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Microeconomic Adjustments in Uruguay during
1973- 81: The Interplay of Real and Financial

Shocks
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The World Bank, Washington, D.C.
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Universidad del Uruguay, M ontevideo

and
JAMES TYBOUT

Georgetown University, Washington, D. C.

Summary. - This paper uses the financial statements of industrial firms to develop an integrated
firm's eye view of the changes in the Uruguayan economy during 1973-81. In the first of three
subperidds, l97T15. real financial costs were very negative and tended to offset low returns on
operatirig assets. During lg76-78. the <iismantling 

-of 
ini.rest rate controls increased real financial

costs, but other factors increased the returns on operating assets more rapidly. During 1979-81,
fiaancial costs jumped enough to more than absorb increases in gross earnings, which were

lfrobably due to Argentine demand. The rates of earning and capital tbrmation were highest
among exporters in the second subperiod. when a majorexport promotion program was in place.
This pattern was reversed in the third subperiod, as the promotion progiams rvere dismantled and
real currency appreciation seemed to squeeze gross earnings ofexportables relatively more. This
unequal squeezing was probably due to redundant tariff and other protection for import-
competing producers.

1. BACKGROUND

(a) Purpose of rhe paper

From the mid-1950s to the early 1970s, Uru-
guavan authorities pursued an import-
substituting development strategy with extensive
government intervention. In 1973, inflation was
accelerating in response to the monetization of a
rising public sector deficit, aird real GDP growth
had averaged only 0.8% over the previous lll
years. Because of these and other problems, the
military seized power in June 1973. And when a
ne* economic te¿lm was appointed in July t97,1.
government policies changed across-the-board.

To deal with inflation, the new policymakers
first pursued orthodox stabilization policies; they
later adopted an exchange-rate-based strategv.
But. from the start, thev also attcmpted to
improve resource allocation and achieve higher
grow'th by abandoning import substitution and

deregulating the economv. To induce competi-
tion among oligopolistic firms, price controls and
barriers to trade were relaxed: and to raise the
profitabilit), of exporting, taxes on traditional
exports were dismantled while fiscal and financial
incentives for nontraditional exports were
created. Concurrent with the deregulation of
product markets, capital flows and domestic in-
terest rates were deregulated. and controls on the
allocation of credit were progressivelv dis-
mantled.

As these retbrms were implernentcd. the
Uruguayan economy respondcd almost miracu-
louslv. Out¡rut growth jurnped. exports sky-
rocketed, :he financial sector boomed. ancl nerv
investment accelerate«i. But, for reasons not
completely understood, the economy was oncc

*fuc thank lv{arqlrita Roldos antl Kalarayat Suril'asat
for rese¡¡rch assist¡ncc.
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more in crisis in 1982. This paper looks at firms to
see how the combination of stabilization and
liberalization policies brought the economy full
circle over a decade.

Our analysis uses the annual financial state-
ments of 69 manufacturing firms to track the
effects of changes in the economic enl'ironment
during 1973-81.1 We begin by making compre-
hensive adjustments that undo the biases of
inflation in each firm's books. Then. in an
attempt to quantify various economic shocks and
their consequences for the manufacturing sector
as a whole, we examine changes in the consoli-
dated balance sheet and income statement for
our sample over time. Last, we divide our sample
of firms into exportable goods producers and
import-competing producers to address whether
incentives were consistent with the objective of
efficient resource allocation. This exercise in-
volves numerous tests on ea-rnings stream compo-
nents and financial structures ii one ruUsamptJ
vis-d-vis the other.

(b) Reforms and macroeconomic perforntance2

To set the stage for our analysis, we first
review the reforms and the associated changes in
the economic environment between 1973 and
1981.

Table 1. Manufacruring indicators

Refornts. To begin. fiscal policies were
changed in several respects under the new
economic regirne. Given that price controls had
been removed. an attempt was made to bring
down inflation bv cutting budget cleficits. And in
1974 the income tax \\'as abolished and replaced
with an 18% value-added tax. In addition,
various fiscal incentives to export were also
instituted during 197-r-79, but, phased out later.

Quantitative restrictions on intports of capital
goods u,ere lifred earh, in 1975, those on oiher
rmporrs were Iifted later. and maximum taritfs
rates were reduced. Starting in December 1979, a
tariff reform was to lead to a uniform rate of
protection of 35% b1' 1985; bur, by 1981, lirtle
h.ad been accomplished toward reducing disper-
sion in effective rates of protection u.rois secio..
(Table 1, columns G8). Only toward the end of
1980 had redundant protection been eliminated
(crNVE, 1983).

Major controls on the banking system and on
international capital flows were also dismantled.
Until 1974, credit was allocated by direct credit
allocation rules. E¡ posl costs of funds were
negative in real terms for those who had access to
credit. Interest rate ceilings on deposits were
progressively lifted and finally eliminated in
1977. Moreover de facto coniertibiliíy' of the
peso took place in 197,1, when Uruguaváns were
free for the first time to buv and sell assets
denominated in external .rr..r.ñr. In addition,

Manu-
facturing
growth

(l)

Manufacturing
wholesale

price
(2)

Real
wage

(private)
(3)

Taxes
Hours Unemployment Protection*t on Exoortworked (Montevideo) esrimare exportst subsitjies(4) (5) (q 'Q) 

(8)
NRP RP ERP

t9't3
1974
1975
1976
1977
1978
1979
1980
l98l

-0.6
2.5
5.6
1.9
6.3
5.8
7.8
3.1

-44

117.9
86.2
82.1
54.6
49.8
40.2

5t.6
28.0

1m.5
100.0
92.1
8s.2
14.0
71.2
64.3
60.9
65.7

100.0
107.7
104.4
108.8
t 06.3
l0ó.3
t04.1
93:4

8.9
8.1
8.1

12.9
1 1.8
10. i
u.4
7.4
9.3

14.3f
B.7r
13.61

;
34
36
25

21 17
i3 18
218
120

;
!)

36 16

JÓ IJ

Sources: Unlcss otherwise indicated: Banco Central del.Rama (i982) for 1975-1977.
ICINVE (1983) for 1978-til.
iBension an<J Caumont (1981).
Notcs: NRP = Implicit averaqe nominar protccfion for dr¡mcstic sures
RP = Rcdundant Prcitctron
ERP = Effective Rate of Protcction (domestic sales). In l9sl. lhe avcr¡r:L Eilp for cxport sales was 30,/u
-' - \ot it\irllitlrlc.
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the entry of new banks was alli¡rved in 1977 for
the first time since 1965. and commercial bank
reserve requirements were abolished in 1979.

Exchange rate policv changed substantiallv in
1979. Until the end of 1978. price stabilization
was pursued through fiscal restraint, and a
passive crawling pr:g maintaincd a fairly stable
value of the real exchange rate. In 1979. the
authorities. f¡ustrated with the persistence of
60"/o annual inflation. began attempting to stabil-
ize by slowinq the rate of devaluation according
to an announced schedule (the tublita). Argen-
tina pursued the same t.vpe of stablilization policv
until 1981, when it began a series of major
devaluations. thereby ensuring rapid changes in
the real exchange rate betrveen Uruguay and its
main trading partner (Table 2, column 10).

Macro perfornlance. Initial conditions in 1973
were poor. as Uruguay was about to experience a
large terms-of'-trade loss (Table 2, column 2)
resulting from the combination of increasing oil
prices and declining prices for beef and wool.-1
After the new' economic reqime came to power.
the economv 4uickly responded to reform and
stabilization policies. Ivlanufacturing growrh
jumped from - 0.6% in 1973 to 2.5"i" in 1974.
and in fo[lowing years ofren exceeded 5% (Table
1, colurtn i). Until 1979. when trade promotion
schemes were phased out, this expansion was led
bv exports (Table 2). Private investment as a
ratio to GDP began a sustained upward trend,
especially machinery and equipment, which
could be freelv imported (Table 2). Inflation
came down from 97"/" in 1973 to between 40 and
70% thereafter, despite an extremelv rapid
expansipn of credit in both pesos and dollars to
the private sector (Table 2).

The decontrol of interest rates did not initiallv
result in high reul interest rates: pcso borrowing
rates remained negative in real terms until 1980.
Dollar borrouing, which \\,as no lonser con-
trolled by the government. became even cheaper
affer 1977. And the real exchange rate (rneasured
by the purchasing power parin' (PPP-ER) index
in Table l) began heading do*'nward when the
tablita was implemented in 1979. This tall in the
real exchange rate coincides rvith a reduction in
non-traditional export gro\\,th during this year
and thereafter. flowever. the real exchange rate
v¡l'-¿i-r,ls Argentina moved uprvard until l9ti1.
rellecting the fact that Argentine authorities
were appreciatins their currency more stronely
than their Uruguavan counterparts (Table 2).
But with the rapid Argentine devaluations in the
Spring of that vear. a reversal occurred, marking
the beginnine of a downrvard tailspin for the
Uruguayan economy and the end of our sample
period.

URUGU¡\Y

(c) 'flrc 
¡tlun f or unolvsis

Little is known about how the various rcforms
and macro shocks influencecl profitability and
behavior in the manufacturing sector. Even less
is known about how these changes induced
changes in profitabilitv and behavior for the
various subsectors. What werc the earnings rates
on operating assets in different lines of produc-
tion? What were the implied incentives for
resource reallocation? f{ow did these real earn-
ings rates combine with interest rate shocks ro
determine patterns of net corporate income?
How did the changes in the economic environ-
ment affect assets acquisitions. borrowing tevels
(by currency), and dividend payout rates among
various groups of firms? This paper addresses all
these issues and therebv provides an integrated
firm level picture of Uruguay's adjustment dur-
ing the liberalization and reform period.

As explained in the Introduction to Part II of
this Symposium, these issues can be analyzed
using variables constructed from corporate finan-
cial statements. (See equation 1 and the
correspondinq discussion in the Introduction to
this Symposium). On the 'real' side, chaneing
markets for labor, products. and intermediate
inputs affect profitabilitv through price-cost mar-
gins and capacitv. utilization, hence these influ-
ences can be picked-up usins ratios like gross
margins and asset turnover. On the finacial side,
variations in inflation, interest rates. and the
availability of different types of credit affect
profits through the costs of carrying assets. These

' influences can be picked up by studving average
real financial costs. levels of indebtedness, and
the currencv composition of borrorving. Finailv,
the effect of both real and financial shocks on
firms' new borrowing. dividend pavments, antJ
capital acquisitions can be studied using real debt
growth rates. real dividend payments per unit
equity, and real nerv fixed investment per unit of
existing capital.

Below, u'e first construct these ratios from our
consolidated sample of firms' financial state-
ments for the 1973-fi1 period. This allows us to
check the validitv of our intlation adjustments by
comparing the results to the national accounts.
and to see what we c¿ln learn about the overall
performance of the manufacturing sector bevond
what is apparent fronl official statistics. Then we
break our sample into groups that dift'er in their
exposure to international competition, and
statistically comp¿lre time paths of the same set of
ratios across suberoups.
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The analysis of overall manufactunn-q sector
performance is basecl on the inflation-c,t]rrected
co,nsolidatcd sample.r We start by looking at the
relative contribution to nct eainino, oi nrus
mrrgins ant.l overhcut.l. hrrth indicat,,i:, nf r.lrqust-
ment to real side shocks. We next errmincl therole of real financial costs and balance sheer
structure, both indicators of how firms atiiusteci
to the financial-reform-induced shocks. Fi;;ill
having shown how the retbrms ofrÁ.t.á 

..iñ.

trajectory of ner earnings and having .r;bli.h;¿
th.at the trajectory generaretl by o-ur inflation_
ad;usted.dara is plausible. r¡.e eximine how ner¡.

:ebt a,r]d nct.earnings after interest pavmcnrs
were drvrtied between new asset accumulation
and dividends to shareholders.

Real-side shocks. Gross margins and asset
turnover both grow over time, ñflecting rising
overall errnings per unit operatinq asset (Table
J. columns 3 and -l). The vear lgTjstands out rs
especially bad, as would be expected in the liehtof the econorív rvhen the military toni pl*"1r.
I-or gross earnings. l9gU and l9t3l stand our as
stellar performance vears, consistent rvith the
boom 4¡íociated with high Argentin. a.rnun¿.,
That performance mrv also haü partlv reflected
fhe 

declining real wage rate and a pass-through of
tinancial costs (Cavallo . lg77), *Éi.h *... .-iring
dramatically (Table l).

The other real side determinant of earnings is
overhead. Expressed as a ratio to sales ."u"íu..
this variable shows a slieht rising trend despite
growing sales per unit asset (TabÉ 3. column 3).
Hence such costs do not appear to have genei-
ated major fluctuation in ttre return on ass"ets. at
least not in the manufacturing sector as a whole.
One interpretation of this rat-io's stabilitv is that
managerial compensation rosc- sli'-lhtlv mirrg ¡hr.
proportionately with sales as optrmism qrerv antl
e.xecutives began collecting sorire of the"fruits of
the recovery.

Fintutcial -sltock.r. I low ditl financial costs affect
the earnings stream'? Atier adjusting tirr the
efl'ec^ts of inflation on firms' ,."i n.t iirbiliti.r.
the average financial cost per unit nct liabilitv
wls tvpiclllv quite rregrrtire rTrrhlc 3. colurnn 5j.
Th¡s was espc.cialll' rruc during 1973_7-5. iust as
the nlrcrtl series «rn rcal irrrereit r;rtes in Íublc l
suggests. So, in the reforrn periocl, and to lcss
extent between 197ó and 1979, borrowing gencr_
ated revenues rather than costs, and n.,,iri h^u.
hclpL,d offset po()r opcratlnl] eirrninqs.

Avrragc rell finanr.iul coits dippetl in 1979.
reflecting a sudilen (anci probably'unexpecredj

jump in the infiation rate r'l)ut. thcrcafrer tlre ,,,

tu¡n suddcnlr vcr) pr,:ilirc. (B,rrlr ihifts tririi-rull\ rcpr()(iucc rell inlcrcsl ritle l]illtern\ inTable 2.) This movemcnt tltcrcfr)rc tlampene<l
the earnings growth notetl e rrrlie r, ,r¡ ,r,,i i,,""bcen prrtlv respon:ihic fi,r r¡.in,:-';;;.;_;"r,
murgrns (aj spcculttcd ;rborg¡.n
. How much these fluctuations in avcraqe finan-cial costs affected nct earnings,,,r.r--ir,ur,,lfu

depentlcd. on gcaring rati()s (h;.rrr"i;,r p;;';';'i;
asset). These were surprisingly stabl-c'fo. ,h.
consoiida.ted sample (Table 3,*cólurnn O¡. art. ,.
explained in de Melo, pascale, un.f fyf,,íutJiq8s.
A.pP"jdl* B), this is partly due to túe ".l;;;i;"or lnllatton_corrected capitul stocks rl rcDlrcc_
ment costs, and the rise in thc, cost of canitalrelative to general prices during p,,,i of ir,"sample penod.,

Foreign bo-rrowing was also stable as a ratio tototal assets after 1976, when it represented nearlvhalf the debt of rhe sample ii.rnr, Ur,.- ná-isurprisingly, before 1976 de'bt was U"ing ,f.,iftiO
from..domestic ro foreign currency denoñinatián
laprdly as capital inflows were being liberalized.
By mid-1981, when expectarions 

-of o ,n"io,
devaluation began to mount. ,t," rn-ufr.trrinn
sector had still not reducecl this dollar expoiulei
This behaviour was consistenr with the ;;;i;.
belief that by 1981 loan officers *... ánf rI"if,,i*
[o rene\\' loans denominate«l in doilurs. and firm-s
had little choice but to go along. Wf,ot.i,.i'ii,
cause, the heavy dollar exposurelf the financial
sector was to become a fundamental cause offinancial crises when the devaluatl.".-il"1fi,
ctme.

, Ner 9arnings rates. We have shown thus far that
op^erating earnings and financial .o.,, rnor,.J',o
olfset onc another so that net earnings rates
should be more stable than either o?- ,ür.
components. This is indeed the case. although
::i. ,,.t earnings tlucruation is still apparent. inrylr. oesprte verv poor operating earnings, the
net real loss on inflation_adjusted Jquitv *i, ontu
-.19/" becuuse of major finlncial ,rt,rit.l¡., tiuÁ
the lnterest-ft¡te reeime. As these subsidies t-ellover 19717.\. opr-ntting earnings improved togrve real returns of 9,2, in 1977 ancl g,7i, in l97li.
During rhe ¡ablita periort (1979_Srl, ¿"róiti-ifr.
surgc. tn gross earnirrgs and asset turno,,er untilthc f lrsr half of tgtl I. the spectre of sucltlenlv,,tlsilive re¿rl finunci¿rl ... rsts wirs e nourh ,,.¡ Jr,,*
down ner income. In l9ti0 and l9lii. the nei
return on equrtl fe ll to .i9. and {),,¿,, rcsrrcctirclr..
Hence. although rhe nutionul aceounti shorrJd
the boom. in real production during ttrei.l tñ
years of the reform periorj, that bo-om clicl not
triln-slitte. int() high nlu¡ullrcturi¡.q \cctr)r
profitlbilitv, "
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.\¡¡mt sour(c.s und u.se.s oJ Juntls. Ultimatcly,
manufacturing earnings after intcrest paymcnts
(ne t income) bccome rjividends to shareholdcrs.
retired outstanding debts, or financed new asset
accumulation. So the last issue we address is how
these three variables performed.

Debt growth follows an uneven pattern. Quite
surprisingly, in spite of the increase in real credit
availability to the private sector throushout the
pe rioil. cumulative manufacturing real dcbt
grorvth over the period was insignificant (Table
3, column 9). The reason is that new banking
sector credit was channelled to feed the livestock
and construction bubbles and the consumption
boom.e Because of its relatively slow grorvth in
borrowing. manufacturing sector liquidity
(measured by the quick ratio), increases slowly
but steadilv throughout.r0 Thus. even though
manufacturing altered the composition of its
financial structure towards dollar denominated
debt, it did not partake of the rapid growth in
available funds.

Official statistics show that investment grew
rapidly, particularly during the construction
boom in 1979-81 (Table 1). The investment
figures for th{consolidated sample (expressed as
a proportion of averase capital stock) also reflect
this surge, as well as the high investment rate
reportey''for 1977. lt is clear from this series that
the reform period generated a recovery in
investment rates in manufacturing that was sus-
tained eYen through the increa>e in interest rates
and the rapid decline in earnings durine 1980-81.
The investment surge during 1980 and 1981 also
confirms the conjecture that manufacturers were
purchasing imported machinerv and equipment .

in anticipation of capital gains that would occur
*'hen the peso would be devalued (Hanson and
de N{elo, 1985).

Dividend distributions grew steadilv during the

rel¡rrm:. re¿rclling:'',, i¡f'nct worth i)v 19g1.
The-re pavout) \\'err: cqull to rtr cxceeclcd the
rate oi rcturn to nct \\,orth durinc the last three
years of the refornls. w,hich rneani that relatively
rapirj dcht gron,th \!.as nccessarv (T'able 3, last
column). So. toward the end of the reforms. the
dividends to shareholders largely representecl
cash generated w'ith borrowed funds. Households
presumablv used this income (and funds obtained
directly from banks). to finance the consumption
boom that took place in anticipation of a
devaluation (llanson and de lv{elo 1985).

(b) Pattern.s of adjru;onent and exposure to
in te rnat io nal co,n p e f i t io t-t

The patterns of adjustment revealed by our
consoliáated sample provided new evidence of
the interaction between real and financial shocks
during the reforms. Thev also confirmed that our
method yields results that conform to other
evidence on the manufacturing sector. Horvever,
consolidated figures mask differences in patterns
of adjustment bv subgroups of firms. So. having
shown horv financial ratios can be used to infer
behavior. we analvze these same ratios for
several subsamples.

We classify firms by the scheme outlined in
Table 4. First, we separate firms into exportable
and import-competing firms, using the criterion
of whether sales under 'normal' circumstances
are destined for the home market or abroad.lr
Then, we further subdivide firms into those wirh
high and those with low protection, reasoning
that the first group must have borne a
disproportionate share of the costs of adjustment
to tariff reductions. They may also have been
highlv protected in the first place because they
were out of line with the country's comparative

Trrhlc -{. ('lustili¡t¡it¡tt tt.l Jinn.:

Erportatrle Import
loods procluccrs compctint

Ellectir c
protcction r)n
donrcstic slrlcs

NIIN NIAX

Exporte rs
f{igh Protcction
Low Protcction
Tot¿rl

515
¡ill6

-59

I0l
-17

Notc. Avcragc e[fcctivc protcction on donrcstic s¿rlcs lor munulucturinq:
lt6')1,.
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advJntace. and mav therefore have fared rvr¡rse be explained by the real exchange rate, at least¿rfter thé openin-r io foreign ,.,,J.. 
-- -.. ' 

not.thar againsí the dollar. Despire the fact thatThis classification of firms by protection is.on real appreiiation accelerated during these vears,the basis of effective p.ot..iiirn figures that ."pnri,,rrt", 
"*¡ii,i, a_ dramatic (albeit parrial)CINVE estimlted at the proctuct level for l9E0. rr ,"óou..u ,ra l*iortur,les resisrer their highestonce again' the ratios described in Table 3 are margini euer. Tliere are two plausible explana-constructed and analyzed for each subgroup: b.ur. tionJ. First. antl perhaps ,n..r;;;;;i;;i ouringn:-" *.t use comparisons of mean firm-specific these vears the Argentin" ,.;; 

-rf 
f...iot"orattos (rather than ratios constructed fronr con- againstihe Uruguayan peso (Table 2, column l0)solidated financial statements). u'hich allorv us to iriáucing- . ,;;;; shift of Argentine cemandperform statistical tests of constancy across sub- toward Llrrguor:on goods. (This mav explain rvhygroups and time using an error components exportables reóoue, relatively more.) Second,model' (see the Introduction to Parr Ii of the ouiing 19ri0 ;;; 19gl real financial cosrs inSymposium for a description of the statistical Urugíay in.."*.¿ dramatically, and manv pro-model') Among other ttrings, we formally test: duce?s áay t u* úL.n able to pass on at leasr part(1) u'hether ratios do.not ihong. and ará com- of these ctsts to consumers by increasing theirmon to all sectors; (2) whetherthev folrow th.e output prices, or ur.t*uiá"to'r;;;;;;',ñr;;;t

same path in all sectors; and (3) u,hether there is reduced real wases.a significant correlation betrveen firm size and fo. irfo.toJl"i, ,n".. is a surprisingly s:rongthe ratio analyzed. Statistical.resulrs are reporred ,.gril".'Lrá.ij,'i"on u.,*..n size and-áargins.in their entirety in Table A1 of the app'"nJix. This was not true among exportables. Moreover.Real side shocks- It is generally believed that , neither exportables nor importables showed anythe combination of commercial policy reforms' significant'associaiion between size and marsinsa.1!- e¡ghange rate regimes that chaiacterized !i^!nir_e or Argenrina lsee Catrei u"J iyoor,,1973'81 had important effects on.sector-specific 1985; Petrei uio ryuout, 19g5). o;e pássible
variations. in earnings rates. Special expoit sub- explanation is that 

"larger firmí .ornp.á- ¡1or.sidies and changes in international maikets are diiectly with foreign producers, an effect that
:]|:"::l::.1. t^",11y: ptayed significant roles. In might ío_t-sho* up'in ihe other countries simplyInls sectron' we begln by quantifying these effects because Uruguayan small firms are much smaileiwith sector-specific means of grosJmargins and than their c"tritéan 

"; Árg.;il;-.or"7".pu.tr.
we rirst consider rhe conjecture that an o'er- ,. Hi ,Tli#üt,i:;?}T;:?X';i[: ffi;fvalued exchange rate hurt exportabre goods :9r;;,i;;1;;;1.;y high and rciw prorection.producers more than^ illPort-c-o^mpering pro- The'gross"ma.glni or low-protection firms wereducers during both 1972-75 and tszg-st. ihis ¡s large? t¡r, ñá.. 

"r high-protection firmsbelieved to have occurred because redundant thráughout tr,. i.io.* period, and the gap isprotection for import-competing industries made remar-kably constant at roughly 0.15 (Figure 2.2).them invulnerable to reductircns in the real Hence we' r,uu. liiitirg corroboration of theexchange 'rate (GINVE, 1?s?, ano raute t). crNVE (r9g3) stuáf . commerciar policy reformsFor gross margins, the relative performancé of oo nor i.., i;';;'r. squeezed high-prorectionexportable goods producers is in line rvith ex- firms relativety .o.e. or, in other words, suchpectations until at least 1980 (Figure 2.1). Their things as reierénce p.i.ing and rüunJ*, i.or..-average margins were extremely. p.oor during tion"seem to have Lffset"any t"noen.y rtf ir.in1973-75 period and then jumped dramatically reducrions to force down tíe ,.irtirl 
-pii.. 

orduring 1976 and 1977. when the real exchangá highly p,rotect"Jirpo.t-.ompetingfirms y¡s¿i y¡srate rose and several major export promotión ot-hers.'lt Nonethe'less, bárrierl to foreignschemes were instituteo Tfrel' as theie promo- competition notwithstanding, these highly pro-tion schemes were dismantled and. the .*.hong. tected firms performed much worse in terms ofrate began to appreciate during 1978 and l9í9, margins. oné can easily imagine why authoritiesexportable margins became very low once more. were not eager to uriág aoñitlonui'pi.irur. toIn contrast, import-competing firms show much bear on. ttrisiiieaáy"weak enclave of producers.Iess variation, and cleariy enJoy hi.gher average In principle. higú sales volumes can be offsetmargins' Not surprisingty, ihé di-fference b-e- by low maigins, In¿ on. *igr,t ."p..t"i¡i, ro,tween the paths of margins for exportable and libor-intenslve inclustries. so, to compare thelmport-competing firms is significant (Appendix performances or ,rt,g.orp. of firms in differentTable AI ) . . industries. on. ,rr,'examine asset turnover asMargins during 19ii0 and l98l do not seem to well as margins. Arset turnouer trajectories also
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EXPORTAELES

IMPORIABLES
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Figure 11.1. Quick ratios: exportables vs. importables (1923 ¡o lggt).
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provide evide nce on intertemporal fluctuati.ns in incre'¿rse in manage.riar efficiencv. Amrng highry
cap,cirv use when rear protiuct pril.'-,ir.'rtrr,i. ;r;,:;;i in,iurtrr,t"-g,rotrs pioduccrs. uhich
(or rheir direcrion of. ihange tí tr.*.i ;i;;-;,,.1 #1,[," rntl rurnovtr probtems. rhc,"i"";i;',:i:1,?:,i::$';;llfl:;l'si:::: "..",,,¿i,e' ii ouerhea.i 

",p"n,", is simi,arwerereiativery,*i,reie,i.i.ii-{r;d;li;ff:.j ,r,É:;,,:,,!,i,;hocks. 
Berore, presenring our rincr-

betwecn turíover rarei in rhe rwo 
"rio,, -rr i'gt ."'*i.ir,.1"¡r,. changing financiir cnviron-significant. as were the difference.-in *urgi", s, ;;;r;ü;;;,ilrter"rt ruur.._to., ¿¡ii.rentty, we

Iow turnover rates compounded rathí than *."i¡."" r"*r1t poprtr. beriefs. First. it is
offset the problems^-o-f t*puit"ot"';;;;t pr"- generaily herti tha¡ firms.benefited suüstantia,vducers with low margins' Tu'nt'ue'o ilJ:. I"-r F-,.n'trrJr.*l"l*nrn.irr costs during it. rczr,rhese producers rises- witn margin, ir'-iczz, ;;; ;;if;;;j;i"n-tr,.r. disappeared ii ir," rs¡r,,suggesring rhar an,T::..t: in,.,fou1p,i oT,^.:: ¿H;;;;;.;;jlf y"1.. reasl., second. some;ll"ü!,i'Jl'J";lXJiJ:iJn,3:[,:;,;i,'-. ;;i;;;;;;;e-mpha,izea thar exporrab,e.goods
rates despite impiouea ,"?;;;;r.:á ;;;il1':":t prod.ucers enioved.particulartv rów costs when

lll!1?:'J. [il#',?qr1ri,:';;;,"'¿";i1J#:", ;ff:';lil,1H?iii::i',i: H:§ :?.ffiljfif
3J*. : I [X lJ, l;i #{,,x,;...yi 

., 
*i+, $j M ffi : t r,,".? :# ;:l fl fl,""t#: I lils,,r ; i:',:

ing, growth. especially during Iggl., '"t- interest rates (Mezzera. 1980). rr,iro, ii ¡, .onr-
. Ái with .rportouré'.- ,r,.",r,,io,i, ,,,"r,:r 

ü:i1['n"'"'I:lt1'l¿'#?;::.ür'""j,,"ÍJigi:irmport-competine firms fall off toward rhe end of ü;;r;í" ;#,rrl". revenues were tied to rhethe sample periód' This fall i' ,,rr""?."r^r.r price of ¿orru.r.lr,.ue. this factor shourd have

fir:liii::,:ff:i:?:',XT3l'.m'"',ff;:n::',' án", poo. op..utins earnings to soÁe extent
rabre i r;1; u"rorgi, proxy ror *o.l,il ,n::,.1.:,J,?rira peri'oa u.!.i.
ut,izaqjon. However.. ,r,¡', i".lií ir"r#5"r,ri .rñ'"r:',t;"tX;.."ü1?,tl:.r:ri?::.j fJñTl:!puzzliig because it did not 

"pp.". ¡, .r, ffig,l ,.r;;; r"i,rrrri, recreared in the disaggregareddated figures (Table :; rr,"'á*pr^r.rr", rári¡" ü;,: ti-riili'!'lr¡. a,.*. receive rarge-ñnanciarmay be that smail firms began rr rrprri",.. ,u-bridi", Jrirv-i, rhe reform perioá. and theturnover probrems as earrv as 1978, uriir,"it¡. ¡;;;;;r;;;irJi'. *^, to positive rares in theconsolidated fisures rlid nbt reflec1'Á;.;;;;rr" r".i i"".."i-y.?... srrp.isingly. however. thel.llf: i[T:";'üTi,:'r;:#;;i';;'s1"':'- e*po.tuure-go'oos producers appear ro have
a conipa,r.oi or-i,npo,,uur" goods produc::.' ¡:il::J,lifü;§i.:m,r;rlT¡,;;.g¡;ltiwith high and low protiction.oñrtiÁr;h;t;;;. rr.r"r.. ááiñr"llo, of exportabie-goods pro_too, retativety low rurnover rales. compounded ;;;;;.,nü;;J¡o.il,, why.exportableJhad higherrather than offset the impact of their t'tloti'=r" financial .L.t. uá.ur.. doilar credit was rerativervpoor margins on earnings ifigute 3'z)' so' iusias expensive in those <Jays. But, such an explanatioá*ith exporters' probrerñs or io" .opá,1, "l.lr,r aát, ,"rr..á;;; ;", the conrinuing nigh- p.icesmall price-cosr differences. dragged d";;;;" tnut tt.i. p."oircers paio during lD77-ixr. weearnings of imoort-competing iii*r tt oi trro .on nor" 

-oI¡u 
,t^i ,t,... measures of financial

|i;-,XU§ 
*"rm period il;i p.,tit¡.r'"ilris¡ cost vary -"¡¡i.üurv from firm to rirm in each

rurning to unir overhead cosrs, the rast ill"Hf il.,"["*.h**lt*l;iltricomponenl of operating earninqs. we find rhat competin! p;;;;;., is far from significant.some lnteresting cross-sector coñtrasts rvere dis- oi,r .*!,i.ioüLl-eooa, producers reallv reryguised by o.,i stabre 
- 

consolidated fi;;:: more heaviry on doirar credit? Here the aniwer isspecificallv' overhead-:ost: amonq e*p-o'te.. a resounding yes (Figure ó. I): Net dollar li.bili-startdownwardafter l977.whilcrt"r,i..iiíf.ii ries of tt¡erc-firms as a rario ro roral asserscompeting firms continue upward teigut" i'ii reached an.amazing average of 0.36 bv lgti r,Recalling that 1977 is the peal y.o, fo.E*p"ri.il, compared witn Oli,ior import_competing firms.margins and turnover rares. ir must ü. tlot a, i.pori.O-t;;; Appen.ix, rhe larger firmsoverhead costs per unir sale ,.{u.irg .r, i, ir* clearty *;;;;.;;posed in doltars than orhers;sector despite fallinc sales' This "'"tt 
-t,,". 

ami atttroulniñi.'.1?."ru,ion was significanr in ailhelped cushion the efiect or in..earinfü',ro".ir. subsampi..i ii-'ol,i.-n.,r.t more pronounced f.rmarkets on these firms, and ,ry'rlti*.,- on exporters. We can conclude that, although the
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impact of dollar borrow,ing on exportcrs' credit
costs was not clear enough to emcrge fronl our
¡am¡-le, exportables were verv exposéd in dollars
by' 19tll. As mentioned alreacly. this exposure
mav not have been so much a choice bv managers
as something forced on them hy banks. Whate-r,er
the cause. this dollar 

"*po.uie ntcant that the
verv sector authorities had set out to promote in
the mid-1970s \v¿ls, by l ggl , at a relarive
disadvantace in financial operations.

N.et eantings rates. Despite large cross_firm
variation in financial costi, net lnco¡¡e tlt,es
follorv .statistically disrinct tinte paths in each
sector. (Figure f .i). We can easily reject the null
h1'potheses that both trajectories are hat and that
both sectors follow the same time path (see
Appendix). Because the tu,o sectors had statistic_
ally indistinguishable financial costs, it is
unsurprising that these net earnings rates seem to
correspond to changes in real side factors. Notice
that the jump in gross margins and turnover rares
during the exporr promoiion period (1975_7g)
translaled into unprecedented profit rates foi'
exporters. Notice also that the subsequent drop
in.these margins and furnover rates seém to play
a large role in pulling rhe profits of expoiters
back down. We conclude thaf the combined
effect of export promotion, programs and a
reasonable real exchange rate helped manufac-
turin-e sector's export performance while it
lasted.

. The pattern for high and low protection
importable-g_oods-producer also is aí apparent
reflection of differences in real rathéi than
financial .facors (Figure 1.2). High prorection
firms had consistently *orse ma.glns and turn_
over rates, and this seems to translate directlv to
poor net earnings.

Some sources and uses of funds. Adjustments
in borrowing rates, dividend payout ¡ates, and
lnvestment rates are the three ways firms can
adjust their cash flow to changing áarnings and
expectations. Once again, several beliefs are
commonly held. First, it is often maintainecl thar
firms doing well were not retaining much of their
income during the boom of lgjt-gl (pascale.
19t12). Second. the investment that did take place
was mainly by exporters during thc eiport
promotion period of 1976-7A (lianson ,n,j d"
Melo, 1985). Third, the liberalizing of financial
markets allowed this investment to be financed
by debt; and negative real intcrest rates durinp
the late 1970s led to rapid debt expansirrn ,¡rpii
as a revcnue source (clc Mclo lnd Surivaslt.
19u5 ).

On the issue of earnings retcntion. firms that
did bctter in the mid-1970s (cxpcrrters) were
pa','in! virtu¿rlly no dividends. ivhile inport_

compering firnrs paid roughly a third of their
profits . ou-t (Figure 9.f . Although high_
protection firrns paid out a bit less tharithe more
profitable Iow-protection firms, this result chal_
lenges the view that divi<Jends were closely
re.lated.to earninss (Figure 9.2). Indeed. in l9gi.
u'hen high protection firms had zero real earninss
and low protection firms only earned around 5%,
these tu'o sectors paid out 2l% and 2.6% of their
net rvorth. respecti\,elv.

. .Yhl didn't erport.i, pav ou( more during
1976-78? . Apparently, rlLey were rapidli
accumularins assets. perhaps irrspired by the'new
government's resolve to promote international
trade. and.buoyed by high profits, they reristered
gross fixed investment ratés conside.iUty'trigh..
than those of the importable sector betwéen i975
and 1978 (Figure 10.1). Retained earnings alone
were insufficient to finance erowth in th'ese and
more liquid asset stocks 

- so. as has often been
asserted..real exportable borrowing also rapidly
expanded (Fieures 7.1 and g.1). B;rh variibles
show sectoral contrasts that are significant
(Appendix Table A1). When the earniñgs rates
of exporrers fell in 1979 and 19g0, rei fixed
investment and real debt growth both dropped
abruptly.

Importable firms rook over as the leading
sector in 1979-81. Borh high and low p-[orecrion
firms regisrer rising fixed inuertmenr iátes. des-
pite climbing interest costs and in some cases
faltering .earnings. 

partly becau¡e these firms
continued to pay out dividends ai2 to 3"k of net
worth, this expansion meant that the growth of
real debts had to pick up briskly. ThJ ultimate
effect on their balance sheet siructure was a
marked increase in_gearing rates among import-
competing firms (Figure 7.1).

3. CONCLUSIONS

The. basic objective of this paper was to
provide an integrated firm-levei view of the
changes in economic conditions that transpired
during recent Urueuayan reforms. Áft..
establishing that our merhocl yielded results that
conform to what alreadv was known. we went on
to report a number of íerv lindings. Tu b";;;,1;
studying the manufacturing scctoias a who'Íe, we
found three clear phases rn the 1973_gl reform
period. During the firsr phase, the real earnings
rate for productive assets was rather low, bIt
because real interest rates were highiy negative,
manufacturers managed to survivé. Lruri-ng the
second phase, financral iiberalization had 

";r;i;increased financial costs. yet openrting er.ning's
had reboundcd enouEh for. nct c:rrnirr!., ,"t.,, iL
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rmpro.\'e. During the thi¡d phase. reai flnancial
costs jumped so much that high operatinu earn_
ings (probnbly rnduced bv Arg"enrine O"*inlfu,
Uruguayan goods) were insuflicient to prevent a
clear drop in the return on cquitv.

These earnings patterns weie 
-not 

uniform
across sectors of activity. As the economy movecl
into the second phase. several export promotion
schemes were instituted, and tfrése had a clear
positive effect on the real operating earninss of
exporters. But, during the third phr... ih"r"programs were dismantled and new anti_
inflationary policies had the effect of upp...iot-
ing the exchange rate. Exporters ceased ió Ue tne
most profitable sector. despite increased Argen_
tine demand, while import-competing seciors
boomed.

Throughout all three phases, import_
competing firms that were highly protecred did
much worse than other lmportaUte goods pro_
ducers. This poor performance was áue to low
gross margins and turnover rates, which more
than offset their low overhead costs. It se;;s
likely, therefore. rhar protecrion had been largely
determined by each sector's ability to .orni.r"
with foreign s¡bstitutes. Interestingly, w" fJun¿
that the difference berween high an"d-low protec-
tion-firms' margins and turnover rates was very
stable, suggesting that commercial policy reformi
- thor.ryh highly publicized 

- had little effecr on
profits.

Gross fixed investment rates showed a clearjump between the first and second pi,ase, uná
were sustained through the third pháse despite

falling net e¿Lrnin.'q: nrtris. lllu:. I.rorrowirrqpl;rred :rn incrcrr.rn! r()lu in In\(.-,,i,"n, t:in,rn.lilirrc tn tne rclorm n,.rioti. A: u ¡tlt rlthur vari_ables. these inclicat,_,rs uf p"ri.rrl1l,rn."' 
"*¡,frilAsome cross_scctor¡l contra.tts. Durins tfte seconOpnase. wnlcn uas churactcrizerl lrv e;n()rt Dr()mo-tion, exporters were prr.t r.ln,l .rJri',,,1t'r,,.¿l;most r:rpidly. Larer. in rh" rlrir.ipir,,r".'i"ir_r,

competing firms were thc most .r,i,r_i,"ii.'rrú.,r,
capacity expansion. So rlre ;i;; ;;;;;;;j;,regime, whatever irs merirs, ha¡ a jisc;;;;;le
impact on .long-term resource all«rcation in themanufacruring seoor. Nor r"r;;;;;,;ir." ;;"relatively 

. 
unprofitable h igh-pr;;.i;;r;.;;i rr;,_able goods sector did l.; ¿rpr;u';' ;_;;;;,than orher import_comperine'firms. d; i;.distinction berween theie su-bgro;p; ;;; ;;,significant.

, 
Finally. dividend payout rates pickcd up fromclose to zero rn the first phase to áround 2 or 39¡

:j::1 y:llh duríng the iecond and ,hl,;;;;;;.ln rne second phase this translated into ábout aquarter of profits, not inordinafe. Bur. U" iSgf.
such. 

. 
payout rates must have ,...irirát"O

considerable new borrowing, given t¡"i-p."iir
rates were close to zero and iixed invesiment
rates marched on unabated. (Closer inspectionof
the data reveals that, regardle.. of tir" fnor".only import-competing firms were pavinp sisnifi_
canI dividends. ) Rather imprude nt' dívid-e ná anO
investmenr policigs combinld with a long sianit_
tng heavy exposure in dollar debt thus piovided
the ingredients for a financial crisis wnén mi.¡oi
devaluations ended the reform period.

] This. group of firms includes the larsest in
Uruguay. and represents about 65olo of manufalcturino
employment. Infiation correcrions are described in th!
working paper version of this study, and correspond to
the.system of 'general purchasing power. adjüstment
rev¡ewed in Tybour (1994).

2. This section draws from Hanson and de Melo
( r e8s).

3. The size of this external shock has been estimated
?l l0% of average GDp over the period 1971_78
(Balassa,19{il).

4. Because the use of consolidated data in this
subsection precludes statistical tests, statistical results
based on mean ratio values across all sample firms are
also reported in Table .{2 of the epp"n,lix fo. th"
interested reader.

5. Table I shows this boom enrling in 1981. but
because most of our sample closed" its U"uL, 

- 
in

mid-year, the steep ciecline in output that came tlurin!

the second half.of the year should not be expecteti to
show up in Table 3 fieures.

. 
ó. For this to have occurred. producers would havc

had to be able to increase their Lutput prices lri ii lis
fo.reign competitors. or reduce theii ..,iI prurn"n,* to
labor. The former woukl have requircú limitc«l
substitutability between foreign and domestrc goods or
redundant protection, an iss-ue that will bc üken up
later.

^7:_ .W. replaced our cupital pricc influtor *,irh rhc
CPI in our adjusrments firr infiarion. and Iiruntl thar
ratios othcr thun gearing did not change much. Scctorul
results in secrion (b) a-re based on ii\is Cpl_ad¡ustcd
data set so that we isolate the influence of factors orher
than real capital stock prices thet are prcsent in rcsults
shown in Table 3.

.8 An 
. 
important transfer was taking placc from

shareholders and workers toward <iepositors at finan-
cial intermediaries, who ultimately reaped thc bencfits
of increased ourput through thcír intLrest carninqs.
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9. See [{anson and dc Mclo ( li)ti.5). Data on
munufacturing scctor dr'[rt ¡re availablc startinc in
1979. They show that thc ritlio of dcbt to nnnufacturing
sector valuc adrjcd rose hv l() perccntage points t«r ().ó2
bct*een 1979 and l9ti0, hut rcmaincd statrlc in l9lJl.
thus confirming thc trends in Tablc -5.

10. The fall in liquijlitv during l9fi0 rcflccrs the rise in
real debt during that vear. Note that insofar as dollar
cxposure was increasing u,hilc thc rcal exchange rate
was appreciating and the maxi-del,alualion was on the
horizon. the rising quick rltio valur.s arc misleading
indicators of liquidity.

I l. In Uruguay. such ¡ ciassification is r,cry irazard-
ous, especially during thc period u'e arc lnull,zing
because the real exchange rate index with Arg;ntina
and Brazil fluctuated greath'. Indeed. whcn Arscntina
appreciated dramatically r,¿-s-¿i-r,rs Uruguav in 1979 and
l9[30. many irnport-compering firms rvere able to export
temporarrly to Argen(ina. But. it is plausible to assume
that this exporting was perceived as temporary. so that
one can keep this classificarion subject to caution in
interpretation for the vears u,hen competitiveness with
Argentina or Brazil fluctuated drasticallv. /
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APPENDIX:
STATISTICAL TESTS

In Tablc Al, we present the resulis of estimatiog the the text. For the asgrL-gatc sample, exporte rs l,r,
error components model describcd in the introdultion importers. and high ,i. lu* pr,rr".iion firrns. a sct of
to the Svmposium for each financial rati<¡ discussed in summarv statistics is reoorlctl:
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: number oi firms in the sample after outlier
exclusi<tn

= correlation of dependent variablc with firm
slze

: / rarío for the nuil hlporhcsis rhar li is zcro
= estrmatc o[ 'pure noise. error comp{)nent
= estimüte of unexpluineti cross_firm varí¡_

tr()n
: statis¡ic for the nuil hyporhesis rhat rhe

mean value oI the dependant varrablc is the
same in ull subrampies and constant acro\s
tlme

: statisric for the null hypothesis rhar the

Table

" l0l3

ffi:lr"?[" rlt ,ng crepcn<le nr vari¡blc

samples 
ame tlmc path in all sul¡-

F3 = sratistic for rhc.null hypothcsis thar ll is thcsamc in all suhsempii,s

- The coefficients for time ¿ur'Ái., are not reDortcdf.r our cxporlrblc us. imp.rrrur" .ri¡,nl,.r."n#¡;;';;,
hir:h yr. Iow estimates. brc:
i n'n; gu,;, r- i h il;; i',;',fi ;:t:J,i: ;"?::l#:' ?X:iconsolidutc<j rari,r i¡lucs were reported [or thc asurc-garcd. sample in rhe tcxt. the rimá ,jr.;y .;;;ñ?:;;,
associared with this sample are presentedin Trbi; Ár,

Ai

Fl

F.

Aggregate By sector By protection

Exportables Importables High

.,

Net earnings rates

3. Asset turnover

4. Average real financial costs

Cearing

.054 _.035
(1.42) (_3.24)

.009
nr 2

6.65
2.65
5.15

648
.086 -.01(1.24) (_ .s7)

.03S

.029
2.7s
2.24
1.80

846
-'19 - 37

( - 1.e6) (_ 14.2s)
.052
.202

4.76
2.70
2.86

936
-.040 _.038

(-.45) (_1.38)
.072
.080

9.s7
r.23
0.001

845
.06 .04(1.68) (3.12)

.009

.021
J. O-,

2.93
0.31

70 a1

-.035 _.030
(-3.24) (_ 1.65)

.008

.020
6.10
1.89
0.60

28 20
-.017 .007(-.e2) (.26)

.038

.028
2.07
1.69
0.53

29 18

- .39 -.35(-14.0e) (-s.e7)
.049
.205

3.71
1.97
0.39

22 l8
-.031 -.0.13(-1.16) ( -.86)

.069

.071
9.99
l.0l

. 0.02

27 t7
.03 .07

(r.8s) (2.e8)
.01
.02

2.19
0.ó.1
2.22

Gross margin 58

-.031
(-3.22)

.010

.023
.10.71

55
.008

(.47)
.045
.033

2.23

53/
-.35

(- 14.0e)
.051
.205

5.9't

48

-.029(- 1.21)
.0ó8
.076

21.07

49
.0-+,1

(3.se)
.009
.019

3.27

n
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t

)o:
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Fr
F2
F3

51

n

0
t

)a;

"1r",
F2
F3

n
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t
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F3

n
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F3
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t
o1

o;
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F2

F3
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Table Al (continued)

Aggregate By sector .By protection

Exportables Importables High

6. Net foreign assets

7. Fixed investment per unit
capital

8. Real debt growth

9. Real dividend payout rates

10. Overhead

t1. Quick ratio

346
- .2s6 -.018(-4.6s) (-3.28)

.003

.005
8.52
7.5ó

18.ó1

7u
-.032 .009

(- 1.13) (1.21)
.01I
.004

3.30
2.14
1.95

948
.034 -.002(.71) (-.12)

.109

.003
3.61
3.10
0.51

644
.003 .un
(.13) (.e1)

.00

.001
2.81
1.27
0.0s

r0 48

-.005 - .a07
(-.30) (- 1.40)

.002

.007
2.71
2.73
0.01

946
-.068 - .065

(-.82) (-2.8s)
.057
.092

t.36
t.96
0.001

27 t9
-.02 -.01

(- 4.23) ( -.84)
.003
.003

3.61
0.71
2.17

25 18

.01 .01
(1.16) (1.3e)

.009

.003
3.67
0.70
0.08

29 t9
-.01 .02

(-.74) (.86)
. 111

_.001
1.46
0.13
1.30

27 ¿16
-.00 .01
(-.05) (2.s3)

.00

)' .oo
2.36
0.48
4.92

28 19

.001 .001
(.16) (.12)

.002

.006
3.37
2.tt
0.00

26 20

-.066 -.076(-2.32) (- 1.ó3)
.062
.107

0.85
0.45
0.04

n
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)
5o;
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n
B
t

1a;
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-.025
(-1.06)

.00.1

.007
9.23

50
.008

( 1.26)
.011
.003

,1.85

56
.0004

(.'038)
.110
.002

3.76

51

.N2
(.87)

.001

.001
3.68

58

-.N7
(- 1.43)

.{yJz

.007
2.61

55

-.069
(-3.14)

.058

.492
0.68
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