Introduccion





For the first time the Paraguayan government opened itself up to the scrutiny of the US investment analysts, Standard and Poor's. They had some good words to say for the governments's prudent macroeconomic management, its modest debt service ratio, its low level of public sector indebtedness, and its public sector surplus. The overall result was a triple B rating for long-term loans in local currency, and a double B rating for loans in foreign currency. But the former Chilean economics minister, Hernán Buchi has warned his Paraguayan colleagues that they faced an acute social crisis within five years time if the economic growth rate did not improve on the current 4% a year. He also criticised the poor growth record of exports, the inability to get the annual inflation rate below 10%, and the excessive dependence on foreign borrowing to finance investment.





Coyuntura economica





The government has confirmed that the economic growth rate in 1995 was 4.2% and has projected growth in 1996 at over 5%. Growth in 1995 was spurred by excellent climate conditions during the 1994/95 season that led to very high cotton yields despite low plantings and a record soybean output of 2.2m tons. Macro-economic indicators were positive. The 10.5% inflation rate for 1995 was the lowest since 1982. Public finances were in good shape - tax receipts for the first ten months of 1995 were 42% higher than the for the same period of 1994, the projected public sector surplus for 1995 was equivalent to 1.6% of GDP, and the level of international reserves, at $1,110m,  was the highest for many years. But the combination of a secular decline in the rate of investment as a share of GDP, the knock-on effect of the May 1995 banking crisis, and the November 1995 restrictions on the re-export trade and associated contraband traffic at Ciudad del Este imposed by the Brazilian government, dampened economic growth from the second half of 1995 and will be felt more strongly during 1996.





A deflationary policy implemented in reaction to the May crisis ensured macro-economic stability (a 10.5% inflation rate and an estimated public sector surplus equivalent to 1.6% of GDP in 1995) but this has been at the cost of longer-term growth prospects. In order to counter-act the inflationary impact of the $305m of emergency funds to bail out the shaky banking system, the government resorted to further slow-downs in the disbursement of public investment projects. By the end of October 1995, only 41% of the budgeted amount for fixed investment for the year had been spent. This has exacerbated the long-standing problem of the slow rate of disbursement of foreign loans due to the lack of counterpart funds in local currency. According to the new president of the central bank, Hermes Gómez Dinard, Paraguay has $650m worth of loans signed with the Inter American Development Bank and a further $200m with the World Bank, none of which have been disbursed because of the public expenditure cutbacks. In the nine months to September 1995, public sector investment as a whole had reached only 35% of the total budgeted for the year. 





On the other hand tax collections for the first ten months of 1995 were 46% above the same period in 1994 and 17% above the budgeted target for the period. Better administration has led to a rapid increase in customs tax receipts since mid-1994, and this experience is now been repeated with regard to corporate income tax. The establishment of a special division to focus on the largest 1,500 contributors in the Greater Asunción area is already bearing fruit. A second branch of this new division will open in March 1996 in Ciudad del Este. It will handle the 500 largest contributors in the border region with Brazil, an area notorious for the level of corruption and tax evasion. 





The commission appointed by President Wasmosy to investigate the bank fraud which precipitated the May 1995 banking crisis has published details of the full extent of the illegal deposits. It discovered 3,335 individual deposits which did not have the official stamp of the respective bank; together they totalled G147,824m ($73.9m) in local currency and $18.7m in foreign currency. In November the Senate took up the emergency bill presented by President Wasmosy to clean up the mess left by the scandal and to ensure that nothing like this happens in the future. The proposal involved writing off the debts of the collapsed financial institutions (four banks and five savings and loan companies), a measure opposed by the IMF on the grounds that it sent out the wrong signals to the rest of the banking system, much of which is still tainted with the same dubious practices as the collapsed institutions. But the Senate went even further down to road of state subsidisation of the affected institutions by proposing a new law giving a tax holiday for those financial institutions wishing to merge in the wake of the crisis and extending state compensation to depositors holding up to $15,000 in 'black' accounts in the failed banks. 





Although motivated by the desire to reduce the bloated size of the banking sector, the proposal was strongly criticised because it would implicitly enable these banks to avoid paying back tax on their enormous illegal deposits - deposits which had caused the crisis in the first place.  In late December Wasmosy vetoed the proposed law offering a bail-out to illegal depositors; instead compensation will be restricted to those holding legally registered deposits up to a maximum of 100 minimum salaries ($21,500). To the IMF's relief he also decided to allow the collapse of the four banks (General, Bancosur, Mercantil and Bancopar) it had placed under administration as a result of last year's crisis. This was a recognition that the government's costly efforts to either merge the banks or sell them off had failed to bear fruit. But the decision to liquidate the banks in question could have a strong knock-on effect, leading to the bankruptcy of up to 100 associated companies. 





Inflationary pressures will be stronger in 1996. Under pressure from President Wasmosy, anxious to curry favour with public sector workers in view of the forthcoming primaries within the Colorado Party, and in response to a strike by public sector workers on 10 November in pursuit of a 30% wage increase, the Senate agreed to incorporate a 10 % wage rise for public sector workers in the revised budget for 1996. As a result, total projected expenditure on central government wages and pensions for 1996 rose to $1,051m, a figure which will absorb no less than 83% of projected tax revenue for the year. In January prices increases were decreed for petroleum products that averaged 40%, as well as hikes in water and electricity tariffs. Furthermore, a fiscal deficit is also likely to re-emerge as the government boosts spending in the pre-election year and the growth in tax receipts slows down. 


�



The November clamp-down by the Brazilian authorities on the contraband trade will also hurt trade and fiscal prospects. Official exports for the first ten months of 1995 were $706m, only 2% higher than the same period in 1994. By contrast, imports soared to $2,163m, 37% higher than during the first ten months of 1994. The official trade deficit continued to soar, from $300m in 1993, to $600m in 1994 and an estimated $1,150m in 1995. Hidden behind these figures is the dramatic rise in the re-export of goods, most of which goes unrecorded, to neighbouring countries. According to Standard and Poor's, re-exports make up 70% of total Paraguayan exports. Official exports for 1995 are estimated to reach $600m, but unrecorded re-exports will probably add a further $1,500m. Part of these re-exports are legal, namely the purchases by foreign tourists in Ciudad del Este, but the illegal export of a wide range of goods, ranging from cars to narcotics, comprise a large share of the total. In recent years, public finances have become heavily dependent on this burgeoning 'triangular trade'. For the first eight months of 1995, the Ministry of Finance calculated that taxes linked to foreign trade (mainly import duties and VAT on imported goods) accounted for 54% of all tax receipts.  





Conclusion





Economic prospects for 1996 are not good. Informal credit has been dealt a swift blow by the virtual drying-up of the market in post-dated cheques and the ‘regularisation’ of company borrowing in the wake of the banking scandal has not led to the hoped-for decline in the real cost of bank lending. Cotton yields for the 1995/96 season will suffer from reduced planting and poor pest control occasioned by a credit shortage. Lint production is forecasted at 130,000t.  Export prospects will not be helped by continuing recession in Argentina and uncertain growth prospects in Brazil.
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