to zero 

at the end of Juno 1974 to encourage exports of further elaborated products 

which will retain high rebate percentages. 

Processed foods also offer considerable export possibilities. The 

country has a capacity to produce excel-lent quality tan-perate zone fruits 

(e.g. peaches) and vogtables (e.g. tonatoos) uhich it currently cxports in 

fresh form, mainly to Brazil. Sane processing for export is undertaken but 

a major effort for modrnizing and expanding equipment, particularly for th3 

production of'pulp, as well as for creating the necessary organization for 

assuring raw product supplies, is required. One area in i:hich this is alrCad-; 

underway is citus fruits where an ID3 loan is providing &ssistanco in rmounting; 

an intugratud grok4in and prooessing progran. 

Another food categor-y where possibilities exist is fish and 

shollfish products. In spite of Uruguay's location with a rol]tivoy larz 

coastal area, this industry has had minimum developmant. With high world 

demand for these itemis, interest is being shoim by im:porting countries in 

establishing joint venturos for oxpanding the fishing fleet and constructin­

processing facilities, particularly for freezing. A nuibc.r of specific 

proposals hvo been awaitinZ official approval for a considerable period of 

time involving investors from Argentina, Brazil, and the United States. 

FAO is now engaged in a rajor oceanographic survey to detormine 

the characteristics of the fish resources in nearby w:aters as the basis for 

a mor~, comprohensivo devulcpment program for this subsector. This study 

will idontisi investment requirements both direct for vessels and processing 

facilities and indirect for port and handlirn- equipment. 

1. 
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Non-metallic minerals present another group of resources ihich
 

the country contains in relatively abundant quantities. Since 196h a fairly 

substantial trade in cement has developed, first rith Brazil and more
 

recently, as capacity was expanded, with other nearby countries. This trade 

is now threatened by the fuel crisis as the wet-process used in cement
 

manufacture requires considerable oil use which will raise cbent prices 

substantially; nevertheless, there are large net foreign exchange earnings
 

in cement exports and whatever measures are taken to reduce petroleum impnorts 

should be designed to avoid interfering with production for exports from 

existing capacity. However, a proposal to expand -hese installations 

further needs to be re-evaluated in the light of radically changing price 

relationships for fuel, cement and equipment required. Within this san.e 

sub-sector, tiles, cerwaics and glassware are beiing, exported to neighboCing 

countries but there also appear to be possibilities for tr.de outside the 

region, particularly for the first item; this w:ould require some ridlern!.ation 

of equipment to achieve output of exportable quality. Finally, excellent 

deposits of marble and black granite are the basis of a modest export activity 

at the present time. ile fuller exploration to deternine more precisely 

the characteristics of the available resources is required before any sub­

stantial investment is undertaken, there appears to be the basis for a 

ielatively major export project which could be implemented relatively rapidly. 

Although best export opportunities lie with the resource based items, 

some trade in more advanced manufactures is possible within special bilateral 

accords and LAFT4 concessions. Modest in orders of magnitude, the items 

concerned nevertheless offer important employment outlets for a country the 

sizo of Uruguay. Among the products already being traded are electroric 
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equipment and synthetic textile yarns. 
On the other hand, an interchange
 

of automobilo parts within a complementation agreement with Argentina is
 

taking place 
under such highly protected conditions that the real resource 

cost to Uruguay appears excessie. 

Principal Industrial Policy Issues
 

The basic elements of an irdustrial policy for Uruguay would include 

maintenance of realistica exchange rate, adoption of measures to channel
 

private savings 
 toward productive investment, reduction of excessive protection, 

elimination of bureaucratic obstacles to normal 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 improve industrial 

efficiency, both oriented toweard raising exports.
 

In recent years the most important sing:le step .:nich the Goverrnert
 

has 
taken relates to exchange rate policy, the mini-devaluations dcsigr4ed to 

maintain a realistic parity of the peso with other currencies. As a result
 

of this policy and the system 
of rebates for exports of manufacturod goods,
 

some 
progress has been achieved in finding markets for the country's non­

traditional exports which embrace a wide range of products based on agricultural 

and non-metallic mineral resources. With continuation of the relevant measurcs, 

export of these products could continue to show moderate grotuh. The main 

constraint on this expansion seems to lie on the supply side, set by tax and 

price policies which hinder rationali'zation and investment in modern equipment. 

Thus, to take fuller advantage of the opportunities which exist, measures are 

urgently needed to capture financial resources for long-term ininvestment 

industry. At present, enterprises are almost completely dependent upon their 
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own resources to finance local costs for modernization and/or expansion, 

while Central Bank regulations require that virtually all imported capital
 

oquipment 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 of providing new 

loans.
 

With high and variable rates of inflation, and infrequently adjusted 

nominal interest rates, real interest rates have varied widely and, over the
 

past two years have been strongly negative. Under these circmstances
 

interest rates do not function 
to allocate investment according to economic
 

efficiency. Furthermore, negative interest rates discourage holding of
 

savings in financial assets and lead 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 
 and to channel these resources 

to productive investment should, therefore, be adopted. The Goverrnriont plans to 

establish'a mec1anis'mn for indexing some of is obligations. This would tend to 
channel financial resources to the public sector, possibly at the expense of the
 

aha'eady 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 sector and to those branches Oiere the econric return.; are now 

so promising. One means to achieve this would be through the establishment 

of a Development Dank which could apply monetary corrections to both its 

lendinfg and borrowing. While the Goveratent in principle has corn.idtted itself 

to take thib step in the statement of norms to guide its policy actions which 

was issued last year, it has recently announced its intention to wait a period 

of two years and to reorganize the Banco de la Republica (BDOU) to set up a 
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special development division, Aside from the fact that BFOU has not, in 

the past, shown cappcity for acting as a developi:.ent institution, this 

measure completely ignores the problem of obbaining 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 indus-try be modified. The tariff 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 past, the overvalued exchange rate 

tended to reduce the level of effective protection provided by tariffs so 

that. unless these are lo;'ered, the present policy for a more realistic 

exchange rate can lead to an increase in effective protection. The existing
 

import 0quota system; of eourse, provides ahsolute protc.'ction by prohib-tArn 

whole range of imports, especially consumer goods.
 

A more rational system would provide for lowering tariff ratcs 

and. -gradual freeing of imports. here it is felt necessary to reduce consunip­

tion of luxury goods %hichare normally imporLed, this can best be achieved 

through imposing excise.taxes which avoid the undesirable effects on resource 

allocation characteristic of tariffs and controls. Tnile there is conc;ern 

that reducing protection u:ill lead to the closing down of industries ihich 

have benefitted from past policies and to a consequent growv,-th in unomployr.ent, 

the growth of the export industries which would be encouraged by those measures 

could be expected to provide alternative job opportunities. The t,.o most 

in'effioient and most highly protected industrial branches, the assembly of 

automobiles and electric household appliances, employ approximately 5,000 persons, 

som of whom could be ret--ined as not all of the operati.ons would be abandoned. 
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From the point of view of employment, the most interesting export 

possibilities are woollen and leather products. Moreover, both have very 

low capital requirements and can b3 expanded relatively rapidly. Production 

of these items is undertaken by a number of small and medium-sized firms, 

precisely the type which generally benefits most from financial assistance 

from official development institutions.
 

Another element which would favor the gro.th of these enterprises
 

oriented toward exports is the reduction of the bureaucratic processes ;.:hich
 

surround all elements of doing business in Uruguay. The management of such
 

firms simply cannot afford the time entailed in meeting current adrinistrative
 

regulations, particularly for exports. In this connection, one example of the 

difficulties in obtaining ad-inistrative reform under current conditiors is 

the delay in rcvising export docr-entation r;.quirements. At present, six 

separate docuiments are necessary for exporting: in 1973 an inter-driste-rial 

group with the help of a UTDP technical assistance expert rcvised these proceduxcs 

and drafted a single document to meet the official needs of the various agencics. 

This document was to go into use on January 1, 19711 but final approval by one 

participating institution has not yet been forthcoming and this simple roform 

remains sidetracked.
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ANNEX H 
Exhibit ii 

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
tuations 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
 
importence of the Tib!ector in manufacturing. 

3. The decline in the world wool prices which took place in the period

1969-1 971 coIncidod with an increase in denand for beef and tniguayan sheep 
producers shifted to raising cattle.!/ After remaining relatively constant
 
since the mid-1950s at about 22-23 million head, the country's sheep popuiation
 
Lf dI,U6w u .";±.L. U,, L.J tlle aJ4%. Of. US. - /. I -j / I - --. - ­-- .­
lion head. During that season, wool production was estimated to be only about
 
65% 	to 70% of the average for the previous decade.
 

4. 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 earlier levels due to the -educed animal population. However, there 
was a sharp reduction in sheep slaughtering as producers attempted to a ebuild 
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 10% over the previous year, it would still be below the average
 
for 	the 1960s.
 

5. As already noted, Uruguayan wool is exported ith very little local
 
processing. For many years, the bulk of this trade was in greasy wool, direct 

_/ 	This tendency has also been noted in other major wool producing countries. 
See Commonwealth Secretariat, Woollen Textiles, May 1973, Vol. XXVI, No. 5, 
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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 by Value of Crude Wool Exports 

(in prcent of total) 

1961 1965 1968 1970 1972 1973
 

Greasy Wool 66.1 67.3 59.1 55.7 49.1 37.4
 

9.1 21.0
Washed Wool 10.8 8.5 6.9 7.9 


Tops 23.1 24.2 34.0 36.4 41.8 41.6
 

Total 100.0 100.0 100.0 100.0 100.0 100.0
 

Source: Trade SLablsticu of the Banco de !a Republica
 

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 (OPP)
 

for 1971 indicate that slightly more than 10% of thc clip volume enters into
 
advanced manufacturing, predominantly for the local market. Nevertheless, 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 1974
 

7. 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 Goverhmcnt, therefore, prohibited
 

new export registrations of unprocessed wool rmid-way through the season, until
 

the beginning of the new season (October 1973).
 

8. The 1973/74 clip was initiated under coniderable uncertainty. 
World-:ark't-'price h'iad d6clined from the exb;tional hig hs r''d€hedin*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 utrope and, recently, Japan) showing caution as a result of the sharp
 
change in expectations in those countries following upon the petroleum crisis.
 
In early 1974, the Government acted once more to restrict new commitments for
 
greasy wool exports believing that this was necessary to ensure tops producers
 
of their 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 accumulating large' stocks.
 
The Government subsequently rescinded the ban on greasy wool exports.
 

Long-Term Prospects 

9. Developments in the major importing markets of the developed 
coiLntries 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 1974, world demand is expected to remain 
rclati.'ely bus;ynt. The f c rcast for average 197h price br"ho, that of the 
previous ybar but much higher than that prevailing in 1972.
 

10. The present petroleum crisis is characterized by a ,miubc" of factors 
'which can operate either to support or diminish future denanrI~groth for wool 
and only time will tell which will predominate. On the one hand, the crisis is 
expected, at the least, to slow down income growth i the indu:LrioJlized 
countries and consequently to reduce consumer demand. On the other hand, 
rising prices for petroleum will clearly affect thu prices for such petro­
chemicals as the synthetic fibers, thus improving wool", compe'itive position; 
moreover, with fuel shortages, there may be precrence for woollen ga.nent­
which are considered to offer more warmth. With this ucceraiinty, framing a 
development strategy for the industry in Uruguay is obv~iour y difficult. 
Nevertheless, even within the existing situation, there %ppcars to be scope 
for expanding the degree of elaboration of wool exports Ud consequently 
increasing the value added and employment in the Urugua.,yi ,.conomy. 

11. Among the five major crude wool exporters,! / Uruguay has made the 
most progress in increasing the importance of tops in its trade. The prin­

and processing 
countries of Western Europe (and recently Japan) which havt.e long established 
production relationships within the trade. While such .rn. difficult 
and slow to chanre, intcrnsl developments in tho.s.e countrslc. tMemlves nay 

cipalexporters of tops, in fact, are the tradition l -nertiig 

speed up the process.
 

1/ The others are Argcntina, Australia, New Zealand and South kfrica. 
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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. tUrnuay . I.-u had .. , .a '-1tvely "ell-developed yarn and-! fabric 
industry and has exported in the past good quality products 'in limited 
quantities, amounting to about 10% to 15% of 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. 

14. A study by the Uruguayan Productivity Center (CPU) in early 1971 
indicated consideroble obsolescence in existing loom capacity, some 601 of 
the equipment not being considered appropriate for export production. In 
the case of yar-n mnchiner, the stiudy recommended replacement of 25'4 also 
10% to 15% would have to be upgraded for use in producing exportabi, quality 
products, thrcugh improvements or modifications. Total costs for the nedu'i­
izati4on prgram rucoiuiendod by the CPU (which also included some irprvoecnL2 
in the wool scouring facilities) were estimated at US12-14 million. Fie e­
ments for the expansion of production facilities were considered minimal, 
since The indusury was es±;,iaued Lu be opu'aL-lg well buulow c.pacit-, 
50% in the case of fabrics to 60% in the case of yarns. However, the J*nv::-' 
ment program reconiended for the industry at that time was largely based on 
the relatively depressed conditions of world demand in 1971 'ahd will need to 
be revised in the light of the current situation. 

15. Obsolescence of eaquipment is particularly important for -the im'r 
firms which apparently accounted for a major portion of the underatilised 
capacity found by Lhe CPU study. Few of these establishments ai-c currcnt.l! 
exporting, not being in a position to produce items of quality for sale in 
the major inporting countries. In order to attempt to penetrate external 
markets, these onterprises woirld require not only modernization but con.ider-­
able rationalization of production as well. 

16. Other structural delficiencies were also noted in the CPU report. 
Given the orientation of the industry tcwards a small local market, the study 
found a lack of specialization anong producers, other than the few enterpr_ 1o.c 
producing only tops for export. Particular emphasis was also given to the 
question of the adequacy of working capital where the seasonal pattern of
 
supply creates special problems. Thils it was recommended that steps be tvken 
to provide credit facilities which woald permit the local industry better 
access to the wool clip .in competition with foreign buyers. Finally, attention 
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was drawn to the lack of modern marketing know-how and the need to carryout external programs for market development and distribution. 
17. A number of measures have been years to 	

taken by the Government in recentassist the development of the industry. In addition to a specialtax rebate (re-Litegro) of 22% which all wool exportswashed wool receivc, individual products 	
other than greasy or

receive a specified proportionrelated to value adied. For example,
ratio is 28%, making 	

in the case of woollen fabrics thisa total rebatehave included 	 of 50% for the item. Other measuresspecial short-term credit lines to local manufacturers forthe purchase of raw wool. 

18. These specific measures,
exports have 	

as well as the general policies to promoteserved to stimulate modernization programs withinThis is particularLy 	 the industry.true among the larger integrated firms which reportedsubstantial export contracts with production
expansion is 	 booked through mid-1974. Somealso being implemented, although many producersin view of uncorcainty over future world demand 	

remain cautious 
the ability of 	 trends and especially overthe Government to carrypolicies which 	 out the total revision of generalit has promised and which would provide sufficient incentives. 
19. A major obstacle to expansion is the shortage of long-term creditequity capita.. 	 andFor example, the modernization and expansion projectsproposed are 	 nowto oe essentially financed by relatively short-termcredits and even 	 suppliers'these are extremely dafficult to obtain -9t this f.ime. For
 
capital to improve the flow of long-term
 
the future, governmental policies designed

(for example, the creation aseasonal pattern of demand 
of Development Bank) and better meetthe 	 tofor short-term capital required
ment the general measures fa;'oring more rational 

are to supple­
allocation of resources whichare already in operation. in addition, axternal marketing and distributionprograms recomimended in the CU study need to be implemented and such cooper­ative programs withiLn the riate sector sould be encouraged and promoted by
the Government. 

20. The growth of an export-oricnted
particular interest 	

woollen garment industry is ofin view theof high level of un- and underemploymentthe labor-intensive 	 andnature of this operation, withfor expnnsion 	 consequent possibilitiesof emplo.ment opportunities.
ibnporting Uruguayan clothing by buyers from 	

There has been interest shown in

the United States,
and Australia, 	 Canada, Japanand a miall amount of exporthas, however, largely the 
trade has been recorded. Thisresponse of one Uruguayanwillingness to 

been 	 firm which has shownadapt design and production techniques to requirements ofthose markets. To encourage further expansionulating other firms 	 of this trade, including stim­to take advantage of theseis a 	 export opportunities,particular need 	 thereto reduce bureaucratic proceduresparticularly 	 affecting enterprises,those which are related 
these firms 

to the 	process of exporting. fs most ofare small, ths administrative burden is a maJor obstacle
expanion .of. activity..	 

to 
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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 considerable scope for further devel­
opment of this branch of activity which would provide both higher foreign

xchango. ea&"ing as wulL as empioyment 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 detail. 

22. As late as 1963 two-thirds of the hides availati from olaughtered 
cattle were exported in crude or unprocessed forms; of the remaining one-third 
which was processed by the local leather industry, only 20% was exported.l/ 
Thus, exports of processed leather represented less thin 10% of the volume of 
the total trade in hides and leatber, although in value term, it represented 
some 20%. Horeover, since it is possible to differentiate be tween finished 
leather and that which is simply taned, the foner which represents a further 
processing state accounted for only slightly more than half of the value of
 
those exports in 1963. Finally, exports of finished leather products (shoes,
 
handbags, etc.) were negligible.
 

23. ".X conp"'ed .ith - -iaughtering caxi-eity in 3 c2 hut 3 al:iicn
 
head (and an actu-l recorded slaurhter of 1 . sil.ioni , nduntr'.
the leather 
was estimated to have capacity to handle only &c, . for tarring and 
probably around 600,000 for finishing. The gencrl ,ol1ouci throv,
the 196 0s had served to discourage the development oio n iCpot-oiented 
industry. This situation, moreover, had "backward" JInr in that little 
incentive existed either in cattle raising or in sl1u'fhtering t.oobtain optimum 
quantity or quality of hide for leather productiorn. 

24. A number of measures were taken during :0ie, eors:: of thte 196 0s as 
well as in more recent years, which have resu23t(,.! '-;, or :shiJts in the 
character of the industry and of its exorts. A r of rotrntjons or 
export taxes on hides was introduced in 1961t and Iy I, tanane 
or finished leather represented some 75% of the alue ol trade in hides and 
leather. At the end of 1968, a system of tax r wtLi:;s initiated for these 
products so that in more recent years exports of ,tnrnsed hider have all 
but disappeared. 

2/ 	 Based on data published by CIDE, the preducessor sj.esey 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 14.4 3.21968 5.6 10.91970 h.5 20.01971 3.9 17.5
1972 3.5 19.31973 3.9 21.3 

a Includes semifinished and finished leather but not
leather products. 

Source: O.P.P. 

25. 	 Moreover, as indicated, leather has been traded in semifinished
 
or tanned 	forms and in a more advanced finished state. In 1972, the taxrobnte for thn former was set at one-half (12%) the 	level of the latter,prodacinh a further shift to exports of more elaborated products. In lineuith thio 	po .cy iur develuping ihe finished leather ihndustry, the rebatefor tannr'd 1.'-h,-r -radiiorl fn in 1973b- nnd wrill hn rtducd to znrn at

the end of Juno 1974.
 

26. 
 Industry sources currently estimate that tanning capacity is about
1.15 million hides representing more than trce the 1963 capacitv figure.Capacity for producing finished leather appears to be somewhere under one
million hides, al:;o representing considerable increase over that which existedton years ago. No ertim;ate i.s available on the value of the new investmentwhich was 	undertaken for this expansion. It is reported that most of thiswan finnced throug;h suppliers' credits, apparently linked to the major
importors, uch a!; Western Germany. 

27. With the present annual Jlaughter running about 1 .2 million headthere is nome under-utilization of taming machinery but finishing equipmentin apparently fully utilized. As a result of 	the policy favoring exports offlni-zhed leather over tanned, some modernization is being und,.,rtaken of muchof the tanning facilities to quality whileimprove 	 expanision of finishingfacilitl,;s i:; also being pu:;hed by a number of entqrprizes. Nevertheless,nhould tho total cattle slauliter rise substantially in the next few yearsthvre would be tone06 increfso not only the finishing capacity but the tanning
capaicity as we-ll. 
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28. At the present time, the industry is dominated by three or four 
large firms, 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 80% of 
this output in valu terms is made up of shoes, but in terms of volume of 
leather consumed the percentage is about 70%, reflectixig 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-scale tuid alvriot, 
handicraft in nature. Moreover, with fewr exceptions, their equipment is 
obsolete and not capable of producing qualities of export standardz. &ur; 
10 to 15 enterprises are considered capable of exporting but since their 
present cutput i -]zest entirely for domestic consumption, they are 
by exccszis-c divcrzification of models and the need to adapt styling, sizing 
and presentation to meet the foreign market requirements. 

31. The recent "favorable experience of both Argentina 9 nid Brazil in 
expanding shoe exports and the new don estic policies favoring exports have 
encouraged producers to explore the possibilities of selling in external 
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 . assistmce for 
bdh production and marketing. An expert from UTIDO is scheduled to undertake 
a study during the course of 1974 to analyse the production situation and 
possible deficiencies. Assistance in marketing is being provided by the 
UNCTAD/GATT International Trade Center, through its project with the Uru:ua, i 
Direction of Foreign Trade. 

32. Theru !,as been an increase in shoe exports in 1973, which anontned 
to over US$700,000 as compared to an annual average of about US$200,000 in 
the period since 1969. A tax rebate of 36% has been particularly important 
in this development. Nevertheless, 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).
C.a ity.. s.estdinatd at ,betwen .4 .5.and 5 million pairs ..(two shits), bu., 
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as noted, only a small proportion of this is of export quality. A majorinvestment program is needed to replace obsolete equipment to improve thequality of product and to make other adaptations to meet e2-ternal marketrequirements. The UNIDO study will examine total investment costs of sucha program of modernization. In this connection, there is need to developthese investment programs working closely with importers and distributorsin the consuming countries ensureto both adequate access to and appropriatefeedback of trends from those markets.. 

34. Tt has been rco!,rted that the major leather finishing enterpriseis now developing a project to establish a large, modern factory for shoeproduction, in cooperation with West Germnan 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 struc­ture of world trade--to raise the degree of elaboration to the maximumefficient level in leather producing countries assuch Uruguay and to shift away from the proauction of these labor intensive products in developedcountries such as Western Germany. It should also be kept in mind that evenunder the most optimistic of assumptions Uruguayan shoe exports will rep­resent a small share of world trade in this item. 
 Assuming ten pairs ofshoes per hide and annual slaughter of two million head of cattle and
assuming no other use for leather, maximum output would amount 
 to 20 millionpairs. Total lcather shoc imports of the United Statc; in 1973 were150 million pairs, valued at about US$700 million.!/ 
As regar s other leather products, ... -" ....t... -l 

simpler with modest fixed capital needs and quality is more dependent uponlabor skills than on the equipment itself. It is, therefore, not surprisingthat exports of these items, such ad leather clothing and ladies handbags,have been able to rise considerably since early 1972 in response to the incen­tives 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 there were also some small equipment imports,
permitting a modest increase in capacity. 
Given the characteristics of
production, in particu.ar the high labor -low capital requirements, possib­ilities for rapid expansion of output and increased employment are promising. 

36. As in the case of shoes, production of these items is widelyscattered among many small workshops in the Montevideo area, but there are
fOur or five relatively large enteprises which are closely connected with
leather finishing companies. In the case of items such as leather handbagsor accessories, the required production processes and the characteristics
of both the products themselves and the demand do not provide economies ofscale; The limits to the size of these enterprises are partly remediablethrough policy changes. 
At the present time, the major obstacles to expansion 

Imports Trom Brazil am6iiutid to 20 tilli6n pairs valued at US$80 million. 
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38 'Of particular interest to the developmient of the:,leaherclothing.,
industry but of general importance-in order to'zmake theeni; - fduteconomic is the need to improve the qatyf'hehis- hich~ar .aailable 7 
for processing. -It had beerlier rioted that prior to!.thd develop ent Ofaealeather processing induistir for -xiotthrehated.fineii~ 
to adopt either cattle raisingzoslauightering techniques which' ,woulmaximizeboth the quality and quantity -of hides, from a' given' slaughter.-,Thu~s many ­hides were covered with owners' b'rands,*'briuised~by barbed~wi r-rimply
poorly stripped from the cattle' when slaughtered. With the. gro~wth' in.,process­~ ~'ing, better quejlity of hide was recfuired. It was relatively Simp; qto improvethe stripping in the slaughterhouses particularly asthey-thmse1ves .were­being modernized and improved techniques were bding intoduc~d ,,The'problerns*of the branding marks and bruises have proven much more difficult,'b' loyv-~ncontinue to plague the~processors./ Where4 the hide will ,be used for productssuch as shoes or handbags, the damaged part can be generally cut awaybu this --- ~­*results,.in a loss'of volume of hide to''be used and fewer produ'cts 'per unit-"']4
4.orclothing panifacture, -.however, ,where a large gut.of hideg is required" ­such damages can, in fact, result i.n the hide'.being cmpletelyynUiable. ' ILI 

~/A UINIDO expert has estimated that eliminating the branding, would reduce' J 4 
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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 Industr7 

.:.Recent- rends 

240. 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 vary­ing quantities of sheep) makes this the largest subsector (at the three
digit ISIC level) in the country. The main problems affecting the supplyof livestock are discussed in the general chapter of this report. 
ihe present

discussion will focus only on certain aspects of the capacity of the slaughter­
houses and packing plants, particularly as regards beef production.
 

41. The industry comprises meat packing plants ("frigorificos,) andslaughterhouses under the control of the Ministry of Livestock and Agriculture,slaughterhouses controlled by municipal authorities and slauphterhou es in the
interior of the country which are authorized but not directly under the controlof the local authIities. The frigorificos, accowiting for L 6'ZLo of c.'­pnt.; apr Pql ppM fon a full cycle of operations, from slauphter to cuttinp.
freezing or chilling. Some also have facilities for preparing special
and some for refrigerated storage. The slaughterhouses, 

cuts 
however, can onlyperform that part of the operations and distribute fresh meat, for local con­sumption, many at the retail as well as 
the wholesale level. Plecause of the
lack of control, information on the operations of the slaughterhouses in the


interior of the country is deficient; the agricultural planning unit of the
Government (OPYPA) estimates their output at between 450,OO0 
 to 580,O00 head
of cattle per annum in recent years or 30% to 40% of the total slaughter.
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
registered slaughtering facilities, as was the caoc in 1971 and 

the 
the first few 

months of 1972.
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Table 3: Distribution of Cattle Slaughter by Facilities 
(in percentages) 

1970 1971 1972 
Registered Slaughter 
 68.7 6.9 63.6 

"Fri~orS!coa,, 62.5 52.7 57.7'Slaughterhouses 
 6.2 4.2 5.9 
Uncontrolled Slaughter 
 31.3 h,3.1 36.4
 

Total 100.0 100.0 100.0 

Source: O.P.P. 

42. In the lnst decade, the structure of the frigorificos has undergonemajor change., ,; c_. of ueconolo leve) r of operationf which led tonumorous bankruptcie:, as well as of financial idifficultieb arisig fAoni-fl-ti.or. At. e'-o-nrt th, ro arc 15 such olants currently functionin.- e.ndmany of these (the traditional larger companies)a considerable perzLoa of tie, ior as og, as 5u 
have been in operation for 
years in oe cases. i-uw­ever, some new p-xits have ber:n established outside Montevideo, based upone-isting slaughtrhousc,;, to replace the rost obsolete installations whichhave been aband:n'd. The frigorificos account for all meat cxports (frozenand chilled, be,:f and nutton) and zone of the by-products. In addition, about30% to 35 of their uutput hiL5 been for loer cona'umption. 

h3. The capacity o' the existino plaints has considerably exceededoutput, even in 19",0 which ropresented the peak production year in 
their 

the lastdecade. Cur''rnt c:,aci ty is cs;tinated at over two nillion head per annun. 

Tabl It: C . a-aughter in "Fricorificos" 
(in thousands of head) 

1967 1,. 1959 1970 1971 1972 1973 

839.1 919.3 775.1 1,137.6 709.1 728.2 770.1 

Source:, INAC 

http:i-fl-ti.or
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44. 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 export-oriented, alongside a substantial capacity in small
slaughterhouses widely scattered in the countryside which are domestic­market 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 discoura-ed exports and encouraged
'the'establishment of channels to meet local demand outside those subject to 
government controls,
 

45. Toward the end of the 1960s, various changes, including the
initiation of the Plan Aroecuario, began to be introduced which served to 
encourage the flow of cattle to the frigorificos. At the same time, the
Government moved to make resources available to modernize and improve these
installations including, in particular, to finance measures to raise sanitary

and hygienic standards. (In 1969 the UK had prohibited meat imports from
 
Uruguay for sanitary reasons.)
 

46. From mid-1969 to mid-1971, these plants invested the equivalent ofUS$11 million in such improvements, of which US$3.1 million was in foreign
cur;Iences, according to estimates of OPP. In 1970, for US$13.ha Joan million 
was signed with the IDB t/o finance modernization programs; local funds 
required as counterpart were estimated at US$1O imtLion. However, ofnone

t'z wac ' , l'7"n97.1 t nt.i
ucd "d t t.,ym r. t .

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
while four more were awaiting approval before the end of the ,year, representing

about US$5 million in commitments.
 

47. In addition, a study is expected to be completed for the IDB by
mid-1974 which will consider a program for refrigerated storage, examining
the needs of the indistry and the 	most efficient way to meet those needs

through establishing separate storage facilities and/or expanding or estab­
lishing such installations in the 	frjiorificos themselves. Preliminar
estimates of the forei'n currency 	requirements for this kind of program arein the range of US$10 million. It is also expected that there will be large
local currency reo-ir-rnt:; ",iich could raise problems in view of the persist­
ing liquidity difficultic. in the industry. 

Future Prospects 

. The modernization and storage programs, as well as the programsfor improving livestock pasturage and related feed facilities, should reduce
the seasonal pressures on th6 Srigorificos capacity so that these plants
could: handle an increase in the animal slaughter... Other factors which will.. 
a.fect the-volumei, of exportable suppllea...include imp ovemerit,. of .transpo,
facilities and the .level of domestic consumotion.
 

48 
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value added, r~epresenting a minimum ,of Processing-~of basic agricultura< in­
puts. Export potential foir the e items'is. essentially determined: by the 
relative efficiency of agriculture 'and,, especial1ly in thecase of.Urugixay,-. 
by policies affecting the allocation of gricultural< resourwces among ~om~ipeting 

*products, given external~ demand., From the point of4 view of the industrial 
sector, what is required is appropriate feedback 'from agriciilture ',at both
 
the public and private levels, to ensure the availability~of iiinufacturing......
 
capacity and of im reqiried complementary inputs to process the~expeted.
 
harvest. In the case of Uruguay~ the-'ability of the industriai' sector to
 
respond to developments, either, from theside of ~agricultural production or""
 

eernal demand, is restricted by the~mass of governmental cotqs,,i a_ 

ticular those on both imports of capital goods, and of 1nterm~ediato products.­

an exampie, inrecent years,, there-diave been.excellent £ruit' 'ji'53. ks 

harvests but, because of the conditions.'surrounding the4,actual,/harvesting) ' "s" 
the magnitudes of the crops are often not-fully known. until" shortly before_" 
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vid'br ek &.,ob qui'kety produc 6 'T.1Gouchntn I: feveiOpmlet' bplen'pore saw- , 

tabl6 (minl tprocessorhas ''si i wth 'crrepnn' 
w-edre fur~edt ethe ,nds ighbrocingcuties suchngcun-e,::asec ;:Brazil'.::: 

5:::5.; :::- U: to, t 'Preesthsa. to ael's nt, devope ntough the' 

supply i,;rooiuhas0 pinroeased; The': fruisiha ve ,insteadbbee2 pozted
in fresfi forii?. Thistrade<am" et6r $14 milJ ioh 'n1973',ascompare'd tosome 
US$6bb'800 thousandper. afi u' in te 1 969 '972.' In 't light'
of coitiziu~d excellent demnand conditions.1iworlds mirkes, spc c measur 
may be rqired to-assist .the de pet f 1 i airacs 

to inporipe i~s, such as cans; ,as wellJ stot enecessarne iit 
is intimtely r'6lated to' the etir4e'aestion-of~m JipiZberaliiation. Since
the: industrial proce ssor's are mio ~tlyK inde 'e'nd6i'nt ~en errises~ buying, direbtlyh 
from I'aiiers&; there. is need to facilirat pur~chase cntriais,,and similar: ,~: 
arrangements: ensving suipplies to process .ors as Iell as' arkets' to', producers;'access to credit is partulaxly-critical for 'this puijose., Thezr 'y~as
be scope for helpin~g to establish producers Ucooperatives with 7their- owni~ 

cann.inc faci'liti eco Thic-.: app ea~r to bc a few auch coopcrativ:.E in itn ,
at present but their. equipment is considered among the most obsolete and would 
require complete-.replacement. . 

56. Given the seasonal nature of the harvest,' better. usq of tha. 
available processing machinery could be accomplished if' cold storage facilities 
were available to keep the produce- until such timie as it could be processed. 
In this connection, the program for- expanding cold storage facilities for the 
meat packing plants is considering the possible use of such space by fruit and 
vegetable processors. 

-; i:!jii 

;hi 'd s 

57. On the marketing side, programs such as those conducted by the,
Office of Foreign Trade, to supply tne industry with detailed information.I 
on external market iequircments, should be expanded., For example,' one 

*processor has already successfully tested exports of fruit pulps which are 
used for further industrial processing in the importing countries. Since 
these items have relatively lower can costs per unit than items ~for household 
consumption, .Uruguayan products dependent .upon imported, cans ,have a -better­
cobmp~titive position in foreign markets. 

5. Finally, it is necessary to take into, account the interrelationships
between fruit canni ng agricultural policios affecting other, products.~ For 
example, most canned f ruits, for dir ,ct consumption require l1arge, amounts, of 
sugar for their .prepiir4on. ,In thoepast lqqaal,was h~-o,~~t~~

~ho~dt~tion d'oof procesd~&sed proucts and tU6ir 

1world arkets.., .* ' ~ ~ ~ W. 
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59In OPP~survey has indicated thto 9dAir nd- 1 

oprton'in,197,1, only two had~adeq'uate' mode-rn'equip '.to,, 
s ary.levels.reg)'tesmainly esge and~di 'L I- - - 11 vel'opedindustj tsf fr these,-.theprduijo h~c po furatherp0' ~ s uhacu t~~ eronrols o-n~g h-a9,~.oundro uA iingementwic s sbenefit~'te from Iconcesionl gantd. by

2Products, domest i 6 6j ispoic extremely-imnoat£neeriin upy 
~ 'xroandexotiesjorb sould b)e tae into o n' thee de*isio .60.: ~A.major ifood~poul..I.i, a -beeh~ 2d~esic bhand exf ernai markes ZConsider'able attention, is now inggv 

per capita consumption at Lop'r kilos per',an"iimk is-xteeylwfr ganr
* ofits±ncoia~)eve< Mreover, ,externl demand is 'exceedingl' buoata-tinearb . Pre iminary studies have.Iniae e'~ll fish -reso611rcesnery. aters. inT e ,FAO is now undertakding a m6Vmore dtile~dy '~~ak~2prec se, these opportunities and',ill- prvd esiarequirements, o69,f en'Vstjmetboth for processng~adpr in ratrd2' re
 

611.~ An inten11±nisterial committee submiitted a repo -.needs for developing in 1972,ontethe industry which> ificlude' z~tOlfihinhj~boats bitProcessing plants, refrigerated soa6cp ya 'prf a wellWhile the're-exist'a number of privately mbwed finis,,operation is that conztrulled by esent'the' largesta government ag'encyj XPwihicl~boatn rund capacity for frcezing~and storage.: The' Government, ha~s announced
that future development ill largely be left in the handssector. Nevertheless, all investment~ decisions must be 
of~the' pr.t6~

approved by a National.Fish Council recently created. 
*62. While there have been

Fish Council has moved 
large numbers of investment proposals, thevery slowly in making its decisions~an'&-bythe,,end1973 ofhad not yet approved any projects.

considered are proposals 
Among ths hc r~urnl~enfor joint ventures with Uruguayan capital fromiArgentine, Brazilian,'and United States investors.for export ' Output wiJll be availableas well as the domestic market. 

t) 

63. The non-wooltextiles industry is dominhated~b' one lare ±itegrt 
* .producer, a wholly subsidayo'owned a lre U.S. textileprdcraccounts for about 50% of the hc 

yarns 
local supply of cotton, synthetic and mixedand fabrics.. There is a large number of small producersthe balance.. The P 'ovidiinindustry has been completely protected in'recen~* .,throuh th motlcnigsstem ~yrs 

* products' bomb'dii 
which has restricted 4nimports' of- 6competn'prices Appear as hig*'Was tw6 t6neraina.lvelifor many of these items. But industry, sources; feel,, tha pricesi':could bereed and quali-ty improved if manufacturers, were permitted acce-of machinery as to imlportsmuch of the existing oquipqpet isj obol t~. < fe' r 

0.' 09 ,* 
'* 4' , . ' 
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64. The industry is unlikely to be a major exporter, particularly 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.g., cotton, denims, and knits). With a low level of domestic demand,

the industry has had capacity available for export contracts. In this con­
nectidn, 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. Durable 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 194Os 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 small equipment additions or adjustments. LAFTA complementation agree­
ments and the bilateral accord with Brazil, as well as the tax rebate incen­tlve, havt. rece-1y ezcou-aged exportis of a few of thez 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 European coun­
tries for parts and components for record players, sound systems and tele­
vision 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 eyisting conditions.
 
In these instdnces, since 
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 industries 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 reported ten assembly plants in operation iith capacity

for about 16,000 vehicles; production in 1971 was less than half of thatecap­
acity. It is believed that production rose slightly in 1972 but declined in
 
1973-' In 1971, aboita q4arter of the kits wre imp.orted rom Argentina undRer 
a compleentation agreement within LAFTA. This agreent pr6;ridos forthe 
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1been rising~ and 1i 1973 amounitd toI almost..$3 million. 
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wasrporati&noand asie n in rato S~r a f0sdrai,t onessio"s;:
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6L~ Under cuirent condiiiions,- the :induistry' is grossly inefficient. 
Duridi 1974, the Government will-undertakea review1 of1 the1 complementation 

emeemiit;>this .ayalso provide an oppoitunity to'reviw thdeindustr 1 ingenal"; tbex~ii th el deign cchange 1costs tote economny and the 
costs in" fiscal income which' is' lost1 due .to the inefficiencies. 

F. Non-Metallic Minerals -Construction Materials 

"qc '40".lLe soihe are us~o '.a alil"_whlrg passer0hasbeen a the, Uriopaen 

_69e . This sector ha's had a strong growth trcnad oince. the mid-i90., in 
the 'arly part of the period, this reflected primarily import, substitution 
but, in more rcecnt years, exports ha'.,f. contrib ~ t 9.te.epsion. The.-K? 
country appears to be well endowed with the basic sands which are the raw rK--­

materials for the principal products involved--cement, glass, =e-aicic wards 
and tiles, and is in a particularly strong position to supply the neighboring 
countries. 

' 
g 

70. About half of the-.output of the branch is accounted for by, cement, 
anid associated products (e.g., cement blocks).,- There are currently~thrco 

* enterprises producing cement of which two-are large scale. One of the. latter 
is state-owned, part of ANCAP, while-the other is-a subsidiary of a major~U.S. 
corporation and has been in operation for a considerable period of Ktime. -In 

1973, ANCAP brought into full production its second plant (of 120,000 tons). 
This expansion was financed by TDB and represented thie first stage of a cons­
truction program which would eventually reach 270,000 tons. A requt-st for a 
loan to cover the final stage is now being prepared for submissioni to 1DB.- ----­

the southern areas of ,Brail where there has been a high rate of development. 

The proinity of the cement plants in northern Uruguay has provided a lo~a 

addiionperiodicaflly, exports have been shipped to Argentina and Paraguay 
in'response to local shortages. At the enid of 1973 large 6rdexrb wexre taken 
for -shipment to South Africa so that ANCAP estimatoct one-third of ou~tpu~t was-

~p~rte~ wihI elletpro pt tq.ntoin this trade. E'poAb corn----­
m3.tdiis ~zd dUcdi'ct po s~ctsrepe~htd 1 4 i~1o~'i0. 

---­

* ~cpacty,~ .,~I''. .-.- * ~ *M­
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mderniatiomn 

73 ihin' this sub}ector, th~e country als&~ppreso~i~rce bas to' have'.srogfor exploitation of mairbl: ai~~ntmore6 de'a &ePr;atog6&:'l 0 'giexplorations are&required to denn4iStiC,and:.size,_of" the' deposits, paticuLarlj 'for 
thtaace.
 

granite, some qarrying is marble., As ~regards, black:
currently takriijgplace; 'i in',ecent y'siamo
entirely for'export,' but uzider primitive'cniin
only~in the fdriiiof crude blocks. prdcn and shippinig.World-niaiket conditionsfor more intensive development have been favorable 
to BROU for financing (through 

of this resource. One enterprise has appliedIDB funds) for 'modest expansion,,and modern­ization program. Butto promote'a broader 
in view of presenit coniditionis efforts' shI uld be'ade'
ing facilities. 

expansion progr~am' incluiding the e~stablishment of polish­
experiernccc: 

This type of project 'would best be-undertakej 'with companies
_-i "Iiamarketing and distribution ofcniild alsoE ifnplldA in~fprntional. financial 
thc flnihe d pibd Lia'zc

assistanjce. 

this Finally) there are a numberthssubsector as it is 
of elements of uncertainty now affectin~g

to' the 1968 one of the principal consumerscensus, of energy. Accord14fuel and lubricants accounted for 18% of the valuetotal inputs for production ofof these items, electricity anotherbreakdown is available 6%. While no 
' 

by specific products, the production of cementto have particularly heavy energy requirements. is known 
cement capacity will have The proposal to expand the,to be re-evaluated in the light of changes in energyprices and in the cost of equipment. 

41-, 
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 GOODs IMPORVLWAN, 528-4.022V 
or row er,:J !"O ' ..., 

"' Brrower: The Government of Uruguay.t F, ~ 
iecut.-- 'The:- ,aii' a& hoc T-iter minjsCommission and, commercial"bainks. 
 , 
 -, .
 

'Date~of Loan Agreemenit: October, .7, .1969.A 

ys .
Dt. ond.,n .recedentto Firs Usb ,Om--n :---,J 20, 1970
 
Terminal Dislbursement Date (final): Decemb~er: 3, 97WA 

Obefctive: Toprovide medium-tem.credit rapidly to, the: private indutrial sector for the purchase of capital goods. 

proved al11subton requests; C6 mis io n reviewe ,,,d -.fo _a r : The Int er -min is teri l.a 

commercial: banks guaranteedthe sub-eans 


tn the Centhell6ahkiate'e 
anmdrtie *aroer' d
the,exchange

subject rate risk. The release ofi the-fGi()UsUS$5.o iillon'wn:to the Signing of a formal standby je t'~

the release of the 
 funds in excess of US$5.0 million was subject t
review of Government of Uruguay pros ess in 
 crr u t its ecooic
 
program and the proje 't.
 

Historical Events Affecting the Project: The orignloaprosd
finaning for five pndustrialsectors that had export potential. The,major part of AID's lending was intended to modernize and expand U iiiguayr'a15 mnajpr meatpacking plants. Early in 1970, however, the er-AieridanDevelopiient Bank signed a us$14.2 Million loan specifically for the meiwatpacking industry. Therefore, AID notified the GOU that major expansionand modernization of' the meat processing industry would not be eligiblefor financing under the Capital Goods Import Loan. 

.Simultaneously, industries were included that met the criteria of import
substitution and utilization of materials abundant 

­

in but not', -r:gi-ayfulyexlote. lfo)Western Hemisphere (Code 9iio countries).~oue.ment was made eligible under the AID loan. roa .eriin , t, e,i Cye 

criteria, the effective demand 
 was maintained and by ayfirst tranche of of 1971, th"the loan was committed and the GOU reques-f1ied th h
 
of 
the second tranche.
 

As required by the loan agreement, release of the-second trnh was--su V+-'ject to Borrower's...... "(a) continuing elthe........

widerthe DF standby agreement or eviden6'ed,that it ha.'s~tak'A' 

steps consistent with its comic o 
factory progress in carrying o is I 

Ecoomi a.
Ou its prg 
 s
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progress in carrying out the Project; and (d) 
enactment of legislation
to permit commercial banks to make readjustable loans". 
On October 29,
1971, the Mission, after reviewing the above, recommended the release
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, sub­loans 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 open­ing of import permits to sub-borrowers. 
As a result, US$1.5 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$1.2 million
was deobligated because the last two sub-loan requests (FIAT and Nave­cagi6n Atlantida) were originally approved by the Mixed Commission but
were not approved by USAID and the remaining funds could not be repro­gramed 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-LOANS APPROVED 

AID LOAN No 528-L-022
 

By Banks 

Name of Banks 	 No of Total Amount Percentage
 
Loans US$ Total Approved
 

Repblica 0. del Uruguay 167 7.137.164 47.6
 
Cr~dito 11; 1.640.518 ii.0
 
Comercial 48 1.369.836 9.1
 
Mercantil y Popular 23 1.068.079 7.1
 
F. N. C. B. 20 1.041.002 6.9 
Holandes Unido 3 399.895 2.7 
Frances e Italiano 4 351.929 2.4 
Sociedad de Bancos 13- 345.716 2.3 
Montevideo 11 300.391i 2.0 
Londres y America del Sud 3 274.316 1.8
 

Aldave y Martfnez 5 223.368 1.5
 
Palestino 9 179.024 1.2
 

Pan de Azucar 5 171.355 1.1
 
0.8Cobranzas 4 121.695 


Financiero Sudamericano 8 102.234 0.7
 

U.B.U.R. 	 6 lO0.106 0.7 
BA1FED 2 46.970 0O. 
Litoral 3 15.3880 0.2 
Caia Obrera 1 5K529 0.2 

Exprifiter Casa Bancaria I 24.400 0.2 

Israelita del Uruguay 1 17.038 0,i 

Del Plata 1 6.952 0.1 

352 15.000.000 	 100.0
 



Table II 

Sub-Loan Repayment Terms 

AID LOAN No 528.L-022
 

Terms N° of Sub-Loans Amount % of Total 

6 months 43 848.143 5.7
 

1 year 24 1.445.450 
 9.6
 

l- years 7 94.572 o.6 

2 years 
 4 296.044 
 2.0
 

3 years 
 83 2.044.986 
 13.6
 

4 years 
 17 276.720 
 1.8
 

5 years 85 
 4.867.458 
 32.5
 

6 years 
 43 1.399.851 
 9.3
 

7 years 21 
 843.853 
 5.6
 

8 years 3 
 253.530 
 ,7
 

10 years 
 22 2.629.393 
 17.6
 

TOTAL 352 
 $15.0-0.000 
 100.0 

Summarized Breakdown
 

6 months to 2 Yrs. 
 78 2.684.209 
 17.9

3 to 6 Years 
 228 8.589.015 
 57.2

7 to 10 Years 46 
 3.726.776 
 24.9 

352 $15.ooo.ooo 100.0
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Table III 

Summary of the Capital Goods Inorte. 

AID LOAN No 528-L-022
 

Calendar Years 1970-1974
 

By Industrial Sectors
 

Industrial Sectors No of Loans Amount
 

Truck Kits 18 2,150,000 15.99Transport (Buses, Trucks) 
 6 1,962,000 14.59Textile & Clothing 
 58 1,746,000 12.99
Extractive 52 1,268,000 9,45Construction 
 28 l,067,000 7.94
Metallurgic 
 6o 915,000 6.80
Food Processing 
 17 633,000 4.71
Automotive Industry 
 12 585,000 4.55

Poultry 
 15 517,000 5.85
Plastic 
 12 528,000 3.92

Glass 
 8 298,000 2.22
Agro-Industry 
 15 289,000 2.15
Printing 
 12 282,000 2.10
Meat Packing & Cold Storage 
 4 270,000 2.01
Fishing 
 4 141,ooo i.o4
Fertilizer Preparation 
 5 131,000 0.97Electrical & Electronics 
 12 113,000 o.84
Leather Processing 
 5 112,000 0.83
Pork 
 6 90,000 0.67Paper & Carboard 
 4 83,00oo 0.62
Soft Drink Indust y 
 3 59,000 o.44Rubber 
 2 47,000 0.35
Pharmaceutical 
 5 39,000 0.29
Tobacco 
 3 35,000 0.26
Soap & Industrial Detergents 3 28,000 0.21

Forestry 
 1 20,000 0.15Banking Service 
 1 19,000 0.14Sugar 
 1 199000 ,0.14 

TOTAL 550 $ 13,446,000 i00.00 
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Table IV 

List of Capital Goods Imported 

AID LOAN No 528-L-022
 

Calendar Years 1970 - 1974 

By Type 

Type of Items 

Truck Kits (K.D.) 15.9 
Inter-State Buses 
 15.9
 
Traxcavators and Loaders 
 7.7
 
Diesel Electric Generators 5.7 
Fork Lift Trucks (all types) 5.6 
Macaroni Production Lines 
 2.9
 
Metal Working Machines 3.4 
Ind. Sewing Cutting and Processing Machines 5.0
 
Textile Machinery - (Various Types) 2.7 
Plastic Injection Machines, Extruders 

and related equipment 2.5
 
Lathes 
 2.2 
Plastic Bag Making Machines 0.9 
Spare Parts 1.9
 
Steam Turbine Generators 
 1.5
 
Offset Printing Presses and Access. 1.6
 
Textile Spinning Frames and similar 1.4
 
Refrigerating Plants 
 1.4
 
Stone Crushers 
 1.5
 
Knitting Machines 1.3
 
Air Compressors 1.3
 
Mobile Cranes 
 1.2
 
Poultry Incubators and Egg Classifiers 1.3
 
Equip. for Automotive Assembling Plants 1.0
 
Accounting Machines 
 Less
 
Road Rollers than
 
Refractory blocks for Furnaces 1% 
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 Tract rs 
Fish Meal and Oil Plants 
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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 others
 
Agricultural Power Sprayers
 
Forest Tractors for Lumbering 

Quary Pneumatic Hammers and other Machs./Accs.
 
Electric Cable winding and working Machines
 
Chicken Depluning Machines
 
Electric motor insulation machines
 
Double-die Strip Feed Presses
 
Bulldozers
 
Glass Making Batchers
 
Grain Dryers 

Diesel Engines
 
Automatic Metal Sheet Feeders
 
Tablet Compressing 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%
"
 

"
 

"
 

"
 

"
 

"
 

t 



ANNEX J 

AGRICULTURAL CREDIT ANALYSIS 

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
farm 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 mid government credit banks. The most important source of agricul­
tural capital is that generated during the production process and producer 
savings, both of which will increase with the adoption of profitable produc­
tion and 5M farms diverrifiedmanagement's practicc 0 st Uruguayan are into 
several e.Lterprise each using and producing capital during 1liff'erent pro­
duction periods of the year. The frequently observed 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 tcri, capital where 
producer savings are inadequate to cover major investment. 

Inflation of Uruguayan magnitude creates serious pre.,surcs on any 
institutionalized crcdit sy:;tem. Frequently, the rales of inL'erest, even 
though high, are less than the rate of inflation.- creating; in effect 
negative interest rates. Under such circumstances-, lending agencies soon 
suffer capital losses if lotn.; are not adjusted for inflation while at the 
same time providing significant subsidies to iheir borrower;j. 

Borrowers have the incentive to obtain the ia:1 rn iount of avail­
able credit as long as they can locate tlcir excess capital at higher 
rates of return than the sub;idi- ,d credit cost. Producers try -to mini­
mize their liquidity in order to protect the real value of tleir assets 
from the high rate of inflation and use as much ere(dit as possible. 

A natural reaction of a credit institution to a negative interest 
rate condition is to keep the louns as short term as po:ssible. Thus, wV11e 
find the b-l]J of the agricultural loans in Uruguay are short term, produc­
tion loans. There is liniitclJ intermediate and long term credit 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 credit made available compared to agricultural gross value
 
product (AGVP) is high, averaging 16% (196o - 72).
 

BOR credit is high relative to the value of agricultural inputs.
 
BOR credit, after decreasing during the late 1960s, has been increasing
 
in recent years in response to increased credit demand due to more
 
favorable conditions in the agricultural crops sector. In the early 1960s
 
credit was nearly equal or more than the value of agricultural inputs.
 
This period was associated with large crop areas and high capital invest­
ment in agricultural inachim ry.
 

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; a similar relationship pertains to other crops.
 

Between 1970 and 1974, the area planted to major crops increased
 
14% and credit increased 48% indicating that the BOR was very responsive
 
to crcdit demands during a period of increasingly favorable economic
 
conditions for crop production but with rising production costs. Crops
 
account for about 47% of rural credit, livestock 22%. 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.
 

x MAP/DIEA, an unpublished study on the wheat sector in Uruguay during
 
the 1950-73 period.
 



x 
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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 the 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 interest until the credit for the next crop
year is extended. This procedure essentially eliminates default in loan
 
p ayments.
 

In the past, BOR has had difficulties in getting capital to
producers early in the production cycles. To overcome 
ithesc 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
 
proper production practices are completed.
 

This is based on observation and survey work by the MAP -
DIEA
division but quantified estimate 
 have not yet been published.
 

HN 
 All payments for slaughter cattle and sheep as well as 
grains

purchased by the government are channeled through the BM 
. The
BOR thus discounts loan payments before paying market receipts
 
to borrowers.
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DOR crop production credit is in general quite80 - 85% of the cash cost liberal coveringof production for those farms qualifying forthe fall formula. Even in larger farm units,seed and fertilizer the banik credit covers thecost of approximately 50%of theproduction. Credit is 

cash costs ofmade available
the production process 

in specified installents during(land preparation, seeding and crop protection andharvesting costs). 

The BOW s interest
period of Agust 1966 

rates are controlled by law and, for theto August 1973,ranged between 8.75 and 9.75%annually depending on the line of credit guarantee,as much etc. In additionas 9; annually was charged,for commissiois. If the maxinumrate of Interest is added to the mnaximi rate of cowiiLssion chaorgedthe amual real rate of credit cost would be 18.75%,average rate well below theof increases in the cost of living index ofduring the 1966-73 65.4 aniuaLlyperiod. Only 1970in when the cost of living indexrose 16 .4%,was the credit cost positive. 

Interest rates were increased to 28 between August 1973September 1974,when andthe rate was raised to )3%.well below These rates areinflation rate and the BOR is 
sbill 

pre.sently inadoption of readjustable production 
the process of

credit.
loans Only with readjustablecan the bank extend intermediate and long term credit. 

Private banks could not comnete riLh thelines DOi1 in the -ae'- creditat the highly subsidized credit rate.concentration on 
Thisin part,cxla:-ins theirshort-te-ml Ilh:r cost credit for cattle sheepassociated with an dauction market intemediation. 

BOR credit 
medium 

has, in several aspects, favored the s!allsized producer. Credit andavailability is greatersmall farmers as illustrated by the 
per hectare for 

grants 197)1-75 for-muila for 'irP:rr cropslarger quantities thatof credit to farms under 500 h,:t,formulas in addition 1reO;. Creditexist for major cnterpuris cs founv' onmedium-sized f:ulfarias, including su'ar beets, dlair., 
and 

woHA';' pou.try,1o3s, vegetables, fruits cnd vineyards. 

BOR and the Plan Agropocuario
progrm arc prescnt]y initLat:ing a pilotfor small farnms that havemanagement problems. 

critical capital, t(echnology andThis progra-,now inwill inclde in addition to nuraber 
the final stage. of preparation, 

technaical programn including 
a of adjusted credit lines, an intensiveproduction, econontics and finaneijL assistalice. 

t Banco Central dcl Uruguay, Sc;tUnario Mercado de Cap:itales en el. Uruguay,Tohio I 'M Iontevideo, 1975, p. 561.ft The decreasing portion 
of credit available for machiner,' during
in part,reflects 1970-74,the difficulty of extendin;g longer terim credtitnegative interest rates. at
(seOe Table I). 
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The Plan Agropecuarios credit program is for development of
the livestock sector. 
 The most important lines of supervised credit
are for pasture improvement, machinery, pasture division and watering
points. 
 The Plan also has a special line of credit for swine productioh.
The Plan credit has a 7-year term with 2 to 3payment of interest and principal. 
years grace period onThe credit is adjusted 
on the basis
of an index of beef and wool price or the cost of living index. 
 Plan
credit has also aimed at special assistance to small and medium size
producers and charggs a progressive interest rate and credit adjust­ment based on farm size." 
 Over 60% of the Plan loans granted to
producers were under 400 Hectares, 16% under 100 Hectares, during
1972-73.
 

It can be expected that the Plan can adequately meet any increased
credit requirement from an increased adoption of technological change
in the livestock sector and any increased availability of technical
information will be complementary to their supervised credit program.
 
The BOR is frequently criticized by producers as
ivey bureaucratic and time consuming. being excess­

for new credit users 
This is particularly true
that do not have a 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, etc.
One has to recognize that the BOR is 
a government batk and it is used
as 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, etc. ) before he canout credit. 
 take
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 rrmde
in credit processing.
 

The BOR formula system of loaning is effective for massive creditassistance in a highly inflationary economy. ) 
 It does, however,
have the weakness of not being aimed at particular producer's credit needs.
Without adjusted credit, it will be impossible for the BOR 
to establish
a balanced credit program recognizing individual producer's short,
intermediate and 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. 
 In any case, with the rates of inflation and instability
Uruguay is experiencing any well balanced farm credit prograin will be
 
x This program is supported by XBRD and BOR accounting for 85% and 15% ofthe funds respectively.xx Interest rates are 3% for farms 

Hects., 
up to 250 Hects., 6% betweenand 8% for farms over 400 

251 and 400Heets. Credit adjustgments
the adjustment rate for farms under 200 Heets. 
are 50% of

and u5
farms between,.201 t the rate for
 
x ind 400 Hects.
The bank is getting out approximately 60,000 loans a year.
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difficult to employ. The formula line credit system may be the best wayto deliver a massive credit assistance ininflt.tion Uruguay until the ratecan be reduced and more stability can be achieved in 
of 

theagricultural sector. 

With the b -eround oncredit programs, coi,,,idcration can 
the past and present agriculturn Ibe madelimitations agzieu..J credit 

as to the adequacies andcould have on the IATA assistanceprogram to promol;e toption of production-increasing technology. 
In evolua jing availability and deramd for agriculturalthe following factors bmst be considered: (1) 

credit, 
of adjusta'le credit, .ith the proposed adoptionthe BOR
institutional credit vi.l. be 

credit deiand ill decrease and privatemore conmotitive, OLlowil-into areas not rofitable at interest rates now 
it to exoond 

(2) char-;ed by the DOLE:with adjustable credit, the BOR could ccT.,rndlines for int2r"mdiate credit and develop news.nd long-term capita.productivity from needs: (5) increasedadoption of insproved production pray'rices will increaseproducer operating capital and savings which will,offset increased for the most nart ,ca'ital requirements:
support of livestocJ (4) The 3rID'S continued creditsector, im-olcmcntationloan of the new citrusand possible imnlc~cntation dv lc ent 
related to fruits, 

of the Plan. G ,,ranjero ())OduCL:Lon Rrcv.vegetables, oultry and hogs)eredit d. i,-nds in these couli cover increasedareas: (5) if the GOUand other coimodities,. this will insure 
continues to purchase w]heatnuick payljent andneed for credit to reuce producercover delays in receiving payment for(6) cox'.-oditiUes:thce DOI? may be required toneeds -;uch as the 

respond to special progrwuns or creditrecent 
types 

soybean production development progrrai.of new Thesedemand areas, however, will like.y be associated withnational policy and resources will be provided to make the: feasible. 
Given these considerations,,the majorin deman(l for credi.t, area of expected growthwhich is not directly connectedfro2t special develonm,-nt to lines of creditloan programs in pro,-ress or e,-pectedimplenented, is to befor crop production. groiTlh in demand for crop Thepro(luction cre.t wril-l be closely associated with:exo=an cad crop area, (1) the possible(2) the increazed capita,. requirci,ent fortoehnolo.y of production .improvedover the actual technology,ca:;t;al reouirement (3') increasedto replace obsolete nmachinery uidtcmachiinery capacity, and increase 

prices which have in 
(4) the national agricuatural pa.uicy atJ crop
the past, in addition to climate,
important in explaining iccn morearea plantea rather than credit availability. 

Increased credit demand from factors 14 for crop production will be 
and 2 conditioned by

where for short run operating capitalthe DOR historicly has not had difficulty in respondingThe increased intermediate to. 
investments term capital denmand required for machineryis a potential problem area ifthe the BOR cannot nully implementcredlit adjustment program and expand credit in this 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 assistsnce could be acquired in this 
area to overcome this
 
potential prob]em.
 

It should not be overlooked that the BOR has to contribute a
portion of the capital to the international development progress that
ill2 Lave to be mat (ru-nini around US,? I million a year for the
Plan Akropecuario).- Thc BOR should not have aty difficulty in meetingtha;e eemands, however, and. t..se loans shottld 1enci'ate considerable
BOR deposits and. ,v-ings that can be u;ed to expnd. agriciultura1 credit. 

Given its r'ecord and the fact of its nolitical orienbation,
thc)xo is good reaso.-n to believe that if the polilt.cl leaders of Uruay
as a natter of r'olicy de!cide that the fO7 shall m the ned.:cl ruralcred [t availcblo j.- will. be forthcoJJ.2n particulai-3y if it stes fromadoption of pao,.uctin-increash.ng tecbno.o -y. If the DOR fails inef'o-, it is more likely to be from 

this 
au andmin.iistiative breakdown than 

a credi.t policy failure. 

Credit demand in the livestock area will likely be depressed util
livestock prices recuperate. 

http:pao,.uctin-increash.ng
http:forthcoJJ.2n
http:polilt.cl
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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 esti­mated date of (a) formation of the company, and (b) initiation of pro­
ductio4
 

4. Purpose of Activity, principal products, and brief description of
physical 	facilities.
 

5. Names and nationalities of principal shareholders/sponsors (please

include curriculum vitae of principals).
 

6. Name(s) of key management (please include curriculum vitae with
emphasis on experience/background 
 in applicant's principal activity). 

7. 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 of project. 

12. Source of balance of funds. 

13. Market: 
(a) location 
(b) total present annual sales (volume and dollars)(c) historical and projected annual growth of marketd) estimated percentage of total market served by applicant

according to product line 
(e) estimated total annual sales after completion of this project
(f) estimated percentage of total 	market served by applicant ac­cording to product line, after completion of this project.
 
(g) principal competition
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14. 
Names of all banks with which relationship exists (include per­sonal accounts of sponsors; 
as well as corporate accounts); describe
 
nature of the relationship.
 

15. A brief summary of the opportunities and risks this project

represents.
 

Please enclose most current audited balance sheet and income statement
and audited statements for three previous years of operation, or performa
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
 

1. 	Name. . . . . . . . . . .. . . . . . . 

2. 	 Location . . . . . . . . . . ..... 

3. 	 Current activity. . . . . ... . . . . ..... 

4. 	 Address of enterprise . .0 0 . . . . . . . . . . . .0 ..
 

5. 	 Total assets . . . . . . . *. . . . 

6. 	 Annual sales . . . . . o . . . . . . . . . . . .. 

7. 	 Net worth . . . . . . . . . . . . . . . . . . . . 

B. 	Eligibility requirements
 
Yes No
 

1. 	 Project involves financing

(must not be any of the following:)
 

a. 	 meat or meat-packing facilities
 
b. 	 fisheries or fish-processing activities
 
c. 	 textile manufacture
 
d. 	 shoe manufacture
 
e. 	manufacture or marketing of alcoholic
 

beverages
 
f. 	 wool processing or manufacture
 
g. 	 leather and leather products processing
 
h. 	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: )
 

a. 	 sizeable number of jobs created by pro­
ject 

b. 	 small and medium farmers contribute over
 
50% of inputs to project
 

c. 	project creates additional production
 
alternatives for small and medium
 
farmers
 

d. 	project creates additional marketing
 
alternatives for small and medium
 
farmers 

e. 	 project creates additional income
 
benefits for small and medium 
farmers 
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f. 	 project includes technical assistance, 
supervised credit, and/or inputs to
 
small and medium farmers supplying 
enterprise
 

g. 	project provides services to small or
 
medium farmers
 

h. 	 project provides essential inputs to 
enterprises which utilize substan­
tial raw material supplied by small
 
and medium farmers
 

3. 	Export orientation: Enterprise

(must be one of the following:)
 

a. currently exporting 50%of pro­over 
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. 	 is new enterprise whose production will
 
be principally export oriented
 

(i) at 	the outset
 
(ii)after filling 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
 

4. 	 Enterprise 

a. 	 utilizes normal agricultural raw material
 
which has been traditionally produced
 
in reasonable volume
 

b. 	 involves minimum packaging costs and com­
plexity
 

c. 	 utilizes uncomplicated technology

d. 	maximizes utilization of existing facil­

ities
 
e. 	 complements existing facilities
 
f. 	 involves uncomplicated marketing

g. 	 will operate effectively within existing
 

limitations
 
h. 	 complements the domestic market
 

AUFEC K 
Exhibit 2 
Page 2 

Yes No 
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Yes 
 No
 
i. 
receives no excessive protection

3. exhibits good management

k. is solvent

I. 	 has internal rate of return greater

than 10%m. 
utilizes over 50% domestic resources
n. 	contributes to improved income distri­
bution
 o. 
contributes to integration with neigh­
boring countries
P. 	contributes to production of basic inputs

for other agri-industries
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D. SiUmarY of Financial Data
 

1. Requirements
 

a. Projected use of funds: modernization
 
improvement , establishment of new enterprise_ 
 _
 
expansion of present line of production , expansion into new
 
product line
 

b. Amount of Proposed Investment
 

(1) proposed loan
 
(2) self-financing_
 
(3) other sources
 
(4) total
 
(5) foreign exchange
 
(6) local costs
 

2. Projected rate of internal return over 10 years (or indicate
 
alternate number of years)
 

3. Number of years required to recover investment
 

4. 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
 
available or is assured in the pro­
ject design.
 

2. Enterprise or Cooperative
 
manages its financial affairs well and
 
is a good risk to meet its obligations.
 

3. Working capital required by
 
enterprise or cooperative is assured.
 

4. 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 alternative
 
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
 




