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GENERAL AGREEMENT ON L/2505

18 November 1965

TARIFFS AND TRADE Limited Distribution

REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS RESTRICTIONS
ON THE CONSULTATION UNDER ARTICLE XII:4(b) (UNREVISED) WITH URUGUAY

1. In accordance with its terms of rofercnce the Committee conducted the
consultation with Uruguay under paragraph 4{b) of Article XII (unrevised). The
Commitiee had before it a background paper provided by the International Monetary
Fund, dated 22 October 1965, together with 2 suprlementary paper, dated

26 October 1965.

2. In conducting the consultation, the Committee followed the plan for such
consultations recommendcé by the CONTRACTING PARTIES (BISD, Seventh Supplement,
pages 97 and 98). The consultation was completed on 4 Novcmber 1965. This
report summarizes the main poinis of the discussion.

Consultation with the Intcrnztional Monctary Fund

3. Pursuant to the provisions of Article XV of the General Agreement, the
CONTRACTING PARTIES had invited thc International Monetary Fund to comsult with
them in connexion with the consultation with Uruguay. In accordance with the
agrced procedure, the represcntative of the Fund was invited to meko a statement
supplcamenting the Fund's documentation concerning the position of Uruguay. The
statement was as follows:

"The International Menctary Fund has transmitted to the CONTRACTING
PARTIES 2 background paper on Uruguzy dated October 22, 1965, together
with a supplecmentary papcr datsd October 26, 1985,
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payments difficulties ar in

1izbilitics as 2 rosult of which heavy repeyment obligations will
due in the near future. The trade and paymen

restrictive and complex, but on Ociober 18, 19

was Introduccd. The Fund is presentl £
reform, utilizing for this rurposc the Articic XTIV consultation
discussions prescntly in grogress. The Fund will transmit
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CONTRACTING PARTIES the Exccutive Board decision relating to that
consultation when it becomes available. In the moantime, however, the

balance of payments situantion remains difficuli and the Pund has no basis
for concluding that the gensral icvel of restriciions of Uruguay goes
beyond the cxtent neccssary at the present time to safecguard Uruguay's
external financizl position.?
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Opening statcment by tl_'le rcpresentative of Uruguay

L, The reproscontative »f Uruguay said that he regretted not having been

a position 1o transmit to the Committcc bofore the consultation the texts
of the importont ncew deerecs containing the mcasurces taksn by the Government
in relation .ts the- fercign trade systum vhich had entered "ifito Torec on
18 Qctober 1965 -as well as- supplementary bills. He would, however, be able
to give the full texts shortly to thoe scerctoriat for distribution to
contracting portics.

5. The representative of ‘Urugu:j.y rcealled that at the proceding consultations
he had stressed that Uruguay had been ongoeged in the task »f giving a complete
new structure to> the drmesticscconomy. Amongst the mcasures taken to that end,
he particularly wanted to emphasizc that a law instituting an exchonge and
currency reform had boen approved with the result that the impart system had
been simplificd and fully liberalizoed. Furthermore, all diserimination had
been abolishcd. Therceby the Government of Uruguay had teken an important

step towards eliminating its trade rostrictions and directing its commercial
poilcy along the lines advocated by the Intcrnational Monctary Fund and GATT.
Those measurcs hnd becon supplemcnted by plans t2 speed up the rate of ceonomie
devel~pment in Uruguay. He pointed out, however, that such 2 radical change
in policy, although lcading to l-g-torm advantages could casily entail some
short-term difficultics, particularly in vicw of the fact that the programme
had been implemented in arn unfavourable balance-of-payments situation. It
followed that, although the Law »f 1959 was based on the principle of free
importation, it had ncncthcless to provide safcguards which would allow a
smooth transitison in the adaptation o~f the economy to the new forcign tradce
system.
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€. The main ncgati\% factor which ~n¢ should keep in mind whon examining

the foreign trade systcm of Uruguay wes the continuing deterioration of its
balance of paymcents. The trade dofic ts in thc ycars 1959-64 amounted to

300 miilion dollers. The deficit partly rosulted from the obstacles met by
Uruguay's export products in several markets. Uruguay had had recoursc to

the procedures of article XXIII of GATT in srder tn» find a remedy to those
difficultics. The prossurce on its balance of payments had ncovertholess
continued, and the balance-of-paymcnts situation hed deterinratcd t2 such
extent that the Government had had tc prohibit import registrztions for limited
periods twicc in 1965, from Jznuary to Herch and during the first half of June.
Import registrations were to be reoponod on 2 gradual basis after the June
import ban, but beforce that process had boeen aceomplished, the Government had
decided on 18 Ociober 1965 to impisc an import stop during 18G days for imports
subjcet to a surchargs of 60 _o‘,r ecnt 2r mere and a thirty days stop for
certain other itoms. He stressced that thesc measurcs also a2opliecd to imports
from the IAFTA countrics.
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T. Amongst factors which had neccessitated the severe measures in defence

of the peso, the represcntative o~f Uruguay drew attention tn the strong
pressures tn which Uruguay's currency had becn subjeeted in the intermational
market. .

8. The decrce of 18 October, which rcplaced the separatc ~fficial and free
exchange markets by a unified markcet in which the exchange rate was to
fluctuate in responsc to market forces, rcintroduced the cxchange system
whizh had beun originally introducced in 1959 but which had been suspcnded in
1963, when two scparate markets had becn croated.

9. The reproscntative of Uruguay droew  thoe attintion of the Committce to
the draft legisletion introduced on 18 October, which aimed at absorbing part
of thc additional income accruing to agricultural preducers under the new
system through incrcascd taxation and, indircctly, at incrcasing tho
productivity and stabilizing the ceonomy in the agricultural sector; at
increasing the minimum capital reguirements of banks and thercby strengthening
the confidcnec in the banking system; at limiting the possibilitics of
spcculation by somc producers and wool traders by withholding wool from the
market; and at incrcasing mcat exports by prchibiting salcs of mecat at the
domestic markcet throc days a weck, which measure was cxpected t2 result in
an wxport increasc of 30 million dollars per year.

10. In conclusion the represcntative of Uruguay said that he had tricd to
show that his Government was tzking active measures in order to remedy a
situation which was vcry serious. It was the firm intention of his

Government to hurt the intercests of its trading partners as little as possible,
and suggestions in that respect would always be studiced with interest by

the Government of Uruguay.

Balancc-of-payments position and prospcetls

11, Mcmbers of the Committee coxpresscd their sympathy for the difficulties
faced by Uruguay and rccognized the neced for mcasurcs to safeguard the balance
of payments. They welcomed the oxchange rate adjustment »f 18 October as an
important forward step among the corrcctive measurces which ncedcd to be taken
and hoped that it would lead to the results cxpected by the Government of
Uruguay. A member underlined, however, that the provision that imports of
certain capital gs2ds would be permitted only if they were financcd abroad
for a2 period 2f at lcast threc ycars mi -t be useful in the prescnt conditions
but that it could inveolve certain long-term risks if they were not kept under
close contrcol.

12. It was peinted out that therc had becen a heavy efflux of capital funds
of the order ~f 5¢€ million dollars in 1964 and that the inflow of long-term
funds to the privatc scctor and Statc cnterpris~s, which had already

dwindled in thc preceding year, had given way oo a net outflow in 1964. 1In
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reply to a question zbout measures taken tc deal with that problem, the
representative of Uruguay Qald that the ocutflow of capital certalnly was,
a serious matter. The 18 October measures did not, however, include any
specific s%inulations relating to capital movements. It was mainly a
question of confidence and 1%t was cxpected *hat the exchange rate reform
would have a strong beneficial influence.

13.  In reply to a question avout measures taken 1:;5 promote exporits of
non-traditicnal items, i.e. products other than meat and wool, the
representative of Uruguay said that a specizl commission had recently been
created in order to promote such exports. Efforts in that direction were
2lso being made within the framework of the Alliancc for Progress.

System and methods 2f restrictions

14. A member of the Committee asked if any idea could be given »f the
anticipated effects of the 18 Octeber reform. The representative of Uruguay
replied that the receipts ir the fourteen months up to.the end of 1966 had
been calculated by the Minister of Finance at 335 miilion dollars and the
foreign commiiments at 2i15.5 million, which left rcom for imports of

119 million during the same pericd. It was the aim of the measures of

18 October that they would cohtribite tﬁ create conditions which would avoid
a situation such as that indicated by the Minister of Finance, when he
outlined the prospects illustrated by the forcgeing “igures.

15. The members of ¢ o Committee, while poiating out that they sympathized
with the difficulties facing the Govermment of Uruguay, expressed serious
concern over thc discriminatory element ir the provision of the surcharge
decree, which gave a rcbate of cne third »f the 3C pner cent surcharge for
products imported in Uruguayen sl.ips, and requested that it should be
reconsidered by the Government of uruguay. HMembers recalled that at the
twenty-second session of the CONTRACTING PARTIFS the renresentative of
Uruguay had said that measures would be adopted which would take the
legi‘ﬁimate interests «f all the parties concerned into account, and asked
wheri such legislation wowid come into operation. One member drew attention
to the dlfflCU...'.'LleS =l n'*“ze discrimination raised for its.trade and which
its exporters could nct surmount because cf the abseacc of calls at its ports
by Uruguayaiz vessels. The eoresentatﬂ'e of Uruguey said that the new
legislation to which he had referved at the twenty-second session had not
yet entered into force. It was part of a new Merchant Navy Law which was
under preparation in a special commission. The draft was still secrev, but
he was confident that it would meeit the wishes expressed by the Commitiee
which, he strcssed, would be brought to the attention of his Govermment.
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16. Members of the Committee asked if, aside from the discriminatory element
concerning the flag, the new surcharge system had eliminated the discriminatory
elements which were found in the old system. The representative of Uruguay
said that in the opinién of his Government there existed no element of
discrimination of any kind. A member of the Committee, while recognizing that
differences of opinion regarding the legal aspects of the problem exist, pointed
out that certain imports from the LAFTA area were exempted from the surcharges,
while thosc from other countries were not, and asked for the Judgment of the
Uruguayan delegation cn the economic effects of these exczmptions. The
representative of Uruguay said that the question raised the whole economic
integration idea. The creation of a free-trade area inevitably had both
favourable and unfavourable results for the member countries. It was not
possible to single out the results in = special sector.

17. The represcntative of Uruguay rcaffirmed that his Goverament, although it
had been obliged by the developments in the balance-of-payments situation to
increase the rates of the surcharges, ncevertheless maintained its intention to
remove them as soon as circumstances pcrmitted.

Ceneral

18. The Committee thanked the representative of Uruguay for the co-operative
manner in which he had engaged in the consultation, and expressed understanding
of the serious balance-of-payments problems with which Uruguay was confronted.
It expressed the hope that the reform measures, which were brought into effect
on 18 October 1965, would have beneficial effects on Uruguay's cconomy.

1S. The represcntative of Uruguay thanked thc Committee for the understanding
‘and sympathetic menner with which the consultation had been conducted. He
stressed that Uruguay intended to continue to follow - despite temporary
difficulties - a liberal foreign trade policy and assured the Committee that
he would bring the comments and suggcestions made by members of the Committee
during the consultation to the attention of his Govermment.
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