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Resumen
Este articulo andiza € proceso de reforma estructura que ha estado teniendo lugar en
Uruguay desde € retorno a la democracia en 1985. Tres preguntas principales orientaron la
investigacion: ¢por qué la reforma? ¢qué tipo de reforma? y ¢cud fue € desempefio ck la
reforma? El centro de atencion principad esta en las reformas pro-mercado tal como han
sdo resumidas en d llamado consenso de Washington, pero € articulo también trata la
reforma politica y la consolidacion de la democracia. El objetivo generd es entender la
reforma en un sentido econdmico y politico amplio. El estudio no pretende solamente
evduar las reformas implementadas, Sno mas bien entender por qué las reformas pro-
mercado avanzaron mas r@pidamente en agunas &eas que en otras, quién las promovio y
quién se opuso, cdmo & proceso politico las modeld y cud fue su desempefio. Este articulo
es parte del programa Understanding Reform™ de la Global Development Network, que
gpunta a megorar nuestra comprension de la experiencia de reforma reciente redizando una
serie de estudios de caso-pais, en profundidad, simulténeos'y coordinados.

Abstract

This paper analyzes the structurd reform process that has been taking place in Uruguay
gnce the return to democracy in 1985. Three main questions oriented the research: why
reform? what kind of reform? and, how well did the reform perform? The man focus is on
the pro-market reforms as they have been summarized in the so-cdled Washington
Consensus, but the paper adso deds with politicd reform and the consolidation of
democracy. The generd goa is to understand reform in a broad economic and politica
sene. The dudy is not just amed a assessng the reforms implemented, but rather to
undergand why the market-friendly reforms moved faster in some aeas than in others, who
promoted and who opposed reform, how the political process shaped the reform, and how
well the reform peformed. This paper is pat of the Globa Development Network's
ressarch  progran named "Underdanding Reform”, which ams a improving our
understanding of the recent reform experience by performing smultaneous and coordinated
in-depth country-case studies.
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1 Introduction

Ove the last few decades, the countries of Latin America have gone through a “double’
trangtion. It has been a process smilar to what happened in Eastern Europe &fter the
collgpse of “red” socidism, and aso comparable to what the southern regions of the Old
World had to face in the middle of the 1970s. The firg¢ dimenson of these “dud”
trangtions has to do with the process of democratization and its chances of ganing in
grength. The “second” trangtion has to do with the processes of reform and Structura
change, in politics, in the State and in the economy, and in modes of regulation and of
public management. There are big changes in society on a nationwide scae, and dso in
internationa relations and in the integrated regiona blocs.

We ae confronted with a “change of epoch”, which is dtering the structures which were
established during the 20th century. This long and litigious process is gill going on, and the
outlines of new development paiterns are emerging. This is a mgor higoric shift, and it is
happening dl over the world. However, while this movement is universd it is not
homogeneous. Like what happened in other periods of fundamental change, particularly
sgnce the crigs of the 1930s, this is a widespread evolution but it is not occurring in a
uniform way. The map of the trangtions shows diversity.

This diversty has been dudied on the levd of inditutions and of politicd processes.
Typologies and indicators have been congructed which seek to compare and classfy the
trangtions to democracy, the forms and the qudity of the democracies, their “weaknesses’
and their degree of consolidation, government regimes, party systems, and the participation
of the citizenry, of economic agents and of socid actors.

There are dso sudies of the reforms which take into account the generd orientation of
these processes in a particular country, or consder one particular sector, or advance in
comparative andyses which vary in scope as to the fidd of the comparison and the number
of cases.

This paper is geared specificaly to the case of Uruguay. It involves an andyds of the
relaion between politics and reforms — politics and policies — which shows the ways in
which the inditutions, the political processes and the games of the different power brokers
impact on the “path” of the reforms promoting them, limiting them or blocking them,
modding the rhythms, the initiatives and the characteridics of the solutions which have
come to be adopted, their implementation and ther effectiveness, and the srengths and
weaknesses which have emerged through the changes which are taking place.

Much progress has been made in this line of research, but further $udy is needed. For a
while, the debate was centered on the reforms themsdves and on ther suitability,
principaly with regard to politica inditutions, the economy, the dae, public management
and socid policies. Subsequently attention turned to politics, to its rules and its specific



development, as a determinant factor in the dynamic of these reforms within the fabric of
nationd and internationd conditioning factors. In our sudy we adopt this second

perspective.

We aim to provide an answer to the three main questions posed in Fandli and Popov (2002)
for the Uruguayan case. The reform process that took place in the country in recent years
has had important consequences for Uruguay, but the outcomes have not ways been what
was expected. This phenomenon justifies the focus of the learning modd in terms of

making circular use of the description and andyss scheme -Why, What and How well- put
forward Fandli and Popov (2003).

This pagper focuses on a series of gdructurd reforms implemented in recent years, manly
during the 1990s in the aeas of foreign trade, socid security, public utilities, legd
infrastructure and eectord and government systems. Although it is not an exhaudive list of
reformigt initiatives it covers the core of the process, ingances where sustained political
action in a specific direction can be identified. The common andyticd matrix facilitated the
comparison of phenomena, 0 Smilarities and differences could be identified and the
factors behind successes and failures picked out. For this, the results from the literature
have been integrated in the scheme mentioned above. A chronicle of the main changes in
political economy in the 1990s has been brought up to date, and there is a detailed account
of the positions of the different actors involved.

Thisstudy is organized in six sections, of which thisintroduction isthe firgt. In section 2

we put the case of Uruguay in aregiona perspective, with areview of some recent

literature that measures reform efforts across countries.

Section 3 addresses the issue of why the reforms have been undertaken, focusing on gods
and incentives. In section 4, the paper turns to the what-kind-of-reform question. A wide
range of policies can be liged under the generd heading of market-friendly reforms. The
outcome of the reform process is highly sendtive to the specific mix of policies that are
being pursued in esch particular higorica context. Hence it is crucid to identify the
specific characterigtics of the reform package in each country case. To this end, we try to
identify the vaues and idess involved in the reforms, the way they have been formulated,
the decisonrmaking process, and issues of implementation. Section 5 provides a brief
account of exiging evidence on the performance of the reforms. The paper contains an
gppendix with agenerd chronology of the Uruguayan reform process.

2 The Uruguayan reform process in a regional
perspective

Uruguay is often regarded as a reluctant reformer. This view is to some extent supported by
some indexes of economic reform. Lora (2001) computes an index of pro-market structural
reform in 19 Latin American and Caribbean countries. In this group, Uruguay is the country
whose index of economic reform changed least between 1985 and 1999, i.e during the
period of mogt intense reform in the region. According to the same index, Uruguay was the
fourth top reformer in 1985, surpassed only by Chile, Jamaica and Trinidad and Tobago,



but it plummeted to lagt pogtion in 1999. This period coincides with the firg three
democratic administrations after Uruguay returned to democracy in 1985.

According to Lora (1998), it is not that Uruguay did not reform, but that it did so gradualy.
Usng vdues from the dructurd reform index of 1985 and 1995, Lora cdasdfied Létin
American and Caribbean countries in four groups. early reformers, gradua reformers, late
reformers and dow reformers. Uruguay is one of the two gradud reformers (Colombia is
the other). Lora and Oliveras (2003) index of "unbundling” reinforces this view. The index
of reform "unbundling” regigers its maximum vaue when reform takes place only in one
aea a atime and its minimum vaue when it takes place smultaneoudy in dl aress to an
equa extent. Uruguay has the second highest vaue for unbundling in the region.

The stance of economic reform varies consderably from one area to another. According to
Lora (2001), trade and finance are the areas in which Latin America and the Caribbean
have reformed the most, while privatization and tax and labor policies are the areas in
which there has been the least progress. By 1999 (the last year in Lords study), Uruguay
was the country in the region that had privatized the least, and was the second least flexible
in terms of labor inditutions. Forteza and Rama (2003) compute an index of labor rigidity
and it shows that Uruguay is the mogt rigid country in Latin America On the other hand,
Uruguay has one of the highest values in the (free) trade index in Lorals computations, and
has intermediate vaues for financid and tax policies.

The above mentioned dudies are ussful for putting the country in a regiond perspective,
but they inevitably leave some aspects out of the picture. Firdt, reform is the main outcome
of a political process which is only laterdly addressed in the cross-country studies. Without
this ingredient, it is not possble to provide a satisfactory answer to the type of questions
that guided this research. Second, the cross-country gpproach provides some useful stylized
facts, but as such they do not drictly apply in each and every country. The reform indexes
ae proxies used to sudy complex phenomena More detaled narratives of specific
experiences, such as those presented in this research program, can thus be a usefu
complement. To this end, we adopted an "anaytic narrativeé’ methodology (Bates et 4,
1998).

3 Why have the reform been implemented?

An analyss of the reasons behind the reforms answers the question of the objectives and
the incentives of the actors in the process. Economic and socid development is invariably a
declared god for everyone involved in processes of dructurd reform. More specific
objectives, on the other hand, vary from one actor to another and from one reform to
another. The actors in the process are subject to different conditioning factors which affect
their incentives with regard to reform. Factors such as the current economic criss, and
externd pressure and internd feedback which the process of reform itsdf can generate, are
usudly important incentives. In this section we propose to shed some light on the reasons



for the reforms in Uruguay by exploring the objectives and incentives of the actors involved
in the process.

3.1 Objectives

The declared objectives of the reforms were ambitious and wide-ranging. They incuded
promoting growth, increesng efficency, drengthening socid policies, and  consolidating
and drengthening democratic inditutions. However, the specificity of the reform program
which is andyzed in this paper does not lie in these generd posgtulates but in the more
gpecific proposas for reform which, in turn, sem from a certain diagnosis of the country’s
gtuation.

What reformers sought is to promote economic efficiency and growth through a collection
of polices which foder the functioning of markets Trade opening should involve a
redlocation of resources towards those activities in which the country has comparative
advantages, going beyond the stage of import subgtitution. Opening to foreign trade would
aso operate as a policy for promoting competition, and contribute to overcoming the
monopolisic and oligopolisic dructures which have dominated internd production. The
experience of the import subgtitution periods showed that barriers to foreign trade are
asociaed with very limited competition in the internd maket, paticulaly in a andl
country like Uruguay. Opening would favor consumers because prices would fal and there
would be a greater variety of products available. Productive activity —with comparative
advantages would aso benefit from lower prices and a greater variety of inputs and capitd
goods, al of which would foster grester technical progress.

According to the promoters of reform, privatization and the dismantling of the monopolies
formerly enjoyed by public enterprises would contribute to generating grester competition
and promoting private invesment and technical progress. They cdamed that a number of
dtate enterprises behaved like monopolies and were inefficient.

The reforms amed at increasng competition in markets were based on the classc reaults in
economics that competitive markets dlow for an efficient alocation of resources, and
therefore it is dedrable to develop them wherever possble. Insofar as recent technologica
changes have modified the old conception that public service sectors should integraly
conditute natura  monopolies, conceptions amed a developing compstition in these
markets have emerged. Greater competition should include a reduction in the cods of
public services, both for the fina consumer, and, just as important, for enterprises, thus
contributing to increased competitiveness in the Uruguayan economy.

2 A fundamental aspect of the reform process is who takes part and who is excluded. This process of inclusion
and excluson can be partidly endogenous, and some players may have the capacity to include or to exclude
other players. For this reason, when we spesk of the actors involved in reform we are referring both to those
who are induded and to those excluded. Lujan (2003) has andyzed this aspect of the negotiation process in
socia security reform in Uruguay.



The reforms geared to drengthening cepitd markets were intended to give enterprises
another option for financing, with additiond to bank credits and new options for savers to
inves. Enterprises would be adle to obtan financing a lower cost and with longer
repayment periods. Savers would have more options to diversfy risks, greater liquidity
(more flexible entry and exit) and a separation between ownership and the adminidration of
asets In macroeconomic terms, the reform amed a fostering domedtic savings and
reducing externa vulnerability. Putting aside the contentious issue of a causal link between
savings and growth, there is genera agreement that financiad development, broadly defined,
co-varies positively with GDP per capitaand growth rates’.

Promoters of the reform of the socid security system expected this to contribute to an
improvement in both micro- and macroeconomic performance. The new sysem should
reduce the digtortions of the previous pay-as-you-go System, inducing an increese in rates
of activity, grester formdization of work, a rasng of the retirement age, and increases in
rates of saving. The private penson funds, in turn, would contribute to the development of
the locd capitd market. Ladly, in the long term, the reform should re-establish the
financd viability of the socd security sysem, which is threstened by the progressive
ageing of the population, the generous benefits which were awarded in the early stages of
the public system, and the loss of collective capitaization funds.

Other objectives that were aso incorporated into the reformist platform were the
drengthening of social policies. The ambit in which this objective can be seen in its most
explicit and detalled way is the reform of the socid security sysem. The provison of socid
security includes both protecting workers againgt the risk of income loss, that is to say an
insurance service in its grict sense, and redidributive policies which seek to dleviate
chronic poverty (which can be consdered as insurance in a wide sense). Improvement in
the provison of security had to be effected through a “divergfication” of the ways in which
socia security services are provided, subdituting the traditional system of pensions (which
had a single public pillar of defined benefits and pay-as-you-go) by a sysem with severd
pillars. It involves combining three pillars in different proportions, a compulsory pay-as-
you-go public pillar, a compulsory private pillar of individud capitdization, and a
voluntary private pillar of individuad capitdization. This was an  attempt to set up formulas
that would be flexible and adapted to the redity of the nationd Stuation, and which would
safeguard againg various risks, such as the risk of payments losng acquistive power
because of inflaion, the risk that the formulas for caculaing benefits and contribution rates
might be modified, and the maket rik in the individud capitdizetion aea The
improvement in dleviaiing poverty would be effected through more focdized and
trangparent programs. A generd diagnosis shared by the promoters of the reform is that the
previous sysem led to a redidribution profile which often did not favor low income
sectors.

Rather more tangentidly, the privatization of public enterprises was linked to the
posshility of deveoping socid polices The agument was that privatization would
provide resources that would alow socid policiesto be strengthened.

3 SeeLevine-Zervos (1998), and others.



After the dictatorship, severd politicd changes took place which involved the
consolidation of democracy. Although the democratic trandtion affected virtudly every
area of politics, the present paper is centered specificdly on an andyss of the process
which led to the condtitutiona reform approved in 1996. According to their proponents, the
new digpogtions sought to foder the formation of mgorities to govern, while at the same
time promoting transparency in the dectord systerrt'.

On the firg point, the new conditution seeks to incorporate norms which will gimulate
politicd agreements and negotiation, the forming of coditions gability in cabinets and
legidative mgorities. On the one hand, it was maintained that the second round in dections
would stimulate the making of agreements to goverr?. On the other hand, the mechanisms
for replacing the directors of the public enterprises were modified so as to increase the costs
of aandoning a caodition. As to the trangparency of the eectora system, the intention was
to give the voter greater certainty and freedom by limiting the agpplication of the double
smultaneous vote and permitting him to opt for different parties in the different sections
that make up the dectord process (primary, nationa and local eections).

The generd objectives of the reform process were rdaively fixed in the period under
condgderation, but there was a certain evolution in the more specific or insrumenta
objectives. These changes were induced by the reform process itsdlf. In the area of trade
policy, a drategy which favored unilatera opening gave way to a draegy of regiond
integration. This change was clearly determined by the evolution of the regiond integration
process, and this in turn was determined basicdly by the big countries in the region. In the
aea of public enterprises, the atempt a privatization in the firg haf of the 1990s failed,
and this caused adjusments to the reformist proposd which tended to emphasize the
removd of monopolies the possbility of public enterprises associating with  private
companies, and the creation of independent regulatory bodies.

3.2 Incentives

The literature about the politicad economy of the reforms has identified factors which
usualy affect the incentives of agents to promote or to put a brake on reform. In this
section, we andyze the incidence of three of these factors: the criss, externd pressure and
internal feedback.

4 In the expostion of the reasons for the projected conditutional law, we read that, “substantia modifications
to the prevailing eectord system are proposed s0 as to make it more trangparent and suitable to the current
dtuation..and adso to make the reation between the executive power and the legidative power more fluid,
thus meking it eesier for government agreements  between the different parties with paliamentary
representetion to emerge and be consolidated”. (Record of the sessons of the Senate Chamber No.103,
volume 376, 13 Augus, 1996, p. 33)

® “To create, therefore, grester politica representativness, and consequently facilitate the indispensable task of
dlowing agreements and politicad help from outsde parties in order to edtablish stable government. This is
what is embodied in the dipulation of a second round of voting h dections in cases in which no candidate has
obtained more than 50% of the totd votes cast in the first round.” (Record of the sessons of the Senate
Chamber No. 103, volume 376, 13 August, 1996, p. 33)



3.2.1 The crisis of the system

There has been much debate in the literature on political economy about the role of crises in
reform processes, but no consensus has been reached (Drazen, 2000, pp 444-454;
Sturzenegger and Tommas, 1998, pp 9-11). Some authors maintain that crises have been
factors that triggered reform (Bresser Pereira, Maraval, and Przeworsky, 1993; Bates and
Krueger, 1993; Cardoso and Galad, 2002), while others have questioned this hypothess.
Rodrik (1996) argued that this idea is a tautology, for reforms become an issue only when
current policies are not working. Some modes indicate that reforms might be more likey
in good times than in bad (Orphanides, 1996). More recently, there has been emphasis on
the idea that crisess may be cosly and may destroy inditutions, affecting the qudity of
reforms and perhaps even leading to their abolition (Fanelli and Popov, 2003, p 24; Rius
and van de Wadle, 2003, p 5; Tommas, 2002). The empirical evidence on criss and reform
is scarce and mixed. Drazen and Eagterly (2001) found that countries that showed very high
inflation and black market premiums enacted reforms that reduced inflation and black
market premiums below the level of countries that did not suffer from inflation or exchange
rate shocks. They did not find evidence of crises triggering reform when there were fiscd
and current account deficits and low GDP growth.

The experience of reform in Uruguay does not alow firm conclusons on this question to be
drawn. Crises may have been a factor in triggering reform in some aress (trade) and a brake
in other areas (financid, public sarvices). The Uruguayan experience aso shows that not
only the current criss matters for reform. The perception that there may be more crises to
come, and that these perceptions are the object of political action are aso important aspects
of the reform process (socia security, the sense of urgency shown by Sanguinetti).

In 1974, the firgt oil criss contributed to the termination of the import subgtitution modd,
which had been showing cdear dgns of exhaudion. The increase in the price of petrol
(which Uruguay does not produce), the loss of markets for meat and the fdl in the prices of
traditiond export products brought about a change of mode. This episode fits in with the
sylized fact, which is emphasized by Cardoso and Gad (2002), that crises characterized
by fdls in red income and negative rates of growth facilitate the adoption of trade reform.
The subsequent move to opening, which took place a the start of the 1990s with the
cregtion of the MERCOSUR, was not connected to any criss with these characteridtics.
Quite the contrary, it was a period of significant economic growth and of rising income.

When it comes to public enterprises, it can be sad in a very generd way that there is no
objective sgn of criss which would cdl for reforms. The public provison of public
sarvices in Uruguay has the not very common characteridics that they do not run with big
deficits and that they provide very wide cover, especialy when compared with the
indicators of other developing countries. However, a the start of the 1990s, there were
deficiencies in the qudity of service in mogt of them. But the Stuation is not seen as critica
by public opinion, nor by the political system, nor by the business sector.



It is possble that the criss of the country may have acted as a brake on reform in some
aess. In the early 1990s, the country saw the find stages of the resolution of the externd
debt and banking crises, which were rooted in the hard peg exchange regime collgpse of
1982. The resolution of the protracted banking criss left productive enterprises desperate
for funding. It was then clear that some devdlopment of capitd markets could fill the gap.
More recently government spokesmen explained that the adminigration of the criss which
the Uruguayan economy has been going through since 1999 occupied a lot of the
government’s energy, thus limiting its capacity to push forward with its reform program
(Busqueda 1216, 28/08/03, p 12). There are clear signs that the government has been
weekened politicaly by the crisis, and it has had to make concessons under pressure from
different groups which ressted atempts a reform. At the moment of writing, there is a
referendum process under way amed a overturning the law for the reform of the date
petrol enterprise (ANCAP). Andysts agree that one effect of the bad performance of the
economy in recent years has been to turn people againgt this reform.

The conditutiond reform that was gpproved in 1996 sought to resolve the problem of
governability. The experience of the two previous adminidrations had shown that the
government was finding it increesngly difficult to obtan paliamentaly mgorities In
paticular, the plebiscite that in 1992 overturned the law of public enterprises by an
ovewhdming mgority left the Nationd Paty government isolated politicaly. The rise of
the left codition in 1994 eections, which could be seen as a crisis for the traditional parties,
motivated them to promote a change in the dectord rules. However, the reform was not
directly triggered by a government criss. Quite the contrary in fact, when the congtitutiond
reform of 1996 was passed, the government had the mogt solid codition in the recent
history of the country.

The experience of socid security reform brings to light two more facets of the complex
relation between criss and reform. Fird, it is not the criss in itsdf but perception of the
crigs which prompts action for or aganst reform. Second, this perception is not something
exogenous which the players cannot have an influence on; the players undertook specific
action geared to modifying this perception.

The reforms in socid security have been strongly conditioned by the long term problems of
solvency in the sysem. The trend towards growing expenditure in socid security was
reinforced in Uruguay by the increase in payments which came about after the plebiscite of
1989 which introduced a sysem of penson indexing into the congitution of the Republic.
That plebiscite led to a big rise in pensons in the subsequent years (expenditure on
retirement pensons and benefits increased by approximately 4 points of the GDP between
1990 and 1994), and prevented the government from attacking the fiscd deficit by reducing
the value of retirement pensons and benefits, which had been the traditiona remedy. In
some sense, the plebiscite itsdf made a deeper reform inevitable (de Olivera et d, 1994
21; Flguera et d, 1999; Sadain 1999, p 3; Rius, 2003). However, the criss had not yet
druck, a least not to the extent that the Public Penson Bank (BPS) or the government
which assged it financidly were in imminent danger of not being able to make the
payments. The criss could have been anticipated insofar as different studies show that the
financid accounts could only deteriorate in the subsequent years, but in any case it was the



perception of future crises more than the redity of a present crisis that triggered action
leading to reform.

The perception of crigs is aso an arena of politicd competition. Lujan (2003) shows how
the promoters of reform try to transmit a sense of emergency to the population, while those
who oppose it resist, “One d Presdent Julio Maria Sanguinetti’s successes was to generate
the perception that financid crigs was inevitable in the middle term if reform of the socid
security system was not undertaken”. Againgt this, an oppostion Senator said, “Although
there s a problem in the socid security system, it is not as serious nor is it a the leve of
criss which the Presdency clams” (Senator Alberto Courid. Busgueda, No. 804,
10/08/95, pp. 8—9)."

3.2.2 External factors: multilateral institutions and the reform in the
region.

Like in other devedoping countries, multilatera inditutions have contributed to pushing
forward the libera reform process in Uruguay. The inditutions contributed proposds,
technical counsding and finance to cary out various reforms. But the rhythm and many
specific details of the reforms were very conditioned by internd factors. The process was
maked by the presence of politicd and socid forces with conflicting visons of the
reforms, and this had the effect of dowing them down and limiting their scope. At times,
the action of the multilaterd inditutions themsdves seemed somewhat uncertain and
contradictory, possbly because of the need to negotiate solutions with a variety of different
internal actors.

On more than one occasion, both government spokesmen and representatives of the
multilateral indtitutions said that these inditutions had played a secondary role in fostering
reform. For examples, Lujan (2003) cites declarations made by the Presidentid secretary
during the Samguinetti adminidration (1995-2000) which clamed that the reform agenda
had been esablished interndly, without externd influence, “According to the secretary of
the Presdent, the dructuring of the reform proposa came from endogenous sources and
had more to do with the nationd limits of the codition than with externd guiddines from
internationa or regiond credit indtitutions” The presdent of the Inter-American
Devdopment Bank (IDB) made declarations in the press to the same effect. It seems
evident that with public statements such as these, the IDB and the Uruguayan government
wished to convey the idea that the reform had been designed in Uruguay, without foreign
influence. However, it is less obvious that such declarations might be a proof thet the
agenda was in fact edablished by paties independently of multilatera inditutions, given
that it was only to be expected tha they would say this bearing in mind the usud
preoccupation with national politicdl auttonomy and the previous podtion agang the
multilateral credit inditutions which locd public opinion often has. Without prgudice to
this, the content of the Uruguayan reforms themsdves, and some details of the negotiation
process, suggest that the ingtitutions had to make considerable concessions,
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The internationd inditutions in ther misson documents, and the country in the
commitments made, for example in the letters of intention with the IMF, mantan a
reformist rhetoric, but the goals set are not necessxrily met in the time period agreed
without this causng grave consequences for the country, or financid redrictions. There is
explicit recognition of the redrictions which are imposed on the internd political process
when evaduating the government’s reform effort. For example, in November 2000, a report
from the World Bank gave podtive vaudtion to the government’s efforts to permit grester
paticipation from the private sector in activity traditiondly undertaken by the public
sector, “..given the politicd mandate agangt privatization of public enterprises’ (a clear
reference to the plebiscite which overturned the proposed law of public enterprises). What
is more, the IDB and the World Bank (WB) financed expansion projects in some public
enterprises in the 1990s without imposing, as a prior requirement, structural reforms such
as privatization or the impogtion of regulatory frameworks. In the socid security reform,
the IDB and the WB adopted postions that were very far apart. At the beginning of 1995
the WB questioned the reform proposd which the politicd parties were negotiating and
withdrew its support® The IDB, on the other hand, supported the reform from the
beginning, and contributed funding and provided technica and politica backing.

These apparent contradictions, and the margins of flexibility that are evident, seem to be
explicable in a drategic context in which the multilaterd indtitution recognizes itsdf to be
one of may "principds’ who are druggling to influence the policy implemented by the
government.” In this context, the rationd thing to do is concede something if in exchange
the reform process can be unblocked.

The dtuation in trade reform is somewhat different. The multilateral credit indtitutions have
not played an active role in the process of trade reform in Uruguay. If there was some kind
of impostion of conditions, it was more globa and more in the amosphere, more on the
level of ideas than anything dse. But in this ingance we cannot talk about a concesson on
the pat of the multilaterd inditutions dnce, beyond certan deviaions in trade poalicy,
Uruguay is recognized in the internationd community as a member of the club of Lain
American countries which implemented trade reform and opened (Rgapatirana, 1995).

The events which were teking place in the other countries in the region dso had an
influence on the agenda of internd reforms in Uruguay. There is no doubt that, apart from
locd idiosyncrasies, reforms like the 1992 public enterprises law, the 1995 penson systems
law, and the 1997 law of the regulatory framework for eectrica energy, followed generd
guiddines present in the reform processes which were being implemented in the region.
Also the impulse to trade opening which was present in Uruguay a the dtart of the 1990s
was favored by a change in the trade policy orientation of the countries in the region.
During those years, the import substitution model was tending to be replaced by a mode of
trade opening and orientation to exports. The mogt ggnificant change was that, from the

® At that time, the misson of the World Bank believed that the reform was not sufficiently far-resching
(Olivera, 1999). In the following years, the WB revised this vison and saw the Stuation in a more favorable
light.

" This hypothesis fits in with the common agency mode which has been developed by Grossman and
Helpman, among others. See Grossman and Helpman (2001).
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late 1980s and especidly at the start of the 1990s, Brazil intensified the process of opening
its economy unilaterdly. Brazil has about 40 times the economic weight of Uruguay, and
this policy change on the pat of her biggest neighbor dtered the domestic equilibrium in
Uruguay in favor of pro-export groups (see Krishna and Mitra, 2000)%. Clearly, in the
period 1990-1994, the Nationd Paty government in Uruguay were conscious of this
change. The Mercosur should be understood in the context of this change of modd and
paradigm because it was an insrument that supported and consolidated this drategy of
unilateral opening. All the economies in the region without exception adopted this Strategy,
dthough each went a its own rhythm. In this sense, unilaterdism and regiondism were not
drategies that subgtituted trade liberdization, they were strategies that complemented it.

Even though the conditutiona reform of 1996 has many authoctonous characteridics, it
follows the generd paitern in the region. The introduction of the mgority run-off system,
the limitation to one presdentid candidate per paty, the primary dections and the
separation of the loca and nationd dections are in line with the changes tha severd
countries in Lain America were implementing in those years In turn, multilaterd
indtitutions did not play an active role in the process of political reform.

The Chilean experience had an evident influence and was widdy debated in Uruguay.
Reform in Argentina dso had an effect on Uruguay, but with changing sign. In the firg
haf of the 1990s, the Argentine modd was presented by the reformist politica sectors as
the road to be followed. But afterwards, to the extent that economic results in Argentina
turned sour and reports of corruption spread, the experience of our closest neighbor tended
more to serve the politica interests of opponents of liberd reform in Uruguay.

3.2.3 Internal factors: public opinion, parties and social organizations

Public opinion has had a decisve influence on the reform process in Uruguay, conditioning
its rhythm and specific content. The opinion of the people has not only made itsdf fdt in
the nationd dections but aso in a number of referenda and plebiscites about the reforms
which took place during the period. The intense use of mechanisms of direct democracy
meant that, on the question of reform, the bettle for public opinion was centra to the
activities of the political parties and of the socid organizations involved.

In generd, Uruguayan public opinion has been reticent on the question of market-friendly
reforms, but some reforms have had explicit or tacit support. The outstanding example here
iSs opening to trade in the region. Although there was debate about the moddity of the
negotiations, the generd principle tha Uruguay should become integrated into the region

8 Krishna and Mitra's (2000) paper concludes with the following statement: “We find that such unilatera

liberdization induces reciproca tariff reduction by the partner country. Intuitively, unilaterd liberdization by
one country has the effect of increasing the incentives for the export lobby in the partner country to form and
to lobby effectively againgt the import competing lobbies there for lower protection. These results gand in
contrast to the policy arguments that suggest that closing (or threatening to close) one€'s market would help
pry open the markets of others, and some recent results in the literature emphasize ingtitutiona reciprocity as
an essentiad means of getting to efficient outcomes’.
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was widdy supported by the people. In other cases, rather than support for reform, there
was discontent with the prior Stuation which the proponents of reform were able to take
advantage of. Thisis what happened with the socia security and constitutional reforms®

The Uruguayan political parties have internd factions which hold a rdatively wide range of
positions on the question of liberd reform. In the traditiond parties, these postions go from
radica reformists to moderate reformidts. In the leftist codition, the dominant positions are
grongly againg reform that has its roots in liberdism, but there are factions that have
shown some disposition to negotiate moderate reforms.

The traditional parties have occupied the Presidency throughout the period under study, but
the dominant factions have varied consderably. The four adminigrations which have been
in power since the return to democracy in 1985 have included two which could be caled
moderate (1985-1990 and 1995-2000) and two adminigtrations of a more radicd nature
(1990-1995 and 2000-2005). However, there is no smple and direct relation between the
ideological pogtion of the Presdency and the rhythm and extent of the reforms carried out.
There was a fird dgnificant liberdizing push during the Lacdle adminidraion, in the
period 1990-1995, but the Hiff resstance which this provoked consderably limited the
extent of reform in those years. The next adminigtration was based on a codition of center
factions, and it managed to carry out some important reforms, like the socia security and
condtitutiond reforms.

The compostion of the codition government in 1995 is the key to explaining the reforms
of that period. The two previous democratic governments, which started their mandates in
1985 and in 1990, negotiated governability agreements, but neither of them managed to
make an agreement with the scope and duration of the coalition in power between 1995 and
2000 (Buquet and Pifieiro, 2000).1°

The reform of the socid security sysem had been on the agenda of the traditiond
Uruguayan politicd parties for a number of years and there were severd unsuccessiul
attempts a reform before an agreement was reached which led to the passng of the reform
law in 1985. Throughout this process, the politicd parties learned about the socid security
system which contributed to the design of the new system (Sddain, 1999). There was a
plebiscite in 1989 through which a conditutiona norm was established to the effect that
retirement pensons and benefits would be adjusted in accordance with the index of average
sdaries, and this was an important factor in the reform. In a context of faling inflation, this
index mechanism meant that the amount of the payments made by the socid security
sysem increased condderably in the subsequent years, and this aggravated the wesk
finencid gtuation of the sysem and hdp to convince many people tha reform was

9 Shortly before the socia security reform law was passed, public opinion polls indicated that the majority of
the population were not satisfied with the prevailing system and that a reform was considered to be necessary.
The Ministry of Public Hedth cited the results of surveys which they considered “promising”. According to
these, 70% of the population thought that the prevailing system was unjust or very unjust, 68% fet little or
very little protected by the socid security regime, and 73% thought it reasonable or very reasongble that the
country should underteke reform in this area. Nevertheless, the same survey indicated that Uruguayans did not
consider this matter to be a priority (BUsqueda 786, 30/03/95).

10 See dso the opinions of other political analysts who agree with this, cited by Buquet and Fifigiro.
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necessary. During the Nationd Party adminigration (1990-1995) these factors were aready
in evidence, but attempts to reform the socid security system falled. What was new about
the period beginning in 1995 was that the government codition that was formed by the
traditiona parties was to last throughout Sanguinetti’ s second administration.

In the literature, it is possble to identify two hypotheses which atempt to explain why the
traditionad parties succeeded in maintaining a paticulaly solid government codition in the
period 1995-2000. Both hypotheses have to do with the 1994 dections, in which the
political left grew condgderably and the center factions of the traditiond parties emerged
dominant.

The growth of the left in the 1994 eections was a definite threat to the traditiond parties,
and it led them to form a more solid codition than had been the case in the two previous
adminigrations. Flguera & d (1999) formulate this hypothess in the following terms,
“dthough the government cadition involving Blancos and Colorados had exisged with
greater or lesser continuity and productivity since democracy was re-established, it has
been reinforced in the current period by the extent of the growth of “the discontented third
party” (the left, which came very close to the other two parties in the 1994 eections), and
by the threst of a probable lefti government in the subsequent adminidration period.”
Lujan (2003) advances a smilar idea, “Ancther accderating factor in the politica timing of
the reform, a factor which was not present when the previous projects were presented in the
Lacdle adminigration, was the growth of the Frente Amplio-Encuentro Progresista (left
wing party) in the 1994 dections. Seen from the perspective of the eectord sysem as it
was in 1995, and given the emergence of a new generaion more in favor of the traditiona
left, the rise of Frente Amplio-Encuentro Progresista prompted the Colorado and Blanco
parties to include the reform of the socid security sysem on their agenda in the first phase
of their mandate, the so-caled “honeymoon phase’. Thus, after this law was passed, there
would be time for it be implemented before an eventud Iefti government came to power,
which was expected to happen in the year 2000. Ancther facet of the Stuation is that
moderate factions in the Frente Amplio-Encuentro Progresista saw this as an ided solution.
The matter would be resolved before they came to power, and they would not be trapped in
the radica arguments of the groups in the Frente Amplio more connected with socid
actors” Buquet and Pifieiro (2000) also emphasize that the rise of the left in the 1994
elections was an important factor behind the formation of the government codition which,
among other things, implemented the reform in socia security.

Lanzaro (2000a: 173-176; 2000b: 291-292) argues that the triumph of moderate or center
factions in the treditiona parties in the 1994 dections contributed to making the codition
government of the 1995 - 2000 period viable. The episode is conastent with the theory of
the pivot or pivotal party, according to which those who are in the center, the middle of the
road, are in a better pogtion to pursue a policy of compostion and equilibrium, building
consensus and reducing dissent. He cites a hibliography which contains evidence that
coditions of the center tend to be more stable and productive (Lanzaro 2000a 125-127;
140-149).

Some authors have maintained that there is a certain trend for reforms to be initisted when
new government periods begin (Haggard and Webb, 1994; Lora and Olivera, 2003).
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According to declaraions in the press locd politicians seem to share this idea®
Paradoxicdly, there is no theoreticd literature which adequatdy explans this
Nevertheless, there can be a gpecific explanation for the gpproval of penson reform in
Uruguay a the dat of a government's term in office. One of the main ams which the
oppostion has for blocking reform in the country has been to cal referenda and plebiscites
on these norms. By conditutiona ruling, the reform law for the socid security system
cannot be overturned by referendum because it is a matter exclusvely for the Presdency.
The only ingrument of direct democracy which opponents of the reform could have
recourse to is a plebiscite on conditutiond reform. Through a reform of the conditution,
the main dispogtions of the reform law could be rendered ineffective. But plebiscites can
only be cdled dong with nationad dections. Therefore, by pushing a reform through at the
beginning of its period of adminidraion, a government is assured of more than four years
in which to organize the new system before it can be put to the test of a plebiscite.

It should be emphasized that the promoters of the socia security reform were conscious of
the risk of it being overturned in a plebiscite. In previous years, there had been two
successful  plebiscites to modify aticles in the conditution which had to do with socid
security. In 1989 there was one which introduced the indexing of old age pensions based on
the index of mean sdaries. Then, in 1994, ancother plebiscite established that budgetary
laws cannot contain norms about socia security. These had the effect of overturning
dispositions about socid security included in the 1991 rendering of accounts. In both cases,
the plebiscite was promoted by organizations of retired people, and the effect was to protect
the interests of old age pensioners or workers who would soon be retiring. The second case
was a clear example of overturning a reform that had been passed in paliament by the
politica parties. As we will andyze in the next section, the threat of plebiscite did not only
condition the timing of reform but aso the content.

The postions that the Uruguayan political parties took up on the question of reform were
not only conditioned by their ideologicd posture, but dso by links with the bureaucracy. In
some cases, public enterprises dlow their directors to maintain a high profile in the public
eye and a certain cgpacity to influence the communication media, and this can endble these
people to set up plaforms for launching politicd campaigns!? A leader with this kind of
background is naturaly inclined towards a moderate podtion on the question of reform. For
a politican, the cregtion of an image of leadership and capability in management is
incompatible with a process of reduction and limitation in the management of the public

11 The Presdent, Julio Maria Sanguinetti, expressed this idea in the following terms, “What is not done in
the first year of government is not done in the other four.” (President Julio Maria Sanguinetti. BUsgueda, No.
788, 20/04/95, p.3).

12 In the last two pre-dection periods, for the eections of November 1994 and November 1999, the
directorships of the big public enterprises with the greatest economic importance were platforms for the
launch of preiminary candidete nominatiions from the Colorado and Nationd (Blanco) Parties. For the
eections of 1999, this path was taken by severad members of the Colorado party, namely Ricardo Lombardo,
presdent of the management board of ANTEL (the State tdecommunications enterprise), Mario Carminatti,
president of UTE (the state dectricd power utility) (Busqueda, 13/11/97), and Rondd Pas, member of the
management board of UTE (BUsgueda 11/12/97). But the most famous and most pioneering case was Alberto
Volonté, presdent of the UTE board in the period, who, in effect, competed in the nationd eections of 1994,
and whose only previous palitical role had been as president of UTE.
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enterprise which he directs, as would result from a radicd reform, from privatization, or
even from a sgnificant reduction in the economic weight of the enterprise in that sector.

Various interest groups were intengvely active in the matter of the reform process. What
dands out here is the militant atitude agangt reforms which the unions in the public
enterprises and the associations of pensoners have shown. This is the classc case of groups
made up of people with rdativey uniform interests, and with the capacity to resolve the
problems of internd free riding, involved in collective action (Olson, 1965). They am to
win over public opinion so as to block the reforms through plebiscites and referenda. They
organize campaigns to convince the public, and they sat legd mechanisms in motion which
lead to the exercise of direct democracy. In various ingtances, the changes which ther
activity caused, and the politicd dtuaion that they created by submitting certain laws to
direct popular vote, prompted some politicd sectors to change their pogtion. This
experience seems to indicate that obtaining backin% from the left was a necessary but not
sufficient condition for success in plebiscite campaigns.™

As a rule, employers groups adopt a favorable pogtion on the question of structura change
because of the hypothess that this will reduce both the weight of the state in the economy
and charges for public services. But, in generd, they have not been important actors in the
reform process, probably because they were not able to overcome the problem of internd
free riding because of the rdaively diffuse and specific character of the advantages which
they would obtain from a reduction in the cogts of the gate. The reform in the port is the
only case in which a (smdlish) group of busnessmen had a keen interest in reform, and
they organized themselves to exert influence in the Situation.

The fact that entrepreneuriad groups have been o little involved in reform could aso be due
to ther having divergent postions and interests tha do not adways coincide with the
reforms. Unlike the workers unions, which had a single centra organization, entrepreneurs
were grouped in a number of different business associations whose postions were different
if not totally opposed to each other on the question of the reforms. Banks, for example,
maintained a low profile, and their postion with regard to laws geared to promoting the
development of the cepitd maket was ambiguous because the capitd market is a
competitor to bank credit. In this ambit, only the adminidrators of retirement savings funds
seemed to take an interest in the devdopment of the capitdl market and in its legd
instruments.

More generdly, the reform reduced the scope for rent-seeking, an activity in which some
leading Uruguayan entreprereurs had become quite skillful. Findly, the reform involved a
congderable degree of individud uncertainty, and many firms could not tdl for sure
whether they would be among the winners (the Fernandez and Rodrik effect).

Paliticd reform is an aea in which interest groups were not seen to participate actively.
Snce it does not affect specific groups with well-defined interests, the debate about
eectord and governmenta reform remained in the specific ambit of party political activity.

13 In that period, there were a number of interesting cases in the country of lobbing activity based on the
transmission of information in away that Grossman and Helpman (2001) analyze in part 2 of their book.
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We can suppose that this non-intervention on the part of the socid organizations benefited
reformist sectors because the groups with the grestest capacity for organization invariably
line up with the pogtions of the left, and the mgority of the left codition opposed to reform
asit would negatively affect their chancesin the dections.

In some areas the government was able to effect reforms without needing to have recourse
to support in paliament. The outdanding example is trade policy, which was changed
manly by decrees and resolutions with paliamentary participation.'* Besides this the
government was able to take a number of infrastructure construction works out of the date
phere through mechanisms of awarding contracts for highways, arports, and water and
sewage system concessions to private enterprise.

Ancther ingrument of trade policy was conventions and treaties, and in this area the
Presdent is rdatively autonomous from parliament. In the period, there was the Mercosur
treaty of Asuncidon (1991) and the World Trade Organization Act of Marrakech (1994). In
both instances, in spite of debate about approva, the ratification laws condtituted a package
which was approved without being opened. These two agreements constrained the scope
for government discretion in trade policy.

4 What kind of reform is better adapted to achieving its
objectives?

4.1 Politics and policies in democratic Uruguay

Since the return to democracy in 1985, Uruguay has shown a high degree of politicd
incluson, decentrdization of power, and politicd and socid paticipation. Intensve
negotiations have taken place between politica parties and socia organizations, which each
hold a consderable degree of power. It has not been easy to arive a agreements in a
number of important policy areas. Contrasting views and different interests have made the
negotiations rigid and often harsh, and as a result the reform process in Uruguay may |ook
duggish and incomplete. But a the same time, and despite serious disagreements in this
fidd, the country exhibits a remarkable degree of politicd and socid coheson. A generd
hypothesis of this research project is that the graduaism of the Uruguayan reform process
and political and socid inclusion go hand in hand.

The centrd propostion of this dudy is that, in Uruguay, there is not smply a “blocking” of
reforms, as some have agued, but a manner of implementing reforms which permits
progress to be made in a peculiar and digtinctive way. What in fact comes out is gradudist
and moderate politicd engineering, which sats the mode of the reform processes with
respect to itineraries and aso with respect to results.

14 Rgjapatirana (1995) identifies this same pattern of trade policy in many countries.
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As a basc hypothess, we maintan that this gradudis and moderate logic is a result of
politica compstition in a plurdis democracy like that which took over in Uruguay after the
authoritarian  regime ended. It sprang specificdly from the characteristics of the
government regime, the eectord rules, and the trandformation of the paty sysem. This
gradudig and moderate “incrementd” logic is the result of the paliticd dynamic. In
concrete terms, it dems from the competition between parties and factions within the
parties which shapes the course the government takes, regulates innovative initiatives, and
mobilizes the “veto players’, sdting certain parameters as to styles of leadership and
reform coditions, building consensus and reducing dissent. What we have here is a “moda
pattern”, characteristic of plurdist democracies like Uruguay, which generates a process of
“muddling through” (Lindblom 1959) with continud compromises and adjustments in the
implementation of public policies.

It is important to note that, generdly spesking, graduaism is not necessarily the result of
any determinate politica will. 1t is rather the objective resultant that “emerges’ from the
conflict of interests of the forces in play, and in paticular from the competition between
paties and factions within parties. In this generd outline, gradudism is dso “the law of the
game’, proposng a kind of “legdity of change’, that is to say, the modd to which the
proponents of reform have to adjust in order for their proposals to be workable, efficient
and legitimae (building consensus and reducing dissent). This is the key to how to go
through the “eye of the needli€’ in the Uruguayan sysem. In fact, as we shdl see in
different chepters of this dudy, the most successful initiatives are those which mould
themsdves to this modd and meet a least two requirements @ Presdentid leadership
which is both innovative and transactional, and b) a centrist, moderate, reform codition,
which makes progress by proposals for compromise.

As Lindblom would say, it is the “sciencg’ (wisdom indeed) of “muddling through”. The
reform of the socid security sysem and the reform of the dectord system with the
Condtitution of 1996 provide two good cases for the discusson of these premises, and
comparison with other, less successful initiatives. It is no coincidence that both these
examples come from President Sanguinetti’ s second adminitration.

Before going more deeply into this explanation, it is essentid to make a preiminary
diginction. Some of the reform processes in Latin America have been undertaken under
authoritarian  regimes. The paradigm example of this is Chile under the Pinochet
dictatorship, a period when there was radica “liberaization” of the economy, changes in
the dructure and in the functions of the state, and dso conditutiond reform which, to a
large extent, dill holds sway. Uruguayan reform aso took place under the dictatorship and
under democracy. The milestones of financid, domestic and foreign liberdization, and the
fird deps to trade liberdization, were edablished during the dictatorship, but the
Uruguayan dictatorship did not have the “foundationd” style of that in Chile®®

15 A complete hventory has not yet been made of the measures which were adopted during the dictatorship.
Some economic and politicad science studies have made contributions to our knowledge of this, but quite a lot
remainsto be researched.
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This trend is of fundamenta importance but it is not the whole story because not dl
democracies fit the same pattern. Therefore it is necessary to move up to a different leve of
differentigtion In fact, with dl due respect to other classfications in this area we can
diginguish “mgority” regimes, “populit” or “neo-populis” formulas and “plurdig”
systems, and Uruguay can be considered as a“leading casg’ in thislast category.

4.2 Basic knowledge: values and information

4.2.1 Values and ideology

Public opinion has been a decisve factor in shaping the reform process, and certainly
politicians have to pay heed to it regardiess of their condituencies. The following data on
the profile of public opinion in Uruguay (Latinobarometro poll series 1995-2002)
illustrates some values to do with economics that are widely held.

Uruguay’s approvd of the free market economy is by far the lowest in Latin
America: 35% versus a continentad average of 57%. It is among the four countries
that are leest satidfied with this sysem (10% satidfaction versus the Latiin America
average of 24%).

Only Argentina has a more negetive view of privatization than Uruguay: the former
has an gpprova rating of 14% and the latter of 16%.

Thus public opinion in the market versus dae debate is tilted in favor of the dSate.
Although this is harder to document, swathes of public opinion have a negative perception
of the financid sector and show some disrust of financid globdization. Not surprisngly,
while the general public tend to favor financia regulation and supervison, some actud and
would-be market participants demand less regulation and more freedom to operate. On
more technica questions, a pat of the lega professon with center-left leenings have
voiced concern about the private paties choice of jurisdictions enshrined in the new
capitd markets legidation.

A consderable proportion of the population does not trust private enterprise and they tend
to associate t with corruption, profits taken out of the country, excessve charges and bad
sarvice. There is a perception that the big enterprises which operate public services in the
world would have too much power rdative to the smdl sze of the country, and Uruguay
would not be able to “defend itsalf”.

The idea of protecting the domestic market as a way of protecting nationa employment
from the rest of the world is deeply rooted in Uruguay. Trade opening contradicts the
common sense view derived from this idea, and is therefore potentidly conflictive for this
society. Another idea which goes hand in hand with this is that Uruguay is a very smadl
country and that economic growth must be led by exports.

19



Socid security policy tends to be drongly conditioned by vaues and ideology. In the
debate about reform thee ae a leest two dimendons with powerful ideologicd
connotations, the state versus the market, and equdity versus efficiency. On the one hand,
the fact that public opinion in the country does not trust the market makes it unlikely that a
sweeping privatization reform could be successful. Therefore, the reform should reserve a
domingting role to the public pillar in that sysem. On the other hand, dthough dl the
politicad and socid actors involved in the reform process agree that the socid security
sysem ought to be redistributive and efficient, while the promoters of reform see these
objectives as being a palitical dilemma, opponents do not seem to see it the same way. The
paties and technicians who support the reform maintan that the tenuous correation
between contributions and payments in the old sysem generated powerful incentives for
evason and informdity. The god of the reform, therefore, was to give grester financid
equity to the system in the expectation that this would incresse incentives towards
formdization. Opponents of the reform tended to attribute the inefficiency of the system,
incduding evason and informdity in the labor maket, to poor management in the
adminigration of socid security. In any case, and going beyond the differences noted here,
the shared objective to develop redistribute policies through the penson system meant that
the payments pillar had to continue as the bass and the pillar of individud savings as a
complementary comjponent.

4.2.2 Information and uncertainty

Uruguay is a rdaivey smple and homogenous country and it has a rddivey good
datigtical information base by Latin American standards. However, opponents of reform
and various independent analysts have argued that the lack of information, transparency
and experience, paticularly in regulatory matters, increase uncertainty with regard to the
way some reforms could function.

In the sphere of foreign trade, there are no redtrictions on the implementation of reform that
gem from lack of knowledge. Many nationd and international Sudies have identified the
cods of protectionism in the country. Among these a number of dudies made in the
framework of different World Bank projects stand out (Corbo and De Melo, 1987,
Connolly and De Melo, 1994; Rgapatirana, 1995; Shatz and Tarr, 2000).

In other areas there is a lack of information and trangparency which could have had an
influence on the success of the reforms. There was no experience of regulaing public
sarvices before the attempt a reform began, and there are no Sudies that evaduate the
possible effects of the reforms.

Absence or poor disclosure is the landmark of domestic corporate and financid sectors,
often operating under week regulation and supervison. Lopez-de-Silanes (2002) databases
show that the ratings of Uruguayan accounting standards are clearly below the deveoping
countries average. Other inditutions for which there is a death of information are the
following:
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1. Dominance of the banking sysem. By its very nature, the lack of a secondary
market for loans tends to make this area opaque.

2. The old syndicate of brokers, which is the backbone of the Montevideo Exchange
(BVM?®®), has had little interference with its own sdf-regulaion. At the end of 2002,
the Centra Bank had to take steps to make externdly audited accounting statements
from brokers in generd a compulsory requirement. The market microgructure of
this exchange is such that much of the turnover in securities goes unreported, unlike
its more recent riva, the electronic exchange (BEVSA®Y).

3. The way the bankruptcy regime currently works makes for very delayed disclosure
of financia disress on the pat of corporations, and this harms creditors and
compstitors.

There are large areas in the socid security system where information is lacking. Like the
other countries in the region, Uruguay did not have records of labor histories when the
reforms began. This lack has a serious effect on the qudity of the financid projections
which were made, and generates uncertainty about the extent of evasion.

A number of politicians and socid actors who resisted the reforms, or who recommended
greater prudence in implementation, based ther arguments on these information problems,
and in particular on the state' s lack of experience and capacity to regulate the private sector.

4.3 Policy formulation

Like in other countries, the most liberd Uruguayan reformers argued tha the market
economy, if dlowed to function fredy, would lead to economicdly efficient results. On a
very generd leve, the low rates of growth which the country had in the 20" century was
atributed to drong date intervention which isolated Uruguay with trade protectionism,
eiminated compstition by introducing monopolies in key sectors of the economy, expanded
the g9ze of the dae excessvely, caused macroeconomic ingability, and generated legd
uncertainty when there was intervention in private contracts. In line with this diagnosis, the
solutions proposed included opening the economy to foreign competition, reducing the role
of the gate in the economy, and adopting orthodox macroeconomic policies which would
guarantee dability. However, in Uruguay, the liberd sectors have never had enough power
to cary ther reform program through by themseves. Consequently, the possble
dternatives were rather more varied and recognized idiosyncrases tha were loca and in
different reform areas. Beddes this, local debate fed on different contributions and to a
large extent mirrored universal academic debates and proposas which were going on in the
rest of the region.

There is debate on two levels about the formulation of policies of trade opening. Fird, there
is debate about whether the best option is to open unilaeraly or to follow drategies of a
reciprocal kind (lowering barriers to trade as a counterpart to the lowering of barriers by
trade patners). The most liberd postion does not only maintain that trade opening is the

16 The Montevideo stock exchange
17 Bolsa Electrénicade Vaores SA (the dectronic stock exchange company).
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best option, but also asserts that counties which have undertaken drategies of unilaterd
opening have enjoyed better economic performance (Bhagwati, 2002). The second debate
has to do with sdecting the best strategy for reciproca trade liberdization, that is to say it
is the debate between regiondism and multilaerdism. Within the group of reciproca
drategies, a digtinction can be made as to whether they are discriminatory with respect to
the rex of the world (regiondis) or whether they are not (multilaterdist). There was
widespread debate on this, and it intendfied in the 1990s. In it, the reasons for the rise of
regiondiam in that decade emerged. Besdes, there was the question of whether regiondism
would improve generd wefare beyond the classc effects of trade diverson and trade
cregtion. There was dso discussion about whether regiondism is a subdtitute srategy for
multilaterdism or if it is complementary. In generd terms, the predominant postions in the
mandream of the professon, and in paticular in the multilaterd credit inditutions,
changed from a posture of warning and precaution about regionaism to a more pragmétic
and eclectic postion on this point, and even, in certain cases, to a sympathetic view of the
experiences of regiond integration.

Legidative reform amed a promoting the development of a capitad market introduced
elements that bedong to common law into a civil lav legd sysem. According to La Porta,
LOpez-de-Silanes, Shlefer, and Vishny (1996, 1997, 1999) and Lo6pez-de-Slanes (2002),
financid sector development and the legd tradition of an economy are conssently related.
Common law countries generdly have the best, and French civil law countries the worg,
legal protection of investors (creditors and shareholders). Countries that have German civil
law as a base come somewhere in between. Ownership concentration is negatively related
to investor protection, and is very widespread dl over the world. Diversfied shareholding
is unlikdy in countries that fal to protect the rights of outsde investors. Poorer investor
protection, whether because of the content or rules or the qudity of enforcement, is
consgently associated with smdler and narrower cepital markets (equity and debt).
Uruguay is no exception. It is insarted in the tradition of French civil law, and it has not
been able to develop a sgnificant capital market. The legidation passed in this period was
an atempt to change this date of affairs.

In the area of socid security, the multi-pillar modd of the World Bank (1994) is an andytic
reference framework of criticd importance. The recommendation of a combination of
public payment pillars and private pillars of individud capitdization in varigble proportions
according to loca higory and idiosyncrases is a plan which is able to embrace different
vidons and preferences aout the pensons sysem. After a long negotiation process and
vaious faled atempts a reform, the new government codition findly managed to get a
mixed system with a strong public payment component into law.

The demand for political reform stems from two different sources. On the one hand there is
the resurgence of the old critical discusson which saw the Uruguayan eectora system as a
corset that favored certain party interests® which impeded citizens wishes from being

18 "Deggned in successive stages by both the traditional parties, it was intended to Simultaneously perpetuate

the dectord magority of these parties againgt the chdlenge from the left, and to reduce as much as possble
the very intense centrifugd forces which they have gone through since their origin." (De Sierra, 1992:14).
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adequately trandated into political terms!® On the other hand, a new academic modedl was

developed, inspired in the recently publicized neo-inditutiondism, which saw the reasons

for a blocked and inefficient sysem in the different aspects of the rules of the politica
20

game.

This academic neo-inditutiondist dream oriented its criticism towards two aspects of
Uruguayan inditutional engineering. On the one hand, as an echo of the work of Juan Linz,
it questioned the Presidency-centered organization of the government regime. In this case,
the discusson lacked any particular autochthonous features. It was based on generd
reesoning, and mantans that a Presdentid government regime favors the crestion of
political blocs since it does not demand that mgority legidative coditions be formed (Pérez
Anton, 1987, and Pargla, 1990). Moreover, the Uruguayan eectoral system can be accused
of fostering excessive and increasing internal factionaism in the politica parties !

To sum up, no sooner had democracy been re-established than the generd diagnosis of the
prevailing inditutions was sharply criticd. Mogt of the politicd and academic cass agreed
on the pressng need to carry forward political reform to avoid a repetition of the errors of
the past which had been so codly for the country. Added to this there was public opinion
which, after an initid period of enchantment with democracy, dso increasingly began to
criticize the politicd system and its rules of play. In this context, different political reform
initiatives proliferated and they had different degrees of success.

4.4 Decision making

In generd, the traditiond parties have been the promoters of reform and they have met
resstance from the codition of the left, but neither of the two sides has been a single united
force. There are many factions with different visons and interests, and this led to complex
negotiations in which dl the players had to make big concessons. The active participation
of interest groups which used referenda and plebiscites to block the reforms aso had a
powerful influence on the content of the proposds. Although the players lined up in a
rdaivey unifoom way in accordance with ther politicd aess, the manner in which
negotiations went, and the results achieved, varied consderably. They depended on some
characteridtics of the areas of activity involved, on legd insruments which could be used,
and on options for reform.

19 This is the most generdized criticism, and the old civic leader Juan Vicente Chiarino summed it up most
ingenioudy in a well known quotation, “In Uruguay the vote is so secret that not even the voter himsdlf knows
who he is voting for.” Pérez Pérez maintains that the “consequences of this regime are fatd for the integrity of
auffrage; an oppogtion Colorado voter, for example, may unknowingly be voting for the continuation of the
current government, or vice versa, and he will only know for certain which of these two things has happened
after the votes were counted.” (1970:66).

20 The bulk of academic work about this origina impulse was shaped in three compilations, Nohlen and Ridl
(1986), Franco (1986) and Cocchi (1988).

21n_ the electoral legislation actively promoted the bresk up of the parties” (Gonzalez, 1991:19).
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For Uruguay, joining the Mercosur was the path of trade opening on which most progress
has been made since the return to democracy. It was a choice in favor of reciprocd rather
than unilaterd opening, and it was regiond raher than multilaterad. Although the most
liberd political factions frequently questioned this route, the force of circumstances
prevailed in the end. Fire, there was the effect of geogrephy. Internationd trade is ill
mogtly regiond, and this is accentuated in the case of Uruguay because it is a smal country
which borders on two countries which together have more then fifty times its economic
weight. When, at the start of the 1990s, Argentina and Brazil decided to initiate a process of
regiond integration which would lead to the formation of the Mercosur, it was difficult for
Uruguay to go in a different direction.?® Second, the option of Uruguay opening up
unilaterally to the world is problematic because it is a country with a temperate climate
which exports agriculturd products, that is to say products aganst which trade
protectionism in the developed countries is particularly strong. Third, the left and the union
organizations were strongly opposed to unilateral opening to the world but they supported
the process of regiond integration. In the end, something happened which was amost
unheard of in Uruguayan politics the tresty of joining the Mercosur was admost
unanimoudy ratified in parliament. The broad support for the Mercosur did not mean that
there was no debate about specific points, but even so the postion in favor of te regiond
integration process was absolutdy dominant. In the face of this Stuation, the most liberd
factions opted for supporting the process in the hope that it would be the first step towards
wider opening (open regiondism). >

Public services is one of the areas in which reform encountered its greatest difficulties. The
most liberd attempt, which was the 1992 law of public enterprises, was roundly defested in
a referendum which rgected a number of fundamental articles in that law. More than two
thirds of the people declared themsdves agangt these aticles, and this was universdly
interpreted as a cler message from the dectorate againgt privatization. Opportunities for
this kind of policy have been very reduced since tha time, and now moves towards
privatization are badcdly limited to the concesson of public works (highways, water and
the sawage sysem). Even in this ambit there is intense oppostion, and on a number of
occasions this has dowed down the concesson process (for example, the internationa
arport a Carasco). The policy of privatization reached such a low point that the
“accusation” of being in favor of it became enough of a sigma to discredit a policy in the
eyes of the public.

A number of factors lie behind the politicd falure of privatization in Uruguay. Fire, as was
mentioned above, the people strongly distrust private and market enterprises. Second, the
unions in the public services are very well organized as interest groups and they have the

22 |t isinteresting to observe that Uruguay took steps towards joining the Mercosur during the administration

of Luis Alberto Lacdle, the leader of the mogt liberd faction in the Nationad Party (Blancos).

2 |n fact, in the Mercosur there was a kind of complementarity between the strategy of unilateral
liberdlization and that of regiond integration. First, as has been pointed out in the literature, in a naturd bloc
like the Mercosur, unilateral opening generates trade integration (see Garriga and Sanguinetti, 1995, and Ons
and Kamil, 2003). Second, regiondism in the Mercosur countries has been associated with a policy of gradud
increased opening of the region with respect to the rest of the world, and was used as an indrument to give
grester credibility and commitment to this trade liberaization process. This is what happened in Brazil with
the Common Externa Tariff in the Mercosur (cite World Bank report of integration).

24



capacity to mobilize. They were able to take advantage of instruments of direct democracy
in legidation, and dso of public opinion, which was mogly agang privatization, to block
the process. Third, the traditional parties showed grester interna disagreement in this than
in other fidds of reform. The less liberd factions in the Blanco and Colorado parties were
little inclined to privatization (it was these same parties which had founded the public
enterprises some decades before). The link between these parties and the bureaucracy and
management of the public enterprises aso weskened the privatization Strategy.

With the privatization route closed, the reformist agenda in public services was re-oriented
towards removing monopolies, the deregulation of competition, and associaion with
private firms in new undertekings. But even these efforts met with giff resstance, and this
has made progress dow and perspectives are uncertain.

In 1997, the law of the regulatory framework for the eectricd energy industry was passed,
thus ending the legd State monopoly on generating eectricity. However, in the Sx years
gnce the law came into force there have not been any private projects for generating
electricity, and steps have been taken towards setting up a new public plant br the supply
of gas. Theregulatory body in this area was only congtituted some years afterwards.

In telecommunications, the government tried to bring about competition in mobile and long
disance telephony, but this provoked a process of collecting sgnatures to authorize a
referendum agangt the new legd dispodtions. Faced with the imminent threst of going to
the country, the government eventualy wrote off the controversd aticles While the law
was in force, a number of long disgance international operators entered the field so the
market changed considerably and there was a marked reduction in the price of the service.
The abalition of the controversa norms is impeding the entry of new operaors into this
market. However, the government's interpretation is that this abolition does not meen that
the licenses awarded to firms that entered the market in the short period when the norms
were in force have to be revoked.

Ladly, in the area of petrol refining, the government managed to get parliamen to pass a
law which removes the monopoly on activity in this ambit and permits the date enterprise
to associate with private firms. This law was widdy negotiated, and legidators from the
leftist codition made important contributions to drawing it up. But in the end the left wing
codition did not vote for the project, and eventudly they supported a campaign for
collecting sSgnatures, organized by the union in the public petrol refining enterprise, to cal
a referendum to remove key dements in the reform law. The campaign was successful,
enough sgnatures to submit the law to a referendum were obtained, and this will take place
in December 2003.

The government managed to implement some reforms in public services which had one or
more of the following characterigtics:

A lav was not needed, therefore there was no opportunity for a referendum:
infrastructure sectors of highways and arports, concessons for water and the sewage
gysgem.
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The reforms affected sectors which provided services that were not on a massve scae
privatization of the gas utility (piped ges), the infrastructure of highways (the users of
the highways in quesion are a rdaively smdl group of agents whose profile differs
from that of the average consumer, and who are surely more in favor of market reforms
than he is), ports, water and the sewage sysem (some very limited areas and seaside
resorts were involved in the concession).

The expected gains from the reform were evident, and the beneficiaries of the gains are
few and are well organized (ports).

There is a large unstisfied demand, or what is involved is the development of a sector
in which state enterprises do not play an important role (transport and gas distribution).

The Ports Law is a specid case as regards how union opposition was handled by the reform
group. The workers in the port were divided into two groups, port workers, who were
affiligted to the PIT-CNT union federation, and stevedores, whose union was outsde the
federation. The devedores were organized in ANSE (Nationd Adminigration of Packing
Services) which regulated the contracting of stevedores. The stevedores blocked the
entrance, and this gave them condderable negotisting power. Under the Lacdle
government in the firg haf of the 1990s, the stevedores were encouraged to leave their jobs
through economic incentives. The present Batlle government diminated ANSE. This
process was successful, and trouble with the stevedores, who were traditionally conflictive,
was avoided, while the workers of the ANP (Nationd Port Adminigtration) did not have the
capacity to oppose the reform. The res of the private actors who use port services
implicitly supported the new system because the cost of moving merchandise through the
port of Montevideo decreased considerably as aresult of the regulatory reform.

The modd chosen for the reform of the pensgon sysem was very conditioned by the initid
dtudtion of the sysem (mature and with wide cover), by the negotiations between the
political parties and their factions, and by the threat of possble vetoes from socid actors. A
mixed sysem was passed, with the date having mgority participation. The public
digribution pillar will continue to be responsble for gpproximatdy three quarters of the
benefits when the sysem is mature (and more during the trangtion), the individua savings
pillar is obligatory only for the income band above gpproximately 800 dollars of 1995, and,
by dispogtion of the reform law, a state administrator of pension funds was st up.

The wide cover and the maturity of the system of payments made it difficult to finance a
reform  which incorporates a very condderable individud savings pilla.  These
consderations were expresdy taken into account by the politica sectors which promoted
the reform. According to some of the man protagonists, there had been financid
projections which led them to rule out more radical reforms (Saldain, 1999).

The reform in the pendgon sysem is dso cdealy the result of a complex process of
negotiation among the three paties which cover a farly wide range of the paliticd
spectrum, from center-left to the right. The mgority factions in the government codition,
which was formed in 1995, are towards the center of the politicd spectrum in ther
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respective parties. The more liberd factions, proponents of more radica pro-market reform,
were a minority in the 1994 dections. These center factions and their leaders, Presdent
Sanguinetti and the president of the directing council of the Nationd Party, Volonté, have
managed to operate as arbiters in the negotiations between the more radicad postions (the
liberds and the proponents of state control).

Interest groups played a secondary role in the negotiations, which took place during the
ealy months of 1995, and which led to the passng of the socid security reform law.
However, they were very much taken into account in the reform, because of ther history
and the threat of a plebiscite which might overturn the reform. Various aspects of the
reform law were directly linked to an attempt to reduce the resistance that different interest
groups might offer. Fird, there was an atempt to neutralize pendoners by expresdy
edtablishing that their acquired rights would not be modified. Second, in order to neutrdize
ressance from the active sectors, the obligatory individud savings pillar was limited to the
higher income bands, and workers were given the option of contributing to the individua
savings pillar for lower incomes which included a consderable bonus Third, the law laid
down that a state administrator of penson funds had to be edtablished before any private
adminigtrator could be set up. This dispogtion sought to offer guarantees to a population
which had dready clearly shown that it did not trust private enterprises, and it was an
attempt to deflect “accusations’ of privatization. Fourth, the reform was amed at
grengthening the Government Penson Bank (BPS), which is the public body that was
traditiondly in charge of the socid security sysem in Uruguay. The drengthening of the
BPS had the gpprovd of the generd population, and paticulaly of employees of that
organization. Ladly, the reform law left outdde its ambit of application a number of
important groups that might have offered serious resstance, the military, the police, bank
employees, public notaries and the professond class.

The multilaterd credit indtitutions do not seem to have exeted any Sgnificant direct
influence on the process of negotiating the penson system. Although it is undeniable thet
there is intdlectud influence on reform in Uruguay from the modd put forward by the
World Bank, the specific content of reform packages were negotiated interndly and with a
high degree of autonomy. The incident involving the misson from the World Bank was
ggnificant in this. A number of declarations from the presdent of the IDB corroborate this
thess. Different accounts of the negotiation process show that the reform is the result of
complex negotiations involving different factions from the Uruguayan politica parties.

4.5 Implementation, initial conditions, the sequence of events

In a way, the implementation phase is the moment of truth for reforms. It is the stage
in which reformist forces must demonstrate their capacity to go from words to deeds. It
has been pointed out that reforms often bogged down in this stage because
governments lacked the capability to carry through public policies. For example, we
can doubt the skill of some governments to manage a privatization process and
implement efficient regulation mechanisms as they themselves were not capable of
efficiently running the public enterprises which they were proposing to privatize.

27



The implementation of reforms can also be complicated by opposition from interest
groups who find opportunities at this stage to block changes they do not agree with.
Rius and van de Walle (2003) quote Grindle and others (1980) who argue that, in low-
income countries, participatory pressures emerge mainly in the implementation phase.
Because of the weakness of interest groups and the low administrative capacity of the
government, the decision-making process tends to be closed, non-participatory and
elitist. As a result, the argument goes, interest groups try to block policies they oppose
at the time of implementation, bringing about a wide gap between "dejure or official
policy and de facto or actual policy".

In our view, the Uruguayan case does not exactly fit this pattern. Since 1985, the reforms in

Uruguay have been extensvely debated, with active paticipation of dl political parties and

many socid groups. Referenda and plebiscites have provided vocd groups with a powerful

wegpon to let their voice be heard. These tools of direct democracy have been used on a
number of occasons to block reforms, but even when it did not come to this, the threat of
referendum hung over the desgn of the reform. Its influence, then, was consderably
greater than one might suppose from counting up the number of successful plebiscites. This
does not mean that the interest groups opposed to reform would not have tried to block
reforms which reached the implementation stage, but in any case there does not seem to be

a clear bias towards blocking reforms in this find sage of the process. Be that as it may,

many of the difficulties which the reform programs faced made themsdves drongly fdt in
this stage.

Trade reform is a clear example of a policy which had a number of ups and downs caused
by the changing conditions of the Stuation. Before the 1990s, trade reform made progress
as unilatera opening. The opening process increased in the firgt haf of the 1990s, but now
it was in the framework of a process of regiona integraion. In 1994, the Marrakech
agreement was rdified in the framework of the World Trade Organization, in what can be
characterized as reciproca multilatera opening. However, the Mercosur agreement had
greater scope for Uruguay than the Marrakech agreements. The 1995 to 1999 period was a
time of convergence towards both a common trade policy in the Mercosur and generd rules
of the World Trade Organization. Finaly, from 2000 to 2003, there has been a move back
towards protectionism which stems from the serious criss which has affected the country
and its main trade partnersin the region.

The reform of public services has varied consderably from one area of activity to another,
and has changed during the period being sudied. In part, this diversty is due to different
initid conditions, but more important than this is the fact that there seems to have been a
lack of a clear dominant modedl. In Uruguay, various politica sectors were competing to
impose their different visons of reform, and there was no single and consstent leadership
to the process as there had been in Britan under Magaret Thatcher or with Fdipe
Gonzdez in Span. The referendum which overturned the public enterprises law in 1992
forced the reformist sectors to reformulate their proposals, but even before that episode
there were changing policies which, while contracting services to third parties, undertook
new investment and developed new areas of activity in the public enterprises.
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There are a number of examples of this policy of atempting to drengthen Uruguayan
public enterprises just when the privatization modd was a its gpogee. The public dectricity
enterprise was redructured between 1995 and 2000 in a trandtion which involved
consgderable invesment. More dgnificant dill is the case of the date petrol enterprise,
which in the 1990s invested in an overhaul and an expanson of its refining capacity,
bought a didribution company for petroleum products in Argentina, and shifted the
digribution of petroleum products in Uruguay to a private company which traditionaly
digributed fuel under the trademark of the public enterprise. In this period, no progress was
made in opening the sector to competition. The firsd government declarations about the
need to deregulate the market of petrol-derived products dates from 1993. Deregulation
meant that the public monopoly on imports would be overturned and new importing
digributors would be alowed into the market (Busqueda 25/03/93 and 20/05/93). In spite
of this from that date until 2002, there were no dSgnificant changes in the ingtitutiond or
regulatory panorama in that sector. The area of mobile telephony is another example of a
public enterprise which continued to extend its activities during the period. The mobile
telephony sarvice was firg offered in Uruguay in 1992 by a private company, but two years
later the public tdecommunications enterprise came into the cdlular phone market. From
that time until the end of 2001, the mobile telephone market was a duopoly in which one of
the two companies is a contractor for the other. This means that there was no red
competition between the firms gnce to a large extent, decisons about technology were
taken by the Sate enterprise, and the private company fell into line.

At the same time, successve governments have been promoting reforms which involve
privatizetion, the bresking up monopolies, and the desgn of regulatory sysems. However,
no sgnificant progress was made in privaization snce the 1992 law of public enterprises
was overturned by referendum, which rapidly blocked thet road. Then, norms were enacted
which dismantled monopolies in a number of public services induding dectricity
gengating, long digance and cdlular tdephony, and the refining and importing of
petroleum products. But there have not been big changes in competition in these aress,
except for long distance international telephony. This is ether because private investors
have not come forward (the generation of dectricity), or because the norms were later
abolished or are threatened with abalition through the referendum process (telephony,
petrol). Ladly, during the adminigration of the present government, bodies to regulate
competition in a number of public service areas have been established. However, the lack
of progress in privatization and dismantling monopolies has led to uncertainty as to what
scope these bodies will have in practice.

In the firg hdf of the 1990s, the government made a number of attempts to reform socid
security but these did not atract the necessary political backing. The few changes which
were introduced into legidation, and which did not dter the basic rules of the sysem, were
reversed in a plebiscite in 1994. But after the reform law was passed in 1995, the new
dispogtions have gradudly been implemented, and, up until now, obdacles which might
force a change of course in this policy have not emerged. The change in the penson regime
is going through dowly, but this is not the result of problems in the implementation of the
reform but because it isin itsalf a gradual process.
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The reform of the Uruguayan socid security system is dearly gradudig. A fird sgn of this
can be found of the full recognition of the rights acquired by retired people in the previous
sysem. Besdes this the new norms modify only dightly the conditions for access to
benefits for those workers who had acquired the right to retire but had not yet begun the
retirement procedure when the reform dated. Another sgn of gradudism is the
introduction of the so-cdled “trandtion regime’, a reformed pay-as-you-go regime
gpplicable to workers who were 40 years old or over when the reform began. Ladlly,
various changes in the parameters of the pay-as-you-go pillar were programmed for gradua
implementation over aperiod of severd years.

It does not seem possible to identify one single reason for this gradudism in the reform of
the Uruguayan socid security sysem. The firg fact to point out is that Presdent
Sanguinetti in generd defended a gradudist drategy rather than shock drategies, quite
goat from the specific reform of socid security that took place during his mandate. To this
we can add tha the other leading partner in the codition government aso had a clear
preference for gradudism. The government codition was in the political center, and it was
gradudidt.

Concern with mitigating the financia cogts of the trangtion dso contributed to the choice
of a gradud drategy. The fact that when the reform began only those under 40 years old
would be fully incorporated into the mixed regime consderably reduced the deficit of the
trangtion. Statements cited above by Sadain, who was one of the architects of the reform,
indicate that this effect was expresdy sought by the reformers. The trandtion was designed
to be long in order to didribute the costs of the adjusment over time. Ladtly, graduaism
was to some extent a by-product of the srategy of de-activating blockages caused by
opponents. There was an atempt to reduce oppostion by excluding different generations
and some groups of workers from the reform.

The conditutiond reform was implemented without much difficulty. The reglament for
primay and local dections generated some political confrontation, but the reformigts
managed to get through. It is not an aea of reform in which it seems possble that
oppogtion blocs might form in the implementation stage. This does not mean, however, the
reform can be caled successful in terms of achieving its declared objectives, that is to say
bestowing greater governability and trangparency on the eectora system.

5 How well did the reform perform?
5.1 Technical and political evaluation of the reform

The recent peformance of the Uruguayan economy has been extremey disgppointing.
Since 1999, the country has been going through one of the longest recessons in its entire
history, and a very serious fiscd and financid criss came to a head in 2002. There is no
doubt that this crigs will have far reaching negative consequences for the Uruguayan
economy in the years to come. The quedtion naturdly arises as to the extent to which the
market-oriented reforms may be responsible for these recent developments. Of course, the
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fact that the criss followed some attempts a reform does not mean that these policies
should be blamed for the negative Stuation. Some andysts even clam the opposte, i.e
“that the problem was not too much reform but too little’ (Cardoso and Gad, 2002).
Neverthdess, even if the problem was “too little reform”, it can be argued that the failure to
change traditiond policies that badly needed a complete redefinition is a “reform failure’
(if not in the narrow technica sense, it isindeed afailure in abroader political sense).

It is not difficult to identify externd, baedcdly regiond, factors that triggered the recent
cigs in Uruguay. The Uruguayan financid and fiscd crises have become prominent
examples of the “contagion” and “sudden stop” effects (Cavo,...). However, this is not the
end of the gtory. For one thing, the recesson began severa years before the Argentine crisis
hit Uruguay, and this country showed quite limited ability to ded with the externd shock.
During the 1990s, Uruguay was not able to escgpe from the currency overvauation that
characterized the whole region. Yet exchange rate misdignment is paticulaly damaging in
a oountry in which mog financid intermediction is done in foreign currency (manly
American dollars). Uruguay did very little to reduce its exposure to the currency mismaich.
Even though inflation fdl very much in this period, this was not sufficient to reduce the
extent of dollarization in the economy.

Fiscd performance looked quite good during the 1990s, but recent events proved that the
Uruguayan fiscd sance was not drong enough for a country of this sze located in the
Southern Cone of Latin America (the "bad neighborhood" issue). To some extent, currency
overvauation disguised the actud extent of the public debt, which is mosly denominated
in ddlas. Findly, the financid criss reveded some important weaknesses in  bank
supervision and in the management of public commercid banks.

In the 1990s, there was an important change in the structure of production and employment.
Totd employment grew dowly in a context of intense redlocation across sectors. There
were condgderable job losses in manufacturing, particularly in import subdtitution industries
(the textile industry), and there was job cregtion in some exports indudtries (the food
industry) and in the service sector. The specidization index (import ratio to demand and
export to production) at industry level evolvesin the expected direction.

Trade opening meant greater competition and improved efficiency in the production of
tradesbles (greater incorporation of technica progress in al sectors). The change in the
dlocation of resources from import subgtitution industries to exporters did occur, but it was
dow. The contractive adjusment was quicker and more intense than the expansve. While
domestic production was quickly subgtituted by imports, export projects took longer to bear
fruit, perhaps because of uncertainty about conditions of access to foreign markets. There
was a big increase in work productivity (Casacuberta and Vaillant, 2002). There is dso
evidence which indicates increases in the total productivity of factors (Fachola, Casacuberta
and Galdenman, 2003). The rewards for skilled workers increased, but jobs were lost
among unskilled workers. In Uruguay, the good digtributive effect of trade opening did not
occur, that is to say there was no repeat of the “China case”, where rewards for the
unskilled worker increased.

31



Over the period as a whole the lobby against opening weskened, and the influence of the
sectors  with comparative advantages increased. Thus politicd economy in favor of
maintaining the opening has been reinforced. However, the recent criss has to some extent
dimulated areturn to the protectionist philosophy (leftist-unions, but not only them).

From a technica point of view, the dructurd reform process in the dectricity sector has
attained some of the objectives set by the promoters of reform. A regulatory body has been
st up with the technicd cepacity to adminiger the implementation of the regulatory
framework in this sector, and the Presidency has lad dbwn rules which are detailed enough
to try to implement application. An adminidrative authority has been edablished for this
market. However, no new private actor has been incorporated into the sector, and the
wholesde maket is not yet in operaion. From the politicd point of view, the
implementation of Sructurd reform in the eectricity sector has dso had mixed results. The
codition government was able to defeat the left in the 1998 referendum and maintain the
lavw in force. But the processes of debatiing the law and edtablishing the regulations
involved made it clear that dthough the Colorado party in the government had lined up in
favor of a nonradica reform, different party factions took up different postions when it
came to implementation.

It is not appropriate to make a technicd evauaion of the reform in the petroleum sector
because we have not yet come to the stage of implementing the main changes introduced in
the period. In the politica sphere, it seems that the drategy of the proponents of the reform
has been successful in causing divisons in the left wing bloc that was opposed. Without
prgjudice to this, the fate of the reform is uncertain because, before the end of this year,
there will be a referendum which was promoted by opporents, and this might lead to
fundamenta aspects of the reform being overturned. This process has taken place during an
extremely serious economic crigs, so the proponents of the law will go into the referendum
a a time when public opinion is indined to cast a “punishment vote’ agang any initiative
by the government codition parties and againgt the President of the Republic.

In the gas industry, the government achieved some of its objectives, but problems remain.
Natura gas is being brought in, private enterprises are being incorporated into this area and
a regulatory body has been set up. There has only been one offer for the gas company in the
capita city, and two for distribution in the rest of the country®*. There is no regulatory
framework. In the politica sphere there was no coordinated opposition to the participation
of private capitd in this sector. Invesment in the congruction of new assets to alow for
providing goods which did not exis in the country before does not have any negdive
connotation for public opinion which might dlow oppostion to be mobilized. On the other
hand, the mechanism of referendum was not gpplied in this case snce the concesson was
awarded by the Presdency through adminigtrative acts, which can only be appealed againg
on legd grounds. However, the dow pace of the process of bringing in natura gas has been
due to the difficulties that the Preddency had in getting the boards of public enterprises
(ANCAP, the petroleum enterprise, and UTE, the dectricd power utility) to take the

24 Furthermore, one of the private firms that entered theindustry is currently in retrest.
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necessary decidons to meke private invesment economicdly viable with long term
purchase contracts.?

Reform in the tdecommunications sector sought to open it up to competition in cdlular
phones, long digance internationd and data trangmisson sarvices. The reform in mobile
telephony falled snce nether of the two objectives initidly amed a were atained, that is
to say the entry of new firms into the market or the appropriation of the monopolistic
profits which future operators would obtain (the fruit of the utilization of a scarce resource,
the radio dectronic spectrum). In long distance internationd services, companies did come
into the market, but then bariers to entry were put in place. In any case, the number of
entrants seems reasonable for there to be competitive pressure on the public enterprise.
Nevertheless, the interconnection conditions these operators have with the fixed network
are not yet functioning adequately, and this is an indispensable factor to permit competition
without discrimination. The long disance naiond sector remains in the hands of the public
enterprise. This is not ided, but it is not a fundamenta impediment to competition in other
parts of the sector. The basis that would enable technologies to converge were not set up,
and this is probably the area where the greatest gains in efficiency could be expected from
regulatory reform in telecommunications.

As to the politicd evauation of telecommunications reform, it can be sad that the union
was successful in blocking the reform. Practicdly the only message they sent to the
population was a cal to oppose the sde of the public mobile telephony enterprise. The
extent of ideologicd extremism which the process of reform in public sarvices has
generated was particularly evident in this sector.

The public enterprise for water and sewage infrastructure has redively less favorable
technical indicators than the corresponding public enterprises in other areas like eectricity
or telephony. Unlike these other sectors, the water and sewage system enterprise did not go
through a process of dgnificant technicd improvement in the 1990s. The technicad and
commercia indicators ae not in the leest sisfactory. Attempts a awarding concessons
were made without any previous effort to create regulatory inditutions which would have
separated the process of granting concessons even a little from the problems of
opportunism and capture intrindc to the functioning of the market of public services It is
an enterprise which seems to have lower politica satus than the other public enterprises. It
does not seem probable that the public water enterprise could become a platform for
launching a presdentid candidate, which the other public enterprises have been exactly
this. In the process of reform, the board, or part of the board at least, took the side of the
union, thus standing againgt the policies of their own poalitica groups.

25 It is nteregting to look a comments by the ex-director of UTE, Mario Soto (the representative of the Jorge
Batlle faction on the board, so we would a priori expect him to adopt a postion in favor of private investment
in the country). “Besides, on the subject of the Southern Gas Pipdine (Gasoducto Cruz del Sur), a private
underteking with which | am completdy in agreement, ANCAP and UTE have been told tha between them
they will have to buy two million cubic meters of gas for fifteen years to ensure the supply. We were going to
subsdize the investment of a third paty. In the end, UTE managed to reduce this figure to 500,000 cubic
meters (the purchase) which we did not need. We would have bought them when we needed them. — Do you
mean to say that with these neasures of the Presidency that you mention, eectricity will be more expensive? -
“Without adoubt. Thisisnot profitable for UTE". (Busqueda, 15/11/98)
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In spite of the progress made in legd infrastructure in the 1990s, recent experience shows
serious wesknesses:

The fate of the new framework was highly sendtive to the misbehavior of private
market participants. Granja Moro was involved in a mgor fraudulent bankruptcy
case which shattered the loca bond market. There was the Santander affair which
involved an open ended investment fund, and this reveded the possbilities of df
dedling through insder trading.

The public and financid intermediation sectors were by a very large extent the
dominant issuers of fixed income securities until the twin crisis of 2002.

The legidation on securitization 1999) was poorly prepared and presented in a rush
for consderation by Congress. Fird, it did not include the inditution of truss,
which would have fitted better in our legd sysem. The fact that trusts did not exist
was made up for by an origind “close ended credit fund”, but this never became
edablished. Securitization was redricted to mortgages to avoid higher tax
collections. Furthermore, the public mortgage bank was dlowed to securitize only a
gndl fraction of its mortgage portfolio: credit to buy used houses and foreign
currency denominated loans.

The Tax Adminigration took issue for the lack of explicit legd tax liability of close
ended direct invesment funds As a result, none of them could be implemented,
despite that they would have been auseful investment instrument.

Recent experience with the banking crigs and the collgpse of public finances with
linkages to financid intermediaries point to the need to drengthen supervison. La
Porta et al. (2003) present empirica evidence that legidation facilitating disclosure,
and ligbility rules, are more clearly beneficid than outright public enforcement.

There seems to be a lack of paliticad will to modernize the bankruptcy regime.
Politicians interests in keeping some level of discretion and the lack of dearly
identifiable interest groups can primarily account for thisfact.

As to socid security reform, a firg dimenson which has received consderable atertion
has to do with the fiscd effects of reform. A number of andysts have sad tha reform
would cause an initid increase and a subsequent reduction in the deficit of the Government
Penson Bank (Masoller and Rid, 1997; Camacho, 1997 and 2001; Forteza, 1999; Noya
and Laens, 2000; Caristo and Forteza, 2003; among others). A trandtory increase in the
deficit is expected. This would be due to contraction in the sze of the pay-as-you-go pillar
which mekes for two rhythms in the reform process. income from contributions initidly
fdls more rapidly than outflow in payments. In a number of smulations the projected
reduction of the deficit in the long term is due to the fdl which is expected in payments
following increased control over access to benefits (Camacho, 1997; Forteza, 1999; and
Caristo and Forteza, 2003). On the other hand, these same projections suppose that there
will be a reduction in the cover for pensoners. It should be said that these projections are
based on indirect etimates of the degree of evason, and on hypotheses about its future
evolution.



There is evidence that the management of the socid security system has improved. For one
thing, there has been a consderable reduction in the time which the procedure for obtaining
benefits that have been awarded takes. As well as this, in the area of contributions, a system
for recording individud labor higories is being implemented. The Government Pension
Bank (BPS) now has a complete data base of labor history from the reform up to the
present time, and it isin the process of filling in persond hitories from before this period.

In the pillar of individud saving, there has been a certain amount of concern over the high
exposure of the resources of the penson funds in government bonds. Forteza (2003) argues
that this compogdtion of the portfolio of the penson funds has been induced by the
government and is motivatled by fiscd necessty. Thus the government's financid
difficulties are putting the success of the reform a risk. In addition to this it would be
desrable to drengthen the government’s regulatory capacity in the areas of penson savings
funds. At the present time, this function is exercised by a department of the Central Bank.

From the political point of view, it can be said that the reform of the penson system was
initidly very successful and, to some extent, given the sengtivity of the subject, better than
might have been expected. Fird, low pad workers opted massvely for the individud
savings pillar?® Second, Ramos (1999, p 143) says that a number of public opinion surveys
between 1995 and 1999 showed an increase in satisfaction with the BPS on the part of the
generd public. Lagly, in 1999, various retired peopl€'s organizations and the PIT-CNT
union federation falled in an atempt to initiate a plebiscite to modify substantia aspects of
the new system. It is worth remembering that these same organizations had in 1989 and in
1994 overturned attempts at reform using this recourse to plebiscite. In any case the subject
is not dosad, and these socid organizations themselves inggt that their intention is to effect
a hig change in the system, including a return to a sysem which is exclusvely public and
bascdly pey-as-you-go.

The man drategic god of the conditutiond reform has been achieved insofar as the new
dectord rules, specificdly the mgority run-off, favor the maintenance of the reformist
codition in office. But things turned out differently to wha had been origindly planned.
The winning paty was the Colorado and not the Nationd (Blanco), and the mgority
factions within the parties were radicals rather than moderates. The difference between the
actuad outcome and what was expected sems from a number of erroneous caculaions in
the original plan, and some grategic mistakes made during the eectora campaigns (Buquet
and Pifieiro, 2000).

All the comparative research that has been done is in agreement that the effective number of
paties is systematicdly higher when the sysem of absolute mgority over two rounds of
voting is used in presidentid dections?’ Although in Uruguay there was no incresse in

26 The reform law establishes that workers with income of less than approximately 800 dollars as of May
1995 would in principle continue to be covered exclusvely by the public pillar, but they were given the
option of paying haf of their persona contribution to the individua savings pillar. More than 90% of workers
in this situation took up this option.

27 See Shugart and Carey (1992), Jones (1995), and Mainwaring and Shugart (1997) on this point.
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internd party fragmentation as a result of the new mgority run-off system, the results of the
election can be interpreted to show that this effect did in fact occur.

One of the explicit objectives of the political reform was to increase the transparency of the
eectorad system and give the voters greater freedom. Presdentid eections with one single
candidate per paty, and the diminaion of the accumulaion of sublemas in the dection of
representatives, has evidently given the eectorate greater certainty as to the consegquences of
their vote than they had under the old system. The “opening” of the dectord cycle made for a
notable increase in the freedom of the voters since it dlowed them to opt for different parties
in the different voting Stuations. However, it is hard to argue tha the primaries are a better
mechanism than the double Smultaneous vote for the sdection of candidates for the
Presdency (Colomer 2002, and Buquet, forthcoming). Besdes this, the dimination of the
accumulation of sublemas in the dection of Representatives has made for a very much smpler
choice for the eectorate, and this can be seen in the reduction in the number of lists presented
in 1999, which amounted to only a quarter of those presented in 1994. This phenomenon,
adong with less uncertainty as to the consequences of particular votes, redricts the menu of
options for the voter, and this reduces hs freedom. On the other hand, the reduction in the
legidative offer is asociated with the predomination of the big nationd factions with respect
to local palitica groups because the new rules enforce a rigid connection between the offer for
the Senate and the offer for Representatives. Consequently, we can expect more disciplined
legidative conduct from the sectoral representatives.

In spite of the reduction in the number of ligts of candidates, which has enormoudy reduced
and smplified the offer to the eectorate, the internd factiondism of the political parties has
not gone the same way. In this area, the reform does not seem to have had any particular
impect, ance the internd factiondism of the Frente Amplio increased, that of the Nationa
(Blanco) Party has been reduced, and that of the Colorado Party has held steady (see Y &ffé,
2000).

An explicit objective of the politicd reform was to avoid Presdents having to govern with
minority representation. However, this combination of single candidates and the mgority
run-off sysem which the dectord reform st up could contribute to worsening the
parliamentary postion of the dected Presdent, and this is in fact what happened the first
time it was put into practice The old Uruguayan eectora system made for a least two
abolute certainties the paty of the Presdent would have a plurdity (at lesst) in
parliament, he would have more party representatives, and the President’s faction would
have a plurdity in his own paty. The representatives directly supporting the President of
the Republic had, up to that time, necessarily been the biggest group in the biggest party.
This was because of the connection between the Presdentiad and the legidative eections.
These certainties derived from the logic of the sysem. To win the Presdency it was
necessary to belong to the party, and to head the faction within that party, which received
mogt votes for the legidature. Under the current rules, the legiddive representation of the
paty in government does not have to be the biggest in parliament because there is nothing
to stop the dection of the candidate of the second party, whose representation would be
second in number of legidaors. This happened in the lagt dection. Along with the
reduction in the legidaive weight of the Presdent's paty which can result from the
mgority run-off, there is no digpogtion in the new conditution which guarantees legiddive
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weight to the President’s faction. The Presdent eected is the only candidate fom his party,
and he can be voted for together with any of the parliamentary lists of that party. The votes
which the Presdent's faction obtains are relatively independent of the eectord potentid
that he has, and consequently he may be in a minority in his paty. There is nothing to
ensure that the Presdent will enjoy a mgority in his party because there is nothing to stop
factions that are defeated in the internad party dections from emerging triumphant in the
legidétive dection.

Ladly, a fundamentd objective of the reform was to overcome politicad blockage. On this
levd, the new conditution incorporates norms which would seem to dimulate politica
agreements, negotiation, the formaion of coditions, ability in cabinets and legidaive
mgorities. It was maintained that the second round run-offs would become a simulus for the
making of agreements in governments. However, there are no theoreticadl or comparative
reasons to suppose that this new system would stimulate the making of political agreements or
gable coditions beyond possible eectord agreements before the second round (Chasquetti
2000). Furthermore, the condtitution incorporated a mechanism for replacing the directors of
the autonomous public enterprises which was based on the idea of increasing the politica cost
of abandoning a codlition.?® However, this mechanism seems to be inoperative to the extent
that the cadition of the Batlle government broke down in the middle of his mandate without
even the threat of the removd of the Blancos directors from these enterprises. In genera
terms, the same stimulus for political cooperation which existed before is gill present, and it
seems that it is not profitable to continue supporting a minority government throughout the
entire period of an adminidretion if there is an intention to compete againgt that government in
the subsequent dections.

The new congtitution seeks to give the Presdent greater power over legidative procedure by
reducing the periods for handling emergency laws, and by smplifying the formation of the
legidative bloc for maintaining vetoes. However, the new dispostions only conditute smal
changes in procedure with respect to the previous Stuaion snce the legidative postion of the
President continues to depend on obtaining the same percentages of political support as before:
an overdl mgority for legidation, and two fifths for applying the veto.

To sum up, the new rules of play, while fostering more fragmented political configurations
than the previous sysem, do not give the government effective insruments which would
sarve to neutrdize this fragmentation. The only ambit in which the new rules could have
some impact is in the legidative discipline of factions and parties, a phenomenon which, in
any cae, was present before the reform. All things considered, the changes which may
occur in the future will depend more than anything ese on eection results which might (or
might not) give legidatiive mgorities to those who govern, and favor (or not fwvor) changes
inther politica orientation.

28 “.the project tends to favor, insofar as this is possble, the formation of codlitions or subscription to
agreements, through two actions. the forma presentation of the Council of Minisers before the Generd
Assembly (aticle 174, clause 5), and the removd by the Executive Power of the non-dected director of
public enterprises and decentrdized sarvices (atide 175). (Record of the Senate Chamber No. 103, volume
376, 13 August, 1996, p. 34)
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5.2 Feedback: adaptation or a change of model

The modd of liberd reforms is far from being consolidated in Uruguay. There is no
perceptible reduction in resistance to change as the reform process goes forward.?® The
reformist sectors do not seem to have been able to make politicd capitd out of the
successes that reform had in certain aress like trade reform, and reform in the port and in
socid security. Rather, the macroeconomic criss has dominated the natiord scene since
1999. Another factor is that the events in Argentina have worked strongly towards
undermining the perceived legitimecy of reformsin Uruguay.

Although it is quite a number of years now dnce reform in Uruguay was initiated, there is
dill no consensus about how well it is going, nor is it possible to discard the possibility of a
reversal of fundamentad aspects of the mode. The left wing codition and various socid
organizations, like the union federaion and organizations of pendoners, continue to
question the basic premises of reform. Surveys indicate that the left has a very good chance
of winning the national dections of 2004, and this could trigger a wide-ranging overhaul of
the modd. However, some andyds think that politicd competition in Uruguay today
necessarily leads to moderation, with a move to the center, and this would limit the scope
for reversng the pro-market reformist vison if the left should come to form a nationd
governmern.

29 As Lora and Olivera (2003) point out, some politicdl economy models suggest that experiences of reform
can fadlitete the acceptance of following reforms if they reduce generd uncertainty about the didribution of
the costs and benefits, and the government's uncertainty about their ability to implement the reform.
Ferndndez and Rodrik (1991) argue that uncertainty about who will be the winners and who will be the losers
generates a bias in favor of the status quo. Miless-Ferretti (1991) shows that reform may be dowed down if
the government has to cope with uncertainty about its own ability to carry it through a low cost. The reform
process could itsdf have the effect of reducing such uncertainty and the resistance it generates. But, this does
not seem to have been adominant factor in the Uruguayan case.
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6 Annex: Chronology of the reform

1985

A government eected by popular vote assumes power after 12 years of military
dictatorship. Julio Maria Sanguinetti of the Colorado Party is elected President.

1989

There is a plebiscite on a reform measure that introduces the indexing of
pendons in the Conditution of the Republic. The proposa is passed with an
82% magority.

1990

A new government comes to power, under Luis Alberto Lacdle of the Nationa
(Blanco) Party.

1990

The Presdency submits a project for reform of the penson sysem to
parliament. It proposes modifications to some parameters in the system, while
maintaining a pure payments regime. It is not passed by parliament.

1991

Agreement for the creation of the Mercosur (Treety of Asuncion). The Program
of Trade Liberdization is created. This fixes a timetable for the dismantling of
tariffs on intra-regionad trade which will cuminate in January 1995 with the
cregtion of a free trade area. Procedures to diminate non-tariff barriers to intra
regiond trade are proposed. There is recognition of the need for a common
externd tariff.

1991

The government issues a decree which contains a program for the unilatera
liberdization of tariffs with respect to third markets. In the last third of 1991,
the highest tariffs are reduced. Additiona reductions are programmed for 1992
and 1993, and they are effectively implemented.

1992

The Presdency presents a new penson reform project to parliament. It is
proposed to maintain the pure pay-as-you-go regime but introducing “notiond
accounts’, amilar to what was later introduced in Ity and Sweden. Parliament
rejected it.

1992

The law for the rendering of accounts is passed. It includes a number of articles
which modify parameters in the penson sysem. 30 yeas is fixed as the
minmum peiod of contributions to have the right to a pensgon, the labor
higory is regulated, it is edablished that pad contributions will be the only
vaid base to receve a penson. These dispostions will be overturned in 1994
(see below).

1992

Parliament passes the public enterprises law, which opens the door to tota or
partid privatization of the main public enterprises.

1992

Revocation by referendum of the aticles in the law of public enterprises that
have to do with the privatization of the public telephony enterprise (ANTEL).

1992

IADB Technicd assgtance on “Investment Sector Reforms Program”. Purpose
to improve “invesment cdimae by identifying sumbling blocks and
suggedting instruments to overcome them.

1993

Inter-party group submits for condderation by paliament a congitutiond
reform project which modifies the dectoral regime and the relation between the
executive and the legidaive powers (“maxi-reform”). In 1994 it recelves a
negetive vote.

1993

First concession of water and sawage services (Aguas de la Costa).
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1993

The De-monopalization of the Securities Market Law is promulgated (Law
16426).

1993

The Presidency presents a project for the reform of the socia security system to
parliament (third proposd in the Naiond Paty administration). It is bogged
down in a parliamentary commission.

1994

Inter-party group proposes to parliament a conditutional reform centered on
quetions tha have to do with locd government (“mini-reform”). The
parliament gpproves this proposd by an ample mgority of votes. It is then
presented to the people in a plebiscite, but fails to gain the necessary mgority.

1994

The Presdency submits to parliament a socid security reform project “for
urgent condderation” (fourth proposa in the National Paty adminigtration). It
does not pass in parliament.

1994

A consortium headed by Gaz de France is awarded the concesson to supply
piped gas in Montevideo, privatizing the public gas enterprise, which had been
nationdized in 1975.

1994

A conditutiona reform is passed by plebiscite. It lays down that penson norms
cahnot be included in budget laws, thus nullifying the articles connected to the
BPS (Banco de Previson Socid) in the law of the rendering of accounts passed
in November 1992,

1994

The Uruguayan paliament rdifies the Treaty of Marrakech, sgned in the
framework of Uruguay’ sjoining the new World Trade Organization.

1994

Summit of Mercosur Presidents (Ouro Preto) redefines the objectives of the
regiond agreement. The Mercosur Adjusment Regime is created, which fixes
the program to set up a Free Trade Area in a longer period (2000), and aso
agrees a common externd tariff dong with a trgectory to establish this. In this
way the objective of cregting a customs union is crystallized.

1995

A new government comes to power under Julio Maria Sanguinetti, of the
Colorado Party.

1995

Paliament passes the socid security reform law which introduces a mixed
pensions system (Law 16713).

1996

The Presdency issues decrees with new rules for multilatera trade (anti-
dumping and safeguards) in the framework of the World Trade Organization
membership law.

1996

Laws are passed to foster the development of the capitd market: Exchanges
and Corporate Bonds Act 16749 and Investment Funds Act 16774.

1996

Parliament passed a conditutiond reform law (thet requires a specid maority
of 2/3) which modified the eectora regime and was confirmed in a plebiscite
by the citizenry.

1997

Trangtory increase in the Mercosur common externd tariff.

1997

Law 16832 of the Electricity Industry Regulatory Framework is passed.

1998

The government awards the concesson for the congruction of a gas pipdine
between Buenos Aires and Montevideo and the digtribution of piped gas in the
provinces in Uruguay to private enterprise.

1998

Second concession for water and sewage services (Uragua).

1998

Faled atempt to overturn by referendum the Electricity Industry Regulatory
Framework Law.
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1998 The Investment Act 16906 is passed.

1998 The Executive Power submits a General Bankruptcy Code Bill, but it never left
a Congress Commission.

1999 Parliament passes the Securitization and Factoring Act 17202.

1999 Pensoners  associations collect dgnatures for a plebiscite on a new
conditutiond reform amed a nullifying the socia security reform law passed
in 1995, but they fail to obtain the necessary number of signatures.

2000 A new government under Jorge Bétlle, of the Colorado Party, assumes power.

2000 Regulatory offices for dectricd energy (UREE) and communications (URSEC)
are set up.

2000 Mercosur extends the period for exceptions to the common externd tariff, and
extends the increased common external tariff passed in 1997.

2000 Legd authorization of competiion in communications (long disance
international, mobile telephony and data transmission).

2000 Parliament passes the Movable Property Collateral Act 17228.

2001 The cregtion of the Regulatory Unit for Energy and Water Services (URSEA) is
passed by law. This regulatory body inherits the role of the UREE (which
disappears) for the dectricity sector, and assumes control in the other energy
sectors and in water and sewage services.

2001 Parliament passes the Amendment to Bankruptcy Act 17292.

2001- In a dtuation of severe economic criss, the Mercosur countries set up various

2002 extraa and intraregiond nontaiff bariers to trade. In paticular, the
Uruguayan government aso changes its trade policy with respect to extra
regiond third markets through a collection of protectionist instruments.

2002 Parliament passes the reform law for the notaries penson system. It is a reform
of parameters, whithout individua accounts being introduced.

2002 A law authorizing the public fud enterprise (ANCAP) to associate with private
companiesis promulgated.

2002 The Presdency agpproves the regulations for the wholesde market in transport
and eectricity digtribution.

2002 The Buenos Aires — Montevideo gas pipdineisinaugurated.

2002 The legd base which supported the liberdization of telecommunications is
abolished in parliament.

2002 Failed atempt by the government to auction off mobile telephony.

2002 The Presdency submits a Trust Bill to the Congress.

2003 The Adminigration of the Wholesale Electricity Market (ADME) is set up.

2003 Sgnatures of 25% of the eectorate are obtained, authorizing the holding of a

referendum about the ANCAP Association Law.
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