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I. Introduction 

On April 22, 1983 (EBM/83/66) the Executive Board approved Uruguay's 
request for access to Fund resources for the equivalent of SDR 378 mil- 
lion (300 percent of Uruguay's quota of SDR 126 million in effect at that 
time and 231 percent of Uruguay's present quota of SDR 163.8 million) 
in the framework of a two-year stand-by arrangement. The arrangement 
established macroeconomic targets for the period 1983-84 and performance 
clauses for the period through March 1984. It also stipulated that 
Uruguay would have to reach understandings with the Fund prior to the 
end of March 1984 on the performance clauses of the program for the 
period through the end of the arrangement. 

Uruguay was in compliance with the targets of the program through 
September 1983, but there were deviations from the program path in the 
last quarter of the year and in the first quarter of 1984. Several 
rounds of discussions were held in Montevideo from mid-November 1983 to 
review ways of correcting for these deviations and to develop a program 
for the remainder of the arrangement. A set of measures aimed at ensur- 
ing return to the path of adjustment that had been sought originally was 
adopted in May-June 1984, and the discussions on the program for the 
period ahead were concluded in Montevideo during May 30-June 21, 1984.1/ - 

In the letter dated July 23, 1984 and the accompanying Memorandum of 
Economic Policy and Memorandum of Understanding (attached), the Minister 
of Economy and Finance and the President of the Central Bank of Uruguay 
review the performance since the beginning of the arrangement and describe 
the economic and financial policies of the Government of Uruguay for the 
period ahead. In that same letter, the authorities indicate that they 
have cast their policies within a time frame that extends somewhat beyond 
the period of the arrangement and they request that the date of expira- 
tion of the arrangement be extended from April 21, 1985 to June 3, 1985.&/ 

l/ The staff team that participated in these discussions comprised 
Christian Brachet (Head-WHD), Tomas Balifio (CBD), Juan Carlos Di Tata, 
Olav Grbnlie, Roberto Ramaciotti (all WHD), and Alice McGann (Secretary- 
ADM). The team was assisted by Humberto ArbulG-Neira, the Fund resident 
representative in Uruguay. 

21 The 1983-84 program had been discussed in Montevideo in late 1982- 
early 1983 and the staff documents had been issued to Executive Directors 
in February 1983. At that time, the proposed phasing provided for the 
last purchase to take place in February 1985 on the basis of performance 
at end-December 1984. Discussion by the Executive Board of Uruguay's 
request for a stand-by arrangement in support of this program had had 
to be postponed to late April 1983, however, because of delays in 
Uruguay's securing the external financing that had been built into the 
program for the first year of the arrangement. Because of this delay, 
March 31, 1984 was made a testing date in the first year of the program, 
and March 31, 1985 was to be made the final testing date; postponement 
of the expiration date of the arrangement to early June 1985 would give 
sufficient time to monitor the observance of quantitative performance 
criteria as of the end of March 1985, on which the last purchase under 
the arrangement is predicated. 
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Uruguay made three purchases under the stand-by arrangement in 1983 
totaling SDR 151.2 million, but was prevented from making the February 
1984 and May 1984 purchases because of its inability to meet certain 
targets of the program at end-December 1983 and end-March 1984 and to 
reach agreement with the Fund by March 31, 1984 on the performance 
clauses of the program for the second year of the arrangement.l/ At the 
end of June 1984, total Fund credit outstanding to Uruguay (inFluding a 
first credit tranche purchase made in July 1982) stood at 138.5 percent 
of Uruguay's quota (111.5 percent of quota excluding purchases under 
the compensatory financing facility), of which 60 percent was financed 
from ordinary resources and the remainder from borrowed resources under 
the policy of enlarged access (Table 1). 

The stand-by arrangement for Uruguay would provide for possible 
purchases of SDR 226.8 million during the remainder of the arrangement. 
In the attached communication, however, the authorities note the devia- 
tions from the program path since the last quarter of 1983; they also 
refer to the possible need for the Government which is to reach office 
in March 1985 to approach the Fund with requests for further assistance 
and, therefore, to the need for maintaining Uruguay's potential access 
to Fund resources at a high level. Accordingly, they request that the 
amount of the arrangement be scaled down from SDR 378 million to 
SDR 271.2 million, which would leave SDR 120 million, equivalent to 
73 percent of quota, available Fn the ten months through the proposed 
revised date of expiration of the arrangement.21 Purchases would be 
phased evenly in four installments to take place in August and November 
1984 and in February and May 1985. Such utilisation of the adjusted 
amount would raise Fund credit to Uruguay to the equivalent of 212 per- 
cent of quota by the end of May 1985. Further information on Uruguay's 
relations with the Fund is presented in Appendix 11. 

The last Article IV consultation discussions with Uruguay were 
conducted in Montevideo in several rounds from mid-November 1983 to 
end-January 1984. The attendant documentation (W/84/70 and SM/84/78) 
was considered by the Executive Board at EBM/84/71 on May 2, 1984. 

L/ The end-June 1983 balance of payments and net domestic assets 
tests were exceeded slightly but these departures were more than fully 
explained by delayed disbursement of the first tranche of the medium- 
term loan negotiated with foreign banks in parallel with the program. 
The Fund thus agreed to waive these performance criteria (EBS/83/177, 
August 18, 1983). 

21 At an annual rate, Uruguay's access to Fund resources during the 
rezainder of the arrangement thus would be equivalent to SDR 144 mil- 
lion, or 88 percent of Uruguay's new quota. 
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vut- uut- Vut- 

standing Vperations in the First Year of Program standing operations in the Second Year ot the Program standing 
Feb. 28, Apr.-July Aug.-Oct. Nov. 1983- Feb.+ar. June 3ll. Aug.-&t. NOV. lY84- Feb.-Apr. May June 3, 

1983 1Y83 1983 .Jan.-1984 1984 Total 1984 1984 Jan. 19M5 1985 1985 Tutal 19n5 

(In millions of SIN&) 

Transactions under tranc he 
policies (net )L/ 

Purchase:. 
urdinaty resources 

First credit tranche 
Stand-by arrangement 

Enlarged access resources 
Repurchases 

Transactions with special 
facilities (net)?/ 

Purchases 
Repurchases 

Total Fund credit outstanding 
(end of period) 

Under tranche policies 
Special facilities 

Total Fund credit outstanding 
(end of perod) 

Under tr.lnchr policies 
Special facilities 

Jl. 5 
(31.5) 
/31.5/ 

I--/ 

(--) 
-- 

44.1 

44.1 
-- 

75.6 
31.5 

44.1 

46.2 

19.2 
2b.9 

47.2 

(14.3) 

/--/ 

ll4.31 
(32.9) 

-- 

- 
-- 

-- 

122.8 
7x.7 

44. I 

75.u 

4n.u 

2h. 9 

47.3 

(21.5) 

/--/ 
121.51 

(25.8) 
-- 

-- 
- 
-- 

-- 

170.1 
12b.O 

44.1 

1VJ.b 
--x3 

‘b,Y 

56.7 -- 

(25.8) (--) 
I--/ /--J 

125.81 l--l 
(30.9) C--J 

-- -- 

151-L 

(61.6) 

/--/ 

161.61 
(89.b) 

-- 

-- -- - - -- -- 
-- -- 

-- 
-- 

226.8 226.8 226.8 - - - 
182.7 182.7 182.7 

44.1 44.1 44.1 

(As percent of new quota) 

138.5 118.5 138.5 - - - 
111.5 111.5 111.5 

2h.Y Zh. Y 2b.Y 

1x2.7 3U.U 
(93.1) (15.1)) 
131.51 J--J 
Ibl.61 Jl5.uJ 
(89.6) (15.U) 

-- -- 

311.0 30.0 

(15.1,) (2.9) 

J--J l--l 
/15.u/ JL.Yl 
(15.1)) (27.1) 

-- -- 

44.1 

44.1 
-- 

-- 
-- 
-- 

-- 
- -- 
-- 

-- 

-- 
-- 

226.8 256.8 2M6.8 31b.8 
182.7 212.7 246.7 272.7 

44.1 44. I 44.1 44.1 

138.5 15b.8 175.1 193.4 
Ill.5 129.9 14n. 2 lbb.5 

'0.9 2h.Y 26.9 2b.9 

30.1, 1 2 lJ . U 3u.T. 7 
(--) (32.9) (L2h.O) 
l--l J--l 131.51 

(3;:;; g*:: . (:%1 . 
-- -- -- 

L. 

_- -- 44.1 I 
- - -- K-i 
-- -- -- 

346.8 34b. 8 346.8 -- 
302.7 302.7 )0.7 

44.1 . 44 1 44.1 

211.7 211.7 211.7 --- 
184.8 IH4.8 184.8 

2b.Y 2b.Y 2h.Y 

source: Internat ional Monetary Fund. 

1J Partials may not add up to totals hecausr of rounding. 
TJ urdinary and enlarged access resources. 
IJ Compensatory financing facility. 
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11. Background and Recent Developments 

Following a six-year period of strong economic growth, balance of 
payments surpluses, and generally declining inflation, Uruguay's eco- 
nomic and financial position took a sharp turn for the worse from 
mid-1981. Output stagnated in the second half of 1981 and dropped by 
almost 10 percent in 1982 (Table 2). Unemployment, which had been less 
than 6 percent of the labor force in the second quarter of 1981 reached 
14 percent in the fourth quarter of 1982 (Statistical Appendix Table 17). 

This abrupt downturn can be traced to a number of factors. The 
slowdown in the world economy that started in 1980, and rapid changes 
in economic conditions in neighboring countries beginning in 1981 had 
adverse effects on Uruguay. In the main, however, the cost/price 
distortions arising from the inconsistency between incomes and exchange 
rate policy, and the eventual weakening of domestic demand policies, 
appear to have been the determining factor. Beginning in late 1978, 
the rate of depreciation of the peso vis->-vis the U.S. dollar was 
slowed steadily, in accordance with a schedule for the exchange rate 
that was published several months in advance. The rate of increase in 
domestic costs and prices also was brought down--during the 12-month 
period to November 1982 consumer prices rose by 11 percent, compared 
with an increase of more than 80 percent during 1979--but for the four- 
year period as a whole it exceeded by far the pace of currency depre- 
ciation; consequently there was a large real appreciation of the peso 
(Chart 1). 

In the public sector, tax collections declined in real terms in 
1982 as a result of the contraction in real GDP, but wages and social 
security benefits continued 'to rise as they were about indexed to past 
price or wage inflation; the nonfinancial public sector thus moved to a 
deficit in excess of 10 percent of GDP in 1982, from a small surplus in 
1980 and a small deficit in 1981 (Table 3). In addition, in 1982 the 
Mortgage Bank received assistance from the Central Bank equivalent to 
7 l/2 percent of GDP as it stepped up its lending for social housing to 
mitigate the effects on employment of the fall in Argentine real estate 
investment in Uruguay.l/ Moreover, these demands on the Central Bank 
emerged at a time when the Central Bank came under pressure to take 
measures to maintain the solvency of the commercial banking system. As 
corporate bankruptcies multiplied and banks experienced growing financial 
difficulties, the Central Bank first extended emergency assistance to 
the banking system and eventually, in October 1982, announced that it 

l! This increased lending activity coincided with the discontinuation 
of-central administration transfers to the Mortgage Bank of the proceeds 
of a 2 percent tax on wages and with a virtual stagnation in the Bank's 
own loanable resources. 

a 
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Table. 2. Uruguay: Selected Economic Indicators 

(Percentage changes unless otherwise.indicated) 

. ‘. 

July 1984- 
1983 1984 June 1985 _. v 

1980 1'981 1982 Proj. Est. Proj. Rev. Proj. 

Gross domestic Droduct 11 . 
In current market pri&. 
In constant 1978 prices 

. . . ,GDP deflator 
. :_ '.. .' 

;., .: '. .'..Prices, wages, ,and exchange 
rate 2/ 

60.0 32.8 5.0 39.9 44.9 21.1 
6.0 .1.9 -9.7 1.0 -4.7 4.0 

51;o 30.2 16.2 38.5 52.1 16.5 

.;Consu~er- prices 42.8 
Wholesale prices 28.6 

!.: '.E' Wholesale prices of 
domestic manufactures 

Wag.es -,Publlc sector 
. - Private sector 

.:. -,:.,,E,~&hange rate (selling)?/ 

32.9 is. 1 37.9 
66.5 26.8 7.9 
67.1 35.2 6.6 
18.0 15.9 147.3 

..&abo,r, Market 4/ 
,. .I+bqr partiF$pation rate A/ 56.6 

.'%. . . ,' Unemployment rate 61 6.0 

29. $ 20.5 
14.9 33.5 

58.b 54.4 
9.0 13.3 

29.1 
. . . 

. . . 

. . . 

. . . 
32.1 

. . . 

. . . 

51.5 . . . 
73.8 . . . 

62.9 . . . 
28.3 . . . 
35.6 . . . 
49.8 . . . 

58.6 . . . 
15.1 . . . 

50.8 42.7 
2.9 4.0 

46.6 37.2 

45.5 .21.9 
. . . . . . 

. . . . . . 
30.8 16.6 
41.g 22.8 
48.5 21.9 

... ... 

... ... 
.-.. 

, ‘. :.‘, .. ._’ 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

l/ Historical series differ from those in SM/84/70 because of a recent revision of 
naTiona accounts data. 

.-- 21 End of period. 
3/ In terms of pesos per U.S. dollar. 
z/ Data for December. 
71 In percent of population 14 years and'older. 
x/ In percent of labor force. - 



Table 3. Uruguay: Summary of the Nonfinancial Public Sector Operations 

(In percent of GDP) 

- -- 

Program 
Est. 1984 1985 July 1984- 

1981 1982 1983 I II III IV Year I II June 1985 

General Government 
Revenue 
Expenditure 
Current account surplus 

or deficit (-) 

Public enterprises 
Current account surplus 

or deEicit (-)A/ 

Public sector savings 

Capital expenditure 

Overall surplus or deficit 
(-) of the nonfinancial 
public sector 

Bonds and bills in dollars 

Other foreign financing (net) 

Domestic financing (net>/ 

Memorandum item: 
Total expenditure 

22.4 21.1 
21.0 26.6 

1.4 -5.5 

2.2 0.8 

3.6 -4.7 

5.9 5.4 

-2.3 -10.1 -- 

-- 0.8 

1.8 3.1 

0.5 6.2 

20.9 
22.1 

-1.2 

0.7 

-0.4 

4.0 

-4.4 

20.2 18.6 18.9 20.6 19.6 21.8 21.0 20.6 
20.8 20.6 19.3 19.3 19.9 19.8 20.0 19.6 

-0.6 -2.0 -0.4 1.3 -0.3 2.0 -1.0 1.0 

2.6 1.4 2.9 3.2 2.5 3.1 2.1 

2.0 -0.6 2.5 4.5 2.2 5.1 3.1 

4.7 5.2 5.1 5.6 5.2 4.5 4.6 

-2.7 -5.8 -2.6 -1.1 

0.8 2.5 -1.2 

-4.1 -2.0 1.9 

7.7 2.2 5.1 

-- 

1.4 

1.2 

-1.3 

1.8 

0.6 

-3.0 

-0.1 

0.9 

2.2 

26.9 32.0 26.1 25.5 25.8 24.4 24.9 25.1 

0.6 -1.5 -- 

-0.5 -1.1 

-0.1 -0.3 

-- 2.9 

24.3 24.6 

2.8 

3.8 

4.9 

-1.1 

-0.8 

0.8 

1.1 

24.5 

Sources: Ministry of Economy and Finance; SEPLACODI; Central Bank of Uruguay; and Statistical Appendix 
Tables 16 and 18. 

l/ Net of transfers. 
/ New medium-term Financing and refinancing loans negotiated in 1983 with foreign commercial banks are 

shown as channeled through the Central Bank. 

I 

m 

I 

. -. 
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would be prepared to purchase some of the banks' loan portfolios.l/ 
Also, in September 1982 an export prefinancing scheme was introduced, 
which involved an exchange rate guarantee (amounting to a subsidy) from 
the Central Bank. As a result, the quasi-fiscal spending of the Central 
Bank amounted to 8 l/3 percent of GDP in 1982, which, added to the 
deficit of the nonfinancial public sector, made for an overall fiscal 
deficit of about 18 l/2 percent of GDP (Table 4). 

Notwithstanding a marked decline in private investment, the exter- 
nal current account deficit remained at around 7 percent of GDP in 1982. 
At the same time, private capital outflow increased markedly as a result 
of the widening public sector deficit and sharp expansion in central bank 
credit, and of the attendant weakening of domestic confidence. Despite 
massive reliance on official external borrowing, the balance of payments 
in 1982 moved into a deficit of US$800 million, or close to 14 percent 
of GDP (Chart 2). 

As a series of attempts at corrective action in the course of 1982 
had failed to redress the situation, in late 1982 the authorities 
adopted a comprehensive adjustment program that was supported by the 
current stand-by arrangement. The market-oriented, outward looking 
thrust of the economic strategy pursued since 1974 was reaffirmed, and 
measures were adopted to improve domestic demand management and to 
adjust the external positlon. The objectives of the program were a 
marked improvement in the balance of payments and a return to relative 
price stability once corrective price adjustments had worked their way 
through the economy. It also was expected that the program would lay 
the basis for a progressive recovery of economic activity. 

The main features of the program were: (a) an intensification of 
the efforts that had been under way since 1974 to achieve a better allo- 
cation of resources; (b) a virtual withdrawal of the Government from the 
process of wage determination in the private sector; (c) a sharp reduc- 
tion in the borrowing requirements of the nonfinancial public sector; 

l/ Under the terms of the "portfolio purchase scheme," the Central 
BaKk in 1982 and early 1983 acquired some USS215 million in private 
sector debt owed to foreign-owned local commercial banks, out of the 
proceeds of about USS540 million in new medium-term loans from these 
banks' head offices. (The remaining US$325 million was passed on to 
the Central Administration and to the Mortgage Bank.) Under the same 
scheme, the Central Bank also acquired the equivalent of some US$415 
million in poor quality assets held by insolvent locally owned commer- 
cial banks (a quid pro quo for the acquisition of these banks by for- 
eign financial institutions), against cancellation of previous assis- 
tance or in exchange for interest-bearing bonds or promissory notes 
denominated in the currency of the original loans--mostly U.S. dollars. 
As a result of these operations, the Central Bank has on its books some 
LJSS630 million in claims on the Uruguayan private sector on which it 
receives virtually no income, and it has taken on about US$820 million 
in liabilities on which it pays market-related rates. 
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Tdhl,. 4. Ilnly~lnv : Public Sector Deficit Ad.justed for 

(As percent of GDP) 

Central Bank Fiscal Expenditures L/ 

Est. July 1983-June 1984 Proj. July 1984-June 1985 
Proj. Prel. July- Est. Jan. - Prof. .July- Proj. Jan- 

1982 1983 19R4 Dec. 1983 June 1984 Year Dec. 1984 June 1985 Year 

Nonfinancial ‘public 
sector’s financing 
” e I2 ‘I s 10.1 4.4 3.0 --- 

Central Hank H.3 11.4 3.7 --- 
Assi-;c.rnw tl, 

M<>,rcg.ijie Rank 7.5 -21 6.8 2/ 0.5 - 

1.3 -- 
3.3 3.2 

1.5 2.9 
1.8' 3.6 

2.4 

6.7 4.4 - - 

11.5 4.3 - 

8.8 (1.R 

_- -- 

2.7 3.5 

1.9 2.8 
1.2 3.5 

0.8 2.3 

1.8 31 1.0 0.3 I.0 

5.4 - 

7.5 - 

4.4 

L- 

3.1 

2.0 
2.5 

1.7 

0.7 

0.1 
0.5 

0.1 

1.8 0.5 - - 

3.2 3.4 - - 

0.3 0.3 

-- -- 

2.9 3.1 

3.0 3.0 
3.6 3.7 

2.4 2,5 

0.9 0.9 

0.2 0.2 
0.6 0.6 

ft. 1 0.1 

1. I - 

3.3 - 

0.3 

-- 

3.0 

3.0 
3.7 

2.5 

Il. 9 

0.2 
0.7 

Foreign exchange 
,-oSts (net) 0.3 

Expenditures C-J.7 
Interest aof foreign( 

debt ( 
Interest on liahil-( 

ities issued in ( 
connection with ( 
the “portfolio ( 
purchase scheme” (0.7 31 

Interest on pri- ( - 

vate banks and ( 
BROU foreign- ( 
currency depositsc 

Receipts 
Interest income 

on purchased 
portfolio 

Interest on 
foreign 
reserves and 
other interest 
income 

9.4 

. . . 

0.4 0.3 0.6 0.2 0.6 0.4 0.5 0.5 0.5 

0.2 
0.7 

0. I 

0.3 
0.R 

0.2 

0.2 

0.4 

-- 

0.5 

0.2 

0.4 

6.7 - 

0. I 0.2 
0.2 0.7 

.., 0.1 

1.8 
2.3 

0.2 

0.7 1.2 -0. I 
1.3 1.1 0.4 

0.2 0.2 0.2 

0.3 

. . . 

0.b 1.8 
0,b 1.8 

0.5 0.5 

0. I 0.2 

-- 1.1 

. . . 

. . . 
. . . 
. . . 

. . . . . . 

. . . . . . 

18.4 15.8 

Loca 1 currency 
costs (net) 

Expenditures 
Wages .lnd other 

operating costs 
interest on bills 

issued in 
connection with 
the “portfolio 
purchase scheme" 

Interest on banks’ 
local currency 
deposits 

Interest on 
treasury bills 
for open market 
operations and 
other interest 
expenditure 

Receipts 
Interest income 

on purchased 
portfolio 

Other interest 
income 

9.1 

0.1 -- 

0.5 0.5 

0.2 0.2 

0.4 0.2 0.3 0.2 

1.6 0.8 1.2 -- 

0.3 9. 3 

0.1 0.1 
0.5 0.h 

0.1 -- -- 
0.6 0.5 0.4 

-- 
0.5 

. . . 0.2 

0.5 0.4 

0.1 

0.5 

0.2 0.1 

Il. 3 0.3 

9. 2 

0.3 

‘Total public sector 
financing needs 18.2 8.7 - 12.9 5.0 3.9 - - 4.4 - 

0 

Sources : Ministry of Economy and Finance; Planning Secretariat; Central Bank of Uruguay; and Fund staff 
estimates. 

I/ Partial6 may not add ‘up to totals because of rounding, 
2/ Before write-off of interest charges on Mortage Bank’s deht to the Central Bank (which eventually appeared 

:a3 loss in the Central Bank’s profit and loss statement). 
21 Includes assistance to private hanks in local currency. 
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CHART 2 

URUGUAY 

SELECTED BALANCE OF PAYMENTS FLOWS 
(In millions of U.S. dollars1 

Trade balance 

Current account balance 
_-----__ 

. ..- .s.----.- 

*. . ..’ 
: 

. . 
-* 

\ 

4. 
‘. ‘4 ---- 

Factor ,ncome /Net) 

1978 1979 1980 1981 1982 1983 ,984 84!85 
Pm, 

Prl31 

Net official capiral flows 

\ / 
\ / 
\ / 
\ 4 Net private capital flows 

\ ’ 
11 

1978 1979 1980 1981 1982 1983 ,984 B4:85 
P.0, 

PC0 





-9- 

0 (d) a scaling down of official external borrowing; and (e) a decelera- 
tion of central bank credit growth to a rate consistent with the balance 
of payments and inflation-objectives. 

The improvement in resource allocation was predicated on: (a) the 
freeing of the exchange rate in late November 1982 and the substantial 
depreciation of the peso that was expected to ensue;l/ (b) a further 
liberalization of the trade system; and (c) the maintenance of realistic 
prices for goods and services produced or marketed by the public sector. 

The deficit of the nonfinancial public sector was to be reduced 
from over 10 percent of GDP in 1982 to 3 percent of GDP in 1983 and 
about 1 percent of GDP in 1984. To achieve this objective, various re- 
venue measures were announced in late November 1982, including increases 
in tax rates, the extension of the value added tax to many services, 
and the introduction of emergency taxes on traditional exports./ At 
the same time, expenditure was to be cut substanti.ally relative ta GDP, 
in part by holding increases in wages and social security benefits below 
projected inflation. The compression of the borrowing requirement of 
the public sector, in turn, was to make possible a marked slowdown in 
the rate of central bank credit expansion. This slowdown was to be 
aided by a drastic curtailment of central bank assistance to the Mort- 
gage Bank, and by the reintroduction of legal reserve requirements 
(discontinued in 1979) and of open market operations. 

With these changes in exchange rate and financial policies, it was 
expected that the current account deficit of the balance of payments 
would decline somewhat in 1983 and 1984, and that private capital out- 
flow would abate rapidly. The need for net official external borrowing 
therefore was projected to decline, from more than US$l billion in 1982 
to around US$450 million in 1983 and about USSlOO million in 1984. The 
balance of payments deficit was to be limited to no more than US$lOO mil- 
lion in 1983, and approximate balance was to be achieved in 1984.21 

l! Central bank intervention was to be limited to preventing erratic 
maFket fluctuations and to meeting the foreign exchange cost of the ex- 
port prefinancing scheme. (The balance of payments deficit programmed 
for 1983 was mostly in reflection of the unwinding of this scheme.) 

21 These taxes were temporary and in lieu of the existing farm income 
tG (IMAGRO). IMAGRO is collected with a one-year lag and therefore was 
unlikely to yield much in 1983 because of the delayed impact of the 
exchange rate change on farm income. 

31 The balance of payments target for 1983 was made adjustable, how- 
ever, to up to a deficit of ~~$180 million (USS200 million through 
March 1984) in case of a shortfall in actual compared with programmed 
net recourse by the public sector to external financing. 
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III. Performance in the First Year of the Stand-By Arrangement 

Even though the end-1983 and end-March 1984 program limits for the 
public sector deficit were exceeded, and inflation has been signifi- 
cantly higher than projected, Uruguay's economy has undergone a large 
measure of adjustment in the last 18 months (Table 5 and Chart 3). There 
has been a substantial reduction in the borrowing needs of the nonfinan- 
cial public sector; the peso has depreciated sharply in real terns, to a 
level close to the average of 1975-79 (when exports grew rapidly and 
there were rising external surpluses), and the balance of payments has 
strengthened markedly (Table 6).L/ Also, after five consecutive quarters 
of decline in output, real GDP began to rise again from mid-1983. 

In the first half of 1983, imports fell off sharply, and the cur- 
rent account moved close to balance. For 1983 as a whole, the current 
account deficit is estimated to have declined to around 3 percent of 
GDP, from 7 percent of GDP in 1982, and it moved into a surplus equiv- 
alent to 6 l/3 percent of GDP in the first quarter of 1984 (Table 7). 
The trade account shifted from a small deficit in 1982 to a large sur- 
plus in 1983 and early 1984, more than offsetting the increase in inter- 
est payments on the external debt. Contrary to expectations, there 
continued to be a deficit on travel account in 1983, because of a pro- 
nounced decline in Argentine and Brazilian tourism and increased travel 
abroad by Uruguayans who took advantage of the parallel exchange rates 
for the currencies of Uruguay's neighbors. This deficit, however, was 
reversed in early 1984 owing to a strong rebound in tourist arrivals 
from Argentina. 

The stronger than anticipated performance on current account com- 
pensated for, but also to an extent reflected the weakness of the 
capital account. For one, net official capital inflows fell short of 
the amounts envisaged in the program, owing in part to Uruguay's foreign 
bank creditors having rescheduled only 90 percent of principal falling 
due in 1983,2/ but also to a shortfall from original estimates in the 
external financing operations related to the "portfolio purchase scheme." 
At the sane tine, despite domestic interest rates that, during most of 
the year, were both high in real terns and at or above the arbitrage 
rate vis-a-vis assets denominated in foreign currency, the private 
capital account remained significantly more negative than had been 
expected. 

To an extent, the continued high inflationary expectations and low 
level of confidence stemmed from the difficult economic conditions 
prevailing in the region and from uncertainties attaching to Uruguay's 
transition toward its first elections in 13 years (scheduled for November 

l/ The balance of payments targets were met by ample margins through 
MaTch 1984. 

21 For a review of Uruguay's external debt position and of the re- 
scheduling and new financing operations of 1983, see Appendix I in 
SM/84/70. 
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Tahle 5. IJruguay : 1983-85 Program l/2/ -- 

c 

July 84- 
1983 I984 June 85 

1981 1982 Or. Proj. Est. OX-. Proj. Rev. Proj. Proj. 

Real GDP 1.9 
Money GDP 32.8 
Def later 30.2 

External sector 

Exports GNFS 14.7 14.1 15.8 18.5 23.7 21.7 20.6 
Imports GNFS 18.6 17.4 15.5 15.7 22.4 15.7 14.9 
Factor payments and transfers -0. h -2.1 -4.9 -5.8 -5.2 -7.5 -7.2 

Current account deficit (-1 -4.5 -5.4 -4.6 -3.0 -3.9 -1.5 -1.5 

Official capital 2.7 10.9 
NFPS (1.8) (4.6) 
Official banks (0.9) (6.3) 

Nonbank private sector 3/ 1.1 -12.0 
Private financial systeln 0.9 0.2 
Net reserve change (increase -) -0.2 6.3 

(4.8) 
-2.8 

-- 

1.3 

,Z: ;, 
(8.8) 
-3.0 
-1.6 
-1.7 41 - 

1.4 
(1.0) 
(0.4) 

2. 5 
-- 

2. 0 
(0.8) 
(1.2) 

-0.9 

0.4 

p, 

(1.5) 

; -- 

-- 

Nonfinancial uublic sector 

Saving 5/ 
General government 5/ 
Public enterprises I/ 

Investment 

Overall deficit (-) -2.3 -10.1 -2.8 -4.4 -1.1 -3.0 -1.1 
External financing 1.8 4.6 1.3 0.5 1.1 0.8 -- 

Internal financing 0.5 5.5 1.5 3.9 -- 2.2 1.1 

Saving and investment 

Public investment 5.9 5.4 4.9 4. IJ 5.2 
Private investment 9.4 6.6 6.9 6.5 8.6 

Investment = saving 15.3 12.0 11.8 

External saving 
Nonfinancial public sector 
Financial system and other (2.9) 
Net reserve change (increase -) (-0.2) 

Domestic saving 10.8 
Nonfinancial public sector (3.6) 
Private sector (7.2) 

(Percentage) 

-9.7 1.0 -4.7 
5.0 39.9 44.9 

16.2 38. 5 52.1 

(In percent of GDP) 

-4.7 
(-8.0) 

(3.3) 
5.4 

,,‘:“,, 
(-5.5) 

(6.3) 

(2;) 
(11.3) 

,-:: :, 
(3.6) 

4.9 

(‘12, 
(2.0) 
(1.3) 

(k:, 
(5.1) 

-0.4 
(-3.2) 
(2.8) 

4. 0 

10.5 

3.0 
(0.5) 
(4.2) 

(-1.7) 

(21, 
(7.9) 

4.0 2.9 4.0 
21.2 50.8 42.7 
16. 5 46.6 37.2 

,-i: :, (2 i) (2 Y, 
(4.5) (5.2) (5.5) 

5.2 5.2 4.9 

13.8 

,‘;::, 
(2.9) 

c--j 

,Y) 
(5.7) 

5.2 
5.5 

11.7 

,G) 
(0.3) 
(0.4) 

10.1 
(2.2) 
(7.9) 

4.9 
7.4 

12.3 

115) 

(1.5) 
(--! 

10.8 
(3.8) 
(7.0) 

Sources : Ministry of Economy and Finance; SEPLACODI; Social Security Directorate; public enterprises; 
Central Bank of Uruguay; and Fund staff estimates. \ 

I/ Cash basis. 
-1 External accounts converted to new Uruguayan pesos at average annual exchange rate. Ratios to GDP 

therefore differ from those in Tables 6, 7, 11, and 12 where GDP in U.S. dollar terms has been estimated 
on the basis of a shadow exchange rate. 

3/ Includes SDR allocation, gold valuation adjustments, and errors and omissions. 
T/ After refinancing at medium term of LlSS1l7.1 million in central bank reserve liabilities. 
5/ Before receipts and transfer payments; also includes capital receipts. - 
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Table 6. Uruguay: Summary Balance of Payments f 

(In millions of U.S. dollars) 

Prog. Prog. 
1983 1983 July July 

Actual Actual 1984- 1984- 
Prog. Prog. Actual Actual Proj. 1984 Proj. 1984 June June 

1981 1981 1982 1982 Prog. Prog. Basis Basis 11 11 Adj.21 Adj.21 Orig. Orig. Rev. Rev. 1985 1985 

-75 -81 
231 254 

1,028 1,058 
-797 -804 
-378 -387 

72 52 

55 
98 
58 
40 

-43 
-- 

-43 

-- - 

-20 

81 
81 
81 
-- 
-- 
-- 
-- 

J 
-- - 

-- 

-470 -426 - - 
-480 -64 

-171 -116 - - 
275 363 

-343 
-1 

1,159 
-1,160 

-368 
26 

243 
455 
885 

-430 
-212 

. . . 

. . . 

-- 
- 

-100 

-- 

-171 
275 

Current account 
Trade balance 

Exports, f.o.b. 1,215 1,023 
Imports, c.i.f. -1,695 -1,087 

1,045 1,045 1,104 
-770 -770 -741 
-288 -288 -353 
-158 -158 -126 

Factor services -74 -188 
Other 84 -174 

471 -374 - - 
303 1,072 
222 472 

81 600 
168 -1,446 
101 14 

67 -1,460 

26 143 . . . 
3TT m 145 

Capital account 
Public sector 

Medium- and long-term 
Short-term 

Private sector 
Financial 
Nonfinancial 3/ - 

687 
-365 
-296 

25 
-321 

804 2/ 125 
- -365 20 

-296 . . . 
25 . . . 

-321 . . . 

11 -- - - SDR allocations -- -- -- 
- - 

12 -800 - - -145 -28 . . . Overall balance 

13 215 - 101 

44 

113 -- - Valuation adjustment -- 
- 

20 - 

-1.3 
-0.3 

-- 
- 

-- 
Official reserve move- 

ment (increase -) -25 585 100 -85 . . . 

-1.3 
-- 

Memorandum items 4/ 
Current account/GDP 
Overall balance/GDP 

-6.6 -7.1 -5.8 -3.1 -3.1 -1.9 
0.2 -13.3 -1.7 -2.6 -0.5 . . . 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

1/ As per program, shows USS117.1 million as reserve liabilities of the Central Bank - 
even though these liabilities were refinanced at medium term; excludes exchange gain on 
gold sales. Gold valued at US$42 per troy ounce; accounting rate for the SDR: SDR 1 
= US$l.lO. 

21 Treats as medium-term financing USS117.1 million in refinanced reserve liabilities; 
reflects adjustment in reserves for actual average SDR/U.S. dollar relationship in 1983 
(SDR 1 = usS1.05). 

31 Includes errors and omissions. 
T/ For the purpose of these ratios, the GDP in U.S. dollar terms has been estimated 

using an Uruguayan peso/U.S. dollar exchange rate that is constant in real terms at its 
. 

average 1976 level (these ratios therefore differ from those that emerge from the 
national accounts). 
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Table 7. Uruguay : Balance of Payments Indicators 

(In percent of GDP) 

Est. Proj. 
Prel. 1983 Est. 1984 Proj. 1985 July 1983- July 1984- 

1982 I/ 1982 I/ I 21 II 2/ III 2/ IV 2/ Year 1 2/ II 2/ ITT 2/ IV 2/ Year 1 21 II 2/ June 1984 June 1985 

Trade ha lance -6.17 -1.1 5.2 ?.2 1.2 6.6 5.0 5.4 3.7 3.3 5.9 3.9 5.2 5.3 4.2 4.1 

Net travel receipts 1. I -3.3 -1.3 -3.8 -3.8 -3.6 -3. I 6.5 -1. I -0.6 -0.3 0.9 4.3 -0.5 -0.6 0.h 

Net factor illcome 
payments -1.1) -3. I -3.8 -6.3 -4.h -6.b -5.2 -6.2 -8.5 -6.6 -0.7 -6.3 -6.9 -8.1 -6.4 -6.3 

Current account 
balalrce (slciil,it -) -6.6 -7.1 0.5 -2.7 -7.2 -3.1 -3. I 6.3 -5.7 -4.0 -2.5 -1.3 3. I -3.0 -2-h -1.3 

Net capital inflows (i:“,, -6.2 -9. I 0.3 In.6 -- (i:i, (-i::, 3. 0 (Z, 2.9 
Public (17.8) (-6.0) (6.3) (14.7) (8.6) (3.5) (2.3) 

(:::, -- 2.7 1.3 
(0.4) 

,:::, 
(6.9) (1.3) 

Private (2.3) (-24.0) (-3.1) (-6.0) (-4.1) (-8.6) (-5.3) (-3.1) (-0.5) (-0.5) (0.6) (-0.6) (-0.4) (0.4) (-4.2) c--j 

Overall balance 
(deficit -) 0.2 -13.3 -8.h -2.4 3.4 -3. I -2.6 2.6 -2.6 -2.0 0.4 0.3 3.1 -1.5 0.1 -- 

Sources : Celitral Bank of Uruguay; and Fultd staff estimates. 

I/ To correct for the disLorLions iq these mrasuremellts arising from the different movements of the exchange rate and of the CDP deflator, especially 
in-IYbl and 1952 when thcs peso hecnmt* increasingly overvalued, GDP in U.S. dollar terms has been estimated tar ex:l ywr using an llru~uaysn pcsu/ 
11.5. dollar- exchange rate that is constanr in real terms at its nver;qge 1976 level. 

Al Annual rates. 
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1984) and the transfer of power to a civilian government in March 1985. 
However, delays in the introduction of certain fiscal measures and mon- 
etary control procedures that were crucial to the successful implementa- 
tion of the program also played a role.l/ In addition, in the four 
months after the peg was severed, there was a severe lack of coordina- 
tion between the exchange market operations of the official financial 
institutions--in the period December 1983 to March 1984, the Bank of 
the Republic (BROU), the state-owned commercial bank, increased its 
foreign exchange position by some LJS$70 million--and this caused con- 
fusion among market participants about the authorities' actual policy 
stance. Finally, as the year advanced, evidence of growing difficulties 
in adhering to the fiscal component of the program cast doubt on the 
ability of the Government to carry out the adjustment effort. 

In the first three quarters of 1983 the deficit of the nonfinancial 
public sector was kept below the limit under the program, dropping to 
2 percent of GDP at an annual rate (Table 8). Yet, for the year as a 
whole the deficit was about 4 l/2 percent of GDP. Although a major 
improvement from 1982, the deficit hence was substantially more than 
had been sought originally. Spending was reduced by almost 6 percentage 
points of GDP, significantly more than planned, but the lower than 
expected level of economic activity and imports caused government 
revenue to fall short of projections. 

As early as the middle of the second quarter of 1983, it was 
apparent that additional action would have to be taken if the quarterly 
fiscal targets of the program were to be met. Some substantive measures 
were adopted, including additional cuts in spending. However, there 
also was reliance on special one-time payments from the rest of the 
public sector, while the collection of some taxes was advanced and 
certain payments were delayed. These various actions were sufficient 
to ensure compliance with the limits on the borrowing needs of the 
Central Administration and of the entire nonfinancial public sector 
at the end of September. However, since some were of a one-time nature 
and others had to be reversed in the fourth quarter--and since there 
also was an unplanned wage increase of about 15 percent for public 
sector employees in September-- the end-year limits were exceeded by 
wide margins. These excesses continued in the first two quarters of 
1984, despite sharp adjustments in state enterprise prices in January 
and May and some recovery of tax collections in response to the mild 
revival of economic activity. 

There was no progress in 1983 in reducing pressures on the Central 
Bank from sources other than the nonfinancial public sector. In fact, 
these pressures intensified and the combined imbalances of the non- 
financial public sector and the Central Bank (as defined in Table 4) 
still amounted to 15 2/3 percent of GDP. Assistance to the Mortgage 
Bank declined only marginally while central bank losses rose abruptly 

l/ For a more detailed discussion of policy developments in the 
immediate aftermath of the float, see Section II in SM/84/70. 

i 
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i 
1’ . . Table 8. .lJruguay:, Indicators of Fiscal Performance L/. :a 

: '(In percent of GDP) 
: 

Memorandum Items: 
Central Bank 

'. ,. 
,Central 

Credit to Adjusted 
Nonfinancial Public Sector Public 

Administration Public Sector Other than to .Profits 
and losses ('-) 

Sector 
. Deficit (-) (NFPS) Deficit NFPS 2/ : Deficit 

(1) '. (2) (3)- (4) (5=2+3+4) 

.: 

1981 -0.9 -2.4 -0.1 0.4 

1982 

1983 
I 
II 
III 
IV 

I 1984 . 2 T 
Est. ;I 
Proj. III 
Proj. IV . . 

1985 
Proj. I 

-9; 1 

-4.0 
-3.7 

.-1.2 
-10.9 

" -2.6 
-3.1 
-4.0. 

.-3.1 
-0.6 .: 

-10.1 

-4.4 
-3.8 

0.2 
-3.1 
-9.9 

-3.0 
-2.7 - 
-5.8 
-2.5 
-1.1 

0.6 -0.3 -2.6 -' 

-7.5 

-8.1 -3.3 
. . . -2.6 
. . . .-5.3 
. . . -2.0 
. . . -3.4 

-0.5 
-1.4 
-0.3 : 
-0.34 
-0.3 ., 

-0.8 

,-3.2. " ., 
-4.3 
-2.8 
-2.9 
-3.0 

Proj. II -1.0 *. -1.5 -0.4 -3.6 
; '. 

Est. July 1983- 
June 1984, -4.8 - -5.4: -4.4 -3.1:. 

Proj. July 1984- -1.1 -1.1 -0-3 -3.0 
June 1985 

-2.1 

-18.4 

-15.8 
. . . 
. . . 
. . . 
. . . 

-6.7 
-8.4 
-8.9 
-5.7 
-4.4 

-2.3 
-5.5 

-12.9 

-4.4 

Sources: Ministry of Economy and Finance; Planning Secretariat;, Central Bank of 
Uruguay; a& Fund staff estimates.- 

L/ Quarterly data are not adjusted for seasonal,variations. 
2/ Principally ass'istance to Mortgage Bank;..in 1983 also includes cost of the unwind- 

ing of the 1982. export prefinancing scheme. 
'. : 

I .' ,' 
j .,. 

. ,. ::: 
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on account of: (a) the unwinding of the export prefinancing scheme; 
(b) the cost of the "portfolio purchase scheme;" (c) the cost of servic- 
ing external loans at the same time that lending to the public sector 
was virtually interest free; and (d) interest payments on commercial 
banks' reserve deposits (Table 9). 

As inflationary expectations continued to be strong and confidence 
remained weak, high domestic interest rates relative to actual inflation 
(Chart 4)1/ failed to stem the decline in real money and quasi-money 
and pressures on the exchange. rate remained high during the greater part 
of the year. At first, the exchange rate was highly volatile, reaching 
NlJr$40 per U.S. dollar in early January 1983--for a depreciation of 
almost 200 percent (in terms of pesos per U.S. dollar) relative to the 
value of the peso on the eve of the float. The market remained unstable 
for a time, but as policies began to take hold and the outlook for 
foreign financing improved,L/ the peso appreciated substantially, with 
the exchange rate stabilising within a narrow band of NUr$31-34 per 
U.S. dollar in the period March to July (Statistical Appendix Table 24). 

In July, political developments and growing public awareness of 
problems in the public finances brought renewed pressures on the ex- 
change rate. From mid-July to early December, the BROU was instructed 
to intervene in the exchange market, at first on an ad hoc basis and 
then under a crawling peg system; during this period the peso depreciated 
from NUr$34 per U.S. dollar to NUr$39 per U.S. dollar. The intervention, 
however, served but to revive doubts about the appropriateness of the 
exchange rate and turned out to be very costly in terms of foreign 
exchange reserves. The nominal depreciation of the peso between November 
1982 and end-1983 eventually far exceeded that expected at the start of 
the program on the basis of the projected increase in costs. 

Inflation also has been much higher than had been anticipated. 
It originally had been envisaged that, following a spurt of corrective 
inflation, the rate of price increases would come down gradually during 
the course of the year, and for the year as a whole inflation was pro- 
jected at 30 percent. In fact, inflation has remained quite volatile 
since November 1982; during 1983 consumer prices rose by 50 percent, 
and they have risen by a further 25 percent in the first five months of 
1984 (Chart 5). 

11 For a discussion of interest rate movements in 1983, see 
Section III, subsectton 3(d) in ~~/84/78, April 13, 1984. 

21 Discussions between Uruguay and its foreign commercial bank 
creditors on the refinancing of maturities falling due in 1983-84 and 
on a new medium-term loan did not make significant progress until late 
March 1983, when the Managing Director of the Fund informed the Bank's 
working committee on Uruguay that he would not submit Uruguay's request 
for stand-by arrangement to the Executive Board until he had received 
assurances that a "critical mass" of new financing had been committed. 
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Table 9. Uruguay: Changes in Central Bank Credit 

(In millions of new Uruguayan pesos) 

1983 3/ 1984 4/ July 1984- 
1981 l/ 1982 21 Proj. Est. Proj. June 1985 4/ 

Net international 
reserves 51 - 279 

Net domestic assets 877 
- Net credit to public 

sector 71 396 
Credit to-commercial 

banking system 241 
Credit to Mortgage Bank 119 
Credit to private sector -7 
Net unclassified 

assets 9/ 390 
Medium- - and long-term 

foreign liabilities -4 
Counterpart SDR 

allocations -58 
Liabilities to 

financial system 11/ -200 - 

Base money 1,156 
Currency issue 1,130 
Banks' local currency 

deposits 26 

-7,395 

9,660 

8,235 

2,759 -- 1,270 1,824 
4,364 2,220 5,083 1,658 
2,274 6,066 11,643 4,759 

-3,915 3,950 5,752 10,389 7,882 

-3,446 

37 

-648 -- -1,484 -9,690 -3,663 

2,265 6,548 8,465 3,229 3,460 
2,009 2,740 729 4,004 3,218 

256 3,808 7,736 -775 242 

-2,600 -3,767 a/ -1,204 

9,148 12,232 4,433 

3,412 14,984 8/ 425 

-- 
- 

3,460 

575 

2,743 
945 
-78 

-6,500 -25,016 6/8/ -4,932 lo/ -- -4,944 lo/ - - 

-- -- -- 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

L/ Foreign currency converted at NUrS10.9 per US$l. 
21 Foreign currency converted at NUrS12.7 per US$l. 
21 Foreign currency converted at NUrS26.0 per US$l. 
41 Foreign currency converted at NUrS60.0 per US$l. 
71 With gold valued at US$42 per troy ounce. 
z/ Before rescheduling of USS117.1 million in short-term 

of-the Central Bank. 
7/ Includes net credit to the Salto Grande Commission. 
s;/ Includes the refinancing by foreign bank creditors of 

medium-term external obligations of the nonfinancial public 
been assumed by the Central Bank. 

foreign liabilities 

short-term and 
sector, which have 

9/ Includes nonmonetary international organizations and treasury bills for 
open market operations. 

101 Excludes foreign currency-denominated bonds issued to local private banks 

0 
arcounterpart of purchased portfolio. 

111 Excludes vault cash and banks' local currency deposits. - 
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In the first half of 1983, economic activity remained more sluggish 
than had been hoped and, for the year as a whole, real GDP declined by 
4 l/2 percent. However, signs of an economic upturn, particularly in 
export-oriented industries, began to emerge in the third quarter of the 
year. Real’GDP rose at a seasonally adjusted annual rate of 2 l/2 per- 
cent in that quarter and continued to advance in the following two 
quarters, owing in part to the strengthening of tourist demand. The 
employment situation also has improved somewhat; notwithstanding a 
marked increase in the labor participation rate, unemployment has 
declined from a peak of 16 l/2 percent of the labor force in the second 
quarter of 1983 to 14 percent in March 1984. 

IV. The Program for July 1984-June 1985 

Despite the deviations from the program path that became manifest 
in the last quarter of 1983 and in the first half of 1984, the author- 
ities have stressed their intention to hand over power to the elected 
Government with internal and external equilibrium approximately re- 
stored and with the recovery of output solidly established. 

A number of measures have been taken since the beginning of the 
year to facilitate the resumption of adjustment in the public finances 
and lessen other pressures on the Central Bank. With these measures, 
and a prudent incomes policy, the authorities aim at keeping the growth 
of domestic expenditure in the next 12 months to a rate compatible with 
a marked deceleration of inflation and a further reduction in the 
balance of payments current account deficit. At the same time, their 
hope is that continued adherence to an outward-looking economic strategy 
that reduces, or altogether foregoes, reliance on trade and payments 
restrictions and aims at achieving a structure of relative prices free 
from distortions will be instrumental in supporting the mild recovery 
of economic activity that has been underway since mid-1983. 

1. Domestic demand management 

a. Fiscal policy 

Central to bringing domesti’c spending into a closer balance with 
available resources will be a renewed effort to restore equilibrium in 
the public finances. The current account of the nonfinancial public 
sector is projected to shift from a deficit equivalent to one half of 
1 percent of GDP in calendar year 1983 to a surplus in excess of 2 per- 
cent of GDP in calendar year 1984 and to one of 3 2/3 percent of GDP in 
the 12 months ending in June 1985. Despite the mild recovery of invest- 
ment outlays (from a very depressed level in 1983) that is being pro- 
grammed for the next 12 months, this continued improvement in savings 
should help lower the borrowing requirements of the nonfinancial public 
sector from 5 l/2 percent of GDP in the 12 months from July 1983 to 
3 percent in calendar year 1984 and to just a little over 1 percent of 
GDP in the 12-month period from July 1984. 
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General government revenue relative to GDP is projected to decline 
somewhat from 1983 to 1984, but to recover, to about 20 l/2 percent of 
GDP, during the 12-month period from July 1984. The decline expected 
in calendar year 1984 is in keeping with trends in the second half of 
1983 when tax collections remained below forecasts because of the much 
greater than projected drop in domestic expenditure.l/ Also, consis- 
tent with the objective of reducing distortions in resource allocation, 
the emergency tax on traditional exports introduced in late 1982 has 
been reduced in steps from 15 percent to 8 percent for wool and beef, 
and eliminated for other products, without being replaced yet by another 
form of farm taxation.21 These reductions have had an adverse effect 
on government revenue in the last several months. 

To assure a recovery of tax collections from the second half of 
this year, the authorities recently adopted a series of revenue measures 
that, together, are expected to yield some 2 l/2 percent of GDP in the 
next 12 months. These measures include: an increase in the fuel tax; 
an adjustment in the basic rate of the value-added tax (VAT) from 
18 percent to 20 percent; and the extension of the corporate income tax 
(IRTC) to state enterprises and official financial institutions (only 
in the latter case will the extension have an impact on the financial 
position of the overall nonfinancial public sector, although central 
administration finances will gain from the extension of IRIC to the 
state enterprises). Also, the refund to exporters of indirect taxes 
(other than VAT) paid during the production process has been discon- 
tinued. (This last measure is expected to about offset the effect of 
the extension of VAT reimbursement to farm exports.) 

The authorities also have introduced a 1 percent tax on sales of 
foreign exchange. They are concerned that this levy increases import 
costs at a time when, not to penalize exports, efforts are being geared 
to reducing protection; but, given that over 70 percent of domestic 
financial intermediation now is in foreign currency,31 they believe 
that it can be justified because the attendant increase in transac- 
tion costs may help to restore intermediation in local currency. 

l/ Uruguay's tax system is largely expenditure based. 
z/ When the program was framed in late 1982, the intention of the 

authorities was to switch back as soon as conditions would permit to a 
modernized form of the farm income tax (IMAGRO). Discussions now under 
way with the World Bank on an agricultural sector loan are bearing, 
among other matters, on ways to gear agricultural taxation toward in- 
creased efficiency in land use. There has been much progress in these 
discussions in recent months, and a modification of the tax regime 
applicable to agriculture may well be enacted in the next few months, 
allowing for a further reduction, and eventual elimination, of the 
export tax. 

J/ With the result that balance of payments transactions per se on 
the average represent no more than one third of total exchange market 
transactions. 
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On the expenditure side, the authorities believe that there is 
little additional room for economies after the drastic reduction in 
spending that was carried out in 1983, particularly since real wages in 
public employment have declined by a cumulative 24 percent since the 
end of 1981 (Chart 6). Nevertheless, the impossibility in Uruguay's 
current circumstances of tackling the problem of a high public sector 
wage bill (relative to other expenditures) through reductions in public 
employment dictates the need for restraint in nominal adjustments. 
Salary raises for government employees therefore will continue to be 
kept below the projected rate of inflation. This moderation in salary 
awards, and continued austerity in other current outlays, should offset 
the increased cost of servicing the internal and external debt and 
still allow for a further decline, relative to GDP, in current general 
government expenditure in 1984 and during the program period. Dissaving 
by the General Government therefore should about disappear in 1984, and 
a current account surplus is projected in the 12-month period from July 
1984.11 - 

A major improvement also is being sought in the financial position 
of the public enterprises, whose operating surplus during the next 12 
months is targeted to rise by more than 2 percentage points of GDP in 
relation to its level in 1983. This improvement is predicated in part 
on the wage restraint that is being planned in the public sector and on 
continued efforts to streamline operating costs. The authorities, how- 
ever, also intend to raise operating income in real terms. Enterprise 
prices already have been increased by a cumulative 45 percent, or well 
ahead of inflation, during the first five months of the year; and the 
intention is that enterprises' current revenue not only cover costs but 
also help to cover a growing portion of investment outlays. 

Because of the completion in 1982 of a number of large projects, 
the program for 1983 contemplated some reduction in real public sector 
capital spending. Public investment in practice declined even more 
than planned, partly as a response to the shortfall in government 
revenue and partly because the social housing program of the Mortgage 
Bank (which was operated outside the budget) continued to place heavy 
claims on resources. The plans for the next 12 months contemplate some 
acceleration in the execution of priority investments (especially those 
in telecommunications, power distribution, and transport infrastructure) 
and a replenishment of oil inventories, which have been severely drawn- 
down in the last 18 months. Investment outlays, therefore, are projected 
to recover from 4 percent of GDP in 1983 to close to 5 percent of GDP 
during the next 12 months, or about the average ratio of the period 
1976-80. 

11 Even after transfers to the Mortgage Bank, whose needs for assis- 
tance have been incorporated into the budget since May 1984. 
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The performance criterion for fiscal policy is a set of cumulative 
limits, to be verified at the end of each quarter, on the overall borrow- 
ing needs of the nonfinancial public sector, supported by a set of sub- 
limits on the overall borrowing of the Central Administration.l/ These 
limits are described in Table 13, and in paragraph 3 of the Memorandum 
of Understanding. 

b. Monetary policy 

The strong fiscal adjustment called for by the program is being 
made necessary by the substantial claims on central bank resources from 
other sources foreseen for the months ahead, and by the increasing 
difficulty of collecting the inflation tax in a situation where a very 
high proportion of financial intermediation is in foreign currency. It 
also stems from the need for prudence in a period during which infla- 
tionary expectations may remain high and uncertainties about the course 
of policies once the new Government is installed may induce a fall in 
money demand, irrespective of the current stance of policies. 

To be consistent with the objective of lowering inflation from 
around 50 percent in the period July 1983-June 1984 to 20-25 percent in 
the 12 months of the program, Ml is projected to increase by 27 percent 
in the period July 1984-June 1985, down from 46 percent in the 12-month 
period ended in June 1984 (Table 10). Over the same period, the rate of 
growth of M2 is projected to decelerate from 35 percent to 29 percent. 
These projections, however, call for a much smaller increase in base 
money (18 percent during July 1984-June 1985, down from 40 percent a 
year earlier) because of: (a) the large initial stock of base money 
relative to other monetary aggregates, a reflection of the substantial 
excess reserves currently held by the BROU; and (b) changes in the 
structure of legal reserve requirements in April 1984 that have raised 
significantly the money multiplFer.2/ 

These projections assume a slackening in the rate of increase of 
velocity for Ml, which would go up by a further 2 percent in the last 
seven months of 1984 and remain constant thereafter--Ml velocity in- 
creased by 2 112 percent between the last five months of 1983 and the 
first five months of 1984; for M2 it is assumed that velocity will 

1/ Borrowing needs are to be measured in both cases as the sum of net 
external borrowing, net borrowing from the domestic financial system, 
and the net increase in holdings of treasury bills and bonds by the non- 
bank private sector, but excluding those treasury bills issued by the 
Central Bank for purposes of open market operations. 

21 These changes included a 1 percent increase in reserve require- 
ments on sight deposits and time deposits of less than 30 days, but also 
a reduction from 14 percent to 5 percent of the reserves on time de- 
posits of more than 30 but less than 180 days and the elimination of 
the 14 percent reserve requirement previously in effect for deposits of 
more than six-month maturity--for a marked reduction in average required 
reserves. At the same time, legal reserve requirements have been 
extended to resident-held foreign currency deposits. 



Table 10. Uruguay: Monetary Aggregates 

Unadjusted 
Currency in circulation 

i Ml 
M2 
Seasonally adjusted 

' Currency in circulation 

Ml 
M2 

Unadjusted 
Currency in circulation 
Ml 
M2 
Seasonally adjusted 
Currency in circulation 
Ml 
M2 

I. Stocks at End of Period 

(In millions of new Uruguayan pesos) 

Dec. Dec. Jun. Dec. Jun. Dec. Jun. 
1981 1982 1983 1983 1984 1984 1985 

6,145 7,880 6,144 8,367 8,585 10,997 10,890 
9,836 11,790 9,232 12,692 13,442 16,723 17,051 

27,567 30,354 32,005 35,805 43,183 50,665 55,700 

5,385 6,906 6,063 7,332 8,472 9,637 10,747 
8,912 10,682 9,149 11,499 13,321 15,152 16,897 

26,871 29,558 31,644 34,901 42,696 49,386 55,072 

Dec.82/ Jun.831 Dec.831 Dec.83/ Jun.841 Jun.84/ Dec.841 Dec. 841 Jun.851 Jun.85/ 
Dec.81 Dec.82 Dec.82 Jun.83 Jun.83 Dec.83 Dec.83 Jun.84 Jun.84 Dec.84 

28.2 -39.3 6.2 85.5 39.7 5.3 31.4 64.0 26.8 -1.9 
19.9 -38.7 7.7 89.0 45.6 12.2 31.8 54.8 26.8 4.0 
10.1 11.2 18.0 25.2 34.9 45.5 41.5 37.6 29.0 20.8 

28.2 -22.9 6.2 46.2 39.7 33.5 31.4 29.3 26.8 24.3 
19.9 -26.7 7.7 58.0 45.6 33.8 31.8 29.2 26.8 24.3 
10.1 14.3 18.0 21.6 34.9 49.6 41.5 33.7 29.0 24.3 

II. Percentage Changes 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

I 

0 0 0 
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remain at its level at the end of May 1984.11 Underlying these assump- 
tions is the fact that part of the rise in prices observed in the first 
half of 1984 was due to corrective price adjustments in the public 
sector, which resulted in real money balances possibly falling below 
their equilibrium level. In the case of M2, stability in velocity from 
May 1984 on is predicated on both the expected slowdown of inflation 
and on interest rate flexibility. The authorities, in particular, are 
giving consideration to removing the de facto capping of interest rates 
for loans that has been in effect since mid-1983 through informal 
understandings with local commercial banks and that has acted as a 
break on the free movement of deposit rates.,l/ 

Of course, in order for financial assets denominated in pesos to 
be attractive, their yield must be kept competitive with that of foreign 
currency-denominated assets. For that purpose, the authorities deem 
maintenance of an exchange rate that reflects market perceptions--as 
seems to be presently the case--to be crucial. They also are giving 
thought to fostering the development of a forward exchange market to 
facilitate arbitrage between domestic and foreign currency. In any 
event, the authorities were in agreement that uncertainties surrounding 
the demand for money and the private capital account of the balance of 
payments justified holding with the Fund a formal review of develop- 
ments under the program about midway during the program period. This 
review would have to be completed before the third purchase under the 
arrangement, which is scheduled for February 1985. 

For the monetary targets to be met, efforts have to be geared to 
achieving greater control over bank credit expansion; The financing 
requirements of the Mortgage Bank, which still amounted to the equiva- 
lent of 6 314 percent of GDP in 1983, have been cut drastically since 
early 1984 and are projected to fall to about 1 percent of GDP in the 
12-month period through June 1985. Moreover, since May 1984 most of 
these requirements have been incorporated into the budget, and direct 
assistance from the Central Bank during the program period-is projected 
to be equivalent to no more than 0.3 percent of GDP (mostly interest 
payments on foreign loans that the Mortgage Bank contracted in 1981). 
As regards other claims on central bank resources, the cost of the 1982 
export prefinancing scheme has been paid in full while, from late 
February 1984, the Central Bank has ceased paying interest on commercial 
banks' reserve deposits. 

In contrast, the "portfolio purchase scheme" continues to be a 
source of very large credit expansion, since collection of interest on 
the acquired loans remains a very small fraction of the interest the 

11 Because of the heavy seasonality in demand for money, especially 
foT currency and Ml, the discussion in this paragraph is in terms of 
seasonally adjusted rates of change. 

2/ .Measures like the recent reduction of reserve requirements for 
deyosits with maturities extending beyond 180 days, by reducing banks' 
financial costs, also have had a favorable effect on the growth of M2. 
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Bank has to pay on the liabilities issued to finance such acquisitions. 
To improve collections, the authorities recently adopted measures that 
would involve a substantial stretching out of repayment terms, as well 
as forgive part of the interest cost, provided debtors brought interest 
in arrears up to date ,by late June 1984. 

Even with this scheme --which has elicited little debtor interest-- 
it is unlikely that the Central Bank will reduce its losses in the 
short run. In many instances, the value of the collateral originally 
posted by the debtors has been reduced drastically by the depreciation 
of the peso; expectations that the incoming Government will de facto or 
de jure cancel outstanding obligations have become widespread; and many 
debtors simply are in no position to pay. Therefore, the program 
conservatively assumes that monthly collections on the "purchased 
portfolios" will remain at about their present level of USS1.5 million 
which, together with other financial and operating costs, would keep 
central bank losses to almost 3 percent of GDP during the program 
period. 

The financing needs of the nonfinancial public sector are to be 
met through external financing (likely to be channeled, though, through 
the Central Bank), compulsory acquisition by banks of U.S. dollar- 
denominated treasury bills, and some central bank credit. The reduc- 
tion in the credit demands of the public sector nevertheless should 
allow the banking system as a whole to keep credit to the private sector 
about constant in real peso terms. The authorities noted in this con- 
nection that, in a system with freedom of exchange transactions, a 
prudent credit policy vis-a-vis the private sector needed not be very 
damaging to private sector activity if the program in its totality led 
to an improvement in confidence and capital outflows were brought to a 
halt, and perhaps even reversed. 

The performance criterion for monetary policy is a set of quarterly 
cumulative limits on the changes in the net domestic assets of the 
Central Bank, defined as the difference between base money and the 
Bank's net international reserve holdings. The growth of the Bank's 
net domestic assets has been constrained to the increase in base money, 
up to a maximum consistent with the inflation target, plus (minus) the 
balance of payments deficit (surplus) targeted for each quarter. As 
explained in subsection 3 below, the balance of payments targets have 
been made adjustable by up to US$30 million for possible delays in 
World Bank disbursements of the US$60 million loan now being negotiated 
or for delays in collecting arrears from the Salto Grande Commission, 
and the net domestic asset targets are to be made adjustable in the 
opposite direction by an equivalent amount. 

The authorities view their monetary program as tight--as evidenced 
by the modest increase in base money contemplated for the next 12 
months--but as realistic in the light of the circumstances of Uruguay 
in the period immediately ahead. They also have indicated that they 
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are prepared to adjust legal reserve requirements and make use of open 
market operations as needed to meet the program's targets. They re- 
cognize, however, that the only route to greater flexibility in overall 
monetary management --as well as to a more efficient allocation of 
credit--is to achieve a cash return on the "purchased portfolio" higher 
than that conservatively built into the program; hence their intention 
for the months ahead is to mount a concerted effort to improve central 
bank management of its private loan portfolio. 

2. Incomes policy 

The authorities view the de facto indexing of wages and social 
security benefits on past inflation in the period 1978-82--at a time 
when the announced daily exchange rate was set on a slope that sought 
rapid convergence of domestic and foreign inflation--as a central cause 
of the cost-price distortions that led to the economic crisis of 1982. 
Their position is that any lasting improvement in labor market condi- 
tions can only result from productivity increases and the continued 
revival of the economy. 

Accordingly, their intention for the rest of their term in office 
is to maintain the policy inaugurated after the float of the peso in 
late 1982 of not intervening in private sector wage determination. The 
minimum wage will continue to be adjusted from time to time, however, 
though not to an extent that might cause actual average remunerations 
to move on a path inconsistent with the intended deceleration of infla- 
tion and improvement in the employment situation.l/ 

In the public sector, where it is recognized that wage movements 
tend to influence trends in private sector remunerations, the author- 
ities intend to continue exercising prudence. As noted above, some 
partial adjustment of wages for past inflation will be unavoidable, but 
the authorities have indicated that the periodicity and magnitude of 
these adjustments will be decided in the light of revenue growth and of 
spending priorities in general, and that they will have to remain 
consistent with the objective of further reducing the deficit of the 
public sector. 

3. External policies 

a. Balance of payments policies and prospects 

After the short-lived experiment with a crawling peg system in the 
second half of last year, the authorities have come to the view that, 
for the general public to be convinced that the external value of the 
peso is not being maintained artificially, determination of the exchange 
rate must be left to market forces. Also, while official gold holdings 
remain substantial, freely disposable foreign exchange holdings are 
not sufficient to permit large-scale intervention in the market for any 
length of time. 

11 In accordance with IL0 conventions, - the minimum wage is set by law. 
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Accordingly, as from December 1983 the BROU has ceased to intervene 
in the exchange market (except for the account of its own clients like 
any other commercial bank). At the same time, all exchange needs and 
debt operations of the public sector have been centralized in the 
Central Bank, which thus has become a net purchaser in the market to 
the extent of these requirements. Market intervention per se now is 
limited to mitigating the effect of the strong seasonality of exchange' 
receipts and outlays, within the limits set by the objectives for the 
balance of payments.l/ Following these changes in exchange arrange- 
ments, the peso depreciated by some 10 percent in December 1983 and, 
since then, has moved about in line with domestic inflation. During 
this period, the balance of payments has been in approximate equilibrium, 
with a USS33 million surplus in the first quarter of 1984 about offset 
by a deficit of the same magnitude in the second quarter. 

In the area of trade policy, as already indicated, the emergency 
export taxes introduced in late 1982 have been halved for beef and 
wool and eliminated for other products. The authorities intend to 
continue with this process, until complete elimination of the export 
taxes once agreement has been reached on a new tax regime for agricul- 
ture. The refunding to exporters of indirect taxes (other than 
VAT) paid in the production process also has been discontinued, while 
the reimbursement of VAT has been extended to farm exports (which 
therefore have now been brought under the same general regime as other 
exports). On the import side, the authorities initially hoped to be 
able to proceed in 1984-85 with the program adopted in December 1978, 
and accelerated in late 1982, to reduce gradually the level of import 
duty rates.21 Budget constraints, however, have stood in the way of 
further progress in this area, even though the situation is to be kept 
under review and further reductions in duty rates may be decided upon 
if price developments warrant and/or the fiscal situation permits. 

On the basis of these policies, the program calls for the overall 
balance of payments to move from a deficit of US$145 million in 1983 to 
equilibrium in the 12 months from July 1984, with, as intermediate 
targets, a deficit of no more than US$20 million in calendar year 1984, 
and a surplus of no less than US$20 million in the nine months through 
March 1985. These targets are to be adjusted downward by up to US$20 
million through the end of calendar year 1984 and up to US$30 million 
through March 1985 (about one fourth of available Fund financing during 
the program period) for any shortfall or delay in disbursements on a 

l/ Within the context of a free float aimed at balance of payments 
equilibrium for the year as a whole, the Central Bank should accumulate 
reserves in the first and last quarters of the year and incur losses in 
the second and third quarters. 

21 For a review of the trade liberalization measures adopted in the 
ware of the November 1982 exchange rate action, see Section III in 
EBS/83/43, February 25, 1983. 
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the World Bank, or for Argentina's inability to clear some US$40 mil- 
lion in payments arrears to Uruguay on account of an advance Uruguay 
made to Salto Grande in 1982 to settle external debt obligations that 
were Argentina's responsibility.l/2/ Any shortfall in external resources -- 
in excess of US$20 million in 1984 and of US$30 million in the period 
of the program would have to be made up for by a greater adjustment 
effort. After a cumulative deficit of well over US$900 million in 
1982-83, the objectives for the balance of payments reflect the need 
to strengthen domestic and foreign confidence in Uruguay so that the 
country can maintain freedom of exchange transactions and improve 
further its creditworthiness. 

With only limited net capital inflows, the bulk of the improvement 
in the balance of payments is predicated on a further reduction in the 
current account deficit in 1984 and on maintaining this deficit at its 
1984 level in the year ending June 1985. The current account deficit 
thus is projected to decline from slightly over 3 percent of GDP in 
1983 to around 1 l/3 percent of GDP both in 1984 and in the 12-month 
period through June 1985. 

Following the sharp contraction of 1983, merchandise imports, 
mostly intermediate goods and petroleum, are expected to rise moderately 
as economic recovery takes hold and there is some rebuilding of inven- 
tories. Capital goods imports are projected to remain about unchanged 
at their 1983 level; given the large unused capacity that exists in 
most industries and the uncertainties about the course of policies from 
March of next year, the authorities do not foresee any significant 
revival of private investment during the next 12 months--except perhaps 
in agriculture, but this sector makes limited use of imported inputs. 
Meanwhile, the value of exports is expected to decline slightly in 
1984. Nontraditional exports and exports of wool are projected to post 
modest gains despite continued difficulties with regional markets; but 
these gains are likely to be more than offset by a fall in the volume 
of beef exports as the cattle industry, after heavy slaughtering in 
1983, continues to rebuild its stocks.31 Expectations therefore are 
for some reduction in the trade surplus in calendar year 1984. The 
surplus, however, should widen somewhat in the first half of 1985 as a 
marked increase in acreage in the recent planting season is expected to 
result in a strong growth of nontraditional farm exports (mostly rice, 
barley, and sorghum). 

l/ Uruguay and Argentina are-co-guarantors of the external debt of 
the Salto Grande Commission, a binational entity that operates the 
Salto Grande power plant on the Uruguay River. 

2/ However, should Uruguay make up for a shortfall on one account or 
the other through other types of foreign borrowing, the adjustment would 
not apply. 

31 Projections of both exports and imports are in accordance with 
developments in the first five months of this year as well as with 
export and import registrations for the next three to six months. 
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With a decline in the trade surplus and a continued rise in interest 
payments on the external debt, the current account improvement in 1984 
is predicated entirely on a turnaround in net travel receipts. More 
than one half of this turnaround already took place in the first six 
months of this year, and hopes are that, with the improvement that has 
taken place in Uruguay's competitive position vis-&is Argentina, net 
travel expenditures will remain only marginally negative in the second 
half of this year (compared with a deficit of US$lOO million in the 
same period of 1983). For the first half of 1985, however, the program 
contemplates some weakening of the travel account (compared with the 
same period in 1984) on the assumption that spending in Uruguay by 
Argentine travelers will slacken. 

Private capital outflows significantly exceeded program projections 
in 1983, and one objective of the return to greater exchange rate flexi- 
bility and of the tightening of monetary policy is to bring these out- 
flows to a halt.1121 However, even with balance in the private capital 
account, keeping-t;e balance of payments in surplus through March 1985, 
and in equilibrium for the 12 months of the program period, will require 
net official capital inflows of US$120 million in the 18 months through 
the end of the second quarter of 1985. This external financing need 
is likely to be covered from identified sources in calendar year 1984, 
including the agricultural sector loan now under discussion with the 
World Bank, but new financing from the market will be required in 1985. 

b. External debt policies 

Relative to national income< Uruguay's public external debt was 
one of the lowest in the Western Hemisphere through 1981, reflecting 
the strong fiscal performance of earlier years. The debt, however, 
virtually doubled in the following 18 months as the authorities tried 
to protect the official foreign reserve position from the effects of the 
mounting deficit in the public finances and of the growing overvaluation 
of the peso (Table 11). The significant external adjustment that took 
place in 1983 allowed for a sharp curtailment in public sector recourse 
to foreign borrowing in that year. At the same time, 90 percent of 
principal obligations to foreign commercial banks falling due in 1983 
and 1984 were rescheduled. 

l! The projections of capital outflow in the program for 1983 re- 
flected the expected unwinding of certain special assistance schemes 
to the private sector introduced in September 1982 and which constituted 
foreign exchange obligations of the Central Bank. 

21 It is recognized, however, that in a situation where financial 
intermediation is in several currencies and where, as the change of 
government nears, demand for financial assets may be determined by 
considerations unrelated to current economic policies, it may prove 
difficult to prevent private capital from being exported. The midyear . 
review will offer an opportunity to discuss what policy action may be 
necessary should demand for peso-denominated financial assets and the 
private capital account of the balance of payments behave differently 
from what is being assumed in the program. 
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Yet, at the end of 1983 the official external debt was equivalent 
to almost one half of GDP, with interest payments in that year of about 
18 percent of exports of goods and services and a debt service ratio 
(after rescheduling) that approached 25 percent (Table 12). The authori- 
ties believe that they should maintain prudence in resorting to external 
financing. At US$lOO million, their net borrowing plans for 1984 are 
similar to those formulated when the original program was framed. The 
authorities have noted, however, that on present prospects they will not 
have to approach the international financial market in 1984. The 
refinancing of the 1983-84 obligations that was arranged last year will 
cover the bulk of amortization payments falling due in 1984, and new 
financing needs are to be met through the issues of dollar-denominated 
treasury bills (these already have taken place),l/ disbursement of one 
half of the World Bank loan now under discussion, and project loans 
already in the pipeline. 

The authorities expect that Uruguay's absence from the interna- 
tional financial market in 1984 will enhance its creditworthiness and 
facilitate access to market financing next year. (The administration 
to be installed next March will face large amortization payments in 1985 
on the foreign loans obtained in connection with "portfolio purchases" 
from the local branches of foreign banks and, as grace periods expire, 
on the rescheduling loans and new financing obtained in 1983.) They 
also hope that a systematic refinancing exercise of the type carried 
out in 1983 can be avoided and that Uruguay will be able to resort 
again to regular-type syndicated credits to meet its principal payment 
obligations. To this end, they intend to impress on creditors the 
quality of the policies that have been pursued, the magnitude of the 
adjustment carried out in 1983-85, and Uruguay's likely limited need 
for fresh financing as the public finances are being brought into 
approximate balance. 

The performance criterion for external debt policy is a set of 
cumulative limits on the net external borrowing of the entire public 
sector, to the exclusion of the short-term foreign liabilities of the 
Central Bank.2/ The program also includes a sublimit on the net in- 
crease in the-stock of official short-term debt. This sub.limit is to 
be adjusted downward, including to negative values, for any short-term 
debt outstanding at the end of 1983 that is refinanced at terms of more 
than one year. 

11 Placement of dollar-denominated treasury bills in the nonbank 
private sector is treated as external borrowing as the evidence suggests 
that most such treasury bills eventually are sold to nonresidents in the 
secondary market. 

2/ Changes in the Central Bank's short-term foreign liabilities are 
captured by the performance criterion for the balance of payments (whose 
movements are measured on changes in the net foreign reserves of the 
Central Bank). 
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. Tahlr I?. llru,E!uay : Public Sector Debt Profile, 1941-49 

(In millions of U.S. dollars) 

1981 1982 1983 19R4 1985 
Projections 

1986 1987 1988 1989 

Public sector debt out- 
standing I/ 

Long and meZi urn term 
Short term 

Public sector debt service 
On long-term debt (with no 

additional financing 
after 1984) 

Interest 
Principal 21 - 

On long-term debt (with 
additional financing 
after 1984)1/3/ -- 

Interest 
Principal 

On short-term debt 
Interest 

Total I/ -- 
Interest 
Principal on long and 

mcdillm term 

iIn IMF debt -- I. 7 22.2 
Charges -- 1.7 IO.’ 
Repurchases -- -- 12.11 

Exports 41 ~- 1.824.8 1.483.0 1,376.7 

Debt service ratio 
Excluding IMF debt service 

Long term 

Short term 
Including IMF debt service 

Long term 
Short term 

Interest/exports 4/ 
Excluding IMF debt 
Including IWF debt 

Interest/GDP 51 
Excluding IMFdebt 
Including IMF debt 

1,346.l 2,295.8 2,724.5 2,822.9 2.922.8 3,022.R 3,142.B 3,262.8 3.3h2.8 
1,264.7 1.733.6 2,537;4 ‘,586.2 2,686.2 2,786.2 2,906. 2 3,026.2 3,125.z 

81.4 562.2 197. I 236.6 236.6 236.6 236.6 236.6 236.5 

146.4 199.5 293.7 362.7 560.8 592.4 622.5 5RIl. 5 4?)3 3 i&. - 
103.17 133.6 194.5 249.9 242.7 207.6 165.4 120. I 79.4 
43.4 65.9 99.2 112.8 318.1 384.8 457. I 460.4 342.8 

146.4 199.5 293.7 362.7 589. 1-1 681.5 783.3 82,I.0 748.9 
I II 3. I? 133.6 194.5 “49.9 270.9 296.7 326.2 359.6 388.7 

43.4 65.9 99.2 112.8 31x. I 384.8 457.1 460.4 360.2 

0.7 23.8 49.3 25.5 29.0 29. n 29.n 29.0 29.15 

147. I 223.3 343.0 388.2 618.0 710.5 812.3 849.n 777.9 
11-13. 7 157.4 243. A 275.4 ‘99.9 325.7 355.2 388.6 417.7 

43.4 65.9 99.’ 112.8 

15.4 
15.b 

-- 

1,430.3 

27.2 
25.4 

1.8 
?R. 2 
26.4 

I.8 

19.3 
20.3 

4.6 
4.9 

318.1 384.A 457. I 4hO. 4 36l.l. 2 

39.2 79.x III.? 9x. i 72.2 
29.3 29. h 24.4 17.8 1 I . n 

9.9 in. 2 85.8 *iI. 9 hl.2 

1.567.0 l,tJ55.(1 1,7hrl.0 1,853.~~ 1,950.o 

8. 0 15. I 24.9 
8.n 13.5 21.3 

-- 1.h 3.h 
8.0 15.2 26.5 
8. (1 13.6 22.9 

-- 1.h 3.6 

43.0 46. I 45.9 39.9 
41.2 44.5 44.3 38.4 

I.R 1.5 I.6 I. 5 
47.x 52.4 51.2 43.6 
45.0 50.8 49.6 42. I 

l.R 1.h I.h 1.5 

5.7 
5.7 

1.5 
1.5 

10.h 17.7 
IO. 7 18.4 

?I!. 2 
21.6 

2.6 
2.6 

I I 

t:;: 

39.5 
37.6 

1.9 
42.0 
40. I 

1.9 

19. I 
21.A 

4.7 
5. I 

19. J 
21.5 

4.7 
5.2 

4.8 
5.1 

2 I .iiY 
21.9 

4.9 
5. I 

21.4 
22.0 

4.9 
5. I 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

l/ After rescheduling of principal obligations to commercial hanks and other financial institutions in 
1983-84, but excluding debt to IMF. After 1984 includes additional financing consistent with the medium- 
term balance of payments scenario (see Table 14). 

2/ Includes actual repayments until 1985 and scheduled repayments thereafter. 
i T/ Projections assume additional financing with four years of grace, ten years of maturity, and an 

interest rate of I I/? percent over LIBOR. 
4/ Exports of goods and services and private transfers. 

; 3/ U.S. dollar GDP based on a shadou rate of exchange necessary to maintain the real effective rate of 
the peso at the 1976 level. 
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4. Prospects for output and prices 

The authorities are encouraged by the mild recovery of economic 
activity that has been in evidence since the third quarter of last year. 
As had been expected, the pickup has been most noticeable in the tradable 
goods sectors, especially agriculture and the textile and leather in- 
dustries. More recently, commerce also has shown signs of recovery in 
response to the strengthening of tourist demand. The view of the 
authorities is that the present policy framework, including the level 
of the exchange rate and the prevailing set of relative prices, is 
appropriate to support a self-sustaining recovery of economic activity; 
and the program assumes that real GDP will advance in 1984 by between 
2 l/2 percent and 3 percent, and by 4 percent from the 12-month period 
ended June 1984 to the 12-month period ending in June 1985. 

At the same time, however, the authorities are aware that the 
sustainability of output growth will depend on whether domestic confi- 
dence can be strengthened and demand for peso-denominated money balances 
recover after a long period of increase in velocity. Since their stated 
priority is to hand over the administration with fiscal balance and 
domestic and external equilibrium restored, they have stressed their 
determination to resist calls for measures to expand demand, which, 
given the resource. constraint, would in all likelihood result in a re- 
surgence of inflationary pressure5. In fact, they have indicated that, 
to attain their price and balance of payments objectives, they will not 
hesitate to tighten financial policy beyond what the program calls for-- 
even if this should result initially in a slower recovery of economic 
activity. 

With the real depreciation of the currency and various rounds of 
adjustments in public enterprise prices since last December, there has 
been substantial corrective inflation in the past seven months. The 
need for corrective price action is projected to be less in the period 
ahead and, with the intended tightening of fiscal and monetary policies, 
the program seeks to achieve a substantial deceleration in the rate of 
price increase. The objective is for the annual rate of inflation to 
be about halved between the first and second half of this year, and 
hopes are that it will fall to close to international levels by early 
1985. 

5. Performance criteria L/ 

The program contains as performance criteria: (a) a quarterly 
balance of payments test aiming at equilibrium over the period of the 
program (while allowing for seasonal variations), adjustable by up to 
LJS$30 million in the event of a shortfall or delay in disbursements on 
a World Bank loan, or of a continued inability on the part of Argentina 
to settle US$40 million in payments arrears to Uruguay (paragraph 2 of 
the Memorandum of Understanding); (b) quarterly cumulative limits on 

-A/ Quantitative performance criteria are presented in Table 13. 
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Table 13. Uruguay : Stand-By Arrangement, Quantitative Performance 
Criteria for the Period Through May 1985 

1984 1985 
Jan.-Sept. Oct.-Dec. Jan. -March April-May 

(In billions of new Uruguayan pesos) 

Cumulative global deficit of 
the nonfinancial public sector 

Cumulative global deficit of 
the Treasury 

Cumulative net domestic assets 
of the Central Bank: 
change in base money since 
December 31, 1983 plus 
indicated amounts l/ peso 
with an upper limit of i/ - 

7.5 8.4 7.9 9.1 

6.9 7.4 7.4 8.3 

1.5 1.2 -1.2 
1.9 4.4 2.2 

-- 
3.8 

(In millions of U.S. dollars) 

Cumulative change in the 
net international reserves 
of the Central Bank of 
Uruguay 21 

Cumulative change since 
December 31, 1983 in 
disbursed external debt 
of the public sector 

Maximum increment since 
December 31, 1983 of out- 
standing stock of public 
sector debts with 
maturities of less than 
one year 31 

-25 

70 

-20 

100 

2n 

105 

-- 

120 

. . . . . . 60 40 

Sources : Ministry of Economy and Finance; Secretariat of Planning and 
Coordination; Central Bank of Uruguay; and Fund staff estimates. 

L/ In case of delays in disbursements on the US$60 million loan now being 
negotiated with the World Bank or in case of failure to collect arrears of 
US$40 million in respect of payments Uruguay made on behalf of the co-guarantor 
in 1982 on Salto Grande’s external debt, this set of ceilings will be adjusted 
in each quarter for the shortfall with a limit of NUr$6OO million through the end 
of the third quarter of 1984; of NUr$1,200 million through the end of the fourth 
quarter of 1984; and of NUr$1,800 million through the end of the first quarter 
of 1985 as well as through the end of May 1985. 

2/ In case of delays in disbursements on the US$60 million loan now being 
negotiated with the World Bank or in case of failure to collect arrears of 
US$40 million in respect of payments Uruguay made on behalf of the co-guarantor 
in 1982 on Salto Grande’s external debt, these quarterly cumulative limits wi 11 
be adjusted for the attendant shortfalls, with a limit to the adjustment of 
US$lO million in the period from December 31, 1983 until September 30, 1984; of 
US$20 million until December 31, 1984; and of US$30 million until both March 31, 
1985 and May 31, 1985. 

3/ Excludes central bank short-term foreign liabilities hut includes U.S. 
dollar-denominated Treasury hills. These limits will be adjusted downward-- 
including to negative values--for any substitution of medium-term external debts 
for existing short-term debts over the course of the program. 
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the global borrowing requirements of the nonfinancial public sector and 
of the Central Administration covering net borrowing from the domestic 
financial system, net placement of government paper outside this system 
to the exclusion of treasury bills issued for the purpose of conducting 
open market operations, and net external borrowing (paragraph 3 of the 
Memorandum of Understanding); (c) a ceiling on the increase in the 
total outstanding external debt of the public sector, as well as a 
sublimit on the growth of official external debt with maturity of less 
than one year (paragraph 4 of the Memorandum of Understanding); 
(d) quarterly limits on the expansion of the net domestic assets of the 
Central Bank related to the growth of base money, constrained to absolute 
amounts consistent with the inflation target, and adjustable by up to 
NUrS1.8 billion for any shortfall or delay in disbursements on a World 
Bank loan, or for a continued inability on the part of Argentina to 
clear USS40 million in payments arrears to Uruguay (paragraph 5 of the 
Memorandum of Understanding); (e) the usual provisions regarding the 
exchange and import system (paragraph 25 of the Memorandum of Policy); 
and (f) a review with the Fund prior to the third scheduled purchase 
(paragraph 6 of the Letter of Intent). 

V. Medium-Term Projections 

The changed economic conditions in Uruguay's neighbors make it un- 
likely that Uruguay will return soon to the rates of output growth of 
the second half of the 1970s. However, if industrial country markets 
remain open to Uruguay's exports, and Uruguay's newly elected authorities 
maintain the present thrust of policies, it would not seem unreasonable 
to expect Uruguay to achieve a rate of economic growth of the order of 
3-3 l/2 percent a year on average through the end of the decade, about 
twice the projected rate of increase in population. 

Based on historical relationships, such a growth of output would 
entail a ratio of investment to GDP of around 14-15 percent, compared 
with a ratio of about 10 l/2 percent in 1983. This in turn would point 
to the need for approximate balance or small surpluses in the non- 
financial public sector as there probably would not be sufficient 
private sector saving to finance the public sector and the suggested 
increase in private investment. In the view of the authorities, public 
sector investment probably should not exceed 5 percent of GDP, so that 
private sector investment would have to rise to about 10 percent of 
GDP. Private sector saving has exceeded 10 percent of GDP on only a 
few occasions in the past several years. 

If demand management and wage policy remain prudent, it should be 
possible to maintain low inflation over the medium term. Most of the 
corrective price action in principle should have been undertaken in 
1983 and 1984. Continued liberalization of commercial policies also 
should prove of assistance in increasing the overall efficiency of the 
economy and in keeping price pressures in check. 
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Two balance of payments projections have been prepared for the 
period through 1989, with different assumptions about private capital 
flows during the period 1985-89 (Table 14). In both scenarios it is 
assumed that the balance of payments would yield a cumulative increase 
in net reserves of slightly less than USS300 million in the period 
1985-89, equivalent to Uruguay's repurchase obligations to the Fund. 
National saving relative to GDP is assumed to be the same in the two 
scenarios, and in both cases the outstanding stock of external debt of 
the public sector including the Central Bank is assumed to rise by 
slightly more than USSlOO million a year during the period 1985-89-- 
which would mean that the outstanding public external debt would fall 
gradually from the equivalent of almost 50 percent of GDP at the end of 
last year to less than 40 percent of GDP in 1989. Thus, the current 
account outcome depends on private capital flows; larger inflows would 
be associated with larger current account deficits and higher rates of 
private investment and economic growth.l/ 

For the economy to grow at an annual average rate of about 3 per- 
cent, it is believed (given the projected rise in import unit values) 
that the U.S. dollar value of imports should rise on average by 7 per- 
cent a year through 1989-- implying an elasticity of non-oil imports 
to real GDP growth of the order of 1 l/2 and an increase in the value 
of oil imports of about 6 percent a year (one half of which on account 
of rising unit import values in U.S. dollar terms).2/ The value of 
exports is expected to rise at an annual average rare of 6 percent, 
while factor payments abroad are projected to remain around US$370 
million on the average during the period. Assuming that the travel 
account remains approximately in balance, the current account would 
yield small and declining deficits during 1985-89 (Scenario A). This 
outcome would be consistent with small positive cumulative private 
capital flows in the five-year period, with some variability from year 
to year. 

Under Scenario B, private capital inflows would average about 
US$90 million a year in the period 1985-89, making for current account 
deficits that on average would be 1 percentage point of GDP a year 
larger than in Scenario A. The higher level of investment associated 
with the greater capital inflows would allow for a somewhat higher rate 
of growth of output than in Scenario A--of the order of l/2 percentage 
point a year. 

l/ For the sake of simplicity, it is assumed that the different 
prTvate capital flows in the two scenarios do not generate different 
factor payment streams --a working assumption that would hold if the 
capital movements involve the repatriation of Uruguayan capital held 
abroad or, in case of higher direct investment, if earnings subsequently 
are reinvested. 

21 With the coming on stream of a new hydropower plant in December 
19x2, all of Uruguay's power generation is now being provided by hydro- 
electric sources, which has led to a one-time reduction in oil import 
needs. Therefore, oil import growth in 1985 and beyond is predicated 
principally on the growth of the transport and farm sectors. 
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Table 14. Ilru~uay: Medium-Term Balance of Payments Projrctlons 

(In millions of U.S. dollars) 

1983 i9a4 1985 1986 1987 i98a I 989 

Scenario A 

Current account -171 
Trade halance 275 
Travel -Lh9 
Investment income -2ya 
Other services and transfers 11 

-75 
n-l 

56 
-379 

16 

-a7 
2h5 

19 
-3R6 

15 

Capi ta1 account 143 
Public sector 439 
Private sector -296 

55 -97 
7% ii5 

-43 -3 

Overall balance l/ - -2a -20 10 - 

Memorandum items: 
Current accotlnt /GDP 
Overall halancr/CDP 

-3. I 
-il. 5 

-1.2 -1.3 
-0. 3 0.2 

IYF repllrchases (in mil- 
lions of 1.S. dollars) 

Imports (in millions of 
V.S. dollars) 

Exports (in millions of 
1l.S. dollars) 

12 -- 10 

7 71? 797 820 

1,045 1,028 1,085 

Scenario B 

Current account -171 
Trade balance 275 
Trave 1 -1h9 
Investment income -248 
Other services and transfers 11 

-75 - -127 -135 
231 225 220 

Capital account 
Public sector 
Private sector 

143 
439 

-295 

-28 - 

-3.1 
-0.5 

56 
-378 

16 

55 
TE 

-43 

19 
-386 

15 

137 
m 

37 

Overall balance I/ - -20 10 - - 

Memorandum items 
Current account/GDP 
Overal 1 balance /GDP 

-1.2 -2.0 
-0.3 0.2 

IMF repurchases (in mil- 
lions of U.S. dollars) 

Imports (in millions of 
U.S. dollars) 

Exports (in millions of 
U.S. dollars) 

12 

770 

1,045 

2.72 
49.40 

4.40 

-- 

797 

10 

860 

t,o:a 1,085 

Memorandum Items 

Outstanding public 
external debt 

In billions of U.S. 
dollars 

In relation to GDP 
Interest payments in 

relation to CDP 

2. a2 2.92 3. n2 3.14 3. 26 3.36 
47,1(1 45.40 43.9n L2.631 41.30 39.70 

4.60 4.7n 4.70 4.N 4.90 4.90 

-80 -72 -62 
z-5 280 2R5 

-- -- -- 

-370 -367 -362 
15 15 15 

131 160 141 
100 120 I?n 

31 40 21 

51 88 79 - - - 

-1.2 -1.0 -0.8 
0.7 1.2 I.0 

51 118 79 

875 940 1,005 

1,150 1,220 1,290 

-53 
?95 

-- 

-363 
15 

110 
100 

10 

57 - 

-0.6 
0.7 

57 

1,075 

1,370 

a 

-148 
2nn 

-- 

-137 -142 
215 2n5 

-- -- -- 
-370 

15 
-367 -362 -363 

15 15 15 

186 225 
iTi in 

86 125 

221 
120 
101 

79 - 

205 
IO0 
105 

57 - 51 - 88 - 

-2.0 
0.7 

-1.9 
1.2 

-1.8 
1.0 

-1.7 
n. 7 

51 

930 

88 

1.005 

79 57 

1.085 1,170 

1,370 1,150 1) 220 1,290 

Sources : Central Bank of IJruzllay; and Fund staEf projections. 

l/ Frum 1985, the overall balance of payments surplus is projected to he equivalent to Fund re- 
puTchases in respect of purchases outstanding as of June 3, 1985. 
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It is assumed in Scenario B that the greater capital inflows would 
translate into a higher level of imports, while the level of exports is 
the same as in Scenario A. There would be some acceleration of the 
increase in imports in 1985, when private capital flows are assumed to 
turn positive again, followed by an average increase of 8 percent a 
year in the next four years. If, however, some of the,additional 
growth would be export related, which would seem to be a more realistic 
assumption, higher levels of exports and imports would result, for a 
given level of the current account deficit and domestic growth. 

It must be stressed that, in Uruguay's present circumstances, pro- 
jections of the private capital account for the years ahead are subject 
to a large margin of uncertaintity. Developments in Argentina and 
Brazil have an important bearing on Uruguay's external position and 
both countries are faced with large adjustment needs of their own. 
Moreover, the forthcoming political changes in Uruguay heighten the 
speculative character of any medium-term economic scenario. 

VI. Staff Appraisal 

The economic program adopted by Uruguay in late 1982, and supported 
by a stand-by arrangement from the Fund, has paved the way for an improve- 
ment in economic conditions, which has allowed Uruguay to begin recover- 
ing from the severe economic crisis of 1982. 

At the core of the program were the adoption of a flexible exchange 
rate policy and an intensification of efforts to liberalize the trade 
system that were aimed at restoring competitiveness and efficiency to 
the economy. At the same time, the program sought a sharp reduction in 
the deficit of the nonfinancial public sector and in other claims, of a 
generally fiscal nature, on central bank resources. 

There was a substantial reduction in fiscal imbalances in 1983 and 
all performance criteria were observed through September. However, as 
the year advanced, it became increasingly difficult to keep the momentum 
of the adjustment, and the end-December fiscal targets were exceeded. 
In addition, other quasi-fiscal pressures on the Central Bank continued 
to increase. The current account and overall balance of payments im- 
proved markedly but, despite high real interest rates, private capital 
outflows remained substantial. Inflation also was higher than had been 
targeted. The high degree of uncertainty that prevailed in 1983, and the 
magnitude of the imbalances that had to be dealt with, resulted in a con- 
traction of real GDP for 1983 as a whole. The recession that had began 
in mid-1981, however, bottomed out in the second quarter of 1983, and out- 
put and employment have been rising again since the middle of the year. 

There were delays in the formulation of measures to correct for 
the deviations from the program path in late 1983-early 1984 and in 
developing a program for the remainder of the arrangement. Corrective 
action eventually was taken in May-June 1984, setting the stage for a 
resumption of the adjustment effort. 
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During the next 12 months, the authorities will seek to achieve a 
substantial deceleration of inflation and to maintain balance of pay- 
ments equilibrium, while keeping to policies conducive to a continued 
recovery of economic activity. These policies are consistent with 
the program adopted in late 1982 and they conform to the aims of the 
stand-by arrangement. The staff therefore believes that Uruguay's 
proposed revised access to Fund resources during the remainder of the 
arrangement--73 percent of quota, or about 88 percent of quota at an 
annual rate--is appropriate. 

The further cutback in the borrowing requirements of the nonfinan- 
cial public sector that is planned is essential from the standpoint of 
both economic stabilization and growth, and it should assist in bringing 
down inflation and reducing Uruguay's dependence on foreign borrowing. 
Public sector policies emphasize continued restraint in current outlays, 
a recovery of tax revenue, and adjustments in real terms in the prices 
of goods produced or marketed by the public sector. These measures 
should produce a turnaround in public sector saving and thus make room 
for some recovery of public sector investment even as the deficit is 
being reduced substantially. 

Monetary and credit policies would appear to be sufficiently 
restrained to ensure that the rate of price increase will decline over 
time and that private capital ouflows will be arrested. Because of 
Uruguay's present circumstances and the uncertainties about the course 
of policies beyond February 1985, however, the authorities will have to 
monitor closely the public's demand for peso-denominated assets; and in 
the event that money demand remains weaker than is contemplated in the 
program, they should not hesitate to tighten credit through increases 
in legal reserve requirements and open market operations. It also will 
be crucial that the Central Bank refrain from tampering with interest 
rates, as has sometimes happened in the past through informal under- 
standings with the banks on a maximum lending rate. Otherwise, velocity 
is likely to continue to increase, and savers will be discouraged from 
maintaining local currency assets. The review with the Fund that is 
scheduled about midway through the program period will afford an oppor- 
tunity to take stock of developments in demand for peso-denominated 
assets and determine whether additional action is necessary to achieve 
the price and balance of payments objectives of the program. 

The bulk of central bank credit expansion in the next 12 months is 
linked to the prospective losses of the Central Bank, mostly in respect 
of the assets it acquired in 1982-83 from local commercial banks in 
difficulty. The authorities are aware that the subsidization of debtors 
implicit in these losses results in an allocation of credit that is 
both inequitable and inefficient. Although they have been prudent in 
projecting a very low rate of collection on these assets, the staff is 
of the view that, to reduce Central Bank's losses significantly, an all- 
out effort must be mounted to impress on debtors that their financial 
obligations will not be forgiven. 
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The authorities have taken the view that restrained fiscal and 
monetary policies need to be accompanied by the limitation of pressures 
from the side of wages if they are to achieve the deceleration of infla- 
tion that their program seeks. The decision to continue leaving the 
determination of private sector wages to the market is welcome as it is 
likely to be the best way to assure that wages are set in a manner 
consistent with the reduction of unemployment. The authorities, how- 
ever, will have to exercise caution in deciding on the periodicity and 
magnitude of the adjustments in the minimum wage (which must be set by 
law) lest the latter move on a slope that will be inconsistent with the 
intended deceleration of inflation and with the desired growth of 
employment. Prudence also will be needed in setting public sector 
wages because of their influence on labor settlements throughout the 
economy, and also because of the need to continue reducing the public 
sector deficit. 

In December 1983, the authorities moved to an exchange rate system 
in which intervention is geared solely to smoothing seasonal fluctua- 
tions in foreign exchange receipts and expenditures. Greater exchange 
rate flexibility is likely to assist in dispelling potential market 
perceptions that the external value of the peso is being maintained 
artificially. It also should help to improve the process of domestic 
financial intermediation, especially if steps are being taken to en- 
courage the development of a forward exchange market that would signal 
the domestic interest rate needed to.encourage arbitrage in favor of 
the peso. The existence of a forward rate probably would also impart 
greater.stability to the spot rate and make it possible for importers 
and exporters to cover the exchange rate risk. 

Much headway has been made in recent years in increasing efficiency 
in domestic industries and maintaining an outward looking economic 
strategy, with much benefit for the economy. While understanding the 
reasons for the lack of new initiatives in the area of trade liberaliza- 
tion in the next 12 months, the staff strongly believes That Uruguay's 
best chances df sustained economic growth in the years ahead lie in the 
consolidation of the process of reduction in protection initiated a few 
years ago. Accordingly, should fiscal developments permit, the staff 
would want to encourage the authorities to resume their efforts to 
lower import taxes. Despite the difficult domestic and regional economic 
situation, Uruguay maintains no multiple currency practices and has 
managed to avoid resorting to restrictions on payments and transfers. 
The authorities are to be commended for these policies and for their 
intention to keep them unaltered. 

With the policies that have been established, it would seem reason- 
able to expect a further significant reduction in the balance of payments 
current account deficit. These policies also should help improve the 
private capital account, although, as already noted, eliminating private 
capital outflows may require an even more restrictive credit policy than 
is now contemplated. The need for official external borrowing therefore 
would seem to be very limited on the basis of the targets for the overall 
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balance of payments. Moreover, with the financial assistance from the 
World Bank that is being negotiated, the issues of U.S. dollar-denominated 
treasury bills that already have taken place and the disbursements of 
project loans that already are in the pipeline, Uruguay would seem to be 
in a position to forego access to the international capital markets in 
1984, and to require only limited net financing from this source in the 
first half of 1985. 

Significant advances were made in 1983 in restructuring Uruguay's 
external public debt. Refinancing terms, however, were comparatively 
short and Uruguay;,~will face large debt servicing requirements starting 
in 1985. Uruguay thus will need to count on the continued cooperation 
of the international financial community in handling its debt repayment 
schedule and covering its residual financing needs. However, with 
continued prudent demand and exchange rate policies, the need for net 
new foreign borrowing should remain small, and the level of the debt 
(relative to GDP) should decline over time. 

In summary, as the Uruguayan authorities enter a new phase of 
their adjustment program, positive results already are evident with 
regard to the balance of payments and economic activity. The policies 
that the authorities intend to pursue in the next ten months under the 
program are likely to go a long way toward adjusting the economy by 
the time the current stand-by arrangement expires and Uruguay's newly 
elected administration takes office. In the coming period of political 
transition, however, the authorities will need to monitor developments 
very closely to ensure that policies remain appropriate to attain the 
objectives that they have set for the remainder of their term in office. 
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VII. Proposed. Decision 

Accordingly, the following draft decision is proposed for adoption 
by the Executive Board: 

1. Uruguay has consulted with the Fund in accordance with 

paragraph 4 of the stand-by arrangement for Uruguay (EBS/83/43, 

Supplement 1, April 26, 1983) and paragraph 25 of the letter 

dated February 1, 1983 from the Minister of Economy and Finance 

and the President of the Central Bank of Uruguay attached there- 

to, in order to review progress made by Uruguay in realising 

the objectives of the program, and to reach understandings 

with the Fund regarding the circumstances in which Uruguay can 

resume purchases under the arrangement and regarding policies, 

measures and performance clauses for the remaining period of 

the arrangement. 

2. The letter dated July 23, 1984 from the Minister of Economy 

and Finance and the President of the Central Bank of Uruguay, 

together with the Memorandum of Economic Policy and the 

Memorandum of Understanding annexed thereto, shall be attached 

to the stand-by arrangement for Uruguay. The letter dated 

February 1, 1983 from the Minister of Economy and Finance and 

the President of the Central Bank, together with the Memorandum 

of Understanding annexed thereto, and the communication dated 

August 17, 1983 from the Minister of Economy and Finance and 

the President of the Central Bank, shall be read as modified 

and supplemented by the letter dated July 23, 1984 and the 

memoranda annexed thereto. 
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3. The Fund notes that in their letter dated July 23, 1984, 

the Minister of Economy and Finance and the President of the 

Central Bank of Uruguay request that the period of the stand-by 

arrangement for Uruguay be extended from April 21, 1985 to 

June 3, 1985 and that the amount of the stand-by arrangement be 

reduced from SDR 378 million to SDR 271.2 million. 

4. Paragraph 1 of the stand-by arrangement for Uruguay 

shall be amended to read as follows: 

"For the period from April 22, 1983 to June 3, 1985, 

Uruguay will have the right to make purchases from the 

Fund in an amount equivalent to SDR 271.2 million, sub- 

ject to paragraphs 2, 3, 4, and 5 below, without fur- 

ther review by the Fund." 

5. Paragraph 2(a) of the stand-by arrangement for Uruguay 

shall be amended to read as follows: 

II 
[ . . . until February 20, 1984,] the equivalent of 

SDR 181.2 million until November 20, 1984, the 

equivalent of SDR 211.2 million until February 20, 

1985, and the equivalent of SDR 241.2 million until 

May 20, 1985." 

6. Uruguay will not make purchases under the stand-by 

arrangement for Uruguay that would increase the Fund's 

holdings of Uruguay's currency in the credit tranches 

beyond 25 percent of quota or increase the Fund's 

holdings of that currency resulting from purchases of 

borrowed resources beyond 12.5 percent of quota: 
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(a) during any period in which the data at the end of 

the preceeding calendar quarter indicate that: 

(i) the cumulative overal,? balance of payments 

targets described in -paragraph 2 of the Memorandum of Under- 

standing annexed to the letter dated July 23, 1984, have not 

been met, or 

(ii) the limit on the cumulative global deficit 

of the nonfinancial public sector described in paragraph 3 of 

the Memorandum of Understanding annexed to the letter dated 

July 23, 1984, has been exceeded, or 

(iii) the limit on the cumulative global deficit 

of the Central Administration described in paragraph 3 of 

the Memorandum of Understanding annexed to the letter dated 

July 23, 1984 has been exceeded, or 

(iv) the limit on the cumulative increase in the 

outstanding disbursed external-.debt of the public sector 

described in paragraph 4 of.the Memorandum ,of Understanding 

annexed to the letter dated July 23, 1984 has been exceeded, 

or 

(VI the limit on the cumulative increase in the : 

outstanding short-term external debt of the public sector 

described in paragraph 4 of the Memorandum of Understanding 

annexed to the letter dated July 23, 1984, has been exceeded, or 

(vi) the limit on the cumulative changes in the 

net domestic assets of the Central Bank described in para- 

graph 5 of the Memorandum of Understanding annexed to the 

letter dated July 23, 1984 has been exceeded, or 
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(b) if before February 20, 1985 the review with the Fund 

contemplated in paragraph 6 of the letter dated July 23, 

1984 has not been completed and, as the case may be, suitable 

performance clauses have not been established in consultation 

with the Fund for the remaining period of the stand-by arrange- 

ment , or if such clauses, after having been established, are 

not observed. 

7. Paragraph 4(d) of the stand-by arrangement for Uruguay 

shall be amended to read as follows: 

“(d) during any period of this stand-by arrangement, 

while Uruguay has any overdue financial obligation to 

the Fund, or [if Uruguay... I” 

8. The Fund finds that in light of the letter dated July 23, 1984 

and the memoranda annexed thereto, no other understandings are 

necessary regarding the circumstances in which purchases can be 

resumed by Uruguay under the stand-by arrangement and decides, 

pursuant to paragraph 4(c) of the arrangement, that the review. 

of Uruguay’s policies and measures, including the reaching of 

understandings on the quantitative targets of the program as 

contemplated in paragraph 25 of the letter dated February 1, 1983 

is completed. Accordingly, Uruguay may proceed to request 

purchases under the arrangement. 
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Uruguay: Main Indicators 

July 1984- 
1983 1984 June 1985 

Proj. Est. Proj. Rev. Proj. 

(Annual percentage changes, unless otherwise specified) 

National income and prices 
GDP at constant prices 
GDP deflator 
Consumer prices L/ 

External sector (in millions 
of U.S. dollars) 

Exports, f.o.b. 
Imports, c.i.f. 
Non-oil imports 
Export volume 
Import volume 
Terms of trade 

(deterioration -> 
Nominal effective 

exchange rate 
(depreciation -> 

Real effective 
exchange rate 
(depreciation -> 

General Government 
Revenue and grants 
Total expenditure 

Money and credit 
Domestic credit 21 
Public sector 21; 
Private sector-z/ 
M2 5/ 
VelGcity relative to M2 
M3 6/ 
Velocity relative to M3 
Interest rate (average 

annual rate, six-month 
savings deposits) 

1.0 -4.7 4.0 2.9 4.0 
38.5 52.0 16.5 46.6 37.2 
38.5 49.2 16.5 46.4 37.4 

20.6 
3.2 
9.5 

10.0 
-10.5 

-4.2 

2.2 14.7 -1.6 4.7 
-29.1 10.3 3.5 1.7 
-23.8 10.4 2.1 5.9 

1.9 8.4 -1.6 4.7 
-22.1 4.6 3.5 1.7 

10.2 -- -- 

. . . -22.6 . . . . . . 

. . . -31.7 

-- 

. . . 

. . . 

17.2 
12.0 

. . . 

. . . 

. . . 

. . . 

. . . 

. . . 

. . . 

. . . 

. . . . . . 

58.4 43.8 
20.3 20.5 

41.2 48.7 
35.5 43.9 

27.9 27.0 31 
4.0 17.8 31 

14.0 3.4 ;/ 
32.1 18.0 

3.7 5.7 
17.5 -2.0 y 

1.8 1.9 

18.2 41 7.8 41 
4.1 Zl 1.0 61 
2.6 x/ 3.9 gl 

41.5 29.0 
6.3 6.3 

13.5 kl 8.8 41 
2.0 2.1 

. . . 66.1 . . . . . . 
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Uruguay : Main Indicators (Concluded) 

July 1984- 
1983 1984 June 1985 

Proj. Est. Proj. Rev. Proj. 

(In percent of GDP) 

Public sector savings 
Public sector deficit 
Central administration 

deficit 
Domestic bank financing 
Foreign financing I/ 

Gross domestic investment 
Gross national savings 
Current account deficit 

(balance of payments -) 
External public debt 

(medium- and long-term) 
inclusive of use of 
Fund credit 81 

Debt service ratio (in 
percent of exports of 
goods and services) lO/ 

Interest payments (in- 
percent of exports of 
goods and services) 

2.2 -0.4 4.1 
-3.0 -4.4 -1.1 

-1.9 -4.0 -0.7 
1.0 3.9 . . . 
0.9 0.1 . . . 

12.6 10.5 13.8 
7.7 7.5 9.9 

-4.9 -3.0 -3.9 

40.3 50.2 9/ 37.3 - 

30.9 26.5 36.0 

16.0 18.4 17.1 

(In millions of U.S. dollars) 

Overall balance of payments 
deficit (-) 

Gross official reserves 
(months of imports) 

External payments arrears 

-100.0 -144.9 -- 

3.5 5.0 5.0 
-- -- c- 

2.2 3.8 
-3.0 -1.1 

-2.6 -1.1 
2.2 . . . 
0.4 . . . 

11.7 12.3 
10.2 10.8 

-1.5 -1.5 

48.2 91 . . . 

28.2 . . . 

20.3 . . . 

-20.9 

5.5 6.7 
-- -- 

Sources: Ministry of Economy and Finance; Central Bank of Uruguay; Planning 
Secretariat; and Fund staff estimates. 

1/ Annual average. 
2/ In relation to the stock of liabilities to the private sector at the 

bezinning of the period. Public sector credit includes net credit to the Salto 
Grande Commission. 

3/ Foreign currency accounts converted at the rate of NUrS33.9 per US$l. 
z/ Foreign currency accounts converted at the rate of NUrS60.0 per USSl. 
z/ Includes only deposits and liabilities to the private sector in local 

currency. 
51 Includes foreign currency deposits. 
7/ Includes dollar-denominated bills sold to residents and nonresidents. 
g/ For the purpose of these ratios, U.S. dollar GDP has been estimated using 

an exchange rate fot the Uruguayan peso that would keep the Uruguayan peso/U.S. 
dollar exchange rate constant in real terms at its average 1976 level. 

9/ Includes central bank short-term foreign liabilities that were refinanced 
at-medium term in 1983. 

lO/ External public debt only. - 
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Uruguay - Fund Relations 
,,(As of June 30, 1984) 

APPENDIX II -- 

I. Membership Status 

(a) Date of membership: March 1946 
(b) Status: Article VIII 

(A) Financial Relations 

II. General Department 

(a) Quota: SDR 163.8 milliqn 
(b) Total Fund holdings 

of New Uruguayan 
pesos: 381.2 million SDRs, equivalent to 

232.7 percent of quota. 
(c) Fund credit, 

of which: 
Millions of Percent 

Under: . . SDRs 
CFF 44.1 
Credit tranches 93.1 56.9 
Enlarged access 89.6 

226.8 
III. Current Stand-by Arrangement 

(a> '(i) Duration: From April 22, 1983 to'Apri1 21, 1985 
(ii) Amount: SDRs 378.0 million 

(iii) Utilization: SDRs 151.2 million 
(iv). Unutilized balance: SDRs 226.8 million.. 

(b) Previous stand-by arrangements since.1974. 

Uruguay has had 6 stand-by arrangements since 1974. The first 
one, for SDR 17.25 million, was fully utilized; no purchase 
was made under the next four arrangements. The last one, in 
the first credit tranche for SDR 31.5 million, expired on 
July 14, 1982 and was fully utilized. 

(c) Special facilities. 

A purchase of SDR 55.3 million under the compensatory 
financing facility was made in August 1982. A repurchase 
of SDR 11.2 million was made in February 1983 because of 
overcompensation under the August 1982 CFF purchase. 

IV. SDR Department 

(a) Net cumulative allocation: 49.98 million. 

(b) Holdings: SDR 5,639,761, equivalent to 
11.28 percent of net cumulative 
allocation. 
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(B) Nonfinancial Relations 

APPENDIX II 

V. Exchange Rate Arrangement: The currency of Uruguay is the New 
Peso. From December 26, 1978 to November 26, 1982, the peso 
was depreciated daily in accordance with a peso-U.S. dollar 
exchange rate schedule announced several months in advance. 
This exchange rate system was then replaced by a floating ex- 
change rate system. On June 29, 1984, buying and selling 
interbank rates for the U.S. dollar, the intervention currency, 
were NUrS53.75 and NUrS54.00. 

VI. Last Consultation: The 1983 Article IV consultation was com- 
pleted by the Executive Board on May 2, 1984 (EBM/84/71) The 
consultation is on the standard 12-month cycle. 

VII. Technical Assistance: In 1981-83 the Fiscal Affairs Department 
provided assistance to the Accounting General's Office in the 
introduction of a new accounting system for government opera- 
tions and of new expenditure and debt operations recording 
procedures. A panel expert was stationed in Montevideo between 
June 1981 and July 1983. 

VIII. Resident Representative: Mr. Luis Duran-Downing was stationed 
as Resident Representative in Uruguay during the period August 
1981-December 1983. His replacement, Mr. Humberto Arbulu-Neira, 
was appointed in November 1983 and took up his duties in 
February 1984. 

IX. Currentness of Data: Generally adequate. Conceptual and metho- 
dological problems with financial statistics were discussed 
with the Central Bank of Uruguay during a Bureau of Satistics' 
expert's visit to Montevideo in March 1984. 
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Uruguay--Basic Data 

Area and population 
Area 
Population (mid-1983) 
Annual rate of population increase (1975-83) 

GDP (1983) 

GDP per capita (1983) 

Origin oi GDP 
Agriculture 
Manufacturing 
Construction 
Transportation and communications 
Commerce 
Other 

Ratios to GDP 
Exports of goods and nonfactor services 
Imports of goods and nonfactor services 
Current account of the balance of payments 
Central administration revenue 
Central administration expenditure 
Public sector savings 
Public sector overall surplus or 

deficit (-) 
External public debt (end of year) 
Savings 
Investment 
Money and quasi-money (end of year) 

Annual changes in selected economic 
indicators 

Keal GDP per capita 1.3 
Real GDP 1.9 
GDP at current prices 32.8 
Domestic expenditures (at current prices) 30.7 

Investment 17.6 
Consumption 30.4 

GDP deflator 30.3 
Wholesale prices (annual averages) 23.4 
Consumer prices (annual averages) 34.0 

Central administration revenues 42.2 
Central administration expenditures 45.6 

Money and quasi-money 41.9 
Money 12.5 
Quasi-money 50.2 

Net domestic bank assets 5/ 36.2 
Credit to public sector-(net) 3.8 
Credit to private sector 33.0 

Merchandise exports (f.o.b., in 
U.S. dollars) 

Merchandise imports (c.i.f., in 
U.S. dollars) 

1981 

14.7 
18.6 
-4.5 
17.4 
18.2 

3.6 

-2.3 
11.8 
10.8 
15.3 
46.2 

187,OOu sq. kilometers 
3.0 million 
0.6 percent 

SDR 5,067.4 million 
US$5,419.0 million 

NUr$186,289 million 

SDR 1,689 

Prel. 
1982 1983 __- 

(percent) 
11.7 12.6 
21.3 2U.6 

5.1 3.9 
6.6 6.7 

15.4 14.2 
39.9 42.0 

. . . 

. . . 

. . . 

. . . 
. . . 
. . . 

14. I 18.5 
17.4 15.7 
-5.4 -3.0 
15.2 15.8 
24.3 19.8 
-4.7 -0.4 

-1U.l -4.3 
24.8 50.3 

6.6 7.5 
12.u 1u.5 
46.9 53.3 

21.7 
15.7 
-1.5 
14.4 
16.9 

2.2 

-3.!, 
55.8 
10.2 
11.7 
50.3 

2.3 
2.9 

50.8 
. . . 

69.2 
. . . 

46.6 
. . . 

46.4 

-1u. 3 -5.3 
-9.7 -4.7 

5.0 44.9 
4.4 37.0 

-9.8 15.8 
6.9 40.1 

16.3 52.0 
12.9 73.5 
19.0 49.2 

-8.0 50.8 
39.9 18.5 

-1.8 -2.0 
19.6 8.1 

I/ -6.7 21 -2.9 31 11.5 41 
i/ 24.6 21 27.0 ?/ 18.2 61 
i/ 16.4 ?I 17.8 T/ 4.1 ii/ 
i/ 9.0 21 3.4 II 2.6 41 - 

41.1 
34.9 

13.5 
31.8 

Proj. 
1984 

14.8 -15.8 2.2 -1.6 

-4.2 -35.9 -29.1 3.5 
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Prel. Proj. 
Central administration finances 

Revenue 
Current expenditure 
Current account deficit (-> 
Capital expenditure 
Overall deficit (-> 
Internal financing (net) 
External financing (net) 
Dollar-denominated bills and bonds 

Balance of payments 
Merchandise exports (f.o.b.) 
Merchandise imports (c.i.f.) 
Investment income (net) 
Other services and transfers (net) 
Balance on current and transfer 

accounts 
Long-term capital (net) 
Short-term capital (net), including 

errors and omissions 
Allocation of SDRs 
Overall balance 
Valuation adjustment 11 
Change in official net reserves 

(increase -> 

International reserve nosition 

Central Bank (gross)/ 
Central Bank (net)/ 

1981 1982 1983 1984 
(millions of new Uruguayan pesos) 

21,260 19,552 29,486 41,615 
19,819 27,720 321603 43; 994 
1,441 -8,168 -3,117 -2,379 
2,492 3,490 4,366 4,948 

-1,051 -11,658 -7,483 -7,327 
127 10,239 5,738 6,129 
892 338 186 1,553 

32 1,081 1,559 -355 

(millions of U.S. dollars) 
1,215.4 1,022.g 1,045.l 1,028.5 
1,695.7 liO86.8 -770.3 .797.2 

-73.8 -187.6 -287.8 -378.2 
84.0 -174.6 -158.1 72.2 

-470.1 -426.1 -171.1 -74.7 
371.4 499.9 804.1 6J 58.8 

99.7 -873.3 -660.8 -4.1 
10.9 -- -- -- 
11.9 -799.5 -27.8 -20.0 
13.1 214.9 112.6 

-25.0 584.6 84.8 20.0 

Dec. 31 Dec. 31 Dec. 31 Dec. 31 
1981 1982 1983 1984 Est. 

(millions of SDRs) 
490.6 207.6 291.6 333.8 
388.8 -118.0 -46.3 -66.2 

L/ Foreign currency accounts converted at the exchange rate of NUrS10.9 
per US$l. 

2/ Foreign currency accounts converted at the exchange rate of NUrS12.7 
per lJS$l. 

3/ Foreign currency accounts converted at the exchange rate of NUrS33.9 
per USSl. 

4/ Foreign currency accounts converted at the exchange rate of NUrS60.00 
per LJS$l. 

J/ In relation to the stock of money and quasi-money at the beginning of 
the period. Excludes contra-entry of SDR allocation. 

6/ Includes as medium-term financing USS117.1 million of refinanced 
resterve liabilities. 

71 Includes an adjustment to allow for the difference between the price 
at-which gold was bought or sold and the price at which it is valued for 
reserve purposes (SDR 35 per ounce). 

8/ Gold valued at SDR 35 per fine troy ounce. - 
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Main Targets, Assumptions, and Elements 
of the Financial Propram 

APPENDIX IV 

1. Targets 

a. A reduction in the overall deficit of the nonfinancial public 
sector, relative to GDP, to slightly over 1 percent for the program 
period (July 1984-June 1985), compared with deficits of about 10 percent 
in 1982 and 5 l/2 percent in the 12-month period July 1983-June 1984. 

b. A central administration deficit equivalent to slightly more 
than 1 percent of GDP for the program period (July 1984-June 1985), 
compared with deficits of.4 percent in 1983 and slightly less than 
5 percent in the 12-month period July 1983-June 1984. 

c. A deceleration of inflation from an annual rate of almost 
65 percent during the first five months of 1984 to one of 30 percent 
during the second half of the year and one of 15 percent during the 
first half of 1985. This would imply an increase in prices of about 
22 percent during the year ending June 1985. 

d. A reduction in the overall balance of payments deficit from 
US$145 million in 1983 to US$20 million in 1984, and equilibrium in the 
12-month period through June 1985. The program provides for an adjust- 
ment of up to US$30 million to this target in case of a shortfall or 
delay in disbursements on a US$60 million loan now being negotiated 
with the World Bank, or in case Uruguay fails to collect arrears in 
respect of payments made on behalf of Argentina in 1982 on Salto Grande's 
external debt. 

2. Assumptions 

a. Real GDP is projected to grow by 2 l/2 to 3 percent in 1984 
and by 4 percent in the year ending June 1985, in line with the recovery 
of output in evidence since the third quarter of 1983. 

b. Export earnings (in U.S. dollars) in 1984 are projected to 
decline slightly compared with 1983, reflecting a drop in shipments of 
beef as the industry enters the rebuilding phase of the cattle cycle. 
For the program period (July 1984-June 1985), however, total exports 
are projected to increase by almost 5 percent with respect to the year 
ended in June 1984. Import growth for the program period is estimated 
at only about 2 percent (3 l/2 percent in 1984 compared with 1983) and 
the trade surplus is projected to widen. With a marked increase in 
travel receipts, the current account deficit is expected to be roughly 
halved from 1983 to 1984, as well as from the 12 month-period through 
June 1984 to the program period. 
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C. The financial program has been made consistent with net public 
sector recourse to external savings of no more than US$65 million in 
the second half of 1984 (consistent with a total of US$lOO million for 
calendar year 1984 as a whole) and US$80 million in the 12-month period 
through June 1985. These figures assume disbursements of the loan now 
being negotiated with the World Bank in amounts of US$30 million in the 
second half of 1984 and US$30 million in the first half of 1985. 

3. Main elements of the program 

a. Public sector policies 

(1) The main feature of the program is a renewed effort at 
reducing imbalances in the public finances. On the revenue side, tax 
measures have been adopted to counter the adverse trend in collections 
observed in the second half of 1983 and raise the tax effort to over 
20 l/2 percent of GDP in the program year: refunds to exporters of 
indirect taxes paid in the production process have been discontinued; 
the basic value added tax rate has been raised from 18 percent to 
20 percent; the corporate income tax has been extended to the state 
enterprises and official financial institutions; a 1 percent tax has 
been established on sales of foreign exchange, and there has been an 
increase in the fuel tax. At the same time, state enterprise tariffs 
and prices, which were raised by 17 percent in real terms in the first 
five months of 1984, will continue to be adjusted gradually to cover 
costs and help the enterprises finance a growing portion of their 
investment program. 

(2) On the expenditure side, the increase in the public 
sector wage bill will continue to lag behind the projected increase in , 
prices. Also, some further cuts have been programmed in other government 
expenditure, so that total public sector final outlays (i.e., excluding 
the intermediate consumption of state enterprises) should fall to around 
24 l/2 percent of GDP in the 12-month period ending in June 1985--from 
32 percent of GDP in 1982 and more than 26 percent of GDP in 1983. 
Altogether, public sector savings should rise to 3 3/4 percent of GDP 
in the program period, compared with a negative 4 213 in 1982, a negative 
l/2 of 1 percent in 1983, and a small surplus in the 12-month period 
ended in June 1984. 

(3) Cumulative quarterly limits have been placed on the 
global deficit of both the nonfinancial public sector and the Central 
Administration. In both cases, the deficit is to be defined as the 
sum of the net increase above their respective stocks on December 31, 
1983 in the net external public debt (including foreign currency-denom- 
inated treasury bills and bonds other than those in the hands of the 
domestic financial system), the net debt to the domestic financial 
system, and the net placement of peso-denominated treasury bills and 
bonds with the nonbank private sector (to the exclusion of those issued 
for purposes of open market operations). 
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b. Money and credit 

(1) Consistent with the price objectives of the program, the 
monetary program is based on M2 increasing by 29 percent, which would 
be made up of a rate of growth of 42 percent in calendar year 1984 and 
of an annual rate of increase of 21 percent in the first half of 1985. 
The program also envisages a reduction in the rate of growth of Ml to 
27 percent in the program period, down from 46 percent in the 12-month 
period ended in June 1984. These projections assume stability in 
velocity for M2 from May 1984 onward and a slackening in the rate of 
increase of velocity for Ml. The authorities have made it clear that 
they are prepared to make flexible use of open market operations and 
that they will not hesitate to adjust legal reserve requirements as 
needed to meet the program targets. 

(2) The increase in the net domestic assets of the Central 
Bank of Uruguay is to be limited on a quarterly basis to the growth in 
base money, with a quarterly upper limit, that is to be adjusted by 
specified peso amounts each quarter in line with the overall balance of 
payments target. These limits are adjustable in each quarter, up to a 
limit, in case of a shortfall in disbursements on the World Bank loan 
now being negotiated or delays in collecting arrears from Argentina on 
account of the advance made to Salto Grande in 1982. 

(3) The losses incurred by the Central Bank in connection with 
the "portfolio purchase scheme" are expected to remain the major source 
of central bank credit expansion during the program period. The program, 
assumes that, together with the Central Bank's other financial and 
operating costs, these losses will continue to hover around 3 percent 
of GDP during the period through June -1985. Central bank assistance to 
the Mortgage Bank, however, is expected to fall to the equivalent of 
0.3 percent of GDP during the program period; most of the Mortgage 
Bank's financing needs now have been incorporated into the budget, and 
the total of these needs has been reduced from 7 l/2 percent of GDP in 
1982 to about 1 percent of GDP in the 12-month period through June 
1985. 

c. Wages 

(1) The success of the fiscal adjustment.will depend to an 
important extent on the degree of control maintained over the nominal 
growth of the public sector wage bill. Wage raises in the public sector 
(which were equivalent to a cumulative 19 percent in the first six 
months of 1984) are to be kept to a rate consistent with the targeted 
deceleration of inflation and the expenditure constraints of the fiscal 
program. Moreover, the authorities are determined not to add to public 
sector employment and to let attrition assist in streamlining the 
government work force. 
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(2) As regards the private sector, the authorities will main- 
tain the policy introduced last year of not intervening in the process 
of wage determination. They will continue to adjust the minimum wage 
from time to time, but will avoid increases of a size that would cause 
average remunerations to move on a path inconsistent with the price 
objectives of the program and undermine the recovery of employment. 

d. External sector 

(1) The determination of the exchange rate is to be left to 
the free play of market forces. The Central Bank will be present in 
the market only to the extent necessary to meet the foreign exchange 
needs of the public sector and to compensate for the strong seasonality 
of foreign exchange receipts and outlays. 

(2) Uruguay's public external debt nearly doubled in the 18- 
month period ended in December 1982, so that interest costs alone are 
estimated at 20 percent of exports of goods and services (i.e., almost 
5 percent of GDP) in 1984. To prevent a further deterioration in these 
ratios, the program limits the net increase in the external debt of the 
public sector to US$lOO million in calendar year 1984 and to USS80 mil- 
lion in the 12-month period ending in June 1985. These limits apply 
to the net increase in the external indebtedness of the official banks, 
to the exclusion of the borrowing of the Central Bank of Uruguay at 
maturities of less than one year. Moreover, the program sets limits on 
the increase in outstanding public sector external debts with maturities 
of less than one year (excluding those of the Central Bank of Uruguay, 
but including U.S. dollar-denominated treasury bills held by nonresidents). 
These limits are to be adjusted downward, including to negative values, 
for any substitution of medium-term debts for existing short-term 
debts. 

(3) While the program aims at balance of payments equilibrium 
for the 12-month period ending in June 1985, account is taken of the 
uneven distribution over time of foreign exchange receipts and outlays. 
Therefore, the quarterly cumulative targets for the overall balance of 
payments provide for deficits in the third quarter of 1984 and second 
quarter of 1985 and for surpluses in the intermediate quarters of the 
program. For the purpose of these targets, the balance of payments 
performance is to be measured on changes in the net international re- 
serves of the Central Bank, defined as the difference between the value 
of: (a) its gold and SDR holdings, Fund reserve position, and all other 
claims on nonresidents; and (b) its liabilities to nonresidents at less 
than one year maturity and liabilities to the Fund. This change in net 
international reserves is to be taken to exclude the exchange gains or 
losses resulting from gold transactions, in the event such transactions 
should continue to be made. 
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Uruguay. Financial Relations with the World Bank Group 

(In millions of U.S. dollars) 

Commitments 
(Net of Can- 
cellations) 

Undisbursed 
Disbursements Amount 

I. IBRD Operations (as of May 31, 1984) 

Sectors 
Agricultural and 

rural development 
Industry and 

industrial credit 
Power 
Transport and tele- 

communications 
Education 

95.7 78.4 

50.6 26.3 
105.9 95.1 

150.0 46.6 
9.7 0.3 

Total 
Repayments 
Total outstanding 
Total (after 

exchange adjustment) 

93.8 

84.6 

II. IFC Operations (as of March 31, 1984) 

Loans Equity Total 

Commitments 
Total held by IFC 
Total undisbursed 

(including other 
participants) 

20.70 2.84 
18.50 2.84 

2.00, -- 

17.3 

24.3 
10.8 

133.4 
9.4 

23.51 
21.34 

2.00 

III. IBRD Loan Transactions (fiscal year) 

1982 1983 1984 

Disbursements 11.9 23.0 20.6 
Repayments 9.0 8.5 16.4 
Net lending 2.9 14.5 4.2 

Source: World Bank. 
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Table 15. Uruguay: National Accounts 

(In millions of new Uruguayan pesos at 1978 prices) 

Prel. Est. 
1979 1980 1981 1982 1983 

33,503 29,408 

28,975 26,212 
4,486 4,253 

24,489 21,959 

Domestic expenditure 34,597 36,937 37,304 

Consumption 
General government 
Private 

28,465 30,476 31,416 
4,302 4,244 4,562 

24,163 26,232 26,854 

Gross domestic investment 6,132 6,461 
Fixed capital formation 5,882 6,255 

Public sector 1/ 2,328 
Construction- 

1,943 
1,733 1,361 

Machinery and equipment 595 582 
Private sector 3,554 4,312 

Construction 1,804 2,396 
Land improvements 122 91 
Machinery and equipment 1,628 1,825 

Changes in inventories 250 206 

4,528 3,196 
4,878 3,551 
2,211 1,535 
1,416 981 

795 554 
2,667 2,016 
1,846 1,461 

54 37 
767 518 

-350 -355 

5,888 
6,067 
1,780 
1,514 

266 
4,287 
2,326 

54 
1,907 
-179 

Balance of trade and 
nonfactor services 

Exports of goods and non- 
-1,759 -2,129 -1,835 -1,475 1,124 

5,801 6,519 factor services 
Imports of goods and non- 

factor services 

5,893 6,106 6,483 

7,652 8,235 8,318 7,276 5,395 

Gross domestic product 
at market prices 32,838 34,808 35,469 32,028 30,532 

-285 -389 -288 -775 -1,296 Net factor payments abroad 

Gross national product 
at market prices 32,553 34,419 35,181 31,253 29,236 

Indirect taxes net of 
subsidies -4,924 -5,208 -5,296 -4,803 -4,578 

Gross national product 
at factor cost 27,629 29,211 29,885 26,450 24,658 

Provision for consumption 
of fixed capital 

Terms of trade effect 
-1,853 -1,970 -1,912 -1,536 -1,118 

100 -116 78 81 -541 

Net national product at 
factor cost = national 
income 

Memorandum item: 
Gross domestic product 

at factor cost 

25,876 27,125 28,051 24,995 22,999 

27,914 29,600 30,173 27,225 25,954 

Source: Central Bank of Uruguay. 

l/ Includes spending on the Salto Grande Hydroelectric project, which - 
is not included in the fiscal accounts. 
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(In millions of new Uruguayan pesos at current prj.ces) 

1979 
Prel. Est. 

1980 1981 1982 1983 

Domestic expenditure 

Consumption 
General government 
Private 

Gross domestic investment 
Fixed capital formation 

Public sector l/ 
Construction- 
Machinery and equipment 

Private sector 
Construction 
Land improvements 
Machinery and equipment 

Changes in inventories 

Balance of trade and 
nonfactor services 

Exports of goods and 
nonfactor services 

Imports of goods and 
nonfactor services 

Gross domestic product 
at market prices 

Net factor payments abroad 

Gross national product 
at market prices 

Indirect taxes net of 
subsidies 

Gross national product 
at factor cost 

Provision for consumption 
of fixed capital 

Net national product at 
factor cost = national 
income 

Memorandum i tern: 
Gross domestic product 

at factor cost 49,758 79,539 105,903 113,182 164,226 

60,205 

50,230 
6,789 

43,441 

9,975 
9,312 
3,736 
2,905 

831 
5,576 
3,030 

208 
2,338 

663 

97,366 127,285 132,877 182,055 

81,372 108,483 115,916 162,407 
11,482 17,336 20,261 23,672 
69,890 91,147 95,655 138,735 

15,994 
15,422 
4,902 
3,767 
1,135 

10,520 
6,557 

227 
3,736 

572 

18,802 16,961 19,648 
19.205 17,795 21.411 

61159 7,986 9; 310 
5,515 5,849 5,929 

644 2,137 3,381 
13,046 9,809 12,101 
8,365 7,525 8,709 

157 178 218 
4,524 2,106 3,174 

-403 -834 -1,763 

-2,580 

9,400 

11,980 

-5,162 -4,832 -4,340 4,234 

13,861 17,987 18,n72 44,308 

19,023 22,819 22,421 40,074 

57,625 

-454 

92,204 122,453 128,537 186,289 

-912 -797 -2,729 -10,926 

57,171 91,292 121,656 125,808 175,363 

-7,867 -12,665 -16,550 -15,355 -22,063 

49,304 78,627 105,106 110,453 153,300 

-2,933 -4,858 -6,050 -5,605 -6,744 

46,371 73,769 99,056 104,848 146,556 

Source : Central Bank of Uruguay. 

l/ Includes spending on the Salto Grande hydroelectric project, 
which is not included in the fiscal accounts. 
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Table 17. Uruguay: Employment and Unemployment (Montevideo) 0 

Employment r/ Unemployment 21 

1978 
First half 
Second half 

1979 
First half 
Second half 

1980 
First half 
Second half 

1981 
First half 
Second half 

1982 
First half 
Second half 

1983 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

1984 
January 
February 
March 

47.0 10.6 
47.3 9.6 

47.2 8.6 
48.5 8.1 

49.3 7.7 
51.6 7.0 

51.5 5.8 
49.4 12.7 

50.2 11.0 
49.4 12.7 

47.3 15.3 
47.6 14.6 
46.5 17.8 
47.3 15.9 
48.9 15.9 
47.4 16.4 
48.0 15.1 
48.2 14.4 
47.8 16.4 
47.6 15.3 
50.1 13.6 
49.7 15.1 

49.3 15.8 
49.7 13.8 
47.6 14.0 

Source: General Directorate of Statistics and Census. 

l/ As a percentage of population 14 years and older. 
T/ As a percentage of the labor force. - 
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Table 18. Uruguay : Public Sector Operattons 

(In millions of new Uruguayan pesos) 

1981 
Pre 1. Proj. 

1982 1983 1984 

Proj. 
July R4- 
June 85 

I. Central Administration I/ 

Currelit revenue 21,260-O 19,551.a 
Of which: taxes from autonomous agencies -- -- 

taxes from state enterprises 3,120.5 2,953.a 

Current expenditure 19,819.2 27,720-l 
Of which transfers to: autonomous agencies 0.2 -- 

sociaL security 6,622.9 12,105.O 
state enterprises 376.4 458.6 
municipalities -- -- 

Current account surplus or deficit (-1 1,440.8 -8,168.3 

Capital expenditure 2.491.8 3,489.R 
Of which transfer to: autonomous agencies -- 9.0 

municipalities -- -108.0 
sta:e enterprises -- 89.2 

Overall surplus or deficit (-> -1,051.o -11,658.l 

Financing 1,051.o 11.658.1 
Dollar-delrominated bonds and bi 11s L/ 32.4 1,081.4 
Foreign loans (net) 892.1) 338.3 
Other 126.5 10,238.4 

II. Autonomous Agencies z/ 

Current revenue 41.2 30.5 
Current expenditure 28.2 30.8 

Net intertransfers 
Transfers from central admintstration 
Tax payments (-1 
Contributions to social security (-) 

-3.7 -0.2 
-0.2 -- 

Current account surplus or deficit (-) 9.3 - 
Capital transfers from central administration -- 
Capi ta1 expenditure 9.0 15.0 

Overall surplus or deficit (-) 0.3 -6.5 22.4 -36.0 -55.0 
Internal financing (net) X-7 6.5 -22.4 36.0 55.0 

III. Social Security System 

Current revenue 4,296.1 5.236.2 
Current expenditure 11.644.9 17,5?9.6 

Net intertransfers 7,354.6 12,846.4 
Contributions from central administration 6.622.9 12,105.O 
Contributions from autorlomous agencies 3.5 0.2 
Contrfbutions from municipalities 175. I 115.1 
Contributions from state enterprises 553.1 626. I 

Current account surplus or deficit (-) 5.8 503.0 
Capi ta1 expenditure 617.6 -- 

Overall surplus or deficit (-) -611.8 503.0 360.8 357.0 157.0 
Internal financing (net 1 611.8 -503.0 -360.8 -351.0 -157.0 

29.406.4 41.615.0 51,552.0 
-- 6.0 6.0 

4,020.o 7,832.0 9,491.0 

32,603.l 43,994.0 
0.5 -- 

13,455.0 16.475.0 
875.0 1.456.0 

-- -- 

49,554.0 
-- 

17,700.O 
1,784-O 

143.0 

-3,116.7 -2,379.0 

4.366.5 4.948.0 
-- -- 
-- -- 
-- -- 

1,998.0 

5,699.0 
-- 
-- 
-- 

-7,483.2 -7,327.0 

7,483.2 7,327.0 
1.559.0 -355.0 

185.5 1.553.0 
5,730.7 6.129.0 

-3,701.o 

3,701.o 
. . . 
. . . 
. . . 

76.3 119.0 124.0 
40.5 76.0 89.0 

-5.5 -9.0 
-0.5 -6.0 

_- _- 
-5.0 -3.0 

-8.0 
-6.0 

-- 
-2.0 

30.3 
-- 

7.9 

34.0 
-- 

70.0 

27.0 
-- 

82.3 

6,b79.1 9.649.0 11,197.0 
2‘0,747.9 26,694.0 29,670.O 

14,515.l 17.460.0 18,732.0 
13,455.0 16,475.0 17,700.o 

5.0 3.0 2.0 
406.1 4.0 -- 
649.0 978.0 1,030.o 

446.3 460.0 259.0 
85.5 103.0 102.0 
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Table 18. Uruguay: Public Sector Operations (Continued) 

(In millions of new Uruguayan pesos) 

Proj. 
Prel. Proj. July 84- 

1981 1982 1983 1984 June 85 

IV. Central Government (IV=I+II+III) 

Currell: revenue 26,325.5 25,559.7 
Of which: trarrsfers from munictpalities 175.1 115.1 

Laxes from state enterprises 3,120.5 2.953.8 
social security contrtbutions 

from state enterprises 553.1 626.1 
Current expenditure 24,869.6 33,225.5 

Of which: Cransters to st.ate enterprises 376.4 458.6 

Current account surplus or deficit (-) 1,455.9 -7,665.a -2,640.l 

Capital exprndtture 3,118.4 3,495.a 
Of which transfers to: municipalities -- -108.0 

transfers to state 
enterprises -- 89.2 

Overall surplus or deficit (-) -1,662.5 -11,161.6 

Financing 1,662.5 11,161.6 
Foreign loans (net) 892.0 338.3 
Other (net) 770.5 10,823.3 

V. Municipalities 41 - 

Currelit revenue 1,248.L 1,653.4 2.086.0 
Current expenditure 901.2 996.6 1.201.2 

Intertransfers 
Contributions to social security (-) 

-175.1 -115.1 -406.1 
-175.1 -115.1 -406.1 

Current account surplus or deficit 171.8 541.7 478.7 
Capital transfers from central government -- -108.0 -- 
Capital expenditure 203.2 272.0 313.9 

Overall surplus or deficit (-) -31.4 161.7 164.8 

Financing 31.4 -161.7 -164.8 190.0 377.0 
Foreign Loans (net) -1.1 -1.3 172.9 443.0 . . . 
Other (net> 32.5 -160.4 -337.7 -253.0 . . . 

I 
VI. General Government (VI=IV+V) 

Currelit revenue 
Of which: taxes from state enterprises 

social security contributions 
from state enterprises 

27,398.5 27,098.O 38.976.8 55,035.o 66.919.0 
3.120.5 2,953.a 4,020'.0 7,832.0 9,491.0 

553.1 626.1 649.0 978.0 1,030.O 

Currrtkt expenditure 25,770.B 34,222.l 41.138.2 56.018.0 63,680.O 
Of which: transfers to state enterprises 376.4 458.6 875.0 1,456.0 1,784.0 

Current account surplus or deficit (-) 1,627.7 -7,124.l -2,161.4 983.0 

Capital expenditure 3,321.6 3,875.a 
Of which: transfers to state enterprises -- 89.2 

Overall surplus or deficit (-) -1,693.9 -10,999.q -6,935.2 -7,194.0 

Financing 1,693.q 10,999.9 6,935.2 7,194.0 
Foreign loans (net) 890.9 337.0 358.4 1.641.0 
Other (net) 803.0 10,662.9 6,576.R 5.553.0 

37,296.9 
406.1 

4,020.O 

649.0 
39.937.0 

875.0 

4,459.q 
-- 

-7,100.o 

7,100.o 
185.5 

6.914.5 

4,773.a 6,211.0 
-- -- 

52.410.0 63,902.O 
4.0 -- 

7,832.0 9.491.0 

978.0 1,03o.r3 
54.286.0 61.612.0 

1.456.0 1,784.O 

-1,876.0 2,290.O 

5,128.0 5.890.0 
-- -- 

-- -- 

-7,004.o -3,600.O 

7,004.o 3,600.O 
1,198.0 . . . 
5,806.O ..* 

2,629.; 
1,732.0 

-4.0' 
-4.0 

3,017.o 
2,068.O 

-- - -- 

893.0 949.0 
-- -- 

1,083.O 1,326.g 

-190.0 -377.0 

3,239.0 

7,216.0 
-- 

-3,977.0 

3,977.n 
. . . 
. . . 
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Table 18. Uruguay : Public Sector Operations (Concluded) 

(In millions of new Uruguayan pesos) 

1981 1982 

Proj. 
Prel Proj. July 84- 
1983 1984 June 85 

VII. State Enterprises A/ 

Current account surplus or deficit (-)fi/ 6,061.6 4,261.l 5,185.0 
Net current transfers -3.297.2 -3.121.3 -3.794.0 
Capital recetpts 

Of which: capital transfers from 
central goverl!mebt 

Capital expenditure 

. . 108.7 89.2 -- 

-- 89.2 -- 
4.028.4 3.149.9 2,707.O 

Overall surplus or deficit (-) -1,155.3 -1,920.9 -1,316.0 -1,147.0 

Financing 1,155.3 1,920.9 1,316.0 
Foreign loans (net) 1,569.4 2,947.5 -7,088.6 
Dollar-denominated bonds -33.4 -5.5 -- 
Other (net) -380.7 -1,021.L 8,404.h 

VIII. Consolidated Public Sector (VIII=VI+VII) 

ic Current account surplus or def 
,' Capital receipts 

Capi:al expenditure 

it ('-) 4,392.l -5,984.3 -770.4 
108.7 -- -- 

7,350.0 6,936.5 7,480.8 

! 
L 

Overall surplus or deficit (-> -2,849.2 -12,920.8 8,251.2 -8,343.0 -3,622.0 

Financing 2,849.2 12,920.8 8,251.2 
Dollar-denominated bonds and hills -1.0 1,075.9 1,559.0 
Foreign loans (net)?/ 

2/ 
2.460.3 3,284.5 -6,730.2 

Foreign suppliers' credi: (net) -217.9 621.L -847.5 
Other internal financing (net>z/ 607.8 7,939.3 14,269.9 

14,562.0 17,916.0 
-7.352.0 -8,734.0 

-- -- 

-- 
8,357.0 

-- 
8.828.0 

354.0 

1,147.0 -354.0 
569.0 . . . 

-- . . . 
578.0 . . . 

6,225.0 12,422.0 
-- -- 

14,568.0 16,044.O 

8,343.0 3,622.0 
-355.0 . . . 

2,399.0 . . . 
166.0 . . . 

6.133.0 . . . 

Sources: National Accounting Office; Secretariat of Planning and Coordination; Central Bank of 
Uruguay; and Fund staff estimates. 

1/ Includes budgetary and extrabudgetary operations. 
T/ Held by nonbank private sector; breakdown between resident and nonresident holders not available. 
T/ National Colonization Institute. 
x/ Municipality of Montevideo. 
5/ Excludes operations of Salto Grande. 
x'/ Before trausfers. 
I/ New medium-term financing and refinancing loans negotiated in 1983 with foreign commercial banks 

arz shown as channeled through the Central Bank. 

t 
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Table 19. Uruguay: Central Administration Operations 

(In millions of new Uruguayan pesos) t 

1 

Prog. 
1984 1985 July 84- 

II III IV Year I II June 85 

Total revenues 
Taxes on foreign trade 

Imports 
Exports 

Internal taxes 
Treasury (net) 
Other 

Road taxes and tolls 
Taxes on wages 
Transfers from the rest 

of the public sector 
and others 

Current expenditures 
Wages and salaries 
Contributions to 

Social Security 
DGSS 
Other 

Goods and services 
Transfers 
Interest payments 

Current account surplus 
or deficit (-1 

Capital expenditures 

Overall surnlus or 
deficit (-> -1,846 -2,707 -2,295 -479 -7,327 -27 -901 -3,701 

8,711 9,092 10,586 
1,448 1,539 1,746 
1,009 1,205 1,512 

439 334 234 
6,858 7,149 8,394 
5,789 6,544 7,764 
1,069 605 630 

107 80 84 
223 209 309 

13,226 41,615 
1,982 6,715 
1,587 5,313 

395 1,402 
9,287 31,688 
8,524 28,621 

763 3,067 
93 364 

311 1,052 

13,950 13,790 51,552 
2,082 2,180 7,990 
1,579 1,791 6,469 

503 389 1,521 
11,339 11,104 40,124 
10,114 10,357 36,759 

1,225 747 3,365 
117 107 401 
359 346 1,325 

75 115 53 1,553 1,796 53 53 1,712 

9,616 10,774 11,409 12,195 43,994 12,551 13,400 49,554 
3,024 3,667 3,391 3,916 13,998 3,732 4,296 15,335'~ 

3,600 3,883 4,546 4,446 16,475 4,230 4,478 17,700, 
2,710 2,840 3,562 3,364 12,476 3,107 3,351 13,424' 

890 1,043 984 1,082 3,999 1,083 1,127 4,276 
1,441 1,305 1,479 1,573 5,798 1,727 1,779 6,558 

676 645 795 614 2,730 1,096 820 3,325 
875 1,274 1,198 1,646 4,993 1,766 2,027 6,637 

-905 -1,682 

1,025 

-823 1,031 -2,379 1,399 

1,510 4,948 1,426 

390 1,998 

5,699 941 1,472 1,291 

Sources: Ministry of Economy and Finance; Secretariat of Planning and Coordination; 
Central Bank of Uruguay; and Fund staff estimates. 
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. 

Table 20. Uruguay: Projected Central Bank Operations l/ - 

(In millions of new Uruguayan pesos) 

Dec. March June Sept. Dec. March June 
1983 1984 1984 1984 1984 1985 1985 

Net foreign assets -2,135 -159 -2,139 -3,639 -3,339 -939 -2,139 

Net domestic assets 20,930 20,447 21,242 22,879 25,363 23,121 24,702 
Net nonfinancial 

public sector 33,080 34,910 34,910 35,183 35,523 35,428 37,893 
Salto Grande (net) 2,408 2,408 2,408 1,399 390 -- -- 
Commercial banking 

system 21 -18,740 -25,098 -29,070 -28,005 -26,606 -28,825 -29,990 
Mortgage Bank (net) 27,746 28,752 28,970 29,187 29,404 29,637 29,915 
Private sector 23,726 26,725 28,519 28,485 28,485 28,441 28,441 
Medium- and long-term 

foreign liabilities -75,410 -78,272 -78,110 -78,962 -80,342 -81,122 -83,054 
Net unclassified 

assets 

Base money 

Memorandum items: 
Currency issue 31 
Ml 21 
M2 31 
Total bank credit 

28,120 31,022 33,615 35,592 38,509 39,562 41,497 

18,795 20,288 19,103 19,240 22,024 22,182 22,563 

10,539 11,243 11,678 11,813 14,543 14,616 14,896 
12,692 12,830 13,442 13,477 16,723 16,895 17,051 
35,805 :0,864 43,183 45,022 50,665 54,321 55,700 

to 
private sector, 
including net 
central bank losses 54,545 61,471 65,032 67,194 69,460 71,438 74,223 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

l/ Foreign exchange accounts converted at NUr$60 per U.S. dollar. 
T/ Net of foreign currency deposits and of bond and promissory notes 

corresponding to portfolio purchase operations with local banks. 
3/ Unadjusted. - 



Table 21. Uruguay: Net International Reserves of the Central Bank 

(In millions of U.S. dollars) 

1983 Program Basis 1984 Program Basis 
1982 1983 1983 1984 1985 

Dec. 31 Mar. 31 June 30 Sept. 30 Dec. 31 Dec. 31 Mar. 31 June 30 Sept. 30 Dec. 31 Mar. 31 June 30 

Net international reserves -120.5 -237.5 -269.6 -223.0 -265.4 -35.6 -2.6 ------ -35.6 -60.6 -55.6 -15.6 -35.6 - ----- 

Assets 238.7 131.7 134.1 201.7 219.0 318.2 353.2 320.2 326.7 363.2 434.7 446.2 
Gold (millions of fine 

troy ounces) (2.858) (2.767) (2.602) 
Gold I/ 

(2.602) (2.602) (2.602) (2.602) (2.602) (2.602) (2.602) (2.602) (2.602) 
Other-assets 120.0 116.2 109.3 109.3 109.3 109.3 109.3 109.3 109.3 109.3 109.3 109.3 118.7 52.4 125.7 

193.3 210.6 208.9 243.9 210.9 217.4 253.9 325.4 336.9 
Of which: SDRs (1.9) (--I (--> (--I (4.0) (3.8) (--I (5.3) (5.3) (5.3) (5.3) (5.3) 

I 
m IY 

Liabilities 
IMF 
Other liabilities 

359.2 369.2 403.7 424.7 484.4 353.8 - - - 355.8 355.8 387.3 418.8 450.3 481.8 
96.0 83.6 135.9 --------- 188.2 250.9 237.4 21 237.4 237.4 268.9 300.4 331.9 363.4 

263.2 285.6 267.8 236.5 233.5 7/ 116.4 118.4 118.4 118.4 118.4 118.4 118.4 - 

Sources : Central Bank of Uruguay; IMF International Financial Statistics; and Fund staff estimates. 

11 Valued at US$42.00 per fine troy ounce. 
z/ After adjustment for actual average SDR/U.S. dollar exchange. 
21 After adjustment For refinancing at medium-term of US$llJ.l million in reserve liabilities. 
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Table 22. Uruguay: Balance of Payments 

, 
. 

(In millions of U.S. dollars) 

1980 1981 
Credit Debit Net Credit Debit Net 

Current account 1,604.g '2,314.3 -709.4 
Goods and services 1,593.7 2,311.8 -718.1 

Merchandise 11 (1,058.5) (1,769.8)(-711.3) 
Freight and insurance (17.0) (-1 (17.0) 
Travel (298.0) (202.7) (95.3) 
Investment income (67.7) (168.1)(-100.4) 
Other services (152.5) (171.2) (-18.7) 

Transfers 11.2 2.5 8.7 

1,824.8 2,294.g -470.1 
1,812.3 2,292.l -479.8 

(1,215.4) (1,695.7) (-480.3) 
(11.2) c--j (11.2) 

(283.0) (203.0) (80.0) 
(145.8) (219.6) (-73.8) 
(156.9) (173.8) (-16.9) 

12.5 2.8 9.7 

Capital account 998.2 118.5 879.8 -- 1,106.7 635.6 471.1 

Public sector total 
Public sector long term 
Nonfinancial 

Central Government 21 
Local government - 
Public enterprises 

I' Suppliers' credits (net) 
Treasury bonds A/ 

244.2 
229.7 
209.7 
(61.0) 

-- 
(9b.3)) 
(41.5) 

(7.9) 

43.6 166.1 
(21.8) (39.2) 

(0.1) (-0.1) 
(19.9) (79.4) 

(--) (41.5) 
(1.8) (6.1) 

74.4 169.8 367.0 
69.4 '160.3 285.6 

269.3 
(98.4) 

-- 
(15k.6; 

-- 
(A.3; 

63.6 
63.6 
61.5 

(15.7) 
(0.1) 

(16.2) 
(20.2) 

(9.3) 

303.4 
222.0 
207.8 
(82.7) 
(-0.1) 

(142.4) 
(-20.2) 

(3.0) 

- Financial (long term) 20.0 25.8 -5.8 16.3 2.1 14.2 
Central Ba& (15.0) (--I (15.0) (16.3) (--> (16.3) 
Banco de la Republica 21 (5.0) (25.5) (-20.5) C--J (1.7) (-1.7) 
Banco Hipotecario (--I (0.3) (-0.3) c--j (0.4) (-0.4) 

Public sector short-term 
Treasury notes 
Banco de la Republica 
Banco Hipotecario 
COMIPAL 
Salto Grande 

14.5 
(--> 

(14.5) 
C--J. 
(--I 
(--> 

,::i, (-5, 
(--I (14.5) 
(--I (--I 
(--> c--j 
(--> t--j 

81.4 
(--> 

(1.4) 
(80.0) 

-- 

(--> 

l-1; 

(--> 
(--> 

81.4 
(--> 

(1.4) 
(8O.U) 

(--> 
(--> 

Private sector total 
Commercial banks 

Reserves (net) 
Other assets (net)&/ - 

Nonfinancial 
Suppliers' credits (net) 
Direct investment 
Others including 

errors and omissions 

754.0 
322.6 
(96.3) 

(226.3) 
431.4 

(--> 
(294.6) 

44.0 710.0 
29.6 293.0 

739.7 
485.0' 

572.0 167.7 
384.2 100.8 

c--j (96.3) (43.5) 
(29.6) (196.7) (441.5) 

14.4 417.0 254.7 
(9.1) (-9.1) (206.1) 
(5.3) (289.3) (48.6) 

(136.8) (--) (136.8) C--J 

(319.9) (-276.4) 
(64.3) (377.2) 
187.8 66.9 

(--> (206.1) 
(--> (48.6) 

(187.8) (-187.8) 

SDR allocation -- 11.0 - - 

' Overall balance 181.4 

( Valuation adjustment of gold 51 59.7 -59.7 - P 

Net foreign assets -121.7 
Assets -67.6 
Liabilities -54.1 

-- 
- 

-- -25.0 - - 
-26.4 

1.4 
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Table 22. Uruguay : Balance of Payments (Concluded) 

(In millions of U.S. dollars) 
? 

Credit 
1982 

Debit Net Credit 
1983 Est. 

Debit Net 

1.483.0 
1.469.6 

(11022.9) 
(16.9) 

(106;O) 
(147.2) 
(176.6) 

13.4 

Current account 
Goods and services 

Merchandise l/ 
Freight and insurance 
Trave 1 
Investment income 
Other services 

Transfers 

1,909.l 
1.906.1 

(1.086.8) 
C--J 

(304.0) 
(334.8) 
(180. 5) 

3.0 

-426.1 
-436.5 
(-63.9) 

(16.9) 
(-198.0) 
(-187.6) 

(-3.9) 
10.4 

1,376.7 
1.362.6 

(1.045.1) 
(11.3) 
(89.7) 
(62.5) 

(154.0) 
14.1 

Capi ta1 account 1,849.6 2,223.0 -373.4 . . . 

1.547.8 -171.1 
1,544.7 -182.1 

(770.3) (274.8) 
c--j (11.3) 

(259.1) (-169.4) 
(350.3) (-287.8) 
(165.0) (-11.0) 

3.1 11.0 

. . . 26.2 - - 

Public sector total 
Public sector long term 
Nonfinancial 

Central Government 21 
Local government 
Public enterprises 
Suppliers’ credits (net) 
Treasury bonds 31 

1,610.l 
538.4 
267.9 
(41.6) 

(--I 
(171.3) 

(44.8) 
(10.2) 

537.5 1.072.6 1.417.3 
65.9 472.5 939.4 
63.5 204.4 238.8 

(17.2) (24.4) (17.7) 
(0.1) (-0.1) (3.0) 

(29.6) (141.7) (192.2) 
c--j (44.8) (24.1) 

(16.6) (-6.4) (1.8) 

980.3 437.0 -- 
137.3 802.1 
118.5 120.3 
(18.5) (-8.0) 

(0.1) (0.2) 
(43.4) (151.5) 
(39.4) (-15.3) 
(17.1) (-15.3) 

Financial (long term) 270.5 
Central Bank (270.0) 
Banco de la Republica 31 (0.5) 
Banco Hipotecario - (--I 

(Z, 
(1.6) 
(0.4) 

268.1 700.6 
(269.6) (510.5) 

(-1.1) (48.9) 
(-0.4) (141.2) 

18.8 681.8 
(1.2) 

(17.2) 
(509.3)6/ ., 

(31.7) 
(0.4) (140.8) 

Publtc sector short tetm 1,071.7 471.6 600.1 477.9 843.0 -365.1 
Treasury notes (186.0) (101.6) (84.4) (312.7) (268.8) (43.9) 
Banco de la Republlca (286.5) (60.0) (226.5) (96.0) (135.8) (-39.8) 
Banco Htpotecario (365.0) (280.0) (85.0) c--j (165.0) (-165.0) 
COMIPAL (165.0) (30.0) (135.0) (--I (135.0) (-135.0) 
Salto Grande (69.2) c--j (69.2) (69.2) (138.4) (-69.2) 

Reserves (net ) 
Other assets (net)?/ 

Nonfinancial 
Suppliers ’ credits (net) 
Direct investment 
Others including 

errors and omissions 

Private sector total 239.6 
Commercial banks 225.9 

(225.9) 
(--I 

13.7 
(--I 

(13.7) 

1.685.6 
212.2 

c--j 
(212.2) 

1,473.4 
(65.1) 

c--j 

-1,446.0 
13.7 

(225.9) 
(-212.2) 

-1.459.7 
(-65. 1) 

(13.7) 

. . . - 

. . . 

i:::; 

I:::,’ 
( 1 . . . 

( 1 . . . 

. . . -293.7 -- 

. . . . . . 

I:::; ::::; 

I:::,’ I:::,’ 
( ) . . . (...I 

(--I (1,408.3) (-1,408.3) ( 1 . . . (...I 

SDR allocation 

Overall balance 

-- -- 
- - 

-799.5 -27.8 41 - - 

Valuation adjustment 214.9 -- 214.9 - 

584.6 
343.9 
240.7 

112.6 

-84.8 
. . . 
. . . 

Net foreign assets 
Assets 
Liabilities 

Sources: Central Bank of Uruguay; and Fund staff estimates. 

l/ Exports f.o.b. and imports c.i.f. 
?/ Excludes treasury bonds, notes, and debt certificates. 
?/ Excllldes bonds issued on behalf of COMIPAL and treasury notes. 
z/ After refinancing at medium term of US$117.1 million in central hank reserve liabilities. 
r/ Mostly changes in foreign currency-denominated deposits in the domestic banking system. 



(In millions of 11.1;. dollars) 

19A3 Froernm Basis 1984 Program Basis 
1983 19R3 19H4 1985 

l9R2 I II II I I v Year I/ Year 2f Year 31 I II III II’ Year T 11 

-42.1 -171.1 -171.1 -171.1 78.5 -71.3 
-ET 174 _ . 174.R -z-x- b7.h 4h.ri 

(I.02Z.R) (23Y.5) (274.11) l?44.1,1 (?87.:) (1.1145.1) (,.1145.l, (1.1145.1) i2?4.(0) 1255.5) 

-50. 1 -31.8 -74.7 41J. 2 -3R.R 
L1.9 75.fi Tixiiz-7’ h9.’ 

l.258.2) (19II.H) 
r-2lh. ,r (-L!li.fl) 

-8.2 -4.3 

I lR.9) (24.3) 
f-27.1) (-2R.h) 

-81.3 -111.1.1 
(14.51 (14.5) 

(-97.X) C-125.5) 

f I ,(12X. 5) (251.1) (25R.3) 
(-7Y7.~) f-ISA. 51 i-139. I) 

55.7 55.1~ -h.D 
f175.7 ) 1Yl.r.fl) (3O.h) 

f-l 19.6 ! (-35.111 (-lh.11) 
-37x.2 -88.5 -1114.6 

(5b.9 ) (14.?) t 2A.4) 
C-435. I ) (-lir2.7! (-1ln.R) 

h.5 -- 

?.h 

54.7 
K-7 

1x.x 
14.5 

39.3 
m 

39.5 

-1x.1 
4 

-18.1 z 
-- I 

59.11 
59 

(1-j 
_- 

32.h 
FT 

(74.(l) 
-- 

-43.b 

-20.0 

4.5 
2.5 

-0.2 
S.rl 

-7.5 
-7.5 

12.5 
F-5 

(I-1 

-5.2 A 

40.0 

-- 
- 

-40.n 

4.3 - 

- 2 I). 0 

-- 
- 

20.0 

-- 

2n.n 

c-l.fGib.8) (-lhR.9) (-17h.O~ (-227.h) I-19i.R) (17711.3) ’ (-7711.3) 
-169.1, -1h9.4 

(X9.7) (H9.7) 
(-2SQ.I) (-259.1) 

-287.8 -287.R 
(h?. 5) (h2.5) 

(-35il.1) (-3513.3) 
0.3 10. 3 

11.r1 11.n 

-19R.O -IR.? -5n.q -51.b -48.7 
(Iwl.ll) (51.1) (X.5) (12.:) (17.7 

(-3114.11) (-bY.3) (-59.4) (-64.(l) (-66.4 
-197. h -5l.h -84.4 42.h -8Y.2 
(147.?) (17.7) (15.9) (15.h) (14.4 

(-774.X) (-68.X) (-IoII.~, (-77.h) (-103.b 
2.9 
2.9 

-1.5 -4.H 
2. 7 2.7 2.7 

-1h9.4 
(89.7) 

C-259.1) 
-287.8 

(62.5) 
C-3511.3) 

0. 3 
l1.r) 

-373.4 -123.6 - - 
1,rllZ.h -81.8 

4.0 14b. I - 
85.5 2112.4 

-0.3 
115.7 

26.2 143.3 -- 
321.9 439.0 

143.3 
439.n 

493.n -7R.9 18.9 b.5 13.5 -40. 0 -40. n -4n.0 
?ocr.4 -55.5 11.7 - 169. I -5.cI 110 L . l?n.) l?n.l 

288. h -23.4 7.2 -1h2.h LA.5 -1511.3 -l&J. 3 -IhO. 3 

579.b -2.9 
IhR1 
L (I-) 

L . 
(--) 

311.5 4/ -30.h - 

66.7 195.9 -- 
109.5 311.2 

(--) (--I 
-42.8 -115.3 

102.2 361.9 479.0 

i-in 

(I-1 

z-7 

(1-j 

bx3 

(1-j 
-16. I -2114.X -204.a 

479.11 
bR3.R 

c--j 
-2n4.R 

-1,44b.O -4l.R 

-799.5 -117.0 - - 

214.9‘ 36.9 - - 

-Rl.h -5h.3 - - -295.7 -295.7 - - 

-32.1 4b.b - - 

64.0 -- 
- 

-1lb.O 

-42.4 

-- 
- 

42.4 

-144.9 I/ -27.8 -- - 

1110.9 100.9 - - 

-295.7 

-27.8 

112.6 

-584.6 80.1 -31.9 -4h.h - - -- 44.0 -73.1 -- -R4. R 

8l.h -13.4 
cllj9.4) (‘2.7) 

(-27.R) (-lb. I ) 
-77. I -1clh.b 

(13.4) (14.5) 
r-911.7) (-121. I) 

4 . 0 
2.h 

11. 2 
2.5 

-2.‘) 
.’ . 4 

-45.5 
-k.7 

3R. 3 
41r.3 

25.1 
T-i? 

b.9 - 
-32.b 

39.5 

a.4 
R.4 

__ 

17.5 6.5 
17.5 c-7 

-- -- 

-13.2 
?5 

(1-J 
-39.0 

35.9 
-7 

(I-) 
39.3 

13.7 22.6 
iTi7 22.6 

c-1 (--I 
__ -- 

-39.2 -b.U -6.1 

33.11 -33.n -25.0 

-- -- 
- 

33.D 

-- 
- 

5.2 
2.5 

3h.a 
x-i 

7.7 - 

5.0 - 

-- 
- 

25.~~ -5.IJ 

Finaxial puhllc SCCLOT 
Medium aud lorbg term 

Of which: new horrowirrg 
ShorL term. 

Valuatior~ adjustment 

Net incernarional 
reserves (increase -) -33.0 



- 68 - STATISTICAL APPENDIX 

Table 24. Uruguay: Average Exchange Rate I/ 

Percentage Percentage 
Change Change 

Buying Rate in Term; of in Terms of 
(In NUr$ per US$) USS per NUrS 21 NUr$ per IJSS 2/ 

1976 Average 3.30 32.6 48.4 
December 3.94 33.2 49.8 

1977 Average 4.65 28.8 40.5 
December 5.38 26.8 36.6 

1978 Average 6.05 23. 1 30. I 
December 6.97 22.8 29.6 

1979 Average 7.84 22.8 29.6 
December 8.41 17.1 20.7 

1980 Average 9.08 
December 9.92 

1 3.7 15.8 
5.2 18.0 

1981 Average 
December 

10.79 
11.50 

I 5.8 18.8 
1.2 15.9 

1982 Average 
January 
February 
March 
April 
May 

2 

.lune 
July 
August 
September 
October 
November 
December 

13.85 
Il.63 
11.77 
11.91 
12.06 
12.22 
12.39 
12.59 
12.83 
13.09 
13.38 
14.25 
28.21 

2.2 
1.2 
1.2 
1.2 
1.3 
1.3 
1.3 
1.6 
1.9 
2.0 
2.2 
6.1 

49.5 

28.5 
1.2 
1.2 
1.2 
1.3 
1.3 
1.4 
1.6 
1.9 
2.0 
2.2 
6.5 

98.0 

1983 Average 34.38 59.7 148.2 
January 30.09 6.2 6.7 
February 29.56 -1.8 -1.8 
March 32.89 7.3 7.9 
April 33.53 4.9 5.1 
May 32.62 -2.8 -2.7 
June 32.16 -1.4 -1.4 
July 33.62 4.4 4.5 
August 35.13 4.3 4.5 
September 36.05 2.6 2.6 
October 37.11 2.9 2.9 
November 38.25 3.0 3.1 
December 42.50 10.0 11.1 

1984 January 45.66 6.9 
February 46.76 2.3 
March 50.54 7.5 
April 51.48 1.8 
May 53.78 4.3 
.JUW 53.78 -- 

7.4 
2.4 
8.1 
1.9 
4.5 

Source : Central Bank of Uruguay. 

I/ Period average of buying rate. Until October 17, 1978, the ex- 
change rates Listed are those prevailing in the commercial foreign 
exchange market. On October 17, 1978, the Central Bank unifted the 
commerctal and financial foreign exchange markets and on December 26, 
1978 the Government announced that the new peso would be depreciated 
each month according to a preannounced rate. On November 26, 1982, a 
freely floating system was implemen:ed. It was replaced by a crawling 
peg system after mid-August 1983 but there was a return to a more flax- 
ible floattng system on December 2, 1983. 

L/ For 1975 to 1981, percentage changes are from the same period a 
year earlier; for each month in 1982 and 1983, the percentage changes 
are from month to month. 
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Mr. J. de Larosiere 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

ATTACHMENT I 

Montevideo, Uruguay 

July 23, 1984 

Dear Mr. de Larosiere: 

1. In its letter of February 1, 1983 the Government of Uruguay 
requested a two-year, SDR 378 million stand-by arrangement with ordinary 
and enlarged access resources in support of the program of adjustment 
and economic recovery that was launched in late 1982. 

2. International and regional economic conditions in 1983 did not 
make for a favorable environment for Uruguay's adjustment effort. There 
was a substantial correction of the imbalances inherited from the past, 
and Uruguay was in compliance with the targets of the program throughout 
the first three quarters of the year. The response of the productive 
sectors and of exports, however, was slower than anticipated, with 
adverse consequences for government revenue. As a result, the fiscal 
targets of the program for end-December 1983 and end-March 1984 were 
exceeded. 

3. It is the intention of the authorities to correct these 
excesses and ensure that Uruguay will return to the original path of 
the program by the end of the arrangement. Given the current and pros- 
pective international economic situation, however, the restoration of 
domestic and external equilibrium and the revival of economic activity 
that we are seeking clearly will require more of an effort than had 
been anticipated initially. The program for the period July 1984-June 
1985 that we have recently developed provides for a correction of the 
deviations from the. original program path that occurred during late 
1983-early 1984 and for a return to the original targets of the program 
by the first quarter of 1985. The main features of this program are 
described in the enclosed Memorandum of Economic Policy. The accom- 
panying Memorandum of Understanding sets out the targets that are to 
serve as operational guidelines for the conduct of these policies. 

4. Given this proposed lengthening of the program period and the 
time that has been needed to develop corrective measures, we would like 
to request that the expiration date of the current arrangement be 
extended from April 21, 1985 to June 3, 1985. However, since this 
administration is to relinquish office on March 1, 1985, continuation 
of the arrangement in the three-month period after that date will be 
contingent on the incoming government ratifying the program described 
in the attached documents. 
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5. The Government to be inaugurated next March will be faced 
from mid-1985 with large service payments on the public external debt 
as the grace periods on the rescheduling of the 1983-84 maturities and 
on the medium-term loan negotiated last year with our foreign bank 
creditors expire. It may be, therefore, that the next administration 
will find it useful to continue in an operational relationship with the 
Fund. To maintain Uruguay's potential access to Fund resources under 
any future arrangement at an adequate level, and given the delay in de- 
veloping corrective measures in support of the program for the next 
12 months we propose that the amount of the current arrangement be 
scaled down from SDR 378 million to SDR 271.2 million. 

6. The Government of Uruguay believes that the policies set out 
in the annexed Memorandum of Economic Policy, and further elaborated 
in the annexed Memorandum of Understanding, are adequate to achieve 
the objectives of its program, but it is prepared to take any further 
measures that may be required for this purpose. Uruguay will consult 
with the Fund, in accordance with the policies of the Fund on such 
consultations, about the progress made in the implementation of its 
program and any policy adaptations that may be appropriate for the 
attainment of its objectives. Uruguay will not make purchases from the 
Fund in the period after December 31, 1984 until after having completed 
a review with the Fund of the appropriateness of policies and performance 
clauses in the light of the objectives of the program and of developments 
during the second half of 1984. 

Sincerely yours, 

/S/ 
Alejandro Vegh Villegas 

Minister of Economy and Finance 

/Sl 
Juan Carlos Protasi 

President, Central Bank of 
Uruguay 

Enclosures (2): Memorandum of Economic Policy 
Memorandum of Understanding 
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MEMORANDUM OF ECONOMIC POLICY 

1. Some 18 months ago, Uruguay was in the midst of a severe 
economic and financial crisis. output, which had advanced steadily 
from the mid-1970s, expanded little in 1981 and dropped by almost 10 per- 
cent in 1982; unemployment was rising rapidly; and, despite a 70 percent 
increase in the official external debt, the balance of payments recorded 
its largest deficit ever. Adverse international economic conditions, 
particulary in neighboring countries, contributed importantly to this 
abrupt reversal in Uruguay's fortunes. Their effect, however, was 
aggravated by the steady real appreciation of the peso and a pronounced 
weakening of domestic financial policies. 

2. To reverse the deterioration in the domestic economy and re- 
store the external balance, the practice of announcing the exchange 
rate several months in advance was abandoned in November 1982 in favor 
of a float of the peso. The freeing of the exchange rate, which was 
followed by a substantial depreciation of the currency, was supported 
by corrective action in the areas of incomes, fiscal, monetary, and 
trade policies as part of a comprehensive program of adjustment. With 
these measures, it was expected that the balance of payments would 
strengthen rapidly and that, after repressed inflation had been allowed 
to work its way through the economy, the rate of price increases would 
decline gradually. The objective also was to bring the economic downturn 
to a halt and to lay the basis for a gradual revival of activity. 

3. Overall, the Government is satisfied that the policies under- 
lying this program have been adhered to. If anything, during the first 
three quarters of 1983, adjustment was far more pronounced than had 
been envisaged as net official external financing did not come anywhere 
near the amounts originally contemplated, and the constraint on central 
bank credit expansion was correspondingly greater. During that period 
the deficit of the nonfinancial public sector was kept well below the 
cumulative limits of the program and, in terms of GDP, dropped to almost 
2 percent, from over 10 percent in 1982. All other objectives of the 
program also were met through the end of September. 

4. Because of the greater than anticipated external financial 
constraint, the adjustment in the balance of payments current account 
was larger than called for by the program. Imports declined markedly 
and for the year the current account deficit narrowed to the equivalent 
of 3 percent of GDP, compared with a program target of 4 2/3 percent of 
GDP and a deficit of more than 7 percent of GDP in 1982. The trade 
account moved from a small deficit in 1982 to a large surplus in 1983, 
which more than compensated for the increase in interest payments on 
the external debt and for the unexpected weakness of the travel account. 
Private capital outflows declined substantially and, together with debt 
relief and new financing from Uruguay's foreign bank creditors, permitted 
the overall balance of payments objective of the program for 1983 and 
the first quarter of 1984 to be met with ease. 
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5. In part because the current account adjustment that was re- 
quired was greater than foreseen but also because agriculture and export 
industries were slow in responding to the new set of relative prices, 
economic activity remained more sluggish than had been anticipated. 
Output continued to decline in the first half of 1983, and the positive 
growth rates recorded from the third quarter remained modest. Although 
employment has been rising since mid-1983 and the rate of unemployment 
has declined from a peak of almost 18 percent in the first half of that 
year, unemployment remains at 14 percent of the labor force. 

6. The public finances improved substantially in 1983 as a drastic 
reduction in spending brought the deficit of the nonfinancial public 
sector to less than 4 l/2 percent of GDP. Yet, the lower than anti- 
cipated level of economic activity and imports resulted in revenue to 
fall short of projections and, despite the major adjustment during the 
first half of the year, both the deficit of the Central Administration 
and that of the entire nonfinancial public sector exceeded the limits 
established for the quarters ending in December 1983 and March 1984. 

7. The tight monetary policies and high real interest rates of the 
last 18 months have failed to bring private capital outflows completely 
to a halt, and peso-denominated financial assets have continued to 
decline in real terms. Even with monetary restraint and moderate 
increases in labor costs, consumer prices since January 1983 have risen 
by more than can be attributed to the readjustment of relative prices. 

8. To a good extent these developments can be related to the dif- 
ficult conditions prevailing in the region. In particular, the restric-' 
tive trade and payments practices adopted at one time or another'by 
Uruguay's neighbors have tended to undermine confidence in the country's 
ability to maintain an open economic and financial system and have 
acted as an incentive to capital flight. The domestic situation, how- 
ever, also has played a role. The period 1983-85 is one of political ' 
transition in Uruguay, with elections scheduled for November of this 
year and a return to civilian rule for March 1, 1985. The uncertainty 
about the future course of policies attendant on this political process 
has contributed to deterring the private sector from responding more 
actively to the adjustment of economic policies. 

9. This Government is committed to hand over the administration ' 
to the elected authorities with both internal and external equilibrium 
restored, which is a precondition for the consolidation of the economic 
recovery under way since the third quarter of last year. Accordingly, 
a number of measures have been taken to consolidate the gains of 1983 
and correct for the deviations from the path of adjustment observed in 
late 1983-early 1984 with a view to achieving the objectives of the 
program by the first half of 1985. 

10. After the severance of the peg to the' U.S. dollar in November 
1982, exchange rate policy was kept flexible. As anticipated, there 
was a substantial initial decline in the exchange value of the peso 
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but, from March to July 1983, the rate stabilised within a narrow band 
of NUr$31-34 per U.S. dollar--for a 125-145 percent depreciation in 
terms of pesos per U.S. dollar from the quotation on the eve of the 
float. Official intervention was limited to preventing disorderly move- 
ments in the market and to meeting the cost of the exchange guarantee 
entailed in an export prefinancing scheme in effect during September- 
November 1982. In July 1983, however, the peso came under heavy 
pressure. To calm the market, the state-owned Bank of the Republic 
was instructed to intervene-- initially on an ad hoc basis and from mid- 
August, under a more orderly crawling peg system where the exchange 
rate was adjusted daily at an annual rate of about 40-45 percent. This 
crawling peg regime, however, revived doubts about the appropriateness 
of the exchange rate, fueling capital flight and costing the Bank of 
the Republic, and eventually the Central Bank, a larger share of their 
foreign exchange positions than was thought to be prudent. 

11. To better assure that the value of the peso was not being 
maintained at an artificially high level, on December 2, 1983 the Bank 
of the Republic ceased to intervene in the exchange market and began to 
operate on the sole account of its clients as any other commercial bank. 
From the same date, all exchange needs of the public sector have been 
centralized in the Central Bank, which thus has become a net purchaser 
in the market to the extent of these requirements. The peso depreciated 
by about 9 percent in real terms in the month that followed this 
modification of exchange arrangements and, since then, has been moving 
about in line with domestic inflation. It is the intention of the 
authorities to be guided strictly in their exchange rate policy by the 
balance of payments targets of the program as set out in paragraph 22 
below. 

12. Considerable progress has been made since 1973-74 in correcting 
relative price distortions, opening up the external sector, and removing 
other structural impediments to growth. An increase in real GDP of 
almost 5 percent a year on the average during 1974-80, after a lengthy 
period of economic stagnation, bears witness to the success of these 
efforts. The intention of the Government is to continue promoting an 
efficient allocation of resources. Public sector tariffs and prices 
will continue to be adjusted to reflect increases in costs and strengthen 
the enterprises' ability to contribute to the financing of their invest- 
ment outlays. The temporary tax on traditional exports introduced in 
the wake of the float of the peso in 1982 already has been reduced 
substantially and, although the final decision will be left to the in- 
coming Government, work has been initiated on a modernization of agri- 
cultural taxation to replace this export tax and encourage improvements 
in land use. 

13. On the import side, implementation of the December 1978 plan 
of gradually relaxing import restraints was advanced by one year in early 
1983, so that duty rates now range from lo-55 percent. The authorities 
are of the opinion that the effort to reduce effective protection should 
continue with a view to fostering efficiency in domestic industries, 
facilitating growth along the lines of Uruguay's comparative advantages 
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and combating domestic inflationary pressures. Because of current 
budget constraints, however, no further modification of the duty rate 
structure is envisaged in principle for the next 12 months. Policies 
nonetheless may be adapted in the light of fiscal and price developments. 

14. Central to the completion of adjustment will be an effort to 
make overall demands on available resources consistent with the balance 
of payments and price targets of the program. In this respect, it is 
recognised that Uruguay cannot count on much external savings in the 
next 12 months. For one, after the sharp increase in the official 
external debt registered in 1982, public sector recourse to external 
financing must continue to be scaled down if the country's repayment 
capacity is to be preserved. Also, after the US$l billion cumulative 
balance of payments deficit of the period 1982-83 a foreign reserve 
loss must be ruled out for the period of the program--even if seasonal 
fluctuations in earnings may justify temporary deficits. Furthermore, 
the Government is determined to hold domestic nominal expenditure to a 
level consistent with a deceleration of inflation to around 45 percent 
in 1984 and to an annual rate of about 15 percent in the period January- 
June 1985. Attainment of this objective will call for a rate of nominal 
money growth consistent with a demand for real balances that, as the 
year advances, will be influenced increasingly by considerations 
unrelated to economic management. 

15. Although velocity of circulation for broad money has increased 
significantly since mid-1981, the improvement in economic conditions--, 
together with the greater flexibility of exchange rate and monetary 
policy--should cause the decline in demand for peso-denominated financial 
assets to slacken. Accordingly, the program for the period July 1984- 
June 1985 aims at keeping the increase in M2 to 29 percent, which would 
be consistent with a rate of growth of 42 percent in calender year 1984 
and an annual rate of 21 percent in the first half of 1985. Ml growth 
will be held to 27 percent (32 percent in calendar year 1984), and the, 
increase in base money will be kept consistent with the targets for the 
broad monetary aggregates. To ensure that the link is being maintained 
between the balance of payments and price objectives of the program, 
the growth of the Central Bank's net domestic assets will be constrained 
to the increase in base money up to a maximum consistent with the infla- 
tion target. 

16. In the implementation of this monetary program, the Central 
Bank will continue to make flexible use of open market operations and 
will not hesitate to adjust legal reserve requirements as circumstances 
require. Measures also have been taken to help the Bank regain control 
over the growth of its domestic assets --after two years during which 
central bank credit increased rapidly on account of emergency assistance 
to the Mortgage Bank and to private commercial banks facing insolvency 
as well as of heavy losses related to these operations and to the 
payment of interest on banks' required reserves. To reduce these 
pressures assistance to the Mortgage Bank has been incorporated into the 
central administration budget and curtailed significantly; renumeration 
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of bank reserves has been discontinued from February 1984; and disposi- 
tions have been adopted to ensure that the Central Bank would begin to 
collect on the portfolio of private sector loans it has acquired since 
the end of 1982 from banks in difficulties. 

17. The slowdown in central bank credit growth also is predicated 
on a major compression of the borrowing requirements of the nonfinancial 
public sector. The objective of the Government is to reduce these 
requirements from the equivalent of 6 213 percent and 4 l/2 percent of 
GDP (at an annual rate) in the second half of 1983 and first half of 
1984, respectively, to 1 3/4 percent of GDP in the second half of 1984 
and l/2 of 1 percent of GDP in the first half of 1985. For the Central 
Administration, the goal also is for a deficit equivalent to no more 
than 1 314 percent of GDP in the second half of 1984 and l/2 of 1 percent 
of GDP in the first half of 1985, down from 6 l/3 percent and 3 l/2 per- 
cent of GDP, respectively, in the second half of 1983 and first half of 
1984. Quarterly cumulative limits consistent with these objectives 
have been established on both the deficits of the nonfinancial public 
sector and of the Central Administration. 

18. The Government firmly believes that Uruguay's growth prospects 
depend on the public sector keeping its claims on resources to a level 
consistent with the maintenance of room for the development of a healthy 
private sector. This concern was manifest in the sharp reduction in 
government spending achieved in 1983. A few additional cuts have been 
programmed for the second half of 1984 and the first half of 1985. Real 
wages in government employment, however, have declined significantly in 
the last two years, and the wage bill, social security benefits, and 
interest payments now account for 82 percent of total government outlays. 
Thus there is little room on the expenditure side for additional econ- 
omies, and most of the fiscal adjustment measures approved in recent 
months aim at raising revenues, which in the last 18 months have fallen 
well short of projections. 

19. Refund to exporters of indirect taxes paid in the production 
process has been discontinued, at a saving of about 1 percent of GDP to 
the Treasury in the 12-month period beginning in July 1984; the basic 
value-added tax rate has been raised from 18 percent to 20 percent; the 
corporate income tax has been extended to the state enterprises and 
official financial institutions; a 1 percent levy has been established 
on sales of foreign exchange and there has been an increase in the fuel 
tax. In addition, tax collections are expected to improve through the 
continued strengthening of tax administration and higher penalties for 
tax evasion. These measures, together with the gradual resumption of 
economic growth, are expected to yield 1 l/2 percent of GDP in calendar 
year 1984, or over 3 percent of GDP at an annual rate. In the rest of 
the public sector, state enterprise prices and tariffs have been raised 
by a cumulative 45 percent on the average since the beginning of the 
year, well ahead of the increase in the general price level. As already 
indicated, the Government will see to it that prices for goods and ser- 
vices produced or marketed by the public sector adequately cover costs, 
while continuing its efforts to streamline the enterprises' operating 
costs. 
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20. The success of the fiscal adjustment will depend to an impor- 
tant extent on control over the nominal growth of the public sector 
wage bill and of social security benefits--the latter tied by law to 
the behavior of wages a year earlier. This link points to a prospective 
increase in benefits of the order of 35-40 percent in the 12-month 
period f,rom July 1984, which is expected to be financed by the growth 
of contribution as the labor market situation keeps improving. If 
necessary, however, the Government will not hesitate to take action to 
offset any additional pressure that the system might place on central 
administration finances. Public sector wage raises have been kept to 
a cumulative 19 percent since January, and it is the intention of the 
Government to maintain future adjustments at a rate consistent with the 
fiscal parameters of the program and with the targeted deceleration of 
inflation. Moreover, the Government is determined not to add to public 
sector employment and to let attrition assist in streamlining the gov- 
ernment work force. 

21. Wage policy in the private sector will be governed by the 
dual objectives of strengthening current trends toward a reduction of 
unemployment--one of the Government's leading priorities--and of 
preventing cost pressures from rekindling inflation following the 
corrective price actions of the turn of the year and of May-June 1984. 
Accordingly, believing as it does that wage movements must depend on 
changes in the productivity of each firm and on the labor market 
situation in general, the Government will continue with the policy 
inaugurated last year of not intervening in the process of wage 
determination. The minimum wage, however, which must be set by law-- 
and which has been increased by a cumulative 22 percent since the. 
beginning of the year--will be adjusted from time to time in the light 
of circumstances. 

22. With the policy mix that has been developed, and an exchange 
rate regime that limits official participation in the market to the 
handling of public debt and import operations by the Central Bank, the. 
program aims at balance of payments equilibrium in the 12-month period + 
through June 1985, and at a current account deficit equivalent to about 
1 l/2 percent of GDP in this 12-month period--the latter considerably 
less than was projected for 1984 when the original program was framed. 
The current account deficit is to be financed by prudent reliance on 
foreign borrowing by the public sector, while the tightening of domesitc 
financial policy is expected to reduce private capital outflows and 
possibly to secure approximate balance on this account. The quarterly 
targets.for the balance of payments allow for seasonal movements in 
current receipts and for the uneven distribution during the program 
period of some large public sector transactions, consistent with the 
targets for the period as a whole. 

23. The refinancing of obligations coming due in the period July 
1983-June 1985 that was agreed with commercial banks last year will 
provide substantial debt relief through the end of the program period. 
The terms of this refinancing, however, were comparatively short, and 
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the maturity structure of Uruguay's official external debt still remains 
somewhat unsatisfactory. This makes it undesirable for Uruguay to 
undertake new net borrowing at commercial terms on a substantial scale. 
The financial program has been made consistent with a net recourse to 
external savings by Uruguay's public sector of no more than US$65 mil- 
lion in the second half of 1984 (consistent with a total of US$lOO mil- 
lion for calendar year 1984 as a whole) and US$80 million in the 12-month 
period through June 1985. To agree with these projected borrowing 
requirements, net disbursements on foreign loans will be subject to 
quarterly limits. 

24. The Government believes that the intensification of its 
stabilization efforts, as described in this memorandum, together with 
the considerable measure of adjustment that has been achieved in 1983, 
should provide the basis for sustained growth at low rates of inflation 
in the years ahead. Furthermore, the economic measures that have been 
adopted in recent months should be consistent with a marked reduction 
of inflation by the end of this year and the first half of 1985, and 
they should create an adequate environment for the recovery of output 
that began in the second half of 1983. 

25. Despite an international context of increasingly restrictive 
trade and payments practices, Uruguay has maintained complete freedom 
of exchange.transactions on both current and capital account. During 
the remaining period of the program, the authorities do not intend to 
introduce any multiple currency practice or any restrictions on payments 
and transfers for current international transactions. They also do not 
intend to introduce new or intensify existing restrictions on imports 
for balance of payments reasons, or to enter into any bilateral payments 
agreement with any member of the International Monetary Fund. 

Government of Uruguay 
July 23, 1984 
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Montevideo, Uruguay 

July 23, 1984 

MEMORANDUM OF UNDERSTANDING 

1. This memorandum sets forth in greater detail the key targets 
and policy undertakings of the accompanying Memorandum of Economic Policy. 

2. The overall balance of payments target is equilibrium in the 
period from December 31, 1983 through May 31, 1985. However, because of 
the uneven distribution over time of the foreign exchange expenditures 
that the Central Bank has to make on its own account or on behalf of the 
rest of the public sector, the intermediate targets are a deficit of no 
more than US$25 million in the period January l-September 30, 1984; a 
deficit of no more than US$20 million in the period January l-December 31, 
1984; and a surplus of no less than US$20 million in the period January 1, 
1984-March 31, 1985. However, should delays occur in the disbursements 
on the US$60 million loan now being negotiated with the World Bank or 
should Uruguay fail to collect arrears of US$40 million in respect of 
payments it made on behalf of the co-guarantor in 1982 on Salto Grande's 
external debt, these quarterly cumulative limits will be adjusted for 
the attendant shortfalls, with a limit to the adjustment of US$IO mil- 
lion in the period from December 31, 1983 until September 30, 1984; 
of US$20 million until December 31; 1984; and of US$30 million until both 
March 31, 1985 and May 31, 1985. For the purpose of this target, the 
balance of payments performance will be measured by changes in the net 
international reserves of the Central Bank of Uruguay. The Central 
Bank's net international reserves will be defined as the difference 
between the value of (a) its gold and SDR holdings, Fund reserve posi- 
tion, and all other claims on nonresidents and (b) all its liabilities 
to nonresidents at less than one year, regardless of their currency 
denomination, plus its outstanding purchases from the International 
Monetary Fund. For the purpose of this definition, all foreign assets 
and liabilities will be expressed in U.S. dollars. Gold will be valued 
at the fixed accounting rate of US$42 per troy ounce; all foreign assets 
and liabilities in other foreign currencies will be converted into U.S. 
dollars at the market rates of the respective currencies on December 31, 
1983; and the Central Bank's SDR holdings and Uruguay's Fund position, 
be the latter positive or negative, will be valued in SDRs converted 
into U.S. dollars at the SDR value of the U.S. dollar on December 31, 
1983. Also, for purposes of measuring actual balance of payments 
performance, the change in the Central Bank's net international reserves 
will be taken excluding the exchange gains or losses resulting from 
gold transactions, in the event that such transactions should continue. 

3, The cumulative global deficit of the nonfinancial public sector 
will not exceed NUrS7.5 billion from January 1, 1984 until September 30, 
1984; NUrS8.4 billion until December 31, 1984; NUrS7.9 billion until 
March 31, 1985; and NUrS9.1 billion until May 31, 1985. The deficit of 
the nonfinancial public sector will be defined as the sum of the net 
increase above their respective stocks in December 31, 1983, in (a) the 
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short-, medium-, and long-term external debt of the nonfinancial public 
sector denominated in foreign currencies, including foreign currency- 
denominated treasury bills and bonds to the exclusion of those in the 
hands of the domestic financial system, and converted into U.S. dollars 
if denominated in another foreign currency and with all U.S. dollar 
values converted into new Uruguayan pesos at the average interbank ex- 
change rate for the U.S. dollar during the month of the transaction; 
(b) the net debt of the nonfinancial public sector to the domestic finan- 
cial system, with the net movements in the foreign currency-denominated 
accounts converted into U.S. dollars, with all U.S. dollar values con- 
verted into new Uruguayn pesos at the average interbank exchange rate 
for the U.S. dollar during the month of these movements; and (c) the net 
placement of peso-denominated treasury bills and bonds with the nonbank 
private sector to the exclusion of those issued for purposes of open 
market operations. In addition, the cumulative global deficit of the 
Central Administration will not exceed NUrS6.9 billion from January 1, 
1984 until September 30, 1984; NUrS7.4 billion until December 31, 1984; 
NUrS7.4 billion until March 31, 1985; and NUrS8.3 billion until May 31, 
1985. The deficit of the Central Administration will be defined as the 
sum of the net increases above their respective stocks on December 31, 
1983, in (a) the short-, medium-, and long-term external debt of the 
Central Administration denominated in foreign currencies, including 
foreign currency-denominated bills and bonds to the exclusion of those 
in the hands of the domestic financial system, and converted into U.S. 
dollars if denominated in another foreign currency and with all U.S. 
dollar values converted into new Uruguayan pesos at the average interbank 
exchange rate for the U.S. dollar during the month of the transaction; 
(b) the net debt of the Central Administration to the domestic financial 
system, with the net movements in the foreign currency-denominated 
accounts converted into U.S. dollars, and with all U.S. dollar values 
converted into new Uruguayan pesos at the average interbank exchange 
rate for the U.S. dollar during the month of these movements; and (c) the 
net placement of peso-denominated treasury bills and bonds with the non- 
bank private sector to the exclusion of those issued for purposes of 
open market operations. 

4. The external borrowing of the public sector in 1984 and early 
1985, including that of official banks but excluding the borrowing of 
the Central Bank of Uruguay at less than one year, will not exceed an 
amount that would raise the disbursed public external debt outstanding on 

:December 31, 1983 (and estimated at US$2,725 million)--including that 
with maturities with less than one year to the exception of that of the 
Central Bank of Uruguay--by more than US$70 million from January 1, 1984 
until September 30, 1984; by more than US$lOO million until December 31, 
1984; by more than US$lOS million until March 31, 1985; and by more than 
US$120 million until May 31, 1985. These amounts will exclude any val- 
uation adjustments due to alterations in the external values of foreign 
currencies. For purposes of the program any new medium-term external 
borrowing by the Central Bank undertaken to substitute for existing 
short-term foreign obligations will continue to be treated as a reserve 
liability. Moreover, the outstanding stock of public sector debts with 
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maturities of less than one year, excluding those of the Central Bank 
of Uruguay, but including U.S. dollar-denominated treasury bills held 
by nonresidents, will increase by no more than USS60 million in the 
period December 31, 1983-March 31, 1985 but by no more than US$40 mil- 
lion in the period December 31, 1983-May 31, 1985. This limit will 
be adjusted downward-- including to negative values--for any substitution 
of medium-term external debts for existing short-term debts over the 
course of the program period. 

5. The net domestic assets of the Central Bank of Uruguay will 
not during the third quarter of 1984, increase by more (decrease by 
less) than the increase (decrease) in base money above (below) its stock 
on December 31, 1983 plus NUr$1,504 million, but in no event by more 
than NUr$1,949 million; during the fourth quarter of 1984, increase by 
more (decrease by less) than the increase (decrease) in base money above 
(below) its stock on December 31, 1983 plus NUr$1,204 million, but in no 
event by more than NUr$4,433 million; during the first quarter of 1985 
increase by more (decrease by less) than the increase (decrease) in base 
money above (below) its stock on December 31, 1983 minus NUr$1,196 mil- 
lion, but in no event by more than NUr$2,191 million; during the period 
April-May 1985 increase by more (decrease by less) than the increase 
(decrease) in base money above (below) its stock on December 31, 1983 
but in no event by more than NUr$3,772 million. In case delays should 
occur in the disbursements on the US$60 million loan now being negotiated 
with the World Bank, or in case Uruguay should fail to collect arrears 
of US$40 million in respect of payments it made on behalf of the co- 
guarantor in 1982 on Salto Grande's external debt, this set of ceilings 
will be adjusted in each quarter for this shortfall with a limit of 
NUr$600 million through the end of the third quarter of 1984; of 
NUr$1,200 million through the end of the fourth quarter of 1984; and 
of NUr$1,800 million through the end of the first quarter of 1985 as 
well as through the end of May 1985. For the purposes of this ceiling 
the net domestic assets of the Central Bank of Uruguay will be defined 
as the difference between (a) base money and (b) the Bank's net inter- 
national reserve holdings as defined in paragraph 2 above, with U.S. 
dollar values converted at all times into pesos at the accounting rate 
of NUr$GO per U.S. dollar. Also for purposes of this ceiling, base 
money will be defined as the sum of currency in circulation and of the 
central bank liabilities in local currency to the domestic banking 
system that are eligible to meet legal reserve requirements. 

/S/ 
Alejandro Vegh Villegas 

Minister of Economy and Finance 

/S/ 
Juan Carlos Protasi 

President 
Central Bank of Uruguay 


