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PARAGUAY


1. General trends

In 2011 Paraguay’s GDP expanded by 4%, which equates to a 2.3% rise in per capita GDP. Among the contributing factors were sustained agricultural sector growth and lacklustre performance by the livestock and construction industries. Although public spending continued to expand, an increase in total revenue resulted in a central government fiscal surplus of 0.8% of GDP. The sharp drop in food prices in late 2011 eased the inflationary pressure seen during the first three quarters of the year, yielding year-on-year inflation of 4.9% at the end of 2011. Exports grew by 23.1%, imports by 21.5%. The current account was in deficit by 2.1% of GDP, which is an improvement over the previous year’s 6.1%. 


2. Economic policy

(a)	Fiscal policy

	At year-end 2011 the central government posted a surplus equivalent to 0.8% of GDP, lower than the 1.4% of GDP recorded in 2010. The primary balance was equal to 2.8% of GDP, higher than in 2010 (1.8%). The tax burden remained low but did rise slightly, from 13.1% to 13.2%. The personal income tax bill was shelved in 2011 for the fourth consecutive year, so Paraguay continues to be the only country in Latin America without personal income tax.

	Tax receipts for 2011 were up by 15.8% over the previous year, owing above all to the 24.7% surge in the income tax take. VAT receipts increased sharply (by 13.5%), as did revenue from taxes on foreign trade (13.4%). Receipts were boosted by soaring domestic demand. Non-tax revenue jumped by 19.6% due above all to revenue from the Itaipú and Yacyretá binational entities, which totalled US$ 619.5 million (equivalent to 2.4% of GDP) and was 13.7% higher than in 2010. In total, public revenue (tax, non-tax and capital revenue) posted year-on-year growth of 18.3%.

	Total central government spending rose by 18.6% over 2010 and was equal to 14.7% of GDP. Current spending increased by 17.5% during the same period. Capital expenditure, which is a key indicator of public investment, was up by 23.2%. Central government spending expanded considerably in 2011 but did not grow much more than total revenue, so the fiscal balance continued to run a surplus. According to data from the Debt Management and Analysis System, external public debt fell to 9.6% of GDP from 12.8% the previous year.

(b)	Monetary policy

	The monetary policy approach followed by the Central Bank of Paraguay’s Executive Committee for Open Market Operations and Reserves in 2011 can be divided into two stages. In response to burgeoning domestic demand during the first half of the year that helped fuel inflationary pressures, the Committee adopted a restrictive monetary policy stance and raised the interest rate on monetary regulation instruments gradually over the first two quarters. The weighted average interest rate on these instruments thus went from 5.8% in January 2011 to 9.3% in June. Monetary policy was eased when the economy began to slow in the third quarter and thus the average yield on monetary regulation instruments dropped to 7.4% as of December 2011. At year-end, the year-on-year change in monetary aggregates M1 and M3 was 11.6% and 13.5%, respectively, compared with 13.4% and 22.2%, respectively, for 2010.
	Bank lending to the private sector recorded a year-on-year increase of 24.8% at year-end 2011. The banks’ real lending rate in local currency was 26.9% on an annual weighted average basis in December 2011, slightly lower than the average of 27.1% at December 2010. The interest-rate spread went from 25.9% in December 2010 to 24.5% in December 2011. 
 
(c)	Exchange-rate policy

	The nominal exchange rate of the guaraní showed 2.9% year-on-year appreciation against the United States dollar as of year-end 2011, fed by the flood of capital inflows (especially foreign direct investment), remittances (64.7% higher than in 2010) and revenue from the Itaipú and Yacyretá binational entities (up by 13.7% over 2010). The exchange rate of the guaraní against the dollar was highly volatile, in relative terms, throughout 2011. After appreciating sharply against the dollar in the first half of the year, the national currency began to drop in value as of August, depreciating by about 10% against the dollar during the second-half of the year overall. This reflected the regional and global patterns seen in the exchange rate for the United States dollar in 2011. The real effective exchange rate of the guaraní rose by 2.6% against the United States dollar, 0.7% against the euro, 4.1% against the Argentine peso and 9.9% against the Brazilian real.

	Through December 2011 the Central Bank of Paraguay had accumulated net annual dollar purchases of US$ 106.7 million. Net international reserves registered a year-on-year rise of 19.6%, to US$ 4.984 billion or 20.8% of GDP. The central bank’s efforts to curb the appreciation of the guaraní against the dollar were aided by the current account deficit. 


3. The main variables

(a)	Economic activity

	After posting the highest growth rate in the region in 2010 (15%), Paraguay’s GDP expanded in 2011 by 4%, equivalent to a 2.3% rise in per capita GDP. This is a more normal pace, considering that the economy contracted by 3.8% in 2009 after a drought hit the agricultural sector and rebounded nicely in 2010 thanks to a bumper soybean harvest. On the supply side, the factors that contributed to this performance included the positive momentum of the agricultural sector, whose 7% growth was boosted by an excellent soybean harvest; the 6% decline in the livestock industry, which saw production fall by 14.5% in the last quarter of the year compared with the same period in 2010 after an outbreak of foot-and-mouth disease detected in September; and the 3% contraction of the construction industry, which was hit hard by a shortage of cement.

	On the spending side, the increases seen in all of the components of domestic demand, especially in the first half of the year, were the main drivers of Paraguay’s economic growth in 2011. Total consumption grew by 8.7% (less than the 13.5% posted in 2010). Private consumption continued to expand, at a more moderate 9.1% compared with the prior year’s 13.7%. Growth in government consumption slowed from 12% in 2010 to 5.5% in 2011. Gross fixed capital formation dropped from 21.7% in 2010 to 12% in 2011. Exports of goods and services rose by 23.1% in 2011 versus 27.8% in 2010, despite the sharp drop in the volume of beef exports following the foot-and-mouth disease outbreak. High domestic demand kept goods and services imports on an upward trend, although expansion, at 21.5%, was slightly lower than last year’s 26.7%. 


(b)	Prices, wages and employment

	Annual inflation stood at 4.9% in 2011, lower than the 2010 figure of 7.2% and very close to the midpoint of the target range set by the Central Bank of Paraguay, which is currently 5% plus or minus 2.5 percentage points. Inflation was well above the target range during the first three quarters of the year, mainly because of rising domestic demand during the period. It began to ease in October 2011, finally falling to just below the target rate in December as food prices tumbled during the fourth quarter. Core inflation, an indicator that excludes the most volatile items in the basket (fruits and vegetables), was 4.2% at year-end —well below the 8.4% posted in 2010. Core X1 inflation (which excludes not only fruits and vegetables but also regulated services and fuels) was 3.6%, versus 8.7% in 2010.

	At December 2011 the general wage and salary index was 8.7% higher than in December 2010. The sharpest rises were in commerce (11.5%) and financial intermediation (10.3%). The communications sector saw the smallest increase; at 2.9% it was also substantially below the 4.9% inflation figure for the period. The minimum wage rose from 1,507,484 guaraníes in 2010 to 1,658,232 guaraníes in 2011, contributing to an average increase of 2.7% in real terms.

	According to the Continuous Employment Survey, the open unemployment rate rose to 7.1% in 2011; this is a slight increase over the 6.8% figure for 2010. The open unemployment rate for men was 6.3%; the figure for women was 8.2%.

(c)	The external sector

	Exports of goods and services grew by 23.1% in 2011 to a total of US$ 12.305 billion. The surge in soybean shipments (up by 44.2% in terms of value and 10.3% in volume) was offset by sliding beef exports, which fell by 18.1% and 31.4% in terms of value and volume, respectively. This decline was largely due to the animal health emergency arising from an outbreak of foot-and-mouth disease detected in September that led to suspension of Paraguay’s status as “an FMD-free country where vaccination is practised”. Nevertheless, exports to Argentina, Brazil and Uruguay (Paraguay’s main trading partners, which account for more than 50% of its exports) were generally up in terms of value, by 80.7%, 18.5% and 6.6%, respectively.

	The value of goods and services imports rose by 21.5% to US$ 12.969 billion. Imports of consumer, intermediate and capital goods were up by 18.2%, 36.3% and 16.5%, respectively, in value terms. Intermediate goods saw the largest increase in 2011; within this category, exports of fuels and lubricants posted the sharpest growth —40.4% over 2010. The value of imports from Argentina, Brazil and Uruguay climbed 25% overall. Imports from China slowed markedly, expanding by 5.3% in terms of value in 2011 and falling far short of the 66.7% recorded in 2010.

	The current account posted a deficit equivalent to 2.1% of GDP, smaller than the deficit of 6.1% of GDP in 2010. As a result, the balance-of-payments surplus swelled from US$ 319.3 million in 2010 to US$ 784 million in 2011. The capital and financial account posted a surplus of US$ 751.5 million, higher than the US$ 708.1 million figure for 2010. Substantial capital inflows, mostly in the form of foreign direct investment, jumped 41.4% in 2011 and helped offset the current account deficit. The inflows also made it possible to build up international reserves, which went from US$ 4.169 billion in December 2010 to US$ 4.984 billion in December 2011.



4. General trends for the first quarter of 2012 and outlook for the year

Paraguay’s economy is expected to contract by 1.5% in 2012 as its key sector —agriculture— slows owing to the severe drought that has devastated the country in recent months. The Ministry of Agriculture and Livestock estimates that soybean output will plummet 50% and that cotton and sesame seed production will be off by 5% and 45%, respectively. Weaker economic performance is also due to a flagging livestock sector that is still hurting from the outbreak of foot-and-mouth disease detected in September 2011. The economic cooldown is already reflected in Paraguay’s monthly indicator of economic activity (IMAEP), which recorded a year-on-year decline of 3.9% in real terms as of February 2012.

	On the monetary front, the weighted average yield on monetary regulation instruments continued the downtrend that started in late 2011, to stand at 6.5% in March 2012. Outstanding monetary regulation instruments stood at 4.516 trillion guaraníes in March 2012, 4.9% less than in March 2011. Lending to the private sector posted year-on-year growth of 24.3%.

	The nominal exchange rate of the guaraní against the United States dollar posted a slight year-on-year appreciation of 0.3% as of March 2012. With regard to the real effective exchange rate, the guaraní appreciated 0.9% against the dollar. Cumulative central bank interventions involved net sales of US$ 382.4 million during the first quarter of the year. These transactions brought international reserves to US$ 4.804 billion in March 2012, which is 3.6% below the level in December 2011.

	Year-on-year inflation to March 2012 was 3.3%, compared with 10.3% for the same period in 2011. Lower inflation during the first few months of 2012 is the result of falling food prices (mainly for livestock sector products).

	The lacklustre performance of Paraguay’s economy in the first quarter of 2012 has been reflected in its foreign trade figures. Export value dropped 5.4% during the first quarter compared with the same quarter in 2011 as agricultural and livestock exports slumped during the opening months of the year. There was a 3.1% year-on-year drop in imports.

	Tax receipts as of March 2012 stood at 2.840 billion guaraníes, up 2.7% over the figure for the same period in 2011. There has been legislative progress on the personal income tax bill: after being shelved for four consecutive years, the bill has been approved by the chamber of deputies and is pending approval by the chamber of senators. If the new law is approved it will enter into force in 2013.

