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TrmYIITTANS

undlowm X
SCOCNOMIC RECOVERY PROCGRAM
(Program No. 328- 0L07)

A. Recommendation. Authorizaticn of & $14.3353
millicn Economic Sucpor:t rund Grant Program to the Government
cf Uruguay (GCU) is reccmmended. The purpose of this Program
i tp assist the GOU to carry out its economic recovery program.

B. DPrograz Summarv. In 1985, after 12 years of
military government, & tfreely elected civilian government tock
cffice in Uruguay in the midst ¢f a severe eccnomic recession
which had reduced per capita income levels by 17.7 percent from
1981. During its first year the new government has not only
made significant progress in restoring democratic institutions
in Uruguay but has also undertaken a series of measures
designed to stabilize and reactivate the economy. The GOU -
signed a Stand-by agreement with the IMF in September, 1985 and
its 1985-89 commercial debt obligations are to be rescheduled.
The GOU's economic program propeses an increased role Eor the
private sector in order te achieve an economic growth razte of
+wo percent in 1986.

In order to assist Uruguay's eccnomic reccvery effort,
$14,353,000 of Economic Support Funds will be provided in FY
1886. The major portion cf the dollars, $14,000,000, will be
previded on a cash transier basis %o the GOU. As part of the .
Cash Transfer Agreement, the GOU will be expected to: (L)
demenstrate that the value of eligible imports from the United
States is at least equal to the amount of the cash transfeor;
(2) make available an eguivalent amount of local currency (new
pesos) to support develcpment activities that meet the general
criteria contained in Sections 103 through 106 of the Foreign
Assistance Act of 1961, as amended. In programming the local
currency, emphasis will be placed con private,
production-oriented activities. The remaining $355,000 will be
obligated in a separate limited scope grant egresment to
finance studies, technical assistance, and training to suppoIt
~he GOU's econcmic recovery program and the strenghthening of
democracy in Uruguay. Aadditional ESF, 1if avzilzble in FY 1987,
will he programmed through &n amendment to this PAAD.II.
Political and Economic Setting.



i, Zoliticzl znc Eccnomic Setting.

A, 3Backgrzound. In Marzch 19835 after :twelve years cf
military rule, the government of Presidenc Julio Sanguinssti
was inaugurated. The President is a member of the Cclorade
carty. None of the four polikical partiss represented in the
parlizment --the Cclerades, the Blancos, cthe Broad Front (a3
coalition of leftist parties), or.the smzll Civic Union - holds
a majority. ’

although YUruguay is noted for its history of Constituticral and
civilian government, the gpolitical siruaticn in the early 1370s
which led to the military government was chaotic. A stacgnant
economy generated discontent with the traditional political
system. The Tupamaro guerilla movement undertock many acts of
violence. While militcary rule effectively ended political
vinlence, it also suppressed civilizan political activity and
further weakened the traditional political parties. As a
censequence, when it was decided to return to civilian rule,
the political instituticnzl framework had to be gradually and
carefully reestablished -- a process which continues today.

Because the Coleradec party has a minority in the Congress and
is operating within an uncertain political environment, it has
sought and recently cobtained consensus among all major parties
on a pelitical National Accoré which outlines a number of
proposed economic and sccial measures in generzl terms. The
GOU's perceived need for this type of accord reflects the
Government's dependence on oppostion support to get its
preograms through Congress, as well as a traditional Uruguayan
belief that consensus is desirable on important issues. Many
of these proposed measures are designed to help revive the
economy and stimulate exports. However, GOU implemenation of a-
number ¢of recent economic measures, e.g. 3 nominal increase in
petroleum prices, has generated heated debate in the Uruguayan
Congcress. AsS a consequence, while the new GOU has undertaken
an ambitious economic recovery program which includes a number
cf economic liberalizaticn measures, it is not in a strong
position vis a vis the legislative branch to implement measures
which do not have agreement in principle among the two major
political parties.

In addition, firm action on eccnomic liberalizaticn is
constrained by the threat of strikes by labor union meovement
which is deminated by the mest radical groups in Uruguay,
including the Communists, anarchists, trotskyites, Tupamaros,
and a2 marxist-leninist socialist party. These labor unions
called literally hundreds cf strikes during the first several
months of the new democratic government. Labor leaders
continue to reject the ideas that wages should be tied to
productivitiy, that inefficient state enterprises must be
trimmed, and economic recovery degpends ¢on expansion ¢of axperts.
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2. Regcent Econcmic Periorma yesrs ¢
econcmic growth, the Uruguayan economy deteriorated shareply In
I%82. A number of factors, including wezkening world demsnd
for Uruguay's export=s, rising debt service obligations, a
deteriorating public sector fiscal position and, finally,
znticipation of a major devaluaticn as the exchange rate became
increasingly overvalued, led to an enormous deterioration of

the balance of payments in that year. Even with very large
external borrowing, as shown on Table 1, which increased totai
pub ic sector debt {including short-term debt and debt of the

financial public sector) by $1.073 billion, net internaticnal
reserves declined by $800 millicn. Despite the very high level
of public sectoer borrowing and reserve loss, imports contracted
by $509% million, 35.3 percent, resuliing in a §.7 percent
decline in real GDP.

In response t¢ this decline, the government introduced a series
of economic adjustment measures. The most important of these
was the abandonment of the program of preanncunced exchange
rate adjustments (the so-called “tablita"), followed by & major
adjustment of the exchange rate. From an index of 129.3
{1580=100), in the third guarter of 1982, the real effective
exchange rate declined to 74.4 1n the first guarter of 1583.

In additicn, the GOU attempted to reduce the very large Ifiscal
pressures which were the source of @much cof its
inflation/balance of payments difficulty.

The evoluticn of the GOU's fiscal position i1s summarized con
Taple 2. The deficit of the non-financial public sector rose
considerably in 1982, to 10.1 percent of GDP. This resulted
from a general decline in tax performance, increases in rezl
public sector salaries resulting from the practice of indexing
public sector salaries to past inflation, declines in proiits
of state enterprises as economic activity declined, and, most
importantly. a very large increase in the expenditures oI the
social security system. The increase in social security
outlays, by 4.2 percent of GDP, resulted from the increases in
+he coverage of the system, an increased requirement f£or
unemployment insurance payments as economic activity declined,
and rthe zutomatic indexation of benefits tc past inflation.

In additicn to the very large increase in the fiscal deficitc In
1282, the GOU began in that year to shift the burden cof a
number of subsidies from itself to the Central Bank. This
shifting resulted in gquasi-fiscal losses of the centrzal bank
equal to 8.3 percent of GDP in that year. Thus, the totszal
fiscal deficit, including the guasi-fiscal losses of the
central bank, egualed 18.4 percent of GDP.



TABLE 1
BALANCE CF PAYMENTS SUMMARY 1582-1985
(Million Dolilars)
1382 1933 1884 1385
CURRIENT ACCOUNT -£26.,1 -18% 1 -122 .4 -134.5
Trade Balance -83.9 256.8 1646.3 i28.3
Exports £.c.b. 1022.9 13045.1 524.5 845.9
Imports ¢.i.£. -138¢6.8 -788.3 -758.3 -715.2
Non-Factor Services -185.0 -182.1 60.9 80.8
{net)
Travel {(net) (-158.0) {-165.4) {53.7 -
Qther Non-ractor Ser.{(i3.Q) (0.3) (5.2} N.A.
Factor Services {(net) -187.% -287.8 -361.68 -=3558.0
Transfers (net) 16.4 11.0 i0.0 10.3
CAPITAL ACCOUNT -373.4 168.9 £9.4 98.53
Public Sector Total 1972.5 437.5 86,1 182.4
Non-Financial 204 .4 120.3 24,2 N.A
Centralil Gov't 24.4 ~-0.8 37.2 N.A
State Enterprises 141.7 i5l.5 -1.3 N.A
OCther 38.3 -30.4 -11.7 N.A
financial Pub. Sect 2¢8.1 £684.3 34.4 N.A
Central Bank 263 .5 509.3 353.8 N.A
QOther -1.5 175.0 -1.4 N.A.
Pub. Sect.Short-Term &500.1 -3687.1 27.5 107.8
Private Sector Total -1446.0 -268.%8 -16.7 -33.9
Commercial Banks 13.7 -1258.9 133.5 =-21%.2
ther, Incl. -1485 .7 -139%.7 -150.2 125.3
Errors & Omissions
Overall Surplus/Deficit -79838.5 -20.2 -53.0 -36.1
p-preliminary
Source;: IMF, Recent Econcmic Develcpments, March 20, 1583

Table 63 and unpublished BCY data.
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TABLE 2

FISCAL POSITION OF THE NON-FINANCIAL PUBLEC SECTCR

AND QUASI-FISCAL LOSSES OF THE CENTRAL BANK
{Percent of GDP)

1982 1983 1284 1§8Sp
Current Revenue of General Gov't 21.1 20.9 18.1 208.5
Current Expenditures of General Gev't 28.6 22.5 21.5 21.5
Public Enterprise Current Surplus 0.% 9.7 2.3 1.3
Current Account Surplus cf Non-

Financial Public Sector -4.7 =0.9 -1.1 0.8
Capital Account of the NIPS -5.4 -4.0 -3.3 -4.5%
Overall Surplus/Deficit of the NFPS -10.1 -4.3 =-~4.6 -3.8
Central Bank Deficgit -8.3 -11.4 -¢.3 -4.4
Combined Deficit of the Non-Financial
Public Sector and Central Bank -18.3 -16.3 -2.5 -8.2
Financing 18.3 16.3 3.5 8.2
External® N.A. 6.0 2.3 4.9
Domestic N.A. 10.3 7.2 3.3

p-preliminary

% Tncludes dollar-denominated bonds and bills held by domesctic
residents.

Source: IMF, Regquest for Standby Arrangement, August 30, 198%,
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SUMMARY STATISTICS ON ECCNOMIC PERFORMANCE

Growth in Real GDP (%)

Consumer Price Index
{percent change,
vear end basis)

Unemp loyment
(vear end basis)

Index of Real Wages
(percent change,
year end basis)

Change in Banking
System Credit to
Private Sector

Change in Total
Monetary Lizbiiicies
of the Banking
Systenm to

Private Sector

1581

1.9%

39.4%

495.5%

1982

-3.7%

1383

~-5.0%

13.1%

13.7%

1384

-1.8%
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T deficit ot e nen-financial publiic s
sharplv in 1983, primarily as a result of the zbandonment Ty
the COU in November 19$82 of the policy of full indexation cf

wages anéd benefits. This policy change, combined with
accelerating measuredinflation resulting from the large
exchange rate adjustment, reduced the central government Wz
hill from 7.4 to 5.9 percent of GDP and the expenditures of
social security system, from 13.7 tc 1l.1 percent of GDP. As
result, the deficit of the non-financial public sector was
reduced o 4.9 percent of GDP.

Unfortunately, the fiscal improvement in the non-~financial
public sector was partially offset in 1983 by a subst antial
increase in the quasi-fiscal deficit of the Central Bank.
These losses increased despite a modest reduction in the
subsidy to the Mortgage Bank (from 7.5 to 6.8 percent of GDP).
They resulted from lcsses on export prefinancing loans
(ccntracued from a temporary program enacted for a few months
in 1982 and costing an amount egqual to 1.3 percent of GDP 1in
1983) and from the mounting cests of external interest
obligaticns on the Cenitral Bank's own external borrowing (from
0.8 to 3.1 percent of GDP). As a result, the losses of the
Central Bank increased from 8.3 percent ¢f GDP in 1982 to 1ll.<2
percent in 1583 and the combined fiscal deficit of the
non-financial public sector and losses of the Central Bank only
declined from 18.4 percent of GDP to 15.3 percent.

Despite the GOU's failure to rectify its fiscal problems, th
external accounts generally stabilized in 1983 as a result of
the exchange rate adjustment, continuing large external
borrowings, znd significant further compression of imports.
This stapilization, however, required substantial net new
public sector borrowing equal to $437.5 miliion. This was far
less than the $1,072.5 million borrowed in 1982 but st 111
clearly unsustainable. Merchandise exports remained
essentially unchanged, while factor service paymentis rose
substantially as a result of the increase in external debt
accumulated in 1582 and 1983. Ultimately, the external
accounts were balanced by a reduction in merchandise imports
from $1,086.8 million to $7588.3 million. Largely as a result
cf this import compression and the decline in real private
sector credit by 11.3 percent resulting £rom the continuing
large fiscal and quasi-fiscal deficits, real GDP declined by =
further 4.3 percent in 1983,

As a result of the cumulative two vear decline in real GDP cf
12.9 percent, private commercial banks experienced increasing
financial problems, leading to widespread fear of a collapse cf
the banking system. To deal with this threat, the Central Bank
in late 1983 engaged in a highly controversial opezatzen in
which it purchased loans of dubiocus quality from private (and
largely foreign-owned) financial institutions in return Ior tihe



purchase by the commercial bznks of central bank bonds egqual to
rhree times the value of the [s2ns purchased. In the short
run, *his three-for-one purchase served both to beclster the
financial system and provide the GOU with a convenient sgurce
¢f non-inflilaticnary (and primarily external rather than
dcmestic) financing for its fiscal deficit in 1984. 1In the
longer term, however, the financiazl losses ¢f the Central Bank
on the porfclio purchased have proved to be a majer zand
continuing fiscal burden.

During the course of 1984, the GOU made considerable progress
in improving its fiscal position, particularly in limiting the
guasi-fiscal losses of the Central Bank. As a result ot
shifting (and substantially reducing) the subsidy to the
Mortgage Bank back to the Central Government budget, the losses
of the Central Bank were reduced from 11.4 percent of GDP to
5.1 percent. The primary socurce ¢f the remaining quasi-fiscal
deficit of the Bank was the continuing loss on the previous
vear's portfolic purchase scheme.

Despite the assumpticn by the Central Gevernment of the
mortgage subsidy, the deficit of the non-~financial public
sector was further reduced in 1984 to 4.3 percent of GDP. This
reduction was largely accomplished through long overdue
increases in public enterprise tariffs and a significant
further reduction in the public sector wage bill, and was
achieved despite a further detericration in Central Government
tax performance. Tax revenues declined from 14.4 percent of
GDP in 1983 o 13.8 percent in 1984.

Overall, the level of the combined public secter deficit and
quasi-fiscal deficit of the Central Bank egualed 9.4 percent,
down substantially from the 16.3 percent of GDP of 1583 but
s5+il1l far too high to permit substantial recovery of the
Uruguayvan economy and simultanecusly achieve price level
stability.

The external balance in 1984 remained essentially unchanged
despite a very large cyclical decline in meat exports. Lower
meat volumes largely accounted for z decline in merchandise
exports to $925 million from $1,045 million in the previocus
vear. Offsetting this decline was a major improvement in the
travel account both becszuse ¢f a large increase in foreign
tourism receipts (to $175.3 million from $8%.7 millicn the
previcus year) and because of a decline in Uruguyan tourism
abroad (to $119.6 million from $259.1 million in 1%83). These
imprcvements also helped to cffset a very large increase in




factnr service gayments abrcezd resulting frcm the sizealie new
extarnal debt contrzcted in the previous twe years. Overazll,
the current account deficit improved slightly in 19$84 to 3124
miilion from <he $18%.1 millilion of the previous yesr.

As a result of the improvement in the capital account and &
major turnaround in private sectior capital movements, tne
public sector’'s net borrowing declined to $88 million. Much of
the reducricn in net private sector capital outflows, which
were reduced o $12 millicn from $26% million in the previous
vear, reflected capital imperts by foreign-owned banks needed

=0 participate in the Cenzral Bank's portiolio purchase

scheme. Since these inflcws represented indirect external
cblizations by the Central Bank, much of the apparent reduction
in public sector external borrowing was illuscry.

As a result of the continuing large public sector horrowing
requirement and the financial stringency needed to maintain
stabilizy in the external accounts, real GDP continued to
decline in 1%84, although by only 1.8 percent. However,
inflation accelerated to 52.1 percent cn a2 ysar end basis frcm
51.5 percent in 1383,

During the course of 1985, the GUOU was able to bring about a
Tinimal econcmic recovery at the cost of a widening of Its
Balance of payments deficit ané a2 marked acceleration of
inflation. Based on very preliminary data, the combined
deficit of the non-financial public sector and guasi-fiscal
losses of the Central Bank are estimated to have declined to
8.2 percent of GDP, with the Central Government accounting for
+he bulk of the decline. (More recent but still fragmentar
estimates suggest that the deficit may, in fact, nave been as
low as 5.5 percent of GDP.} Despite continuing large losses on
the portfolio purchase scheme, the Central Bank's losses are
estimated to have declined by 0.5 perceant ¢f GDP while the
financial position of the state encerprises detericrated by 1.2
percent of GDP due to delays in tariff adjuscments and some
build up in inventories by the stace enterprises. The
improvemen: in the Central Government's position was primarily
a result of a significant increase in revenue resulting soth
from an increase in the value added tax and petroleum taxes
enacted late in the previous vear and from a variety of tax
measures enacred by the present government in June.

The balance of payments recovered somewhat in 1683 to a def
of 336.1 million, despite some further detericration in thae
current account. Exports declined to 3545 million primar
due to a further decline in beef experits. Imporis also

'
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In the c¢apital account, the temporary capital inflows
asscciated with the pertfclic purchase scheme were reversed in
1985, with commercial banks reccrding 2 $219 million cutflow
and other private capital recording & $125.3 millicn infliow.
Cverall putbtlic sector borrowing showed a3 $132.4 million inflcw,
of which $108 milliicon represented short-term borrowing,
primarily by state enterprises to cover cash shortages
resulting from their increased fiscal deficits. The reversal
of short-term capital movements and errors and cmissions is
difficult to account Ior but may reflect scme Tecovery in
confidence in Uruguay as a regionsl kanking center.

With its ceontinuing high fiscal deficit and a mocdest
deterioration in the balance ¢f payments, Uruguay experienced
marked zcceleration in infiation during 1985 with the CPI
increasing by 83.0 percent on a year end basis. Cverall
economic activity is estimated, on the basis of very
preliminary numbers, to have increased by 0.7 percent, =he
first increase since 1381 but still less than even Uruguay's
iow rate 9f population growth.

i)

Cverall, it is reasonable t¢ characterize Uruguay as it enters
1986 as an economy which has been through a wrenching pericd of
adjustment, and which has managed to achieve a good deal of
adjustment., both of its exchange rate and of its fiscal
accounts. The real effective exchange rate, &as estimated by
the IMF, was 40.8 percent helow its third quarter 1982 peazk,
although it has shown some tendency Lo appreciate in recent
months, The fiscal deficit, including the guasi-fiscal losses
of the Central Bank, has been reduced from 18.4 percent of GDP
in 1%82 to an estimated 8.2 percent of GDP in 1%85. The
currant zccount deficit of the balance of payments was reduced
to $134.6 million from its peak of $428.1 million, despite a
series of adverse external develcpments. However, the
Urugusyan econemy has not yet been able to resume sustalned
growth, while inflaticn remains atr unacceptably high levels.
Moreover, scocial tensions resulting from the conseguences of
four years of adjustment remain a serious concern. As shown on
Table 3, unemplicyment at the end of 1985 stood at 10.8 percent
of the labor force, down from its pezk 0f 14.3 gpercent of 1383,



sur still well akzcve the 7.5 percent reca:ded at the end of
1381. Similarly, while rezl wase levels recovered in 1333,
they s=ill remzin well below the wage levels of 1%981. Th
cbiective of the GCU during 1986 and beyond is to achieve a
resumption of sconomic growth while reducing inflation and
creventing a detericration in the external accounts.

C. 3Bazlance cf Payments Outlock f£or 1586 and
Unfinanced Gap. AS a result of a combination of external
ceveleopments and policy measures introduced by the GOU, the
external acccounts of Uruguay are projected to improve markedly.
in 198%. The chief external ssurce of this improvement is the
decllne in world ¢il prices. In addition, however, all maisrc
2Xp0ort categories with the exception of meat exports, are

rojected to show significant recovery. The mission's
prciection of exports and imports for 1986 are shown on Table
4. These m:o;ec_lone have been developed in consultaticn with
GOU officials but represent khe Mission®s own projiections.

sorts of meat (chiefly beef} are projected to continue the
ecl ning trend of the past several years with 3 decline :in
rolume of 15.5 percent, only slightly offset hy a8 1.4 percent
nerease in unit values. Ezxports of wool, in contrast, are
p cjected to increase by 310 million in 1986 on the basis of =
2.4 percent increase in volume and a 2.4 percent increase in
expart prices.

"“" < W}

Among nen—tradl ional exports, textiles are projected to show
mede'aze IMprov nts in both volumes and prices in the face of
ight ex:ternal markets. On the other hand, export volumes cf

¢ea-“&4 and leathsr products are proiected to decline in
parallel with the significant decline in beef expecrits. "Cther”
ron-traditional exports, which inciudes 2 broad range of
manufactured goods, are projected fo increase significantly in
volume a3 2 result of increased demend in destination markees.

a
r

On the import side. the most significant develcpment for 1986
is the sharp decline in world oil prices. Although the average
level of import prices iz difficult to predict at the present
sime, rhe projection on Tabhie 4 assumes an average price for
rthe vear of 315 per barrel, down from $28.06 per harrel in
1885. Thus, despite a increzsse in petroleum consumpticn
proiected besed on a projected decline in real domestic prices,
although less than the decline in import prices, the value of
petrcleum imports is pvajected to decline from $223.6 million
in 1985 to $142.4 million in 1988
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Jther Imporis sre scmewhat more difficult o forecsst anc
depend on the real rate ¢f growth 2f the dcmestic economy, tne
sece=aral Aistrizurion of #hat graowth, and the rezl exchange
rate. TFur-herTore, 3ctual imports, as cpoosed to ex ante
impore demand, will depend on the availability cf external
raesgurces ©o supply that demand. The Ceantral Bank has
estimated, based on past patterns of imgpert demend, the likely
sectoral distribution of deomestic-growth, and no significant
change in the real exchange rate, that the achievement of its 2
cercent growth target for 1388 will reguire an increase Iin the

volume cf non-oil imports egual to 7.2 percent. Combining this
with an estimated increase in non-0il umnit values Oof 4.0
percent, yields a projeccted level of nom-cil imports cf 3548
million and a total impori reguirement of $6%1 millicn.

among the other porticns of the current account, tourism
receipts are expected tc be significantly higher in 1986 as sz
result of a very strong summer season in Janusry and February.
QOffsetting this to some extent are higher tourism expenditures
by Uruguayans abreoad. Net factcr service payments are
proiected to decline as a result of decliining world interest
cayments despite 2 mecderate incresse in total debt in 1985.
Traznsfer payments are essentially unchanged. Overall, the
current account deficit is projected to decline to 338 million
from its level of $135 million im 1%85.

In the capital account, it is useful to distinguish between
ordinary capital inflows and those specifically associared with
nzlance of payments support. Such & distinction is always
arbirrary and is particularly so in the present Uruguayan c3ase
necause much of the "extrzordinary” financing is actually
ssscciated with proiects. Nonetheless, as shown on Table S,
zhe Uruguayan public sector would be expected to receive $122
millicn in normal preject financing, suppliers credits, etc.
Ar the same time, in the absence of the commercial kbank
rescheduling, it would face $34¢ million in amortizacicn
pavments, and would undertake an estimated SIS milliion in new

short-term borrowing.

Capital wovements undertaken by the private sector are, of
necessirty, hichly uncertain. This is especially true i
Uruguay beczuse of the country's longstanding rgle as a
regional financial center whose private capital flows are ofrten
influenced as much by developments in neighbeoring countries as
by events in Uruguay. During 1985, private capital meovements,
including errors and omissions, equaled -$93.7 million. In
1385, this has been projected te increase slightly to -$130
million on the basis of expected improvements in political and
economic conditions in neighboring countries which is likely to
encourage residents of those countries to repatriate their
funds.



i385 1888 Volume rice
' Change Change
% : %
TEXPORTS (f.0.b.} 8345 884
Trazditicnsl 234 231 -3.2% 2.2%
Meat 105 30 -15.5%% 1.4%
Wool 1790 1890 3.4% 2.4%
Cther 1 2L 5.3% 5.0%
Non-Traditional 581, 333 3.4% 4.1%
Rice 82 85 4.1% -3.4%
Fish ang Shellfish 48 53 5.2% 4.0%
Textiles 98 104 3.0% 2.0%
Leather znd Leather Products 81 59 -5.0% 2.0%
Other 262 282 5.3% 5.0%
IMPORTS (c.i.f.) 713 831
Petroleum z2né Refined Products 224 143 20.0% -3458.5%
Other 492 548 7.2% 4.0%

Source: BCU unpublished datas zné Mission estimates.




TABLE 3

SPROJECTED BALANCE OF PAYMENTS
{million doilars)
1388

*DEBIT CREDIT NET

CURRENT ACCQOUNT L3753 1433 -38
Expores (f.o0.b.) 384 8§34
Imports (c.i.f.) 8351 -831
Travel 285 175 %0
Other Non-Factor Services 142 i4e -4
Factor Services &8 417 -349
Transfers - 15 4 12

CAPITAL ACCOUNT, EXCLUDING

EXTRACORDINARY FINANCING 137 478 -333
Crdinary Public Sector
Financing, Medium &
Long Term 122 346 =224

Short Term Public Sector 15 15

Private Sectcr, including

Errors & Omissions 130 -13¢C
BALANCE, EXCLUDING EXTRACRDINARY ~-337
FINANCIKG
EXTRAORDINARY FINANCING 179 3759

Commercial Bank Rescheduling 263 25%

Other Balznce of Payments

Support 80 80

Commercial Bank Cofinancing (45) {45%)
Advance Disbursement of
IBRD Loan {25%) {25)
Commercial Bank Trade Creditns (10} {19}
BALANCE WITH EZXTRACRDINARY
FINANCING -18

Source: BCU unpublished data and Mission estimaces.



The apove estimares vield an ex ante kbazlance of paymenis geo oI
3357 miliinn. The meost important source for £illing this gzg
is zhe multi-yeazr commercial bank rescheduling. The details of
the effects of the commerclzl bank rescheduling arrangements
are shown on Table §. This agreement was resched 1n princicie
in late 1%8% butr remalns unsigned as of g"*s time.

Nonetheless, beth the GOU znd its bank creditors have treate

rhe amounts involved as 1f they had been rescheuuled. The
agreement calls for the rescheduling of $1995 million in
amcrtization payments falling due in the five year period
beginning 1%85.

In addition to the debt rescheduling, the GOU projects for 1835
a dishbursement ¢f 845 million in commercial bank cofinancing of
a World Bank energy loan, $25 million in advance disbursements
of Worid Bank loans, ané $10 millicn in increased trade creglts
negotiated with Zurcpean commercizl banks. The remaining
balance of pavments gap 1s projected to bhe filled by the A.I.D.
Cash Transfer. The resources fo finance this gap from the
2.I1.D. Cash Transfer will enable the GOU to make available
sufficient foreign exchange to provide the imports needed to
sustain 2 percent real growth and aveid zny significant
reduction in net internaticnzl reserves.

D. The GOU Economic Stabilization Program and IMF
Agreerent. In general terms, the economic program of the new
Urugusyan government, 3s stated in its letter c¢f regquest te AID
(see annex I), is directed toward che gradual further opening
of the economy to international market forces, the reducticon of
the regulzatory burden on domestic producers, ané an increased
reliance upon the free play of market forces to allocate
resources. Although the GOU prcgram does not abandon the
rraditional Uruguayan {(and Colorado Party) objective of
providing a high level of social services to its population,
the present GOU sees improvements in this area as a gozl to be
achieved through a strengthening of its economlc structure.

In September 1985, the GOU entered into an 18 month Stzandby
Agreement with the IMF in an amount of SDR 122.85 millicn.
Uruguay concurrently received a drawing from the Compensatory
Facility in an amount of SDR 6.1 million. At the same time,
the GOU entered into negotiations with its commercial bank
creditors for a rescheduling of amortization coming due in the
period 1985-1%89, over a twelve year period with three years
grace, at an interest rate of 1.375 percent over LIBCR.
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MEDIUM TERM EZXTERNAL DEBT-SERVICE PROJECTIONS
AFTER ANTICIPATED RESCHEDULINGS
(Million BPeollars)
13886 1987 1988 1989% 19390

PUBLIC SECTOR MEDIUM

AND LONG TERM 320 173 279 3938 512
amortization 46 100 115 138 259
Interest 273 273 264 260 252
of which: Impact cf
Reschedulings -2%8 -304 -258 124 259
Amortization {-2%8) (-376)(-3635)(-240) (11i3)
Interest (43G) (72) (:09) (1ls) (l4s)

PUBRLIC SECTCR INTEREST ON

SEORT-TERM DEBT 42 40 39 41 43

PRIV. SECT. DERBRT SERV. 132 135 135 141 148
Amortization 32 34 35 37 38
Interest 100 122 100 105 110

Source IMF, Uruguay-Reguest for Stand-By Arrangement, August
30, 1985, Table 11, z2nd BCU and Mission Estimates.



The central feature of the stzbilization program is & series of
expenditure and revenue measures designed to reduce the
cotnined deficit of the consolidated public sector and Centrzl
SIank %o less than 5 percent of GDP for calendar 1%85. On the
xpenditure side, Central Government expenditures in the
regate are to remain essentiszlily unchanged at about 18.1
cent of GDP. Decreases in Central Government expenditures
e to be obtained from decreases in the real value of social
curity payments (projected to save one-half percent of GDP),
10 percent overall reduction in Central Government non-wage,
non-interest current expenditures (cne-guarter percent of GDP)
and 3 major cutback in the transfer paymentcs to the Mortgage
Bank (three-guarters percent of GDP). CQffsetting these
decreases are to be increased expenditures in a "National
Emergency Expenditure Plan” and in export prefinancing program
which are snticipated together to cost 1.5 percent of GDP.
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Given that Central Government expenditures are to remzin
essentially unchanged, the principal sources of adjustment 1is
public sector revenue. A package of tax measures enacted in
June 1985 included an expansion of the property tax to include
financial assets, an across-the-beard increase in customs
duties by 5 percentage polnts, a cne-half percent increase 1In
the tax on foreign exchange transactions, certain changes in
the corporate income tax, and the initiation of a withhclding
tax on profit remittances abroad. These measures are projected
o increase Central Government current revenue by 1.5 percent
of GDP over their 19835 levels.

} 2

significant part of the fiscal improvement in the GOU progranm
s +to come from increased surpluses of state enterprises
chieved through upward adjustments in their zariff schedules
nacted during 1985. These are anticipated to reduce the
imficit of the consclidated public secgtecr by 1.1 percent of
GDP. Finally, a 0.2 percent of GDP reduction in the public
sector investment budget is projected to contribute to an
overall reduction in the deficit of the Comnsolidated Public
Sector to 0.9 percent of GDP.

fL{0 W -

The guasi-fiscal losses of the Central Bank primarily arising
from the portfoclio purchase scheme of 1%82-83 remain an
intractasble problem. The GOU is committed tc reducing these
losses through 2 more vigorous effort to either obtain regular
epayments from those borrowers who are solvent or tc begin
iquidation procedures for those who are not. The prospect for
he success of this effort is uncertain, however, and the GOU
tself projects only a 0.3 percent reduction in the level of
Central Bank losses as & resuit.

LA AN



|
[V}
1

The overall package of fiscasl measures is s:zill proiected to
leave Uruguay with a lzrge, although probzbly managezble,
public sector borrowing reguirement. To help finance this
remaining deficit, and still maintain an zdequate rate of
growth of private sector credit, the GOU is attempting ko
improve dcomestic rescurce mobilization through the financial
system. To this end, it has recently remcved the legal
interest rate ceilings on loan interest rates, which had
previcusly had the effect of depressing deposit interest rates
below the rate of inflation. As a result, current interest
rates for thirty day deposits range from 66 to 70 percent, 3s
compared with a projected rate of infliation (according to
private sector sources) of 65 percent £or cazlendar 1986.

its Letter of Reguest to the USG, the GOU alsoc sets forth
ional policy objectives to be achieved during its term of
ce. Of particular importance 1s that of reducing both the
verall level of importc duties (insofar as this is compatible
with f£isczl obijectives) and the dispersion of tariffs, in order
to reduce the level 0of effective protection of domestic
manufacturing and improve the efficiency of domestic producticn.

III. Justification f¢or the Proposed Program.

A. Political Justification. The rationale for the
proposed assistance is political, i.e. &o provide tangible
support for Uruguay's return to democracy which is perceived by
the United States Government as a significant positive
pelitical event within the hemisphere. Conseguently, the
1%86-87 Foreign Assistance autheorizing legislation (the
International Security and Development Cooperation Act of 198S,
Secticn 720) included an ESF earmark for Uruguay of $15 million
cer year for FY 1588 and FY 1587.* As discussed in Sechicn
IT.A. Uruguavan civilian political institutions have heen
relatively weakened by twelve years of military rule zand
democratic instituticns are still fragile. To the extent that
constraints on growth ¢f the Uruguavan economy can be reduced,
the GOU's ability tec maintain pclitical stability within a
demcocratic framework will be enhanced. The provision of ESF
assistance to Uruguay will help help the GOU carry cut its
eccnomic program and alleviate the pressures on the external
account which would otherwise limit economic growth.




. Egonomie Sustificaticn. Over the psst three years, =he
GOU nhas managed to stabllize its external accounts &t the
expense of a considerable scceleraticn of inflation,
substantial increases in unempleyment, znd very large increzses
in its external debt. The present government came %0 cflice
detarmined to remedy the defectis in the zdjustment process
Fegun by the previous government. In particular, 1t preposed
-

to continue reductions in the fiscal and guasi-fiscal deficit
in order to expand the availability of credit to the private
sector whnich will be needed to sustain a two To three gpercent
rezl growth per year and at the same time reduce :inflation.

in ocrder to achieve a2t least two percent real growth in
1585 and still balance its external accounts, the GOU has
arranced a package of external financing for 1986 which
includes a multi-year rescheduling of amortizaticn payments due
to its commercial bank creditors over a five year period. and a
total of $150 millieon in new credits over an 18 month period,
of which the AID grant is a part. The AID cash transfer is a
relatively small part, in absolute size, of the total financing
package but it is an important symbol cf the U.S. governments
support of the policy effcorts of the present government Lo
achieve a more efficient economic structure through the
reliance on market mechanisms, and the gradual cpening of the
Urugusyan economy ro external market forces.

iv. Program Description.

A. Program Overview.

1. Justification for a cash tramsfer snd 3 small
technical assistancestraining grant. The alterratives to the
proposed Cash Transfer are a commodity import program and
projectized assistance. A cash transfer is particularly
attractive because it may be guickly and easily disbursed zané
because it facilitates econcmic growth by allowing a greacer
volume of imports than would ke possible without such
assistance. A commodity import program would achieve the szame
objective but would require that a complex and unwieldy
monitoring mechnaism be established, thus creating a very hezvy
management burden. While fully projectized assistance might
have 3 more direct develcprmental impact, it would require a
long disbursement period and increased A.I.D. stafi to monitor
proiect activities. Nevertheless, there are certain technical

xAs 5 result of Gramm-Rudman-Hellings, the amount available for
cbligation in FY 1986 is $14,355,000. The amount available
for obligaticn in FY 1887 is not Rnown at present.
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assistance and training needs o suppert the GOU's aconomic
recovery procram which are most effecrtively financed through a
separate limized scope grant project agreement.

»

A Czsh Transfer is therefore the preferred mechanism to channel
the maijor portisn of the funcs, £14,000,000. In addition *there
will be a small $355,000 grant agreement for technical
assistance and training activities. This mix of program znd
project activities can be effectively managed by a USDH A.I.D.
cifficer who will be assigned tc Uruguay. Since this officer
will be expected to alsc moniter the continuing ADC orogram 1in
Paraguay and will not have a trzined loczl hire staff availakble
ro assist in program management, it is impertant that the
program be relatively simple te manage.

fi

2. Utilizaticon and Manaagement of Dollar
Resources. Upcn compliance with all conditions precedent to
disbursement (See Section V) the GOU will recuest A.I.D. to
disburse the dollars being made available under the agreement.
The $£14,000,000 cash transfer is expected to be disbursed in
cne tranche to an account of the Central Bank of Uruguay in a
United States bank by means of an electronic funds transfer in
accordance with the instructions contzined in the GOU's Reguest
for Disbursement.

3. Justification for Grant Financing. The
political rationale for this program, which 1s to strengthen
democracy in Uruguay. i1s the fundamental basis for providing
grant assistance. The rslztive weakness of democratic
institurions, resulting in large part from twelve vears of
military rule, has tended to generate uncertainty and political
conflict between the executive and legislative branches. a
locan agreement would be subject t9o ratification by the
Uruguayan Congress =-- a process which would not only ke
time-consuming but could well generate substantial controversy
about the local currency recuirements and eccnomic
conditionality contained in the ESF Program Agreement.

B. Attribution of Dgllars for Import of U.S. Goods.
During the twelve months which fcllow disbursement of dollars,
the GOU will assure that an equivalent amount of dollars are
made available to the private sector for the importation of raw
materials, intermediate and/or capitzl geoods from the United
States. Since at present there are nc foreign exchange
controls and dollars can be freely purchased by importers, this
requirement is pro forma and its fulfillment of the requirement
is a function of demand for U.S. imports. Annual levels of
imports from the U.5. in these categories have averaged more
than $20 million annually over the past two years, a period in
which total imports have been severely reduced.
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Therefore, no difficulty in meeting :J‘s regquirmen s
expected. The Central Baﬁx will provide a llstlng of el:i
imports to A.I.D. on a semestral chlS seven and_thi: gen
—~onths after the dollar disbursement. The USAID regiconal
controller will spot check data provided to A.I.D. to assure
compliance with eligibility criteria.

LR

gible

C. Economic Conditionality Considerations. The C2U
1as commited itself implement a sericus econcmic recovery
rogram. A number of key aspects cf this program have been
lyzed in Section II.C. azbove. The Letter of Application
e1ved from the Minister of Ecconomy and Finance sets fort!
e basic principles of this program in general terms. Major

ements of the program include:

Dt ry ﬂl'U o 3
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—estaklishment of a market economy in which the private
sector plays the lead role in the growth of the eccnomy:

~-uses of market prices Lo allccate rescurces;

-reduction of government expenditures throudgh its
restructuring and the rationalizaticn of state enterprises:

free international flow of capital together with a
unitary freely floating exchange rate;

-market determined interest rates;

-econcmic reactivation through a strategy designed to
promcte those export sectors which have the greatest
comparative advantage; and

~inrcreasing efficiency of Uruguayan industry through the
reduction of effective tariff protection:

The GOU has zlready implemented many key elements of the
program (market prices for almost all products, removal of
interest rate ceilings, flcating rate of exchange) and 1s in
the process of implementing other aspects ¢f the program
{reducticn of effective tariff protection, reduction of state
expenditure, rationalization of state enterprise). Given the
nature of the program already initiated and the political
considerations discussion in Section II.A. performance
conditionality in order to disburse dollar funds is deemed to
be not necessary. Rather the GOU will be expected to covenant

+hat it will continue to make progress in the implementation of

its economic recovery program and to maintain the policy
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justments which it has already undertzken. Possible areas

r econcnmic conditionality identified in the Concept Pager
rivatization of state enterprises, zsgricultural policy
justments, public enterprise tariff peolicy, and tax
sdministration) sre either already being implemented by the GCU
s part of its program or are tco controversial (privatization)
to include in the program agreement as covenants, given the
existing political environment. It is expected, however, that
GOU will finznce a few key policy studies with the dollar grant
and local currency counterpart which will improve
implementation of its economic recovery program. The A.I.D.
representative and cther U.S. embassy officials will encpirage
the GCU to channel the decllar resources toward studies which
will achieve this objective.

(B~~~ I'h (B
Lo O

D. Local Currencv Uses and Programming.

1. Propocsed Loczl Currency Program. The proposed
iocal currency program uses be primarily directed toward
effcrts to expand production through private sector mechanisms
in support of the GOU's economic recovery program. Uses which
will impact directly on expansicn of private secter activities
inciude: (1) counterpart support for Multi-;ateral Development
Bank financed projects,especially Inter-American Development
Baknk (IDB projects, which are improving agricultural
productivity. diversifying agricultural exports, prevideing
pre-export finance, and increasing the value added of export
products through agro-industrial development; and {2} technical
ané financial support tc small industry and micro-enterprise
development activities. In addition local currency will be
allocated to carry out studies, technical assistance, and
“raining related to the GOU's economic recovery program and to
the administration of justice.

A major portion of the local currency resources will ke
programmed as counterpart for IDB projects. This use is
strongly justified becsuse it will assure that adeguate
counterpart resources are svailable for con-going projects which
will improve Uruguay's export potential and because it does nct
result in an increase in the GOU's fiscal deficit. Because a
major element of the GOU econcmic stabilizaticn and recovery
program is to reduce the fiscal deficit and the GOU has
committed itself to meet specific deficit reduction targets =s
part of its IMF standby agreement, the GOU has requested thst a
major portion of the local currency be used for this purpose.
Use cf local currency resources as counterpart for IDB projects
will alsc reduce the management/meonitcring burden of the A.I.D.
representative.



(1) support tc
oduction cocoperatives f£for agricultural
and agro-industrial development ($4,000,000
is will help support an on-poing agricultural
effort by a majsr ccoperative of sugar
has already demonstrated significant success;

{2) peso
denominated pre-export financing ($4,000,000 eguivalent) whi
would be channelled through commercizl banking channels. Th
use has heen identified by the GCU as an element of its
economic program and has been identified by the private banking
sector as a key requirement to expand export oriented
preoduction; and

(3) agricultural
production credit ($4,000,000 equivalent);

A possible alternative use for a portion of these resources Is
to provide counterpart financing for a proposed credit line
provided by the Internaticnal Finance Corporation (IFC) to the
private banking system in Uruguay for assistance teo Uruguayan
private enterprises in their financial restructuring efforts.
Private enterprise financial restructuring is a key conditicn
for reactivation of the Uruguavan econemy.

b. Small industry and micro-enterprise
activities —-- $1,245,000 eguivalent. There are a number of
cpportunities to work in this sector and several organization
have begun to expiore wavs to do so. The IDB and the
Inter-aAmerican Foundation have provided small grants £or this
type of activity but demand for both credit and technical
assistances/training far exceeds current resource availability.
Funds for small industry and micro-enterprise activities will
be channelled through several PV0Os with proven track records
and the Ministry of Labor which has an active program in this
ares.



c. Counterpart for the small crant Do
finance studies, techniczl assistance, and training (See
Section IV.E beleow) =-- $353,000 equivalent. This will include
loccal cost finmancing for administration of justice activitcies
o be carried cut in Uruguay. As described in Secticn IV. E
celow, there is ilnterest in develcoping zn Administraticon of
Justice activity in Uruguay. Despite the long history cof rule
of law in Uruguay, the operaticnal effectiveness of Uruguay's
judicial system has diminished significantly during the .past
two decades. The ineffectiveness ¢f the the judicial system,
the backlog of cases, and the poor training of judges and cours
cfficials have had a direct and adverse impact on private
business operations. Specifically, it is wirtually impocssible
for 2 lending institution to obtain a court judgement against 3
debtor unable to pay his debts. As a result, c¢redit throucgh
the commercial banking system, other than trde credits, is
virtually unobtainable except to the very best clients.

It will also provide counterpart financing for te studies,
technical azssistance and training achtivities described in
Secticn IV.E. which will assist Uruguay's economic recovery.

2. A.I.D. Trust Fund. In addition tec the local
currency program discussed above the GOU and A.I.D. will sign a
trust fund agreement which stipulates that the GOU will
ailocate 2.5 percent of the local currency deposited in the
Central Bank ($350,0C0) to a trust fund to be used by A.I.D.
for its local currency cperating expenses. This amount is
adequate to cover the local currency operating costs of the
program during the two year time frame during which an A.I.D.
representative will be assigned to Uruguay. The account will
be established in the name of the U.S5. Disbursing Officer who
w1lll disburse funds in accordance with normal A.I.D.
disbhursement procedures and practices. The funds in the
zccount will remain available until expended or until the
A.I.D. program in Uruguay is terminated. In addition to
covering costs directly associated with the presence of a USDH
A.I.D. representative in Uruguay, the zrust fund will be used
to financed¢ costs of A.I.D. meonitoring the local currency
program.

3. Loczal Currency Programming and Dishursement
Procedures. Prior to disbursement of the dollar resources,
A.I.D. and the GOU will sign a Memorandum of Understanding
{MOU) in which they agree on the dishursement mechanisms for
and cgeneral uses of the local currency depcosits. It is
contemplated that the GOU will estzblish 3 special account in
the Central Bank of Uruguay and depcsit an equivalent amount af
local currency therein. However, depending on GOU accounting
procedures, local currency used as counterpart for IDB projects
may be channelled directly to the executing agencies rather
than through a special account. The MOU will contain a
provision for the establishment of an A.I.D. cperating expense
trust fund.




In order %3 zmeliosrste the impsct ¢f the locsl currency orsgrem
on t=he CGOU fiscal deficin, it is contemplated the depcsit o
local currency will be tranched over z pericgd of 12 months cna a
guarterly bezsis. However, disbursement of the the entire
amount t©o be depesited in the cperating expense brust fund will
e transferred impnedistaly to the trust fund accounc.
Disbursement of local currency funds will be made in accordance
wirth the terms of the MOU. Specific programming of lccal
currencies will be done through an exchance 2f letters
conveying mutusl agreement on each specific use,

The possibility of setting up an autoncmous local currency fund
cr foundation will be jointly explered by the A.I.D.
representative and the GCU. Such a fund would have a small
staff to assume much of the burden associated with the
administration c¢f local currencies and would likely provide
flexibiiity 1in programming local currency rescurces. In the
event that 3 fund or foundaticon cannot feasibly be established,
the Cffice of Planning and Budget of the Presidency of the
Republic will be the GCU entity which programs loczl currency
rasgurces.

E. ©Dglliar Program. The GOU has requested that
$355.,000 of the Program amount be reserved to finance dollar
costs for technical assistance, short-term training,
visitational travel, and studies related toc its reccovery
efforts and to its administration of justice initiative. This
amount will be obligated through 2 separste grant agreement
signed with the Planning and Budget Qffice of the Presidency.
The GOU will provigde an equivalent amount of counterpart for
this purpose. The grant will cover the costs of activities
over a twoe vear period.

The administration of justice initiative, also supporced by =zhe
GCOU-owned local currency to be programmed under the $14.90
million cash transfer, is expected to lead to the estzblishment
of an autonomous institute to upgrade the quality of
professional and other persconnel in the judicial system, %o
streamline the judicial process where feasible, and to provide
in-service skills training throughout the legzal system,
including commercial law. Initial efforts to be partially
financed with this grant will focus on organizing lectures andé
seminars on appropriate themes; on dizgnostic studlies of
current legal concerns and issues; and on preparing a detsiled
plan describing the role, functions, a2nd financing of a
permanent institutiocon. The UNDP will be the principal sponsor
during this crganizational phase. The LAC Regional
2dministration of Justice project also will be involved
gctively in identifying and arranging for consultants and i
participating in the design of legal studies and the plan for
the autonomous institution.

tal
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The A.I.D. funds under this conpenent will cover ¢onsulting
fe2ez and honoraria, any travel costs not coveraed by the
GOU-cwned local currency or by UNDP, and limited procurement
imported texts, references, journals, and cocther appropriate
materials and eguipment {(e.g., microfiche viewers, overheszd
prciectors, etc.) that may not be avalilable locally. It is
estimated that about $100,800 of the grant will be used to
support the dellar costs of the zdministraticon ¢f 3Iustice
initiative. During the second year, support alsc will be
requested uynder zthe LAC Regional Administration of Justice
proiject to help the lecal initiative become regional in
scope--at least for the Southern c¢one countries If not for all
of Scuth America.

O
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The balance of the grant with the Plznning and Budget Dffice
will be used to support a variety of recovery related studies,
technical assistance, and training. The studies selected for
financing will support the implementation of key elements of
the GOU's economic program, e.G., capital market development,
the promotion of foreign private investment, the improvement of
public secrtor efficiency, =2tc. Examples of such studies could
include an analysis ¢f the banking sector focusing on the role
of the Banco de la Republica (BRCU) in the determination of
interest rates, the appropriate role for the state petroleum
and cement company {(ANCAP)Y, znd the restructuring of foreign
investment legislation to encourage zdditicnal private foreign
investment.

2lso, the GOU and private sector entities have & number of
industrial and agreo-industrial project proposals in varicus
stages ¢f preparation which could be partially financed through
this grant. Similarly, the Ministry of Agriculture intends to
revamp its research and extension services to place majer
responsibility for their operation in the hands of privarze
sector crganization and needs to carry out further design

work. finally, it may be possible £o utilize the regional
cffice cf the Internaticnal Ezecutive Service Corps {IESC)
located in Asuncion, Paraguay to furnish short-rterm techniczl
assistance to private enterprises that are facing technical cr
managerial difficulties. In this case , the A.I.D. funds could
ne used to help cover the contributions normally reguired from
the host country firm or entity.

In some cases, the activities and studies to be carried out
will have the sponscrship of other international
organizations. The UND?P, for example, will be instrumentsl in
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and investigation. I* will be necessary
o time to utilize a consultant f£rom & non-U.S.

cr to fund a training oppcrtunity in a country other
U.S. Accordingly, the authorization of this small
ant will include provision for procurement of goods and
rvices frcm A.I.D. geogragphic Code 899 ("Free World")} for up
$100,000 ¢ the grant amount.
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¥. Condirions, Covenants and Negectiating Stastus

A, Conditions Precedent to Disbursement. The Program
reement will contain the following congditigns precedent to
isbhursement:

1. an opinion of legal counsel acceptzable to
.1.D that the agreement nhas been duly executed on behalf of
ruguay and that it constitcutes a3 legally binding obligaticon of
r

2. a statement of the name of the GCU's
aucthorized representative;

3. a signed Memcrandum cf Understanding between
the GOU z2nd A.I.D. which sets forth the uses and disbursement
mechanisms for local currency provided by the GOU in
fyulfillment of the terms of the program agreemen; angd

4. 3 signed operating expense trust fund agreesment.
8. Program Covenants. In additien to the above

conditions, the Program Agreement will include the following
covenants related to program implsmentation:

1. that the GOU will assure the availability of
an amount of foreign exchange equal to the amount obligated
under the Agreement, with z period of twelve months {rom the
date of disbursement of the assistance under the agreement for
the importaticn, of raw materials, intermedizte geods, and
capital goods from the U.S.:;

Z. that the GCU maintain steady progress in the
implementation of its stabilization and recovery program in the
arsas outlined in its Letter ¢f Application to A.I.D.




C. Negotisting Status. The essential terms and
conditions ¢f ESF cash transfer program have been discussed
with the Minigsrer of Economy and Finance and with the Director
of the QJffice

of Planning and EBudget ¢f the Presidency of the
Repuplic. More detzillied discussions have been held with
nificials of the Office of Planning and Budget and the Ministry
of Economy and Finance on the cash transfer program and the
limited scope grant f£or technical assistsnce and training. A
Letter of application from the Minister cf Economy and Finance
is attached 2s Annex I.

-



Abril 24 de 1986,

SM/13.

Sefior Embajador de los

Estados Unidos de Norte América,
don Malcolm R. Wilkey,
Presente

De mi mavor consideracidm:

En representacidn del gobiernc de =i pais debo manifestarle que
se ha decidido aceptar la avuda financiera ofrecida por los Estadeos
Unidos de Am@rica, per una suma de uSs 14:355.000.- para apoyar programas
de desarrcllo eccadmice.

Como es de su conocimiente, este Gobierne se encontrd con un fuerte
dererioro de la sitvacidn econdmica del pafs, donde la caida sistemicica
del Ingreso Nacional (mas del 22% durante el cuatrienio 1981-1984), un
elevadec endeudamienro externo e interne, abultado dé@ficit fiscal (pro-

imo al 103 del PBI) y altas tasas de desocupacidn (14% de 1z Poblacidn
Econdmica Activa) eran sus sintomas mas elocuentes.

Frente a este escenario tan adverso, se pretendid restablecer los
equilibrios bisicos de la economia. Un primer objetivo fue la disminucidn
del déficit fiscal a niveles manejables, con la meta de ubicarlo en un
5x del PBI en 1986 v en un entorno inferior al 3% en ados siguientes.

En segundo lugar, se mejord el perfil del endeudamiento externc com
el propdsito de que la transferencia neta de recursos hacia el exterior
no superara al 32 del PBI, aumentindose de esa manera las posibilidades
de la reactivacidn eccndmica.

Durante el afio 1985 -~y fundamentalmente durante su segundo semestre-—,
el comportamiente de la ecoromia mostrd signos de mejoria incipientes.
Los niveles de desocupacifn cayeron a menos del 1i2%; los salarios reales
aumentaron mas de un 14% y el Producte EBruto crecid (0.7) rompié&ndose
asi 1a tendencia decreciente que caracterizaba a su evolucidn. De mante
nerse la tendemcia anotads durznte el {ltimo trimestre de 1985, puede
esperarse una tasa de cresimiento oscilante en un 3% para 1986, guarismo
sumamente irpertante -no por su magnitud- simo por lograrse en medic de
una situacidn internacional sumamente dificil.

e
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Estos resultados auspiciosos son el frute de un programs de gobierno
realista, con el propdsito de comsolidar un sendero de crecimiento estable
para la actividad privada, en su caricter de motor principal para toda la
econonmia,

En este sentido, la conduccidn eccmdmica ha sefialade en forma inequivoca
las pautas principales que cefiirdn la actividad de los agentes econdmices.

Con caricter gemeral, se pueden citar entre las principales, las si-
guientes:

- Establecimiento de una ecomomiaz social de mercado donde el sector
privado cumple el rol protagdnicc para el crecimiento de la
economia;

- Mejoramiento del papel rector de les precios determinades libremente
en la asignacidn de recursos de la economia;

- Disminucifn relativa del gastc del Estado mediante su redimensiona-
ziento y la racionalizacién de las empresas que actiian en su 8rbita;

- Libre movimientc de capitales con el exterior, conjuntamente con
libertad cambiaria v un tipo de cambio unico y flotante;

- Determinacidn de las tasas internas de inter#s por el juego libre de
la oferta y demanda de fondos liquidos;

~ Consolidacidn del mercado de capitales con el propSsito de apoyar la
gestidn productiva del sector privado;

- Perfeccionamiento de marce juridico que regula la inversidn extranjera
consolidando el tratamiento no discriminmaterio que siempre ha tenido.

- Dinamizacifn de la capacidad productiva del pais mediante una estrate-
gia de apertura hacia el exterior, apuntalando aquellos sectores ex-
portaderes en los que se tiemen las ventajas comparativas mayores;

- Mejoramiento de la eficiencia del aparato industrial en su conjunto,
disminuyendo el nivel y la dispersidon de su proteccidn efectiva;

- Racionalizacidn del gasto piiblico tendiendo a lograr una mayer efi-

ciencia y una participacidm creciente de los sectores sociales,
especialmente salud, educaciln y vivienda.

N
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En el programa de Gebierno gue se estd implementando y cuyos aspectos
principales se acaban de explicitar susariamenre, se espera lograr tasas de
crecimiento adecuadas del Producto Nacional, unica via genuina de satisfacer
las necesidades del cuerpo social.

La cooperacidn econdmica que se pone 3 nuestra disposicidn tendria
como fin el apuntalamiento del sector preductive privade y otras ireas que
es de interé@s apoyar.

Asimismo, con aquellz se procederfa al firanciamiento de programas de
adiestramiento y estudios varios referides a diversos sectores de interds
para el pais, por una suma aproximada a los u$s 355.000.-

Por dlrimo, corresponde sefialar que haremos ia asignacifn correspon-
diente en moneda local, para imstalar la unidad de seguimiento de este pro-
grama por parte de la Agencia para el Desarrolle Internaciomal.

Sin otro particular, saludc a usted atentamente,

Jia.—




