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Abstract 

Housing is a right and a need for individuals. Despite the significant effort done by the 

States to guarantee housing solutions, Latin America has a severe housing deficit, and 

Uruguay is not the exception. The public housing policy, launched in 2011 in Uruguay, 

promotes private investment and housing projects offering tax exemptions. After ten 

years, the plan has considerably boosted real estate development but has also drawn 

some criticism. 

The promoted housing law has social and urban aspects as its primary objectives. On 

the one hand, the State intended to stimulate the construction of new housing in central 

areas of Montevideo, which were almost unoccupied. On the other hand, it has a social 

objective committed to building cheaper (with a fiscal effort by the State), resulting in 

lower sale prices and better opportunities for housing for middle and lower-middle-

income families. 

After one decade of implementation, the result of the policy has many critics. Most of 

them judge the performance as no more than an excellent business for the developers 

getting huge profits instead of transferring part of the tax exonerations to the final 

prices. 

It is undeniable that the law achieved many of the urban objectives, but the policy 

results in social matters do not convince all shareholders. The final prices are not show-

ing significant changes, so the access to housing has not been improved. The Uru-

guayan State resigned more than 1,440 million dollars in taxes that have had little or 

no impact on housing prices. 

This study focuses on how the new public housing policy, launched in the last decade 

in Uruguay, influences the investor`s financial analysis and decision-making.  

This thesis work concludes that without the benefits provided by the law, real estate 

developments in the areas of interest would not be viable. The enactment of the hous-

ing law allowed the creation of development opportunities, improving one of the inci-

dence factors such as national taxes. This study concludes that without the exemp-

tions, the sales prices that reach the required rate of return should be set significantly 

above the current ones, there being no actual demand for these price ranges. 
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In addition, this work concluded that with the current sales prices, the developers are 

earning an internal rate of return significantly higher than the required rate of return. 

This extra profit is the result of tax benefits. 

Therefore, the last chapter of this work analyzes the final prices if the developers trans-

ferred the extra profit to prices. 

 

Keywords: Real Estate Development, Uruguay, Housing, Public Housing Policies, Tax-

ation in Real Estate, Required Rate of Return, Internal Rate of Return. 
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1. Introduction 

A real estate investment project is defined as any set of actions that involve the immo-

bilization of resources to develop a real estate venture. In effect, it is a set of planned 

activities, which aims to achieve specific objectives for which resources are used, from 

which it is expected to obtain a benefit that justifies their use. (Gómez & Tisocco, 2011) 

In addition, housing is a basic need for every individual and a physical asset. Most 

traditional investors choose to invest their capital in a market with low or moderate 

volatility (Gómez, 2014). Also, real estate tends to increase in value over time; it works 

as a safeguard against inflation, and depending on the opportunity found, it can gen-

erate desirable economic benefits.  

But the real estate development market has several peculiarities that distinguish it from 

other business opportunities. Unlike bonds or stocks, for example, these kinds of as-

sets are all different from each other. No two properties are the same. Uncountable 

aspects of the environment in which they are inserted define the value of each prop-

erty. Some of them are the local economy, infrastructure, and social trends, among 

others, and more intrinsic characteristics of each project such as typologies, views, 

construction qualities, etc. (Gómez, 2014). 

Furthermore, real estate investments have little liquidity, and their development takes 

several periods, which adds a high degree of uncertainty. The market conditions could 

register several changes during the project life cycle with relevant consequences. 

(Casacuberta, 2006) 

This complexity of factors involved in a real estate business makes the feasibility study 

essential and requires an increasing degree of information, analysis, and evaluation. 

In addition, the immobility of real estate makes the success or failure of a development 

heavily dependent on many aspects, as local laws and regulations. The taxation com-

ponent is one of the most influential financial and economic analysis variables within 

many relevant factors.  

In the last ten years, the Uruguayan government has enacted a law that encourages 

the private sector to build social housing. Through it, the State seeks to achieve urban 

and socioeconomic objectives. The target audience is the middle and lower-middle 
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social class, which has seen their opportunity to access housing reduced for decades. 

The market had not generated enough supply for these sections of society, and the 

State had not covered this deficiency with public investment. To achieve these objec-

tives, the government has implemented a law that offers significant tax benefits for 

private developments that meet specific guidelines. The implementation of more than 

a decade has shown a high level of interest in investors who seem to have found good 

business opportunities. 

1.1 Background 

In 2011, the Uruguayan government launched the law 18.795 of promoted housing. 

This law is a public housing policy that stimulates private investment in social housing. 

The implementation of this policy has been the engine to carry out urban and socio-

logical strategies seeking better access to housing. 

These innovative policies use fiscal tools to attract the attention of local and foreign 

investors, thus promoting the construction of new social housing projects. It seeks to 

improve the development conditions, thus creates business opportunities for investors. 

The results obtained during the first decade of implementation have had different in-

terpretations. In common agreement, the urban objectives set by the law have been 

successfully achieved so far.  

It is also a common opinion among the different actors that the objectives of an accel-

erated increase in the supply of housing have been met. Nevertheless, the principal 

basis of criticism is related to socioeconomic aspects. The goals of improving sales 

prices, building with tax exemptions that allow savings, and better offers for the target 

public seem not to be expected. Critics of the law argue that sales prices do not differ 

from natural market prices. They argue that the law has been nothing more than a big 

deal for developers who have caused tax breaks to boost their return rates instead of 

transferring them to the end-user. 

1.2 General Objectives 

As already mentioned, many variables must be considered when forming, evaluating, 

and analysing a real estate investment project. Changing some of the factors could 
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redirect the destiny of a project from success to failure or vice versa. In this sense, the 

tax expenses associated with a real estate project usually result in significant amounts 

of capital. 

The general objective of this thesis work is to reliably identify how the policies launched 

in Uruguay in the last decade influence development profits by exempting certain 

taxes. The impact of this public policy seen from the investor point of view and the 

effect on profits is interesting to be discovered, for the first time since the law is running. 

Furthermore, to determine how the prices could be altered due to the tax exemptions, 

calculations will be done to dissolve the extra benefits into the sale prices. 

1.3 Specific Objectives 

The specific objective of this work is to study a hypothetical housing development and 

its financial analysis under normal conditions in comparison with the same project de-

veloped within benefits given by the law launched in 2011. 

This work will identify the impact that the tax benefits granted by the government gen-

erates in the economic equation developed by the investor. A comparison between an 

eventual project developed under normal conditions without tax benefits and the same 

project framed with the law benefits will make the result of the benefits visible.  After 

analysing how the investor`s profit increases with the tax exemptions, further analysis 

will study the final price if that savings are transferred to the final user instead of de-

velopers' benefits. 

1.4 Research Questions 

• How do the tax benefits given by the policy influence the investor's financial evalua-

tions? 

• Is the investor taking excessive advantage of the tax benefits? Or is he earning ac-

cordingly to the risk taken? 

• Could the investor transfer tax savings to the final price, or are the margins still very 

tight? 

• Which could be the final price if the savings are transferred to the final user? 
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1.5 Research Methodology 

This section describes the methodology used in this thesis, and Figure 1 depicts the 

structure followed. As shown, six stages articulate the structure of this work.  

Firstly, stage 1 sets up the research scope, objectives and methodology.  

Secondly, the local context is introduced. General parameters of the economy and 

social aspects and taxation concepts are relevant for a complete understanding of this 

study. This general introduction was followed by step 3, where the specific housing 

context is studied. The successive housing deficit, the history of public policies and 

their results are analyzed. This was the context in which the law has been created is 

analysed.  

Through stage 4, the framework, objectives and benefits of the law are introduced. 

Later, the study forwards into the results achieved by the law after ten years of imple-

mentation and the different points of view, including the criticism. 

After studying the achievements and weaknesses of the law, stage 5 is intended to 

compare the benefits the development of a project would achieve in a typical scenario 

and how they vary if the same project is built within the promoted law. It identifies what 

extra profit the investor becomes by investing in a tax-free project, the main factor of 

criticism. 

For this purpose, hypothetic project development was developed considering the same 

land and construction cost but changing the tax conditions (within and outside the ex-

emption law). A dynamic financial analysis was carried out with this information con-

cluding how much the benefits increase due to the tax exemptions. As a final step, 

after finding the amount of tax savings, further calculations have been done to transfer 

them to the final price instead of to the investor`s profit. In this way, different possible 

scenarios are introduced. 

Finally, stage 6 describes the study's outcomes, introduces possible alternative sce-

narios, and expresses the conclusions. 
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1 Reference: Own work 

Figure 1 Methodology of research diagram. 1 
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1.6 Delimitations 

The hypothetic real estate development included in the research method of this thesis 

work does not represent a feasibility study. It is not an objective to validate and value 

investment. The analyzes developed within this study should not be taken as a market 

and site analysis either, since they were not proposed in that sense because they are 

not strictly necessary to obtain the desired results. 

In addition, when studying the development of a hypothetical real estate project, certain 

assumptions are defined, such as the type of financing of the project and the moments 

of sale of apartments. Fixing both conditions does not alter the desired result or the 

associated conclusions. In any case, an improvement in the type of financing to be 

applied and in the sales processes would only improve the project's performance. Said 

improvement would be the same for both study cases, so the result of this study would 

not have relative variations. 

Nevertheless, an explicit declaration of objectives defines the goals of this work re-

garding the effect the benefits given by the law 18.795 causes from the developer´s 

point of view. The proposed research method achieves the objectives guaranteeing 

the reliability requirements. 

1.7 Literature 

The literature used for the development of this thesis work is mainly based on two 

bibliographic branches. On the one hand, thematic content about real estate develop-

ment and academic bibliography related to the industry. In addition, due to the specific 

context and the public policy studied local information, laws, and regulations of the 

department of Montevideo, the capital of Uruguay, was used. 

It is essential to mention the framework in which this thesis work has been done re-

garding the sanitary situation due to Covid-19. This context affected in two ways the 

literature used, none of them affecting the fidelity of the results. 

From one side, some of the information used for this work refers to 2019 because of 

the lack of official information generated during the last year. In addition, the data re-

ferring to 2020 (the first year of the pandemic) does not reflect the normal conditions 

of the market.  
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It is assumed that the performance during 2020 is an exception, considering this year 

as a transition to the new normality. Secondly, the sanitary context and the lockdowns 

hindered access to physical bibliography.  
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2. Uruguayan Context 

For an entire comprehension of the public housing policy and the investment analysis 

to be driven, it is essential to introduce the context in which the law is inserted. In this 

way, general information of Uruguay will be given, together with a study of the national 

economy, the investment ecosystem and local taxation.  

2.1 Uruguay – Overview 

Uruguay is located in the southeast of South America, between Brazil and Argentina 

(Figure 2). Its geographical extension is the second smallest from the continent, with 

only 176.215 km2. (Uruguayan Academic Network, 2000).  

The modest extension of the territory makes it even more relevant to the international 

boundaries and their influence. Uruguay has a 985 km of “dry border” with Brazil and 

579 km of border with Argentina, with the Uruguay river as a political borderline. The 

rest of the territory boundaries is completed with 660km of coast to the Rio de la Plata 

River and the Atlantic Ocean. (Uruguayan Military Geographic Service, 2019) 

From a topographic point of view, the Uruguayan territory is characterized by a pene-

plain without significant heights. The Cathedral Hill, with a height of 514m, is the tallest 

point in the country. (Welcome Uruguay, 2007) 

Regarding history, the first city on the territory was founded by the Portuguese con-

querors in 1680. After that, in 1726, the Spanish conquers founded Montevideo and 

stayed with the governance until the 25th of August 1825, when the nation achieved 

independence from the Spanish crown (Uruguayan Academic Network, 1995). The 

official language is Spanish, and the national currency is the Uruguayan peso. The 

State is secular with freedom of worship. (Welcome Uruguay, 2007) 

Uruguay is a democratic republic with a presidential system governed by a national 

constitution adopted in 1830 with the national foundation (Welcome Uruguay, 2007). 

The division of powers into Executive, Legislative and Judicial is represented respec-

tively by the president and his ministers; the General Assembly made up of the House 

of Representatives and the House of Senators; and the Supreme Court of Justice and 

the Tribunals. All the representatives are elected by the people´s vote every five years. 

(Welcome Uruguay, 2007) 
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In the early days of state organization, the open-door immigration policy enabled the 

entry of Europeans, mainly Spaniards and Italians. In turn, there is a small proportion 

of descendants of Africans who arrived at the time of the Spanish domain. Unlike the 

rest of the Latin American countries, Uruguay does not have an indigenous population 

since it disappeared from the territory at the end of the 19th century. (Calvo, et al., 

2013) 

During the modern epoch, the mobility of Uruguayans is significant; a relevant percent-

age of residents have moved beyond the borders due to family ties with immigrants for 

educational or economic reasons. In 2002, the year of one of the most critical economic 

crises that Uruguay went through, more than 28,000 people left the country to seek a 

different future in other regions, just as previous generations had done in the 19th cen-

tury. (Calvo, et al., 2013) 

The population growth rate is under 1.0% since 1967, with a current value of 0.4%. 

(The World Bank, 2021). 23 

 
2 Reference: (Uruguay XXI, 2021) 
3 Reference: (Interactive Maps, 2020) 

Figure 2 A) South America and Uruguay location.2 B) Map of Uruguay and it`s 19 departments.3 
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This condition could be a consequence of the current birth rate, which is the lowest in 

South America (13.86 ‰), and the frequent negative migration rate (Macro Data, 

2019). The life expectancy of both sexes is 81.2 years, making it the highest in the 

South American ranking. (The World Bank, 2021) 

The capital of Uruguay is Montevideo, and it is within the smallest and the most south-

ern state of the country (Figure 2). From the 3.323.906 inhabitants of Uruguay, the city 

of Montevideo concentrates 43% of the total population. (INE - National Institute of 

Statistics, 2011) 

2.2 Economic and Social Aspects 

All policies, especially housing policies, are applied in specific and changing macroe-

conomic contexts that affect and condition their results. For this reason, it is essential 

to know the macroeconomic situation in which the policy is inserted and some key 

variables that were developed during its application. The economic context is neces-

sary when studying an investment opportunity. To correctly evaluate the national con-

text in which an investment is being considered, it is essential to explore its economic 

foundations, progress and difficulties, and stability. The economic parameters and their 

ups and downs impact social aspects such as poverty, unemployment, average house-

hold income and changes in social classes. The recognition of this context will allow 

better control and interpretation of the results achieved that will be analysed in this 

study. 

Economies of nations and regions tend to go through economic boom times and de-

cline times; economists define these processes as business cycles. The business cy-

cle is a series of phases that the economy goes through and that happen in order until 

it reaches the final stage in which the business cycle begins again. The stages of eco-

nomic cycles are usually identified in recovery, expansion, boom, recession, and de-

pression. (Economipedia, 2019) 

During the last three decades, Uruguay has gone through two great economic cycles. 

Uruguay recorded economic growth from 1990 to 2002 and from 2003 to today. As 

shown in Figure 3, in Uruguay, the GDP registered a relevant increase during the '90s, 

starting from USD 9.299 million in 1990 and achieving a GDP from USD 25.386 million 
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in 1998. A cause of that could be linked to the exit of the dictatorship in 1985 and the 

economic adjustments made by the following governments. (Alegre, 2007) 

After that, with the beginning of the new millennium Uruguay sunken into its worst eco-

nomic and social crisis. Three main factors caused the crisis. (de la Plaza & Sirtaine, 

2005) 

Firstly, the Uruguayan`s economy was highly dependent on its neighbours (Argentina 

and Brazil) economies. During the end of the '90s, both nations were struggling with 

massive recessions periods and coming deep into a crisis phase. Argentina`s financial 

crisis had a substantial impact on Uruguayan`s economy. (de la Plaza & Sirtaine, 2005) 

Secondly, at that moment, the Uruguayan economy and the domestic banking sector 

had specific weaknesses that accelerated the start of the crisis. A protracted economic 

recession that started in 1999 had weakened the profitability of Uruguayan banks –

particularly the public bank. The system was intrinsically vulnerable to external shocks 

due to its deposit structure, which was highly dollarized and with a significant presence 

of non-resident depositors. (de la Plaza & Sirtaine, 2005)45 

 

Thirdly, the primary industry in Uruguayan`s economy had been seriously affected by 

a virus. In April 2001, an infectious focus of foot-and-mouth (FMD) disease appeared 

through the livestock industry. Ranchers across the country refused to slaughter the 

animals, and Uruguay lost FMD-free status without vaccination. A few months later, 

imports of vaccines were accepted to face this problem, but it was a severe blow to the  

 
4 Reference: (Presidency of the Oriental Republic of Uruguay, 2019, p. 11) 
5 Reference: (Presidency of the Oriental Republic of Uruguay, 2019, p. 4) 

Figure 3 A) GDP of Uruguay 1990-2018.4 B) Comparative Cumulative GDP.5 
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economy. (de la Plaza & Sirtaine, 2005) 

Fortunately, the consequences of the most profound crisis in the country did not last 

long. It is shown in Figure 3; in 2003, Uruguayan’s economy changed the sign and 

entered a recovery and expansion phase. From that moment to the present, the econ-

omy has been growing annually, showing significant improvements in conditions and 

rates. In 2004 Uruguay's gross domestic product (GDP) amounted to 13,686 million 

dollars, and its GDP per capita was around 4,000 dollars. After 16 years of uninter-

rupted growth, the most extended period in the country's economic history, in 2018, 

Uruguay reached a GDP of 59,000 million dollars and a GDP per person of 17,000 

dollars. (Presidency of the Oriental Republic of Uruguay, 2019) 

The price of commodities worldwide allowed the entire region and Uruguay to take a 

substantial boost in the sale of primary products at an excellent price, taking advantage 

of the world situation. (Presidency of the Oriental Republic of Uruguay, 2019) 

Furthermore, during this period of constant growth, Uruguay began to open its econ-

omy to the world by developing a better international insertion. The government pro-

moted an “open regionalism” strategy, intending to deepen both the productive inte-

gration in the region and insertion in global circuits of goods, services, and investments. 

Uruguay started offering its product outside the area, searching for some independ-

ence. In 2001, 44% of exports were within the region. By 2017, this figure had changed 

to only 26% exported within the region and 34% within Asia. This new trade strategy 

opens a new trade partner relationship with China as the primary buyer. (Presidency 

of the Oriental Republic of Uruguay, 2019) 

Additionally, the government promoted a profound, productive transformation, chang-

ing the composition of the export. Historically known as a meat producer, during the 

beginning of the 2000`s Uruguay incorporated soy and cellulose with technology and 

high value-added production. (Presidency of the Oriental Republic of Uruguay, 2019) 

What is more, the sale of services also registered a significant increase. Between 2007 

and 2017, the number of tourist services exported tripled from 800 million dollars to 

2.300 million dollars. The software industry became very strong in the country, produc-

ing 2.5% of the GDP representing third place after meet and soy exports. (Presidency 

of the Oriental Republic of Uruguay, 2019) 
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As shown in the graph in Figure 3 with data from the World Bank, the accumulated 

growth of Uruguay between 2011 and 2018 has been notably higher than Argentina 

and Chile during the same period. As already mentioned, regional and global condi-

tions at the beginning of the decade were favourable for rapid growth and sound eco-

nomic recovery. At this point, it is essential to consider the global financial and eco-

nomic crisis of 2009. From that moment on, the context became more uncertain and 

challenging due to the contraction of world trade, the reduction in commodity prices 

and the slower growth of the economy worldwide and, especially, of the neighbouring 

countries of Uruguay. (Presidency of the Oriental Republic of Uruguay, 2019) 

Thus, the information depicted in Figure 3 takes on greater relevance since it shows 

that, despite not being immune to changes in the international and regional context, 

the Uruguayan economy showed resilience and a different dynamic than the region's 

countries. For the first time in its economic history, Uruguay completed a cycle of eight 

consecutive years growing above the average for Argentina and Brazil, with markedly 

superior performance. The comparison is relevant, considering that, in the past, peri-

ods of instability, recession and crisis in Uruguayan’s neighbours generated adverse 

effects of magnitude in the local economy. (Presidency of the Oriental Republic of 

Uruguay, 2019) 

This recovery of the economy and the management of public policies had a positive 

impact on social aspects. Unlike the first economic expansion recorded between 1990 

- 1998, the positive cycle that began in 2011 has been accompanied by government 

policies and strategies that have been successful. Among other considerations, the 

accelerated economic growth could be accompanied by a significant reduction in ine-

quality and an improvement in the distribution of wages. 

As shown in Figure 4, while the Physical Volume Index (PVI) grew rapidly, the Gini 

index, which measures income concentration, decreased markedly. In 2004, the Gini 

index for Uruguay was 0.45, while 2018 closed with a Gini index of 0.38 (Presidency 

of the Oriental Republic of Uruguay, 2019). These policies resulted in significant soci-

oeconomic changes for the country. In 2004, the middle class represented 44% of the 

total and poverty levels were alarming: 4 out of 10 Uruguayans were below the poverty 

line, the highest value in the last 30 years. Currently, the middle class represented 75% 

of the total population, and poverty had systematically decreased since 2006 when it 

registered 32.5% to reach 8.8% in 2019. (INE - Statistics National Institute, 2019) 
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After a deep crisis, Uruguay then achieved social parameters and placed its economy 

in balance, recovering world confidence. The deterioration suffered by the Uruguayan 

economy during the crisis plunged the country into enormous debt, which by 2004 

amounted to 85% of GDP. International ratters quickly stripped Uruguay's investment 

grade, positioning it several notches below the minimum required. (Presidency of the 

Oriental Republic of Uruguay, 2019) 

By the end of 2018, the macroeconomic solidity, and the economic performance reg-

istered, led Uruguay to recover the investment grade by the five international rating 

agencies and, in the case of three of them, a notch above the investment-grade border. 

Likewise, they allowed the average cost of financing to be significantly reduced, from 

8% to 5%, during the period analysed. (Presidency of the Oriental Republic of Uruguay, 

2019) 

Nowadays, Uruguay's economy results from the combination of the country's natural 

resources with a highly literate population, a diversified business structure, and a 

strong state presence. 67 

The Uruguayan economy is the 82nd economy in the world measured by the volume 

of GDP (Datos Macro, 2019). Its public debt in 2019 was 39,889 million dollars, 65.91% 

of GDP. The unemployment rate stayed in December 2020 at 10.50%. (INE - National 

Statistics Institute, 2019) 

 
6 Reference: (Presidency of the Oriental Republic of Uruguay, 2019, p. 11) 
7 Reference: (INE Continuous Household Survey, 2018, p. 3) 

Figure 4 A) Uruguayan Economic Growth and Wealth Distribution 1990-2017.6 B) Uruguayan Pov-
erty Rate 2005-2016.7 
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Between May 2019 and April 2020, the Uruguayan balance of trade registered a neg-

ative balance of 689 million dollars considering the exports of goods recorded by the 

National Directorate of Customs. The Covid19 has affected the global markets within 

that period, and Uruguay was not free from it. But when considering the external place-

ments of the major industrial companies established in free zones of Uruguay, the re-

sults are pretty different. The balance of trade turns into a positive value of 623 million 

dollars (Figure 5). (Chamber of Industries of Uruguay, 2020) 

2.3 Investment in Uruguay 

Historically, Uruguay has become an attractive destination for local and foreign inves-

tors due to its clear and stable conditions. From that point of view, Uruguay was always 

well considered. However, other weaknesses hindered a greater arrival of foreign in-

vestment. 89 

One of Uruguay's main weaknesses and disadvantages during the last decades of the 

20th century was the lack of proper infrastructure. In the previous decade, this reality 

has been changing with a substantial investment in this regard. According to the Min-

ister of Public Works Víctor Rossi, in 2017, investment in road infrastructure doubled 

the best year in the country's history, exceeding USD 460 million (Cestau & Durán, 

 
8 Reference: (Presidency of the Oriental Republic of Uruguay, 2019, p. 4) 
9 Reference: (Chamber of Construction of Uruguay, 2021, p. 12) 

Figure 5 A) Investment Grade Evolution 2005-2019.8 B) Evolution of the balance of the trade bal-
ance of goods. (Moving years, in millions of dollars).9 
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2018). Today it is considered that 67% of the national road network is in good or ex-

cellent condition. (Presidency of the Oriental Republic of Uruguay, 2019) 

Furthermore, the national system of ports has been consolidated by developing the 

movement and connections between them and the region's ports. The port of Monte-

video is one of the main entrances to the cargo traffic of the Southern Common Market 

(MERCOSUR). Due to its natural port conditions, it is suitable for ships of the great 

draft, positioning it at an advantage over the port of Buenos Aires. In recent times, the 

port has received large public and private investments to modernize and expand its 

work capacity. (Presidency of the Oriental Republic of Uruguay, 2019) 

Other notable investments to improve national development and stimulate foreign in-

vestments are those made in the energy matrix and the internet connection. 

In 2017, Uruguay inaugurated a submarine cable that connects Uruguay with Brazil 

and the United States, where one of the five strategic internet nodes are located. This 

investment implies achieving full sovereignty and independence in telecommunica-

tions and meeting demand by providing better quality and connection speed (Antel, 

2017). This investment has been complemented by installing fibre optics in the territory 

and constructing the best data centre in Latin America. This reality positions Uruguay 

in a prominent place in terms of digital governance, which is evidenced by its integra-

tion into D9. This group brings together the nine leading countries in digital govern-

ment. (Presidency of the Oriental Republic of Uruguay, 2019) 

Regarding energy generation, between 2010 and 2016, Uruguay invested USD 7.8 

billion in energy infrastructure to change its energy matrix (Uruguay XXI, 2019). In 2005 

Uruguay's electricity generation system depended on two primary sources: hydro 

dams and a thermoelectric plant. The consequent droughts put the national energy 

generation in a situation of vulnerability, having to resort to importing energy at a high 

cost (Presidency of the Oriental Republic of Uruguay, 2019). Currently, 97% of elec-

tricity is generated from renewable sources. In 2018, 38% of electricity generation was 

wind, 7% biomass, 3% photovoltaic, 3% thermal energy and 46% hydroelectric. 

(Uruguay XXI, 2019) 

As already shown, nowadays, Uruguay is going through more than a decade and a 

half of uninterrupted growth of its economy with an annual increase of 3.5% in the 

average of the last fifteen years (Uruguay XXI, 2020). Moody's leading credit rating 
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agencies, Standard Poor’s, Fitch Ratings, and DBRS qualified Uruguay as a high in-

vestment grade country. (Advice Consulting, 2019) 

This qualification is also a consequence of how Uruguay managed the economy. The 

successive governments have substantially reduced net debt relative to GDP and sig-

nificantly improved the debt profile. In turn, it has a high stock of reserves and pre-

financing lines that allow it to face possible financial contingencies in international mar-

kets.  

The great challenge facing the Uruguayan economy in the short and medium-term is 

to reduce the fiscal deficit. To this end, it is essential to stimulate the flow of private 

investment that, together with the public projects, gives dynamism to the economy and 

contributes significantly to the employment generation. (Presidency of the Oriental 

Republic of Uruguay, 2019) 

Beyond the conjuncture of each moment, Uruguay has shown political and social sta-

bility. This condition is also an index highly valued by local and foreign investors, who 

find in Uruguay an oasis within Latin America. Neither social revolution is the order of 

the day nor the political system violates democracy. According to the annual index 

generated by The Economist, Uruguay is the country with the highest democratic val-

ues in South America and is ranked 15th worldwide. (The Economist, 2021) 

Another condition that differentiates Uruguay from the negative global image gener-

ated by other governments in the region is the low rate of corruption. It currently ranks 

first in Latin America and 21st in the world ranking of corruption perceptions index 

developed by Transparency International. (Transparency International, 2021) 

Furthermore, the treatment for foreign and local firms and the tax system is unique 

throughout the territory; this makes the whole country a good option for any investor 

(CIU - Uruguayan Real Estate Chamber, 2019). A clear demonstration of the good 

conditions for foreign investment in Uruguay is the installation of UPM's second indus-

trial pulp production plant. The Finnish company is building its largest pulp processing 

plant globally with an investment of 4,000 million dollars (UPM, 2017). This important 

investment will generate a significant injection of capital into the local economy and 

create many jobs. The plant's construction generates 3,000 new jobs, with times that 

can reach 5,000 without counting all the indirect jobs that this investment generates. 

Then, during the second half of 2022, the plant will provide employment to 4,000 direct 



 

 

18 

and indirect people during the operational phase. This investment means a reward for 

the strategies and investments applied for the Uruguayan State and a tremendous 

economic boost. It is estimated that the project will generate a tax collection of USD 

120 million. (Presidency of the Oriental Republic of Uruguay, 2019) 

All these positive aspects make Uruguay an excellent opportunity for local and foreign 

investors. A proof of the confidence and good business climate is that Uruguay is the 

leading country in reinvestment of profits in Latin America. Almost 65% of total earn-

ings from Foreign Direct Investment are reinvested in Uruguay (Advice Consulting, 

2019). What is more, Doing Business Ranking qualifies Uruguay in the 95th position 

(from 190 nations) regarding the facilities the countries offer to do business. (The World 

Bank, 2020) 

The recognition of all these aspects that define the investment ecosystem in Uruguay 

allows this work to place the promoted housing law and the framework in which the 

hypothetical real estate development would be developed. 

2.4 Taxation in Uruguay 

The tax burden implemented in each country is decisive when evaluating the invest-

ment decision. Many of the positive aspects that Uruguay shows as a business climate 

have been highlighted in the previous chapter. On the other hand, the tax burden in 

Uruguay is significantly high. The local taxation condition is one of the main barriers 

that an investment finds when analyzing business opportunities in Uruguay. As shown 

in Figure 6, the fiscal pressure in Uruguay is the second highest in Latin America and 

the Caribbean, exceeding the average by 10 points.  (Rojas & Moran, 2019) 

This heavy tax burden represents a significant impediment to development and invest-

ment attraction. The national taxes to be applied to each industry are variables that 

cannot be altered or improved by an investor. They are conditions external to the busi-

ness, so they must be assumed as relevant data when evaluating a trade. 

By analysing directly, the industry under study, the weight that tax aspects have in a 

real estate development is highly relevant, so it must be clear what taxes should be 

applied to the project to be developed. For this purpose, the tax scheme corresponding 

to a real estate development in Uruguay will be described. 
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The taxes that generally applied for a real estate development in Uruguay are the 

Wealth-tax (IP), the Income-tax on economic activities (IRAE), the property transfer tax 

(ITP) and the value-added tax (VAT). (General Tax Directorate, 2021) 

 

Firstly, the wealth tax (IPAT) is levied on the company's assets or business developed. 

It is calculated at the end of each fiscal year and is determined based on the difference 

between the value of the assets and the total of the deductible liabilities. A percentage 

of 1.5 of the resulting value must be paid as IPAT. Deductible liabilities are debts with 

suppliers, a monthly average of bank liabilities, and salaries owed to staff. (General 

Tax Directorate, 2021)10 

Secondly, the income tax from Uruguayan sources of economic activities must be paid 

annually, at a rate of 25%. This tax is called Income tax on economic activities (IRAE). 

In the construction industry, the sale is considered to have been made with the com-

mitment of purchase. The difference between the degree of progress of the work and 

the collection already made of the total income must be calculated. The tax should be 

levied over the resulted amount. For this purpose, the total cost of the work must be 

budgeted to estimate the profit that this tax will tax. The net taxable income (tax calcu-

lation basis) is determined considering the income and expenses accrued in the year. 

(General Tax Directorate, 2021) 

 
10 Reference: (Rojas & Moran, 2019, p. 19) 

Figure 6 Equivalent Fiscal Pressure and Tax Burden – Latin America and the Caribbean (2018).10 
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Thirdly, regarding the Property Transfer Tax (ITP), each of the two parties involved in 

the transaction (transferor and acquirer) are subject to the payment of ITP at the rate 

of 2% on the absolute value of the property provided by the National Land Registry 

Office updated by IPC at the time of the operation. (General Tax Directorate, 2021) 

Finally, the Value Added Tax (VAT) corresponds to the 100% purchase VAT plus the 

difference of purchase VAT and sale VAT. In the sale of new homes, the tax is 10% 

on the sale price, computed as VAT sales. (General Tax Directorate, 2021) 

Purchase VAT is that VAT included in the costs and expenses incurred in work with 

the corresponding documentation. 

These four taxes summarize the variables that could make the hypothetic development 

attractive. These four taxes will be calculated and measured regarding the total invest-

ment and the profit. This comparison will show how attractive this kind of investment is 

and how the savings improve the benefits. 
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3. Housing Situation and Public Policies Before 2011 

Housing is a fundamental and essential asset in people's lives. It provides families with 

shelter and a decent quality of life. Therefore, it is crucial for each government to care-

fully analyze the housing supply to assess its vulnerability and design and adjust public 

policies and resources accordingly. Furthermore, it is also essential to bear in mind 

that housing is commonly the costliest asset in the life of a family (both in the purchase 

and rental formats) and, therefore, the most challenging property to access and main-

tain. 

The housing market presents various imperfections and imbalances that inhibit equity 

and the right to housing for all citizens. That is why state participation is usually of the 

utmost importance. Public policies in this area and the efficiency in their implementa-

tion are fundamental elements to intervene in the market, facilitating access to those 

who find it most difficult. 

This global problem is even more critical in Latin America, where quantitatively and 

qualitatively housing problems are part of its reality. The lower-income social classes 

are usually the most affected, although not the only ones because the middle and 

lower-middle classes are also victims of this problem. According to the Inter-American 

Development Bank, of the 130 million families that live in cities in Latin America and 

the Caribbean, 5 million are forced to share a house with other families. Another 3 

million live in unrestorable dwellings, and 34 million live in homes with a lack of potable 

water, sanitation, adequate floors, or sufficient space. (Bouillon, 2012) 

At the beginning of this chapter, it will be presented how the Uruguayan State has 

historically handled the housing problem. The study also introduces the different situ-

ations regarding the housing deficit and the policies in this regard. There will be a his-

torical review of public institutions and the successive housing diagnoses from 1990 to 

2011. 

After this review, the following sections will focus on the housing situation in the period 

2000-2010. These sections will analyse the current housing deficit, the demand for 

housing, urban development, and the real estate investors' profile. 
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It is essential for the proper development of this study a complete understanding of the 

historical housing aspect in Uruguay and the housing situation in 2011 when Law 

18,795 was launched. 

Even though law 18.795, the body of this study, is a housing policy that applies 

throughout the national territory, this chapter will present the conditions and character-

istics exclusively of the capital city. As mentioned before, Montevideo has more than 

half of the Uruguayan population, and it is there where most real estate projects pro-

moted by this law have been presented. In addition, the hypothetical development that 

will be analysed is in Montevideo. 

For an adequate understanding of the problems in the territory and the market context, 

it is also necessary to know how the city is structured, the socioeconomic characteris-

tics and the different areas that can be identified. 

3.1 Historical Review of Public Housing Policies 

The importance of housing policies and the role that the Uruguayan State must play in 

this matter is recognized in the Constitution of the Republic since 1967 in Article 45, 

which establishes: “Every inhabitant of the Republic has the right to enjoy decent hous-

ing. The law will tend to ensure hygienic and economical housing, facilitating its acqui-

sition and stimulating the investment of private capital for that purpose”.  (Legislative 

Power of the Oriental Republic of Uruguay, 1967) 

Since then, the State assumes the responsibility of ensuring that the conditions are in 

place for every Uruguayan citizen to have a decent home. One year later, in December 

1968, the law 13,728 was launched. This law declared the establishment of a planned 

housing policy of general interest. Public law bodies finance, promote, build, regulate 

or assist in any way to facilitate access to housing, adjust their action and cooperate 

to the success of the policy that is always defined. (Legislative Power of the Oriental 

Republic of Uruguay, 1968) 

It is within law 13,728, which is still in force, where a general framework is established 

for the different public policies related to housing problems and the institutionality gen-

erated for these purposes is defined. 
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But this institutional framework and the public policies were very soon affected by the 

arrival of the dictatorship in 1973. During this dictatorial period, the authorities decided 

to gather all housing policies in the Ministry of Economic and Finance and the National 

Housing Directorate was absorbed by the Mortgage Bank of Uruguay (BHU). 

(Permanent Housing Unit - FADU, 2018) 

Just in the late '90s, with the Ministry of Housing, Land Management and Environment 

(MVOTMA) creation, a more rational and solid institutional structure would be 

achieved. This ministry, which to this day governs housing policies, is responsible for 

“The formulation, execution, supervision and evaluation of housing plans and the im-

plementation of national policy on the matter and the regulation of the conditions that 

must be met by the urban and suburban areas for the settlement of houses that are 

built according to Law 13,728, of December 17, 1968". (Legislative Power of the 

Oriental Republic of Uruguay, 1990) 

At the beginning of each government period, the MVOTMA prepares the Five-Year 

Housing Plan. This document is fundamental for each government since it is where the 

housing policies must be carried out. Its objectives, its goals and its implementation 

methods are set out in this document. The five-year plan includes the calculation of the 

housing deficit at the time, a diagnosis of the general situation and an estimate of the 

needs for the period by geographic areas and income categories. 

In addition to evaluating quantitative aspects, this calculation of the housing deficit 

must include qualitative aspects and ensure means for equitable access to housing. 

This observation is highlighted by the document for studying the housing deficit in Latin 

America prepared by the UN. The document states that “The housing problem is not 

reduced exclusively to a matter of quantity of dwellings but implies contributing to the 

development of conditions that enable the safe, timely, exclusive and equitable access 

to adequate housing for all those groups and individuals who manifest some need". 

(United Nations Habitat, 2015) 

The first Five-Year Housing Plan was drawn up in 1991, for the period 1991 - 1994. 

This first document determines that it is only possible to solve housing, urban planning, 

and land-use problems through sustained efforts over long periods. These long-period 

plans imply that the policies developed and launched by the MVOTMA should be 
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considered state policies that ensure stability and continuity over time. For this pur-

pose, a political and social consensus is essential. (DINAVI, MVOTMA, 1991)  

The following plan, corresponding to the period 1995-1999, reaffirms the fundamental 

role of the State in the planning and organization of housing programs. The state is 

recognized as the sole designer of the instruments to carry out policies. These strate-

gies include the participation and management of the private sector as a generator of 

a large part of the housing supply. (DINAVI, MVOTMA, 1995) 

It is already in the third plan designed for the period 2000-2004, where the MVOTMA 

warns about the depopulation of central areas and the need to reuse the existing stock 

in these zones. To this end, the plan proposes plans to facilitate access to the unoc-

cupied properties, prevent the generation of irregular settlements and discourage the 

unregulated, informal, and inefficient growth of the city. These objectives remained as 

guidelines during the successive plans, resulting years later in creating Law 18,795, 

the focus of this study (DINAVI, MVOTMA, 2000). The following sections will delve into 

this problem in conjunction with the housing deficit and demand, analyzing the context 

in which the housing policy was launched. 

As mentioned in previous chapters, Uruguay went through the worst economic crisis 

in its history at the beginning of the millennium. This situation produced severe frac-

tures in State policies and the different action programs. The Five-Year Housing Plan 

for the period 2005-2009 identifies and declares a structural crisis in the housing sys-

tem of public production and the housing system in general. The MVOTMA expresses 

the structural crisis in several dimensions. (DINAVI, MVOTMA, 2005) 

From the institutional point of view, the MVOTMA expresses that the State organisms 

created in various historical contexts do not form an effective system to carry out a 

housing policy in a coherent and coordinated manner. (DINAVI, MVOTMA, 2005) 

Regarding social aspects, there are problems in the system that did not guarantee 

access and permanence in adequate housing, which has a decisive impact on social 

fragmentation. (DINAVI, MVOTMA, 2005) 

At the same time, the financing modality of the moment was insufficient to meet the 

demand received by the MVOTMA, so the search for other types of solutions inde-

pendent of the public resources was imminent. (DINAVI, MVOTMA, 2005) 
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Finally, the document identifies an insufficiency in the social participation channels. In 

addition, a programmatic crisis was showing slowness in the processes of modification 

of the thought matrix of shareholders involved in the system. (DINAVI, MVOTMA, 

2005) 

In response to this diagnosis of institutional crisis, the National Housing Agency (ANV) 

was created in 2007. Its foundation aims to play the role of a decentralized body that 

will execute the policies coming from the MVOTMA. In short, it is the executing body 

in the territory of the MVOTMA plans to promote housing and facilitating access and 

permanence to decent housing. (Altamirano, 2019) 

The consequent Five-Year Housing Plan 2010-2014, with the ANV already in opera-

tion, focuses on the territorial aspects of housing policy, socio-territorial inclusion, and 

the heterogeneity of the target population. One of the plan's specific objectives for this 

period is the construction of demand and diversity of innovative housing solutions in 

typologies, technology, products, sites, expanding the coverage of housing in quantity, 

variety, and quality in a sustainable way. Within this Five-Year Housing Plan, the State 

creates Law 18,795, the Social Housing Law, which is the object of study in this work. 

A detailed analysis of this law will be developed in the following chapters. (DINAVI, 

MVOTMA, 2010) 

The objectives of the housing policy implemented in the following five-year period, 

2015-2019, continue the strategies linked to the territory, promoting the use of consol-

idated and served urban areas to implement housing solutions (main objectives of Law 

18,795). (DINAVI, MVOTMA, 2015) 

The current Five-Year Housing Plan 2020-2024 keeps the same line of continuity of 

policies of previous periods, promoting access and permanence in housing for the mid-

dle-income, lower-middle, and most vulnerable sectors of the population. Programs 

have been defined that cover the heterogeneity of the households receiving the plans, 

emphasizing the importance of accessible and sustainable cities. (DINAVI, MVOTMA, 

2020) 

One of the 12 specific objectives listed in the current Five-Year Plan is to increase the 

supply of new housing for sale or rent through financial instruments that stimulate co-

operation between public and private actors. The most precise and most concrete 
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implementation of this objective is Law 18,795 on Social Housing. (DINAVI, MVOTMA, 

2020) 

As previously mentioned, it is a frequent mistake to limit the concept of housing deficit 

only to quantitative aspects, excluding the importance of quantitative aspects of the 

dwellings. But another element that is not minor and should be included in the plans 

that aim for equity is the “right to the city”. 

The minority of deficiencies in quantity and quality of houses end up involving aspects 

that escalate until they become an urban condition. That is why the new housing poli-

cies, recognizing this multidisciplinary and multiscale problem, pose a need for coordi-

nated and comprehensive actions of urban-housing, social and environmental policies, 

and their implications regarding social integration and improvement of the quality of 

life. (Mendive, 2012) 

So important is to consider the issue of housing as its context. The surroundings 

around a home decisively influence the health, nutrition, and education of its inhabit-

ants. It also defines their access to economic opportunities and their degree of vulner-

ability to social problems. Therefore, public policies must be aimed not only at gener-

ating decent housing solutions but also by considering providing urban rights to all its 

inhabitants. The solution must bring the developed city with its infrastructure closer to 

the entire population, without discrimination, ensuring universal access to public goods 

and services, mobility, transportation, energy, air quality and livelihoods.  

Similar plans were implemented in Latin America. Most of them had failed in the socio-

urban aspects deepening social fragmentation (Magri, 2014). In any case, it is not nec-

essary to resort to Latin American experiences in this matter. Today, several of the 

areas today considered "red zones" had been the result of public policies aimed at 

housing for low-income families carried out between 1970-2000 (Altamirano, 2019). In 

2015, the analyst Terra Ortiz in her article “System of access to housing and territorial 

segregation”, identified that “Montevideo shows the result of actions that, framed in 

public programs, expelled the poor population to the periphery and made the socio-

territorial reality more complex of neighbourhoods already affected by processes of 

exclusion, a product of the transformations in the world of work." (Terra Ortiz, 2015). 

Although socio-territorial fragmentation processes are frequent in Latin American so-

cieties, public policies cannot be an accomplice in this by accentuating the problem. 
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Public policies implemented in the past have been functional to fragmentation, priori-

tizing the number of solutions over quality. To this end, the aim has been to provide 

housing solutions to the neediest sectors by constructing large housing complexes, not 

only of low constructive and spatial quality but also located on the outskirts of the city 

where there is a lack of infrastructure and services. (Altamirano, 2019) 

That is why current public policies launched in recent decades recognize the need to 

encompass a multidimensional view that goes far beyond a simplistic solution. Policies 

must be transforming the housing conditions of families and, in an urban-housing as-

pect, claiming the right to the city (Altamirano, 2019). The following section analyses 

these three parameters of the quantitative and qualitative deficit during the 2000s and 

the general urban situation. The study of the housing situation in those years gives the 

background in which the law 18.795 was launched. 

3.2 Housing Situation and Urban Development 2000-2010 

Montevideo is the only metropolitan area of an institutionally centralized country. It is 

the capital city, seat of the national government, communication axis with the largest 

port, airport, national financial, industrial, commercial, educational, and cultural centre. 

As shown in Figure 7, Uruguay is politically divided into 19 departments; Montevideo 

is the smallest and southernmost city in the country, with 530 km2. Figure 7 shows the 

urban area of the city of Montevideo within the contours of the department, which rep-

resents 40% of the total departmental area. (Uruguayan Academic Network, 2000) 

According to the last national census carried out in 2011, the department of Montevi-

deo had a population of 1,319,000 inhabitants, of which 1,305,000 (99%) lived in urban 

and suburban areas. (INE - National Institute of Statistics, 2011) 

So, the city has the highest demand in the country and the challenge of hosting almost 

50% of Uruguayan’s. This condition requires constant planning and monitoring. 

As a starting point for an analysis of the housing and urban context in the city before 

law 18.795, it is necessary to know the number of homes and dwellings registered at 

the time. This background will allow learning the balance between the demand and the 

minimum stock to comply with the right to housing. Uruguayan society has a housing 

deficit that must be analyzed from a qualitative and quantitative point of view. The 
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concept of housing deficit and its measurement are fundamental bases for implement-

ing public policies that seek to improve this condition. 

 

According to the last national census carried out in 2011, Montevideo was home to 

487,975 households, and the housing stock was 520,538 dwellings (INE - National 

Institute of Statistics, 2011). Intuitively, the housing deficit is the arithmetic comparison 

between the number of adequate housing in the territory and the number of house-

holds. The simple calculation of this difference would give the erroneous concept of 

the non-existence of a housing deficit. The total number of dwellings counted by the 

census does not mean that all of them are occupied. The entire stock of dwellings may 

be higher than the total number of households in society, but it may not necessarily be 

satisfying the demand. Different fundamentals may be causing this situation, such as 

a large number of unoccupied or dilapidated homes. A significant number of vacant 

homes can be generated if they are not aligned with the market's needs. For a more 

accurate conception of the problem, the MVOTMA evaluates the housing deficit based 

on quantitative and qualitative parameters. (DINAVI, MVOTMA, 2015)1112 

The MVOTMA defines as a correct or desirable scenario that there is only one house-

hold for each dwelling. This type of deficit is the absolute or quantitative deficit because 

 
11 Reference: (Interactive Maps, 2020) 
12 Reference: (Garcia Lopez, 2018, p. 9) 

Figure 7 A) Uruguay - 19 States - Montevideo in red color.11 B) Montevideo Urban structure.12 
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Figure 8 A) Housing Situation 2011.13 B) Housing Deficit 2011.14 

the solution only requires new housing units. Within the quantitative deficiency, the 

MVOTMA identifies three problems that define it. (Altamirano, 2019) 

Firstly, there is the problem generated when more than one household shares the 

same home. The solution to this situation requires one or more dwellings that house 

the remaining households. (Altamirano, 2019) 

Secondly, there are parameters to define a materiality deficit. To measure this type of 

deficit, the National Statistical Institute (INE) carried out a classification during the last 

census of 2011. The INE sorted the dwellings depending on the types of materials of 

the floors, ceilings and walls, classifying them as adequate, recoverable or irrecovera-

ble. (Altamirano, 2019) 

Finally, the households that live in irregular settlements that must be relocated are 

considered. (Altamirano, 2019) 

 

 

 

 

 

 

Figure 8 shows the values corresponding to each quantitative deficit parameter, result-

ing in 68,399 deficit dwellings. (INE - National Institute of Statistics, 2011)1314 

Until now, only the quantitative aspects were measured regarding the housing deficit. 

Now, it is essential to consider other deficit conditions of the dwellings and their rela-

tionship with the occupants, the solution of which is not the creation of a new residence. 

This parameter is the one covered by the concept of qualitative deficit. It considers 

problems related to overcrowding, the number of occupants per room in the house, the 

insecurity of housing tenure and the lack of premises for hygiene, among other things. 

According to the 2011 census, there were 169,573 households in a quantitative deficit 

situation. (INE - National Institute of Statistics, 2011) 

 
13 Reference: Own work with information (INE - National Institute of Statistics, 2011) 
14 Reference: Own work with information (INE - National Institute of Statistics, 2011) 
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As mentioned previously, since the creation of Article 47 of the Constitution in 1967, 

the Uruguayan State undertakes to guarantee the right to housing of its inhabitants. 

For this, it is necessary to outline public policies in this area and the public funds to be 

allocated. Figure 9 shows how Uruguay is positioned in the middle of the graph con-

cerning the percentage of GDP invested in housing by Latin American governments. 

In 2018 Uruguay invested 0.5% of its GDP in this area. (United Nations Economic 

Commission for Latin America and the Caribbean, 2018) 

 

To target public policies for housing and to delimit the budget, the MVOTMA estab-

lishes from its creation what conditions a family must meet to benefit from public hous-

ing solutions. The State sets income limits for households and the requirement of not 

owning any other property. Thus, in 2018, 31% of the country's homes met the legibility 

requirements required by the MVOTMA. (Altamirano, 2019) 15 

It is relevant to add the conceptualization described in the study carried out by the 

Center for Economic Studies of the Construction Industry in 2019 about the double 

attribute of housing in the population. On the one hand, housing is where families 

house the essential activities for life, developing their right to housing with greater or 

lesser comfort. This is the social view of housing. On the other hand, it is usually the 

most significant family asset. Its most extensive marketable and heritable product. This 

 
15 Reference: (United Nations Economic Commission for Latin America and the Carib-
bean, 2018) 

Figure 9 Public Invest-
ment in Housing 2018.15 
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is a look that interprets housing as a capital good that is part of the family wealth. 

(Altamirano, 2019).  

The reasons that motivate a family to search for a housing solution is very different in 

these cases. The MVOTMA does not consider as part of the housing deficit those who, 

at the time of requesting to benefit from home, are already tenants of decent housing. 

Between 2010 and 2018, more than 50% of the families aspiring to an MVOTMA home 

were tenants of a proper dwelling, so their primary interest was to access a solution 

that satisfies their patrimonial interest. The MVOTMA outside the priority situations 

leaves these cases. (Altamirano, 2019).  

For these cases, there is then a qualitative demand for housing. These families try to 

improve their stability concerning the home by becoming owners or resorting to renting 

something of higher value than their current home. The reasons for this qualitative 

demand are socioeconomic changes during the 2000s in Uruguay. 

In stable periods outside of major crises, the socioeconomic structure of Uruguayan 

society was traditionally led by the middle class. 

As mentioned before, at the beginning of the century, economic parameters showed 

an evident recovery during the years following the deep crisis. These favourable con-

ditions and social policies aiming for wealth distribution, poverty reduction, expansion 

of social protection coverage, better access to health and education were essential to 

support to enhance the middle class after such a severe crisis. 

In Figure 10, the evolution in the distribution of socioeconomic classes from 1995 to 

2018 can be visualized in bar graph mode. The graph shows four stages through which 

the social distribution has passed in Uruguay. In the first period, from 1995 to 2000, 

notorious stability in the distribution shows the middle class is around 60% of the total 

population. Then, in the period 2001-2003, the effects of the crisis are reflected, show-

ing that about 20% of the population migrate from the lower middle class to a lower 

class. (Ministry of Economy and Finance, 2018) 

From 2004 to 2013, the social class with the lowest income has decreased without 

interruption year after year. Therefore, the number of families within the social class 

with middle income has increased. (Ministry of Economy and Finance, 2018) 

Finally, from 2014 onwards, stability in the distribution of social classes is shown. Un-

like the first period, the average social class increased 13%, meaning around 600,000 
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people, and the social class with the lowest income was reduced by 17%, approxi-

mately 480,000 people. (Ministry of Economy and Finance, 2018) 

So, it can be visualized from the graph that, except for 2002-2004, in which the lowest 

income class was predominant, in the rest of the 23 years, the middle social class was 

the biggest in the Uruguayan society. 

After recognizing the weight of the middle class in the entire society, the time-lapse 

can be analysed. It can be seen how better economic and social conditions allowed 

families to improve their quality of life. But probably the most relevant outcome is that 

they have been able to consolidate their situation over time. Figure 10 shows the sub-

stantial growth of the median value of household income in Montevideo from 2000 to 

2010. 

 

It is essential to recognize this condition of consolidation of new families in the middle 

classes and the greater purchasing power that society shows today. From the real 

estate point of view, this means a potential higher demand than a few decades before. 

The next step into the analysis is to study the proportion of the population choosing to 

buy their houses and how it impacts their economy. For a better study and definition 

of strategies, the MVOTMA classifies the population into quintiles according to house-

hold income. 1617 

When using this categorization of quintiles, calculations can be done to find how the 

monthly instalments for the payment of housing vary for each of them. The point is to 

 
16 Reference: (Ministry of Economy and Finance, 2018, p. 89) 
17 Reference: Own work with information (INE - National Institute of Statistics, 2011) 

Figure 10 A) Distribution of the population in socioeconomic classes 1995-2017 (%).16 B) Median 
Household Income Montevideo 2004-2020.17 
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discover if there are discrepancies in the percentage of household income that is allo-

cated to housing per quintile. 

Figure 11 demonstrate that the average values monthly paid by households are very 

different when compared by income quintiles. The average instalments for housing of 

the 5th quintile are approximately five times bigger than for the 1st quintile. 

 

An interesting outcome from the graph is the gradual growth on the bars jump from 

one quintile to the next remains almost constant between the different quintiles. In this 

sense, it is also interesting to analyze the incidence of the quotas assigned by each 

family to the payment of housing by quintile. The table in Figure 12 shows some inter-

esting aspects to highlight, with data taken from the INE Continuous Household Sur-

vey. (INE - Statistics National Institute, 2004) 1819 

On the one hand, the stability of the percentage of incidence of the quota on income 

in the different quintiles is interesting. This is more noticeable in the data recorded in 

2006, where it is seen that the five quintiles allocate approximately the same percent-

age of income to housing. This reaffirms the need for the market to provide adjusted 

supply to each quintile.  

On the other hand, the table concludes the evolution of this incidence from 2006 to 

 
18 Reference: (DINAVI, MVOTMA, 2015) 
19 Reference: (DINAVI, MVOTMA, 2020) 

Figure 11 A) MVOTMA – Quintile Classification.18 B) Average Value of Monthly fee for housing by 
quintiles of per capita income 2019.19 
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2014. The three lowest quintiles recorded a more significant decrease in the percent-

age of money allocated to housing. One of the causes of this behaviour can be linked 

to the lack of supply according to the growing purchasing power already studied, so 

these families are forced not to take a quantitative step and to stay in their current 

dwellings with less comfort and amenities or away from the downtown areas of the city. 

A further step consists of analyzing the distribution of the different types of occupation 

by quintile. Figure 12 shows a gradual growth in owner-occupiers (land and housing) 

when moving from quintile 1 to quintile 5. As expected, alternatives such as renting or 

occupation with and without permission would prevail in the lowest quintiles due to 

economic instability and low savings capacity. In any case, the whole graph shows that 

from quintile 2 to 5, the number of owners reaches at least 50% of their entire range. 

(DINAVI, MVOTMA, 2020) 

 

 

The first interpretation of this data could be that it is still less accessible for the middle 

and lower middle classes to buy a home. However, better economic parameters al-

ready shown seems to have an impact on housing access. The differences between 

quintile one and quintile 5 are still significant but not extreme.2021 

 
20 Reference: (DINAVI, MVOTMA, 2020) 
21 Reference: Own work with information from (DINAVI, MVOTMA, 2020) 

Figure 12 A) Type of Occupancy by Quintile.20 B) Monthly Payment by Quintile.21 
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The existence of a growing purchasing power in society during the 2000s is shown in 

Figure 13. This graph represents the highest purchasing power precisely in the real 

estate market with data extracted from the annual real estate reports of the National 

Institute of Statistics. On the one hand, the evolution of the average purchasing power 

in 2000-2010 is represented in orange. The calculation is based on the average income 

per household and the average price per square meter in Montevideo from year to 

year. In the same way, the blue and green lines show the purchasing power of the 

square meter of the average price in economic and luxurious housing areas, respec-

tively. It can be seen that logically the purchasing power in the Cordón neighbourhood 

of affordable homes with an average income is higher than that of the Pocitos neigh-

bourhood of luxurious homes. The interesting thing to highlight is how the three lines 

have a progressive increase in purchasing power during the decade. (INE - Statistics 

National Institute, 2010) 

 

So, different parameters explain the high demand for housing for middle sectors of 

society. The current size of the middle class reached a record, and the level of average 

income per household has been increasing since 2004. Furthermore, it is found that 

there are no significant variations within quintiles in terms of predisposition to the pur-

chase, considering the percentage of income to be allocated for this purpose. 

In addition to the described qualitative demand, during the 2000s, Montevideo also has 

a quantitative demand.22 

 
22 Reference: Own work with information from (Statistics National Institute, 2010) 

Figure 13 Pur-
chase Power Av-
erage Household 
Income (m2) 22 
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During the last decades, several sociodemographic changes have been registered in 

Uruguay, more precisely in Montevideo. Some of these phenomena impact the need 

for more housing, so it is essential to analyze them to know their causes and their 

consequences and possible durations over time. 

For the MVOTMA, these phenomena are of great relevance when defining housing 

policies. Starting from the concept "a house = a home" used when quantifying the 

housing deficit for each period, changes in sociodemographic dynamics are decisive 

when making decisions. (DINAVI, MVOTMA, 2020) 

Based on data collected by the last national census from 2011, changes in the com-

position of households were already evident at that time. Many of these changes result 

in an increased demand for dwellings.  

Firstly, the Uruguayan society comprises a significant component of elderly individuals 

who require a more considerable amount of dwellings. Naturally, the vast majority of 

people and couples live the last stage of their life without the company of their children, 

who they have already finalized emancipation. (Calvo, et al., 2013) 

In 2019, the Office of Planning and Budget (OPP) produced a document defining dif-

ferent contributions for a long-term development strategy. In this document, the OPP 

expresses the ageing of the Uruguayan population, almost inevitable, for the next dec-

ades. It interprets that even assuming possible demographic changes such as a re-

covery in the fertility rate and consolidation of the current positive migratory balances 

would not be enough to counteract the current ageing projections (Office of Planning 

and Budget, OPP, 2019). According to the National Institute of Statistics population 

projections, an increase in the average life expectancy of 3.5 years is expected by 

2025, reaching 75.5 years for men and 81.8 years for women (INE - National Institute 

of Statistics, 2013). The interpretation of this first indicator already shows us a first 

impact on the demand for housing. 

Another sociodemographic phenomenon with an impact on the housing demand is 

changes in the structure of the families and the makeup of households. The "Socio-

demographic and Inequality Atlas of Uruguay" prepared by different associated na-

tional and international organizations call the changes registered since the 90s in Uru-

guay as the "second demographic transition". (Calvo, et al., 2013) 
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This phenomenon is characterized by a substantial increase in divorce, a decrease in 

fertility below replacement levels, the occurrence of most births outside of legal unions 

and the diversification of family arrangements, with a reduction in the proportion of two-

parent households and an increase in single-parent and single-parent households. 

(Calvo, et al., 2013) 

This fragmentation in households with fewer members is a global trend, and Uruguay 

is no stranger to it. As shown in Figure 14, in the last decade, all European countries, 

except Serbia, register a decrease in the average number of members per household. 

In the 2000s, Montevideo had a ratio of 3.2 people per household. Nowadays, the ratio 

stands at 2.5, with a continuous decreasing trend. (Calvo, et al., 2013) 

The families are changing their conformation model. The man is no longer the unique 

source of household income, allowing the woman greater freedom of decision in her 

lifestyle and family composition. (Castillo, 2013)23 

 

The decrease in the average number of members per household impacts the demand 

for housing. The same number of people demand a greater need for homes. According 

 
23 Reference: (Eurostat, 2020) 

Figure 14 Average Number of Persons per Household by Country (Europe)23 



 

 

38 

Figure 15 Occupied and Unoccupied Dwellings 2011.24 

to Julio Villamide, during the last 25 years, the neighbourhood of Pocitos has the same 

number of inhabitants, but it has 6,000 more households than before. (Teledoce , 2017) 

The third sociodemographic phenomenon that has been registered in the last decades 

in Montevideo is the immigration received. Uruguay has been a destination mainly for 

Latin Americans who, escaping from the complex realities of their native countries, find 

in Uruguay a nation with better conditions than the current ones in their countries of 

origin. In 2016, the number of immigrants who arrived in Uruguay already equalled the 

country's annual population growth. In 2017 18,000 people decided to move to Uru-

guay, and the trend has continued until the present (Urwicz, 2019). Between 2015 and 

2019, the total number of residency applications registered 50,000 requests. (Uruguay 

XXI, 2020) 

Once the demand and its causes are analyzed, it is essential to study the evolution of 

the housing stock and its development in the urban area. 24 

Firstly, suppose the variations in the number of dwellings and households registered 

in the last three censuses are analyzed. In that case, it can be seen that from 2004 to 

2011, the number of households increased by 7% while the number of dwellings did 

so by 4%. (Figure 15) This implies that beyond the deficit carried over from previous 

decades, the growth in the number of households due to the social changes already 

made explicit has exceeded the increase in housing. According to the study carried out 

by the architect Altamirano for the Center for Economic Studies of the Construction 

Industry (CEEIC), under the assumption that the State maintains 0.50% of GDP in 

housing investment, the current housing lag would remain in 2030. This means that 

the resources provided for each year would be enough to cover the new annual needs 

but would be insufficient to offset the lag from previous decades. (Altamirano, 2019) 

 

 

 

 

 
24 Reference: Own work with information from (INE - National Institute of Statistics, 2011) 
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Figure 16 Gross 
Construction Prod-
uct in Uruguay 
(1991-2015).25 

As mentioned in previous chapters, in 2002, Uruguay suffered the worst economic cri-

sis on record. The falls in investments and GDP were exceptional and paralyzed in-

dustry in general and particularly construction. 

In the following decade, the situation changed dramatically. The construction industry 

was one of the pioneers in the economic rebound and functioned as an engine and 

dynamism. As shown in Figure 16, at the end of the first decade of the millennium, 

construction production was already above the high level reached before the 2002 cri-

sis. 

In particular, the construction of privately developed housing in Montevideo in 2011 

reached a historical production record of 270,000 square meters (Uruguay XXI, 2014). 

The development of countless housing projects, mainly in the city's coastal area, in-

creased the land prices considerably since the pieces of ground with good location and 

suitable for construction in height began to be scarce. The incidence of land cost con-

cerning the income from housing units sold was commonly 10%, and due to the con-

struction boom in those years, it became over 15%. (Álvarez, et al., 2017)25 

 

 

 

 

 

 

 

 

 

Historically, the real estate market trend in Montevideo has been the search for prox-

imity to the coast, developing projects throughout the coastal strip of the department. 

According to the former president of the Uruguayan Association of Private Construction 

Promoters (APPCU), Julio Villamide, there are three attributes that Montevideans in 

general look for when choosing a property: green, water and safety. The Montevideo 

 
25 Reference: (Chamber of Construction of Uruguay, 2021, p. 8) 
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waterfront offers these three qualities, with strong links with the sea, nature, and high-

rise and safe real estate projects. (Teledoce , 2017) 

Based on these attributes sought by users and the different economic possibilities of 

families, the market spontaneously fragmented the city into three large areas. In Figure 

17, the coastal zone is marked in red. This area registers the highest prices, making 

its access exclusive to higher-income families, in addition to having excellent services. 

Then a second central area to the city is visualized in green that little by little has lost 

population. Finally, a large ring marked in yellow of peripheral regions, with an increas-

ingly growing population and basic needs, are unsatisfied. (Nahoum, 2018) 

The construction boom already described during the 2000s focused on high-end pro-

jects, which accentuated this growth of the coastal strip mainly in the eastern direction. 

The expensive neighbourhoods bordering the Río de la Plata maintained their average 

number of inhabitants, while the central areas of Montevideo, with all the services and 

infrastructure necessary for good living and cheaper than the former, were rapidly los-

ing population. These zones had lost their charm; they no longer attracted new resi-

dents, which, added to the aforementioned general loss of people in the city, generated 

a significant underutilization of fully-equipped central neighbourhoods. Figure 17 

shows how was the supply evolution between 2006-2010. As it can be seen, the only 

zone that decreased the number of dwellings was the central area in green. Both other 

areas increased their supply, so increasing the fragmentation. The other side of this 

situation was the expansion of the city and its periphery, both within the department 

and in Canelones and San José. 

The dispersion of the city with an increasingly dense coastal strip and a large part of 

the population migrating to the peripheries has its greatest explanation in land prices. 

According to the data collected by the INE, the average cost of land in the coastal area 

is 544 USD / m2, while in the central area, it is 459 USD / m2. But the difference is 

even more relevant with the cost of 34 USD / m2 on the outskirts of the city. It is then 

natural for middle and lower-middle-income families to feel limited in their choice of 

housing. (Magri, 2014) 

Figure 18 shows this behaviour. It can be seen how almost 50% of the dwellings traded 

during 2009 were concentrated in the coastal strip, maximizing the density of this area. 

The remaining nearly 50% of sales are divided equally between the central areas of 
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the city and the periphery. Likewise, Figure 18 shows how the real estate market con-

tinues in line with this trend, developing almost 50% of new homes in the coastal area. 

The remaining 50% of the new projects show a very discouraging distribution for the 

city, generating only 14% of new homes in downtown areas and 41% in the periphery. 

(INE - Statistics National Institute, 2010)262728 

 

 

In the same way, by analyzing deeper the number of projects developed during 2011, 

it is visible how the private sector preferred to developed next to the coast. As shown 

in Figure 19, the Carrasco neighbourhood is ranked No. 1 in the number of projects 

presented during that year with 154, followed by Pocitos with 121, Buceo with 90, Mal-

vin with 72 and Punta Carretas with 65. In addition, 865 of the works executed in 2011 

were developed by the private sector, while the remaining 14% were public projects. 

(Permanent Housing Unit - FADU, 2013)  

 
26 Reference: Own work with information (INE - National Institute of Statistics, 2011) 
27 Reference: Own work with information (INE - National Institute of Statistics, 2011) 
28 Reference: Own work with information (INE - National Institute of Statistics, 2011) 

Figure 17 Total Dwellings by Zone 2006 / 2010.26 

Figure 18 A) Dwellings Traded in 2009 by Zone.27 B) New Dwellings Registered in 2010 by Zone.28 
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On the other hand, when analysing the distribution of the different types of homes built, 

the focus of real estate investors on luxury projects and the low number of affordable 

homes built is also notorious. Figure 19 is more than eloquent. As shown in the bar 

graph, during the 2000s, there was notable growth in the incidence of luxury and inter-

mediate projects and a marked reduction in economic projects. Almost half of the pro-

jects built during 2011 were of the higher category, and about a third were of the inter-

mediate type. (Uruguay XXI, 2014) 

The conjunction of these data on types of houses built and areas of more significant 

development reaffirm that during the 2000s, the construction of houses was almost 

entirely dedicated to the wealthier bands of families in privileged urban areas, leaving 

aside possible solutions for the rest of the population.  

 

This is how the Montevideo population grows little or practically nothing, but it remains 

with a de-densifying and fragmenting trend. This condition puts the city's sustainability 

at risk considering the extension of its territory and the population it houses. In com-

parative mode, extrapolations have been made with European cities that manage to 

accommodate a bigger number of people in a much smaller area. Thus, the conclusion 

has been reached, for example, that if Montevideo had the same density of land occu-

pation that Barcelona has, it would contain four times the Catalan capital population. 

(Nahoum, 2018) 2930 

 
29 Reference: Own work with information (INE - National Institute of Statistics, 2011) 
30 Reference: (Uruguay XXI, 2014, P.4) 

Figure 19 A) Ranking of projects developed by neighborhood of Montevideo 2011.29 B) Type of 
houses constructed in Montevideo 2002-2012.30 
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So, the market was leading to inefficient urban imbalances. In a vast and low-density 

city, vast numbers of households are agglomerated in some coastal areas, and centres 

with services and infrastructures were emptied, pushing the rest of the population to 

the periphery. The price of land ends up being the defining arbiter of where some live 

and where others do not, generating significantly different densities. Thus, there are 

blocks of the coastal neighbourhood of Pocitos with 4,000 inhabitants per hectare, 

while in the periphery, the density per block drops to 100 (Nahoum, 2018). Montevideo 

is a vast city for the population it houses. Family groups establish their place of devel-

opment in the city based on their economic conditions but without following a territorial 

order that allows them to find affordable alternatives without resorting to suburbanized 

peripheral areas. The size of the city and its low density provide opportunities to reor-

ganize the urban area in such a way as to give rise to the different social classes 

without expelling them outside its urbanized limits. 

In conclusion, far from reaching inclusive and heterogeneous urbanism, Montevideo 

was heading towards a poorly planned and fragmented growth. The most privileged 

families choose areas isolated from the rest, and those with medium or low resources 

are displaced to the edge of the city. 

These conditions of emptying downtown areas with services and growth towards sub-

urban areas are inefficient and costly for the State and generate discrimination and 

social fragmentation. 

The national director of housing Salvador Schelotto referred to this issue expressing 

“that the city is expanding, while intermediate central areas are being emptied, and all 

this amid a low demographic dynamics. This causes the underutilization of urban areas 

with high historical, social, and cultural value. At the same time, the cost of expanding 

urban infrastructure and “the cost for families: travel times, difficulties in accessing ser-

vices-educational, health and all kinds of services-and unequal access to services 

must be assumed. We are concerned about socio-spatial segregation. (Muñoz, 2017) 

Therefore, it is essential to ensure a suitable supply for each quintile. Thus, this sce-

nario seems to show fertile ground for the real estate market. New supply with afford-

able housing that allows a quantitative leap and a qualitative change, improving the 

well-being of users is needed. Without ignoring that this is only an approximation to 

some of the aspects to study to evaluate the demand, primary conclusions can be 
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drawn about a good ecosystem for solid demand for housing for the middle and lower-

middle classes. Although this study is not sufficient to assess with certainty the risk 

associated with the business, it is possible a priori to consider that the investment risk 

of this type of development considering the demand variable is not high. Furthermore, 

the sum of the causes studied explains how despite the low demographic growth of 

Montevideo, the demand for housing has been growing in recent decades. 

The public sector and its housing policies recognize this scenario in the current Five-

Year Housing Plan. The Law 18,795 of the Housing Promotion Law, presented in the 

next chapter, is the primary strategy established to supply the growing demand that 

the public sector cannot meet.  

3.3 Investors 

It is crucial to also take into account and study whether, beyond the strong demand for 

housing, the conditions for investment does exist or not. It is possible that there is a 

strong demand for new housing projects and solutions but that there is no interest on 

the other side to invest in this market. As mentioned above, there are many variables 

to consider in a real estate development, making it increasingly relevant to have a good 

analysis and local panorama (Gómez & Tisocco, 2011). For this purpose, indices and 

parameters of the construction industry and the real estate sector will be analyzed. 

As has already been done in previous chapters, the first thing to highlight is the favour-

able scenario of the Uruguayan macroeconomy, which has accumulated more than a 

decade and a half of growth. The average annual growth for the last 15 years is 3.5% 

(Uruguay XXI, 2020). During this growth, inequities and poverty have also been re-

duced, and the distribution of wealth prioritized. 

Then, it is relevant to know the volume of investments in the construction industry and 

its impact on the national economy. The construction industry's performance is excep-

tionally influential in the real estate sector since it directly affects costs and, therefore, 

prices and real the production capacity of real estate. In turn, construction is one of the 

sectors that generate the most significant linkage in the economy due to its direct in-

fluence on other industries. The total capital invested in this industry during 2019 was 
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Figure 20 Investment in Construction by Institutional Sector. 31 

approximately 6,350 million dollars. This figure represents 11% of the national GDP. 

(Seré Carracedo, 2020)31 

 

 

 

In addition, it is relevant to take into account how important the production of the con-

struction industry is for the Uruguayan economy. This industry is a generator of multiple 

jobs and mobilizes a very diverse range of sub-industries and supply construction ser-

vices. According to a study carried out by the Center for Economic Studies of the Con-

struction Industry, for every dollar that is invested directly in the construction industry, 

an extra USD 4 is generated in the rest of the economy. This condition makes it one 

of the industries with the highest economic chains. (Rego & Fernandez, 2019) 

That is why it is in the common interest of successive governments to keep the con-

struction industry moving. The monitoring of this industry is a priority. 

Considering the weight that the construction industry has in the national economy, it is 

interesting to see what percentage of this investment is being made by the State and 

what participation private investors have. As shown in Figure 20, private investment in 

the construction industry has accounted for around two-thirds of all investments in the 

last decade. The role of the private sector is essential for this industry, and the data 

 
31 Reference: (Chamber of Construction of Uruguay, 2020, p. 1) 
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show how the private investor responds to the incentives and conditions offered by 

Uruguay. 

To keep the construction industry in constant motion, the government encourages pri-

vate investment. It invests part of its resources in construction projects that improve 

the national infrastructure and mobilize the industry. 

 

On the other hand, the government does its best to attract local investment and foreign 

capital. Thus, within the private sector that invests in Uruguay, the percentage of con-

tribution by foreign investors is increasing. In Uruguay, investment is declared by law 

as of national interest; this is how the foreign investor has the same conditions and 

incentives as the local investor. This condition, added to the confidence generated by 

Uruguay as a stable and predictable country, have achieved that foreign direct invest-

ment concerning GDP has had considerable growth, exceeding the average for the 

region (Figure 21). (Uruguay XXI, 2014)3233 

Figure 21 also shows the origin of foreign investment in Uruguay for all industries. It is 

important to note that Finland's first position in the ranking is due to the enormous 

investment already described before, which is being made with the second pulp paper 

production plant. More interesting for the evaluation is the second position in which 

Argentina is ranked. The negative Argentine economic indices of the last decades, the 

exchange rate hold, hyperinflation, and the lack of mortgage loans, added to the bad 

 
32 Reference: (Uruguay XXI, 2020, p. 4) 
33 Reference: (Uruguay XXI, 2020, p. 5) 

Figure 21 A) Direct Foreign Investment Related to GDP.32 B) Origin of Foreign Investments.33 
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reputation and distrust of the ecosystem causes that countless Argentine investors 

prefer to invest in Uruguay instead of in their country. (Ferreyra, 2021) 

So, the main parameters demonstrate that the private sector is increasing its partici-

pation in the industry, and foreign investors choose the Uruguayan market over other 

alternatives. 

When analyzing further into local the real estate industry, it is essential to understand 

the evolution of the main parameters. Studying the development of construction costs 

and the average sale prices per m2 will allow an overview of the real estate sector 

scenario in the last decade. 3435 

Firstly, it is relevant to recognize a particular condition of the Uruguayan construction 

industry. The construction costs in Uruguay are paid mainly in Uruguayan pesos, while 

homes are sold in US dollars. This condition means that construction costs and the 

real estate sector are closely related to the current exchange rate. Faced with an ap-

preciation of the dollar, construction costs measured in dollars fall, increasing the re-

turn on investment. For this reason, it is essential to include the evolution of the Uru-

guayan peso - US dollar exchange rate in the analysis to draw better conclusions. 

Construction costs in Uruguay since 2010 until now have registered a constant in-

crease measured in national currency and a decrease in the last three years measured 

in dollars (Uruguay XXI, 2020). In Figure 22, it is clear the impact that the exchange 

rate has on the measurement of the evolution of costs measured in dollars. As the 

bottom line of the graph shows, the increase measured in Uruguayan pesos maintains 

a predictable escalation if the consumer price index is considered. On the other hand, 

 
34 Reference: (Uruguay XXI, 2020, p. 8) 
35 Reference: Own work with information (INE - National Institute of Statistics, 2020) 

Figure 22 A) Construction Costs Measured in Different Currencies.34 B) Exchange Rate Evolution 
.35 
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Figure 23 Average Sale Prices Evo-
lution 2000-2012 (Apartments in 
Montevideo).36 

the same evolution measured in dollars (top line) fluctuates depending on the current 

exchange rate, registering a 9% drop in the last year. (Uruguay XXI, 2020) 

Thus, it is important to visualize how the national currency-US dollar exchange rate 

has evolved to correctly conclude the incidence of the evolution of construction costs 

on a real estate investment. In Figure 22, it can be seen how the exchange rate has 

generally maintained an upward trend, with only two periods of depreciation (2012-

2013;2016-2017). In the last section of the graph, the appreciation trend is high, and 

the outlook is for it to continue in this way, which has a positive effect on the absorption 

of construction costs, which are primarily paid in local currency. (Garcia Lopez, 2018) 

Finally, it remains to see the evolution of the average housing sales prices, mainly of 

apartment units, since it is in this type of housing that this study focuses on. 

 

When analyzing the graph in Figure 23 with the average sale prices per m2 in Monte-

video, since 2002, prices have increased. The average for 2012 was USD1,292 / m2, 

the highest registered in the first 12 years of the century. (Garcia Lopez, 2018) 

In summary, the data analysis rectifies that, on the one hand, the construction industry, 

private investment, and foreign investment are in a high state of activity, demonstrating 

a substantial interest in doing business in the country.36 

In addition, it is verified that the economic conditions of the construction and real estate 

sectors show positive and stable trends. These a priori signs support and give future 

real estate investments that can meet the demand even without covering. 

 
36 Reference: (Garcia Lopez, 2018, p. 5) 
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Figure 24 Investment in Construction by Sec-
tor.37 

3.4 Overview – Situation Summary 

After analyzing the housing, urban, demand and investment context, it is clear that the 

middle and lower-middle social classes are the great demand for housing and the least 

served by the market. The State, with scarce resources, carefully focuses its efforts on 

the neediest populations. The 5.8% of public social spending is allocated to housing 

within the Juntos Plan for lower-income families. (Ministry of Economy and Finance, 

2018)37 

On the other side, the private sector has chosen to turn its investments into products 

with the highest social classes as end-users since these business opportunities seem 

to be most attractive when evaluating the risk-benefit ratio. (Beltrame, 2017) 

 

Figure 24 depict the investment in construction by sector. It is shown that only 19.8% 

of the invested capital corresponds to private investors developing housing. Consider-

ing the housing deficit already described and the specific weight that the middle class 

has in the total of society, the participation of the private sector in housing creation 

seems to be still low. 

On the other hand, the previous chapter described the role of the State in housing 

policies. From the creation of the National Housing Law in 1968 until the crisis of 2002, 

real estate projects for low-income families were financed mainly by the State 

(Chamber of Construction of Uruguay, 2020). The graph in Figure 24 shows the crucial 

economic effort that the State is making with this objective.  

 
37 Reference: (Chamber of Construction of Uruguay, 2020, p. 3) 



 

 

50 

A decade after the crisis, the real estate market scenario showed a growing imbalance 

between the different socioeconomic sectors, as well as in city construction. Families 

with middle and lower-middle incomes have been left aside without financial assistance 

to resolve their housing. 

The private market turned its capital purely and exclusively to the social classes with 

the highest purchasing power, bands of families that had been able to overcome the 

crisis without significant consequences while maintaining high purchasing power. This 

situation resulted in a frank deterioration of the depopulated central areas of the city 

because of the intense concentration of supply almost exclusively in the coastal strip 

of Montevideo. 

This scenario of significant inequities in the real estate market, unsustainable in the 

long term, generates a severe deterioration of the superior values of a society, such 

as feelings of social equity, justice, and solidarity. 

But this grim outlook could turn into an opportunity if some conditions could be 

changed. As already mentioned, on the one hand, there are favourable conditions for 

the arrival of potential interested in investing capital, and on the other hand, a great 

demand for housing for the largest mass of the city's population was neglected. 

The State then had to create the conditions for the private parties to assume the risks, 

carry out the management, and the investments required to carry out the real estate 

projects that would cover the high demand for this type of housing. 

Faced with this recognized insufficiency of public investment in low-income housing, 

the government decides to replicate policies applied to other areas of the economy 

intended to attract private investment (local and foreign). It is under this strategy that 

law 18.795 was created. It is a mechanism of tax exemptions that promote housing 

development under certain conditions. Details of the law will be presented and ana-

lysed in the following chapters. 
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4. Housing Law 18.795 

In December 2010, the executive power of Uruguay declared the housing policies out-

lined in the Five-Year Housing Plan as high priority projects for the current government 

period. In this plan, the State identifies and recognizes the significant housing deficit 

of the moment and implements strategies to facilitate access to housing and accelerate 

the production of housing units. The State focused on pouring economic resources into 

the most vulnerable social classes and is aware that the market does not meet the 

great demand generated by the lower and middle classes. (DINAVI, MVOTMA, 2010) 

The State resolves to intervene by launching a strategic policy to promote private in-

vestment aimed at the middle and lower-middle classes. During this chapter, the law 

18,795 created in 2011 is introduced, its objectives, requirements and implementation 

mode.  

4.1 Description 

During the 2010-2015 government, a social housing policy was created based on two 

main guidelines. On the one hand, the “Plan Juntos” aims to produce public housing 

for the lower-income sectors. The objective is to cover demands that in previous plans 

were not fully attended. On the other hand, the Social Housing Law 18,795 was drafted, 

which promotes the production by private parties of homes for middle and lower-mid-

dle-income families. (DINAVI, MVOTMA, 2010) 

The law 18.795 was firstly named “Social Housing Law”. It aims to diversify housing 

production in sectors that the State was not covering. 

Through this law, an attempt is made to attack the different aspects already presented 

that a housing policy should contemplate. It proposes multidirectional solutions. The 

general intentions of the law are to produce new homes that will expand the existing 

stock, recover deteriorated and abandoned stock. The State also pretended to in-

crease the population density in consolidated neighbourhoods that have been depop-

ulated due to market conditions and reduce final sale prices to ensure better access to 

housing for the target audience. That is why the law had to contemplate the problem 

seen from social, economic, urban and commercial parameters. 
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For this purpose, the State needed to intervene as a facilitator and guarantor of new 

relations between society and the private sector. 

On the one hand, the MVOTMA had to find a way to tame the market. A tool had to be 

designed to redirect private investment, lucrative awakening interest in depressed and 

neglected areas where there had been almost no investment and discouraging the 

mega-densification of new projects in high-income areas. It was clear that the govern-

ment had to change the development business conditions in the target areas for the 

target audience. In short, generating investment opportunities in a segment that did 

not have, was neglected for decades. (Muslera & Mendive, 2011) 

On the other hand, in the generation of these new playing conditions, the State had to 

consider aspects that would awaken society's confidence towards these developments 

and their promoters. It was necessary to establish requirements for the housing pro-

jects to be promoted to comply with the location, housing types, and their respective 

surfaces. (Muslera & Mendive, 2011) 

In addition, the bill had to contain financial solutions for a target audience with little 

contact with the financial world. To do this, it had to launch plans with soft financing, 

lower requirements for processing and affordable rates. (Muslera & Mendive, 2011) 

The design of this housing promotion law was then intended to create a milestone in 

social and urban aspects. The accelerated production of houses within delimited zon-

ing and established typologies would cause the stock of units to increase rapidly. 

Therefore, the final prices would be more suitable for users who had not found options 

according to their possibilities until then. The law's launch is seen within a social policy 

insofar as it is intended as a housing solution and not as a business for the State. But 

the law is not strictly a social policy in itself since it is not the State that redistributes 

goods and services within society to generate equity. Its role is instead to act as a 

facilitator between the community and the private market. This subtle difference in the 

conception of the strategy aroused controversy over the years since the name under 

which the law was launched generated confusion. Thus, in 2014 the ANV changed the 

name of the law from “Social Housing Law” to “Promoted Housing Law”. This little se-

mantic change created significant differences in the meaning and conceptualization of 

what the law actually is. 
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With the changes in conditions in the investors' equations, the State was aware that 

affordable housing would be an excellent engine for the construction and real estate 

sectors. It would positively affect the macroeconomy, increasing competitiveness, mo-

bilizing financial investment, the industrial production chain, generating employment 

and attracting local and foreign investors. The launch of the law generated big expec-

tations of a positive multidimensional shock. (Mendive, 2012) 

This housing development strategy is similar to other plans developed in several Latin 

American countries, in which the public sector intervenes laterally in the market-society 

relationship. The State makes its contribution from the tax waiver and guarantees a 

percentage of the home purchase. The Uruguayan scheme has its differences com-

pared to those applied in other countries in the target audience since it aims at the 

middle classes while the rest of the plans sought to serve the lower classes. These 

plans have been questioned regarding the quality of the constructions, but especially 

in terms of their implementation in peripheral rings with insufficient urban infrastructure. 

(Magri, 2014) On the contrary, the strategy applied in Uruguay promotes construction 

only in consolidated urban areas, strengthening the efficiency of the city. 

4.2 Target Audience 

The population groups identified as the target audience to be covered by this new law 

were middle and lower-middle-income families. More precisely, the groups that are in 

the upper band of quintile 2, and quintiles 3 and 4. (Legistlative Power, 2011) 

This target audience was the one that, with the possibility of progress given the eco-

nomic boom, could not find suitable housing opportunities and necessarily resorted to 

options on the outskirts of the city. 

This law was designed for this purpose. It aims to improve the supply, increase the 

stock, provide more access to urban infrastructure and also be able to support access 

opportunities through public financing. (Legistlative Power, 2011) 
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4.3 Objectives 

As mentioned above, the law is characterized by the multidimensionality of its objec-

tives. Its main aim is to positively affect the affordability of housing for the middle and 

lower-middle-income sectors. 

By implementing unprecedented tools in Uruguay, the law directs private interest, 

achieving their attention in areas that until now were practically entire investment by 

the State. In this way, the stock is increased with the construction of new homes and 

promoting the restoration and recycling of the existing stock. 

The plurality of objectives to be covered by the law can be grouped into two large 

groups: social goals and urban objectives. 

4.3.1 Social Objectives 

The primary motivation with which the law was born is to provide housing solutions to 

a specific segment of society. This implies attacking the problem from several fronts. 

The first objective in this sense is to increase the stock of homes required by this de-

manding public. Acceleration in the production of new housing units is sought. 

(Legislative Power, 2011) 

In the same way, the renovation and recycling of the existing housing stock are pro-

moted to allow the reuse of properties that the market has abandoned in consolidated 

areas of the city. (Legislative Power, 2011) 

Hand in hand with these first two objectives of increasing the supply, the search of new 

supply generation at prices that the target audience can afford. Creating a significant 

number of houses would naturally reduce the sale price per square meter in the pro-

moted areas. This consequence would bring greater accessibility to the purchase op-

tion and an improvement in the prices of the rental market. It seeks to substantially 

impact the real estate market, affecting prices by creating new supply in large numbers. 

(Mendive, 2012) 

As mentioned before, the housing deficit expressed by the MVOTMA in the five-year 

housing plans was quantitative and qualitative. In this sense, the law implements tools 

to improve the qualitative conditions of the housing market. 
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The concept of urban law is also an objective of the law, which attempts to provide 

equity in the use and exploitation of the city. It tries to generate a sociodemographic 

impact in the territory to defragment the city and make the urban area more heteroge-

neous from a social point of view. (Mendive, 2012) 

Lastly, the law plays an essential role in generating new ways to access credit for 

housing. The State designs tools that allow accessing mortgage loans to groups of 

families with the possibility of payment but little prior saving capacity. Expand financial 

inclusion to those who were still on the sidelines of credit opportunities is essential for 

a successful implementation. (Beltrame, 2017) 

4.3.2 Urban Objectives 

The Latin American experience of housing policies with similar objectives has shown 

deficiencies in integrating new homes and their inhabitants with the urban fabric and 

its services (Magri, 2014). The formulation of the Uruguayan law anticipated these 

negative consequences by incorporating the urban dimension in its design. The rele-

vance of the location of homes demanded by the middle and lower-middle sectors was 

considered when drafting the guidelines for applying the law. The need to provide 

housing solutions that are in consolidated areas of the city with necessary services. 

(DINAVI, MVOTMA, 2010) 

At the same time, the need to re-fill voids that the market had generated for decades 

in the city's central areas, with de-densification, the migration of families to the periph-

ery, and the abandonment of buildings. The city required a planned intervention to 

counter the inefficient and unplanned growth of the city to the east. For this, it was 

necessary to define different areas in which the promotion conditions vary in such a 

way as to direct private investment towards neighbourhoods that were intended to be 

promoted. (Legislative Power, 2011) 

4.4 Implementation 

Through this housing promotion law, the State intends to regulate the conditions of 

access and provision of offers to respond to the demand of intermediate groups in 

society. It was necessary to frame the developments to be promoted within certain 

conditions regarding location, typologies, footage, and qualities to ensure that the 
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objectives to be followed are not undermined. It is also necessary to incorporate new 

housing financing conditions for these groups of families. In turn, the private market 

must benefit in some way to awaken economic attractiveness. In this chapter, all these 

conditions, requirements and tools that make up the law are presented. 

4.4.1 Zonification and Benefits 

With the objective of redirecting private interest in social housing within specific neigh-

bourhoods, the law establishes zones and associated benefits for those who invest in 

each one of them. Projects developed in the city's central and intermediate areas are 

privileged, establishing tax exemptions for this. Then three zones were defined in 

which the conditions for accessing the benefits differ. (Legislative Power, 2011) 

 

 

For zone 1 (Figure 25), all new construction projects, refurbishment, recycling, and 

expansion of the existing stock can benefit. In the case of zone 2, refraction, recycling 

and expansion of the current stock are promoted. For this area, the projects that imply 

the construction of new units can access the benefits only when the project demon-

strates the possibility of connecting to existing sanitation lines. In zone 3, only renova-

tion, recycling and expansion projects of the existing stock are promoted, excluding 

projects involving new construction. (Legislative Power, 2011)38 

 
38 Reference: (National Housing Agency - ANV, 2021) 

Figure 25 Montevideo 
Divided by Promoted 
Zones (Law 18.795).38 
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For all cases that meet the requirements, real estate developers are exempted from 

paying all income taxes for economic activities (IRAE), wealth tax (IP), value-added 

tax (VAT) and tax on patrimonial transfers (ITP) (Legislative Power, 2011). The tax 

exemption is the big fish for which investors are attracted and the main controversial 

point. It is here where the developer makes the difference, and the critics claims for 

transparent explanations. The basis of the controversy will be analyzed later in chapter 

5.  

4.4.2 Architectural Requirements 

From the law's plural aspects, the improvement in qualitative conditions of dwellings is 

crucial. In this sense, it defines architectural requirements that meet the qualitative 

standards of housing and with minimum areas that ensure habitability and maximum 

areas to ensure that the homes, thus their final prices match with what the target audi-

ence can pay. (Legislative Power, 2011) 

On the other hand, considering the housing deficit regarding qualitative aspects iden-

tified by the MVOTMA, the law also promotes the renovation, remodelling and expan-

sion of existing homes. This is to rehabilitate the existing stock and the urban areas in 

which they are placed. This need for plans that promote the restoration of what already 

exists was also a recommendation of Ramada and Garabato's work on housing poli-

cies in Uruguay. (Garabato & Ramada-Sarasola, 2011)39 

 

Table 1 the minimum and maximum areas defined by law as a requirement to be pro-

moted. On the one hand, these surface ranges have the objective of complying with 

the minimum habitability that guarantees spatial quality. On the other hand, the defini-

tion of maximum areas for each typology is intended to limit the size of the homes and 

therefore limit the sale prices to guarantee that the type of home promoted is adequate 

 
39 Reference: (National Housing Agency - ANV, 2021) 

Table 1 Minimal and Maximal Apartments Areas Required by the Law 18.795.39 
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for the target audience. In this way, it is prevented from falling into a legal void that 

allows projects destined for other audiences with greater claims of quality and surface 

to be promoted by this law and exempted from taxes. (Legistlative Power, 2011) 

In addition to the requirements associated with the surfaces of the houses, there are 

construction and installation requirements. These requirements do not contribute to 

the study work, so they will not be developed. 

4.4.3 Financial Plans 

The MVOTMA identifies as one of the barriers to access to housing for the target au-

dience the problem of bank financing and the required prior savings. The law creates 

the Mortgage Credit Guarantee Fund (FGCH) to reduce the initial savings required by 

potential home buyers.  

The private banking system offers mortgage credit options up to 70% of the cost of the 

house and the remaining 30% of previous savings. This requirement impeded many 

families that had payment possibilities but did not have prior savings of such magni-

tude. 40 

 

Within the FGCH credit, the State subsidies 20% of the purchase price, reducing the 

previous savings required to only 10%. Its objective is to cover the additional risk that 

results from lending more than 70% of the home's value. (Legislative Power, 2011) 

In turn, the benefit is extended to the private financier who contributes 70% of the credit 

since it is exempted from paying taxes such as VAT, IRAE, property transfer, personal  

 
40 Reference: (National Housing Agency - ANV, 2021) 

Figure 26 FGCH Financing Plan 
given by the Law 18.795.40 
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income tax and real estate contribution. (Legislative Power, 2011) 

The inclusion of this financial tool opens enormous opportunities to many families that 

otherwise wouldn’t have access to credit. This also means an increment in potential 

consumers hence demands. 

 



 

 

60 

5. Ten Years Later – Achievements and Weaknesses 

After a decade of law enforcement, it is time to evaluate the achievements of the law. 

What is the real impact it has had on its goals? Although these policies do not have 

immediate effects and the results are clearer after an extended period, it is essential 

to study what the reality has been so far. 

There is no consensus about its effects. The different actors involved; Professionals, 

academics, promoters, and the population, have different views on how positive the 

results have been, taking into account the cost of the tax waiver. (SAU, 2017) 

Firstly, analyzing the number of projects promoted, it is undeniable that it has had a 

good impact on the private sector, which has taken the law as a good business oppor-

tunity. Since its launch until today, 848 projects were promoted by the law, representing 

25,730 new and renovated homes (National Housing Agency - ANV, 2021). Consider-

ing that this number of new or refurbished homes represents 4.5% of the housing stock 

(out of a total of 520,538 according to the last census of 2011) and the period in which 

they were executed, the results in this aspect are valued as positive. (INE - National 

Statistics Institute, 2020) 

As an additional reference, the annual average of sales in Montevideo is around 12,000 

units (Berrutti, 2017). This means that the promotion of homes during the first ten years 

of implementation has double the total number of units sold per year.  

Montevideo concentrates almost 75% of the promoted ventures, of which around 30% 

are in the Z01 zone (Vinar, 2018). The capital has been receiving a solid investment in 

housing, stimulating depressed areas with installed infrastructures avoiding or slowing 

down urban expansion (Vinar, 2018). The changes in the densities of the blocks in the 

promoted neighbourhoods show the results clearly, having gone in some cases to 

more than double the pre-existing units per block.  

A positive effect is then verified concerning generating new supply and increasing the 

population density in the city's central areas. 

But what has been the price of this law for the State up to now? With the promotion of 

these more than 25,000 homes, the State resigned to collect just over 1,440 million 

dollars in taxes (National Housing Agency - ANV, 2021). If we consider the GDP gen-

erated by Uruguay in the ten years of implementation of the law (USD 541 million) (The 
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Table 2 Evolution of the Average Prices in Pocitos and Cordon.41 

World Bank, 2020), the fiscal cost directly related to the law represents 0.266%. This 

fiscal cost does not seem high considering that, as recognized by the MVOTMA in the 

following five-year housing plans, the only way to meet the unmet demand was through 

the involvement of the private sector. The State manages to find a solution to increase 

the housing supply for the most prominent social class in society without resorting to 

its capital, which it does not have.  

The most critical public discussion of this law is centred on interpreting the achieve-

ments within the socioeconomic objectives. There is debate about whether the law 

introduces homes to the market that are priced below average. According to the criti-

cism, the policy prioritized increasing the number of homes but did not establish spe-

cific instruments that would achieve the socio-economic objectives of improving final 

prices (Berrutti, 2017). It is considered that the socio-economic goals were not 

achieved since the prices offered to users do not reflect a substantial difference con-

cerning the rest of the market. 

 

 

 

 

 

 

According to the sales data during 2019 and 2020 registered by the National Institute 

of Statistics, the two neighbourhoods of Montevideo with the highest number of annual 

transactions have been Pocitos and Cordon (INE - Statistics National Institute, 2020). 

The first is located in one of the most privileged areas of the city and within the coastal 

strip. This neighbourhood does not fall within the areas that the housing law promotes. 

On the other hand, the cordon neighbourhood is one of the areas promoted by the law 

and where the most significant number of projects have been developed since its cre-

ation. (Chamber of Construction of Uruguay, 2021)41 

 
41 Reference: Own work with information (INE - National Institute of Statistics, 2020) 
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Table 2 shows the average prices for both neighbourhoods in the 2013-2019 period 

and their variation from year to year. As can be seen, in all the years shown, the neigh-

bourhood's prices included within the promotion of the law have been more significant 

than the variations registered by the Pocitos neighbourhood, with the sole exception 

of 2019. This first analysis shows how the neighbourhood prices promoted have had 

an even more significant percentage increase than the neighbourhood with the highest 

demand in the entire city. (INE - Statistics National Institute, 2020) 

In addition, the information in Table 2 also shows how the relationship of the average 

sale price between the two neighbourhoods has varied in this same period. In 2013, 

two years after the law was launched, the difference in average prices between the 

most demanded neighbourhood in the city and the reference promoted neighbourhood 

was 25%. In other words, the average sale price in the Pocitos neighbourhood was 

25% more expensive than in the Cordón neighbourhood. When moving forward in the 

table, it can be seen how the average prices paid in each of the neighbourhoods begin 

to equalize year by year. In 2018, average prices of sales made in the Cordon neigh-

bourhood were recorded 2% above the average price paid in the privileged neighbour-

hood of Pocitos (INE - Statistics National Institute, 2020). This analysis of the evolution 

of prices in both cases is the main point highlighted by the critics. Sales prices have 

not only not fallen compared to the rest of the market, but on the contrary, at times, 

they have equalled the prices of real estate in privileged neighbourhoods.  

It is also relevant to analyze the evolution of prices concerning the purchasing power 

of Montevideo. Figure 27 shows the purchasing power of a middle-income household. 

The orange line refers to the number of square meters that the average income can 

buy compared to the average price of homes in Montevideo. The blue line refers to the 

power to purchase a home in the Cordon neighbourhood, where projects have been 

most developed under Law 18,795. Finally, the green line shows the purchasing power 

in the coastal area with the highest demand (Pocitos). 

Several conclusions are interesting to draw from this graph. In the first place, it is no-

torious how real estate registered a price increase compared to purchasing power: 

both the two neighbourhoods observed and the average price of the city register this 

increase. 
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Secondly, if the same graph referring to the previous decade is taken into account 

(Figure 13), it is noticeable that 2011 is the breaking point in purchasing power. Until 

2010 the purchasing power registered a frank growth. From 2011 to 2020, the pur-

chasing power changed sign, falling year by year in the three parameters measured. It 

seems clear that the large volume of housing production under the previously unde-

veloped law 18,795 impacted the real estate market. 

 

Finally, it is worth noting from the graph the change in behaviour recorded by the line 

referring to the neighbourhood promoted by law 18,795. At the beginning of the chart, 

it registers a purchasing power greater than Pocitos and the city's average price. As 

the graph progresses, the purchasing power in this neighbourhood begins to fall until 

it crosses the average prices and even equals the purchasing power in the coastal 

area of Pocitos.42 

The scenario a decade after the law was launched is then somewhat complex. On the 

one hand, it has undoubtedly been possible to promote the construction of new devel-

opments in urban areas neglected by the market, and that was of particular interest to 

the MVOTMA to repopulate. The qualitative and quantitative aspects of the law were 

then being achieved. The socioeconomic aspects do not show an improvement com-

pared to the scenario before law 18,795. Despite the rapid supply growth, prices did 

not reflect these changes, raising concerns among interested parties. 

 
42 Reference: Own work with information (INE - National Institute of Statistics, 2020) 

Figure 27 Pur-
chase Power 
Average 
Household In-
come (m2).42 
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The criticism argues that tax exemptions have only represented a more significant ben-

efit for investors who have not translated these savings to a cheapening (Magri, 2014). 

In itself, it raises doubts about how intelligent it is to subsidize the offer through exemp-

tions given to developers with the risk of own use that this implies. Probably the effec-

tiveness of this type of implementation can be greater when the cost structure of the 

developers is known so that the objective of the subsidies can be precisely specified. 

In this sense, the risks of this type of implementation were already previewed when 

discussing the drafting of the law in parliament. Senator Bordaberry expressed con-

cerning the bill that they should “include norms that ensure that, indeed, the tax resig-

nation that society makes goes where it should go. We must ensure that the main 

destination of the dwellings is to satisfy the demand and that it does not constitute an 

additional resource that benefits the private developer " (Bordaberry, 2011) 

 

Since its launch in 2011, the governments of the day have made adjustments to the 

law on two occasions. These changes can be interpreted in line with the points high-

lighted by the critics about the deviation that the law may have had concerning the 

objectives of lowering prices. 43 

In March 2014, the Executive Branch considered that tax benefits were not being ap-

plied to prices, so it made adjustments in the law establishing price caps at 25% of the 

units of each project (Legislative Power, 2014). These prices set by the ANV were 

 
43 Reference: (Chamber of Construction of Uruguay, 2021, p. 1) 

Figure 28 Number of Houses Processed and Already Promoted.43 
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around 20% below market prices. Furthermore, as already mentioned, the ANV 

changed the name of the law since the original name awoke wrong expectations about 

the essence of the policy. The authorities justified that the original name wasn’t clear 

with the commitment of the law. (Kaplan, 2020) 

With the implementation of these adjustments, there was a noticeable drop in the pro-

jects presented. Figure 28 shows how the slowdown in the sector begins to be seen in 

the number of projects promoted in 2015. The developers claimed that the increase in 

construction costs added to the restrictions imposed by the ANV made the projects 

unviable. In addition, they argued that the rise in land prices in these areas had strongly 

affected the business. (Vinar, 2018)  

After constant complaints by the organizations promoting projects and the notorious 

stagnation in the number of homes promoted, in March 2017, the Executive Power 

made adjustments to the law again. On that occasion, it resolves to reduce the per-

centage of units with capped prices to 10% of the units in each project (Legislative 

Power, 2017). According to specialists in the real estate market, the prices set by the 

ANV for these units were below construction costs (Kaplan, 2020). After implementing 

these new adjustments, investors argued that despite the tax exemptions, they were 

forced to reduce profit margins due to high construction costs and low sales ceilings. 

Figure 28 shows how the number of projects fell sharply again in 2017. 

Finally, in March 2020, with the beginning of a new government period, changes were 

made to the law again. On that occasion, it was decided to remove the price cap of the 

units, returning then to the original conditions of the law launched in 2011. These 

changes once again attracted the interest of investors in a powerful way. Figure 28 

shows how 2020 is one of the highest peaks in the history of the law. Interestingly, a 

global certainty crisis dominated 2020 with the sanitary emergency due to COVID-19. 

Investors' interest in developing under these new conditions appears to have been 

stronger than the instability on the world stage. 

With more than ten years of applying the law, there are still no official studies that 

whitewash the developers' balance sheets and show how much more beneficial this 

type of investment is and how much the final price of homes in the promoted areas has 

become cheaper. Being able to know this information will clear many doubts. That is 

one of the objectives of this thesis 
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In conclusion, a study of the promoted projects and construction permits shows that 

the law had an apparent effect on the actions of the private sector and in generating a 

greater supply. On the other hand, the study of prices shows that, as the critics claim, 

the policy has not favoured lower-middle-income families regarding unit prices. 

The following chapters aim to analyze the economic and financial conditions of a hy-

pothetical real estate development developed with the law's benefits. This study will 

allow to understand the situation and identify how beneficial this kind of investment is. 

Further, it could be concluded if there is space for a cheapening of the prices by trans-

ferring part of the tax savings to the users.  
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6. Hypothetical Development 

To measure the savings reachable from tax exemptions and how they impact the de-

veloper's profits, a hypothetical real estate development study will be made based on 

real and current market data. 

To do this, the scale of the project, the location, the price of the land, the construction 

cost, the work schedule, the expected flow of expenses, the sales prices, and the cash 

flow allows finding the Net Present Value (NPV) will be defined. All essential data will 

be extracted from the current market and based on the study carried out in the previous 

chapters. 

After an economic and financial analysis, the tax calculations to be exonerated will be 

made. Thus, it would be possible to compare the IRR and the end-to-end profit ob-

tained before tax exemption and after exemption. This study intends to be able to con-

clude two specific objectives; on the one hand, finding how much more attractive the 

law makes this type of project comparing the utility achieved with the utility under nor-

mal conditions. On the other hand, once this utility plus is known, it will be possible to 

assess whether the tax benefit means a business itself or not. 

A possible result could be that the impact of the exonerations only makes the invest-

ment feasible without extra benefit than the required return rate. Another scenario 

could be that the investor is enjoying an extraordinary profit due to the exemptions. 

6.1 Description and Assumptions 

This chapter seeks to study the economic-financial aspects of a real estate investment 

project under the housing development conditions of Law 18,795. 

The final objective, as mentioned above, is to verify the real effects generated by the 

tax exemptions granted by the law on the profitability of a development.  

It is not the objective of this study to conclude how profitable the development of this 

style is, but how much better it is due to the tax benefits. This means the economic-

financial study will not delve into possible scenarios and alternatives that can further 

optimize the return on investment.  
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For example, it is assumed as a starting point that the project's financing will be carried 

out with the developer's capital.  

In addition, the sales flow of the units is also assumed that they will all be completed 

at the same time, six months after completion of the work. 

These assumptions of financing with the developer's capital and the sale of all units 

after the project is built reflect a business profit that could be even higher if the sales 

flow were during the work and if financial leverage mechanisms were included. This 

profitability optimisation does not contribute to the objectives sought to know how much 

profitability varies due to tax exemptions. 

It is also necessary to bear in mind that this study is not a business feasibility study 

because it does not study market analysis, SWOT, stakeholders, or site analysis. For 

this, the analysis carried out in the previous chapters regarding the existing actual de-

mand and the urban areas in which construction is promoted is taken as a starting 

point. 

6.2 Land site Selection 

As in any real estate project, the choice of location is a crucial decision for the success 

or failure of the project (Savransky, 2015). Many variables are at stake when choosing 

a site, including the demand in that area, the infrastructure and services, and the 

growth prospects of that neighbourhood. This decision is even more decisive in pro-

jects under the housing promotion law in Montevideo since other conditions defined by 

the law come into play. The correct determination of the location is essential to collect 

the appropriate data to this location, such as the price of the land, the sale prices, the 

registered demand, etc. In addition, this aspect is relevant to guarantee the fidelity of 

this study and the representativeness of the results. 

Over the first decade of the law's implementation, investors have expressed concern 

about the accelerated rise in the price of land located within the promoted areas 

(Álvarez, et al., 2017). This change in the land market may have strongly affected the 

feasibility of these developments and, therefore, investors' interest. That is why it is 

essential for a reliable study of this type of project's economic and financial analysis to 

choose a real land with its current. 
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The first decision to make in the search for the land is in which areas delimited by law 

would be more representative to carry out the hypothetical development. To fully as-

sess the incidence of the law's benefits, it is necessary to choose a location within the 

Z01 zone where the law stipulates 100% benefits for new works. It is there where the 

interest and the profit of the investor are maximized.44 

The Z01 zone covers a very extended area of the city. For a choice that minimizes the 

risk of the sales flow, the demand by official authorities during 2019 was analyzed. As 

shown in Table 3 of the total sales during 2019, two neighbourhoods were the primary 

sources of attraction in demand. The first neighbourhood (Pocitos) is located in the 

coastal zone Z03, in which the law tries to discourage densification and limits tax ben-

efits. The Cordón neighbourhood, the second most demanded in 2019, is covered 

100% by the Z01 area of housing development. The Cordón neighbourhood is then 

considered the most appropriate option for the hypothetical development as it is the 

most in-demand neighbourhood within the Z01 zone. (National Statistic Institute, 2020) 

Since it is the neighbourhood most in demand, it is necessary to know the value of land 

in that area and calculate its impact on the cost of development. 

 

As will be seen later, the construction cost studies carried out by the APPCU for homes 

under Law 18,795 are based on 7-level buildings with four units per level. This cost 

given by APPCU will be the source for further cost calculation. This is why, to ensure 

the more accurate result of this study, the hypothetic development will have the same 

 
44 Reference: Own work with information from (National Statistic Institute, 2020) 

Table 3 Apartments Sold in 2019 by Neighborhood.44 
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characteristics used by APPCU as reference. Then those lands that are within the 

Cordón neighbourhood and the regulations allow to build up to 7 levels have been 

filtered for the search. 

The selected land for sale is located on the edge of zone Z01, close to the coastal zone 

with the highest demand Z03. Being a central part of the city and very close to the 

higher-income neighbourhoods, the city's infrastructure and services are the most de-

veloped. In turn, its location meets the preferences of Montevideo's proximity to the 

green and the coast, already highlighted above. 

 

The sale price of the land selected as of today is $ 275,000. (Real Estate Abbatte , 

2021)4546 

The fulfilment of all the conditions demanded to the field guarantees to maintain the 

representativeness of the results of this study. The actual asking price for this land 

naturally values the business potential it has. In this way, one of the factors of claims 

by developers is being considered, such as the rise in land prices. 

6.3 Construction Cost 

The Uruguayan Association of Private Construction Promoters (APPCU) updates con-

struction rates and costs monthly. Since the creation in 2011 of Law 18,795, a category 

of the expenses for developments of this type of housing has been included in con-

struction types. 

 
45 Reference: Own work. 
46 Reference: Own work with data from (Municipal Administration of Montevideo, 2021) 

Figure 29 A) Hypothetic Development`s Plot Location.45 B) Plot Information.46 
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According to this index, the cost per square meter of construction of dwellings that 

meet the architectural and quality requirements demanded by the ANV is USD 1,249 

in April 2021. (APPCU, 2021) 

These costs include direct labour costs (materials and labour), indirect labour costs, 

social contributions from workers, and builder benefits. Therefore, land, professional 

fees, administrative expenses and national taxes are not included in these costs. 

(APPCU, 2021) 

To these construction costs must be added, then the costs of professional fees that 

according to the construction fee are 10% of the construction cost (Uruguayan Society 

of Architects, 2021). In addition, 1.5% of the construction costs for marketing are as-

signed, and it is resolved to consider as traditional a 3% reserve for contingencies. 

After including all these expenses, this study will proceed to calculate the taxes that 

correspond to this real estate development. The amounts resulting from the tax calcu-

lation will be the variable to include or remove depending on whether the project is 

evaluated within or outside the promoted law. 

6.4 Apartments and Typologies 

From the study of physical characteristics and regulatory effects of the land, it is clear 

that it has an area of 219m2, 8.0m in front, the construction of up to 18.0m in height is 

authorized, and a floor occupation factor of 100% of the total area. (Municipal 

Administration of Montevideo, 2021)47 

 

 
47 Reference: Own work. 

Table 4 Hypothetic Development - 
Tipologies Definition.47 
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As mentioned above, the search for the appropriate land was based on a land site that 

allows building up to 7 levels and with an area necessary to include four units per level 

with the surfaces defined by law 18,795 (expressed in chapter 4.4.2). It is then pro-

posed to develop a project of 7 levels, each of them with 219 m2, in which four apart-

ments on each floor will be defined according to the areas required by law and previ-

ously presented.  

Thus, it is defined to build a studio apartment of 35m2, two one-bedroom apartments 

of 44m2 each and a 2-bedroom apartment of 64m2 per level. With this configuration, 

the maximum advantage from each floor area is used, following the law requirements 

and aligned with the project basis used by APPCU to calculate the construction cost. 

6.5 Incomes – Sale Prices 

The setting of sale prices is another significant variable when studying development 

and even more so for the fidelity of the results of this work. That is why to determine 

the sale prices to be considered correctly; their definition will be validated by proofing 

their concordance with the market. 

As a starting point, the prices registered by the Montevideo InmueblesData real estate 

database have been taken. The average prices per square meter of brand-new homes, 

according to all the studio units in the Cordón neighbourhood, have a value of USD 

2,600/ m2. For 1-bedroom units, prices are USD 2,460/ m2, and for 2-bedroom units, 

USD 2,300/ m2. (Real Estate Data, 2021)48 

 

With the areas already defined for each typology and these prices per m2, the sale 

prices per apartment are then determined as shown in Table 5. 

 
48 Reference: Own work. 

Table 5 Hypothetic Develop-
ment Apartments Prices.48 
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With the objective of proving the fidelity of the defined prices, it is verified that they are 

in accordance with the market when comparing with three real projects offered today 

in the market. For this purpose, three reference projects were selected in the same 

neighbourhood in construction stages under the conditions of law 18,795.  

The first reference project, “A”, is located 700m away from the selected land. (Ventura 

GO!, 2021), reference "B" at 900m (Universita Tower, 2021) and the reference "C" at 

1,350m. (Centra Tower, 2021) All references include the three typologies defined (Stu-

dio, 1 and 2 bedrooms) developed within the law 18.795. 

In Figure 30, the prices offered by the reference projects are compared with those 

defined by the hypothetical project. As the bar graph shows, in the three typologies, 

the specified price is in accordance with those of the market. 

 

Finally, the prices defined for the hypothetic development are compared with the prices 

paid in the purchases made in the same neighbourhood during 2020. According to INE 

records, the average price paid in brand new apartments in the Cordon neighbourhood 

has been USD 2,558 / m2 (National Statistic Institute, 2020). When calculating the 

average price of the three prices defined for the different typologies, an average value 

of USD 2,453 / m2 is reached. In this way, it is confirmed that the determined prices 

are also in accordance with those registered with the purchases made last year.4950 

As previously described, the study assumes that the apartments are all sold in month 

30. This means that no money is received during the first 29 months of the project, 

receiving all of the revenues in month 30. (See income schedule in the Annex) It is 

 
49 Reference: Own work. 
50 Reference: Own work. 

Figure 30 A) Market References Locations.49 B) Market References Prices Comparison .50 
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interesting to note that the eventual pre-sale of units during the construction of the 

project could positively impact financing and economic result. 

6.6 Construction Schedule and Construction Cost Cashflow 

The realization of this schedule will be the basis for the project's cash flow: an esti-

mated work schedule and its associated costs. 51 

 

On the one hand, to carry out said schedule, the total construction cost of USD 

1,914,453 was taken, which arises from multiplying the square meters to be built 

 
51 Reference: Own work. 

Figure 31 Hypothetic Development - Construction Schedule.51 
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(1,533m2) by the cost per square meter APPCU (USD 1,249). On the other hand, the 

base rubric and its incidence percentages in the total cost of work were collected by 

the National Institute of Statistics to study construction costs (Segui, 2021). The total 

cost of the work was distributed according to the cost incidences of each item. In this 

way, a tentative work progress schedule was defined for 24 months of work and the 

costs associated with each item and their monthly total. Figure 31 shows the planned 

work schedule and the costs to be covered in each working month. (See in the Annex 

for better visualization of this work schedule) 

To simplify the exercise and without significant risk for the reliability of the results, it is 

assumed that in month 1, the land is purchased and that the construction work lasts 

from month 2 to month 25. 

As the schedule shows, after calculating the work expenses month by month, the al-

ready mentioned additional costs of professional fees, reserve capital and marketing 

costs are added. 

6.7 Tax Calculations 

After defining the construction costs, the schedule of expenses and income, it is pos-

sible to calculate the taxes associated with the development under normal conditions 

outside of the promoted housing law.  

For this, it is necessary to understand that the different taxes are applied in different 

periods and on different taxable amounts. 52 

As mentioned before, the Wealth Tax is paid annually, so as shown in Table 6, the 

calculation corresponding to months 12 and 24 of the project must be performed. The 

finalization of the real estate business is considered to occur on the month 30 with the 

 
52 Reference: Own work. 

Table 6 Hypo-
thetic Develop-
ment - Taxation 
Schedule.52 
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sale of all the units. The law determines that the dissolution of the promoter company 

dissolves with it the reason for the generation of taxes so that no other payment in-

stance should be incurred (General Tax Directorate, 2021). In the case of VAT, it must 

be paid monthly. It is important to note that the purchase of the land does not pay VAT. 

(General Tax Directorate, 2021)53 

Finally, with the sale of the apartments and the closure of the real estate development 

company, the property transfer tax (ITP) and the income tax from economic activities 

must be paid. The calculation of both taxes has also been described earlier in chapter 

2.4.  

 

Then, having the taxable amounts applicable to each tax and the times of application 

of each one, it is possible to generate Table 7 that summarizes the total amount to be 

paid for each of the taxes in the corresponding periods and the total to pay for taxes 

throughout the project. 

 
53 Reference: Own work. 

Table 7 Hypothetic Development - Tax 
Calculations.53 
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Once the total amount of taxes to be paid has been obtained, the total costs of the 

investment and the amounts to be paid month by month are already known. At this 

point, it is possible to carry out the global cash flow of the investment. 

6.8 Cashflow and IRR Comparison 

Naturally, the projections made during the development of a project can vary over time 

in real life. This is also the case with cashflows. With the definitions of square meters 

to be built, cost per square meter, marketable square meters, sales prices and tax 

calculation, and the works and sales schedule, the project's cash flow can be elabo-

rated. 54 

 

 

Table 8 shows the cash flow corresponding to real estate development under normal 

conditions, that is to say, outside the law 18,795 and therefore without its tax benefits.   

 
54 Reference: Own work. 

Table 8 Hypothetic Development - Cashflow Calculation With Taxes.54 
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This cash flow considers the monthly expenses of construction costs, fees and reserve 

amounts, and the successive taxes to be paid. With this information, the Outgoing 

Payments are calculated month by month. On the other hand, a row corresponds to 

the income to be received from the project. As already expressed, it is an assumption 

of the study that there is no income until month 29, receiving the total of sales in month 

30. Thus, the Incoming Sales are recorded month by month. 55 

 

The amounts corresponding to the Monthly Balance Cash arise from the resulting dif-

ference between the Incoming Sales and the Outgoing Payments. These values will 

be fundamental for the calculation of the Net Present Value. 

Finally, the row corresponding to Cumulative Balance Cash is the resulting calculation 

between the difference of the Cumulative Incoming Sales and Cumulative Outgoing 

Payments. This row of amounts will be the one that will show which is the Maximal 

Exposition in each case. It is important to note that all cashflow values show negative 

numbers up to month 30, in which the sales are made. As mentioned before, this is the 

worst-case scenario in which there are no external leverage or apartment sales during 

the construction phase. 

Table 9 shows the cash flow of the same real estate development but carried out under 

the benefits of the housing law promoted 18,795. In this case, the cash flow was 

 
55 Reference: Own work. 

Table 9 Hypothetic Development - Cashflow Calculation Considering Tax Exoneration Law 
18.795.55 
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calculated with the same criteria already described for the previous point. The only 

difference is that none of the taxes is taken into account since they are exonerated by 

law. 

Once the cash flows corresponding to the same project have been made under the 

two different conditions, the calculations can be made to draw clear conclusions about 

the returns on each investment. 

A first step in evaluating both investments is to calculate the NPV. For this, it is neces-

sary to set the Required Rate of Return (RRR), being the same for both cases. In 

Uruguay, the RRR applied to real estate developments is 12% annually, representing 

0.95% per month (k). With this data defined, the NPV corresponding to each case can 

be calculated. (Kaplan, 2020)56 

 

In turn, to compare both scenarios, calculations are made that reflect the monthly and 

annual IRR of each case, the benefit amounts, the End-to-end Profitability, the payback 

period and the maximal expositions. The last two indicators are not relevant since the 

payback period will naturally be the same for both cases due to the assumption of sales 

in month 30, and the maximum exposure is directly dependent on the condition of no 

external financing assumed by the study. 

 
56 Reference: Own work. 

Table 10 Hypothetic 
Development - Com-
parison of results 
considering the tax-
ation incidence.56 



 

 

80 

Table 10 summarizes the results obtained from the study of the same real estate pro-

ject outside and within the law 18,795.  

As shown, the difference in investment returns is significant. Analysing the results ob-

tained from the NPV of both cases, it turns out that for the project developed outside 

the benefits of the law, it yields a negative NPV, so it does not comply with the RRR, 

thus advising against investment. On the other hand, the same development, including 

the tax benefits, results in a positive NPV, complying with the set RRR and advising 

the investment. 

Both cases' monthly and annual IRRs also demonstrate the significant difference that 

developing inside or outside the law makes for the developer's interests. The IRR in 

conditions outside the law is 0.4% per month and 5.2% per year (not complying with 

the RRR), becoming 1.5% per month and 19.3% per year in the same development 

within the promoted housing law. 

This difference in annual returns results in a difference in benefit amounts of USD 

506,722 (USD 208,990 without the Law 18,795; USD 715,712 considering the law ben-

efits). 

Finally, the end-to-end profitability of the investment goes from 7.0% for the outlaw 

scenario to an attractive 22.5% within the conditions of the law. 
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7. Outcomes 

Once the hypothetical development in both scenarios (considering the tax benefits and 

without them) has been developed, it is possible to analyse the results. The impact that 

tax exoneration produces on investment from the developer's point of view is highly 

attractive. Specifically, the IRR increases 14.1% when developed within the law re-

garding outside the law conditions. To better understand how attractive this extra ben-

efit is, it is good to remember that the required return rate was 12%. Thus, in these 

scenarios, the additional benefit generated by the tax exemption (14.1%) is even 

higher than the benefit required of the project (12%). 

The measured end-to-end profit of the investment also shows a very significant im-

provement making the investment highly favourable. The profit within the law condi-

tions reaches 22.5%, while in normal conditions, it would only reach a 7.0% profit. 

It is crucial to bear in mind that both scenarios considered the exact cost and sales 

price parameters. So, another interesting outcome identifies the price variation if both 

scenarios achieve an IRR equal to the RRR.  

In the case of the development paying taxes normally, the prices should experience 

an increment to achieve the RRR. On the other hand, if the project recognizes the tax 

exonerations, the prices would be lower to earn no more than the RRR. The NPV for-

mula of both scenarios is solved until they equal zero, guaranteeing to obtain the RRR 

of 12% per year. 

Table 11 shows the results obtained. The table on the top right shows the original 

prices defined per square meter and apartment according to each type. The table from 

the middle represents how prices should be affected for a regular real estate develop-

ment (without the tax exoneration) to reach the RRR of 12%. The final price of the 

apartments should suffer an increment of 12% compared to the original sale prices. 

Furthermore, the table at the bottom right of Table 11 represents how much cheaper 

the final prices of the apartments could be when transferring part of the savings to the 

final price instead of boosting the investor's return. The sale prices could be 9% 

cheaper than the current prices. 



 

 

82 

Finally, it is interesting to study the current prices and developer profit concerning two 

significant extreme scenarios. Both scenarios developed within the law. (Table 12) 

 

Table 11 Hypothetic Development - Both Scenarios with NPV=0.57 

One of these extremes is considering the same real estate development with the ben-

efits offered by the law but changing the sale price according to the prices required so 

that the investment outside the law would have NPV = 0 (RRR = 12%). This scenario 

would represent a 12% increase in sales prices and an extremely attractive IRR of 

28.8% per year. In this case, the tax benefits would exclusively benefit the developer, 

and the sale prices would be 12% above the prices that for the critic today are already 

expensive. Considering this scenario is helpful as a reference, but it is essential to 

recognize that it is utopian.  The demand would never pay prices 12% above the cur-

rent ones. This has been one of the reasons for the creation of the law 18.795.5758 

 

On the other hand, the other extreme scenario considers the same development, but 

with the IRR set equal to the RRR (12% per year), thus representing a 9% drop in sales 

prices. Under this scenario, tax savings cover the difference in the rate of return 

 
57 Reference: Own work. 
58 Reference: Own work. 

Table 12 Hypothetic 
Development - Sum-
mary of Different Sce-
narios.58 
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required by the project with the rate of return that would have been achieved without 

the law. The rest of the tax benefits are being transferred to the sale prices, reaching 

a 9% reduction. 

This analysis shows that the current scenario is roughly in the middle of the two ex-

tremes. It can be concluded that, on the one hand, part of the tax savings are already 

transferred to the sale prices if the prices that would have been set for the development 

before the law are considered. On the other hand, the rate of return obtained by the 

developer exceeds the required rate of return. This extra yield is caused by a part of 

the tax exemptions that have not been transferred to the end-users. 
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8. Conclusions 

The main objective of this study is to evaluate how the social housing policy launched 

in Uruguay in 2011 affects real estate developments from the developer's point of view. 

After achieving this first objective, it was possible to evaluate if the developments have 

room for transferring tax savings to the sale prices. 

After a decade of law enforcement, the results measured according to the objectives 

set have been diverse. In common agreement, the strategy of generating a greater 

supply of homes for a particular segment of the population has been successful. The 

statistics analyzed regarding the number of projects promoted since the passage of 

the law and the reactivation of the industry prove this hypothesis. 

There are neither no objections from the point of view of urban objectives either. All 

the projects promoted by the law were developed in urban areas forgotten by the mar-

ket and that the State has sought to reassess. In this way, the unplanned and unsus-

tainable growth that the city shows towards the peripheries and towards the eastern 

coastal strip has been slowed down. The increment in the household density of the 

city's central areas is today a reality and an objective at least partially achieved. The 

new densities generated in the promoted neighbourhoods demonstrate the at least 

partial realization of this objective. 

The point of most significant controversy around the law and its implementation is 

about sales prices. It is a clear objective of the law to intervene in market prices in 

search of a new supply of affordable housing for families with low and lower-middle 

incomes. The study of the sale prices of the neighbourhood promoted with the highest 

registered demand shows how they have increased rapidly during the last decade. 

These prices have been compared with the prices sold in the 2013-2019 period in the 

most privileged areas of the city. This comparison shows how at the beginning of the 

period the prices had a significant and expected difference. When studying this price 

relationship year by year during the implementation of the promoted housing law, it is 

proved that the prices of both neighbourhoods have been decreasing the gap, reaching 

the same level in recent years.  

In other words, during the last three years, the prices of the promoted neighbourhood 

with the highest registered sales have equalled those of the coastal neighbourhood of 

Pocitos, where the upper-middle and upper classes of society live. Therefore, it is 
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concluded that the desired effect of reducing sales prices and improving access to 

housing for the middle and lower-middle classes has not had favourable results. 

The primary tool on which the law is based to attract the attention of developers and, 

in turn, achieve lower sales prices than the rest of the market is the total exemption of 

taxes related to development. The use of this tool has brought controversy since it is 

considered that it has generated excessive profits for developers who have made tax 

savings a plus in their earnings instead of transferring them to sales prices. 

From the economic and financial study of the hypothetical real estate development 

generated in this work, conclusions can be reached that respond to these controver-

sies and can be the starting point for new adjustments to the law. 

Firstly, it is verified how necessary the law has been in attracting investors' attention, 

redirecting developments, and creating investment opportunities in areas of the city 

that had not received new projects for several decades and were experiencing a de-

population. The study of a hypothetic development without the law's benefits demon-

strates that the market and its variables did not provide business opportunities. The 

economic and financial analysis showed that the required return rates were not 

achieved under those conditions. Based on this outcome, it can then be concluded that 

at least part of the tax exemptions is being transferred to prices since, otherwise, sales 

prices would be 12% higher than current prices without the existence of the law. 

Secondly, when the tax benefits are applied to the development studied, it is verified 

that the same business becomes viable, reaching the required rate of return. This con-

clusion already allows us to affirm that the law has had positive impacts from the mar-

ket point of view. Without the existence of the law, there would have been no projects 

since they were not viable. The law made them possible. 

Thirdly, it is proved that with the current parameters and variables shown by the mar-

ket, the developers who undertake the promoted housing law cover the required rate 

of return of the project and achieve a significantly extra benefit. In the development 

study, the internal rate of return reaches 19.3% per year, when the required rate of 

return is 12%. There is then a 7.3% extra benefit that the developer is accessing, 

thanks to tax exemptions. 

Fourthly, this thesis work concludes that prices could be 9% cheaper if investors were 

limited to achieving internal rates of return equal to the required rate of return. In the 
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hypothetical development developed here, the investor would achieve its objective of 

12% per year (IRR = RRR) and the rest of the savings from tax benefits are transferred 

to the price, reaching a reduction of 9%. From this point, it is concluded that the devel-

opment has a margin of up to 9% that can be transferred to the market. 

Finally, it is appreciated that the general results of the law have been more than posi-

tive. The complexity implicit in any public housing policy with multidimensional objec-

tives and with many stakeholders must be taken into account. The achievements made 

in urban matters and the accelerated growth of the supply have been more than ac-

ceptable. When addressing the criticism regarding the high sales prices and the more 

than 1,440 million dollars that the State has stopped collecting, it can be concluded 

that the law has still been favourable. Without the existence of the law, the more than 

25,000 new homes built would not have been possible. The public sector does not 

have sufficient resources for such investment, and the private sector was hindered 

from developing due to the cost and price parameters existing in those areas. 
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Appendix 

Cashflow from Hypothetic Development without Law 18.795 benefits (Regular conditions) Reference: (Own Work) 
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Cashflow from Hypothetic Development with Law 18.795 benefit. Reference: (Own Work) 
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Construction Schedule and cost cashflow from the Hypothetic Development. Reference: (Own Work) 
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