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I. MACROECONOMIC ENVIRONMENT AND ECONOMIC POLICY
(1) Introduction
1. The period 2006‑2010 was a period of high and sustained growth for the Uruguayan economy, which exceeded its potential growth rate ‑ estimated at 4 per cent annually - during five of the six years.  GDP grew at an average rate of 6.2 per cent, far surpassing the historical averages.  As a result, per capita GDP doubled during the period, reaching 11,996 dollars in 2010.  This trend was maintained throughout the period and was not reversed by the global crisis of 2009:  although the GDP growth rate fell to 2.6 per cent, it recovered significantly in the following year.  The Government expects the growth rate to exceed its potential rate once again in 2011.  All along, the main driving force behind this growth was domestic demand.
2. International trade indicators progressed considerably, with a growth in both imports ‑ particularly consumer and capital goods ‑ and exports of goods and services.  In 2010, the openness coefficient reached 50.9 per cent of GDP.  Imports were driven by domestic demand, and exports by external demand and international prices of raw materials.
3. The country's macroeconomic stability contributed to its economic performance.  Since 2005, Uruguay has targeted inflation rates within a range of 4 to 6 per cent.  Although inflation has in fact been kept under control, in 2011 it exceeded this annual target range, reaching close to 8 per cent.  This increase in prices is attributable both to the pressure of domestic demand and to the increase in the international prices of food imported into the country.  Uruguay has a floating exchange rate regime with occasional government intervention.  During the review period, the exchange rate evolved in such a way as to dampen inflationary pressures.  The dollar has tended to depreciate over the past few years, following its trend at the global level.

4. Sound economic performance coupled with appropriate social policies has brought about substantial progress on the social front.  Indicators show that there has been a decline in poverty:  the incidence of poverty fell from 34.4 per cent in 2006 to 18.6 per cent in 2010, while the Gini index went from 0.45 to 0.42 over the same period.  Uruguay's indicators of poverty and extreme poverty are currently the lowest in Latin America, and it qualifies as one of the most egalitarian countries in the region.

5. There has also been an improvement in labour market indicators.  The employment rate rose by 8.9 per cent during the period from 2006 to 2010 with the creation of 221,172 new jobs, while the activity rate grew by 4.8 per cent over the same period.  As a result, the unemployment rate fell to its lowest historical level (6.8 per cent of the economically active population in 2010).  At the same time, household income was on the rise:  according to data supplied by the Encuesta Continua de Hogares (Ongoing Household Survey), employment income and retirement income grew approximately 25 per cent between 2006 and 2010.

6. Starting in 2005, there was a significant increase in the level of investment.  From 2006 to 2010, the ratio of gross capital formation to GDP ranged from 17.2 per cent to 22.3 per cent owing to major private projects in the forestry and construction sectors.  Foreign direct investment (FDI) reached 2.401 billion dollars in 2010, or 5.9 per cent of GDP, a historical record for the country.  Thus, Uruguay ranks third in Latin America in terms of FDI income as a percentage of GDP.

7. The financial system continued to gather strength during the period, with an increase in turnover in the banking system (growth of deposits and loans), an improvement in the solvency ratio and a lower default rate.  In 2010, deposits in the non‑banking financial system increased by 18.6 per cent over the previous year, and dollarization continued to fall, making the system less vulnerable to exchange rate fluctuations.

(2) Macroeconomic Outlook 2011‑2015

8. The macroeconomic outlook for the next few years continues to be favourable.  The high prices of Uruguay's main export products, coupled with favourable financial conditions and economic growth among its main trading partners, should be conducive to economic expansion.  However, the risk factor on the international scene has increased owing to the persisting crisis affecting the developed countries, in particular certain European countries, the United States and Japan, not to mention signs of overheating in some of the emerging economies.

9. The prospects for growth are encouraging, with a GDP growth rate of approximately 6 per cent expected for 2011 thanks to progress in all of the components of aggregate demand, particularly investment and exports of goods and services.  Economic growth is expected to reach approximately 4 per cent for the period 2012‑2015, far exceeding the country's growth rate for the past 30 years (2.7 per cent).  At the same time, all of the components of aggregate demand are expected to grow in a balanced manner.  A favourable international and regional context should contribute to an expansion in exports, while increased employment and improved real household income, essentially employment income, would fuel domestic consumption.  Investment should continue to grow, reaching a ratio of approximately 25 per cent of GDP in 2015.  Private sector gross fixed capital formation should lead this process, buoyed by the favourable business climate, by the stability of the ground rules and by the various tax incentives introduced over the past years.  In 2011, consumption should grow by approximately 6 per cent, exports by 7.1 per cent, fixed asset investment by 10.7 per cent and imports of goods and services by 12.7 per cent, exceeding the increase in exports.  In this context, tax revenue is expected to have increased by 25.7 per cent in 2014 compared to 2010.

10. Monitoring and possible control of domestic prices will continue to be a government priority in the coming years, with a counter‑cyclical emphasis in its economic policy.  Thus, in 2011 inflation is expected to grow to 7.8 per cent, and then to settle at its target level of 5 to 6 per cent per year.
(3) Economic Policy Framework
11. Sustained economic growth and stimulation of investment coupled with poverty reduction and the elimination of extreme poverty are central to the Government's development strategy, and this requires a prosperous economy and policies geared towards the progressive redistribution of national income.

12. In order to attain these objectives, Uruguay will have to reinforce its institutional, social, and micro‑ and macroeconomic stability.  This requires stable and credible government policies that facilitate and encourage decision‑making on the part of economic operators and promote investment.

13. In the macroeconomic area, the Government's priority is to maintain macroeconomic balances through sound administration of public finance and through fiscal sustainability.  Monetary and exchange rate policy will aim to stabilize prices in the economy in order to protect the lower income sectors and the economy as a whole from inflationary pressures.

14. During the period under review, thanks to active and efficient administration of the public debt it was possible to return to liquidity, to reduce the debt/GDP ratio and to improve the profile and composition of the debt.  Good debt management coupled with fiscal consolidation made it possible to overcome the effects of the international crisis of 2008‑2009 rapidly.

15. An important tax reform bill was passed and implemented during the review period, bringing a change in the conceptual approach to the tax system.  The basic idea was to make the system more fair and efficient, and to encourage productive investment.  A number of taxes were abolished, a single Corporate Income Tax (IEAE) was created and a Personal Income Tax (IRPF) was introduced.

16. At the social level, the policy applied during the period 2005‑2010, backed by a sharp increase in social spending, helped to extend and strengthen social safety nets while reducing poverty and extreme poverty, and increasing employment and household income.  The Government's current priorities in the social policy area revolve around teaching, housing and strengthening the social safety net.

17. Education plays a significant role in the country's development project.  A number of measures are being taken in that area, including the expansion and improvement of infrastructure and equipment in educational establishments, the creation of new full‑time schools and pre‑school education establishments, computer literacy training, decentralization of educational services, changes to the teaching profession and improvement of real wages.

18. In the commercial economic area, the strengthening by the government of macroeconomic and social stability has been accompanied by specific policies targeting investment, production and trade.

19. Economic development has been linked to the increase in productive investment, both public and private.  Law No. 16.906 on the Protection and Promotion of Investment of 7 January 1998 sets the general framework for investment incentives and promotion in Uruguay.  Greater use was made of this Law during the review period following the modification of the regulations governing the investments potentially eligible for benefits and the extension of the incentives offered to companies.  At the same time, the Private Sector Support Unit (UNASEP) was created in the Ministry of Economy and Finance to provide institutional backing to the private sector and to promote investment.

20. With 29 investment agreements currently in force, Uruguay clearly attaches considerable importance to foreign investment in its development strategy.  The countries with which agreements had been concluded are:  Germany, Armenia, Australia, Belgium‑Luxembourg, Canada, Korea, Chile, the Czech Republic, China, El Salvador, Spain, the United States, Finland, France, Hungary, Israel, Italy, Malaysia, Mexico, the Netherlands, Panama, Poland, Portugal, the United Kingdom, Romania, Sweden, Switzerland, the Bolivarian Republic of Venezuela, and Viet Nam.

21. One of the Government's priorities during the review period was investment in public goods, in particular the repair and maintenance of the road infrastructure.  This involves both public and private investment.  The Ministry of Transport and Public Works is investing in the extension of the road network that was restored during the review period, including in its plans the repair and maintenance of the country's main road corridors.

22. With a view to attracting private investment for these projects in 2011, the Public‑Private Investment Law (PPP) was enacted to provide a specific legislative framework for investment in public infrastructure with private funds.  This promotion of public‑private participation aims to ensure extensive investment in logistical, port and airport infrastructure in order to help establish the country as a regional logistics platform.

23. The Government considers the development of the country's production to be fundamental, and has therefore allocated resources to the implementation of four programmes:  strengthening of the production base for goods and services, innovation‑intensive value chains, growth value chains, and value chains that generate employment and the development of local production.

24. In each of the sectors defined as strategic (automotive, naval, pharmaceutical, bio‑ and nano‑technologies, wood and clothing) the country has entered an industrial planning phase involving tripartite sectoral councils (government, private sector and workers).

25. During the review period, a Government Procurement Programme for Development was created, allowing up to 10 per cent of total government contracts and procurement relating to goods, services and public works to go to domestic suppliers on condition that in return they contribute to the medium‑term sustainability of the activities concerned.  At the same time, a subprogramme was set up for micro, small and medium‑sized enterprises (MSMEs), replacing the previous MSME programme which was universal (not subject to 10 per cent of the value of purchases) and was also an assistance programme (nothing was required in return).  Through these measures, the State was also seeking to improve the efficiency of its procurement.

26. Finally, in the area of international integration, the Government's strategy is directed towards deepening the country's integration through MERCOSUR while remaining on the lookout for new markets that offer better access to international markets for Uruguayan products.  This involves pursuing the negotiation of trade agreements with third parties that are important to Uruguay in terms of trade, or strengthening the agreements already concluded by Uruguay in the framework of the LAIA.

27. In an effort to overcome some of the major challenges facing the country, Uruguay will seek to improve its trade management by organizing high‑level missions to promote trade and attract investment;  it will seek to finalize the trade agreement between MERCOSUR and the European Union, to engage in trade negotiations with other countries and to strengthen its relations with the BRICS group of emerging countries (Brazil, Russia, India, China and South Africa) while continuing to promote Uruguay as one of MERCOSUR's entry and logistical services ports.

II. TRADE ENVIRONMENT AND TRADE POLICY
(1) Trends in External Trade and Investment
28. Uruguay has continued to enjoy a favourable external environment with high international prices for agricultural raw materials and strong growth in the Southern Cone countries.  During the period 2006‑2010, the balance of trade in goods and services showed a surplus, although goods and services performed differently, with a persistent deficit in the goods balance offset by the surplus in the services balance.  During these five years, the economy showed greater levels of openness than during the preceding years, and trade in goods and services accounted for 50.9 per cent of GDP in 2010.  The figure increased over the period 2006‑2010 by 76 per cent, with an annual growth of 16.5 per cent in imports and 15.6 per cent in exports.  In 2010, Uruguay bought US$8.315 billion worth of goods, and sold US$7.03 billion worth of goods.

29. In the goods market, exports were stimulated by foreign demand and high international food prices, while imports progressed in response to aggregate demand pressures and the appreciation of the Uruguayan peso.  The surplus in the balance of services was chiefly due to inbound tourism revenue, which represented some 58 per cent of Uruguay's total exports.  Trade in services practically doubled during the period 2006‑2010, increasing from US$2.366 billion to US$4.152 billion.  Both exports and imports increased, exports reaching 2.597 billion dollars in 2010, and imports 1.555 billion.  Transportation and travel accounted for the bulk of services imports, reflecting the high cost of international freight for Uruguayan importers.

30. Export destination markets became more diversified during the review period, with an increased share going to China, Russia and Brazil and a decrease in America's importance as an export destination, particularly the United States.  The main destination markets for Uruguayan products during the review period were the MERCOSUR countries, Europe, China and Russia, in that order.

31. Uruguay's exports consist mainly of agricultural products (in particular meat, soya, wheat and agricultural raw materials), a trend which became more pronounced between 2006 and 2010:  in 2006, they accounted for 69.3 per cent of total exports, while in 2010 they accounted for 75.6 per cent.  The share of manufactured products in Uruguayan exports fell from 29.5 per cent in 2006 to 23.4 per cent in 2010.

32. In contrast, manufactures account for a large share of imports ‑ 69.4 per cent of total imports in 2010 ‑ together with fuels (petroleum).  Leading the list are machinery and transport equipment, chemical products and non‑electric machinery.  Petroleum's share in total imports decreased from 27.5 per cent in 2006 to 17.1 per cent in 2010, owing to a change in the demand structure that resulted in more efficient use of petroleum.  The markets of origin of imports have essentially remained unchanged and relatively concentrated in America, with the countries of the region accounting for 65 per cent, on average, during the review period.  The MERCOSUR counties are the main suppliers, although they have lost some ground to other suppliers.  Argentina and Brazil, in particular, which accounted for 20.1 per cent and 20.9 per cent of total Uruguayan imports respectively in 2006, only represented 18.6 per cent and 17 per cent respectively in 2010.  This relative decline in imports from Argentina and Brazil is due to the increase in the importance of China as a supplier.  Imports from China doubled during the review period, reaching 13.5 per cent of Uruguay's total imports in 2010.  The European Union, with 12.2 per cent of total imports, and Russia, with 4.3 per cent, are among Uruguay's other major suppliers.

33. FDI grew rapidly during the period, spurred on by the expansion of the local economy, legal stability and investment promotion policies, reaching a peak in 2010 (US$2,401,700,000).  FDI stock in Uruguay grew five‑fold between 2005 and 2010, reaching US$14,830,000,000 in 2010.  The main sources of FDI are Argentina and Brazil, Europe, and the United States and Mexico.  The main target sectors for investment are construction, trade, agro‑industry, transport, storage, communications and financial services.

(2) Trade Policy and Integration

34. Trade policy, that is to say, the system of instruments and measures that determine the external integration of an economy, is subordinate to national economic development objectives and strategies.  A fair and sustainable growth strategy calls for the creation of the right conditions for the expansion of productive investment, which in the case of an economy such as that of Uruguay, presupposes an export drive to achieve the scale that makes efficient and competitive production possible.  In this respect, the priority objective in terms of external integration is, at the external level, improved market access for Uruguayan products and, at the internal level, the production of a range of exports that satisfy the nature and requirements of the foreign demand.
35. Consequently, Uruguay has fixed as a basic objective of its external negotiations the achievement of stable and predictable market access conditions at all levels:  regional, multilateral and bilateral.  In this respect, the economic‑commercial dimension of the integration process is critical from the standpoint of its growth strategy, and the various negotiations in progress are not mutually exclusive but complementary.  External strategy seeks to achieve competitive integration into both the regional and world economies at the same time, by promoting the marketing of both products with static comparative advantages and products with a greater technological content that exploit Uruguay's dynamic comparative advantages.  The idea is also to secure a competitive supply of inputs and capital goods for domestic producers in order to provide better opportunities for marketing worldwide.

36. Uruguay is a founding member of MERCOSUR, and to a certain extent its specific trade policies are determined by those adopted by the Bloc.  Together with its partners, Uruguay has been doing its utmost to deepen and improve the customs union as a prerequisite to the creation of the common market provided for in the Treaty of Asuncion.

37. The priority that Uruguay gives to the external market in its development strategy is linked to its conviction that the customs union should be coupled with open regionalism on as broad a scale as possible.  Indeed, not only Uruguay itself, but MERCOSUR as a whole, has been reaching out to third parties either unilaterally ‑ with the consensus of the partners ‑ or through the bloc's negotiating structure.

38. The negotiations conducted in the framework of MERCOSUR during the review period notably produced the free trade agreements with Israel and Egypt and the Fixed Preferences Agreement with the members of SACU.  Apart from the agreement concluded with India, which entered into force during the review period, the agreements with Israel and Egypt are the only trade agreements concluded by Uruguay that do not concern the Latin American countries.

39. MERCOSUR's external agenda is extensive, with negotiations at different stages with a number of countries or blocs.  Foremost among these is the negotiation of the bi‑regional association agreement providing for free trade with the European Union, to which Uruguay attaches considerable importance.

40. The negotiations conducted by Uruguay during the review period also covered an economic complementarity agreement with the Bolivarian Republic of Venezuela, and other agreements that are not strictly within the sphere of trade negotiations ‑ such as the investment promotion and protection agreements and the double taxation agreements with various countries ‑ but which could help expand production opportunities by facilitating the incorporation of technology and improving access to foreign markets.

41. On the multilateral front, the Doha Round negotiations are of the utmost importance to Uruguay since they constitute one of the main mechanisms for promoting the country's offensive trade interests in the agricultural area in pursuit of the gains to be made from commitments to eliminate agricultural export subsidies and from the dismantling of technical barriers to market access.  At the same time, a new Protocol was concluded by member countries of UNCTAD's Global System of Trade Preferences among Developing Countries (GSTP) in 2010 which aims to promote trade between developing countries by granting tariff preferences on an extensive list of products.  Uruguay is also a founding member of the Cairns Group, together with Argentina, Australia, the Plurinational State of Bolivia, Brazil, Canada, Chile, Colombia, Costa Rica, the Philippines, Guatemala, Indonesia, Malaysia, New Zealand, Pakistan, Paraguay, Peru and South Africa, and of the G‑20 together with the other members of MERCOSUR (see below, composition of the G‑20).

(3) Related Policies

(i) Investment regime

42. The investment regime in Uruguay is based on the principle of non‑discrimination between domestic and foreign investments and investors, and seeks to ensure a stable legal framework conducive to investment with a view to achieving a ratio of investment to GDP similar to the developed countries (between 20 and 25 per cent).  The Government has established that these investment figures would be consistent with the Uruguayan economy's potential growth rate of 4 per cent.  In 2010, the ratio of investment to GDP reached 18 per cent which, although below the target, was considerably higher than the 2005 figure of 14 per cent.

43. Legislative measures to attract more foreign investment and encourage domestic companies to increase their investments include Decree 455, adopted in 2007.  This decree regulates the Law on the Promotion and Protection of Investment (16.906) and sets objective and pre‑established benchmarks for access to tax benefits.  The criteria applied are different from those of the regulation that was in force from 2003 to 2007 in that the small and medium‑sized enterprises are granted access to the tax benefits provided for in the Investment Law.  The idea was to encourage, in particular, companies whose projects generated employment, promoted business ventures within the country (essentially in the departments with fewer resources), incorporated technology, and were environmentally sustainable.

44. With unemployment no longer the Uruguayan economy's main problem, a draft decree has been submitted for public consultation containing a few amendments to Decree 455 and providing for the recalibration of the benchmarks for granting benefits.  It aims in particular to encourage projects which, among other things, generate quality jobs (in terms of salary), employ groups experiencing the most serious employment problems (young people and women heads of households), and promote business ventures in the interior of the country or in the less‑developed districts of Montevideo.

45. In addition to the horizontal incentives, in order to stimulate certain sectors considered to be strategic, the Government has introduced benefits for companies operating in certain areas of activity.  Among the sectors which have been granted special benefits during the review period are renewable energies
, covering activities such as the generation of energy from non‑traditional renewable sources, co‑generation of electricity, transformation of solar energy into thermal energy, and the local manufacture of machinery and equipment for the above‑mentioned activities, and the naval and electronic industries.
  Within the naval industry, the activities covered include construction, maintenance and repair of vessels and water transportation vehicles.  In the electronics industry, the activities promoted include the production of electronic and electrical equipment, logic controllers, computers, telecommunications equipment, measuring instruments, medical equipment and domestic appliances.  As regards contact centres
, the activities covered include the services of tele‑operators receiving or placing telephone calls, and sending or receiving messages via the Internet or other channels.  With regard to condominium hotels
 and tourism
 the benefits apply to investments in public works involving tourism projects, which include housing, cultural or commercial services as well as conference, sporting, recreational and leisure or health services and investment related to the purchase of equipment for tourist and hotel projects, apartment hotels, inns, motels and overnight tourist facilities.

46. Uruguay also ratified 29 agreements for the promotion and protection of investment.  The countries concerned are Germany, Armenia, Australia, Belgium‑Luxembourg, Canada, Korea, Chile, Czech Republic, China, El Salvador, Spain, the United States, Finland, France, Hungary, Israel, Italy, Malaysia, Mexico, the Netherlands, Panama, Poland, Portugal, the United Kingdom, Romania, Sweden, Switzerland, the Bolivarian Republic of Venezuela and Viet Nam.  At the same time, it has signed 18 double taxation agreements.  With Germany and Hungary it has double taxation agreements in force which reduce the levies applied to dividends, royalties and interest (to 15 per cent) and on technical assistance payments (to 10 per cent).  Double taxation treaties were ratified with Spain and Mexico, and an information exchange agreement is in force with France.  Uruguay is a member of the international organizations that promote investment security (Multilateral Investment Guarantee Agency and the International Center for Settlement of Investment Disputes, located at the World Bank).

47. In the investment promotion area, the institution in charge of promoting foreign investment is the Institute for the Promotion of Investment and Exports of Goods and Services (Uruguay XXI).  In an effort to internationalize the Uruguayan economy, this Institute seeks to attract investment and promote exports.  It is also trying to promote the country as a strategic hub for the development of business in the region.  It helps foreign companies and investors to install themselves in Uruguay and provides them with information to help develop their business in the country.

(ii) Competition policy and bankruptcy legislation
48. The period under review saw the adoption of Law No. 18.159 on the Promotion and Defence of Competition and its regulations in an effort to promote economic competition and prohibit anti‑competitive practices in Uruguay.  It regulates mergers and acquisitions, prohibits anti‑competitive practices and abuse of dominant position, creates a new competition enforcement authority, establishes procedures for investigating anti‑competitive practices, increases penalties and improves transparency.  It applies to all natural and legal persons, public and private, national and foreign, that conduct business activities, profit or non‑profit, provided such activities have an impact on Uruguay.

49. The Law prohibits the abuse of dominant position as well as all individual or concerted practices, conduct or recommendations aimed at or having the effect of restricting, limiting, hindering, distorting or preventing current or future competition in the relevant market.  It is intended to achieve these objectives by improving the definition of prohibited conduct and practices prosecuted under the "rule of reason" and directly incorporating elements of economic efficiency into the investigation of such conduct and practices.

50. Similarly, a Commission for the Promotion and Defence of Competition (CPDC) was created in 2009 as a body distinct from the Ministry of the Economy and Finance to ensure its independence from the political sector.  The CPDC is the authority responsible for applying the Competition Law and any competition regulations with the exception of markets for which there are specialized regulatory bodies.

51. The Commission establishes regulations, conducts investigations either in response to complaints or ex officio, imposes sanctions, and exercises preventive control.  The purpose of the sanctions is to penalise anti‑competitive practices, i.e. behaviour that impedes or restricts access or entry to markets, a tactic often employed by established enterprises which form cartels to stifle competition.  The responsibilities of the CPDC include the promotion of competition through its advisory and dissemination services.  To ensure the transparency of its activities, it has to publish electronically its decisions and any cases of interest.
52. The CPDC handled 79 cases in the first two years of its existence (2009‑2010), for the most part consultations (46) at the request of private individuals.  It investigated 19 complaints of anti‑competitive practices, and initiated one investigation ex officio.  Of a total of 12 complaints dealt with in 2010, three were declared irrelevant or found to have procedural irregularities, four were referred to sectoral regulators and five were allowed to proceed.  Only in one case were anti‑competitive practices found to exist.
53. At the regional level, in 2010 Uruguay, together with its MERCOSUR partners, signed the MERCOSUR Agreement on the Defence of Competition revoking the Fortaleza Protocol.  This agreement institutionalises mechanisms governing exchanges, technical assistance, joint investigations and consultations on anti‑competitive practices.
54. In the consumer protection area, a Consumer Price Information Scheme (SIPC) was set up during the review period to enable consumers to consult information on the price of goods on sale throughout the country as well as trends in prices administered by the Executive and the prices of fruits and vegetables in the markets of Montevideo.
(iii) Customs reform

55. The reform of the National Customs Directorate (DNA) forms part of the strategy of international integration and improved conditions for greater competitiveness in the production of goods.  In its turn, this presupposes adaptation to the trends in international trade, in the areas of trade agreements, security, cargo risks, sanitary and environmental conditions, and the trade supply chain.  During the review period, Uruguayan customs legislation underwent certain changes which contributed to the simplification of customs documentation.  As part of a project to modernize the DNA, work is currently being done on the digital Single Customs Document (DUA).  Scheduled to be implemented in 2012, this is a platform of technology‑based services whose aim is to dematerialize the DUA and support documents.
56. Uruguay is also in the process of drafting a National Customs Code to replace the Customs Code currently in force, the idea being to adapt the country's customs legislation to the Mercosur Customs Code (CAM) and to introduce provisions aimed at bringing customs regulations into line with current reality.
57. Customs will move beyond its traditional role of controlling imports and collecting duty to play a significant part in trade facilitation, both in exploiting the advantages for more competitive suppliers and in reducing the access risks resulting from trade negotiations.  Given the possibility of Uruguay's acting as a logistical distribution and transit centre for the region, Customs should facilitate smooth and secure trade flows, in total compliance with customs and fiscal regulations and sanitary and security requirements, thereby making it possible to generate new activities and sources of income and employment.
(iv) Tax reform

58. During the period under review, Uruguay implemented a sweeping tax reform, the main purpose of which was to provide a more equitable and efficient tax system and to stimulate productive investment.  The system was made more progressive, thereby improving income distribution, reducing poverty, and ensuring greater equity.  The number of taxes was reduced with the elimination of distortionary taxes that produce little revenue, existing exceptions and exemptions were reviewed and the personal income tax (IRPF) was introduced.  This is a progressive tax that seeks to ensure fairer distribution.  The corporate tax system was simplified through the elimination of a number of taxes and the creation of the Tax on Income from Economic Activities (IRAE).  The main taxes currently applied to companies are the IRAE and the Wealth Tax.
59. The introduction of the IRPF had a direct impact on the income available to households.  According to some studies, the available income of households in the eight poorest deciles increased after the reform, while it decreased for households in the two highest income deciles, particularly in the richest decile of the population.  The progressivity of the IRPF was considerably greater than that of the previous personal income tax (IRP) owing to the different rates applied to labour income and to the inclusion of the income of self‑employed workers and income from capital.  Reduction in VAT and the elimination of the COFIS (Contribution to Financing of Social Security) helped to improve the distribution of income among the Uruguayan population.
60. The tax system has been a useful tool in improving the distribution of income in Uruguay.  By stimulating investment, eliminating distortionary taxes on production and introducing a single rate for employers' contribution to social security, the reform contributed significantly to economic growth and employment.  As a result, income inequality was down 1 per cent as measured by the Gini index.  Efforts were also made to formalize the economy and reduce tax evasion by simplifying the system, reducing the number of tax rates in the relevant areas, increasing social equity and facilitating the task of the controller.
61. At the same time, the rules governing the financial investment companies were altered.  The financial investment companies concerned were required to adjust, as of 31 December 2010, to the general tax regime for joint stock companies.  Thus, the tax on financial investment companies is no longer applicable to financial years ending after that date.
62. Law No. 18.718 of 24 December 2010 introduced a number of changes with respect to the "source principal", altering the principle of territoriality for the IRPF.  Starting in 2011, with the entry into force of the principle of worldwide capital gains on securities investments abroad, Uruguayan residents were also taxed on the distribution of dividends by companies based abroad.  This was done on the basis of the Consolidated Text of 1996, Title 7, Article 3.2, under which taxes are levied on "income from movable capital deriving from deposits, loans, and in general, any placement of capital or loans of any nature provided such income comes from non‑resident entities".  This same Article also alters banking secrecy, allowing it to be lifted in certain circumstances at the request of the tax administration and giving civil courts the authority to lift it.
63. Finally, it should be noted that the IRAE exemptions ‑ which were granted to investors in the industrial and agricultural sectors ‑ were extended to business and services activities.

(4) Uruguay and the WTO

64. Uruguay has made a strong commitment to multilateralism in general and to multilateralism in the area of trade in particular.  In fact, Uruguay was one of the first signatories of the San Francisco Charter, as well as a signatory to the Havana Charter, and joined the GATT at an early stage, in 1953.  Moreover, it has participated actively in all the negotiating rounds, occupying important posts on various committees.

65. Uruguay has defended multilateralism as a way of upholding the rights of the less‑developed nations against those of the more powerful.  It supports the view that trade liberalization contributes to the development and well‑being of peoples.  Thus, Uruguay has always strongly advocated the inclusion of agriculture in the multilateral negotiating agenda.  In this connection, it should be noted that agricultural negotiations were in fact included in the agenda of the Round that bears its name, the Uruguay Round, which concluded, for the first time, with the approval of disciplines in this highly sensitive sector.  It should be recalled that Uruguay is a founding member of the Cairns Group of agricultural exporting countries which played a decisive part in bringing the Uruguay Round to a conclusion.  More recently, Uruguay took the decision to join the G‑20, a Group which aspires to give agriculture the role it undoubtedly deserves, with special account for the needs of the developing countries.

66. For Uruguay, the agreements concluded during the Uruguay Round, although they have been described as insufficient to achieve the effective opening up of the world to agricultural trade, constituted definite progress towards the goal of endowing agricultural trade with rules subject to worldwide acceptance and multilateral supervision.  However, the work that remains to be done in this area is considerable, and Uruguay's interests are very much at stake.

67. Uruguay's historical commitment to the multilateral system, strengthened by its firm conviction that multilateralism is the best way to approach the agricultural negotiations as regards both access and government support, is reflected in its proactive participation in the efforts being made in the WTO to conclude the Doha Round.
68. In the context of an international crisis in which protectionism is a strong temptation, it is crucial that the Doha Round should be concluded as quickly as possible.  This is vital to us all, in particular a country like Uruguay which, with its small domestic market, depends heavily on foreign trade for its growth and development.
69. At the Ministerial Conference held in Geneva in 2009, Uruguay reaffirmed that the leadership needed to resist protectionism and the political impetus essential to complete the Doha Round were only possible if the WTO functioned legitimately and fully as an institution.  There could be no effective multilateralism without political commitment and without direct support for the WTO.  The Organization had played a fundamental role as a rules‑based system in keeping markets open in the face of the global crisis.  On the same occasion, Uruguay also reiterated the importance of ensuring that the efficient food‑producing developing countries had a fair chance to compete in world commodity markets and that agricultural support policies did not unfairly distort international trade.
III. CONCLUSIONS
70. Since its last review, Uruguay has consolidated a series of economic reforms that have laid the foundations for economic development by tackling the country's productive, social, financial and fiscal vulnerabilities.  These reforms stimulated economic growth and encouraged productive investment.  The result has been growth in production, employment and foreign trade, and a decrease in poverty and destitution.  The country is going through a phase of rapid and sustained growth accompanied by a significant decrease in poverty and an improvement in the distribution of income that is without precedent in the last 50 years.  As explained in this report, the cornerstones of the government's policies were to maintain macroeconomic stability, improve the regulatory framework for the promotion of productive investment, improve the profile the of the public debt, develop a legislative framework to promote private sector participation in the financing of the infrastructure works required to support development, introduce a tax reform with a view to improving fairness, boosting efficiency and stimulating investment, and promote programs to develop production, social policies and employment.  Thanks to these reforms, the country is better equipped to face the international crisis.  The current priority is to undertake long‑term reforms in education, housing and security.  However, external integration remains a key aspect of Uruguay's development strategy.  The government has not forgotten country's international commitments either at the multilateral or at the bilateral or regional levels.  Trade policy forms part of this effort to bring about improvements and to meet the aforementioned national objectives and international commitments.
71.
Uruguay remains committed to multilateralism.  Promotion of free trade and respect for rules are essential in these times of crisis and proliferation of protectionist pressures, which explains Uruguay's efforts at the World Trade Organization and particularly in connection with the current Doha Development Round.  At the same time, it is putting faith in its complex external agenda, by strengthening its commitment to open regionalism and seeking at every possible opportunity to use the trade policy tool for the economic development and well‑being of its people.
72.
As regards the future orientation of its trade policy, Uruguay will continue its process of integration into the world economy in accordance with the agreed rules, by intensifying integration at multilateral and regional levels and seeking to speed up progress with preferential relationship agreements as well as on the domestic front in order to boost efficiency and facilitate trade.
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