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Today, Uruguay is burdened with foreign exchange
obligations which run into the hundreds of millions of dollars,
During 1906 alone, Uruguayan foreign debt payments falling due
are estimated to be some two-thirds of total anticipated external
earnirgs for the period, 1/ As the prospect for a significant increase
in exports is poor, Uruguay vwill be forced to seek substantial
refinencing or to default on some of its obligations, Even with
severe restrictions, it would be impossible to cut imports down to
cnly cne-third of the probable level of export earnings,

Uruguay's distress was accompanied by the insolvency of
severzl private commercial banks in mid-1965, including the Banco
Transatlantico,Uruguay's second largest commercial bank. The Banco
Transstlantico had grown rapidly by means of aggressive business
methods; its demise resulted from over-extention of dollar credits
to Uruguayans and from wide-spread corruption, By mid-1365, it was
unable to repay its obligations to U.S, banks. Even the central btank,
the Bank of the Republic, found itself in a similar embarrassment,
and the president and directors were replaced with government
appointed "interventors." The entire Uruguayan banking system had
incurred a crushing burden of external obligations. In May 1965,
foreign liabilities of the banks exceeded foreign assets by some
1,500 million pesos (about $60 million at the 24 pesos/$ official rate
of exchange thien prevailing), This contrasted with net foreign
liabilities of $8 million in December 1¢59,

Over much of the dozen or so years that Uruguay ran a
trade deficit, a substantial portion of the balance was financed
through a loss of reserves. The net external position of the Bank
of the Republic became negative in the early months of 1965, as
emphasis swung more to maintaining consumption via increased foreign
credit, This took the form of suppliers' credits; of loans to the
Bank of the Republic Banking Department by foreign commercial banks;
and credit lines of foreign banks and “financial® credits of some-
what speculative nature to Uruguayan commercial banks. Table XV
shous that, with the exception of 1963, Uruguayan commercial banks
became generally more extended after 1959 than was true in earlier
years, These figures harwonize with information that it was dollar,
rather than peso, commitments that the Banco Transatlantico and the
other insolvent banks were unable to meet in mid-1965,

1/ See: Ashby, David F. V., "Uruguay's Troubled Year." The Banker,
January 1966, page 37.
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I11, Conclusion

Despite the scarcity of detailed information, and
allowing for the inaccurate character of the data deflation performed,
the pattern of Uruguay's economic decline since 1953 is still
discernible, Dirigisme as practiced by the Uruguayan authorities
has failed to achieve economic progress for the country., The rural
sector has been depressed and industrial production has not made
significant gains. The standard of living has declined somevhat,
while the welfare system has lost its social function and become
subject to political pilferage, The accumulated economic problem
has been accompanied by a relatively excessive level of consumption
financed with foreign borrowing. Although inappropriate economic
policy has been the immediate cause of the economic deterioration,
the problems of the country has been compounded by a political

system in which responsibility is fragmented and decision-making is
hampered,

The financial crisis of 1965 and the deterioration of the
net reserve position made clear that the country must soon set
things in order. But it is probable that only the prospect of
diminishing real wages and reduced social welfare benefits brought
the Uruguayan public to an awareness that some changes must be made,
In any event, the ruling Blanco party took advantage of this
partial change in public sentiment and adopted certain measures of
economic reform over a period of weeks up to mid-October,

These included an effective devaluation and a simplification
of the exchange system, ostensibly to a single free-rate mechanism
responsive to real supply and demand., Alleviation of import restric-
tions was promised as well., The Government also expressed an
intention to restrain wage increases and to restrict the growth of
credit, especially to the agriculture sector., The rural areas were
expected to benefit from increased peso returns deriving from a
higher level of exported food and raw materials. The Government
sought to restrain price increases, although it was able to do so
vith only minimal success, The most graphic step taken was a
prohibition of the sale of beef and mutton on certain days of the week,

In the spring of 1966, additional steps were taken
toward financial stabilization, including additional liberalization
of imports and a new attempt at unifying the exchange rate and letting
it fluctuate freely, It is too early to tell how long lasting and
how successful these measures will be,
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However, even if the receat attempts to change course
are successful, Uruguay will still have to pay a heavy price for
past errors, The malad justment of investment, production and
consumption which has occurred over a decade and a half will not
be rectified in a matter of months and the rectification will be
painful, The indeterminate but assuredly burdensome external
debt will continue to pe a problem long after the problem of
shori:-term illiquidity has been overcome, How burdensome it is
will depend on Uruguay's ability to give a dramatic boost to her
lagging exports,

Uruguay's plight is an excellent illustration of the
truth of the thesis that countries attempting to industrialize
need to pay more attention to the productivity of capital and less
to the supply. Uruguay has enjoyed a rate of saving that is at
least respectable, and domestic savings have been liberally
augmented by borrowing from abroad, Trouble came because the
capital was not wisely employed, which points up the validity of
Simor: Kuznets' suggestion that it would be more meaningful if
econcmists talked about "productivity raising outlays" than about
capital formation, 1/ :

It is one thing to embark upon a stabilization program,
but it is another to appreciate that one of the underlying
justifications for stabilization is that it helps raise the
efficiency of the economy. If the Uruguayans were to become convinced
that the salvation of their living standard depended on a sweeping
elimination of the existing barriers to efficient use of all the
factors of production, they would probably be quite willing to make
the individual sacrifices that stabilization will inevitable entail,
If the general public cannot be convinced that a more competitive
economic system, harder work and a changed pattern of investment
are necessary to preserve the good life, stabilization prospects
will be dim and Uruguay will continue to face an uncertain economic
future,

1/(Capital Formation and Economic Grouth, A Conference of the
Universities - National Bureau Committee for Economic Research,
A Report of the National Bureau of Economic Research, New York,
page 22.)






