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1. Country and Sector Background

1. Uruguay is an upper-middle income country characterized by a mature and stable democracy, high caliber public institutions, and a long track record of reforms aimed at public sector modernization. Although the country embarked on a series of programs aimed at strengthening public sector administration, throughout the 1990’s and much of this decade, certain areas of the modernization process have lagged behind and continue to challenge the overall efficiency and transparency of the State apparatus. The importance of improving public sector performance to achieve sustainable and equitable growth has been acknowledged by the administration of President Tabaré Vázquez that took office in March 2005, and embodied in its government platform El Gobierno de Cambio - La Transición Responsable.
  Moreover, the establishment of a modern and efficient state accountable to the electoral base and capable of spurring sustained economic development while increasing the efficiency and effectiveness of social spending is considered pivotal to promoting long-term growth and social welfare.
2. The need to improve core public sector institutions is a recurring theme of several pillars of the Government’s platform.  Key among the elements of the government program agreed with the business sector to promote growth are the need to enhance the efficiency of core State functions; increase the transparency and efficiency of the public procurement system, and streamline processes and procedures (“trámites”). Institutional strengthening is also central to the pillar referred to as Uruguay Productivo, or “Productive Uruguay” which calls for adjustments to the public sector structure to better align it to the objective of sustainable and equitable growth. Furthermore, the nature of important policy initiatives contained in the government program, such as improving the tax system and expanding the social protection network, will in turn require greater institutional capacity of those entities responsible for their implementation.

3. In August 2006, the administration re-launched the State modernization process, capitalizing on lessons learned during its year and a half tenure.  With the objective of building an “active, friendly, approachable and sensible” State, the President outlined additional areas to pursue, including civil service, e-government and improved performance monitoring of institutions, among others.  A coordinating group for State modernization was set up and has so far been very active in catalyzing initiatives at the level of several key public sector institutions.   Furthermore, the Ministry of Economy and Finance (MEF) has been a major driving force behind the process, and has articulated the institutional development needs for improved public sector performance as well as those arising from implementing the agenda of public policy reforms.
 Core Public Administration Issues

4. Deficient Human Resources Management in the Customs Administration.  Uruguay boasts state-of-the-art Customs information technology systems and existing ports infrastructure is considered adequate, which have contributed to the Uruguayan Customs Administration being ranked eleventh out of 171 worldwide by the World Customs Organization.  However, outdated procedures and inefficient human resources management are critical impediments to further securing efficient and transparent Customs operations. Paper-based processing prevails, thereby increasing processing times and associated costs, as well as opportunities for corrupt practices. In addition, discretionary recruitment procedures and outdated staffing profiles undermine the efficiency and transparency of Customs operations. At present, job profiles for Customs posts are not well developed; staff are contracted through inequitable processes or are performing work for which they are not qualified; and the prevalence of “moonlighting” among Customs officials not only increases the potential for conflicts of interest but also results in shortened work schedules, further undercutting the overall efficiency and quality of service delivery.

5. Monitoring and Evaluation and Performance-Based Budgeting. Uruguay has made remarkable progress in the establishment of an evaluation system geared towards results-based budgeting. However, the fundamental M&E data generated is often not reliable given the scarcity and inadequate quality control of the information sources.  The construction of indicators needs to be improved as well, further compounding the problem. Furthermore, the design and implementation of public policy programs and projects are not based on logical frameworks; therefore, they are not fully aligned with the expected outputs and outcomes. 

6. The focus of the Uruguayan M&E system on results-based budgeting prevents its full potential from being achieved. While this linkage is very important, the M&E tools are not exploited to the fullest, overlooking important uses of the system such as monitoring and evaluating presidential goals and ministerial projects. In addition, civil society does not have an active role in the M&E system. Despite the culture of active involvement of the population in policy definitions in Uruguay, there are no established mechanisms to promote transparency through formal social auditing mechanisms within the M&E system.
7. Limited e-government development.  The development and roll-out of a state-of-the-art e-government platform is considered pivotal to Uruguay’s state modernization agenda, as emphasized by President Vázquez in August 2006.  The Executive recently established the Agencia para el Desarrollo de Gobierno Electrónico y la Sociedad de la Información y del Conocimiento, an e-government development and information society agency, in order to develop an information and knowledge-based society that will enable citizens as well as the private and public sectors to use ICT as an instrument to increase national competitiveness, generate employment opportunities, and to promote a more equitable, participatory and democratic society.  This agency is now working with other public sector entities to bring together a robust e-government agenda which would include the expansion and improvement of the e-procurement platform and bringing a large number of processes and procedures (“trámites”) on-line
.

Ongoing Policy Reform Initiatives

8. Tax Policy Reform.  The Uruguayan tax structure requires reform in several areas in order to ensure the achievement of the government’s fiscal targets, as well as to reduce distortions and increase equity.  In December 2006, Congress approved a tax reform package presented by the Government with includes the introduction of the personal income tax, a gradual reduction in the corporate income tax and the VAT, the elimination of several taxes and fees that generate distortions and administrative costs while producing negligible revenue, the promotion of fiscal neutrality in instruments of corporate finance, and promoting the development of capital markets.  The successful implementation of these reforms will require technical assistance support in areas such as development of regulations and by-laws, training, and institutional support to entities such as the Social Protection Bank (BPS), which will have an important role in the administration of the personal income tax.

9. Bankruptcy Laws and Regulations.  Another area where reform can have a positive impact on business development is the legal framework for bankruptcies.  Insolvency legislation in Uruguay is outdated, cumbersome and therefore hardly used.  There is no unique law on corporate insolvency but a complicated medley of legal dispositions. Simplification and unification of bankruptcy processes, improvements in the power balance between debtors and creditors, and reductions in the length of processes for company restructuring or liquidation of assets is necessary.  A draft new legislation has been presented by the Executive and is pending Congress (Senate) approval in 2007. However, if approved the implementation of the new insolvency regulation will require further actions like the passing of by-law regulations, dissemination campaigns and training and educations activities geared to corporate, financial, labor, legal and judicial sector stakeholders. 

10. Social Protection.  In the area of social protection, one of the key challenges faced by the Government is to replace the PANES program (which will close down in late 2007).  The Executive is working on the design of “Plan de Equidad”, a program which would be better-focused and more efficient in the elimination of extreme poverty.  The draft law of “Plan de Equidad” will be submitted to the Legislative in the first half of 2007. The Banco de Previsión Social (BPS) would need substantial institutional strengthening to undertake the reform and implement this new social protection system. One important challenge facing the deployment of the “Plan de Equidad” is the scarcity of integrated and well-articulated information on the social programs of various public sector entities, including BPS, the Ministries of Public Health and of Social Development, the National Statistics Institute (INE), and others. Such a system would help track the beneficiaries of social programs as well as assist in the broader definition of social policy. 

11. Capital Markets and Financial Transparency and Disclosure.  The GoU has declared the development of capital markets as a top priority in order to ensure financial stability and encourage private sector development.  Uruguay’s capital market regulatory framework limits its capacity to introduce changes and promote better standards in the market; it offers weak investor’s protection and limits the supervisory powers of the capital markets regulator.   Furthermore, Uruguay’s regulatory framework does not provided specific guidelines on disclosure of information. The Executive has taken the initiative to draft a new regulation addressing the reform of institutional, legal, regulatory and infrastructure frameworks for capital markets, including draft regulations underlying Capital Markets, institutional capacity building of the Markets’ Regulator and information transparency, disclosure and registration regulations. One major challenge is to achieve the adequate level of professionalism of key market players and infrastructure improvements. Another major challenge is to address the decision with respect to the institutional arrangements for the Area de Mercado de Valores (AMV) and to provide a new regulatory framework for the dissemination of financial information and improvements in the application of international standards for accounting systems.
2. Objectives

12. The objective of the proposed Uruguay Institutions Building Technical Assistance Loan (IBTAL) is to improve the Borrower's public sector performance by: (i) supporting its public sector modernization program in the areas of customs administration, monitoring and evaluation, performance-based budgeting, and e-government; and (ii) strengthening its institutions involved with the design and implementation of public policy reforms in the areas of taxation, promotion of the business environment, and social protection.

3. Rationale for Bank Involvement

13. The Government of Uruguay is following on a long track record of public sector reforms and, as an upper middle income country with talented and committed public servants, has many of the instruments already at its disposal to continue the reform process.  However, the Government – in particular the Ministry of Economy and Finance, the Office of Planning and Budget, the Customs Administration and the coordinating group for Public Sector Reform – have held technical discussions with Bank teams during most of 2006 and have decided to seek Bank technical and financial support for three areas of their core modernization agenda:  Human resources in Customs, institutional planning, monitoring and evaluation, and e-Government.  Given the significant presence of other donors, notably the IADB, the Government has led a coordination effort to ensure that all activities are well articulated and avoiding the duplication of efforts.  

14. During 2006, the design and submission to Congress of important policy initiatives regained momentum.  A major tax reform package which, introduced personal income tax, reduced VAT rates and eliminated various low-yield distortionary taxes was approved in December 2006.  A bill to modernize the regulations governing bankruptcies has been submitted to Parliament and will begin its congressional review during the first quarter of 2007. Furthermore, important reforms are forthcoming in the areas of capital markets, corporate transparency and social protection.  The Government requested that this operation provide the institutional strengthening and technical assistance needs for the proper implementation of these reforms and this part of the project is fully articulated with the quick-disbursing funding offered by the Bank in support of these policy initiatives through the aforementioned series of Programmatic DPLs.
15. The operation is consistent with the 2005-2010 CAS, which foresees an “Institution Building operation which is expected to assist in the design and implementation of institutional reforms in the core fiscal, financial, and social areas.  The design of this operation is expected to accommodate demands for institutional reforms which may emerge during the execution of the Government’s program. In the spirit of clustering and enhanced multi-sectoral focus, the Institution Building operation will replace potential smaller operations to address the institutional building needs of the various sectors.
” The CAS also foresees the contribution of this operation specifically to the expansion of the e-procurement platform, results-based budgeting, and other core public administration areas
.  

16. In its design, the operation will build upon recommendations from existing AAA, in particular the CFAA and the CPAR update.  Although both reports indicate Uruguay has fundamentally sound financial management and procurement systems, there are important second-generation reforms in both areas that will be supported by the operation.  In particular, the operation will work closely with the Bank’s procurement team to explore the possibility of improving the country’s system of invoicing and payment to suppliers with the support of the project during its implementation.

4. Description

17. The TAL comprises six main components in addition to overall project management. Of these six main components, three are aimed at supporting institutional strengthening of core public administration; and three are aimed at supporting institutional strengthening for policy implementation as follows: 

Institutional Strengthening of Core Public Administration.  

18. Components within this area are designed to enhance the overall efficiency, transparency and accountability of key public sector institutions in the areas of Customs modernization, program design, monitoring and evaluation, and e-government as follows: 

19. Component 1 - Strengthening Customs Administration’s Human Resources Management (0.75 million).  This component is designed to support the modernization of the customs administration (Dirección Nacional de Aduanas) through improvements to its human resources management functions.  This is part of a broader Customs modernization effort by the GoU, which will include major technical assistance support from the IADB in the short to medium term.

20. Component 2 – Improving Institutional Planning, Monitoring, and Evaluation (US$1.25 million). This component is designed to enhance public sector performance and transparency by supporting the establishment of the institutional framework that will underlie effective Government direction of its M&E functions; improvements to the design, implementation, monitoring, and evaluation of central government programs; and civil society engagement and participation in the M&E processes. This component is well articulated with the support being provided by other financiers in the area of Results-Based Budgeting, with the final overarching objective of implementing a results-based management framework based upon reliable base data and well-designed government programs.

21. Component 3 – E-Government. (US$1.55 million). This component will strengthen the coverage of e-Government applications to add transparency and efficiency to the interaction between the public sector and individuals and companies.  It will focus on developing policies and regulations, developing and integrating systems and databases, improving registries and the establishment of standards with particular emphasis on e-procurement and a transactions (trámites) portal. 

Institutional Strengthening for Policy Implementation. 

22. Components within this area are designed to strengthen the institutional capacity of key government institutions to undertake priority policy reform initiatives articulated in the Government’s National Development Plan and supported through the Bank-funded series of Programmatic Development Policy Loans
 as follows:   

23. Component 4 – Support to BPS for institutional strengthening and implementation of tax and social protection reforms (US$4.08 million). This component will support strengthening of the Social Security System’s (Banco de Previsión Social – BPS) institutional capacity, including those areas necessary to: (i) implement the personal income tax, and (ii) undertake structural improvements to the social protection system via the implementation of an Integrated Social Information System (Sistema de Información Integrada para el Area Social – SIIAS).  

24. Component 5 – Support for Capital Markets and Corporate Transparency Reforms ($2.05 million). Activities under this component are designed to help government authorities address several major challenges associated with reforming the institutional, legal and regulatory, and infrastructure framework underlying capital markets, and to strengthen the corporate financial reporting framework in order to boost private investment, enhance financial sector stability and improve the governance of state-owned enterprises.  
25. Component 6 –. Support for Bankruptcy Regulation Reforms ($265,000). The objective of this component is to address several implementation aspects before new insolvency legislation goes into force.  The insolvency bill was submitted to Parliament in August 2006 and is expected to pass during 2007; it will go into force 180 days after Congressional approval. The activities supported by this component are: (i) preparation of a project of regulations to the new insolvency law, including a report on procedural changes needed to support its implementation; (ii) logistical support for court implementation, including equipment, training materials, and other inputs; (iii) activities for awareness, outreach, and promotion of best practices; and (iv) other activities consistent with the component's objectives identified during project implementation.

Project Administration

26. Component 7 – Project Coordination and Strategy Development ($1.62 million).    This component is geared to finance the following three areas: (i) staffing and operations of the project coordination unit (PCU) in the Ministry of Economy and Finance; (ii) support to the Presidential Commission for the Transformation of the State (Coordinación de la Transformación del Estado - CTE) in monitoring and evaluating the overall reform process; and (iii) studies and other consultancies to be determined during project implementation according to procedures set forth in the operational manual.  

5. Financing

	Source:
	($m.)

	Borrower
	1.9

	International Bank for Reconstruction and Development
	12.1

	
Total
	14.0


6. Implementation

27. The Ministry of Economy and Finance (MEF), through its Vice-Ministry of Economy, will have the responsibility for overall project implementation. The MEF has been the key interlocutor with the Bank on the operation’s design and has been the articulator between the core public sector modernization activities and those in support of the implementation of policy reforms.  Furthermore, the MEF has a strong leadership position in the central government and all of the entities involved have explicitly agreed to the proposed implementation arrangements.  A Steering Committee will be convened by the MEF at least twice yearly during project implementation, and its membership and responsibilities will be established in the operational manual.

28. In order to enable adequate project implementation, a Project Coordination Unit (PCU) will be set up within the MEF, headed by a Project Coordinator (an MOF staff member assigned to this task) who will have responsibility for the everyday management of the overall project.  In addition to the Project Coordinator, the PCU will also include: (i) an administrative officer; (ii) a procurement specialist; (iii) a financial management specialist; and (iv) administrative support personnel. The Project Coordinator will also be supported by two senior consultants who will help to oversee the implementation of the two clusters of components under the project (i.e., institutional strengthening of core public administration; and institutional strengthening for policy implementation), and will be responsible for the everyday interaction with the entities involved and the overall oversight of the corresponding components. Finally, the Project Coordinator will be assisted by an IT advisor to be contracted on an as needed basis.

7. Sustainability

29. There is abundant evidence of the borrower’s commitment to the implementation of this project.  First, the elements that make up the core public sector modernization components (Customs, monitoring and evaluation, and e-Government) have been explicitly addressed by President Vázquez and other high-ranking government officials as key areas for reform in the public sector.  Second, a high-level commission for public sector modernization has been set up, which has served as one of the key interlocutors to the Bank and which has endorsed the activities contained in the project as part of their overall strategy.  Finally, the MEF, responsible for overall implementation, is an entity with high credibility and respect in the public administration and has accompanied project design in detail. Furthermore, the Borrower’s commitment in terms of the activities that support the implementation of policy reforms is expressed clearly in the Letter of Development Policy dated [date to be provided upon receipt of official LDP].
8. Lessons Learned from Past Operations in the Country/Sector

30. Need for flexibility in project design.  As established in the Bank’s guidelines, “[institutional development technical assistance] should be flexible enough to allow for any needed modification that changing circumstances might dictate.  At the same time, it should be precise enough to allow for the identification of monitorable outputs and for the hiring of experts according to meaningful criteria.”
  Given this guidance and building upon the experience of other TALs designed without sufficient flexibility and which faced significant implementation challenges, the design of this operation is based on the following criteria: (i) a robust results framework; (ii) an adequate level of detail in the definition of activities to finance and a solid basis for costing; and (iii) a built-in mechanism within each component that allows for activities identified during implementation to be incorporated, as long as they are consistent with the project’s objectives.

31. Need for strong leadership during implementation.  This operation involves a large number of institutions and requires a strong unifying force to assume the responsibility for overall project implementation and to ensure appropriate coordination among all entities.  Experience has shown that multi-institutional projects implemented through an agency that does not have credibility and leadership are prone to losing cohesion.  This operation is implemented through the Ministry of Economy and Finance, a solid, well respected institution with the capacity to mobilize all the stakeholders towards achievement of the project’s objectives.  

32. Importance of ex-ante and concurrent coordination with other donors.  Uruguay has received abundant support in public sector modernization from other donors, in particular the IADB.  Since many of the areas encompassed by the project are closely related to either ongoing or future IADB operations, the task team carried out fruitful and constructive coordination meetings with IADB staff both in Washington and in Montevideo that helped shape project design.  There has been agreement between both entities that the activities proposed by this operation do not overlap or duplicate efforts with IADB operations.  Furthermore, the project’s operational manual will call for yearly coordination meetings between the borrower, the IADB and the Bank to review operational plans and assess the projects’ achievements.

9. Safeguard Policies (including public consultation)

	Safeguard Policies Triggered by the Project
	Yes
	No

	Environmental Assessment (OP/BP 4.01)
	[ ]
	[x]

	Natural Habitats (OP/BP 4.04)
	[ ]
	[x]

	Pest Management (OP 4.09)
	[ ]
	[x]

	Physical Cultural Resources (OP/BP 4.11)
	[ ]
	[x]

	Involuntary Resettlement (OP/BP 4.12)
	[ ]
	[x]

	Indigenous Peoples (OP/BP 4.10)
	[ ]
	[x]

	Forests (OP/BP 4.36)
	[ ]
	[x]

	Safety of Dams (OP/BP 4.37)
	[ ]
	[x]

	Projects in Disputed Areas (OP/BP 7.60)*
	[ ]
	[x]

	Projects on International Waterways (OP/BP 7.50)
	[ ]
	[x]


10. List of Factual Technical Documents

A. Project Implementation Plan

Draft Procurement Plan

Operations Manual 

B. Bank Staff Assessments

Financial Management Assessment

Procurement Capacity Assessment

Uruguay Country Brief, September 2006

Uruguay Sources of Growth, June 2005

QAT Environmental and Social Comments on the PCN, PAD and associated Integrated 

   Safeguards Data Sheet (ISDS)

Uruguay Country Procurement Assessment Report, January 2000 

Uruguay Country Financial Accountability Assessment, June 29, 2005 

Country Assistance Strategy for the Oriental Republic of Uruguay for the Period FY05-FY10, 


May 10, 2005

Republic of Uruguay Policy notes, March 31, 2005

11. Contact point

Contact: Mario Francisco Sanginés

Title: Sr. Public Sector Mgmt. Spec.

Tel: +571 326 3600
Fax: +571 326 3480
Email: msangines@worldbank.org

Location: Bogota, Colombia (IBRD)

12. For more information contact:

The InfoShop

The World Bank

1818 H Street, NW

Washington, D.C. 20433

Telephone:  (202) 458-4500

Fax:  (202) 522-1500

Email: pic@worldbank.org

Web: http://www.worldbank.org/infoshop

�“The Government of Change-Responsible Transition”


� In October 2006, the Government made public its Customs Modernization Program which is comprised of eight projects aimed at overcoming the challenges to its effective functioning.  Among such challenges, the Government highlighted the need to address HR Management deficiencies and requested Bank support in this area.      


� It is expected that bringing processes on-line will directly impact, for example, those areas highlighted in reports such as Doing Business related to facilitating the business environment.


� See CAS, para. 95.


� See CAS, pg. 58, part 5.


� These public policy reforms are further described in the Borrower’s PRIDPL Letter of Development Policy dated [exact date yet to be decided].


� Handbook on Technical Assistance, page 61.


* By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties' claims on the disputed areas





