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1 Year 2008, increases in consumption
and private investments

Year 2008 was a favorable period for the economy in Paraguay showing growth rates over the 
average rates recorded during the last six years, in spite of the crisis originated in the United States 
and the volatile prices prevailing for the main raw materials. The bases of growth were higher 
exports in response to external demand and increased domestic demand principally due to higher 
consumption and investment.  

Performance of the Economy

� Gross Domestic Product

Year 2008 found Paraguay’s economy losing momentum in comparison with 2007 with actual 
growth at 5.8%, down one point from the 2007 indicator. The economy showed persistent growth 
during the last 6 years with an average annual increase rate of 4.6%. Growth in 2008 resulted in a 
2.8% improvement in per-capita GDP that reached USD 1,555, the highest since year 1991; in 
current US dollars, the per-capita GDP figure was USD 2,555.

Within the composition of GDP figures, the General Government represented 6.7% in constant 
terms, and the National Budget 37.8%.  International reserves increased 16% compared with 2007, 
reaching USD 2,864 million, equivalent to 18% of GDP.

� Performance by sectors

Expansion of the agricultural sector reached 10.5% in 2008, accounting for approximately 35% of 
the growth in the economy. The agricultural sector increased its share in GDP by 0.9 percentage 
points to reach a 20.2% weight in GDP, a record figure for the period 1991 through 2008. Soybean 
caused the major impact on the sector, with a record crop of 6.8 million tons, up 16.2% from 2007, 
due to the combined effect of an 8.9% increase in the crop area, and a 6.8% increase in yields that 
reached 2,573 kilograms per hectare. 

The rest of the sectors, apart from agriculture, reported growth rates for the sixth consecutive year, 
with a rate of 4.8% during year 2008, up 1.3% from 2007. This was based on good performance 
with growth rates of 4.1% for commerce, 10.5% for construction, 6.5% for ranching, 18% for finance, 
and 4.6% for household services, which accounted for approximately 37% of GDP growth in year 
2008. Unlike the drop experienced in 2007, manufacturing industry showed a slight recovery of 
2.2%, accounting for about 5% of GDP growth in 2008.

� External Sector

In accordance with estimates of the Central Bank of Paraguay (CBP)  the country’s exports during 
year 2008 amounted to USD 7,784.4 million, which includes officially reported transactions, re-
exports, under-reported transactions, sales of goods to bi-national entities, sales of electric power 
and other, representing an overall increase of 42% on the exports of 2007. This increase, although 
significant, was insufficient to cover the 46% increase in imports, which totaled USD 8,809.7 million, 
including both officially registered and unregistered transactions that resulted in a deficit of USD 
1,025.3 million in the balance of trade account.

The flow of family remittances by Paraguayans working abroad, has been an important factor in the 
growth of the internal consumption levels, with an average annual growth rate of 8.5 percent during 
the last four years.

� Employment

The unemployment rate in Paraguay is close to 7.2% in accordance with data provided by the 
Bureau of National Statistics and Census (DGEEC). 

The official minimum salary in force effective October 2007 is Guaranies 1,341,775 equivalent to 
USD 307 at the average exchange rate of 2008.



Fiscal Aspects2

� Financial System

The higher liquidity situation in the financial system continued during 2008, based on increases in 
nominal terms of bank deposits, 26% in local currency and 33% in foreign currency. Bank credits 
also showed increases of 54% in Guaranies and 39% in US dollars.

� Inflation and International interest rates

Another factor enhancing economic performance during year 2008 was that inflation was kept at 7.5 
%, within the range established by the CBP. This indicator showed a volatile behavior during the 
year, with increasing trends during the first semester due to external impacts driven by higher prices 
of oil and agricultural products, with an overall price level variation of 13.4 %, but this trend was 
reversed during second semester of 2008. 

The average exchange rate of the USD measured in local currency was Guaranies 4,363, down 
13% from the 2007 average, representing a 13% nominal appreciation of the Guaraní in terms of the 
USD. In constant currency terms, the appreciation of the effective exchange rate was 10.6%, which 
is an indication that, in the average, the country has lost competitive capacity during year 2008. 

The main changes in tax legislation applicable to years 2008 and 2009 are the following:

� Tax on income of services of a personal nature (IRSCP)

This tax is in force as from January 1, 2009.

The tax is levied, among other, on income of Paraguayan source derived from activities generating 
personal income, and the designated taxpayers are individuals and Simple Partnerships.

Regarding the effective enforcement of this tax, the date has been postponed previously in two 
occasions and in December 2008 the Senate approved a further project to postpone the tax until 
January 1, 2010.  

This project has been approved in the House of Representatives and was vetoed by the Executive 
Power. The project will be returned to the originating House of Senators for subsequent submission 
to the reviewing House of Representatives.

Should Congress lift the veto and confirm postponement of the tax, the Executive Power is obliged 
to promulgate this decision.

Meanwhile, the tax is in force and the general tax rate is 10%.

Both the individual and the Simple Company taxpayers will have a term of 30 working days for 
registration with the Tax authority and filing of Sworn Declaration reporting their Net Worth. In the 
case of individuals, the 30 days are counted as from the date their personal income exceeds 10 
minimum salaries per month (aggregating about USD 36,000 per annum) and in the case of Simple 
Companies as from their date of constitution independently from the amount of their income.

Inception of the tax obligation is configured at the financial year end that coincides with the calendar 
year end. The cash basis is the method of recognition of results: cash received for income and cash 
paid for expenditure.



� Value added tax (VAT) withholdings from local suppliers

Decree 1164/08, had appointed as VAT withholding agents, the exporters and similar entities that 
had applied for reimbursement of VAT credits arising from taxable goods or services acquired from 
suppliers resident in Paraguay.

These taxpayers were obliged to submit the corresponding information recorded in their VAT 
Purchases and VAT Sales mandatory books of account for the last six months, including the period 
in which the balance subject to the reimbursement period is declared, and other additional 
reportable cases if any.

Such filing was to be made through the “Hechauka” Integrated System of Compilation of 
Information provided by the Tax Administration.

Subsequently the Administration extended the list of taxpayers appointed as withholding agents, 
publishing and defining the conditions and deadlines of the VAT withholdings.

The appointment as withholding agent also involves the capacity of information agent, and hence 
the issuance and recording of the VAT books and forms, and particularly the issuance of the VAT 
withholding vouchers, must all comply with the established formats. 

� Certificates of Tax Compliance and Confirmations of non-taxpayer status

Obtention of these documents from the Administration regarding tax compliance or non-taxpayer 
status, has been gradually enforced for certain requisite procedures. 

The requirements are described  as follows.

a) As from January 1, 2009:

b) As from July 1, 2009:

Application for and issuance of both the certificates of tax compliance and the confirmations of 
non-taxpayer status, may be obtained directly through the “Marangatú” System in the website of 
the Tax Administration with the user’s password, or filing the application at the box office of the 
Client Attention Platform. 

Tax compliance certificates will be valid during a 60 day period and non-taxpayer status 
confirmations during 180 days, both terms counted as from issuance date. 
. 

� Obtainment and renewal of credits by individuals and legal entities with financial institutions

� Obtainment of the municipal license from the corresponding municipal authorities.
� Execution of public deeds, in front of a notary public, with certain exceptions.
� Participation in tenders or public bids, in front of the participating Government entities.
� Obtainment of passports, at the General Identifications Bureau of the National Police.



3 Prospects for year 2009 

In year 2008 Paraguay showed more solid macro-economic bases than in past years. The first 
internal impact of the world economic crisis hit the country during third quarter 2008 when the CBP 
took the first measures geared at minimizing such effects. However, the evolution of the crisis 
requires application of the necessary instruments of fiscal policy and coordinating them with 
instruments of monetary policy. 

The Government prepared an anti-crisis plan for economic recovery providing for government 
investment in housing, programs against poverty, funding for the Financial Agency for Development 
(AFD) and programs for harvesting. Funding is available for credits, contingencies and concessions 
of roads, ports and airports to private sector. The total resources devoted to mitigating the effects of 
the crisis would amount to USD 1,479.5 million of which appropriations aggregating USD 911 million 
should be approved by the Congress that will be considering the overall plan during May 2009. In 
these circumstances, disbursements may probably start during third quarter 2009. In addition there 
is an emergency credit line of  USD 500 million provided by the Inter-American Development Bank.

Given the local scenario and the future measures to be possibly adopted by the Government, it may 
be expected that GDP growth in 2009 will drop substantially below the level of 2008, with a basic 
figure close to 0.6% within a range of 1.8% high and -0.3% low. The assumptions used are based 
on a reduction of available income as the result of lower growth in developed countries. Other 
factors taken into account are an estimated 15% drop in export demand, an unemployment rate 
reaching 10.6 %, up from the 7.2% recorded in 2007, which end up having a negative impact on 
household consumption, and on private investments due to reductions in the flows of foreign direct 
investment.  Moreover, drops in soybean yields are expected because of drought, and family 
remittance flows from Paraguayan residents abroad are likewise expected to fall.

Under present conditions at local and international level, the US dollar can be expected to gradually 
appreciate up until the end of year 2011, and the USD exchange rate may be expected to reach a 
quotation of between 4,950 and 5,200 Guaranies at the close of year 2009. Further, inflation for the 
year is expected to be in the range of 5.4% high and 0.6% low, with a base scenario of 3.0%.
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