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Executive Summary

based social welfare and solid democratic

institutions building on a deeply ingrained
preference for equality and political consensus.
The country enjoyed the highest human development
standards in the region during the last century, and
Uruguay's society is still among the most equitable in
the region in terms of income distribution and social
indicators. Like many of its neighbors, recent decades
were marked by successive domestic economic crises,
the most recent accompanying the Argentina crisis of
2001-2002. In 2004, in the aftermath of the crisis,
the Uruguayan electorate brought forth an important
shift in the political landscape by voting into power a
center left coalition (the Frente Amplio -FA).

l | ruguay has a strong history of broad-

Efforts to decrease the economy’s vulnerability
after the 2001-2002 crisis resulted in it proving
more resilient to the recent global recession than
many other emerging market economies. This was
due to a generally solid macroeconomic framework,
greater exchange rate flexibility, rising international
reserves, and improvements in the banking system.

The first FA administration led by former President
Vazquez successfully consolidated the restoration
of macroeconomic stability, increased integration
into international markets, and improved the
investment climate. These efforts paid off with an
unprecedented economic growth rate (6.6 percent on
average from 2004 to 2008). The focus on promoting
economic growth was accompanied by a desire to
ensure that all Uruguayans shared in the country's
success. Thus, expanding social protection programs,
as well as health and education services, was central
to the policies of the Vasquez Administration. These
combined efforts resulted in poverty declining by
nearly 35 percent; and extreme poverty by 50 percent,
between 2003 and 2008, with unemployment falling
from 16.9 to 7.9 percent.

The second FA Government took power in March
2010, and the new President, José Muijica, declared
that he would consolidate the positive economic
and social outcomes achieved by his predecessor.
The new Government recognizes the importance for
Uruguay to look beyond the region when setting its
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reform agenda for the next years. The country indeed
has a unique opportunity to reach, in the medium
term, living standards and quality of institutions that
are comparable to those enjoyed by advanced OECD
economies.

The implementation of the 2005-2010 Country
Assistance Strategy (CAS) was largely successful,
and Bank-financed activities contributedsignificantly
to the Government’s development objectives,
with Bank support structured in three pillars: (i)
reducing vulnerability; (i) sustaining growth; and (iii)
improving living standards. This period witnessed a
marked strengthening of the Bank’s partnership with
the Government of Uruguay (GoU). The Bank opened
an office in Montevideo in 2005, which strengthened
relations with the Government and facilitated
successful CAS implementation. Further, the Bank
was able to customize its financing innovatively in
order to disburse a Development Policy Loan (DPL)
in local currency. Finally, the Bank demonstrated an
ability to shift the focus of its collaboration to areas in
which the Government was prioritizing critical reforms
and initiatives which required important knowledge
transfer to move forward with innovative approaches.

This Country Partnership Strategy (CPS) aims to
help Uruguay take the next steps in consolidating
economic reforms, and enhancing social outcomes,
thereby more closely aligning with OECD standards.
It will build on the positive experience of the previous
CAS period, when the Bank’s financial assistance
was significantly increased and the policy dialogue
extended to a wide array of critical components of
the country’s development strategy. This positive
experience entailed a flexible and responsive stance
by the Bank characterized by nimble and effective
responses to evolving needs. This enabled the Bank to
expand its support to the Government into new areas
- like promotion of innovation, public sector reform
and health reform - and thus support emerging key
government priorities.

The proposed CPS includes a Bank lending program

of approximately US$700 million, together with
an active International Finance Corporation (IFC)
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program and a strategic joint Government-Bank
program of Analytical and Advisory Services
(AAA), structured around the following four
pillars: (i) Reducing Macroeconomic Vulnerability
& Strengthening Public Sector Administration; (ii)
Competitiveness & Infrastructure; (i) Agriculture,
Climate Change, and Environment; and (iv)
Increasing Social Inclusion & Equity. Reflecting the
lessons of the CAS Completion Report, the strategy
will be flexible to accommodate the Government's
potential need to adjust course in the event of
unforeseen domestic or external developments,
and it will buttress the administration’s efforts to
achieve consensus on its ambitious reform agenda.
Indicative support for this strategy is proposed to
include a series of two DPLs totaling US$200 million
(late 2010 and late 2011), investment lending totaling
approximately US$500 million, and a well-focused
and demand-driven AAA program. The proposed
strategy places a heightened emphasis on supporting
Uruguay in accessing international expertise and best
practices, as well as sharing its own experiences with
other countries through South-South exchanges.

The IFC strategy in Uruguay for the CPS period
complements the Bank’s strategy by focusing
on the following four main areas: (i) financial
services, (ii) agribusiness, (iii) competiveness,
and (iv) education. In the financial sector, IFC aims
to support banks and non-banks that focus on the
mid-market corporate and low-income retail banking
segments. In agribusiness, the focus is likely to remain
on export-oriented enterprises with deep linkages to
small- and medium-sized farms. All three of IFC's
active investment projects in Uruguay are in export-
oriented agribusiness companies. The Corporation
also aims to reinforce the country’s competitiveness
by financing infrastructure projects, especially those
in the renewable energy, logistics, and water sectors
once appropriate regulations are in place. Finally, IFC
hopes to support private sector education institutions,
particularly those that offer technical and vocational
courses for low income students.

While Uruguay'’s resilience in the face of the recent
global economic crisis demonstrates that it is much



more strongly positioned than it was 10 years ago,
significant risks remain. Despite declining as a
source of risk since 2005, debt sustainability remains
the main economic risk, followed dollarization and
exposure to global and regional shocks. Political risk
is low, though significant social risk arises from the
tensions between pressure to expand government
programs and the need for a prudent fiscal stance in
ordertofurther reduce macroeconomicvulnerabilities.
Finally, natural disasters and climate change have
already had a major impact on rural income, as well
as important fiscal implications, in recent years.
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Introduction

1. Uruguay has a strong history of broad-based
social welfare and solid democratic institutions
building on a deeply ingrained preference for
equality and political consensus, which is still very
present today. The country enjoyed the highest
human development standards in the region during
the last century. While the country has faced adverse
developments in recent decades, these standards
remain high, and Uruguay's society is still among
the most equitable in the region in terms of income
distribution and social indicators.

2. This country of 3.3 million people has set its
own distinct development path in a context of a
deep economic inter-connection with its large
neighbors, Brazil and Argentina. In Uruguay, the
state is widely recognized as trustworthy and effective
in the delivery of public goods, and the society has
explicitly voiced its preference for having the state play
an active and expanded role in most public service
sectors.  This trust is a reflection of the country’s

tradition for consensus-based policies and of the
strong performance of the public sector in ensuring
nearly universal coverage and adequate quality and
transparency in the provision of services.

3. Uruguay's traditional development model
combines a dynamic primary export base and a
welfare state responsible for the distribution of
economic benefits. This model came under serious
pressure in the latter part of the twentieth century, due
to unfavorable commodity price developments and a
weaker performance in public sector management.
This triggered a gradual social and economic decline,
leading to high unemployment rates and chronic
fiscal and balance of payments imbalances, and
compromised opportunities for economic expansion.

4. In the early nineties, the country embarked
on an economic turnaround based on economic
opportunities offered by expanding links with
regional partners, facilitated by economic
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integration through the Mercado Comdin del
Sur (Mercosur) - and with all the benefits and
vulnerabilities thus implied. This strategy produced
encouraging early results, with high growth rates,
progress on economic diversification, and substantial
poverty reduction. However, the increased reliance on
regional economic relations made Uruguay’s economy
highly vulnerable to the performance of its neighbors,
as was dramatically demonstrated when Argentina’s
severe political and economic crisis broke out in
2001. This had a devastating effect on all dimensions
of Uruguay’s economy and society. Unemployment
and poverty rates rapidly increased to 20 percent and
over 30 percent, respectively. Real wages plummeted
as the Peso was devalued and the economy went into
a deep recession. The Government faced a mounting
fiscal deficit and an exploding external debt, placing
the country on the verge of insolvency.

5. Uruguay managed the crisis very well, without
defaulting on its debt. The Government rapidly put
together a comprehensive recovery program based
on respecting contracts and commitments, while
mitigating the adverse social consequences of the
crisis. In particular, the authorities refused to default
on the debt, and worked hard to reach agreement
with creditors on a debt restructuring plan consistent
both with the repayment capability of the country and
with the rules of the game. This recovery program
enjoyed broad political and social consensus, and
the authorities managed to mobilize the international
community to help safeguard fiscal solvency and
address structural issues that were critical for return
to high growth levels. Eventually, as the economy
recovered much faster than expected, Uruguay was
able to repay the multilaterals’ emergency loans well
ahead of schedule.

6. In 2004, in the aftermath of the crisis, the
Uruguayan electorate brought forth an important
shift in the political landscape by voting into power
a center-left coalition (the Frente Amplio -FA). In
a reflection of the stability of Uruguay’s consensus-
oriented democracy, the loss of the executive branch
by the two parties that had dominated the political
scene for 170 years did not generate significant
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disruptions in the post-crisis recovery agenda. The
FA ensured remarkable institutional continuity while
gradually consolidating a reform agenda around which
it shaped an unprecedented political consensus.

7. The first FA administration, led by former
President Vazquez, successfully consolidated
the restoration of macroeconomic stability
and undertook determined efforts to increase
Uruguay's integration into international markets
and improve the investment climate. These efforts
paid off with unprecedented economic growth (6.6
percent on average from 2004 to 2008). Based
on its conviction that sustained and broad-based
economic growth require policies that go beyond
stable macroeconomic conditions, the Vézquez
administration took a proactive stance on promoting
innovation, infrastructure  development  and
institutional reforms for increased competition and
conducive conditions for private sector development.

8. Pairing these efforts in promoting economic
growth with expanding social protection programs,
as well as health and education services was central
to the policies of the Vazquez Administration. The
Government focused on promoting universal access
to key benefits and services by vulnerable groups.
This included the expansion of the family allowance
program, the introduction of a pioneering program
to provide every primary school student a personal
computer (Plan Ceibal), and the launch of a major
health reform aimed at gradually increasing coverage
to ultimately reach the totality of the population.
These combined efforts in the economic and social
fronts generated positive outcomes that went beyond
recovering ground lost in the 2002 crisis. Between
2003 and 2008, poverty declined by nearly 35 percent;
and extreme poverty, by 50 percent. Unemployment
fell from 16.9 to 7.9 percent.

9. The second FA Government took office in
March 2010, with President José Mujica promising
to continue the sound policies implemented in
recent years, with a view toward consolidating
the positive economic and social outcomes. He
committed his administration to further increase



the effectiveness of public policies - such as further
expanding social sector programs with an increased
emphasis on enhancing their impact. The new
Government has committed itself to studying global
best practices in setting its reform agenda for the
coming years. In the medium-term, the country has
a unique opportunity to achieve living standards and
quality of institutions comparable to those enjoyed by
advanced OECD economies.

10. This proposed Country Partnership Strategy
(CPS) covers the years 2010-15 and is aligned with
the country’s development vision. It proposes
a Bank lending program of approximately US$700
million, together with an active International Finance
Corporation (IFC) program and a strategic joint
Government-Bank program of Analytical and Advisory
Services (AAA). The CPS will provide for flexibility to
enable the program to respond to emerging needs.
Rather than providing a detailed blueprint of the
terms and scope of the partnership between the
Government and Bank, the CPS aims at laying out the
guiding principles for shaping this partnership. While
it specifies the programs identified for the initial years
of the partnership, sufficient flexibility is built into the
CPS to allow for responding to evolving government
priorities and needs.
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The Country Context

A. POLITICAL DEVELOPMENTS

1. With the election of Mr. José Mujica by an
ample margin and the FA's concurrent achievement
of a majority in both houses of Parliament, the
Uruguayan electorate has endorsed the policy
framework inaugurated in 2005. There seems to
be a growing consensus in the country that, after
overcoming the challenges resulting from the 2002-
03 crisis, the country now needs to develop a broad
national consensus on a development agenda that
will put the country on a path of sustained growth
and high standards of human development.

12. President Mujica has consistently expressed
the need to articulate “state policies” that will
stand above the day-to-day political debate.
From his first days in office he has reached out to
opposition parties in seeking consensus in critical
areas such as education, infrastructure, environment,
security and public sector reform. In successful intra-

party negotiations, Mr. Mujica approved having non-
members of the ruling coalition invited to the board
of directors of some of the government-controlled
institutions and corporations, a strong departure from
past political practices. He is currently benefitting from
strong approval ratings, leaving him well-positioned to
pursue his political initiatives and legislative agenda.
Maintaining this support will depend on his capacity
to translate the populace’s strong expectations into
a concrete development agenda that will effectively
improve living conditions.

13. Inits first months, the Government announced
a number of important new reform initiatives, most
notably a renewed commitment to customs reform,
the introduction of a public-private partnership
framework for investment in the infrastructure sector
and, further consolidation of social protection transfer
programs. It also managed to complete some reform
efforts initiated under its predecessor government,
such as the May 2010, launch of the Empresa en
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el Dia initiative, a one-stop-shop for firm creation
which constitutes a significant improvement in
Uruguay's business environment. The Government
also changed the presentation of its budget from an
administrative to a program-based format, which will
enable preparing the new 5-year budget in way that
better reflects policy objectives.

B. ECONOMIC PERFORMANCE

14. Efforts to decrease the Uruguayan economy’s
vulnerability after its 2001-2002 crisis resulted in it
proving moreresilientto the recent global recession
than most other emerging market economies. This
reflects a generally solid macroeconomic framework,
greater exchange rate flexibility, rising international
reserves, improvements in the banking system, and
an improved investment climate that lessened the
impact of the crisis and positioned the country well to
benefit from a recovery.

15. Prior to the global recession, Uruguay had
enjoyed several years of impressive economic
performance. Real GDP growth averaged 6.6 percent
from 2004 through 2008 and largely resulted from
a rebound in both domestic demand and exports.
Growth reached 8.5 percent in 2008, the highest level
in the last 20 years, despite a slowdown in the last
quarter of the year due to the crisis. International
trade expanded significantly, though Uruguay's
trade structure remains highly concentrated, both
by product and geography. Export growth averaged
13 percent per year in 2004-2008. Unemployment
declined to its lowest level in over a decade, falling
from 13.1 percent in 2004 to 79 percent in 2008.
Although economic activity slowed with the crisis
and the economy contracted in the first quarter of
2009 (-2.9 percent), growth resumed in the second
quarter and reached 2.9 percent for the year. Current
projections anticipate an increase to 5.5 percent in
2010, and -- in subsequent years -- revert back to
long-run growth of 4 percent. Annexes C and D

contain more detail on the economic context and
debt sustainability, respectively.

16. Public debt management has achieved
considerable success in terms of reducing debt
and improving its composition. Gross public debt
declined from 79.3 percent of GDP in 2005 to 60
percent in 2009. With the increase in foreign reserves,
net public debt declined about 20 percentage points
of GDP over the same period.! In terms of debt
composition, 78.9 percent of total public debt is
held by private creditors, compared to 55.7 percent
by end-2004, reflecting restored access to market
financing. The foreign currency share of total public
non-financial sector debt fell from 76.6 percent in
2004 to 56.7 percent by December 31, 2009. Debt
sustainability continues to pose a risk, albeit one that
has been greatly reduced. Medium-term government
borrowing requirements are manageable, despite a
concentration of maturities in 20112 A conservative
estimate of the gross borrowing requirements for
2011 amounts to USS$2.9 billion or 6.5 percent of GDP.
With less than a third of this amount expected from
International Financial Institutions (IFls) (see Section
IV), Uruguay will likely need to seek substantial
additional funding from capital markets.

17. The banking system consolidation process
that occurred in the aftermath of the 2002
crisis and proactive Central Bank intervention
and supervision have contributed to greater
financial system stability. Since the outbreak of
the international financial crisis, the financial system
has managed to navigate the storm without major
difficulties.  Prudential requirements have been
improved and banking regulation and supervision
has been strengthened. The accumulation of foreign
reserves by the central bank contributed further to
the confidence in Uruguay’s currency, which has been
floating since mid-2002.

18. Despite a significant decrease over recent
years, the degree of dollarization remains high.

1. Public debt-to-GPD ratio is calculated using end-of-the-period exchange rate
2. A large share of the maturities are owed to local markets and are denominated in indexed local currency units
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Figure 1: Long Term Poverty Trends in Uruguay
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Since the 2002 crisis the level of dollarization in
the financial system has fallen from 83 percent to
55 percent for credits, and from 92 percent to 77
percent for deposits. However, it remains high,
implying a substantial exposure of the banking sector
to foreign currency risk from corporate balance sheet
mismatches.

C. POVERTY

19. Uruguay's long-standing focus on social
equity makes advances in the reduction of poverty
and inequality a central policy priority. However,
successive economic crises at the end of the last
century weakened the social model, and today poverty,
extreme poverty and inequality levels remain relatively
high despite recent improvements. Exacerbated
by the 2001-2002 crisis, both poverty and extreme
poverty began a downward trend in 2004, and in
2008 both neared the lows of the previous decade
(20.9 percent for poverty, 1.5 percent for extreme
poverty). Uruguay has not suffered the degree of
impact experienced by some of its neighbors - that of
having a longer-term trend of increasing poverty as a
result of successive crises.

20. Improvements in equality were more modest.
The Gini coefficient declined from its highest level of
0.44 in 2004 to 0.42 in 2008, a slight improvement
from its pre-crisis level (0.43 in 2000). Uruguay ranks
high among Latin American and Caribbean Region

1997 1999 2001 2003 2005 2007

(LCR) countries in the provision of basic opportunities
for children according to an equality of opportunity
principle across five very basic goods and services for
which there were comparable data across countries
circa 1998 and 2008 (access to water, sanitation,
electricity, completing sixth grade on time, and school
attendance for children 10-14). As detailed later,
implementation of the National Plan for Social Equity,
as well as health and education reforms, is hoped to
further improve equity in these areas.
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Development Challenges
& Government's Vision

21. In its first months in office, the Government
has conducted intensive internal and external
consultations for defining its longer-term
government program. This consultative process
centered on the preparation of a new five-year budget,
which will cover the period up to the end of the
Government's mandate (2010-2015), and is expected to
be presented to parliament at the end of August 2010.
In parallel, the authorities are preparing partnership
programs with their main development partners, most
of which coincide with the five-year budget period.

22. While no formal Government program has
been issued, the authorities have laid out at
different occasions their policy priorities. These
priorities, which are still in process of being fine
tuned and translated into concrete legal and policy
initiatives, are as follows:

 The authorities have committed to adhere to the
prudent fiscal and economic policies of the last

administration and continue expanding coverage
of social program and basic services.

They have identified the following key priorities
to deepen reform achievements: (i) strengthening
competitiveness  through increased coverage
and better quality of infrastructure and a more
conducive business environment; (i) expanding
and improving the impact of social service delivery,
with an emphasis on education; iii) enhancing
productivity and income and job generation in
the agriculture and food sector; (iv) protecting
the environment and mitigating and adapting to
the effects of climate change; and v) improving
security of citizens.

They expressed a keen interest in getting more
value for money in public programs; and the
Government has launched a number of important
cross-cutting reform initiatives.  Most notable
in this regard are the introduction of a policy
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framework for public-private partnerships in
infrastructure investments, and a renewed effort
on public sector reform.

23. The proposed CPS has been designed to
supportimplementation of this agenda. In intensive
consultations with authorities, strong expectations
emerged towards Bank support in facilitating transfer
of knowledge and experience in specific reform areas.
As the country enters this new development phase,
there will be a need for flexibility and innovation in
the definition of the specific lending and non-lending
support from the Bank.

A. STRENGTHENING THE BUSINESS
CLIMATE AND COMPETITIVENESS

24. As Uruguay’s macroeconomic  growth
recovered, the authorities recognized the
importance of improving the environment for
private sector development for embarking on a
sustained path of high growth. In particular, they
have stressed the need to upgrade infrastructure
services - critical for both enhancing economic
productivity and meeting social policy objectives. The
authorities have also stated their intent to improve
other aspects of the business environment and
investment climate, such as regulation, tax policy,
licensing and other procedures.®* The Government
hopes to build on substantial progress already made,
including the effective implementation of a new
Bankruptcy Law in 2008 which eases the process
and reduces the costs of closing a business, and the
introduction of a one-stop-shop for firm creation in
May 2010 that simplified procedures for starting a
business. In this context, the new Administration has
made enhancing the facilitation of logistics one of the
top priorities of its reform agenda. Finally, there is a
strong emphasis on supporting the deepening and
extension of capital markets, so as to enhance access
to finance by private sector firms.

25. Coverage and quality of infrastructure services
in Uruguay is high compared to the region and
other middle income countries (MICs); however,
to maintain these standards, further improve
efficiency and quality, and extend coverage, there
is a need for more investment, better regulation
and enhanced corporate governance. Uruguay
has achieved an impressive degree of access to basic
infrastructure (Table 1), and good overall quality
and coverage of its infrastructure. However, one
weak link is the railway system, with nearly half of
the 3,000 km national rail network abandoned and
cargo volumes on the remainder that are a fraction of
regional standards. The railway system, as in many
other countries, has suffered over the last thirty years
due to competition from road freight transport and
lack of investment, as well as several flawed reform
attempts which further delayed key investments. The
non-functioning rail system threatens to lead to rapid
degradation of the road network (especially given
increasing transport of heavy forestry products) and
hence high maintenance and rehabilitation costs.

26. Growing energy challenges are also unfolding
as domestic demand is expanding rapidly. The
Government's energy sector strategy includes: (i)
diversifying energy sources to reduce costs and
emissions, as well as increase energy security; (ii)
increasing private participation in new renewable
power generation; (iii) increasing regional energy
trade; and (vi) facilitating availability and acquisition
of energy efficient goods and services, including
efforts to raise public awareness regarding demand
side management interventions. Despite efforts to
increase energy efficiency, demand has increased
by over 4 percent per year since 2002. In addition,
there have been repeated instances of drought (2006
and 2008 in particular), insufficient thermal back-up
capacity, and difficulties in importing electricity from
neighboring countries. This has led to high supply
costs and fiscal pressure as the Government sought to
avoid passing on cost increases to end users. Supply
challenges are compounded by weaknesses in several

3. According to the Global Competitiveness Report 2009-2010, the five most problematic factors for doing business are 1) restrictive labor
regulations, 2) inefficient government bureaucracy, 3) tax rates, 4) access to financing, and 5) inadequate supply of infrastructure.
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Table 1: Access to Public Services*

Argentina 44 79 95
Brazil 45 79 97
Chile 78 91 99
Colombia 74 86 87
Mexico 64 90 97
Uruguay 53 98 100

sections of the transmission and distribution network.
The Government recognizes these challenges and has
reaffirmed its commitment to (i) establishing a new
500 MW interconnection with Brazil and upgrading
the existing transmission and distribution systems;
(i) increasing energy efficiency; and (iii) creating a
larger role for non-traditional renewable energies
(wind, biomass and small-scale hydro in particular) in
Uruguay's energy matrix.

27. The Government of Uruguay (GoU) has set a
target of combined public and private investment
of 3-5 percent of GDP for the infrastructure sector,
up from less than 2 percent for public investment over
the past years. It was thereby clearly stated that given
the limited fiscal space available, this would require
mobilizing significant levels of additional resources
for infrastructure investments outside the budget. In
particular, there is a need to promote private sector
investment in infrastructure, which is currently very low
in regional comparison. The Global Competitiveness
Report (GCR) 2009-2010 for Latin America and the
Caribbean identified Uruguay as the most dynamic
country during 2009, with significant progress

24 117 28 15 14,333
21 78 35 21 10,296
21 88 33 11 14,465
15 89 37 n/a 8,885
19 70 22 18 14,495
29 105 40 34 12,734

achieved in infrastructure, macroeconomic stability,
higher education and training and technological
readiness.

28. Given the need for increased private
investment, the Government is exploring new
forms of public-private partnerships (PPP) and
is preparing a new PPP framework law. PPP
opportunities are being explored in areas such as
freight rail transport, additional port terminals and
access channel dredging, as well as in social sector
infrastructure provision.

29. The new Government has shown a strong
commitment to complete the business environment
reform agenda initiated by its predecessor. This
far-reaching reform program (National ~System
for Registering Companies, SINARE) was initiated
several months ago to streamline and centralize all
public procedures related to the life cycle of a private
company and create a single registry for businesses.
The official launch in May 2010 of the initiative,
Empresa en el Dia, a key dimension of this reform
program, was one of the first reform breakthroughs

4. Data from World Development Report (2009), WHO/UNICEF Joint Monitoring Program 2006 and International Telecommunication

Union data, 2008.
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accomplished by the new Government. It established
a web-based, one-stop-shop for firm creation that
significantly reduces the number of steps, time and
costs to start a business.®

30. The Government has recognized the logistics
sector as a promising source of growth in itself as
well as an important dimension of the country’s
competitiveness. Over the last two decades, due to
its central location, efficient port services and modern
financial system, Uruguay has emerged as a regional
hub for services and logistics. In 2008, exports of
services in this sector have reached USS1 billion. To
further exploit this potential, the new Government
has highlighted the importance of reviving the
comprehensive customs reform, which has made
only limited progress during the last administration,
and indicated a shift in emphasis of the reform to
enhancing the trade facilitation function of customs
and moving to a risk-based control system.

31. Access to financing by Uruguayan firms is also
a key constraint to private sector development,
and increasing the sophistication, transparency
and stability of the Uruguayan financial market is
a key Government objective.® Pension funds have
accumulated sizeable assets, yet these are largely
channeled to investments in government securities.
The authorities have taken important steps in
recent years to strengthen local financial and capital
markets, such as the adoption of a new capital
market legal and regulatory framework in 2009, the
2008 bankruptcy law, the 2009 law on payments
system and securities settlement, and the 2008
establishment of a deposit insurance institution.
The challenge ahead now is to build capacity and
promote market development to facilitate access to
financing for the private sector.

B. IMPROVING SOCIAL INCLUSION &
EQUITY

32. The Government is committed to consolidating
the progress achieved on social protection and to
further improving public health care and education
outcomes, with a special emphasis on providing
for the basic needs those living in extreme poverty
and further enhancing social inclusion. In 2000,
the Government introduced family allowances for
poor families and has modified the program in the
years since to expand coverage, increase benefits and
provide an incentive structure for secondary school
students. By 2009, over 500,000 children were
receiving benefits from the expanded program. These
efforts effectively included the poorest households
into the social protection system—the percentage of
households in the poorest quintile not receiving any
income transfer declined from 50 percent in 2003 to
about 20 percent three years later, and more than
85 percent of children living in poverty reside in
households that received family transfers in 2008.

33. The GoU has committed to continue social
protection initiatives while seeking to increase
their impact, placing special emphasis on non-
contributive schemes. The authorities have declared
their intention to reach the remaining non-covered
families and enhancing the effectiveness of the family
allowances system. They consider the following to be
the principal challenges in this regard: (i) to better
identify and incorporate potential beneficiaries not
yet covered; (ii) to more effectively use the transfer
programsto advancesocial policy objectives, such as by
identifying adolescents at risk and providing incentives
for them to complete secondary education; and (iii) to
improving the capacity for monitoring and evaluation
of transfer programs, such as by institutionalizing and
broadening the scope the centralized beneficiaries
registry (Sistema de Informacion Integrada para el
Area Social).

5. Uruguay ranks 114 of 183 countries in the 2010 Doing Business Report, and 132 in the “starting a business” category.

6. The World Bank /nvestment Climate Survey (2008) indicates that, on average, enterprises’ retained earnings account for 82% of
fixed assets and 73% of working capital financing, respectively. The report highlights the low use of bank credit by Uruguayan firms -- it
accounts for only 6% of working capital and even less of asset financing.
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34. President Mujica has also highlighted the
limited decent housing opportunities for low-
income families as a critical social challenge. In
response the Government has launched a housing
initiative (Plan Juntos) to expand such opportunities
by facilitating access to housing finance and promoting
self-help initiatives for housing construction and
rehabilitation.

35. Education is a strategic priority as part of the
GoU’s objectives of raising living standards and
better integrating into the world economy. Uruguay
has been implementing reforms in recent years to
improve the equity and quality of the education
system. Uruguay has achieved universal access to
early education for 5-year olds, universal primary
education (grades 1-6) and early secondary. However,
these enrollment rates hide important differences in
the quality of education among students of different
socio-economic backgrounds. At the secondary level,
there remain challenges in terms of coverage --net
enrollment rates for the lowest quintile of the student
population is 37 percentage points below that for the
highest quintile. In addition to the gaps in coverage at
the secondary level, a key challenge for Uruguay is to
address the learning deficits of its students, particularly
in terms of cognitive abilities.” Bank support to the
sector has been focused on the expansion of the
full-time school program, the main initiative of the
Government for improving the quality of education for
lower-income primary students. Thus, they propose to
continue expanding early childhood education and full
time schools, and enhancing the educational impact
of Plan Ceibal (Box 1) at the pre-school and primary
school levels. With regard to education quality at
the secondary level, the Government will focus on
strengthening technical education and its linkage to
labor market demands, and expanding the Plan Ceibal
to secondary school students.

36. A comprehensive health sector reform
program was approved by Parliament in 2007

- the completion and implementation of these
reforms is an important legacy of the previous
administration. While it remains among the top-
ranked LCR countries on health indicators, Uruguay's
relative position has slipped in recent years.® Fifty-
two percent of urban Uruguayans report having
contributory health insurance, and 97 percent report
having either some type of insurance or a regular
source of care. The prevalence of infectious diseases
is low; importantly, Uruguay has experienced a
transition in its demographic structure over the last
decades, and its epidemiological profile has changed
to one of a high prevalence of Non-Communicable
Diseases (NCD). The ambitious reform program
aims to provide universal health insurance coverage
and to shift the prevailing heath care model from high
cost treatment of acute illnesses to preventive care for
NCDs. As nine percent of GDP is devoted to the health
sector, a key concern for the new administration is to
contain the increasing cost of the health system while
putting available resources to more efficient use.

37. These reforms enjoy a high level of positive
social acceptance, and to date insurance coverage
has been expanded to reach nearly of 300,000
inhabitants, mainly children of poor households.
The reforms range from regulation and policy
stewardship to health promotion and the improvement
of health care, and from effective prevention policies
to epidemiological surveillance and monitoring.

38. Uruguay’ssocietal orientationtowardinclusion
and equity is reflected in a largely positive picture
on gender issues. Education standards are among
the highest in the region. Female participation in
labor markets is high: the ratio of female to male
labor force participation (0.75) is higher than the
average for upper middle income countries (0.69)
and the LCR countries (0.66) for year 2008. In
Uruguay 82.5 percent of women are employed by
the services sector, exceeding the norm for upper

7. In the 2006 Program for International Student Assessment (PISA) in language, mathematics and science for 15 year-old students,
Uruguay outperformed other LCR countries (excl. Chile), but was below the OECD countries
8. In Uruguay today, life expectancy at birth is 75 years, the infant mortality rate is 10.5 per 1,000 live births, and 99 percent of births are

delivered in a hospital or clinic.
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Box 1: Uruguay’s PLAN CEIBAL - One Laptop per Child
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MICs (71.7 percent) and for the LCR region (74.6
percent). Women occupy 12.1 percent of seats in the
parliament (2008), below the average for both upper
middle income countries (19 percent) and the region
(22 percent). In the context of an otherwise positive
reproductive health context — with 99.3 percent of
all births being attended by skilled health staff and a
contraceptive rate above the norm for upper MICs -
Uruguay's adolescent fertility rate is an outlier. While
it has shown a steady decline from 66.9 births per
1,000 women ages 15-19 in 1998, it is still higher (at
60.9 in 2008) than the average for upper middle
income countries (51.5), but lower than the average
for LCR countries (72.2).

39. The Government has recently focused even
more attention on gender equity. In its economic
dimension, this would mean to increase female labor
force participation in non-traditional sectors, reduce
the high concentration of women in informal and
domestic jobs, and decrease gender wage gaps. In its
social dimension, key challenges are recognized as the
reduction of gender-based violence and prevention
of adolescent pregnancies.

C. CONSOLIDATING AGRICULTURAL
SECTOR GROWTH AND BRINGING ITS
BENEFITS TO FAMILY FARMS

40. The new Administration has stressed the
important potential of the agricultural and food
sector, as a source for growth, in general, and for
increasing income and job opportunities in rural areas.
This sector continues to be an important and dynamic
part of the national economy, having grown at almost
twice the rate of the overall national economy since
2001 and now representing almost 10 percent of total
GDP°.

41. The Government has recognized as a
particular challenge the fact that family farms are

lagging behind the productivity and prosperity
gains associated with large-scale farming. These
family farms are much more limited in exploiting
opportunities offered by markets and remain strongly
exposed to external price or climate shocks®. For
President Mujica, reversing this trend is critical to
retaining more of Uruguay's younger population in
rural areas, as there has been a trend of young people
moving away from family farming.

42. There is a keen interest in developing a
modern and well targeted agricultural and rural
development policy. President Mujica used the term
agro-inteligencia to describe his vision on this. Such
a policy aims at consolidating the integrated approach
practiced in recent years, which promoted sustainable
use of natural resources while fostering comparative
advantages of the agricultural and food sector. For
example, Uruguay distinguished itself as a reliable
exporter of beef to standard-sensitive markets and
as the only country in the region to achieve 100%
traceability of cattle. Such policies are critical for
remaining highly responsive to increasingly rigorous
international food safety and quality standards
and thereby maintaining competitiveness. In this
context, the Government is interested in expanding
the innovative tracking system, which now enables
tracking all cattle in the country, to other livestock.

D. PROTECTING THE ENVIRONMENT
AND MITIGATING THE EFFECTS OF
CLIMATE CHANGE

43. The new Administration has expressed its
commitment to further strengthening natural
resource management and sustainable use
of soil and water at the farm level, as well as
mainstreaming  biodiversity conservation in
production. This is in response to rising concerns on
environmental degradation caused by expansion of
agriculture and intensification of livestock production.

9. Agriculture and forestry account for 120 of national employment, given the prevalence of labor-intensive SMEs.

10. There are about 19,400 larger and medium-sized farmers (~715 ha in size on average) that farm about 85 percent of Uruguay’s land.
Production in these farms is strong linked to export markets and has proven relatively resilient to shocks (i.e. drought, input prices, market
fluctuations). The about 32,700 family farms (~ 77 ha in size on average) have been less capable of seizing market opportunities and have

been more strongly exposed to these shocks.
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More sustainable production is also necessary to
protect the country’s reputation as a “green” producer
(Uruguay Natural), a feature valued highly by trading
partners.

44, In addition, Uruguay has recently set
clear targets on Climate Change and Pollution
Management issues. Uruguay has been seriously
affected by climate change, most notably through a
higher climate variability observed in recent years."
Repeated and severe inundations and droughts have
had a strong negative impact on rural livelihoods
and production. Thus, in 2010, GoU prepared and
launched a National Response to Climate Change
Plan that includes strategic guidelines on climate
change adaptation and mitigation. Regarding cleaner
production in the industry sector, the GoU has also
presented a National Action Plan on Production and
Sustainable Consumption. This plan seeks to identify,
coordinate, integrate and potentiate a set of actions,
programs and projects targeted to prevent and
minimize environmental impacts from production
and consumption. Both plans offer partnership
opportunities to identify and prepare projects not
only with IBRD resources but also with trust funds.

45. The Government is keen to reduce Uruguay's
net emissions of green house gases (GHGs), which
to a large extent is the result of emissions caused by
agriculture and livestock production. Through the
new strategy, the Government intends to put in place
an integrated approach to mitigation and adaptation.

46. There is also a great need to improve
environmental compliance in Uruguay’s industrial
sector. The GoU recently launched a Sustainable
Industrial Development program to help small
and medium enterprises improve compliance with
environmental regulations through investments in
cleaner production processes. As in many other
countries, Small and Micro Enterprises (SMEs) in

Uruguay are typically more polluting than larger
companies as they lack resources, knowledge or
incentives to adopt newer, cleaner technologies.

47. \Water resources management in the context of
a changing climate is a clear challenge in Uruguay.
This is a key issue in that this resource is affected
by climate variability and change, and it relates to
hydropower generation (hence impact on energy
for industrial and other activities). The country has
a new water law which promotes the creation of a
water council (in the Direccion Nacional de Medio
Ambiente - DINAMA) and promotes integrated water
resources management and basin planning. Since the
end of the last century, rainfall in Uruguay has shown
an increase, together with temperature and sea level.
Current projections confirm this increasing tendency.
Finally, the occurrence and severity of floods has been
increasing, with large events occurring annually.

E. REFORMING THE PUBLIC SECTOR

48. In his inauguration speech, President Mujica
announced that his Government would undertake
a far-reaching public sector reform (Reforma del
Estado). The new Government has advanced swiftly
on several ongoing reform processes in the public
sector, such as deepening the e-government agenda,
strengthening tax administration, and improving
targeting and effectiveness of social protection
programs.Atthe sametime, consultationsare beginning
on how best to tackle those reform aspects that have
not yet progressed, such as enhancing customs
administration, modernizing public procurement to
improve quality and reduce costs while strengthening
transparency and competition'?; and making the
national statistical system more user-friendly.

49. The exact scope, content, focus and
sequence of public sector reform under the new

11. Climate change models for Uruguay point to a moderate increase in temperatures combined with greater volumes, intensity and

variability of rainfall over the next several decades.

12. Uruguay is unique in the Latin American and Caribbean region for its absence of an agency responsible for public sector procurement
that can issue executive norms, promote automation, monitor efficiency, train public officials in charge of procurement, oversee
compliance, handle disputes and, in general, act as the lead government agency.
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administration is yet to be laid out in detail. There
was an initial announcement that this reform will
contain four pillars: human resource management,
administrative restructuring, improved management
of public resources and enhanced use of technology
in public sector management. In any case, two key
objectives have clearly emerged:

+ Asimproving quality and impact of public spending
is at the heart of the Government's priorities,
there is a strong emphasis on enhancing capacity
on budget formulation and evaluation of results of
public programs and budgetary spending. For the
new 5-year budget, the Government has moved
from an administrative to a program-based budget
presentation, which sets the basis for linking
output indicators to budgetary allocations. This
should facilitate evaluation of public programs
and allow for better informed budget decisions.

» The Government recently tabled for discussion
sweeping changes to the civil service legislation
designed to professionalize and streamline the
civil service by harmonizing civil service careers
across different government units, simplifying
and unifying the process of attaining positions,
clarifying labor relations between civil servants and
the State, and modifying the legal status of public
servants and political appointees.”® Preliminary
reactions indicate that the political opposition is
in favor of the announced changes, but the public
sector unions are strongly opposed.

13. Proposals are detailed in Los Ejes e Instrumentos de Fortalecimiento Institucional del Estado discussed and approved at the Consejo
de Ministros on July 16, 2010.
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Partnership

A. PERFORMANCE UNDER THE 2005-2010
COUNTRY ASSISTANCE STRATEGY (CAS,
REPORT NO. 31804-UY) AND EVOLUTION
OF THE PARTNERSHIP

50. The Vdzquez Administration came to power
with an uncertain opinion of the Bank yet ended
up forming a close and productive partnership
with the Bank in a number of key areas. The
preparation of 2005-2010 CAS through extensive
consultations and in response to demands from the
authorities laid the ground for this partnership. There
were several other key factors that helped strengthen
relations between the Bank and the Government
and facilitated successful CAS implementation. First,
the opening of a Bank office in Montevideo in 2005
enabled a more swift and effective response to local
needs and a more effective engagement with the main
segments of Uruguay's society. Second, the Bank was
able to customize its financing to specific needs of the
Government—the disbursement of a Development
Policy Loan (DPL) in local currency stood out in this
regard, as described below. Third, the Bank showed

Jruguay - World Bank

flexibility in adapting its lending and non-lending
program to align it with the Government's emerging
prioritization of critical reforms and initiatives, and
provided timely and effective knowledge transfer in
this regard.

51. This positive evolution of the relationship
in recent years provides a great opportunity for
the World Bank Group (WBG) to contribute to
Uruguay's ambition to take the country to the next
level of development. It will thereby be critical to
continue to respond timely and effectively to the
country's needs. The new Government's keen interest
in further enhancing its partnership with the Bank has
emerged consistently during CPS consultation process
(Box 2).

52. The 2005-2010 CAS was structured around
the following pillars: (i) reducing vulnerability;
(i) sustaining growth; and (iii) improving living
standards. The March 2007 CAS Progress Report
(Report No. 42789-UY) confirmed the general thrust
of the 2005 CAS and concluded that the Bank program
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The consultations on the CPS (as summarized in Annex ) commenced in February 2010, before the inauguration
of the new administration, when discussions were held on a set of Policy Notes between the Bank and the
newly elected authorities. These discussions were followed by presentations to the main opposition parties.
These discussions were attended throughout by the President-elect, Mr. José Mujica, the elected Vice-president,
Mr. Danilo Astori, and future cabinet members. These interactions were appreciated both by the Government
and the opposition, and enabled the Bank to gauge the relatively high degree of consensus that exists today in
Uruguay on the policy agenda and development challenges. A consultation on the CPS with broad stakeholder
participation was held in August, and the Government is leveraging the opportunity provided by CPS preparation
to plan an extended series of stakeholder consultations that will not end with the finalization of the CPS but
rather continue into implementation.

In April 2010, the dialog on the main priorities for the collaboration between the Bank and Uruguay over the
next five years was deepened. The Bank Vice President met with President Mujica, Vice-president Astori, the
economic and social cabinet, as well as with representatives from the legislative branches, private sector and
civil society. These discussions generally confirmed as valid the proposed orientations of the DPL and, more
generally, the forthcoming Country Partnership Strategy. In May 2010, consultations on the DPL, specifically, and
the framework of the strategy, more generally, were held. Another round of more detailed discussions on the
results matrix and the program under the CPS was held July 1, 2010.

Finally, systematic stakeholder consultations were kicked off in early August, 2010, and will continue through the
first year of CPS implementation. Given the multi-sectoral objectives of both the CPS and the Government's
own development strategy, this series of consultations is generally organized around the following themes rather
than individual ministries or sectors: (i) Modernization of the Public Sector; (ii) Strengthening Competitiveness
and the Business Climate; (iii) Strengthening the Infrastructure Sector; (iv) Environmental Protection and Climate
Change Adaptation; and (v) Social Protection and Equity. The outcome of the consultations is summarized in
Annex |.



had achieved substantial success over the previous two
years. A central focus of the assistance was provided
through a programmatic series of DPLs supporting
the consolidation of macroeconomic reforms and the
advancement of critical structural reforms. This was
complemented by a comprehensive renovation of
the investment project portfolio from 2005-2007. This
resulted in gradual yet marked shift in the investment
lending portfolio towards the support of more
complex and reform-oriented operations, in areas
like tax reform, financial sector and capital market
development, health and education, innovation,
infrastructure and public services, natural resources
management and state modernization.

53. The attached CAS Completion Report (CASCR)
concludes thatthe 2005 CAS was broadly successful
in meeting its targets. For example, the following
achievements illustrate how the Bank was able to
respond in timely fashion to specific demands from
the country:

+ The First Programmatic Reform Implementation
Development Policy Loan, approved in May 2007
and disbursed in local currency, marked the first
time the World Bank issued a local currency bond
for the purpose of a back-to-back disbursement
of a specific loan. It was also innovative in that
the Bank became the first foreign issuer to launch
a public bond in Uruguayan pesos, lowering the
cost of financing and increasing diversification of
public debt and pension funds’ portfolios.

* In agriculture, the Bank was instrumental in
supporting GoU effortsto eradicatefoot-and-mouth
disease and to introduce individual traceability of
cattle. This led to a major breakthrough in the
prevention of animal diseases, and significantly
enhanced Uruguay's image as a regional leader
and reliable exporter of beef products to standard-
sensitive markets. Uruguay is the only country in
the region to achieve 100% traceability of cattle.

54. The CASCR finds that the flexible design of the
CAS and the programmatic nature of development
policy lending allowed the Bank to react quickly

during the global financial crisis and to adjust its
support to provide Uruguay the needed contingent
financing. Moreover, the 2008 CAS Progress Report
envisaged a plan for dealing with global financial
turbulence. By contrast, the 2000 CAS proposed
a more rigid program, strictly linked to country
performance and, when the Argentine crisis arose
in 2002, the Bank had to resort to Special SALs to
provide short-term relief, at the expense of creating
medium-term payment problems.

55. Another important lesson learned was that
the consensual nature of Uruguay’s policy making
environment affects the pace of implementation
of key reforms. In Uruguay reforms can take a long
time to mature, but they tend to be sustained once
implemented. The programmatic structure of the
program under the 2005 CAS, providing support for
key reforms through the DPL series, was in retrospect
the right one, allowing time for reforms to come to
fruition, while focusing largely on implementation
of measures for which the Government had already
obtained approval. The CASCR also highlights the
need for the Bank to mobilize staff with the requisite
skills. In the Institutions Building Technical Assistance
Loan (IBTAL) customs component, which was not
implemented for broader political reasons, the Bank's
lack of in-house expertise slowed implementation.

B. THE ONGOING PORTFOLIO

56. The Bankis supporting a diversified portfolio of
nine investment projects in Uruguay, including two
Global Environmental Facility (GEF) grants totaling
US$257.2 million. Institutional strengthening is a
cross cutting dimension of the investment portfolio,
accounting for an average of 30 percent of each
loan. The portfolio is supports a number of critical
government reform initiatives, such as the following:

« Strengthening the national innovation system
(Promotinglnnovationto Enhance Competitiveness
Project),

* Expanding the full time school model to increase
equity in the provision of preschool and primary
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Figure 2: Uruguay Investment Portfolio
Diversification
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(*) Includes stated modernization under the institutional
Strengthening TAL (USS 12.1M) and modernization of water
company under the OSE System Modernization and Rehabilitation
Project (USS16M)

education (Third Basic  Education
Improvement Project),

« Strengthening health delivery services and health
policy framework for non communicable diseases
(NCD), including implementation of a pilot
program (Previniendo) to enhance NCDs control
and risk factor prevention, (Non Communicable
Diseases Prevention Project),

» Promoting the adoption of economically and
environmentally viable, integrated agriculture and
livestock production systems (Integrated Natural
Resource and Biodiversity Management Project),

+ Facilitating investments in improving energy use
by creating an enabling policy and regulatory
environment (Energy Efficiency Project),

Quality

57. In general, portfolio performance remains
positive, both in terms of achievement of
development objectives as well as implementation
progress. There are currently no projects at risk in the
portfolio. The disbursement ratio for Uruguay in FY10
was a solid 30.2 percent. However, the most recent
portfolio review reveals that there is some lag in
disbursements which can be attributed to the type of
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operationsthatthe portfolio is supporting (institutional
strengthening, technical assistance) and the fact that
Uruguay has not yet explored faster disbursement
instruments and modalities in support of these types
of projects such as Sector-Wide Approaches (SWAPs),
results-based disbursements components. It is
expected that under the Government and the Bank will
explore using such instruments under the new CPS.

C. THE WORLD BANK GROUP’S
INDICATIVE PROGRAM (2010-2015)

Strategic Approach & CPS Pillars

58. The overall objective of the WBG's lending and
non-lending program for the new CPS period is to
help Uruguay consolidate economic reforms, and
enhance social outcomes, and thereby get closer
to OECD standards. First of all, this means to build
on the positive experience of collaboration between
the country and the Bank during the previous CAS
period. But the new CPS will be even more tailored
to the specific needs of this advanced middle-
income country, in order to contribute effectively to
implementing Uruguay's reform agenda.

59. In this sense, the new Government has shown
a keen interest in using the Bank’s support in a
strategic way, shifting to a partnership that adds
important value to the Government’s own program
and that stresses the role of knowledge and know-
how transfers. In line with this, the government
counterparts expressed a desire to engage in a new
programmatic DPL series and move to investment
operations that have expanded institutional reform
content and focus increasingly on results. It has also
sought a more demand-based system for identifying
and delivering of analytical and technical assistance.

60. The main strategic orientation of the CPS
is aligned with the Government’s priorities, as
presented in the previous chapter. The 2010-2015
CPS focuses on the following four pillars: (i) Reducing
Macroeconomic ~ Vulnerability &  Strengthening
Public Sector Administration; (i) Competitiveness &



Infrastructure; (iii) Agriculture, Climate Change, and
Environment; and (iv) Increasing Social Inclusion &
Equity.

61. Reflecting the lessons of the CASCR, the
strategy will be flexible to accommodate the
Government'’s need to adjust course in the event
of unforeseen domestic or external developments.
Indicative support for this strategy is proposed to
include a series of two DPLs totaling US$200 million
(late 2010 and late 2011), investment lending totaling
approximately USS$500 million subject to IBRD's
overall lending capacity, and a well-focused and
demand-driven AAA program. This lending mix might
be adjusted to prepare for or respond to domestic or
external shocks. This being said, in the likely event
of a further strengthening of Uruguay’s position in
international financial markets, and if the Government
maintains its keen interest in a more strategic and
systematic orientation on knowledge services, there

might be a declining emphasis on lending in the
medium-term.

62. Beyondthe need for continuity in existing areas
of support to maintain momentum of reforms,
the Government'’s guiding principles for selecting
new lending activities is “innovation” and focus
on results. The Government intends to use Bank
resources for adding important value to interventions
withstrong expected developmentimpact, contributing
best practice technical know-how in the respective
areas and helping build strong institutional capacity,
in particular in reform program design and managing
for results. As a consequence, the Government is
interested in introducing results-based and sector-
wide lending instruments for new operations like the
planned transport loan and possibly for a new loan in
the social sectors. This is expected to consolidate the
Bank's role in most areas where it is already active,
such as education, health or innovation, and at the

Table 2: Indicative lending program for 2010-2015

Loans

Loan amts TBD
Development Policy Lending (DPL)
Investment Lending

Improvement of Primary Education

Lending (US$ millions) by Calendar Year
2012-2015

2010 2011

100 100
120 380
40

Integrated Agricultural Devt. & Natural Resources Management 40

Transport Infrastructure Modernization
Innovation and Competitiveness
Drinking Water Systems (OSE)

Health Sector Support

IBTAL (additional financing)

40

Output-based Loan for Social Sectors and Human Opportunities

Sustainable Industrial Development
Energy Sector Strengthening
Energy Efficiency

TOTAL

100 220 380
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same to lead to a more in-depth involvement in new
areas like public-private partnerships in infrastructure
development, public sector reforms and climate
change mitigation and adaption. Another important
criterion for selecting new lending operations is
to realize synergies and avoid duplication with
other externally-supported interventions by closely
coordinating with other partners, most notably the
Inter-American Development Bank (IADB). Table 2
provides the agreed lending program for the first two
years of the CPS, while providing indicative allocations
for the reminder of the CPS period.

63. The proposed strategy places a heightened
emphasis on supporting Uruguay in accessing
international expertise and best practices, as well
as sharing its own experiences with other countries
through South-South exchanges. Toward this end,
the Government and the Bank agreed to introduce an
innovative modality for analytical services, knowledge
transfers and technical assistance based on the
successful approach implemented as part of the
Bank’s partnership strategy with Chile. This modality
- a joint analytical and technical assistance program
- aims at enabling the Bank to tailor its non-lending
program to the needs expressed by the Government
and to respond swiftly and flexibly to demands.
This joint program will be based on a framework
agreement that clarifies the objectives, governance
structure, and shared financing of the program.
Rooted fully in demand from the Government, an
annual work program would be agreed between
the Government and the Bank and define the main
knowledge products and services to be elaborated in
the following year, including a detailed timetable and
cost estimates. An indicative menu of AAA for the first
two years of the CPS is included in Table 3.

Pillar 1: Reducing Macroeconomic
Vulnerability & Strengthening Public
Sector Administration

64. While Uruguay’s resilience in the face of the
global financial crisis demonstrates the progress
made in mitigating macroeconomic vulnerabilities,
this remains a key priority for the Government and
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an area in which continued Bank collaboration
is desired. The Government and Bank concur
that collaboration under the first two pillars of the
previous CAS - reducing vulnerability and sustaining
growth — provide a successful basis on which to build.
The CPS would have a particular focus on supporting
Government efforts to return to the positive trend on
improving fiscal results from before to the 2009 crisis,
and to reduce the weight of external debt as well as
their share denominated in foreign currency.

65. These outcomes are reflected in a series of
two DPLs, the first of which will be presented to the
Board at the same time as the CPS. (Box 3) The
World Bank remains committed to providing the GoU
with competitive and flexible local currency financing,
subject to market conditions and consistent with the
GoU’s own financial objectives. In addition, as part
of its dialogue with Bank's authorities, the Ministry of
Economy and Finance has expressed demand for Bank
support to enhance international cooperation and
knowledge transfer with other countries” Ministries of
Finance, including those from the region.

66. Uruguay has been a leading country in LCR in
utilizing the IBRD Treasury Department’s banking
products and services in order to manage some of
its balance sheet risks, particularly interest rate and
currency risks. This partnership will likely strengthen
over the next CPS period as further financing in
Uruguayan Pesos is expected to be executed and as
ongoing discussions on broader hedging strategies and
instruments (energy, weather, etc) are completed.

67. Reform of the public sector with a view toward
better value for public expenditures is a strong
theme of President Mujica’s agenda and an area
of key Bank support. The Bank has been helping
the Uruguay Government with its state modernization
agenda through the IBTAL including by financing
technical exchanges between the New Zealand and
Uruguay authorities in various aspects of public sector
management.  Through the ongoing IBTAL loan
and a potential Additional Financing for the same,
the Bank will continue to provide support for the
adoption and implementation of a program-based



Table 3: AAA program for FY11 and FY12

Activity Description

Reform of housing policies Consider policy options to increase the supply of social housing (focused

on creating incentives for self-initiative)
Strengthening of Plan Ceibal by means of Support exchange of experiences with similar programs in other

international best practices
Impact assessment of social polices

countries, and study pending challenges.
Analyze the impact of social policies, in particular family transfer programs

on social indicators.

Review of public expenditures on the
social sectors
Monitoring social policy results with the
Human Opportunity Index
Health reform
Mitigation and adaptation to climate
change effects in the rural sector
Integration of public policies on risk
management for threats of water origin
specific field.
Further strengthening business and
investment climate
activities.
South-South exchanges

Evaluate the effectiveness and efficiency of public expenditure, particularly
in the social sectors and key social programs.

Develop an internal mechanism to monitor and evaluate the impact of
social policies on human opportunities (NLTA)

Complete analytic work and technical assistance (NLTA)

Diagnosis of challenges and identification of adaptation and mitigation of
climate change effects in the rural sector

Complete technical assistance to support DINASA's institutional and
technical strengthening throughout financial and technical assistance in a

Assessment of reform priorities for further strengthening the legal,
regulatory and administrative framework for business and investment

Exchange of experiences and knowledge with other developing countries,

with initial focus on strengthening institutional capacity on economic,
debt and public finance management.

Note: The exact content of the AAA and details like method of cooperation—study, knowledge transfer or technical assistance—will be
defined jointly in a formal agreement to be signed on this new joint AAA program modality.

budget, as well as for the monitoring and evaluation
efforts to continually strengthen the budget process.
In addition, the Bank program will support the
adoption of a new computerized system of budget
management and improvements in the statistical
system. Since the public sector reform agenda is still
to be defined in detail and the IADB is also involved in
several reforms, other areas for Bank support will be
defined later, but these may include: strengthening
of controls in tax collection agencies, support for
an agency responsible for regulating public sector
procurement and the reforms to the civil service.

Pillar 2: Improving Competitiveness &
Infrastructure

68. The Government seeks to strengthen
competitiveness through increased coverage and
better quality of infrastructure and establishment
of a more conducive business environment.
Beyond the strong demand for Bank expertise in
the area of public-private partnerships, with PPIAF-
financed activities already launched, sector dialogue
has shaped a proposed infrastructure program
under the CPS to achieve: (i) improvement of the
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The proposed DPL supports the implementation of reforms which have been identified by the new Government as
priorities for obtaining Bank support. The DPL series supports implementation of the Government's agenda in three
main areas: (i) public sector management, (if) competitiveness, and (iii) social inclusion. In particular, the main
development objectives of the new loan are to strengthen the efficiency of the public administration while promoting
macroeconomic stability, improve competitiveness through measures such as, facilitating trade, strengthening the
business environment and development of financial markets. It also seeks to improve social inclusion through
measures targeted at enhancing the equity and efficiency of health, education and social protection systems.

The program is expected to consist of a series of two loans, each amounting to US$100 million. The approach taken
by this loan series reflects the flexibility requested by the Government to best address evolving challenges. The
proposed loan also targets the consolidation of reforms supported by the Programmatic Reform Implementation
Development Policy Loan (PRIDPL) series (approved May 2007), and bolsters Government efforts in other areas
were not supported by the PRIDPL series. Specifically, the loan recognizes recent achievements in public sector
management, business climate and social service delivery (prior actions for DPL-I). The indicative triggers for DPL-II
reflect broad policy areas of support, anchoring the new Government's reform agenda through 2011.
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condition of key land transport infrastructure; (ii)
efficiency improvements in Obras Sanitarias del
Estado (OSE) to free up resources for additional
investment; (iii) improvements in the quality of
the electricity supply by expanding, upgrading and
rehabilitating the transmission and distribution
networks; (iv) energy efficiency improvements
to slow the growth of electricity demand; and (v)
improved international trade logistics support.
Among the means of support are an ongoing Energy
Efficiency GEF Grant, an ongoing OSE Modernization
and Systems Rehabilitation project, a proposed
Transport Infrastructure Modernization Loan, and
possibly an Energy Sector Strengthening Project (see
Table 2). Infrastructure and SME financing are prime
candidates not only for local currency financing, but
also for customized financial solutions conducive to
reducing financial vulnerabilities and providing access
to competitively priced, flexible products with long
maturities. IBRD and IFC have a lengthy track record
in such types of operations globally, which could be
applied to the specific case and needs of Uruguay.

69. TheWBG’s considerable experiencein providing
assistance on financial markets and business
climate-related challenges throughout the region
could prove very helpful in further strengthening
the business climate in Uruguay. The Bank has
already deployed a series of lending and non-lending
instruments in Uruguay to tackle these fronts and
preliminary feedback from these activities is promising.
Thus, a range of WBG support is proposed to further
strengthen the business climate in the following ways:
(i) promotion of the new one-stop shop for firm
creation; (i) support GoU actions to facilitate increased
availability of credit to the private sector; (iii) support
GoU efforts to increase market capitalization, and (iv)
strengthen GoU actions to improve infrastructure. In
additiontothe DPLs, the achievement of these outcomes
will be supported through AAA on competitiveness and
capital markets, an investment climate assessment, and
support from the IFC. Dialogue with the Government
includes the potential for IFC to provide longer-term
dollar financing to the private sector through onlending
facilities channeled through local commercial bank
partners.

Pillar 3: Protecting the Environment,
Mitigating the Effects of Climate Change,
and Strengthening Family Agriculture

70. The WBG is well positioned -- in terms of the
financing options, knowledge and expertise at
its disposal - to support the implementation of
the National Response to Climate Change Plan
and the National Action Plan on Production and
Sustainable Consumption. Uruguay's profile of
carbon emissions is unique as a net greenhouse gas
emitter where 80 percent of emissions come from
the agriculture sector. The National Response, which
frames climate change adaptation and mitigation as an
integrated agenda, seeks to integrate rural producers
into integrated water management as an adaptation
measure, and improved management of water
resources at the farm level would be achieved as part
of the proposed Integrated Agricultural Development
and Natural Resources Management Project. Trust
fund resources, such as the WBI Carbon Finance Assist
program, could also address potential future demand
in the sector. In this context, a Low-Carbon Growth
Study for Uruguay could also target other key sectors
determined in partnership with the Government and
in consultation with other stakeholders.

71. In addition, the recently-completed fifth GEF
replenishment offers a platform to identify and
prepare new GEF blended operations with IBRD
projects in the focal area of climate change as well
as in others (biodiversity, international waters, land
degradation and persistent organic pollutants).
Finally, IFC is well suited to support the Government's
commitment to renewably energies, given its
experience in developing renewable energy sources
in the region, especially in wind, hydro, and bio-
fuels. IFCis also actively promoting energy efficiency
financing packages to current and existing clients.

72. Bank assistance (complemented by GEF
and Climate Change (CC)-related financial
instruments) would also support a comprehensive
strategy to address climate change adaptation and
mitigation in the agricultural sector. In addition
to broadly supporting efforts to achieve growth in
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the agriculture sector, the planned integrated and
inclusive agricultural development project - informed
by the Family Agricultural Development AAA (Report
No. 55550-UY) prepared in FY10 -is expected to
support the adoption of new technologies and
sustainable agro-environmental production practices.
With regard to agricultural risk insurance, the GoU
has expressed interest in a risk financing instrument
to reduce the vulnerability of farmers to shocks. In
this sense, the “Insurance to the Poor” would allow
the country to transfer the risk of natural disasters
affecting agriculture production to the insurance
markets. This would contribute greatly to the efforts to
achieve stable growth and improved competitiveness
in the Uruguayan agricultural sector.

73. The Bank is also prepared to support Uruguay
in addressing its water resource management
challenges. Through the DPL, Water resources
management is supported at the farm level in
rural areas. In addition, there is an opportunity of
partnership with the Government in the development
of a National Water Resources Management Plan
that would provide a strategic context to address
some of the key issues in the sector - perhaps
through a Non-Lending Technical Assistance (NLTA).
This plan would address the institutional set up and
strengthening for water resources management, and
Bank expertise could provide substantial support
to the implementation of the new Water Law given
that the law incorporates concepts new to the
country. The resources management plan could also
address impact mitigation from flooding and disaster
exposure.

74. Forestry is a primary subsector for
development in Uruguay, thus presenting the
challenge of ensuring sustainability biodiversity-
friendly practices. The development of a “landscape
approach” to the management of expanding
plantation forests could offer multiple benefits,
including encouragement to mainstream biodiversity-
friendly practices. In line with this option, the GEF
offers grant resources to finance projects focused on
the conservation of biodiversity and environmental
services in productive landscapes. In addition to
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this, Trust Fund resources could be mobilized to
finance a “Strategic Environmental Assessments”
at departmental and national level to support the
landscape approach.

75. The Bank will help finance the conversion
of firms (especially SMEs) in different industrial
sectors to cleaner production processes. This
support will be provided through an IBRD Sustainable
Industrial Development Project. This operation would
also strengthen the institutional capacity to enforce
existing regulations both at national and sector
levels. In terms of the current institutional capacity
to enforce compliance, the GoU has implemented
some measures, including the control of regulations
compliance. However, these efforts have been
isolated. In this context, DINAMA, together with other
ministries in relevant sectors, has agreed to coordinate
efforts and to work together in the design of new and
comprehensive instruments to facilitate supervision
and control of cleaner production processes which
would be part of the new IBRD operation.

Pillar 4: Increasing Inclusion &
Social Equity

76. The experience of the World Bank in Uruguay
and other countries in the region positions it well to
respond to the Government’s demand for technical
assistance in the implementation of the National
Plan for Social Equity. Several interventions are
proposed to support the aforementioned government
objectives in the social sectors. The proposed CPS
will support government efforts to increase access
and impact of social protection policies by expanding
coverage of social protection programs to provide
income protection for all vulnerable populations
and linking income protection with human capital
promotion effectively. Instruments for influencing
these outcomes will include the DPL |, the proposed
Social Sector investment loan, the additional financing
for IBTAL, and a public expenditure review for the
social sectors.

77. The Bank will support the Government's
efforts to increase equity, quality and efficiency in



the provision of preschool and primary education,
as well as activities under the Family Allowances
program to increase secondary school enrollment
among that program’s beneficiaries. Support will
be provided through the Third Basic Education Quality
Improvement project, the Promoting Innovation to
Enhance Competitiveness Project, a proposed new
Social Sector operation, and AAA on the One-Laptop-
Per-Child initiative. In addition, IFC hopes to finance
private sector not-for-profit and for-profit tertiary
education institutions in Uruguay that offer technical
training and vocational courses aimed at low-income
groups.

78. The Bank is already strongly engaged in
supporting the Government’s health sector
reforms and will continue to support these efforts
to extend health insurance universally to the
population and strengthen preventive treatment
for NCDs.  Instruments of support include the
Non-Communicable Diseases Prevention Project,
the proposed new Social Sector operation,
and the ongoing NLTA on supporting reform
implementation.

79. The Bank recently approved an Institutional
Development Fund (IDF) grant to Promote
Equitable Access of Society to the Legal System, the
first Bank grant to be executed by the Uruguayan
Parliament, to raise awareness among vulnerable
groups of the benefits and rights established in select
social legislation. It will allow Parliamentarians to
monitor the social impacts of selected laws, develop
tools to incorporate a social analysis when reviewing
draft legislation, and, in cooperation with agencies of
the Executive, develop institutional capacity to better
implement such laws.

80. The Bank embraces the Government's
increased emphasis on further enhancing gender
equity in the country. The Government has
recently given more attention to the issue of gender
based violence, supported by an IDF grant by the
Bank, and the newly approved IDF grant to Promote
Equitable Access to the Legal System includes
vulnerable women as significant target beneficiaries.

Efforts to reduce the adolescent fertility rate will
be strengthened by support through the Bank's
portfolio of health activities, including a newly-
launched regional study.

Fiduciary Products

81. Uruguay’s strong capacity and positive track
record on governance provides a sound fiduciary
environment for implementing the proposed Bank
program. As part of the continuing dialogue with
the authorities and to update our own knowledge as
a basis for technical assistance, the Bank proposes
to include core fiduciary work in the CPSDuring
the first half of the CPS period, an update of the
Country Financial Accountability Assessment (CFAA)
could be carried out using the Public Expenditure
and Financial Accountability (PEFA) methodology.
The last CFAA was published in June 2005 (Report
No0.32851-UY). Given the priority the administration
places on its public sector reform program, this
exercise presents an opportunity for the Bank to
provide technical advice and support on Public
Financial Management (PFM) reforms that are
part of the government agenda. The PEFA study
will assess the status of country’s Public Financial
Management systems/ reforms against 28 high-level
of PFM indicators. This study could serve as an
objective baseline for the impact of the PFM reforms
that the Government is initiating and also serve to
measure their progress.

82. Itis also proposed to launch a new Country
Procurement Assessment Report (CPAR) within
the first year of the CPS period. The last CPAR
was conducted by the Bank in 1999 and the report
delivered to the Government in 2000. At that time,
IADB, UNDP and relevant government agencies
provided valuable input on the local procurement
environment, and the Bank will actively seek
collaboration with other partners in the execution
of the updated CPAR as well. A primary objective
of the dialogue will focus on the attainment of
consensus for the conducting of an assessment of
the public procurement system using the indicators-
based OECD/DAC tool.
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Table 4: CPS Program Objectives and Select Activities

Pillar I: .
Reducing Macroeconomic

Vulnerability & Strengthening
Public Sector Administration

Pillar II:
Competitiveness &
Infrastructure

Outcomes the Bank Program expects to influence

Control expenditure growth
to ensure no further
deterioration of fiscal
balances.

Bring public debt ratios down

to more sustainable levels.

Further reduce the share
of foreign currency-
denominated debt

Strengthened institutional
capacity in evaluating
budgetary results.

Enhanced Integrated

One-stop shop for
most business related-
procedures in operation.

Substantial increase in
credit to the private sector

Higher market
capitalization
Depositario Central de
Valores operational

Improvement of the
condition of key land
transport infrastructure,

Efficiency improvements in

Financial Information System  Hgp

(SIIF) in place.

Public procurement is
made more efficient and
transparent.

Selected Activities in support of these objectives

DPL | (2010) and DPL Il
Q011)

IBTAL Project (ongoing)
IBTAL (AF) (LEN)
CFAA/PEFA (AAA)

DPL | (2010) and DPL Il
Qo11)

AAA: Study on
Competitiveness; Capital
Markets Policy Note;

IFC - Financial Support

Transport Infrastructure
Modernization Loan (LEN)

OSE Modernization and
Systems Rehabilitation
project (LEN)

Energy Sector
Strengthening project (LEN)

Energy Efficiency GEF (on-
going)
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Pillar lIl:
Agriculture, Climate
Change & Environment

Continued improvements
in veterinary and

food safety standards,
sustainable production
practices, adoption of
new technologies and
capacity building

Implementation of

the National Plan for
Response to Climate
Change in the agricultural
sector

Reduced loss of
productivity due to
droughts

Conversion of industrial
firms to cleaner
production processes.

Integrated Agricultural
Development and Natural
Resources Management
Proj.

GEF Biodiversity
Conservation

Integrated Agr, Deut.
(LEN)

AAA on Climate Change
and Agriculture
Sustainable Industrial Devt
(LEN)

OSE project (LEN)

Carbon Finance, Carbon

Partnership Facility
(potential)

Pillar IV:
Social Inclusion & Equity

Increased access and
impact of social protection
policies

Expanded access to
quality health protection.

Increased share of NCDs
diagnosed and under
follow-up primary care

Improved access, equity,
and quality in education
attainment

Conditionality of Family
Allowances on continued
secondary education
successful re-integrates
significant number of
youth into secondary
education system

DPL | (2010) and DPL Il
Q011)

HOI Index Monitoring

AAA on Social Housing
Policy

Social Sectors PER (AAA)

Health Reform Assessment
(AAA)

Non Communicable
Diseases Prevention
Project (ongoing)

IDF grant to Promote
Equitable Access of Society
to the Legal System

IFC Support



IFC Activities

83. Summarizing the initiatives mentioned above,
IFC expects to focus on four main areas during the
CAS period: (i) financial services, (ii) agribusiness,
(iiiy competiveness, and (iv) education. In the
financial sector, IFC aims to support banks and non-
banks that focus on the mid-market corporate and
low-income retail banking segments. IFCis looking at
opportunities to support local banks with onlending
facilities for agribusiness SMEs and with trade finance
lines for exporters. IFC has financed microfinance
ventures elsewhere in Latin America and thereby
managed to reach groups that had previously been
unable to obtain credit on acceptable terms. [FC is
in talks with a potential client in this sector. It intends
to help develop Uruguay’s small microfinance sector
through investments with microfinance institutions, on
a selective basis. The Corporation also aims to support
housing finance projects that can help expand this
incipient market. IFC has also gathered considerable
experience in supporting the development of capital
markets in other Latin American economies.

84. Agribusiness is an important market for the IFC
given its significance to the Uruguayan economy.
Here the focus is likely to remain on export-oriented
enterprises with deep linkages to farms. IFC will
continue supporting projects that integrate SMEs into
corporate supply chains. IFC may also finance more
projects in Uruguay's expanding forestry industry,
especially where they provide for participation of
small businesses in their supply chains. All three
of IFC's active investment projects in Uruguay are
in export-oriented agribusiness companies. These
include a citrus producer (Milagro), a dairy cooperative
(Conaprole), and a large paper pulp producer (UPM,
formerly Botnia™).

85. IFC also aims to reinforce the county’s
competitivenessbyfinancinginfrastructureprojects,

especially those in the renewable energy, logistics,
and water sectors once appropriate regulations are
in place. The ongoing legal and regulatory reforms
related to promotion of public-private partnerships
and expanded scope of investments by institutional
investors in the local capital market could open further
opportunities for IFC involvement in this area. The
IFC also hopes to support private sector education
institutions, particularly those that offer technical
and vocational courses for low income students to
improve their employability, raise incomes, and
improve productivity.

D. DEVELOPMENT PARTNERS

86. As during the 2005-2010 CAS period, the
Bank will collaborate closely with the Government
and other development partners to ensure a
synergistic complementarity with their programs.
Contributions of key development partners are
detailed below.

87. The IADB played an important role helping
Uruguay to solidify its recovery after the 2002 crisis.
The IADB's Country Paper (2005-2009) defined a
target scenario of US$ 1.2 billion in approvals over
the five-year period, with actual credits for the period
exceeding USS 1.6 billion to support a portfolio
concentrated on Reform/Modernization of the State
(38.49%), Sanitation (22.6%) and Transportation
(19.4%). The new Country Strategy with Uruguay
(2010-2014) is currently under preparation and will
be presented to the Board of Directors by October
2010. Lending under the new program is expected to
approximate USS 1.8 billion, of which USS 1.4 billion
would be allocated for investment loans. The program
may also include additional financing for knowledge
products. A reorientation in terms of sectors is not
anticipated, and there will be a continued emphasis
on infrastructure, particularly transportation. Under

14. This project was the subject of an international waterways dispute with Argentina. In April 2010, the International Court of Justice
delivered its judgment finding that Uruguay had breached its procedural obligations under the Estatuto del Rio Uruguay, but not its
substantive obligations under Articles 35, 36 and 41 thereunder, namely: (i) to ensure that the management of the soil and woodland
does not impair the regime or quality of the river; (ii) to coordinate measures to avoid changes in the ecological balance; and (iii) to

prevent pollution and preserve the aquatic environment.
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the new strategy, the IADB will continue providing
support to secondary education and social programs
such as Infamilia, a program aimed at improving living
conditions for and social inclusion of disadvantaged
children, adolescents and their families.

88. The Andean Development Corporation’s
(CAF) engagement in Uruguay has deepened over
the past five years, with total approvals increasing
from USS 70 million in 2005 to USS 590 million
in 2009. The majority of 2009 approvals (67.8%)
corresponded to a non-committed contingent credit
line to be granted in case Uruguay were to lose access
to international capital markets. During 2009 CAF
also approved USS 150 million for development of
road and electricity infrastructure. CAF also approved
a USS 40 million loan to improve the environmental
and sanitary conditions of the department of
Maldonado. Cooperation funds of USD 300,000
were also provided through the different programs
developed by CAF.

89. In 2006, the country team of the United
Nations in Uruguay developed the United Nations
Development Assistance Framework (UNDAF) for
the period 2007-2010. The main assistance areas
defined in the UNDAF were: (i) achieve sustained and
sustainable growth, (ii) eradicate indigence and reduce
poverty and (iii) promote the exercise of all Human
Rights and strengthen the quality of democracy.
Financing for these activities totaled approximately
USS$32.8 million. After Uruguay became one of the
eight pilot countries for the “Delivering as One”
initiative in 2007, the UN System and the Government
signed the “One Programme” which defines more
specific results to achieve the outcomes set in the
UNDAF 2007-2010 and promotes joint initiatives to
strengthen the coherence and added value of the UN
system'’s cooperation in the country. The UNDAF for
the period 2011-2015 is currently under preparation.

90. As of April, 2010, 412 non-refundable
cooperation projects financed by bilateral and
other partners active in Uruguay, amounting to
over USS 215 million. The main areas of cooperation
were Environment (US$ 90 million), Decentralization
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and Local Development (USS$ 45.7 million) and
Industry, SMEs and Microcredit (USS$ 31 million).
The European Union and Spain were among the
main contributors, with USS 39.2 million and USS
39 million in active projects, respectively. During the
period 2004-2008, support from Spain was mainly
oriented to Infrastructure and Social Services (65%).
The strategy for joint cooperation between Uruguay
and Spain for the next four years will be defined in
2010. The European Commission, in its 2007-2013
Country Strategy Paper for Uruguay, establishes grant
aid of EUR 31 million (USS 44.5 million) for that
period, of which almost 60% would be spent in Social
and Territorial Cohesion projects and the remaining
40% in Research and Development and Innovation
projects.

Risks

91. Economic Risk. Despite declining as a source
of risk since 2005, debt sustainability remains the
main economic risk, followed by dollarization and
exposure to global and regional shocks. Public debt
is still sizeable and largely denominated in foreign
currency (57 percent). The financing requirements
for debt service are significant, with a concentration
of maturities in 2011. The highly dollarized economy
implies substantial exposure to foreign currency
risks for the banking sector due to corporate balance
sheet mismatches. Uruguay is vulnerable to a severe
deterioration in global and regional economic
conditions. While there has been diversification
in the destination of Uruguay's exports, they are
still highly concentrated in agricultural primaries.
Regional conditions remain important and a crisis in
neighboring countries would still have a strong impact
on Uruguay, although less severe than in 2002.

92. Political and Social Risk. Political risk was
assessed as low throughout the 2005-2010 CAS
period and continues to be so. The 2009 Presidential
and Parliamentary elections proceeded smoothly
with no indication of increased political risk. As has
already featured prominently in statements from the



President, a significant risk arises from the tensions
between pressure to expand government programs
and the need for a prudent fiscal stance in order to
further reduce macroeconomic vulnerabilities. The
consensus orientation of Uruguayan society and
President Mujica's inclusive approach to reforms
suggests minimal risk that political changes would
adversely affect prospects for the implementation of
reforms.

93. Risk related to Civil Service Reform. The
sweeping changes to the civil service legislation
proposed by the administration, while apparently
favored by the political opposition, are strongly
opposed by the public sector unions. This is a highly
contentious and difficult issue that is central to public
sectorreform,andthe outcome could haveimplications
for the Government's ability to achieve its broader
public sector reform agenda. While the Bank has not
been involved to date, it has considerable experience
with such reforms in other Latin American countries
and is prepared to provide technical assistance and/
or facilitate some south-south knowledge exchange
on the topic.

94. Climate Change and Natural Disasters Risk:
Droughts have had a major impact on rural income,
as well as important fiscal implications, in recent
years, and there is evidence that climate change is
worsening the magnitude and intensity of droughts.
Two significant consequences include decreased
hydro-power - and thus increased energy costs - and
a loss of agricultural output due to a lack of drinking
water for livestock. Therefore, support under the
Natural Resources management pillar is expected
to include adaptation measures currently under
discussion with Government.
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PILLAR 1 - REDUCING MACROECONOMIC VULNERABILITY & STRENGTHENING PUBLIC SECTOR ADMINISTRATION

1. Reduce Macroeconomic Vulnerabi