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A. STRATEGIC CONTEXT AND RATIONALE
1. Country and sector issues

Key Development Issues. Uruguay is well endowed with natural resources for livestock and agricultural production,
and the combination of agriculture and agro-industry sectors represent up to 23 percent of the Gross Domestic Product
(GDP) of Uruguay. But, even this figure belies the combined importance of these two sectors to the economy as a
whole; over half of their output is exported, and in the early 2000s represented over 70 percent of Uruguay’s total
export earnings. For agriculture to continue its role of supporting economic development, it must increase even more
its outward orientation, paying particular attention to production specialization, quality improvement and processing;
and on the exploitation of Uruguay’s particular advantages, such as its counter-season relationship with the northern
hemisphere and its capacity for natural, organic and “green” agriculture and livestock production.

The increase in agricultural production must come from increased productivity, precisely because the geographical
frontier was reached long ago. For long-term sustainability, it is essential that such intensification must not prejudice
the natural resource base that supports it. There are encouraging signs that the erosion and degradation of soils
provoked by inappropriate cultural practices established half a century ago have been significantly reduced over the
past 20-30 years. The reduction in the total cropped area has largely eliminated the cultivation of the marginal and
vulnerable soils, and has been accompanied by the adoption of rotations (including planted pastures) and agricultural
practices (such as minimum and zero tillage) that significantly reduce erosion. During the last years, an increase in the
land planted with soybeans is providing an alternative to the rural economy, but at the same time another threat to
natural resources, especially to biodiversity.

Increase in livestock production will come largely from increased productivity in its extensive beef production sector
and from improved management of natural pastures, which constitute the basis of this production system. While a
reduction in the size of the national sheep flock (from 26 to 12 million) during the 1990s has removed one of the main
threats to natural pastures from over-grazing, the extensive beef production system remains fragile and its long-term
sustainability threatened by the risk of natural pasture degradation.

Although land and pasture degradation has been reduced over the past quarter century, many of the activities that make
up the current production systems present new environmental challenges that need to be addressed within a context of
sustainable development. A lack of profitability at the farm level could provoke an inappropriate and eventually
detrimental use of natural resources, to the extent that producers are forced to lower their planning horizon and place
emphasis on the achievement of immediate and short-term solutions to cash flow shortages. This is particularly true in
the case of extensive beef production sector, which uses 80% of the country’s land, 70% of which is under natural
pastures. Additionally, biodiversity has seldom been considered by farmers as an integral element of their production
strategies. Uruguay must, therefore, develop strategies and mechanisms to exploit fully the attributes of its natural
resources, such as its natural pastures, the potential for organic farming and sustainable use of agricultural biodiversity,
in the pursuit of market opportunities presented by ever-more-aware and demanding consumers.

Significant changes have taken place also in the way producers utilize and manage water resources in Uruguay.
Reduced crop pressure on land and livestock pressure on natural pastures has been accompanied by the dramatic
expansion of irrigated agriculture, partially supported by the Bank-financed Natural Resources Management and
Irrigation Development Project, PRENADER I, (Loan 3697-UY). As pressure grows on available water resources, an
expansion of irrigated agriculture would have to be accompanied by improved efficiency of water use and management
in the agricultural sector that will require a broad range of initiatives, from investment in irrigation technology and
improved water quality to proper management of livestock-related effluents through to the establishment of a more
systematic groundwater monitoring systems.

In tandem with an agricultural use of natural resources that emphasizes natural products and integrated production
systems approach, biodiversity conservation and the maintenance of healthy eco-systems offer additional opportunities
for the rural economy. The conservation and management of biodiversity requires the establishment of a framework of
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incentives to private landowners to promote land-use practices that exploit the synergy between conservation and new
opportunities for rural income generation.

The forestry sector, though of little importance for the national economy in the past, has shown recently a very rapid
increase due to incentives for plantation forestry. The area under plantation has grown by close to 800% in the 1990s,
and today the total area under plantation forestry covers 400,000 ha. The economies of scale that have been achieved
allow for industrial processing that can be internationally-competitive. Such industry is not, per se, supportive of
biodiversity conservation since it relied on introduced species with various negative environmental impacts.
Nevertheless, it can benefit from diversification and can increase its ecological value through associated native forest
conservation and regeneration of native species

The global significance of Uruguay’s biodiversity is based on it being a confluence of Amazonian and Chaco domains,
with mosaic-like habitats dominated by grasslands, interspersed with marshes, spiny woodland (“espinal”), gallery
forest, and bodies of standing water (“esteros”). Because of Uruguay’s comparatively small size, relatively regular
topography, and absence of major geographical accidents, the country tends to be uniform from a biological
perspective when compared with other countries in the Neo-tropical region. The grassland ecosystem (“pastizal”) is the
most representative area of the country, periodically-inundated and interspersed marshes, espinal, gallery forest, and
esteros. The relative importance of these habitats and the clear dominance of the grassland (pradera) ecosystem are
shown in Table 6.

Table 6: Principal Natural Habitats and Land Use in Uruguay

Habitat Type Area Percent
(million ha)
Savanna, currently rangelands 14.00 79.4
Natural Forest 0.60 3.5
Wetlands and other Aquatic Ecosystems 1.14 6.5
Permanent Agriculture 0.92 5.2
Urban and Infrastructure 0.30 1.7
Plantation Forests 0.40 2.2
Other 0.26 1.4
Total 17.62 100.0

The richness at ecosystem and site level is enhanced by its having transboundary ecosystems. Uruguay holds one of
the world’s few “savanna” ecosystems, which in turn is very important from a global standpoint, having being
recognized as being of “bioregionally outstanding” value with around 1,200 species of vertebrates, including 580 of
fish, 41 of amphibians, 62 of reptiles, 434 of birds, and 111 of mammals. The other eco-regions represented in the
country include the Humid Chaco and the Brazilian Atlantic Coast Restingas.. Of the 111 species of mammals present
in the country, four have already become extinct, and an additional 5 are in danger of extinction. Being an Endemic
Bird Area, Uruguay holds 3 restricted-range Sporophila species, one of which is in critical condition, another
endangered, and the third nearly threatened. From a botanical perspective, Uruguay has over 2,500 plant species of
which the great majority are herbaceous species or shrubs corresponding to the dominant savanna ecosystems. Almost
exclusive Private ownership of land, the weakness of the protected areas system, and public policy decision that
biodiversity conservation must be secured mostly outside of protected areas, makes this project a unique opportunity to
develop sound practices for rural development in harmony with nature conservation and based conservation of
biodiversity through appropriate use. The country has declared 31 protected areas under different types of management
categories accounting for 302,364 hectares.

The specific habitats present in Uruguay do not occur in isolation from each other but are interspersed, with a series of
localized geographic features which include rocks, hills, small ravines and a highly-branched hydrological network; it
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is this “mosaic” pattern that defines the uniqueness and importance of the eco-region from a biodiversity perspective
and, under natural conditions, allows it to maintain its species diversity. The following are the main eco-systems
present in the country:

e Savanna — which includes a heterogeneous herbaceous community (2000 species, of which 400 are
graminidae), whose diversity is determined by the relative complexity of the soils. There are also various
legumes with importance from a range management perspective, as well as shrubs.

e Native Forests — which includes various distinct types, among them gallery forests (along rivers and other
water courses), ravine forests (which appear in patches and benefit from specific micro-climate conditions),
“bosque Serrano,” palm forests (including the important and endemic “Butia” association covering 70,000 ha),
“monte de parque,” “algarrobal,” and litoral spiny forests (“monte espinoso del litoral”).

e Wetlands — which are primarily located in the south-east , especially in the Laguna Merin watershed and the
coast of Rocha.

e Coastal Ecosystems - which are productive and have an important associated wildlife. They occur along the
two main coasts of the country, the River Plate coast (460 km) and the Atlantic coast (220 km).

Within this richness in terms of biodiversity, livestock production (primarily cattle and sheep) has developed and been
the main pillar of the rural economy for several hundred years. From the beginning, livestock production was based on
the use of natural pastures, at first extensive but gradually with increasing intensity, including enclosure with fencing in
the 19th century and significant attempts to improve its grazing capacity in the latter half of the 20th century with
investments in fertilizer, exotic pasture species, drinking water storage and electric fencing. The original savanna
ecosystem with associated forests (a product of rich soils and a temperate climate) has thus been heavily altered and,
with it, the natural features of the landscape have changed substantially.

These changes have produced some effects including: a) localized effects, which include a change in the composition
of species (primarily grasses) both from the invasion of exotic species (such as introduced grasses) and from the
selective effects of grazing (which favors certain species over others, and thus alters the natural competitive forces). In
addition, grazing causes soil compaction which also distorts the ecological forces present in the absence of widespread
grazing; and b) ecological effects, which are larger-scale changes resulting from the alteration (due to range
management practices) of flooding patterns, fire cycles, and natural succession cycles, which in turn create a savanna
ecosystem different from its original natural condition, with the consequent change in species composition and
dominance patterns. Another major alteration of natural habitats (directly or indirectly associated with range
management practices) has been the heavy loss of native forests, with the consequent loss of biodiversity habitats,
biological corridors, and ecosystem services. Fortunately, both main habitat types (savanna and native forests) are
fairly resilient and, unlike many tropical habitats, they can be the subject of restoration efforts that can be cost-effective
and feasible in time.

Soil erosion has also altered natural habitats. Some 30 percent of all agricultural land has suffered from some form of
erosion. Nevertheless, soil erosion seems to strongly depend on the appearance of periodic heavy rain episodes
(associated with El Nifio Southern Oscillation events), with the resulting damage being heavily correlated with the type
of land use present, which is minimal under permanent forest. Wetland loss and degradation has also occurred to a
substantial degree because of a variety of factors, including the early expansion of rice cultivation which both replaced
the habitats and degraded them through the application of fertilizers and pesticides. This effect has been particularly
important in the Wetlands located eastern part of the country (Bafiados del Este). Invasion by exotic species (both
animals and plants) has also caused significant impacts. For example, since the 1960s the growth of the livestock
sector has been based in part on the improvement of natural pastures via the introduction of improved grasses and
legumes and the use of fertilizers, with the consequent ecological impacts already discussed. Fortunately, from a
biodiversity perspective, of the 16 million ha that are appropriate for livestock and agriculture, 91 percent is still under
natural pastures. These natural pastures are under vulnerable conditions because of fragmentation of habitats thus
resulting in isolated plant populations and threatening fauna associated with these native grasslands. Some herbaceous



vegetation, mainly gramineae and some leguminosae are currently suffering from habitat isolation and land use
changes.

The previous analysis of threats to biodiversity supports that although the agricultural sector has a demonstrated
capacity to further innovate by adopting technology and diversifying both production and markets, there is a growing
recognition that the need to expand production and to increase productivity must be compatible with the protection and
conservation of the natural resources on which it is based. In addition, it must be recognized that the issues and
challenges of the rural areas go beyond the ability of agriculture alone to solve. A large part of the public sector’s role
in promoting development of the rural areas is to provide a supportive framework of public goods, while encouraging
the private sector to identify and exploit the opportunities made available by world markets. There is also an important
role for government in using public expenditures, both in support of infrastructure and in the application of specific
incentives to achieve a demonstration effect in selected sub-sectors. The achievements in irrigation development and
commercial forestry over the past fifteen years are good examples to expand and replicate.

As in other countries, even if Uruguay would allocate 10-15% of its territory under some sort of protection (which is
very expensive and may be not applicable for Uruguay), this wouldn’t be sufficient to maintain large-scale ecological
processes and to ensure sustainable biodiversity conservation over the long term. The government of Uruguay is
convinced on the need to complement its fledging system of 31 protected areas, conservation efforts outside it.
Fortunately, the ecological characteristics of the country, the synergies that can be found between the types of
ecosystems found and the generation of rural income opportunities, and the resilience and restoration potential of
Uruguay’s ecosystems are all very important supportive elements for such an approach. The key concept to achieve
biodiversity conservation outside Uruguay’s system of protected areas would be the promotion of biodiversity-
compatible, multiple land-use practices, within a landscape approach. Under this approach, it is possible to promote the
adoption of land-use practices that exploit the synergies that exist between biodiversity conservation and opportunities
for rural income generation. Some of these practices of “integrated ecosystem management” may include a
combination of the following land-uses, whose relative emphases will be determined by the local conditions, the
feasibility of implementing an incentive framework, the ability for market-based mechanisms to support these land-
uses, and their relative contribution to conservation: as a) maintenance of scenic beauty for rural tourism and
recreation, b) wildlife ranching, c) integrated savanna ecosystem management, d) silvopastoril systems, e) wildlife
hunting, among other arising opportunities. besides, this contribution to the conservation of natural areas, the project
would support Uruguay to advance in the conservation of protected areas , either public or private by identifying
mechanisms to conciliate conservation and biodiversity conservation in management units, thus contributing to the
CBD’s recent agreement to expand the areas conserved by the signatory countries.

Uruguay’s policies take into consideration that these possibilities do not need to be implemented in isolation from
each other. In fact, even though they may be relatively modest from an economic perspective when analyzed
individually, they can become a major alternative to inappropriate land-use practices through income diversification
and complementarity to traditional practices. From a biodiversity perspective, what is key is the promotion of a
geographic configuration that maintains the mosaic nature of Uruguay’s original habitats, restoring biological corridors
through a diversified rural landscape. As in many other countries and region, many of these possibilities are still
fledging; therefore, they can be sharpened and benefit from additional research and the establishment of pilot activities.
Eventually, and with the growing international trends that are favoring the competitiveness of organic and
environmental-friendly markets, biodiversity conservation offers vast opportunities for the future well-being of
Uruguay’s rural economy and for the regeneration and maintenance of healthy ecosystems in the country.

While the entire project will have a national scope, the GEF-funding will be devoted to savanna and native forest
ecosystems, these two holding heterogeneous herbaceous community and its associated areas of native Forests,
including gallery forests (along rivers and other water courses), ravine forests (which appear in patches and benefit
from specific micro-climate conditions), and mainly the “bosque Serrano”. The project has already identified two key
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areas, one in the north and the other in east where the “quebradas” are the last remaining areas of native vegetation
associated with water springs and water courses. Main threats to grassland ecosystems are livestock/agriculture
production systems in some cases incompatible with biodiversity conservation which produce the loss of carrying
capacity of livestock areas, loss of productivity and soil compactation, loss of native herbaceous vegetation with the
recurrent water pollution, changes in the vegetation Features and the loss of shelter and food for wildlife. In the
“serranias”, some of the areas are under increased pressure because of the need of more land for agriculture and
livestock production. Traditional productive systems in these areas would eliminate the last remnants of wildlife and
plant species and may alter the capture and distribution of water into the “quebradas”for use by native species. By
providing incentives for the conservation of key species and habitats using innovative tools for private initiatives
(easements, certification, private reserves, land tax exemptions, and others) and by providing economic value to
biodiversity by making proper use and perpetuating the issue of the resource, the country will have appropriate
mechanisms to incorporate biodiversity into the productive alternatives of the rural sector. At the same time, the
diagnosis has highlighted the need for Capacity Building.

Government Commitment. The Government is keen to expand the work initiated under the PRENADER Project, but
with more emphasis on natural resources and biodiversity conservation and management. To that end, the Bank prepared
a sector review to analyze the main issues related to natural resources management in Uruguay (Uruguay: the Rural
Sector and Natural Resources, Report No. 24409-UR), which was well received by Government. The Ministry of
Agriculture, with the agreement of the Ministry of Economy and OPP, requested World Bank technical and financial
assistance for the preparation and execution of the proposed project. Furthermore, during 2003, the local preparation
team, with the assistance of an FAO Technical Cooperation Project (TCP/URU/0167: Preparacion de un Proyecto de
Manejo Integral de los Recursos Aguas y Suelos), has already prepared background information and a preliminary
proposal for a possible natural resources management project. Finally, with the financial assistance of a GEF PDF Block
B Grant, the Ministry of Agriculture is currently finalizing a proposal to provide a comprehensive analysis of the status
and trends of agricultural biodiversity and of their underlying threats; mainstream biodiversity in on-farm investment
projects to improve natural resources management; and strengthen the capacities of farmers and their organizations, local
and central authorities to manage agricultural biodiversity. Uruguay ratified the Convention on Biological Diversity
(CBD) on May 11, 1993 In compliance with art. 6 of the CBD, The National Biodiversity Strategy (NBS), was prepared
during 1998 and 1999 (Project URU/96/G31) by DINAMA with financial support from the GEF. The Uruguayan NBS
was published and officially presented by MVOTMA on December 29, 1999 and submitted to the CBD Secretariat. The
project will provide support to advance in the commitments from Uruguay to advance in the conservation of biodiversity
as derived from the recent Conference of the Parties carried out in Malaysia (Feb’04).

Cattle ranching has been and is important for the national economy, Uruguay is lowly populated with an early
disappearance of native communities, very high urbanization rate and the very high proportion of lands under private
ownership: all these have prevented Uruguay from developing a “Protected Area System” of similar characteristics to
those of other Latin American countries with some ad-hoc created areas covering less than 1,6% of the national territory.
In order to correc this situation, a recent law created the National System of Protected Areas. On the other side native
forests are protected under law, but this legal protection, although necessary, is not a sufficient condition to ensure that
native forest ecosystems recover their ecological functionality. This functionality requires the existence of contiguous
areas of a minimum size, the maintenance of habitat quality, the proper configuration of forest patches in biological
corridors, etc. Furthermore, there is a lack of effective incentives for reforestation with native species, which given the
losses already occurred, is a pre-requisite for the recovery of these ecosystems.

It was thus understood and political assumed that the future of biodiversity in Uruguay cannot be analyzed in isolation
from the government policy regarding rural development, and ranching in particular. This resulted in a government
ranching strategy (through MGAP) based upon three main pillars: (a) sectoral growth based on productivity increases,
(b) equitable sharing of the costs and benefits of this growth, and (c) conservation of natural resources. Over the long
term, the strategy prioritizes diversification, increase in productivity, product differentiation, product value-added, and



increase in quality. The future of Uruguay’s biodiversity is intimately linked to this sector, and it is thus critical to
develop and implement a biodiversity policy that can be effectively applied within this context.

At the international level, Uruguay has been an active participant in the Convention on Biological Diversity since its
ratification on May 11, 1993 by Law n° 16408. The Operational Focal Point for the CBD is DINAMA, and the
national agency responsible for the implementation of the CBD is MVOTMA/DINAMA' according to National
Government Decree 487/993. The GEF Operational Focal Point is also DINAMA. The National Biodiversity Strategy
contains the principal recommendations and instruments for the implementation of the CBD in the country and is the
result of a participatory process. Within this strategy the need to mainstream biodiversity into the rural landscape has
been established based upon and agreed by about 125 delegates representing 58 institutions from the public and private
sectors (Ministries, local governments, educational and research institutions, NGOs, farmers associations, etc.) and
from the University, among others, who attended the thematic workshops during the project period. The NBS includes
recommendations on the directions upon which the proposed project is based, with emphasis on in situ conservation,
research, capacity, and information exchange, and education and public awareness. A letter of endorsement was
provided by Uruguay’s GEF focal point on November 7, 2001. The Uruguayan Government has expressed its support
and interest in the development and implementation of this project, which would be executed by MGAP, and explicitly
acknowledges that it is in agreement with, and supportive of, the NBS. This project will also support Uruguay to
advance in the consolidation of its natural areas system as committed in the recent COP 7 of the CBD carried out in
Malaysia in February 2004.

2. Rationale for Bank involvement

The Government of Uruguay and the World Bank have collaborated for more than fifty years in the development of the
agricultural sector. Most of this effort was directed towards the productive aspects of agriculture, but during the past
decade a broader approach has been adopted in the rural areas; in particular, emphasis has gradually been increased on
environmental issues and on the achievement of long-term sustainable production systems, mainly through improved
natural resources management. Lessons learned from the recently completed Bank-financed project (PRENADER I)
and the conclusions of the ESW, indicate that any future operation in the agricultural sector in Uruguay should go
beyond irrigated agriculture and dairy production and include natural resources management in the extensive livestock
production sub-sector, which uses over 70% of the land, extensive crop production as well as conservation and
management of agricultural biodiversity. The long standing collaboration with Government in the country’s
agricultural development and the recent experience with the implementation of the PRENADER I Project, plus the
Bank’s experience with GEF-financed biodiversity projects in other parts of Latin America, would make the Bank a
privileged partner to support Government efforts to improve natural resources and biodiversity management. The main
purpose of 2002 CAS was to define the best strategy for the Bank to assist the Uruguayan Government to deal with the
economic and financial crisis that was affecting the country that year. Consequently, its conclusions and
recommendations are irrelevant for investment project lending.

3. Higher level objectives to which the project contributes

The project is consistent with Biodiversity Strategic Priority of Mainstreaming Biodiversity in Production Landscapes
as it will address the development of systemic and institutional capacities of government agencies and other
stakeholders and management procedures, disseminate relevant knowledge, and promote partnership building between
agencies and local communities and private sector that secure biodiversity conservation. The promotion of better
practices in which natural resource management would be enhanced, including biodiversity in the production matrix,

! MVOTMA: Ministry of Housing, Land Planning and Environment
DINAMA: National Environmental Office



would be evaluated in terms of the country’s area under sustainable use, the number of species and habitats conserved
and the economic value of biodiversity for the rural sector.

This project is consistent with the guidelines of the GEF’s Biodiversity Operational Program 13: Conservation and
Sustainable Use of Biological Diversity Important to Agriculture. The project focuses on managed ecosystems and
biological habitats that provide a broad range of goods and services important to human development and the global
environment, as well as on maintaining diverse farming systems and conserving biodiversity in agricultural landscapes.
This strategy would promote positive impacts and at the same time mitigate the negative impacts of agricultural
systems and practices on biological diversity in agro-ecosystems and their interface with other ecosystems. It would
also promote the conservation and sustainable use of genetic resources. These activities would contribute to the
objectives of the CBD in the area of agricultural biological diversity, thus providing significant means for improving
living conditions in rural areas while increasing productivity of biological and rural resources. The project would
achieve these goals by providing technical and financial assistance to local producers in Uruguay and creating
demonstration pilot areas to address constraints that are currently preventing the introduction, dissemination and
widespread use of ecologically sound and socially responsible management concepts, which have good prospects for
sustainable, multiple focal area benefits. The Uruguayan Government, through this GEF project that will be fully
blended with a World Bank-financed project, intends to create a management system that could be replicated in other
areas of the country and the region to generate multiple local area benefits and to enhance the potential of the rural
landscape. Therefore, the project includes systematic reviews of experience gained, documentation of good practices,
and dissemination of lessons learned and know-how. The project would develop also local capacity for the monitoring
of carbon sequestration and balance.

B. PROJECT DESCRIPTION
1. Lending instrument

The project would be financed through a GEF Grant fully blended with Bank loan.

2. [If Applicable] Program objective and Phases
N/A

3. Project development objective and key indicators

The proposed Bank/GEF blended project would assist Government in its efforts to promote the adoption of
economically and environmentally viable integrated production systems among small and medium farmers and
livestock producers. Within a context of holistic ecosystem and natural resources management, the project will
improve natural resources management, conservation of soils, water and rangelands, while increasing productivity and
mainstreaming biodiversity conservation in producers’ investment and production decisions, thus ensuring the
economic and environment sustainability of agricultural and livestock development. Within this integrated production
system approach, the project aims to promote also increased understanding of role of biodiversity in agricultural
landscapes and the potential impact of the various land use practices upon biodiversity and their economic and
ecological sustainability.

The Project would provide financial incentives and technical assistance to medium- and small sized farmers,
emphasizing plans by groups of farmers, to invest in sustainable agricultural practices and mainstream biodiversity in
their investment proposals, in order to ensure the conservation and sustainable use of natural resources and biodiversity
and consolidate productive investments made under PRENADER 1.

The project would strengthen the Ministry of Agriculture’s overall natural resources management capabilities through
training of staff and expanding the Geographical Information System and related natural resource management tools
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developed under PRENADER I. Additionally, the project would support an institutional capacity building program at
the central and regional level for the development and implementation of national strategies for the conservation and
sustainable use agricultural biodiversity and to promote their mainstreaming and integration in sectoral development
programs.

The promotion of better practices in which natural resource management would be enhanced, including biodiversity in
farmers’ production matrix, would be evaluated in terms of the country’s area under sustainable use, the number of
species and habitats conserved and the economic value of biodiversity for the rural sector. The specific targets for the
indicators would be agreed upon during project appraisal. The key performance indicators would include improved
management techniques and procedures adopted: adoption of innovative market incentive, such as certification and
easement implementation; number of biodiversity-friendly projects implemented; area under sustainable use of natural
resources; and number of species and/or populations under conservation. The baseline information for the country and
the establishment of key indicators to measure the evolution of this project’s implementation and the degree to which it
complements a broader approach to natural resources management would be developed during preparation.

Project global environment objective and key indicators. While the integrated production systems in agricultural
and livestock landscapes would be applied at the national level, integrated systems in key biodiversity areas would be
supported by the GEF component, with support being provided to finance the incremental costs of project
interventions. The Project’s overall objective would be achieved by providing technical and financial assistance to
farmers to develop and implement appropriate technologies for increasing the productivity of agricultural systems
(crops, pastures, livestock), while ensuring biodiversity conservation, promoting the adoption of production systems to
conserve soils, reducing the impact of grazing, reducing the risk of erosion and enhancing the efficient use of water
resources (understanding the carbon sequestration potential of various land-use practices and delineating a strategy to
promote carbon sequestration in Uruguay’s productive landscapes). The main project instrument would be the
implementation of demand-driven subprojects that would be complemented by a series of supporting activities such as
technical assistance, training aimed at raising awareness of biodiversity conservation in the productive sectors and
building institutional and landowners’ capacity for holistic management of natural resources, integrating biodiversity
conservation in productive landscapes.

4. Project components

The project would be financed through a Bank loan of US$30 million, a GEF Grant of US$7 million, and Government
counterpart funds of about US$ 3 million. If beneficiaries’ contributions (in cash or kind) of about US$50 million are
included, total project costs would be about US$ 90 million.

For the GEF-supported activities to be executed within the framework of the entire project, with a total cost of US$ 19
million, the GEF contribution would be about US$ 7 million, with co-financing of US$ 7 million of the IBRD and US$
5 million from GOU and beneficiaries,.

The U$7 million GEF contribution to match incremental costs would be allocated in the following manner: US$4.5
million (64.3%) for demand-driven support from the Fund for Promotion of Sustainable Biodiversity Practices; US$1.5
million (21.4%) for the implementation of pilot areas, US$0.7 million (10%) for institutional strengthening, and
US$0.3 million (4.3%) for project coordination.

Based on a blending of GEF-financing with an IBRD loan, the project would finance four main components:

Component Indicative | % of Bank % of | GEF % of
Costs Total financing | Bank financing | GEF
financing financing
(USS M) (USS M) (USS M)
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1. Natural Resources and 29.0 72.5 22.5 75.0 4.5 64.3
Biodiversity Management
Component, through the
establishment of a Fund, the project
would provide technical and
financial assistance to demand-
driven activities aimed at promoting
sustainable management of natural
pastures and rainfed agriculture. The
GEF contribution to the Fund would
support mainstreamed demand for
biodiversity initiatives in priority
ecosystems.

2. Establishment of Pilot Areas, to 1.5 3.7 1.5 21.4
implement pilot demonstrations of
sustainable use of natural resources
in key  micro-watersheds  of
biodiversity.

3. Support Services, which would 7.5 18.8 5.8 19.3 0.7 10.0
include training and technical
assistance to farmers, institutional
strengthening of local and central
authorities(through improved GIS
and studies), and specialized training
for technical staff providing technical
assistance to farmers.

4. Project Coordinating Unit, 2.0 5.0 1.7 5.7 0.3 43
which would be responsible for
overall project execution and the
Monitoring and Evaluation System.

Total Project Costs 40.0 100.0 30.0 100.0 7.0 100.0
Front-end Fee 0.3 1.0
Total Financing Required 30.3 101.0

5. Lessons learned and reflected in the project design
Key lessons learned from implementation of the PRENADER Project include:

e the importance of adequately targeted Government incentives to promote irrigation development and
production diversification into high-value export crops, particularly in an environment that has been
traditionally dominated by extensive agriculture and livestock production like Uruguay.

e In a country where extensive agricultural and livestock production are predominant, natural resources
management programs should address issues related to soil, water, pasture management and biodiversity

conservation and sustainable use in an integrated manner.

o The project was successful in promoting sustainable agricultural practices among small farmers,
through a micro-catchment approach in areas of intensive agriculture and demonstrated the importance of
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o the participatory approach and farmers organizations to a successful natural resources management program.
Through adequate monitoring and evaluation of results, pilot experience can establish the foundations for a
scaled-up nationwide program.

¢ In order to maximize the impact and sustainability of financial incentives to promote the expansion of
privately-owned irrigation infrastructure, procurement procedures should encourage beneficiary ownership and
reduce, or eliminate, reliance on public institutions for O& M.

e Continuity of TA services beyond the duration of the project is therefore essential to the long-term impact and
sustainability of investments.

e In addition to agronomists, the establishment of professional teams for the delivery of extension services in
programs related to Natural Resources Management (specifically sociologists, engineers and economist),
enables a project to be better prepared to respond to multiple demands of producers.

o The incorporation of private organizations in the implementation of applied research programs (as in the case
of AUSID) increases the possibilities of collaboration between researchers, producers, extension specialists,
and local institutions, and consequently provides an effective synergism and potentially higher adoption rates.
Adequate beneficiary ownership and participation is also instrumental to the effective implementation of
government programs aimed at promoting diversification and exports of nontraditional products.

e A holistic approach is key to develop a sustainable agricultural production systems among small farmers in
order to include other elements relevant to the increase in competitiveness of production, beyond mere
productivity, such as awareness of commercial opportunities, product quality, certification, integration with
commerce and with agro-industry in promoting joint action by producers.

General lessons learned from other related GEF projects are:

e innovative financing and supportive mechanisms are needed to conservation biodiversity in the long term,
especially outside of protected areas

e address the true root causes of biodiversity loss as its links to social and political aspects as in the case of
Uruguay where biodiversity is the main productive landscape but not appropriately incorporated into the
productive matrix.

e provide the necessary mechanisms to avoid the tendency for biodiversity to be stand alone and include it into
the economy of the country.

o the sustainability of approach once the GEF-support is finished needs to be guaranteed, thus providing the
ways for the continuation of sound practices for biodiversity conservation.

e interventions should be based on conservation of sites and ecosystems, thus providing alternatives for in situ
conservation of globally important species.

e capacity building at the local and regional level is essential to provide the necessary skills and knowledge not
only to promote biodiversity conservation but also to ensure that an adequate legal and policy framework is in
place.

o stakeholders’ participation should be promoted since the very beginning of the project’s conception, enhanced
during project preparation to raise all issues related to biodiversity conservation and management and creating
the sense of ownership.

e biodiversity projects should adopt a holistic approach to the protection of biodiversity of global importance,
such as land degradation, forest conservation, freshwater management combining global benefits from
individual focal area projects.
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o the private sector should be incorporated into biodiversity management, especially outside protected areas
where, as in the case of Uruguay, the conservation of biodiversity is in private hands.

6. Alternatives considered and reasons for rejection

The initial idea was to propose a project to reactivate the sector following the economic crises that affected the country
in the early 2000s. Such a project would have been strictly production-oriented to promote increased agricultural and
livestock production, including some activities to promote improved natural resources management, combined with a
stand-alone GEF Project for biodiversity conservation and management.

Recent performance of the agriculture sector, however, indicated that, in general terms, the sector was reacting
positively to market signals and did not require special assistance to increase growth. There was, nevertheless, an
underlying threat that, if special incentives and technical assistance were not given to farmers there was a real danger
that high rates of growth in agricultural and livestock production would be achieved at the expense of the country’s
natural resources base.

Lessons learned from the implementation of other GEF-financed biodiversity conservation and management projects in
Latin America, indicated that project impact on biodiversity conservation was greatly enhanced when they were fully
blended with Bank-financed natural resources management projects.

Consequently, in the light of the conclusions of the ESW and the Bank experience with other biodiversity conservation
and management projects, it was decided to opt for a project that would concentrate on promoting improved natural
resources management and mainstream agricultural biodiversity through support to integrated on-farm natural
resources management plans.

C. IMPLEMENTATION
1. Partnership arrangements (if applicable)

N/A

2. Institutional and implementation arrangements

Based on the current institutional framework in the sector and the lessons learned from the PRENADER I Project, the
proposed institutional framework for project implementation would be as follows:

a) CIDAP (Inter-Ministerial and Inter-Departmental Committee for the Support of PRENADER II): The CIDAP
will be coordinated by a member of the UPCT of MGAP, assisted by the coordinator of the Project
Implementation Unit, and also composed by a member of each of the following institution: OPYPA (MGAP),
RENARE (MGAP), and DINAMA (MVOTMA). This committee would approve the basic rules and general
criteria of the project, as well as the annual plans and budgets.

b) Public Entities: Public entities, such as RENARE (MGAP) and DINAMA (MVOTMA), will be responsible
for specific components according to their specialty (i.e. GIS in the case of RENARE and carbon sequestration
in the case of DINAMA). Respective roles and responsibilities as well as arrangements for project
implementation would be agreed at appraisal en reflected in the Operation Manual.

¢) PCU ( Project Coordinating Unit): The PIU will be based in Montevideo and will have minimum of 7
members: 1 coordinator, 1 agronomist, 1 biodiversity specialist, | monitoring, evaluation and acquisitions

12



specialist, 1 accountant, and 2 support staff. This team would be responsible for project management and
implementation, final approval of proposals, and interaction with the World Bank.

d) CRDRISs: The Rural and Sustainable Development Regional Councils (CRDRIS), will be created in each of
the regions and will be composed of the following: (i) Municipalities, (ii) rural farmers associations, (iii) rural
farmers and workers unions, (iv) farmers cooperatives; (v) NGOs involved in sustainable rural development;
and (vi) central Government representatives. These councils main role will be the approval and prioritization of
sub-projects.

e) Municipalities: The 18 Municipalities of the country, with the exception of that of Montevideo, would be
involved through the Directorate of Rural Development. Their role would be to be the “main entry point” for
sub-project proposals.

f) Farmers: Farmers or groups of farmers, eligible for project assistance, would prepare the sub-project
proposals, with the assistance of private consultants, cooperatives or farmer organizations.

g) Private Sector: The Private Sector will take part of the project through: (i) technical consultancies to assist
sub-project proposal preparation, or (ii) by providing goods and services related to the activities to be carried
out under the sub-projects approved.

3. Monitoring and evaluation of outcomes/results

Given the demand-driven nature and strong stakeholder participation for sound practices in natural resources
management, this project would employ an adaptive management framework characterized by regular monitoring and
concurrent evaluation, mid-term review and final assessment. Regular monitoring would be the responsibility of the
coordination unit which would prepare semi-annual reports on implementation progress. This would cover reporting
on the progress achieved vis-a-vis the Operational Manual’s timeline for project activities, the Procurement Plan and
schedule, and agreed Work Plans for the year, among other aspects. The outputs of the M&E plan as part of the
Operational Manual would be used as feedback for the different components of the project cycle, and would confirm
the value of current practice or suggest the need for change. Advanced control and rectification needs would be
addressed by the M&E. An annual report would be prepared indicating project achievements, experiences, problems
and lessons learned during the year for discussions each year with stakeholders.

Indicators will be developed and discussed during the preparation phase and agreed upon during the project appraisal.
Within these indicators measurements of number of biodiversity-friendly projects implemented, area under sustainable
use of natural resources, number of species and/or populations under conservation and capacity created in the country.
The baseline information for the country and the establishment of key indicators to measure the evolution of this
project’s implementation and its complementarity to a broader approach to natural resources management would be
developed

As required for all GEF-funded projects, a final evaluation/review of the project and its execution would be undertaken
at the end of the project. The coordination would carry out such a review with the assistance of independent
consultants acceptable to all parties. The project would support a review workshop or Implementation Completion
Report stakeholder meeting, wherein all participating parties (farmers, farmers associations, academia, NGOs and
governmental agencies) would participate to review and assess the project’s findings and develop a sustainability plan
for project activities in the post-project period, including the strategy with its pertinent changes into Uruguay’s rural
Development Policies.

13



4. Sustainability

This newly developed approach in the rural landscape of Uruguay would develop and promote a different way of
“doing business as usual” without changing the productive context but including improved practices for natural
resources and incorporating biodiversity into this sector, bringing country-driven information, advisory, technical and
extension services and drawing special attention to viable farming and silvo-pastoral practices that help conserve and
sustainable use biodiversity in the agricultural landscape. It would ensure public participation in a new means of
getting products from rural sectors, promote the identification and development of new marketing and business
opportunities for more diversified production systems including eco-friendly produce, and create a sense of belonging
for native biodiversity. In turn, it would establish the human and institutional capacity to promote sustainable solutions
to agro-silvo-pastoral initiatives beyond the project while at the same time conserving biodiversity, including training,
demonstration, and technology transfer, among others. Incremental costs for this different way of doing business and
for mainstreaming biodiversity into the rural landscape would be covered by the GEF. The sustainability would be also
confirmed by the demand for investments in which farmers would have to contribute partially refundable investments
for natural resources management operations. Though this project is based upon a land-use strategy, a legal-based
research would provide national opportunities (as easements already considered in the legal framework) or bringing
international experiences to provide incentives for conservation of biodiversity.

Demonstration areas in micro-watersheds of importance to biodiversity would be developed jointly with small- and
medium-sized local farmers. These demonstration pilot projects would remain in place after project completion, given
that farmers would be the owners and the proponents of these activities in partnership.

Replicability. As a locally-based set of initiatives, implemented by the demand and interest of small- and medium-
sized farmers in previously defined key biodiversity areas in Uruguay, the project would only be able to invest in some
of these sites while the entire project would be working at the national level. This is an obvious indication of the
potential opportunities for replication of biodiversity initiatives. The ecosystems of Uruguay’s natural habitats,
consisting mainly of interspersed savannas and forests, wetlands and hilly tracts of lands, are also shared by
neighboring Brazil and Argentina. There is a strong possibility that this project could be used for replication units not
only within Uruguay but also outside the country where a similar type of habitat combination may be found. Even
without a similar combination of habitat types, the mainstreaming of biodiversity in the rural sector and the value
added to rural land production based on sound practices may be replicated elsewhere with a strong communications
scheme as planned in the project. The academic sector and civil society organizations would be key elements to
disseminate and bring into concrete actions the lessons derived from this initiative.

5. Ciritical risks and possible controversial aspects

Risk Assessment

Cause Rating Mitigation
Co-financiers do not provide | Low Broad ways of communications to
committed resources in a timely launch the project once the co-
manner financing is secured. Participatory

development of the project and its
implementation, clear
communications on benefits and its
impacts on the economy, inclusive
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project implementation and
capacity building in the different
sectors.

Lack of governmental commitment | Low Creation of local and regional

to establishing the necessary and constituencies for biodiversity

appropriate institutional conservation and ecoregion

framework for biodiversity consolidation. Creation of alliances

conservation and promotion of with the private sector, civil society

sustainable use of natural organizations and the academia to

resources support the Government

The project does not generate Moderate Strong communicational campaign

enough demand from farmers and extension work. Definition of

willing to work with governmental Critical site management,

sector in natural resources environmental technical assistance,

management training for local and regional
landowners and communal
initiatives. Community training and
Environmental education activities,
demonstration projects and technical
assistance on natural resource
sustainable use.

There are natural disasters that | Low The project considers alternatives

contribute to destruction of sub- to rare climate conditions such as

region’s biodiversity drought by irrigation. No natural
disasters are expected to occur.

Non-conventional rural | Moderate Integrated Environmental

components such as biodiversity Monitoring, biodiversity

cannot create economic management intervention support,

opportunities community training and
demonstration projects on natural
resources sustainable use

The rural population’s economic | Moderate Standardization and control,

situation is not viable to co-invest biodiversity management

in pilot projects including non- intervention support and certification

conventional rural products mechanisms. Introduction of
environmental patterns with public
political actions for infrastructure and
existing public equipment re-adequacy,
in sustainable way .

Uruguayan small- and medium- | Low A menu of environmentally sound

sized farmers are unwilling to agricultural & livestock

experiment with new tools for technologies and alternative

producing integrally on their lands economic activities including
biodiversity, would be introduced in
these areas and micro-corridors
over the implementation period

Insufficient and suitable | High Intensive training and capacity

capacities are available at national building with local, regional and

level for project management international experts, strong
commitment of capable
professionals from all sectors.

Needed macroeconomic and fiscal | Low Identification of value-added

policies are not in place to
stimulate economic opportunities
being created in key areas for

sources for biodiversity production,
identification of innovative ways to
finance biodiversity conservation
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biodiversity conservation (i.e. certification, environmental
services, etc.)

Lack or insufficient appropriate | Low Sector meetings, motivation through

policy, institutional and Ilegal innovative ways for promoting

framework for biodiversity biodiversity in the rural landscape.

management in general and at Availability of an integrated information

farmers’ level specifically system

Local communities and regional | Low Capacity building at the

authorities are not participating governmental and

fully in the establishment and community/landowner levels, with

management of initiatives standardization and control, and
environmental technical assistance

Sectoral Critical Risks and controversial aspects. The financial crisis that affected the country in the last two years
severely reduced investment in the agricultural sector, and there is a risk of low demand for investment resources under
the project. But, the recent substantial recovery of agricultural growth would indicate that the investment environment
is improving in the sector and that this risk has been largely minimized to a large extent.

In general terms, farmers’ indebtedness is very high, which would reduce their access to long-term financing for
investment, thus affecting project implementation. However, closer look at the problems of farmers’ debt with
commercial banking, would indicate that this debt is highly concentrated among a relatively small group of farmers.
Consequently, most of the farmers have a relatively sound debt situation which should not affect their investment
possibilities.

As a result of the country’s financial crisis, there has been a decline in the supply of long-term credit from commercial
banks, and there is a risk that farmers will not be able to find sufficient financial resources to undertake their part of the
proposed investment. It is expected that, with the financial crisis over and the country in clear economic recovery, this
will not be a major problem.

Lack of counterpart funds delayed implementation of the last project (PRENADER I). The current fiscal situation
would indicate that a similar risk exists, although again if economic recovery continues at its present rate, there is likely
to be a sound fiscal situation during project implementation.

Implementation of the PRENADER I Project showed that, overall, the Project Executing Unit (PEU) had the
institutional capacity to handle project execution issues, although there were some weaknesses regarding procurement
issues, which will be address under the proposed project through specialized training and technical assistance in
procurement for the PEU.

From a strict biodiversity standpoint, small- and medium-sized farmers should be willing to experiment new tools for
an integral production of their lands, and should be able propose the PEU innovative ways of making sound practices
for biodiversity conservation and use. Also, the expected demand for projects is expected to be fulfilled by making a
pertinent campaign for project demands. Weather conditions and macroeconomics policies are not expected to be a risk
for the component of biodiversity, though extensive periods of drought or waving national and international markets
for biodiversity production could impact on the project. The legal framework currently hold by Uruguay is expected to
continue promoting biodiversity conservation and no changes are expected to be constraining the use of the animal and
plant richness of the country. Capacity at the local and national level may be a constraining point due to its limited
capacity and the need to have a structure for extension and generation of the necessary demand in innovative ways of
biodiversity management.
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6. Loan/credit conditions and covenants

The Preparation of the final draft of the project’s Operational Manual would be a condition of negotiations.

D. APPRAISAL SUMMARY
1. Economic and financial analyses

Given the demand-driven nature of activities to be executed under the project, it is not possible to determine a priori
the exact composition of the universe of investment sub-projects that will be financed under the project. Consequently,
as only activities identified and presented by potential beneficiaries would be considered, an ex-ante determination of
costs and benefits of productive investments would not be feasible. Therefore, economic return estimates were based
only on a sample of investment sub-projects likely to be demanded by beneficiaries, following the experience of
PRENADER 1. The impact of these investments on natural resources and biodiversity management, agricultural
productivity and farmers’ income was analyzed with the help of farm models illustrative of typical farming situations
in the main agro-ecological zones, and situations in which biodiversity was mainstreamed into the farmer’s investment
decisions. Assumptions regarding yield increases are conservative to reflect the risk-minimizing production strategies
that normally characterize farmers. The estimated overall rate of return of the project, is estimated at about 23%.
Although the estimated rate of return took into consideration only part, albeit a substantial part, of the possible
investments to be financed under the project, is presented here to give an order of magnitude of the economic returns
that can be expected from the proposed project.

Economic return calculations included the cost of incremental on-farm productive investment and recurrent
expenditure for the adoption of sustainable agricultural production systems promoted under the project. The analysis of
the sample of representative subprojects indicated that economic returns on most investments by crop farmers and
livestock producers are likely to be above 18%; farm models with ERR of less than 12% were excluded from the
analysis as this will be the minimum rate of return that any sub-project would have to have in order to be eligible for
financing under the proposed.

The financial analysis was carried out to assess the financial viability of a sample of productive investments most likely
to be demanded by irrigation farmers, along the same lines followed for the economic analysis. The financial viability
of these investments was analyzed within the framework of the most common production systems used by producers
using the same set of farm models prepared for the economic analysis. As is to be expected, given the level of subsidy
provided, the selected farm model showed relatively high financial rates of return. Input and output prices were
assumed constant, as was the real exchange rate, throughout the 20 year time horizon used in the financial analysis.
The discount rate was assumed to bel12%.

2. Technical

The project is considered technically sound, given that:

e The main constraints to improved productivity of extensive livestock and crop production have been
adequately identified during project preparation and included in the implementation strategy of the project.

e Farmers’ participation in investment decision making process and the demand-driven approach that will
characterized project execution have already been tested by implementing agencies.

e The main technical aspects of the on-going matching grant scheme that would be adopted by the project have
been defined during preparation.

e The compliance of individual beneficiary sub-projects with acceptable technical standards would be ensured
through a combination of instruments, including the participatory preparation of sub-projects, provision of

17



technical support for the identification and preparation of farmers’ investment proposals, and the establishment
of detailed monitoring and evaluation assistance.

From a biodiversity standpoint, the project is consistent with the general state-of-the-art conclusions, and involves a
holistic approach to the main areas of interests of GEF and the Bank to mainstream biodiversity in the productive
sector in rural areas. Thus, from this viewpoint, the project is technically sound given that it:

a) Provides a focused and innovative way of financing and supporting conservation biodiversity in the long-
term by providing alternatives uses of biodiversity in the rural landscape.

b) Addresses the true root of biodiversity loss in Uruguay by including biodiversity within a strategy of natural
resources management thus avoiding the generally ineffective stand-alone approach.

c¢) Assures sustainability by involving biodiversity as a productive factor in the rural landscape with a
biological vision from which the key biodiversity areas will be derived and prioritized for project financing.

d) Provides the needed capacity and the creation of other innovative knowledge tools to have a sound
management toolkit for biodiversity.

e) Provides a strong and broad framework of stakeholders’ participation to assure ownership while at the same
time several other key cross sectorial issues are included such as freshwater, forest conservation, land
degradation, etc.

f) Presents a demand-driven approach to promote ideas and innovative ways of adopting sound biodiversity
practices and its combination with other natural resources in a broader scope of rural landscape management.

g) Includes private sector participation in biodiversity management especially outside protected areas where as
in the case of Uruguay, the conservation of biodiversity is in private hands within a biological vision of key
biodiversity areas.

3. Fiduciary

Implementation of the PRENADER I Project showed that, overall, the Project Executing Unit had the institutional
capacity to handle project execution issues, although there were some weaknesses regarding procurement issues, which

will be address under the proposed project through specialized training and technical assistance in procurement for the
PEU.

Implementation of the PRENADER I Project as well as the Foot and Mouth Emergency Recovery Project suggest that,
overall, the Project Executing Unit (PEU) has adequate institutional capacity to handle project execution issues,
including procurement. While some weakness were identified with respect to procurement processes carried out under
the former project, key staff in the PEU are experienced and familiar with Bank fiduciary requirements. The said
weaknesses will be address under the proposed project through a more appropriate project design (i.e. demand-driven,
beneficiary executed subprojects with appropriate technical assistance, monitoring and supervision arrangements), and
additional procurement training and technical assistance for the PEU.

In addition to a limited amount of procurement (primarily technical assistance), the PEU will be responsible for: (i)
selecting eligible beneficiaries on the basis of established criteria; (i) signing with beneficiaries a standard project
agreement approved by the Bank; (iii) approving the beneficiaries’ annual procurement plans; (iv) providing or
supervising technical assistance to the beneficiaries for sub-project preparation and implementation; (iv) supervising
procurement carried out by the beneficiaries; and (v) managing a MIS with comprehensive procurement and financial
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information on the subprojects. It is anticipated that the subprojects will be pre-financed by the beneficiaries who will
be reimbursed by the UEP, provided that agreed procurement procedures have been used.

The contracts financed by the subprojects are expected to be small works and small value goods to be procured on the
basis of standard documentation and procedures and shopping or commercial practices, respectively. However,
subprojects may also include technical assistance provided by individual consultants to be selected on the basis of
comparison of highly decentralized and demand driven qualifications and experience of three qualified consultants,
whenever possible.

4. Social

Given that the proposed project would be difficult to implement without the participation of local and regional
stakeholders. Stakeholders are the main actors in the scenario planned by this project. For most of the areas,
information is scarce and fragmentary and thus policy makers, community members, small- and medium-sized farmers,
the academic and NGO sector are the indispensable local and regional stakeholders for project implementation. All
these stakeholders will be involved in the project’s specifics, the main areas of interventions, etc., and this involvement
will be done through information dissemination, consultation, and stakeholder participation.

Stakeholder involvement will improve the performance and impact of the project as it would enhance ownership, and
accountability, will address economic needs of involved people and communities, build from the very beginning
partnerships among the project executing agency and stakeholders; and finally make appropriate use of skills,
experiences, and knowledge, in particular, of community and local groups, private sector and NGOs, in the design,
implementation, and evaluation of project activities.

Representatives of pertinent key stakeholder groups would be involved and be part of the coordinating mechanisms.
Local groups would be in charge of project oversight, of support for the coordination and maintenance of institutional
networks, and of articulation and collaboration with stakeholders. The networks of project beneficiaries would be key
for disseminating the project’s outputs. An annual report would be prepared indicating project achievements,
experiences, problems and lessons learned during the year for discussions each year with stakeholders. This project
would demonstrate that stakeholders must be engaged in co-managing resources, especially key biodiversity areas and
where there is a need to improve weaknesses in institutional capacity in public sector agencies. These groups comprise
a broad spectrum of the key national stakeholders who are instrumental in generating policies on natural resources
management in general, and on biodiversity conservation in particular. The project has already identified and
classified the stakeholders involved in this project.

5. Environment

Given the nature of biodiversity conservation scope, the interventions are expected to have a strong positive impact on
the environment by means of:

a) Providing sufficient tools and mechanism for incorporating biodiversity as another source of income for the
rural areas and promoting its conservation in perpetuity due to its incorporation into the national economy

b) Working on areas where the Prenader has already been developing activities in the past years and
biodiversity conservation should be incorporated into the production of these areas, thus including a new
“item” for the rural landowner.

¢) Improving and/or rehabilitating areas where Prenader has already worked and will be prioritized by its
biodiversity importance during project implementation.
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d) Complementing the natural resource management in key biodiversity areas derived from a biological vision
of the rural Uruguay.

e) Improving, restoring and increasing animal and plant densities of local, regional and global importance areas
where biodiversity has been depleted or reduced due to its competition with unfriendly practices

6. Safeguard policies

Safeguard Policies Triggered by the Project Yes No
Environmental Assessment (OP/BP/GP 4.01) [x ] []
Natural Habitats (OP/BP 4.04) [ x] []
Pest Management (OP 4.09) [x] []
Cultural Property (OPN 11.03, being revised as OP 4.11) [] [x ]
Involuntary Resettlement (OP/BP 4.12) [1] [x ]
Indigenous Peoples (OD 4.20, being revised as OP 4.10) [] [x ]
Forests (OP/BP 4.36) [x] []
Safety of Dams (OP/BP 4.37) [] [x]
Projects in Disputed Areas (OP/BP/GP 7.60)" [] [x ]
Projects on International Waterways (OP/BP/GP 7.50) [ ] [x ]

7. Policy Exceptions and Readiness
N/A

: By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties' claims on the disputed areas
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http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/9367A2A9D9DAEED38525672C007D0972?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/BProw/C4241D657823FD818525672C007D096E?OpenDocument
http://lnweb18.worldbank.org/ESSD/envext.nsf/47ByDocName/EnvironmentalAssessment
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/71432937FA0B753F8525672C007D07AA?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/BProw/62B0042EF3FBA64D8525672C007D0773?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/665DA6CA847982168525672C007D07A3?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/tocall/55FA484A98BC2E68852567CC005BCBDB?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/bytype/AA37778A8BCF64A585256B1800645AC5?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/bytype/383197ED73D421A385256B180072D46D?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/bytype/0F7D6F3F04DD70398525672C007D08ED?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/C972D5438F4D1FB78525672C007D077A?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/GPraw/97FA41A3D754DE318525672C007D07EB?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/C12766B6C9D109548525672C007D07B9?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/BProw/D3448207C94C92628525672C007D0733?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/72CC6840FC533D508525672C007D076B?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/BProw/5DB8B30312AD33108525672C007D0788?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/GPraw/C6B0F62BE7A10B338525672C007D078B?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/OPolw/5F511C57E7F3A3DD8525672C007D07A2?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/BProw/47D35C1186367F338525672C007D07AE?OpenDocument
http://wbln0011.worldbank.org/Institutional/Manuals/OpManual.nsf/GPraw/CC209CF484469D2C8525672C007D07EE?OpenDocument

Annex 1: Country and Sector or Program Background
URUGUAY: Uruguay Rural Development

Uruguay is well endowed with natural resources for livestock and agricultural production, and the combination of
agriculture and agro-industry sectors represent up to 23 percent of the Gross Domestic Product (GDP) of Uruguay. But,
even this figure belies the combined importance of these two sectors to the economy as a whole; over half of their
output is exported, and in the early 2000s represented over 70 percent of Uruguay’s total export earnings.

For agriculture to continue its role of supporting economic development, it must increase even more its outward
orientation, paying particular attention to production specialization, quality improvement and processing; and on the
exploitation of Uruguay’s particular advantages, such as its counter-season relationship with the northern hemisphere
and its capacity for natural, organic and “green” agriculture and livestock production.

The increase in agricultural production must come from increased productivity, precisely because the geographical
frontier was reached long ago. For long-term sustainability, it is essential that such intensification must not prejudice
the natural resource base that supports it. There are encouraging signs that the erosion and degradation of soils
provoked by inappropriate cultural practices established half a century ago have been significantly reduced over the
past 20-30 years. The reduction in the total cropped area has largely eliminated the cultivation of the marginal and
vulnerable soils, and has been accompanied by the adoption of rotations (including planted pastures) and agricultural
practices (such as minimum and zero tillage) that significantly reduce erosion. During the last years, an increase in the
land covered by soybean plantation is providing an alternative to the economy of the country, but at the same time
represents another threat to natural resources, especially to biodiversity. Increase in livestock production will come
largely from increased productivity in its extensive beef production sector and from improved management of natural
pastures, which constitute the basis of this production system. While a reduction in the size of the national sheep flock
(from 26 to 12 million) during the 1990s has removed one of the main threats to natural pastures from over-grazing, the
extensive beef production system remains fragile and its long-term sustainability threatened by the risk of natural
pasture degradation. Natural pastures are under vulnerable conditions because of fragmentation of habitats thus
resulting in isolated plant populations and threatening fauna associated with these native grasslands. Some herbaceous
vegetation, mainly gramineae and some leguminosae are currently suffering from habitat isolation and land use
changes.

Although land and pasture degradation has been reduced over the past quarter century, many of the activities that make
up the current production systems present new environmental challenges that need to be addressed within a context of
sustainable development. A lack of profitability at the farm level could provoke an inappropriate and eventually
detrimental use of natural resources, to the extent that producers are forced to lower their planning horizon and place
emphasis on the achievement of immediate and short-term solutions to cash flow shortages. This is particularly true in
the case of extensive beef production sector, which uses 80% of the country’s land, 70% of which is under natural
pastures. Uruguay must, therefore, develop strategies and mechanisms to exploit fully the attributes of its natural
resources, such as its natural pastures, the potential for organic farming and sustainable use of agricultural biodiversity,
in the pursuit of market opportunities presented by ever-more-aware and demanding consumers.

Significant changes have taken place also in the way producers utilize and manage water resources in Uruguay.
Reduced crop pressure on land and livestock pressure on natural pastures has been accompanied by the dramatic
expansion of irrigated agriculture (partially supported by the Bank-financed Natural Resources Management and
Irrigation Development Project - Loan 3697-UY). As pressure grows on available water resources, an expansion of
irrigated agriculture would have to be accompanied by improved efficiency of water use and management in the
agricultural sector that will require a broad range of initiatives, from investment in irrigation technology and improved
water quality to proper management of livestock-related effluents through to the establishment of a more systematic
groundwater monitoring systems.

In tandem with an agricultural use of natural resources that emphasizes natural products and integrated production
systems approach, biodiversity conservation and the maintenance of healthy eco-systems offer additional opportunities
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for the rural economy. The conservation and management of biodiversity requires the establishment of a framework of
incentives to private landowners to promote land-use practices that exploit the synergy between conservation and new
opportunities for rural income generation.

The forestry sector, though of little importance for the national economy in the past, has shown recently a very rapid
increase due to incentives for plantation forestry. The area under plantation has grown by close to 800% in the 1990s,
and today the total area under plantation forestry covers approximately 400,000 ha. The economies of scale that have
been achieved allow for industrial processing that can be internationally-competitive. Such industry is not, per se,
supportive of biodiversity conservation since it relied on introduced species with various negative environmental
impacts. Nevertheless, it can benefit from diversification and can increase its ecological value through associated
native forest conservation and regeneration of native species.

The global significance of Uruguay’s biodiversity is based on it being a confluence of Amazonian and Chaco domains,
with mosaic-like habitats dominated by grasslands, interspersed with marshes, spiny woodland (“espinal”), gallery
forest, and bodies of standing water (“esteros”). Because of Uruguay’s comparatively small size, relatively regular
topography, and absence of major geographical accidents, the country tends to be uniform from a biological
perspective when compared with other countries in the Neo-tropical region. The grassland ecosystem (“pastizal”) is the
most representative area of the country, periodically-inundated and interspersed marshes, espinal, gallery forest, and
esteros. The relative importance of these habitats and the clear dominance of the grassland (pradera) ecosystem are
shown in Table 6.

Table 6: Principal Natural Habitats and Land Use in Uruguay

Habitat Type Area Percent
(million ha)

Savanna, currently rangelands 14.00 79.4
Natural Forest 0.60 3.5
Wetlands and other Aquatic Ecosystems 1.14 6.5
Permanent Agriculture 0.92 5.2
Urban and Infrastructure 0.30 1.7
Plantation Forests 0.40 2.2
Other 0.26 1.4
Total 17.62 100.0

The richness at ecosystem and site level is enhanced by its having transboundary ecosystems. Uruguay holds one of
the world’s few “savanna” ecosystems, which in turn is very important from a global standpoint, having being
recognized as being of “bioregionally outstanding” value with around 1,200 species of vertebrates, including 580 of
fish, 41 of amphibians, 62 of reptiles, 434 of birds, and 111 of mammals. The other eco-regions represented in the
country include the Humid Chaco and the Brazilian Atlantic Coast Restingas.. Of the 111 species of mammals present
in the country, four have already become extinct, and an additional 5 are in danger of extinction. Being an Endemic
Bird Area, Uruguay holds 3 restricted-range Sporophila species, one of which is in critical condition, another
endangered, and the third nearly threatened. From a botanical perspective, Uruguay has over 2,500 plant species of
which the great majority are herbaceous species or shrubs corresponding to the dominant savanna ecosystems. Almost
exclusiveThe country has a weak protected areas system with relatively ineffectively protected area of 300,000 ha
located in 31 different sites.

The specific habitats present in Uruguay do not occur in isolation from each other but are interspersed, with a series of
localized geographic features which include rocks, hills, small ravines and a highly-branched hydrological network; it
is this “mosaic” pattern that defines the uniqueness and importance of the eco-region from a biodiversity perspective
and, under natural conditions, allows it to maintain its species diversity. The following are the main eco-systems
present in the country:
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e Savanna — which includes a heterogeneous herbaceous community (2000 species, of which 400 are
graminidae), whose diversity is determined by the relative complexity of the soils. There are also various
legumes with importance from a range management perspective, as well as shrubs.

e Native Forests — which includes various distinct types, among them gallery forests (along rivers and other
water courses), ravine forests (which appear in patches and benefit from specific micro-climate conditions),
“bosque Serrano,” palm forests (including the important and endemic “Butia” association covering 70,000 ha),
“monte de parque,” “algarrobal,” and litoral spiny forests (“monte espinoso del litoral”).

e Wetlands — which are primarily located in the south-east , especially in the Laguna Merin watershed and the
coast of Rocha.

e Coastal Ecosystems - which are productive and have an important associated wildlife. They occur along the
two main coasts of the country, the River Plate coast (460 km) and the Atlantic coast (220 km).

Within this richness in terms of biodiversity, livestock production (primarily cattle and sheep) has developed and been
the main pillar of the rural economy since the last centuary. Livestock production was always based on the use of
natural pastures, at first extensive but gradually with increasing intensity, including enclosure with fencing in the 19th
century and significant attempts to improve its grazing capacity in the latter half of the 20th century with investments
in fertilizer, exotic pasture species, drinking water storage and electric fencing. The original savanna ecosystem with
associated forests (a product of rich soils and a temperate climate) has thus been heavily altered and, with it, the natural
features of the landscape have changed substantially.

These changes have produced some effects: a) the localized effects, which include a change in the composition of
species (primarily grasses) both from the invasion of exotic species (such as introduced grasses) and from the selective
effects of grazing (which favors certain species over others, and thus alters the natural competitive forces). In addition,
grazing causes soil compaction which also distorts the ecological forces present before widespread grazing; and b)
ecological effects, which are larger-scale changes resulting from the alteration (due to range management practices) of
flooding patterns, fire cycles, and natural succession cycles, which in turn create a savanna ecosystem different from its
original natural condition, with the consequent change in species composition and dominance patterns. Another major
alteration of natural habitats (directly or indirectly associated with range management practices) has been the heavy
loss of native forests, with the consequent loss of biodiversity habitats, biological corridors, and ecosystem services.
Fortunately, both main habitat types (savanna and native forests) are fairly resilient and, unlike many tropical habitats,
they can be the subject of restoration efforts that can be cost-effective and feasible in time.

Soil erosion has also altered natural habitats. Some 30 percent of all agricultural land has suffered from some form of
erosion. Nevertheless, soil erosion seems to strongly depend on the appearance of periodic heavy rain episodes
(associated with El Nifio Southern Oscillation events), with the resulting damage being heavily correlated with the type
of land use present, which is minimal under permanent forest. Wetland loss and degradation has also occurred to a
substantial degree because of a variety of factors, including the early expansion of rice cultivation which both replaced
the habitats and degraded them through the application of fertilizers and pesticides. This effect has been particularly
important in the east (Bafiados del Este). Finally, invasion by exotic species (both animals and plants) has also caused
significant impacts. For example, since the 1960s the growth of the livestock sector has been based in part on the
improvement of natural pastures via the introduction of improved grasses and legumes and the use of fertilizers, with
the consequent ecological impacts already discussed. Fortunately, from a biodiversity perspective, of the 16 million ha
that are appropriate for livestock and agriculture, 91 percent is still under natural pastures.

Almost exclusive private ownership of land, Uruguay has a weak protected areas system, and public policy decision
that biodiversity conservation must be secured mostly outside of protected areas, makes this project a unique
opportunity to develop sound practices for rural development in harmony with nature conservation and based
conservation of biodiversity through appropriate use. The country has declared 31 protected areas representing an
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estimated 300,000 ha. under different types of management categories. The presence of a fledging system of protected
area is a contribution to provide ways of conserving natural habitats to unite these yet to be established protected areas.
As in other countries, even if Uruguay were able to place 10-15% of its territory under some sort of protection (which
is very expensive and may be not applicable for Uruguay), this wouldn’t be sufficient to maintain large-scale
ecological processes and to ensure sustainable biodiversity conservation over the long term.

The government of Uruguay is convinced on the need to complement its fledging system of protected areas with
aggressive conservation efforts outside it. Fortunately, the ecological characteristics of the country, the synergies that
can be found between the types of ecosystems found and the generation of rural income opportunities, and the
resilience and restoration potential of Uruguay’s ecosystems are all very important supportive ingredients for such an
approach. The key concept to achieve biodiversity conservation outside Uruguay’s system of protected areas would be
the promotion of biodiversity-compatible, multiple land-use practices, within a landscape approach. Under this
approach, it is possible to promote the adoption of land-use practices that exploit the synergies that exist between
biodiversity conservation and opportunities for rural income generation. Some of these practices of “integrated
ecosystem management” may include a combination of the following land-uses, whose relative emphases will be
determined by the local conditions, the feasibility of implementing an incentive framework, the ability for market-
based mechanisms to support these land-uses, and their relative contribution to conservation: as a) maintenance of
scenic beauty for rural tourism and recreation, b) wildlife ranching, ¢) integrated savanna ecosystem management, d)
silvopastoril systems, e) wildlife hunting, among other arising opportunities. Besides, this contribution to the
conservation of natural areas, the project will support Uruguay to advance in the conservation of conservation units,
either public or private by identifying mechanisms to conciliate conservation and biodiversity conservation in
management units, thus contributing to the CBD’s recent conclusions on expanding the areas conserved in the
signatory countries.

Uruguay’s policies have established that these possibilities do not need to be implemented in isolation from each other.
In fact, even though they may be relatively modest from an economic perspective when analyzed individually, they can
become a major alternative to inappropriate land-use practices through income diversification and complementarity to
traditional practices. From a biodiversity perspective, what is key is the promotion of a geographic configuration that
maintains the mosaic nature of Uruguay’s original habitats, restoring biological corridors through a diversified rural
landscape. As in many other countries and region, many of these possibilities are still fledging; therefore, they can be
sharpened and benefit from additional research and the establishment of pilot activities. Eventually, and with the
growing internationally trends that are favoring the competitiveness of green and environmental-friendly markets,
biodiversity conservation offers vast opportunities for the future well-being of Uruguay’s rural economy and for the
regeneration and maintenance of healthy ecosystems in the country.

This ecological importance has been in conflict with traditional rural development, mainly with biodiversity
conservation not being included as a key part of the productive sector. The conservation and management of
biodiversity require the establishment of a framework of incentives to private landowners to promote land use practices
that exploit the synergy between conservation and new opportunities for rural income generation. In this project,
agricultural use of natural resources would emphasize natural products and an integrated production systems approach,
biodiversity conservation and the maintenance of healthy ecosystems to broaden the supply of additional opportunities
for the rural economy. By providing incentives for the conservation of key species and habitats using innovative tools
for private initiatives (easements, certification, private reserves, land tax exemptions, and others) and by providing
economic value to biodiversity by making proper use and perpetuating the issue of the resource, the country will have
appropriate mechanisms to incorporate biodiversity into the productive alternatives of the rural sector

In summary, although the agricultural sector has a demonstrated capacity to further innovate by adopting technology
and diversifying both production and markets, there is a growing recognition that the need to expand production and to
increase productivity must be compatible with the protection and conservation of the natural resources on which it is
based. In addition, it must be recognized that the issues and challenges of the rural areas go beyond the ability of
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agriculture alone to solve. A large part of the public sector’s role in promoting development of the rural areas is to
provide a supportive framework of public goods, while encouraging the private sector to identify and exploit the
opportunities made available by world markets. There is also an important role for government in using public
expenditure, both in support of infrastructure and in the application of specific incentives to achieve a demonstration
effect in selected sub-sectors; the achievements in irrigation development and commercial forestry over the past fifteen
years are good examples to expand and replicate.

Government commitment. The Government is keen to expand the work initiated under the PRENADER Project, but
with more emphasis on natural resources and biodiversity conservation and management. To that end, the Bank
prepared a sector review to analyse the main issues related to natural resources management in Uruguay (Uruguay: the
Rural Sector and Natural Resources, Report No. 24409-UR), which was well received by Government The Ministry of
Agriculture, with the agreement of the Ministry of Economy and OPP, requested World Bank technical and financial
assistance for the preparation and execution of the proposed project, and would like to start implementing the project in
July/August 2004. Furthermore, during 2003, the local preparation team, with the assistance of an FAO Technical
Cooperation Project (TCP), has already prepared background information and a preliminary proposal for a possible
natural resources management project. Finally, with the financial assistance of a GEF PDF Block B Grant, the Ministry
of Agriculture is currently preparing a proposal to provide a comprehensive analysis of the status and trends of
agricultural biodiversity and of their underlying threats; mainstream biodiversity in on-farm investment projects to
improve natural resources management; and strengthen the capacities of farmers and their organizations, local and
central authorities to manage agricultural biodiversity. The proposal would be submitted to GEF for financing and
would be an integral part of the Natural Resources and Biodiversity Management Project under preparation that would
be financed by the Bank.

Cattle ranching has been and is important for the national economy, Uruguay is lowly populated with an early
disappearance of native communities, very high urbanization rate and the very high proportion of lands under private
ownership: all these have prevented Uruguay from developing a “Protected Area System” of similar characteristics to
those of other Latin American countries with some ad-hoc created areas covering less than 1,6% of the national
territory. For correcting this situation, a recent law created the National System of Protected Areas with no
implementation until now. On the other side native forests are protected under law, but this legal protection, although
necessary, is not a sufficient condition to ensure that native forest ecosystems recover their ecological functionality.
This functionality requires the existence of contiguous areas of a minimum size, the maintenance of habitat quality, the
proper configuration of forest patches in biological corridors, etc. Furthermore, there is a lack of effective incentives
for reforestation with native species, which given the losses already occurred, is a pre-requisite for the recovery of
these ecosystems.

It was thus understood that the future of biodiversity in Uruguay cannot be analyzed in isolation from the government
policy regarding rural development, and ranching in particular. This resulted in a livestock strategy (through MGAP)
based upon three main pillars: (a) sectoral growth based on productivity increases, (b) equitable sharing of the costs
and benefits of this growth, and (c) conservation of natural resources. Over the long term, the strategy prioritizes
diversification, increase in productivity, product differentiation, product value-added, and increase in quality. The fait
of Uruguay’s biodiversity is intimately linked to this sector, and it is thus critical to develop and implement a
biodiversity policy that can be effectively applied within that context.

Country Eligibility. Uruguay ratified the Convention on Biological Diversity (CBD) on May 11, 1993 In compliance
with art. 6 of the CBD, The National Biodiversity Strategy (NBS), was prepared during 1998 and 1999 (Project
URU/96/G31) by DINAMA with financial support from the GEF. The Uruguayan NBS was published and officially
presented by MVOTMA on December 29, 1999 and submitted to the CBD Secretariat. The project will provide support
to advance in the commitments from Uruguay to advance in the conservation of biodiversity as derived from the recent
Conference of the Parties carried out in Malasya (Feb’04).

Country’s Drivenness. The Government of Uruguay and the World Bank have collaborated for more than fifty years
in the development of the agricultural sector. Most of this effort was directed towards the productive aspects of
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agriculture, but during the past decade a broader approach has been adopted in the rural areas; in particular, emphasis
has gradually been increased on environmental issues and on the achievement of long-term sustainable production
systems, mainly through improved natural resources management. Lessons learned from the recently completed Bank-
financed project, the Natural Resources Management and Irrigation Development Project (PRENADER 1), indicate that
any future operation in the agricultural sector in Uruguay should go beyond irrigated agriculture and dairy production
and include natural resources management in the extensive livestock production sub-sector, which uses over 70% of
the land, and extensive crop production, as well as conservation and management of agricultural biodiversity. The
second phase of PRENADER is therefore committed to include biodiversity as another component of the rural
productive sector.

At the international level, Uruguay has been an active participant in the Convention on Biological Diversity since its
ratification on May 11, 1993 by Law n° 16408. The Operational Focal Point for the CBD is DINAMA, and the
national agency responsible for the implementation of the CBD is MVOTMA/DINAMA?2 according to National
Government Decree 487/993. The GEF Operational Focal Point is also DINAMA. The National Biodiversity Strategy
contains the principal recommendations and instruments for the implementation of the CBD in the country and is the
result of a participatory process. Within this strategy the need to mainstream biodiversity into the rural landscape has
been established based upon and agreed by about 125 delegates representing 58 institutions from the public and private
sectors (Ministries, local governments, educational and research institutions, NGOs, farmers associations, etc.) and
from the University, among others, who attended the thematic workshops during the project period. The NBS includes
recommendations on the directions upon which the proposed project is based, with emphasis on in situ conservation,
research, capacity, and information exchange, and education and public awareness. A letter of endorsement was
provided by Uruguay’s GEF focal point on November 7, 2001. The Uruguayan Government has expressed its support
and interest in the development and implementation of this project, which would be executed by the MGAP, and
explicitly acknowledges that it is in agreement with, and supportive of, the NBS.

This project is consistent with the guidelines of the GEF’s Biodiversity Operational Program 13: Conservation and
Sustainable Use of Biological Diversity Important to Agriculture. The project focuses on managed ecosystems and
biological habitats that provide a broad range of goods and services important to human development and the global
environment, as well as on maintaining diverse farming systems and conserving biodiversity in agricultural landscapes.
This strategy would promote positive impacts and at the same time mitigate the negative impacts of agricultural
systems and practices on biological diversity in agro-ecosystems and their interface with other ecosystems. It would
also promote the conservation and sustainable use of genetic resources. These activities would contribute to the
objectives of the CBD in the area of agricultural biological diversity, upon which part of the Uruguay economy is
based, thus providing significant means for improving living conditions in rural areas while increasing productivity of
biological and rural resources. The project would achieve these goals by assisting local producers in Uruguay and
creating demonstrative pilot areas to address constraints preventing the introduction, dissemination and widespread use
of ecologically sound and socially responsible management concepts which have good prospects for sustainable,
multiple focal area benefits. The Uruguayan Government, through this GEF project and fully blended with the loan,
intends to create a management system that would be replicated in other areas to generate multiple local area benefits
and to enhance the potential of the rural landscape. Therefore, the project includes systematic reviews of experience
gained, documentation of good practices, and dissemination of lessons and know-how. The project will be also creating
capacity at the national level in carbon sequestration and balance, but this contribution would be a minimal
contribution from the GEF financing.

2 MVOTMA: Ministry of Housing, Land Planning and Environment
DINAMA: National Environmental Office
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Annex 2: Major Related Projects Financed by the Bank and/or other Agencies
Uruguay: Uruguay Rural Development

The Government of Uruguay and the World Bank have collaborated for more than fifty years in the development of
the agricultural sector. Most of this effort was directed towards the productive aspects of agriculture, but during the
past decade a broader approach has been adopted to the rural areas; in particular, emphasis has gradually been
increased on environmental issues and on the achievement of long-term sustainable production systems, mainly
through improved natural resources management. Lessons learned from the recently completed Bank-financed
project, PRENADER I and the conclusions of the ESW, indicate that any future operation in the agricultural sector
in Uruguay would have to go beyond irrigated agriculture and dairy production and include natural resources
management in the extensive livestock production sub-sector, which uses over 70% of the land, and extensive crop
production, as well as conservation and management of biodiversity. In addition the Bank is financing a the
Regional Project "Environmental Protection and Sustainable Integrated Management of the Guarani Aquifer" which
deals with a unique source of water indirectly related to this project in that irrigated farms depend on the aquifer for
irrigated water supply. Additionally, the main purpose of 2002 CAS was to define the best strategy for the Bank
to assist the Uruguayan Government to deal with the economic and financial crisis that was affecting the country
that year. Consequently, its conclusions and recommendations were exclusively oriented toward adjustment
operations. Uruguay’s Ramsar site Bafiados del Este received a GEF financing sponsored by the UNDP giving the
basis for land use in an area of importance for rice production but also of great importance for biodiversity
conservation. Other projects that deserve mentioning are a) the IFAD - Uruguay Rural, b) the IDB - Competitiveness
Livestock Project (follow on under preparation, Livestock Development Project), ¢) UNDP - Institutional
Strengthening and Enabling Activities to Comply with the UNFCCC, d) UNEP - Enabling Activities for the
Stockholm Convention on Persistent Organic Pollutants (POPs): National Implementation Plan for Uruguay, ¢) IBRD
- Landfill Methane Recovery Demonstration Project, Climate Change, f) IBRD - UY Road Maintenance Project, and g)
IBRD - Foot and Mouth Disease Emergency Recovery Project. The following table summaries the status of these
projects.

The following list of projects financed by the Bank, the GEF and other development agencies are considered relevant
to the project proposed.

Sector Issue | Project | Status

Bank financed

NRM Natural Resource Closed
Management and Irrigation
(PRENADER) 41.0 million

Agriculture Foot and Mouth Disease Ongoing
Emergency Project 18.5
million

GEF

Climate Change Landfill Methane Recovery | Ongoing
Project 1.0 million

International Waterways Environmental Protection Ongoing
and Sustainable Integrated
Management of the Guarani
Acquifer .499 million
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Other development agencies
IFAD Uruguay Rural (Rural Ongoing
Poverty Project) 24.5 million
IDB Competitiveness Livestock Ongoing
Project (Follow up Livestock
Development under
preparation) 11 million
United Nations Development | Institutional Strengthening Ongoing
Program and Enabling Activities to
Comply with UNFCCC .7
million
United Nations Development | Conservation of Biodiversity | Ongoing
Program in the Western Wetlands 3.0
million
United Nations Environment | Enabling Activities for the Ongoing
Program Stockholm Convention on
Persistent Organic
Pollutants (POPs) .499
million

During the project preparation, consultations have been done with stakeholders and key personnel involved in the
projects above mentioned, in particular to the GEF UNDP-sponsored “Conservation of Biodiversity in the Eastern
Wetlands” (Bafiados del Este) from which a valuable set of lessons learnt have been already incorporated into this
project.

28



6¢C

JudUISeURW

$32.N0SJ.1 [BINJBU Ul 10)IIS
[BIUIWUIIAOS YIIM Y.IOM 0)
SuI[[IM da€ SIdULIB) JBY) PUBWIP
y3noud sa3eadudsd 3d3[oag
soniumoddo o1uou099 938010 ued
Ays1oA1pOIq Se yons syuouodwod
[BINI [BUOIIUIAUOD-UON

syonpoid [eIni [BUOHUIAUOD-UOU
Surpnjour s303fod jo11d ur 3s9AUI
-09 0} 9[qIssod 31 soyew uonenyIs
orwouo99 s, uonendod e Ay,
spue] 119y} uo Ajreidayur Suronpoid
10J S[00} MAU [IM JUSWLIAXD

01 SuI[[IM oI SIOULIR] PIZIS
-WINIpow pue -[[ews ueAendnin

(1209 03 2A13[qQ wo.y)

o[qeure)sns o1e sASUBYD PadNpuU|

(UOISSIIA] YUY 0} [B05) WOI))

suondwnssy [8INLL)

SHSIA 9y1s/s)10dal [enuuy
uononpold pue uoneAIISUOD
103 JudwoFeuew JO UOI)RIOISAI
Jopun s3sa103 urpnpout
sye)Iqey [eInjeu JO SaIB}OdH
uononpod
[eINI JO SUBSW ISYJO YIIM
pauIquoo 1o pajejos! ‘odedspue|
[ean1 ur Suryouel 1o Juruey
Ioyyo Aq 9sn d[qeureIsns o}
100[qns AJISIOAIPOIQ SATIEN
juswoeuew Jeyiqey
PareI3a3uUl JO SPoyjal PUB S[00)
Suruiquios £q UoI3eI0}SAI puR|
PUE JUOWSBUBW PISBIIIU]
juowoSeurwW pajeI3IUI JOPUN
sye)Iqey [eInieu Jo sjun
SON)IAI}OR WISLINO) IOJ
osn 9[qeuIRISNS PUB UOHBAIISUOD
JoJ pageuew sjejIqey
[eINJBU JO BOIR PISBAIOU]
:£39)813S UOIIIIN[0D) BB
pue s3a0day] 399floag

MOTAQI ULIO)-PIIN

syrodar ypny
So1)SI)BYS [RNUUY
:s310day A13un0))/10399§

£393B1)S UOIIII[0D) BB

PUB QOUBUIJUIRW ‘UOILIIZIA IAYI0
pue sasseId [eINjeU JO UONRIdUAFAI
Surpnpour juswaseuewt
wW2ISAS0J9 BUUBARS PAjeIZou] g
WISLINO} [BINI PUE
ws1IMo3099 103 Joddns ygnoyy
odeospue[ TeIns UM sjeNqey
[eINJBU JO SOTBSOW JO QOURUUIRIA |
MOJJR [[IM SIO0JEDdIPUI 9SAY],
*10199S
uononpoid oy} 03 payuI| ST AJISIOAIPOIq
UOIYM U SIOULIR] PAZIS-WUNIpawt
pue -[[ews (OS] JO WnWIUI € 10y
pauoddns a1e syosfoxdqns (G 1589 1V
*10309s uononpoid J1ay) ojur
powreansurewt st AJISISAIPOIq YOIYM UI
s309fo1d paurquod apnpout 303foxd ayp
UI POAJOAUT SIQULIEY JO 94()T 1S89[ 1Y
SO}IATIOR
uononpold A[pusLIj-AISIOAIPOIq
JO 318193y 000°0S T ¥S83] IV
UONJBAIOSUOD AJISIOAIPOIQ
paaoxdwr yym ( Seruenas,,
pue 15310, AI9[[eD) 9S310,]
uenredry ‘qeuueAes) SWISAS099-qns 1

:s103ed1pu] JoeduPwodnnQ

S90INOSAI ANISIOAIPOIq

Jo uonepeI3op ur uonoONPal YN

SOOTAIIS [BJUSWUIUOIAUD

Jo oourI0dwI OIUIOU0ID PASLAIOU]

Suo1391-000 [eonLIo ur 9jdoad

J10J SUONIPUOD POOYI[IAL] paAoIduuy
:510)821pU] 103§

SJI0)BIIPU] IUBULIOJIdJ A

K)s19ATpOIq

pue spue[oSuel ‘Iojem ‘S[10S SUIAIISUOD

o[IYM JUSWOSEULRW SOOINOSAI [eINjeu

PUB WoISAS099 d1SI[OY JO IXAJUO B UIYIM
Ayanonpoid asearour 03 sadeospue] J00)SoAT]
pue [eINOLISE Ul SWaISAs uononpoid
pareagojur Jo uondope oy 91owoxd o7,

:(0dd) 2an33lqQ yudwdopad( 3d3loag

Juawadeuewl

Iojesm pue osn-pue| d[qeure)sns ySnoy)
SBaIR [RINLI UI (3MO0IT OTWOU0d0 d[qeureisng

[605) SV PAIB[PI-10)I3S

S9AIIRIqQ JOo AYdaedIH

Arewwing ugisd(q 3d3foad :1 xouuy
judwdopAd( [eamy Aengnia) :AVNONAN

SULIO)IUOJA] PUR YIOMIWERI ] S)NSIY :€ Xouuy

102[04g JUIWISDUD ] 2D4N0SIY [DIMIDA] PUD WIISASOIF] panL3IU] ADNGNA/)




0¢

UuoneIdUa3I 1S9I0,|

Sununy pue Juryouer

QJI[P[IM 9[qeulBISNS Y3noIy)

osn AJISIOAIPOIq d[qeureIsng
SI0p11I0J [e2130]01q JO
JUSUWIYSI[QBISA PUE SIL}IqRY [eInjeu
Jo 9oueuojurew o3 anp apraod
SWo)SAS yons Jey) anjea [eo150[099
paseaiout oy pue ‘uoisiaoxd
opeys pue ‘UOIBdIJISIOAID

jonpoid ‘uoIso1d paonpal

03 anp uononpoid paoueyud
u99M19q SIIZIQUAS 10]dxd

pInom 1ey) (SwaIsAs [eiojsed-0A[ls
Furpnour) swaisAs A13s210J-018y
uonensanbas uoqreo

pue ‘Suizeid joedwr paonpal
‘515210J [RIMJBU JO UONEBIAUIFAI




WI)SAS
3Andnpo.d [eaIna 3y} ur AJSIIAIPOIq
wedysurewt 0) J1oddns [gJuUdWUIIAOL)

JudWISeUR I
193[0ad 10] [9A9] [EUONEU JE J[qR[IBAR
aae sapreded d[qe)ns pue JUIAYINS

UOIJBAIISUOD AJISIOAIPOI] 10]

seaJe A9y Ul pajeald Sureq sentumioddo
SIWOU09 djenuuys 0} 2oe[d ur are sarorjod
[eos1y pue orwrouoodo1oew rerrdorddy

Aqreonyroads

[9A9]  SIouuIe) Je pue [eJouds ul
juowoSeurW AJSIOAIPOI] J0J JIOMIWEI]
[e39] pue reuonmsut ‘Aorjod ojerrdorddy

BIO0J [RUONBUIIUI/[BUOISOI
ur uonedroned ¢ sy,
Jo 1oquinu ‘o3edqom 03 SHSIA

S310BUO0D
[ouuosiad <syrodar fenuuy

UuonBIUSWNIOP

Surureny/syrodar [enuuy

pazieroos
pue paysijqnd Suruued [euorFax
-009 pue uoIsIA [eorfojorg

seare jo1d Jo uoneIuasaI]

sjuowInIsul K9AIns
‘SyIS1A 9IS fsyodar [enuuy

payodar sysiA o3ueyoxd

pue sdoysyiom Jururer],

‘payrodar
pun, Jo sjoadse [eroueulj

poyodar synsax
pue uonejuowd[dwr doyssro p

‘JuowoSeurW AJSIOAIPOIq
oAo1dwr 0y 901AIS
apmuoneu e apraoid

pue 991n0sa1 9AnONpoId

© Se AJISI9AIpOIq SurSeuew
10J S[00} MAU (1M
paromoduid are suonmsul
[eUON)BU PUE [B0]

*K)1S19ATPOIq UBARBNSNIN
o) JO UOIBAIISUOD

a1 10§ SIS Juetodun
1sow o) ur s309foxd
jo[1d/UONENSUOWIP 0M]
UBY} QIOW }SBI[ J& JO SUBIW
Aq JuowoSeuL 20IN0SAT
[eingeu Jo Surueonsurew
ozirerdes siopjoyoyels
[euo13aI pue [e00]

“JoJsueny
[eor3oouyo9) Juounod

PIm (gNSdd) pung ay) 0
SuiA1dde £q s100fo1d INUNI
Sunuowordur srouLrey
PaZIs-WNIpaw pue [[BWS 0}
popury sjoafoxdqns (g7 I1sed|
Je sueow Aq AJISIOAIPOIQ
sajei3ojur odeospue|
aAnonpold Aendnin ayJ,

uoqJed 10j Ajroeded [euoneu Jo UONBII))
SJUSWOAIYOE pue s3doouod

109(01d JO SsouaIEME [BUOTIEUIOJUI PISBAIOU]
UONBAIOSUOD AJISIOAIPOIQ UI SPAdU
[euor3ar-qns yoddns o3 Ayroedes paseasouy
UONJBAIOSUOD AJISIOAIPOIQ

Joj 91qIsuodsal suonmusul Jo uruayIuInS

SuruaySuong [euonmisy] ¢ jusuodwo))

SEoIe UOTIUSAIOIUT

s 300[oxd a3 yo Suruued [euor3ar

-099 PUE UOISIA [89130[01q © JO UONBIOUILD)
KJISI9ATIPOIQ

J0 vouerodwur STUIOUOII0II0S PuUE
Q0uBdIJIUSIS JO ssouateme o1 qnd paseasou]
JusWIdIFeURW SIOINOSAI

[eInjeu 10J sad10eId pUNOS JO UORUIqUIO))
KJISI9AIPOIQ 10F 2oueIodul JO dIB YoIym
SIUQUIYOJBIO0IOI A3 UI S90INOSAIT [eInjeu
JO 9sn 9[qeUIRISNS JO SBAIR JAIIRISUOWA(]

seary 10714 Jo uonejuswoduwy -z yuouodwo))

SIoULIB)
pazis-wnipauwt pue -[[ews Juowe (JAYN])
JuSWOSeURA SQ0INOSIY [elmeN pojeISouf
UOTJBAIOSUOD AJISIOAIPOIQ

J10J seore A9 ur SUIAI] SIoULIR) POZIS
-WNIPAW PUE -[[eWS JO SPOOYI[OAI] paaoxduy

(dnSdd) Ansmoarporg jo
9s() 9[qeureIsng Jo uonowold 10§ pun, ‘[ yusuodwo))

(3and3[qO 03 syndynQ wouy)

:s3a0day] 393loag

:s10jed1puy IndinQ

;uduodwo) yoeyq 10y ndynQ




‘uoneyudwa[dur

100foxd a1 Jo uonnjoAd

1} SSISSE 0) J0JeIIpUL

ynm Aeorporrad sapraoid
pue j09(o1d oy} syuswroduur
JIUnN UorBuIpIo0d 309foid v

uonejudwdur
193(0ad jo uonen[eAd pue SULIOJIUOIA] e
QINJONIIS SATIBRISIUTWIPE S 109[01] o
uoneuIpI00)) 109[01] :f Jusuodwo)

103035 oyeArid o ur Ayroeded

SunoyIew pue juowdSeuLW B[O e

woIsAg uorjeurrojuy oryder3oon) oY) Aeoe] e
syoofoid soueeq




SoAlRIIUL
Jo juowaSeue pue JUSWYSI[E)SI
ur A[nj paredronred sanuoyne
[euo1301 PUB SAVIUNUILIOD [BIO]

Jouuew A[oWI} € UI S90IN0SAI
panIwod apraoid s11oULUI-0))

sy00fo1d JuowoSeurw $90IN0OSAT
[eImeu SjeISO)UI 0) SUTouRUL)
11edI0)unoo AJBSSO09U JIWOD
SIQULIBJ PAZIS-WINIPIW PUE -[[BWS

SOOINOSAI [BINJEU
Jo asn g[qeureisns jo uorjowoid
PUB UOIIBAIISUOD AYSIOAIPOI] JO]
yiomowelj Jeuonmnsut serrdordde
pue A1essooau a3 SuIysIjqe;sd

0} POPIWIWIOD JUIWIUIDAOL)

spodol jipne pue JuowIdsINgSI(]

uoroNNSuU0d
UQALIP-PUBISP

pue Ajddns uoneuwioyur
10J uSredure)

sIseq [enuue

ue uo sdoysyzom
[euo13aI-qng
uonosoxd

pUB UOIIBAIISUOD IOJ
juowdSeurw paAoxdur
Jopun pue[ JO S318309Y
000°0S 1 1583 1V
SOATIRT)IUL JUSWOTBUR
S90INOSAI [RINJEU
pareIdoiur asay) Aq
passarppe oouerodur
[eqo[3/[euo13ar

Jo sarads (oS 1589 1Y
SOAIRT)IUL

JjuawdSeURW SAIINOSAT
[eanjeu pajeIsojul

Jo uonejuowadwr ur
paAjoAul pue Funudsard
SIoULIRY )00S ] IS8 IV
SuOI391099 S, A)UN0OJ
913 JO YOBI UI PIZI[BIO0S
pue poysijqnd
doudrradxa ouo Ised[ 1y
paysiqe)ss

adeospue] aanonpord
[ean ur AJISIOAIPOIq
01e139)Ul 0} SOOINOSAI
Jo uoneorjdde 10j punyg

uor ¢'y$SN

BUNEJ AU JO UOIEAIISUOD PUE JUIWATRURA €'

sarmsed [ernjeu ur AJISIOAIPOIq

JO asn g[qeure)sns pue UONBAIISUOD UI SOOUILIOAXD
Jo Suieys pue oouB)SISSE [EOIUYD9) ‘FUTUTRL],
("919 ‘[eIUSWRUIO TRUIDIPIW

‘synj ‘Aouoy ‘suIsar) s3so1oj Jo asn dnny
$1S210J 9AIIRU

JO UOI1BI0ISAI PUB UOI)RISIIOJAI ‘UOINPOJIUIL
M S)SOI0J dATJRU JO JuatoAoIdw]

("930 “A19A0031

quawyorus ‘Surunid ‘Suruuryy) sonbruyos)
juowodeuew A1sa10§ Jo uonejudwduuy

$153.10J dAn U WoJy s3onpo.ad Joqup
-UOU pue I9quIN JO JUIWISeULW d[qeure)sns ¢'|

sarmsed [eInjeu ul AJISIOAIPOIQ JO asn
9[qRUIRISNS PUEB UOIBAIOSUOD Y] U S90USLIdX0
JO SuLreys pue 20UR)SISSE [BOIUYII) ‘Fururer]
wo)sAS [eo130[0IpAY
oaoxdwr pue 9AI19SU0D 0 Seare ueLredLr ur
sonbruyo9) uonoajoid [10s Jo uoneyuswo[duy
(sosn 10y30 puUE [BIUSWERUIO ‘[BUONLINU ‘[RUIdIPIW
‘Aauoy) spue] armsed [ernjeu Jo asn opdnny
suonejol
do1o yjim asn 9AISULIUIL JO SWISAS UI so109ds
JAIJRU JO JUSWRA0IdUWI PUR JOUBUIUIRIA
sarmsed [ernjeu
JO JuowaAoIdwr pue AI9A0931 “QOUBUIUIBIA

saanysed
[eInjeu JO Isn I[qRUIR)SNS PUE UOHBAIISUOD) "'

‘I INANOdINOD

(syndynQ 03 syuduodwo)) wo.yy)

:s3a0doy 393f0ag

wmouh:omum\asaﬁ

1SODIAROY




sy10da1 J1pne pue JUSWASINGSIJ

wo)sAs aanonpoid
[eani o 1red [eiSojur ue
Se AJISIOAIPOIQ JO Sasn
o1y1oads 10§ padojoaap
sue[d ssoursng

Sumas Auoud yym
SJUSWO[d AJISIOATPOIQ
KoY uo paseq

UOISIA [BUOISRI-00Y

uofr ¢ 1$SN

Ajrengax

parepdn uonewLIOUT
pue uorenIul

109f01d 105e syjuow

9 15113 ur padojoAap
a8edqom 109fo1g
syuauInNISut

BIPIW UONBULIOJUL I}
y3noIy} pajeuruassp
pue uayeOpuUn
SON)IAT}OB SSQUIIBME
[EIUSWUOIIAUD

01 1ses[ 1y

adoos

Teqruars Jo syoafoxd

VISIA SIOWIIR] ()] 1S89[ IV
‘pauren

syuedronaed o0y <

)M pousIsop sofnpouwr
Sururen ([ 1sed[ IV

BaJIE UONUIAIdUI 393f0ad 9y} a0y Sutuue(d [BUOISIA
-09 pUE UOISIA [BI130[099 JO UONIRIIUIL) T°7[

sjudwyd)eI0.IW Ariorad
ul SeaJae uonesuowdp jofid Jo uoneIdudIn) 17

SVHYYV LOTId
HO NOILLVINHANATIIAI T INIANOdINOD

KJISIOATPOIQ-0I3E PUB WSLINO) [BINI UI S9OUALIddX0
Jo Surreys pue aoue)sIsse [BOIUYDQ) ‘Fururel], ‘§
syuowLddxo wsLNo} youel uoneyuowd[dw] ¢
syuowLIddxo
WISLINO} 2JNJeU PUB WISLINO}099 JO uoneudwo(dw] ¢
syuowLIddx9 WSLINO}099-013k Jo uonejuowddwy |

sarads sapeu
[eInjeu Uo paseq WSLING) [ean. Jo Judwdo[aad(q S'1

so102ds dAnEU
)M SWOISAS [eI0)sed-0A[IS-013e Ul saouoradxo
Jo Surreys pue ooue)sIsse [eoruyod) ‘Jururel], ¢
uoneod1Iao Jo sasodind
10J ‘seare }sa10§ ul uIsies-o[3ed Jo judwaroidwy g
wo)sAs099 armysed-1s210 JO AJISIOATPOIq
[eInjeu Ay} 1040931 03 sadnpoeld Jo uoneyuowdrdwy |

SIAIIENIUI [B.10)SBd-0A[IS JO UO)RIIUIL) ']

$9102ds BUNB] 9A[RU 10 SIBJIqRY PIpRISop
JO uoneI101saI 10§ sar3a1ens Jo JudwdoPadg ¢

(*032 0038

-3uipoaiq ‘syad ‘syonpord-Aq Suriay3ne[s) soroads
oAneu 10¥ soonoeld Suryoues Jo uonejuowddwy g

(-939 po03s-urpaaiq ‘syad ‘syonpoid

-Aq Surroyy3ners) sasodind JuoIdIp ym soroads
oAneu 10§ soonoeld Suruurey jo uonejuawddwy |




syiodo jipne pue JuowdsINgsI(]

syiodoai jipne pue JuowdsINgsI(]

pajoenuood [auuosiod
100foid Jjuouewiro e

uorr £°0$SN

“JUOWIUIDA0S o)

01 poyuasaid sweidoxd
uonedy1Idd Jonpoid
O1ue3IO0 INOJ SB[ 1Y

‘Suruuerd
odeospuey/ayis pue
juowoSeuewW pue| I0J

SQOIAIOS SoprroId S[DH e

SQUIJOpINL) [000J01]
01043 1opun sjesodoid
9ouB[RqQ-U0GIED
oonpoid 03 [oA9]
[euonjeu je Ayoede) e
juswadeuew
Kyis19A1pOIq
10J sjuowoFueLIe
[euonmnsuI
poziwoisn) e

uormr £°0$SN

sy09foxd j011d uo paseq
K3orens Anyiqeordar
e Jojuowdopoadg e
adeospue] aanonpoid
[ednt 1oy ST
[euonouny pue payepdn) e
(Sw21sAs093 15210] pue
BUUBABS) SUOIS1I009
urews ur pajudwdduur
0] uey ss9f ou
pue seale AJISIOAIPOIq
KoY u1 (s)Iourey
Aq pajuswordur 300foxd
joid ouo B[ 1Y @

21N)IN1)S dANeNSIUIpe s 3foad 14

NOILILVNIQIOOD LOArodd ¥ ININOdINOD

sweagoxd
uonedIYNId 3onpoad druedio Jo JudWYSIqeISH S°€

10399s djeArad 3y ur
A1oeded undyieul pue JUIWISBURW )BI[IE] '€

wIISAS uoneuLiojuy yde.a309r) ay) ee] €€
$92.N0S3.1 [BIN)RU JO JUdWISeUBW PI)e.I3d)uUl

J10§ £319eded [2)UIWUIIACS [EUOI)BU JO UOHRII)) T'C

s309foad ddueeq
uoqaed 10y Ayeded [euoneu Jo uonwdI) 1°¢

ONINALHONHTHLS
TVNOILLALLLSNI :€ ININOdJINOD




"J003 doueuLIOLIod
100fo1d se pasn st
uonejuswo[dur 309foxd
Jo uonenyead pue
Surojyruow JIpoLId g

PaysIqelss
JUN OANRXSTUTWPY

uonejudwddury
393f0ad jo uonen[ead pue SULIOYUOIA T}




:9ay ], yuduoduo)

: oM, yuduodwo)

: uQ Juduodwo)

juduodwo)
yory J10J SI0)eIIpU] SHNSIY

uonI?dNo0) eyeQq syuduInIysuy
a0} Aqisuodsay uonRfo) vyeq s310day pue Adoudanbaay SUA | PIA | €A | TIA | TAA urpsegq SJ10)BIIPU] dW0IINQ
Sun.aoday pue uonddo0) vleq sanfe A 193ae],

SuLI0)IUOW S)[NSA.I 0] SJUIWATUBLIY




Annex 4: Detailed Project Description

URUGUAY: Uruguay Rural Development
General Project Features

The proposed Bank/GEF blended project would assist Government in its efforts to promote among
farmers and livestock producers the adoption of economically and environmentally viable integrated
production systems, within a context of holistic ecosystem and natural resources management, which will
improve natural resources management, and conservation of soils, water and rangelands, while increasing
productivity and mainstreaming biodiversity conservation in producers’ investment and production
decisions. Thus ensuring the economic and environment sustainability of agricultural and livestock
development. Within this integrated production system approach, the project aims to promote also
increased understanding of role of biodiversity in agricultural landscapes and the potential impact of the
various land use practices upon biodiversity and their economic and ecological sustainability.

The Project would provide financial incentives and technical assistance to medium- and small sized
farmers, emphasizing plans by groups of farmers, to invest in sustainable agricultural practices and
mainstream biodiversity in their investment proposals, in order to ensure the conservation and sustainable
use of natural resources and biodiversity and consolidate productive investments made under
PRENADER.

The project would strengthen the Ministry of Agriculture’s overall natural resources management
capabilities through training of staff and expanding the Geographical Information System and related
natural resource management tools developed under PRENADER . Additionally, the project would
support an institutional capacity building program at the central and regional level for the development
and implementation of national strategies for the conservation and sustainable use agricultural
biodiversity and to promote their mainstreaming and integration in sectoral development programs.

Even if Uruguay were able to place 10-15% of its territory under some sort of protection (which is very
expensive and may be not applicable for Uruguay), this wouldn’t be sufficient to maintain large-scale
ecological processes and to ensure sustainable biodiversity conservation over the long term. The
government of Uruguay expected to complement its fledging system of protected areas with aggressive
conservation efforts outside it. Fortunately, the ecological characteristics of the country, the synergies that
can be found between the types of ecosystems found and the generation of rural income opportunities,
and the resilience and restoration potential of Uruguay’s ecosystems are all very important supportive
elements for such an approach. The key concept to achieve biodiversity conservation outside Uruguay’s
system of protected areas would be the promotion of biodiversity-compatible, multiple land-use practices,
within a landscape approach. Under this approach, it is possible to promote the adoption of land-use
practices that exploit the synergies that exist between biodiversity conservation and opportunities for rural
income generation. Some of these practices of “integrated ecosystem management” may include a
combination of the following land-uses, whose relative emphases will be determined by the local
conditions, the feasibility of implementing an incentive framework, the ability for market-based
mechanisms to support these land-uses, and their relative contribution to conservation: as a) maintenance
of scenic beauty for rural tourism and recreation, b) wildlife ranching, c¢) integrated savanna ecosystem
management, d) silvopastoril systems, ¢) wildlife hunting, among other arising opportunities.

The promotion of better practices in which natural resource management would be enhanced, including
biodiversity in farmers’ production matrix, would be evaluated in terms of the country’s area under



sustainable use, the number of species and habitats conserved and the economic value of biodiversity for
the rural sector.

The Project would promote the adoption of integrated production systems in agricultural and livestock
landscapes to increase productivity within a context of holistic ecosystem and natural resources
management while conserving soils, water, rangelands, and biodiversity. The project objective would be
achieved by providing assistance to farmers and developing appropriate technologies for increasing the
productivity of agricultural systems (crops, pastures, livestock), while ensuring biodiversity conservation,
promoting the adoption of production systems to conserve soils, reducing the impact of grazing, reducing
the risk of erosion and enhancing the efficient use of water resources, understanding the carbon
sequestration potential of various land-use practices and delineating a strategy to promote carbon
sequestration in Uruguay’s productive landscapes.

The main project instrument would be a Fund to provide technical and financial assistance for the
implementation of demand-driven subprojects that would be complemented by a series of supporting
activities such as technical assistance, training aimed at raising awareness of biodiversity conservation in
the productive sectors and building institutional and landowners’ capacity for holistic management of
natural resources, integrating biodiversity conservation in productive landscapes. While the adoption of
integrated production systems in agricultural and livestock landscapes would be promoted at the national
level, the GEF support for integrated systems would be concentrated in key biodiversity areas.

The main focus of this integrated project would be the promotion of biodiversity-friendly, multiple-use
land use practices, within a landscape approach. Uruguay would need to complement its fledgling and
still poorly-represented and -implemented protected areas system with aggressive conservation efforts
outside this system. Under this approach, the adoption of land-use practices that exploit the synergies
existing between biodiversity conservation and opportunities for rural income generation would be
promoted. Some of these practices of “integrated ecosystem management” would include a combination
of various land uses whose relative emphases would be determined by local conditions, the feasibility of
implementing an incentive framework, the ability for market-based mechanisms to support these land
uses, and their relative contribution to conservation. Within this framework, the project would be focused
on the promotion of a geographic configuration that maintains the mosaic nature of Uruguay’s original
habitats and restoring biological corridors through a diversified rural landscape.

Based on a blending of GEF-financing with an IBRD loan and a demand-driven strategy with the
commitment of rural landowners and with strong training and capacity building, this project would
maintain mosaics of natural habitats within the rural landscape through sustainable wildlife use, support
for ecotourism and rural tourism operation, promotion of integrated savanna ecosystem management
including regeneration of natural habitats using agro-forestry systems (including silvo-pastoral systems
and techniques for native vegetation propagation in nurseries). It would also promote innovative forms of
private land conservation such as ecological easements, diversification of rural production, increase in
ecological value, and the establishment of conservation corridors, all of them within a holistic approach
that would mainstream biodiversity into the rural productive sector. GEF funds would be allocated to
incremental costs throughout the various project components.

The proposed approach in the rural landscape of Uruguay would develop and promote a different way of
“doing business as usual” without changing the productive context but including improved practices for
natural resources and incorporating biodiversity into this sector, bringing country-driven information,
advisory, technical and extension services and drawing special attention to viable farming and silvo-
pastoral practices that help conserve and sustainable use biodiversity in the agricultural landscape, which
require farmers’ contribution to finance investments in improved natural resources management



operations. It would ensure public participation in a new means of getting products from rural sectors,
promote the identification and development of new marketing and business opportunities for more
diversified production systems including eco-friendly produce, and create a sense of belonging for native
biodiversity. In turn, it would establish the human and institutional capacity to promote sustainable
solutions to agro-silvo-pastoral initiatives beyond the project while at the same time conserving
biodiversity, including training, demonstration, and technology transfer, among others. The sustainability
would be also confirmed by the demand for investments.

Project Design

The Project would provide financial incentives and technical assistance to medium- and small-sized
farmers, emphasizing investment proposals by groups of farmers to invest in sustainable agricultural
practices and mainstream biodiversity, in order to ensure the conservation and sustainable use of natural
resources and biodiversity, and consolidate investments made under PRENADER. The project would
also strengthen the Ministry of Agriculture, Livestock and Fisheries’ overall natural resources
management capabilities through staff training and the expansion of the Geographical Information System
and related natural resource management tools developed under PRENADER, while at the same time
creating ways for inclusion of innovative means of biodiversity conservation.

This fully blended IBRD/GEF project would promote the adoption of integrated production systems in
agricultural and livestock landscapes to increase productivity within a context of holistic ecosystem and
natural resources management while conserving soils, water, rangelands, and biodiversity. While IBRD
would finance the productive and competitive components related to agricultural crop production and
livestock development, the GEF component would finance the incremental costs required to restore or
improve the capacity of the productive rural landscape to maintain and improve ecological processes and
conserve biodiversity, by means of involving biodiversity as a key element for rural development.

The strategy to achieve the adoption of such integrated production systems would be based upon demand-
driven project implementation in combination with investments committed by small- and medium-sized
farmers in which the promotion of sound environmental practices were proposed. This demand would be
created by a supply that would be widely communicated and those interested would apply to a Fund in
which some resources would be a donation provided that the justification for incremental costs under the
GEF definition is linked to a percentage reimbursement of total investment. Although the holistic
approach would be developed at the national level, GEF funds would be allocated in key biodiversity
areas, combining the credit approach with a donation to help mainstream biodiversity in the productive
sector. The different menus of options in innovative ways to mainstream biodiversity and other natural
resources in the rural landscape would be shown by demonstration pilot projects to be implemented in
partnership with stakeholders in previously defined key areas of conservation. A strong training scheme
would be implemented at stakeholder level.

While the entire project will have a national scope, the GEF-funding will be focused on the savanna and
native forest ecosystems., These ecosystems hold heterogeneous herbaceous community and its
associated areas of native Forests, including gallery forests (along rivers and other water courses), ravine
forests (which appear in patches and benefit from specific micro-climate conditions), and mainly the
“bosque Serrano”. The project has already identified two key areas, one in the north and the other in east
where the “quebradas” are the last remanaing areas of native vegetation associated with water springs and
water courses (preliminary areas selected for its biodiversity importance are shown in the following map).
Main threats to grassland ecosystems are livestock/agriculture production systems in some cases
incompatible with biodiversity conservation which produce the loss of carrying capacity of livestock
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areas, loss of productivity and soil compactation, loss of native herbaceous vegetation with the recurrent
water pollution, changes in the vegetation Features and the loss of shelter and food for wildlife. While in
“serranias” though livestock and crops have not extensively arrived yet, some of these areas are
vulnerable because of the need of more land for agriculture and livestock production. Traditional
productive systems in these areas will reduce the productivity, would eliminate the last remnant of
particular wildlife and plant species and may alter the capture and distribution of water into the
“quebradas”.

Mapa de vegetacion natural

1 Pradera predonin. invernal 2 Pradera predomin. estival
3 Pradera estival-invernal 4 Pradera invernal c/parque

5 Pradera invernal con comunidades litofilas.

& Pradera estival c/parque.

7 Pradera estival con matorral,monte serrano u comunidades litofilas.

8 Pradera inverna l-estival con parque.

9 Pradera con parque y comunidades hidrofilas

1@ Matorral serranc y comunidades litofilas

11 Comunidades psamofilas, hidrofilas, halofilas, paludosas u prad.estival
12 Comunidades hidrofilas

13 Comunidades halofilas,uliginosas con hidrofilas,

14 Selva Fluvial tipica con parque y pradera.

By providing incentives for the conservation of key species and habitats using innovative tools for private initiatives (easements,
certification, private reserves, land tax exemptions, and others) and by providing economic value to biodiversity by making
proper use and perpetuating the issue of the resource, the country will have appropriate mechanisms to incorporate biodiversity
into the productive alternatives of the rural sector

The Project Components:
1.- Natural Resources and Biodiversity Management Component (USS$ 29.0 million)

Through the establishment of a Fund (Fund for Promotion of Sustainable Use of Natural Resources)
which would finance demand-driven activities to promote sustainable management of natural pastures;
improved cultural practices in rainfed agriculture; and consolidation and expansion of PRENADER’s
activities in irrigated agriculture and dairy farming. Farmers would compete for financial resources for
their investment proposals according to clear selection and eligibility criteria to be defined. The GEF
contribution to the Fund would be allocated for biodiversity initiatives that would result in better rural
practices, improved populations of key elements of Uruguay’s biodiversity, increased areas of
conservation for biodiversity, increased incomes for biodiversity used, as well as innovative means to
promote private land conservation. This would be done by small- and medium-sized farmers living in
key areas for biodiversity conservation. Extension services will rely on private groups such as
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cooperative, producer associations, and professional extensionists group to whom the biodiversity
component into the rural sector would be promoted.

Within this component, specific activities to be implemented with the support of GEF financial resources
could include, among others, the following:

a) Conservation and sustainable use of natural pastures. This subcomponent is expected to
contribute to the maintenance, recovery and improvement of natural pastures, working with
native species in systems of intensive use with crop rotations, providing alternatives for multiple
use of natural pasture lands (honey, medicinal, nutritional, ornamental and other uses) and
implementing soil protection techniques in riparian areas to conserve and improve hydrological
system. This component will be accompanied by training, technical assistance and sharing of
experiences in the conservation and sustainable use of biodiversity in natural pastures.

b) Sustainable management of timber and non-timber products from native forests. This
subcomponent is expected to contribute in implementing forest conservation initiatives by
utilizing forestry management techniques (thinning, pruning, enrichment, recovery, etc.) and
improving native forests with reintroduction, reforestation and restoration of native forests. The
multiple use of forests (resins, honey, fruits, medicinal, ornamental, etc.) will be promoted and
activities will be accompanied by training, technical assistance and sharing of experiences in
conservation and sustainable use of biodiversity in native forests.

¢) Management and conservation of native fauna. This subcomponent will be based upon the fauna
resources of the country, some of which are already under use and others are still to be
implemented. The subcomponent will try to invest in implementation of farming practices for
native species with different purposes (slaughtering by-products, pets, breeding-stock, etc.),
ranching practices for native species (slaughtering by-products, pets, breeding-stock, etc.),
development of strategies for restoration of degraded habitats for native fauna species and any
other type of innovative way of conserving and making sound use of wildlife. Training and
extension services will also be provided.

d) Generation of silvo-pastoral initiatives. This subcomponent will seek the implementation of
combined activities to promote livestock production in native landscapes by implementing
practices to recover the natural biodiversity of forest-pasture ecosystem, by improving cattle-
raising in forest areas, for purposes of certification. Training, technical assistance and sharing of
experiences in agro-silvo-pastoral systems with native species will be provided.

e) Development of rural tourism based on natural native species. Based on the experiences already
existing in the country, this subcomponent will enhance the role of biodiversity-based tourism by
supporting implementation of agro-ecotourism experiments, ecotourism and nature tourism
experiments, ranch tourism experiments and at the same time providing training, technical
assistance and sharing of experiences in rural tourism and agro-biodiversity.

2.- Establishment of Pilot Areas (US$ 1.5 million)

This component, which would be fully financed with GEF resources, would establish demonstration areas
within the selected areas of GEF-interventions (grasslands and serranias), for sustainable use of natural
resources in key micro-catchments which are of importance for biodiversity, combining sound practices

12



for natural resources management and creating increased public awareness of the significance and
socioeconomic importance of biodiversity. The areas of importance for biodiversity will be established
based upon a generation of a biological vision and eco-regional planning of the project’s intervention
areas. These pilot demonstration areas would be developed jointly with small- and medium-sized local
farmers and therefore are expected to remain in place after project completion, given that farmers would be
partners in these activities. The existence of areas of importance for biodiversity conservation as derived form the
already 31 sites identified nation-wide and the vision generated by this project will set up the basis for a zoning of
the country in which vulnerability, aptitudes and potentials would be amalgamated in a joint vision.

3.- Support Services (US$ 7.5 million)

Activities to be financed under this component would include training and technical assistance to farmers,
institutional strengthening of local and central authorities, and specialized training for technical staff
providing technical assistance to farmers. GEF Funds would reinforce the skills of institutions responsible
for biodiversity conservation, would increase the capacity to support sub-regional needs in biodiversity
conservation and create international awareness of the project’s concepts and achievements. This
component would also improve the national capacity to prepare a successful project on carbon balance,
enhance the potential of the already existing GIS and the overall natural resources management capacity
of the public and private sector. Specialized Technical assistance (innovative forms of biodiversity use,
improved natural resource management techniques, nursery development, etc.) would also be provided under
this component. Services will be provided to help Uruguay to commit to the protected areas system agreed in the
recent CBD’s COP 7 carried out in Malaysia. Specialized Technical assistance (innovative forms of biodiversity use,
improved natural resource management techniques, nursery development, etc.) would also be provided. Incentives
will be studied (certification, easements, land tax exemptions, and others) In addition, mainly due to the absence of
a public extension service, the project will provide technical assistance through associations of farmers, production
cooperatives and other private extension groups. A special effort will be focused on the promotion of private tools
for conservation, some of them somehow implemented in the country such as private reserve, but other to be
researched as easements, commodatums, lease and other types of incentives to private conservation.

4.- Project Coordinating Unit (US$ 2.0 million)

This Unit would be responsible for overall project execution and for the operation and maintenance of the
Monitoring and Evaluation System.
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Annex 5: Project Costs
URUGUAY: Uruguay Rural Development

Project Cost By Component and/or Activity USIé(r)lzﬁiion U§ girelli%llilon US gg}jlllion
1.- Natural Resources and Biodiversity Management 23.0 6.0 29.0
2.- Establishment of Pilot Areas 1.3 0.2 1.5
3.- Support Services 5.5 2.0 7.5
4.- Project Coordinating Unit 1.5 0.5 2.0
Total Baseline Cost 31.3 8.7 40.0
Physical Contingencies
Price Contingencies
Total Project Costs' 31.3 8.7 40.0
Interest during construction
Front-end Fee 0.3
Total Financing Required 29.2 8.1 373
'Identifiable taxes and duties are US$m ___, and the total project cost, net of taxes, is
US$m__ . Therefore, the share of project cost net of taxes is _ %.

Biodiversity component within the “Integrated Natural Resource and Biodiversity
Management in Uruguay”

Total Cost Counterpart Funds | GEF

(US$ million) (US$ million) (US$ million)
Comp. 1: Fund for promotion of SUB 9,50 5,00 4,50
Comp. 2. Implementation of Pilot Areas 5,00 3,50 1,50
Comp. 3. Institutional Strengthening 3,20 2,50 0,70
Comp. 4: Project Coordination 1,30 1,00 0,30
Totals 18,00 12,00 7,00
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Annex 6: Implementation Arrangements

URUGUAY: Uruguay Rural Development

Based on the current institutional framework in the sector and the lessons learned from the PRENADER I
Project, a proposed institutional arrangements for the implementation of the proposed would be as

follows:

h)

)

k)

D

CIDAP (Inter-Ministerial and Inter-Departmental Committee for the Support of PRENADER II):
The CIDAP will be coordinated by a member of the UPCT of MGAP, assisted by the coordinator
of the Project Implementation Unit, and also composed by a member of each of the following
institution: OPYPA (MGAP), RENARE (MGAP), and DINAMA (MVOTMA). This committee
would approve the basic rules and general criteria of the project, as well as the annual plans and
budgets.

Public Entities: Public entities, such as RENARE (MGAP) and DINAMA (MVOTMA), will be
responsible for specific components according to their specialty (i.e. GIS in the case of RENARE
and carbon sequestration in the case of DINAMA). Respective roles and responsibilities as well
as arrangements for project implementation would be agreed at appraisal en reflected in the
Operation Manual.

PCU ( Project Coordinating Unit): The PIU will be based in Montevideo and will have minimum
of 7 members: 1 coordinator, 1 agronomist, 1 biodiversity specialist, I monitoring, evaluation and
acquisitions specialist, 1 accountant, and 2 support staff. This team would be responsible for
project management and implementation, final approval of proposals, and interaction with the
World Bank.

CRDRISs: The Rural and Sustainable Development Regional Councils (CRDRIS), will be
created in each of the regions and will be composed of the following: (i) Municipalities, (ii) rural
farmers associations, (iii) rural farmers and workers unions, (iv) farmers cooperatives; (v) NGOs
involved in sustainable rural development; and (vi) central Government representatives. These
councils main role will be the approval and prioritization of sub-projects.

Municipalities: The 18 Municipalities of the country, with the exception of that of Montevideo,
would be involved through the Directorate of Rural Development. Their role would be to be the
“main entry point” for sub-project proposals.

Farmers: Farmers or groups of farmers, eligible for project assistance, would prepare the sub-
project proposals, with the assistance of private consultants, cooperatives or farmer
organizations.

Private Sector: The Private Sector will take part of the project through: (i) technical

consultancies to assist sub-project proposal preparation, or (ii) by providing goods and services
related to the activities to be carried out under the sub-projects approved.
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Annex 7: Financial Management and Disbursement Arrangements
URUGUAY: Uruguay Rural Development
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Annex 8: Procurement
URUGUAY: Uruguay Rural Development

Table A: Project Costs by Procurement Arrangements
(USS$ million equivalent)

Procurement Method!

Exenditure Category ICB NCB Other’ N.B.F. Total Cost

1. Works 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

2. Goods 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

3. Services 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

4. Miscellaneous 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

5. [fill in] 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

6. [fill in] 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

7. [fill in] 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

Total 0.00 0.00 0.00 0.00 0.00

(0.00) (0.00) (0.00) (0.00) (0.00)

'Figures in parentheses are the amounts to be financed by the {Loan/Credit/Trust Fund}. All costs include

contingencies.

*Includes civil works and goods to be procured through national shopping, consulting services, services of
contracted staff of the project management office, training, technical assistance services, and incremental operating

costs related to (i) managing the project, and (ii) re-lending project funds to local government units.

Table Al: Consultant Selection Arrangements (optional)
(USS$ million equivalent)

Selection Method
Consultant Services Total
Expenditure Category QCBS QBS SFB LCS CQ Other N.B.F. Cost!
A. Firms 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
B. Individuals 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.00)  (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
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Total 000  0.00 000 000 000 000 000 0.0
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Table B: Thresholds for Procurement Methods and Prior Review'

Contract Value Contracts Subject to
Expenditure Category Threshold Procurement Method Prior Review
(USS$ thousands) (US$ millions)

1. Works
2. Goods
3. Services
4. [fill in]
5. [fill in]
6. [fill in]

'"Thresholds generally differ by country and project. Consult OD 11.04 "Review of Procurement Documentation'
and contact the Regional Procurement Adviser for guidance.

Total value of contracts subject to prior review: {value}
Overall Procurement Risk Assessment: {High/Average/Low}

Frequency of procurement supervision missions proposed: One every {number} months
(includes special procurement supervision for post-review/audits)

Table C: Allocation of {Loan/Credit/Other} Proceeds

Expenditure Category Amount in US$ million Financing Percentage

Total Project Costs

Interest during construction
Front-end Fee

Total

Use of statements of expenditures (SOEs): {if applicable}

Special Account: {if applicable}
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Annex 9: Economic and Financial Analysis

URUGUAY: Uruguay Rural Development

Summary of Benefits and Costs:

The project would provide technical and financial assistance to some 5,000 medium- and small-sized
farmers and livestock producers, to improve natural resources management and the sustainability of crop
and livestock production systems. increasingly open economy.

Through the establishment of a Fund, the project would provide technical and financial assistance to
demand-driven activities aimed at promoting sustainable management of natural pastures and rainfed
agriculture; and consolidating PRENADER I activities in irrigated agriculture and dairy farming. The
GEF contribution to the Fund would support mainstreamed demand for biodiversity initiatives.

Additionally, the project would provide training to nearly 1,000 farmers. The project activities would be
implemented nationwide but determined by beneficiaries demands, with the exception of GEF-supported
activities which will be concentrated in areas of particular importance from the viewpoint of biodiversity.
The technical and economic viability of investment proposals submitted for financing by beneficiaries
and the definition of investment priorities would be done applying simple and easily verifiable criteria. In
any case, no investment proposal with an ERR of less than 12% would be eligible for financing under the
project.

Economic benefits of the project would be the result of increased agricultural and livestock production as
well as a sustainable use of biodiversity of importance to agriculture. From an analysis of a sample of
farm models it can be concluded that small commercial farmers would see a significant increase in their
on-farm income as a result of investment financed under the project.

The project would promote also private sector participation in the provision of production support
services, particularly technical assistance to producers, which is expected to increase the impact of
project-financed on-farm investments.

Sustainability of project benefits is expected to be high, given that the increase in physical assets would
be complemented with improvements in social and human capital through training, technical assistance,
organization and better access to project financial, marketing and technological services. Over 70% of
project resources are likely to be channeled to investment oriented to the adoption of integrated
production systems and improved natural resources and biodiversity management activities demanded by
beneficiaries, while an additional 18% would be allocated to technical assistance and training of the target
population. The combination of farmers participation in the investment decision-making process and in
project implementation is expected to increase the effectiveness and efficiency of public expenditure.

Total project cost, excluding farmers' contribution, has been estimated at about US$40 million. The
World Bank loan would be US$30 million and the GEF contribution about US$ 7.0 million.

Main Assumptions:
Economic Analysis
Given the demand-driven nature of activities to be executed under the project, it is not possible to

determine a priori the exact composition of the universe of investment sub-projects that will be financed
under the project. Consequently, as only activities identified and presented by potential beneficiaries
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would be considered, an ex-ante determination of costs and benefits of productive investments would not
be feasible. Therefore, economic return estimates were based only on a sample of investment sub-projects
likely to be demanded by beneficiaries, following the experience of PRENADER 1. The impact of these
investments on natural resources and biodiversity management, agricultural productivity and farmers’
income was analyzed with the help of farm models illustrative of typical farming situations in the main
agro-ecological zones, and situations in which biodiversity was mainstreamed into the farmer’s
investment decisions. Assumptions regarding yield increases are conservative to reflect the risk-
minimizing production strategies that normally characterize farmers. The estimated overall rate of return
of the project, is estimated at about 23%. Although the estimated rate of return took into consideration
only part, albeit a substantial part, of the possible investments to be financed under the project, is
presented here to give an order of magnitude of the economic returns that can be expected from the
proposed project.

Economic return calculations included the cost of incremental on-farm productive investment and
recurrent expenditure for the adoption of sustainable agricultural production systems promoted under the
project. The analysis of the sample of representative subprojects indicated that economic returns on most
investments by crop farmers and livestock producers are likely to be above 18%; farm models with ERR
of less than 12% were excluded from the analysis as this will be the minimum rate of return that any sub-
project would have to have in order to be eligible for financing under the proposed.

Pricing Assumptions: Price contingencies were excluded and base costs plus physical contingencies less
taxes were used for the IERR. Given the policy reforms and the opening of the economy that have been
taking place since the early 1990s, the rate of exchange of the Uruguayan Peso is currently determined in
the open market and trade restrictions have been gradually lowered and domestic prices tend to
correspond much closer to border economic values. For the purposes of economic analysis, border prices
were estimated for main tradable produced by the project, based on OPYPA projections. While the
project would increase on-farm and off-farm employment in the priority areas, unemployment and under-
employment would not be eliminated. Therefore, shadow prices for unskilled labor were estimated at 80%
of the market wage rate, while for skilled labor, the market rate was assumed to reflect its opportunity
cost.

Financial Analysis

The financial analysis was carried out to assess the financial viability of a sample of productive
investments most likely to be demanded by irrigation farmers, along the same lines followed for the
economic analysis. The financial viability of these investments was analyzed within the framework of the
most common production systems used by producers using the same set of farm models prepared for the
economic analysis. As is to be expected, given the level of subsidy provided, the selected farm model
showed relatively high financial rates of return.(>23%). Input and output prices were assumed constant,
as was the real exchange rate, throughout the 20 year time horizon used in the financial analysis. The
discount rate was assumed to be12%.
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Annex 10: Safeguard Policy Issues
URUGUAY: Uruguay Rural Development
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Annex 11: Project Preparation and Supervision
URUGUAY: Uruguay Rural Development

Planned Acutal
PCN review March 1, 2004
Initial PID to PIC March 3, 2004
Initial ISDS to PIC March 9, 2004
Appraisal
Negotiations
Board/RVP approval
Planned date of effectiveness
Planned date of mid-term review
Planned closing date
Key institutions responsible for preparation of the project:
Bank staff and consultants who worked on the project included:
Name Title Unit

Bank funds expended to date on project preparation:
1. Bank resources:
2. Trust funds:
3. Total:

Estimated Approval and Supervision costs:

1. Remaining costs to approval:
2. Estimated annual supervision cost:
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Annex 12: Documents in the Project File
URUGUAY: Uruguay Rural Development
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Annex 13: Statement of Loans and Credits
URUGUAY: Uruguay Rural Development

Difference between
expected and actual

Original Amount in US$ Millions disbursements
Project ID FY  Purpose IBRD IDA SF GEF Cancel.  Undisb. Orig. Frm. Rev’d
P077172 2003  UR Structural Adjustment Loan 151.52 0.00 0.00 0.00 0.00 50.00 -51.52 0.00
P078726 2003  UY Public Services & Social Sectors SAL 151.50 0.00 0.00 0.00 0.00 100.00 50.00 0.00
P080263 2003 UY SSAL 151.52 0.00 0.00 0.00 0.00 50.00 -51.52 0.00
P081495 2003  UY Public Services & Social Sectors SSAL 101.02 0.00 0.00 0.00 0.00 75.00 25.00 0.00
P074543 2002 UY FOOT & MOUTH DISEASE - ERL 18.50 0.00 0.00 0.00 0.00 5.26 -13.24 -13.24
P070937 2002 UY- Basic ED3 42.00 0.00 0.00 0.00 0.00 36.73 5.58 0.00
P070058 2001 UY PUBLIC SERVICES 6.00 0.00 0.00 0.00 0.00 5.09 1.95 0.00
MODERNIZATION TA
P063383 2000 UY APL OSE MOD&REHAB. 27.00 0.00 0.00 0.00 0.00 21.93 21.93 0.00
P039203 1997 UY FOREST PROD.TSP 76.00 0.00 0.00 0.00 5.00 31.60 36.60 0.00
P008177 1996 UY POWER TRNMSN & DISTR 125.00 0.00 0.00 0.00 0.00 53.12 53.12 0.00
Total:  850.06 0.00 0.00 0.00 5.00 428.73 77.90 - 13.24
URUGUAY
STATEMENT OF IFC’s
Held and Disbursed Portfolio
In Millions of US Dollars
Committed Disbursed
IFC IFC

FY Approval Company Loan Equity Quasi Partic. Loan Equity Quasi Partic.

1985/92 Azucitrus 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2001 Banco Montevideo 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2002 Conaprole 20.00 0.00 10.00 0.00 10.00 0.00 10.00 0.00

1995 Consorcio Aerop. 1.18 0.00 3.38 0.94 1.18 0.00 3.38 0.94

1991 Granja Moro 1.78 0.75 0.00 0.00 1.78 0.75 0.00 0.00

1980/86/88/96/03  Surinvest 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2001 UMontevideo 5.00 0.00 0.00 0.00 3.30 0.00 0.00 0.00

Total portfilio: 27.96 0.75 13.38 0.94 16.26 0.75 13.38 0.94

Approvals Pending Commitment
FY Approval ~ Company Loan Equity Quasi Partic.
2002 Conaprole 0.00 0.00 0.00 0.02
Total pending committment: 0.00 0.00 0.00 0.02
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Annex 14: Country at a Glance
URUGUAY: Uruguay Rural Development

Latin  Upper-
POVERTY and SOCIAL America middle- -
Uruguay & Carib. income Development diamond
2002
Population, mid-year (millions) 34 527 331 Life expectancy
GNI per capita (Atlas method, US$) 4,370 3,280 5,040
GNI (Atlas method, US$ billions) us 1727 1668
Average annual growth, 1996-02 —(
Population (%) 0.7 15 12 GNI
Laborforce (%) 11 22 18 ‘ ‘ Qross
per f 1 primary
Most recent estimate (latest year available, 1996-02) capita ‘ enroliment
Poverty (% of population below national poverty line) . . .
Urban population (% of total population) 92 76 75 J
Life expectancy at birth (years) 75 71 73
Infant mortality (per 1000 live births) 3 27 L)
Child malnutrition (%of children under 5) . 9 . Access to improved water source
Access to animproved water source (% of population) 98 86 90
llliteracy (% of population age 15+) 2 1 7
Gross primary enrollment (%of school-age population) 109 130 105 Uruguay
Male 0 B1 06 —— Upper-middle-income gro up
Female 109 18 105
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1982 1992 2001 2002
Economic ratios*
GDP (US$ billions) 9.1 ©9 8.6 23
Gross domestic investment/GDP 0.8 B4 1.5 Trade
Exports of goods and services/GDP “u3 204 8.7
Gross domestic savings/GDP 6.8 6.2 23
Gross national savings/GDP . %6 10.7
Current account balance/GDP -2.6 -0.1 -2.8 o Domestic
Interest payments/GDP 20 16 22 32 savings Investment
Total debt/GDP 29.0 355 52.3 855
Total debt service/exports 30.5 8.8 36.0 329
Present value of debt/GDP 53.2
Present value of debt/exports 240.9 Indebtedness
1982-92 1992-02 2001 2002 2002-06
(average annual growth) Uruguay
GDP 27 12 -34 -0.8 20 ) )
GDP per capita 2.1 05 41 -13 15 —— Upper-middle-income group
I
STRUCTURE of the ECONOMY
1982 1992 2001 2002 Growth of investment and GDP (%)
(%of GDP)
Agriculture 10 88 64 20
Industry 294 328 266 10
Manufacturing 1.8 248 6.6 0
Services 59.6 584 67.0 0 }L 97 98 99 00 1 0,
Private consumption 67.5 722 742 20
General government consumption 5.7 16 1.5
Imports of goods and services 7.3 96 200 GD! o— GDP
1982-92 1992-02 2001 2002 Growth of exports and imports (%)
(average annual growth)
Agriculture 14 09 -5.1 %
Industry 21 05 -56 10
M anufacturing 23 -04 -6.2 5
Services 34 3.1 -18 0
Private consumption 34 32 2.7 -5 a7 98 00 01 02
General government consumption 21 21 -13 -10
Gross domestic mvestmer.n 16 19 -7.7 Exports Imports
Imports of goods and services 59 56 -7.7
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Uruguay

PRICES and GOVERNMENT FINANCE

1982

Domestic prices

(%change)

Consumer prices 00

Implicit GDP deflator 8.2

Government finance

(%of GDP, includes current grants)

Current revenue

Current budget balance

Overall surplus/deficit

TRADE

1982

(US$ millions)

Total exports (fob) 1023
Meat 290
Vegetables 562
Manufactures 435

Total imports (cif) 1110
Food 69
Fuel and energy 15
Capital goods 286

Export price index (1995=100)

Import price index (1995=100)

Terms of trade (1995=100)

BALANCE of PAYMENTS

1982

(US$ millions)

Exports of goods and services 1537

Imports of goods and services 1586

Resource balance -48

Netincome -197

Net current transfers

Current account balance -235

Financing items (net) -182

Changes in net reserves 417

Memo:

Reserves including gold (US$ millions) .

Conversionrate (DEC, local/US$) 139E-2

EXTERNAL DEBT and RESOURCE FLOWS

1982

(US$ millions)

Total debt outstanding and disbursed 2,647
IBRD 85
IDA 0

Total debt service 51
IBRD B
IDA 0

Composition of net resource flows
Official grants
Official creditors 41
Private creditors 201
Foreign direct investment 0
Portfolio equity 0

World Bank program
Commitments 0
Disbursements 22
Principal repayments 7

1992

68.4
59.6

74
23

1992

1703
383
81
923
2,058
88
260
742

88
98
90

1992

2,558
2,516
43

-87
29

198
-89

1050
3.0

1992

4,571
521

524
75

u7
1560

76
74
45

2001

43
53

0.8
=27

2001

2,060
517
292
967
3,061
279
469
824

82
92
89

2001

9,706
544

1476
m

"
478
38

52
65
73

26

2002

8.3
8.8

208
-26

2002

2,040
51
289
957
2,261
206
347
609

920
91
99

2002

3,066
2,860
206

-202
39

1082

2,259
213
2002

10,532
498

1275
99

379
-31

29
75

Inflation (%)

N/

GDP deflator

ey C P

Export and import levels (US$ mill.)

5,000
: m
0
96 97 98 99 00 01 02

m Exports

Imports

Current account balance to GDP (%)

0+
.1I I I I I I
-2+

Composition of 2002 debt (US$ mill.)

A:498
G: 1600
C:1793
D:2,013
F:4,401
E: 227

A -IBRD E - Bilateral
B -IDA D - Other multilateral F - Private
C-IMF G - Short-term|




Annex 15: Incremental Cost Analysis
Introduction

This project will promote sustainable land management practices incorporating biodiversity as another
component of the spectrum of products from the rural landscape in Uruguay. The entire project will
promote the integration of sound management practices of natural resources and biodiversity and the
GEF-funding will be used to promote the incorporation of biodiversity within the general framework of
analysis prioritizing key biodiversity areas. Uruguay is one of the few places over the world with
extensive savannas interspersed with other key habitat types which have been used for agriculture and
livestock production since the Spanish colonization and is the basis for the economy of the country.
Uruguay is well endowed with natural resources for livestock and agricultural production, most of the
times overlapped with key biodiversity areas which were not known or acknowledged until recently. The
combination of agriculture and agro-industry sectors represent up to 23 percent of the country’s Gross
Domestic Product (GDP). But, even this figure belies the combined importance of these two sectors to the
economy as a whole; over half of their output is exported, and in the early 2000s represented over 70
percent of Uruguay’s total export earnings. This importance in the economic sector has been achieved
without much regard towards biodiversity conservation. Major threats to biodiversity conservation and
natural resources are inappropriate management of livestock and natural grasslands, introduction of alien
species, overgrazing, natural grassland forestation with exotic species, irrational burning, dam
constructions, urbanizations, non ecofriendly practices of certain crops such as rice plantations, and some
other minor threats. These practices have been carried out by small, medium-sized farming operations
mainly, being large-sized operations in most of cases left important tract of natural habitats.

The development of the rural landscape for production is now recognized to have advanced with some
practices negative for the conservation of the rich natural resources, mainly biodiversity in a highly
productive rural country. The constraints limiting the adoption of sound conservation practices that have
impeded integrated and cross-sectoral approaches to lead sustainable landscape management are, amongst
others, a) limited policies to promote sustainable patterns and support for the adoption of integrated
approaches; b) limited technical assistance and the need for additional financial incentives for sustainable
land use; ¢) limited resources if any to support targeted research important for biodiversity conservation
and enhanced opportunities raising at the global level such as environmental services and carbon
sequestration; d) lack of integration of conservation and traditional development, including areas of
importance for a unique biodiverse habitats; e) lack of information and a general vision of the landscape
ameliorating the natural resources and including biodiversity into the productive sector of the country.

In light of this situation the national government, based upon the experience derived from Prenader and
Banados del Este Projects, has decided to promote natural resources and biodiversity management
techniques at the national level focused on the small and medium-sized landowners, who are in charge
with the pertinent governmental support to change the unsustainable use of their lands and promoting the
conservation of natural resources and biodiversity, mainly located in private hands. Little if any support
has been given to such a different view of doing landscape management and this strategy has been
mentioned as a priority in the Biodiversity Conservation Strategy.

The baseline scenario

Preliminary surveys conducted by the preparation team have not identified governmental or civil society
projects for the conservation of biodiversity. The only baseline information which can be included in this
analysis is the operations of the GEF in Banados del Este GEF UNDP-sponsored Project, already
finished, which left ideas of how to improve the actions and lessons learnt are key part of this initiative.
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The other example is Prenader, with clear steps left for the future of a second Prenader to which this GEF
is fully blended. Under the baseline scenario, policy and capacity development for environemental and
natural resources planning is left; e.g. provision of technical assistance for participatory landowners
planning and the microcatchment-focussed initiatives.

Prenader II or “Integrated Natural Resource and Biodiversity Management in Uruguay” will provide the
general framework of operation for the entire project, with provision of technical assistance and creditial
lines to small and medium-sized farmers who will propose strictly production-oriented projects to
promote increased agricultural and livestock production, including some activities to promote improved
natural resources management. Recent performance of the agriculture sector, however, indicated that, in
general terms, the sector was reacting positively to market signals and did not require special assistance to
increase growth. There was, nevertheless, an underlying threat that, if special incentives and technical
assistance were not given to farmers there was a real danger that high rates of growth in agricultural and
livestock production would be achieved at the expense of the country’s natural resources base.
Consequently, in the light of the conclusions of the ESW, it was decided to opt for a project that would
concentrate on promoting improved natural resources management and mainstream agricultural
biodiversity in the integrated on-farm natural resources management plans.

The proposed Prenader I will promote natural resources and biodiversity management, by financing
demand-driven activities to promote sustainable management of natural pastures; improved cultural
practices in rainfed agriculture; and consolidation and expansion of Prenader I's activities in irrigated
agriculture and dairy farming. This component would be implemented through a Fund, in which farmers
would compete for financial resources for their investment proposals according to clear selection and
eligibility criteria to be defined. Furthermore, support services, will include training and technical
assistance to farmers, institutional strengthening of local and central authorities, and specialised training
for agronomist and technical staff providing technical assistance to farmers. These activities will be
carried out under the leadership of a Project Coordination Unit, which would be responsible for overall
project execution and the Monitoring and Evaluation System. Within this framework, the GEF will
finance the incremental costs associated to incorporate biodiversity in this general productive landscape
using improvement, incorporation, adoptive management skills at the farmers’ level and at the same time
providing a participatory framework of the biodiversity landscape in the country and pilot demonstration
areas.

In the absence of the GEF funding, the implementation of the aforementioned activites, some of them
already on-ongoing after Prenader I and which will be continued and reinforced in Prenader II, will
contribute to the project goal of integrating natural resource management systems; nevertheless,
biodiversity component will not be included especially because this component has yet to show its benefit
to the landowner who will not commit into a long-term commitment and be investing for potential future
reimbursement on an activity that not shown locally the benefits herein explained. The GEF will generate
global benefits by increasing biodiversity of soils, pastures and the general landscapes, enhance the
potential of the country to contribute positively to the carbon balance and create the conditions for
survival and enhancement of wildlife populations in key biodiversity areas. It would thus finance
technical assistance, rural infrastructure, management guidelines and services to small farmers, as well as
to create the general vision of the biodiversity in the country under an ecological planning. However, the
baseline would not address more far-reaching interventions funded by global transfers, as it would not
support particular aspects mainly focused on for example restoration and rehabilitation of non-productive
or fragile areas within the microcatchments, the connectivity of fragments of importance to biodiversity,
the entire vision of the ecological landscape to perpetuate biological resources, as well as investment of
high-risk as those related to conservation of biodiversity in which the country has little experience.

28



The GEF alternative

The proposed GEF alternative and the existence of its insertion into Prenader II would achieve
significantly greater conservation of threatened biodiversity of global importance, not only at the
species/population level but also at the site and landscape levels in selected areas of importance for
biodiversity within this unique habitat type found in Uruguay. Increased community participation and
organization for biodiversity management, pilot demonstration projects developed jointly with
landowners, donations to landowners with sound projects showing an integrated management of natural
resources and the compliance with environmental legislation at the international and national level,
proposed by this alternative strategy of blending the GEF to Prenader II, will in turn increase
sustainability of interventions and will demonstrate the importance of mainstreaming biodiversity in the
rural productive sector. Benefits of supporting this innovative way of biodiversity management outside
Pas, working with private landowners to build on biodiversity friendly activities, increase the national
capacity of managing natural resources and take advantages of the global opportunities arising, and
enhancing the conservation of an ecosystem of such global importance, has to occur predominantly with
the support of the global level and there warrant GEF funding.

The GEF in this way presented as part of Prenader II will orient the agricultural and livestock baseline
operations through the introduction of a cross-sectorial approach in support of sustainable land use
practices in benefit of biodiversity within an ecosystemic approach. GEF resources will cover the
incremental costs associated with a) the development of appropriate strategies for the adoption of sound
rural practices, b) the inclusion of biodiversity of global importance as part of the natural resources
management in Uruguay, c) participatory and awareness support and efforts, d) capacity building amongst
producers, leaders, managers and implementing agency, ) design and implementation of an incentive
program for biodiversity conservation, f) needed research to validate appropriate technologies and
practices, and finally g) M&E and communicational aspects to secure implementation excellence and
replicability of sound practices.

The total cost of this Project with this GEF Alternative is estimated at US$ 40 million, which would be
financed by a Bank loan of US$ 30 million, a GEF Grant of US$ 7 million, and Government counterpart
funds of about US$ 3 million. In addition, beneficiaries’ contribution would be about US$ 50 million.
Tentatively, about 90% of project resources would be allocated to investment in improved natural
resources and biodiversity management activities; about 8% to support services, and the remaining 2% to
the Project Unit and the M&E System. The U$ 7 million GEF-contribution to match incremental costs
will be allocated in the following way, 64,3% (US$ 4,5 million) for demand-driven support from the Fund
for Promotion of Biodiversity Sustainable Practices, 21,4% (U$S 1,5 million) for the implementation of
pilot areas, 10% (US$ 0,7 million) for institutional strengthening and 4,3% (US$ 0,3 million) for project
coordination, thus the GEF follows the same criteria of funding allocation to the overall project.

With the GEF alternative, the Government of Uruguay and the other institutions working in partnership as
municipalities, academia and NGOs will be able to experience a challenging program at the national level
and mainly focused on key biodiversity areas encompassing both national and global benefits, enhancing
the conservation of threatened and vulnerable species and habitats in Uruguay and assisting the
productive force of the country with effective implementation of sustainable rural and environmental
initiatives. The co-financing of this GEF-supported project will be done by a contribution of US$ 11
million from the Bank loan and beneficiaries contribution, and an estimated contribution of US$ 1 million
from the government.

Incremental costs
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The difference between the costs of a baseline scenario where only the Bank loan will be implemented is
about 7% given the contribution of the GEF’s contribution. This 7% to be contributed by the GEF will
make it possible to mainstream biodiversity as another key environmental source of creating rural
development, by investing in sound practices, co-sharing farmers’ investments and creating the capacity
at the local and national level under the “umbrella” incremental costs of technical assistance, training,
workshops and other services such as public awareness media campaigns, infrastructure, equipment,
travel and subsistence allowances. The contribution from the GEF would be combined with the baseline
committed by the Government to promote biodiversity conservation and use into the general natural
resources management project. The GEF investment will promote the investment of US$ 1 million from
the government and a combined (loan and beneficiaries) co-financing of US$ 11 million. The following
tables show by components the total costs of the GEF contribution for biodiversity inclusion in the
“Integrated Natural Resource and Biodiversity Management in Uruguay”.

Biodiversity component within the “Integrated Natural Resource and Biodiversity Management in Uruguay”

Matching * 10 M

Total Cost * 10 M Gov & loan GEF * 10M
Comp. 1: Fund for promotion of SUB 9,50 5,00 4,50
Comp. 2. Implementation of Pilot Areas 5,00 3,50 1,50
Comp. 3. Institutional Strengthening 3,20 2,50 0,70
Comp. 4: Project Coordination 1,30 1,00 0,30
Totals 18,00 12,00 7,00

Component 1. Fund for Promotion of Sustainable Use of Biodiversity (FPSUB) (Total Cost

$ 9.5 million = GEF contribution $ 4.5 million / Matching Funds $ 5.0 million)

Based upon a demand-driven strategy, activities to promote sustainable biodiversity management of
natural pastures will be implemented through a Fund, in which farmers would compete for financial
resources for their investment proposals according to clear selection and eligibility criteria to be defined.

Improved livelihoods of small- and medium-sized farmers living in key areas for biodiversity
conservation will be prioritized and integrated natural resources management projects will be

implemented. Five main areas of project are expected to be generated by this demand-driven approach, as

follows:

1.1.- Conservation and sustainable use of natural pastures. This subcomponent is expected to contribute to
the maintenance, recovery and improvement of natural pastures, working with native species in systems
of intensive use with crop rotations, providing alternatives for multiple use of natural pasture lands
(honey, medicinal, nutritional, ornamental and other uses) and implementing soil protection techniques in
riparian areas to conserve and improve hydrological system. This component will be accompanied by
training, technical assistance and sharing of experiences in the conservation and sustainable use of

biodiversity in natural pastures.

1.2 Sustainable management of timber and non-timber products from native forests. This subcomponent
is expected to contribute in implementing forest conservation initiatives by utilizing forestry management

techniques (thinning, pruning, enrichment, recovery, etc.) and improving native forests with

reintroduction, reforestation and restoration of native forests. The multiple use of forests (resins, honey,
fruits, medicinal, ornamental, etc.) will be promoted and activities will be accompanied by training,
technical assistance and sharing of experiences in conservation and sustainable use of biodiversity in

native forests.
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1.3 Management and conservation of native fauna. This subcomponent will be based upon the fauna
resources of the country, some of which are already under use and others are still to be implemented. The
subcomponent will try to invest in implementation of farming practices for native species with different
purposes (slaughtering by-products, pets, breeding-stock, etc.), ranching practices for native species
(slaughtering by-products, pets, breeding-stock, etc.), development of strategies for restoration of
degraded habitats for native fauna species and any other type of innovative way of conserving and making
sound use of wildlife. Training and extension services will also be provided.

1.4 Generation of silvo-pastoral initiatives. This subcomponent will seek the implementation of combined
activities to promote livestock production in native landscapes by implementing practices to recover the
natural biodiversity of forest-pasture ecosystem, by improving cattle-raising in forest areas, for purposes
of certification. Training, technical assistance and sharing of experiences in agro-silvo-pastoral systems
with native species will be provided.

1.5 Development of rural tourism based on natural native species. Based on the experiences already
existing in the country, this subcomponent will enhance the role of biodiversity-based tourism by
supporting implementation of agro-ecotourism experiments, ecotourism and nature tourism experiments,
ranch tourism experiments and at the same time providing training, technical assistance and sharing of
experiences in rural tourism and agro-biodiversity.

Component 2. Implemented of Pilot Areas. Total cost of $ S00 million of which $§ 1,50
million would be invested by the GEF with a baseline contribution of $3,50 million.

This component will implement demonstrative areas of sustainable use of natural resources in key
microcatchments which are of importance for biodiversity, combining sound practices for natural
resources management and creating increased public awareness of significance and socioeconomic
importance of biodiversity. The areas of importance for biodiversity will be established based upon a
generation of a biological vision and eco-regional planning of the project’s intervention areas

Component 3. Institutional Strengthening. Total cost of $3,20 million of which $ 0,70 are
requested from the GEF with a baseline of $ 2,50 million.

This Component will be focused on the strengthening of institutions responsible for biodiversity
conservation, facilitating an increased capacity to support sub-regional needs in biodiversity conservation,
creating international awareness of project concepts and achievements, creating the national capacity for
carbon balance projects and facilitating both the operation of the Geographic Information System and the
the management and marketing capacity in the private sector

Component 4: Project Coordination. A total investment of $1,30 millions, of which with a

baseline of $ 1,00 million to be contributed by the government, the GEF is requested to
invest $ 0,30.

This component will have all the coordination of the Project, including the administrative structure and
the implementation of the monitoring and evaluation.
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Annex 16: STAP Roster Review

Project Review

Project Title: Integrated Ecosystem and Natural Resources Management in Uruguay
Executing Agency: Ministry of Agriculture, Livestock and Fisheries, Uruguay
Reviewer: Enrique H. Bucher
Date February 28, 2004

1. PROPOSAL'S GLOBAL PRIORITY AND RELEVANCE IN
THE AREA OF THE BIODIVERSITY PROTECTION

This proposal deals with a region of significant biodiversity and ecological value. Uruguay still
holds large portions of little-modified, temperate ecosystems of great conservation value. They
include grasslands, savannas, native forests and wetlands. Of particular importance are native
grasslands, which represent a still vast but constantly decreasing portion of the grasslands than
once covered Pampas of Uruguay, Argentina, and Southern Brazil. It is worth mentioning that
the Pampas grasslands in Argentina disappeared almost completely early in the XX century.

Native ecosystems in Uruguay are under significant and rapidly increasing threats because of
rapid changes in land-use patterns that are taken place, particularly since the 1990’s. Unless
adequate measures are taken, it is very likely that present trends will accelerate a rapid loss of
natural capital in Uruguay. Accordingly, pre-emptive actions aiming at the integration of
sustainable production systems, from the individual property to the basin and landscape scale,
are fully justified and timely. This approach is particularly important regarding conservation
outside protected areas, which deserve special consideration because of the very small number
and limited extension of protected areas in Uruguay.

In summary, this proposal is accordance with GEF objectives, particularly regarding
conservation of grasslands, one of the most endangered ecosystems in the world.

SCIENTIFIC AND TECHNICAL SOUNDNESS

The strategy selected, based on developing compatible, complementary activities that enhance
conservation, sustainability and productivity of current production systems is appropriate for
Uruguay. Integration of landscape management, basin management, and multiple production
systems that incorporate biodiversity conservation as a primary goal is an attractive and desirable
concept.

Obviously, it implies a demanding challenge, particularly in terms of designing and making
compatible multiple-use systems, which in some case imply conflicting demands in terms of
land-use and management practices.
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The present version of the proposal has however some components that would require being
expanded or improved in order to strengthen its technical soundness, particularly regarding: a)
diagnostic, b) focus and scale, b) biodiversity conservation, and c) feasibility analysis.

Diagnostic

In the diagnostic analysis of the main environmental problems affecting Uruguay, no
consideration is given to expansion of forest plantation and agriculture, two critical factors that
are displacing other land uses in the native grasslands and savannas ecoregion. As mentioned in
the proposal, “The area under plantation has grown by close to 800% in the 1990s, and today
the total area under plantation forestry covers 400,000 ha.” Existing government policies and
financial investments suggest further rapid growth of the planted area in the near future, as
commented in the proposal:

In more recent years soybean expansion is also gaining momentum in western Uruguay, favored
by current prices and new technological developments that allow cultivation in soils and region
previously considered unsuitable for this crop.

Both factors (forestry with introduced species and agriculture) result in profound transformations
of the original Uruguayan landscape, particularly because both provide higher economic returns
than traditional land-uses. This situation requires, therefore, inclusion and careful analysis in this
project.

RESPONSE: Both agriculture and forest plantations will be considered in the project design;
while agriculture is considered in depth in the project description and the other related
documents, forest plantations are included in the executive summary. The combination of
agriculture and the agro-industry sector represent a large portion of the national, economy (up to
23 percent of the country’s Gross Domestic Product, GDP), with over half of their output
exported, and representing over 70 percent of Uruguay’s total export earnings. Subsidies applied
to the forestry sector has promoted the expansion of exotic plantations, mainly of Eucalyptus
with an area under of 400,000 ha.; such industry is not, per se, supportive of biodiversity
conservation since based upon an exotic species has produced various negative environmental
impacts. The expansion of soybeans is a new threat to biodiversity mainly in the western part of
the country. Though both production systems could impact negatively on biodiversity, this
project would address conservation strategies of these two potential threats as part of
implementation within the target areas.

Focus and scale.

The project is tailored around a holistic approach at the landscape, basin, and individual property
levels, according to the following statements:

“The key focus of this project is the promotion of biodiversity-friendly, multiple-use land use
practices, within a landscape approach. Under this approach, it is possible to promote the
adoption of land-use practices that exploit the synergies that exist between biodiversity
conservation and opportunities for rural income generation.”
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“ From a biodiversity perspective, what is key is the promotion of a geographic configuration
that maintains the mosaic nature of Uruguay’s original habitats, restoring biological corridors
through a diversified rural landscape.”

However, specific themes assigned to consultants suggest emphasis on actions aimed at
promoting changes in production systems at the individual property scale, with little
consideration to integration at the basin and/or landscape scales. This limitation is clearly seen in
the following statement:

“As explained earlier, the project will tailor activities to each of the production systems
currently in use in Uruguay. Such systems will be used as a first ‘‘filter” to define the type of
mainstreaming activities to be financed by the GEF. Nevertheless, the geographic areas of
implementation have been broadly defined, and do not overlap with any of the other GEF-
financed projects in Uruguay.”

If site selection is guided by production system alone with no consideration to the
basin/landscape scale, then it is unlikely that isolated actions at the individual property will
succeed in influencing higher geographical levels of management. What a reader of this proposal
would expect is to focus actions in specific landscapes/basins units, in which actions at all levels
(basin, landscape, and individual property) could be integrated under the proposed holistic
approach. Otherwise, it is difficult to conceive how expertise in basin and landscape
management may be integrated with promotion of alternative, sustainable production systems.
For example, what would be the criteria for suggesting conservation of a given forest or
grassland patch to land owners interested in developing eco-tourism and biodiversity
conservation? Survival of key species and biodiversity in general would require a landscape
approach that goes beyond the individual farm or ranch.

Moreover, when landscape integration is mentioned, it would be desirable than this approach
was made explicit in a more technical way, reflecting “state of the art” landscape ecology and
management sciences. In summary, showing appropriate integration of the proposed actions at
different landscape levels and production systems would strengthen the technical consistency of
this proposal.

RESPONSE: As part of the preparation of the project, the country was divided in production
areas and these areas were overlapped with natural communities and land aptitudes including the
already known sites where natural vegetation is still found. This guided the site selection firstly
by production system, giving us clear ideas that the GEF component would not be investing in
highly modified habitats or areas where natural pastures have completely disappeared and the
exotic species were introduced, or in forest plantations areas. Once these considerations were
met, key areas were selected such as the “basalto” and the “quebradas™ in the north and eastern
parts of the country, within those large areas a criteria based in basin/landscape scale will be
promoted and thus individual property or a group of farms would succeed in influencing higher
geographical levels of management. Because of its demand-driven nature, the project would
propose thematic areas of potential interventions but this has to be generated by the demand but
the “state of the art” in landscape ecology and management sciences will be included as part of
the development of the full proposal. The integration of the proposed actions at different
landscape levels and production systems will strengthen the technical consistency of the project
proposal.
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Biodiversity conservation

The biodiversity component is based on the assumption that promotion of economic exploitation
native fauna through consumptive use or ecotourism will ensure biodiversity conservation, as
part of the integrated ecosystem management practices. However, the scientific and technical
justification of this assumption is not made explicit. It would advisable to add clarifications on
the following specific points

a)

b)

d)

Economic utilization of most of the listed species is already in practice. In most cases, it
is based on captive breeding more than in ranching of free or semi-captive populations
(see previous Probides experience, for example). Captive breeding has limited influence
in land-use practices. More details are needed to understand how captive breeding will
improve biodiversity conservation and how it will be integrated in practice with other
land-uses.

Other wildlife species widely used in “sport-hunting tourism” activities are not included
in the proposal (particularly doves). They are becoming a very important economic
activity in Uruguay.

No actions are considered for the protection of threatened or endangered species. For
example, a specific management plan for such a charismatic species as the Pampas deer
would be expected as an important component of this project. This valid also for other
typical grassland species such as the Red Tinamou (Rhynchotus rufescens) and
Sporophila grass-eater birds.

The same applies for native grass and herb species. Many of them have considerable
potential for pastures, although in many cases adequate research is lacking, despite
important efforts made by several Uruguayan academic and research groups. As
mentioned earlier, overgrazing and expansion of introduced pastures threatens survival of
native grass species.

Lack of any consideration on protected areas in this proposal weakens the scientific and
technical soundness of the project, particularly because it is based on a holistic,
landscape-based approach. Grasslands and savannas are extremely endangered
ecosystems around the world. Unless some action is taken, it is very likely those native
grasslands in Uruguay (and its associated fauna like the Pampas deer) may disappear, as
already happened in the Argentinean pampas. This unique opportunity deserves careful
consideration. Moreover, the need for protected areas is also supported by the priorities
and criteria stated in Uruguay’s National Biodiversity Strategy for in situ conservation.

RESPONSE: All these aspects are already in part considered in the full proposal but the
recommendations are pertinent to produce a better document. Support to captive breeding is
expected to be limited as the project aims to support either ranching operations requiring habitat
management, or farming operations in liason with other operations requiring habitat
conservation. Game and other species with hunting potential are included and the full proposal
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addresses these opportunities for the country, including pigeons and doves, an important
economic activity in the grassland ecosystem, generating chances to amalgamate management of
population levels with income generation. Threatened or endangered species have a special
consideration, in particular efforts are being placed on the charismatic Pampas deer for which
plans to find compatibility between pasture production for livestock and Pampas survival as
being both part of the landscape. The same applies for the Red Tinamou (Rhynchotus rufescens)
and Sporophila grass-eater birds, native grass and herb species for which special plans will be
developed in cooperation with stakeholders especially trying to bring together the Academia and
NGOs. Regarding the lack of any consideration on PAs, the proposal addresses in its concept the
existence of a very weak system of protected areas and a legal framework that is not conducive
to any significant change to the current status. The government of Uruguay is convinced on the
need to complement its fledging system of protected areas with aggressive conservation efforts
outside the PAs. The key concept to achieve biodiversity conservation outside Uruguay’s system
of protected areas would be the promotion of biodiversity-compatible, multiple land-use
practices, within a landscape approach. Under this approach, this project would work outside
PAs and will promote the adoption of land-use practices that exploit the synergies that exist
between biodiversity conservation and opportunities for rural income generation. Some of these
practices of “integrated ecosystem management” may include a combination of the following
land-uses: as a) maintenance of scenic beauty for rural tourism and recreation, b) wildlife
ranching, c¢) integrated savanna ecosystem management, d) silvopastoril systems, e) wildlife
hunting.

Feasibility analysis

The proposal does not make clear the specific strategy to be used to promote Integrated
Ecosystem and Natural Resources Management in Uruguay, besides extension and outreach
(courses, workshops, etc.) and support for initiatives at individual property level. However, it is
clear that it in most cases, unless some corrective policy is in place, commodity prices will
dictate land-use preferences despite the conservation and sustainability values of other
alternatives.

The same consideration applies for organizing the landscape at scales over the individual
property (basin or any other management unit), one of the key aspects of the integrated
ecosystem management approach driving this proposal. The general trend in Latin America is
that, because of an almost complete lack of effective land-use planning policies, the landscape
structure is driven almost exclusively by market forces. It would be useful if consideration and
analysis were given to incentive mechanisms that Uruguay could apply to promote sustainable,
conservation friendly land use at the landscape/basin scale. Moreover, these considerations
should be matched against existing incentives for alternative land-uses, such as Eucalyptus
plantations. Perhaps a consultant in this area could provide useful contributions.

Some statements in the proposal may answer my previous considerations, but unfortunately they
do not provide enough details: “Some of these practices of integrated ecosystem management
will include a combination of various land-uses, whose relative emphases will be determined by
the local conditions, the feasibility of implementing an incentive framework, the ability for
market-based mechanisms to support these land-uses, and their relative contribution to
conservation”
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RESPONSE: This proposal has been produced as a result of many years of working with the
GOU and including a focus on incentives should have to be consulted with the national
authorities regarding a particular consultancy on environmental services, it was concluded that
the incentives based on tax considerations was not appropriate at present. Despite this the
project would support the development and implementation of some innovative economic tools
and approaches (such as promotion of market development and business opportunities,
biodiversiy-friendly production systems, consumer awareness-building, and others) as well as the
creation of new incentives mainly based on development of necessary human and institutional
capacities to promote sustainable solutions in agricultural biodiversity conservation, including
training, demonstration, technology transfer etc.

Adequacy and cost-effectiveness of the project design

According with the information presented, the project design is sound and has good possibilities
of achieving its goals. The fact that both the development and conservation agencies in Uruguay
work in coordination increases the chances of effective implementation of the proposed actions.

My only comment regarding this topic is the apparent lack of adaptive research needed for
adapting the proposed actions that will emerge from the consultancies to the Uruguayan
conditions. My impression is that development of new production alternatives and/or their
integration in existing production items inevitably require adaptive research. This research
appears necessary in between the recommendations made by the consultant and the practical,
generalized implementation of the corresponding practices. This gap would require some kind of
experimental and development period, probably in close connection with academic and research
organizations such as universities, INIA, etc. Moreover, this research may also contribute to
improve the monitoring component of the project. An additional benefit of this approach would
be to help to develop local expertise in Integrated Ecosystem and Natural Resources
Management in Uruguay.

RESPONSE: Though adaptive research was one of the tools and mechanisms to achieve the
goals, given the pertinent reviewers’ comments, this will be addressed during the coming weeks
and given much more importance before the appraisal mission to be consistent with the strategy
of the project.

Miscellaneous comments

1) Title: the project title is very wide in scope and does not reflect exactly its goals. My
suggestion is to consider a more focused alternative.

2) Connection between this project and Prenador should be made more explicit. As stated, it
appears like if more irrigation projects will be developed with some consideration to the
environment, but the articulation with integrated ecosystem management is not clear besides
the following very general statement. “This GEF project is fully-blended with an IBRD loan
that will promote the adoption of integrated production systems in agricultural production
systems and livestock landscapes to increase productivity within a holistic ecosystem and
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natural resources management while conserving soils, water, grasslands and biodiversity.”
More specific details would be useful to clarify the articulation between these projects.

3) Carbon balance and methane. The proposal states that “Since the emission of both gases
are the result of inefficiencies in the production system, a reduction of the emissions would
also lead to better results for the farmers (higher nitrogen use efficiency, and more efficient
conversion of animal feed into milk, meat, and wool.)”. Please consider also that the solution
proposed is an increased N fertilization and replacement of native grasslands, which conflicts
with the following statement also in the proposal: “farmers seek increasing productivity
levels and therefore, introduce exotic grasses and legumes and apply fertilizers in the natural
rangelands. These practices result in higher livestock productivity levels and consequently
increased farmer’s income. On the other hand, alterations of the natural rangelands
represent a clear threat to preserving native species and reducing biodiversity.”

4) Carbon balance: Any analysis of carbon balance in rural Uruguay should include forest
plantations of introduced species and agricultural areas, and not only native grasslands and
savannas. Another point of concern is to what extent a consultancy and the use of general
models may replace the basic research needed to assess carbon balance in Uruguay with the
required accuracy. Here again, a research component appears necessary.

RESPONSE: All these recommendations will be considered during the final phases of project
preparation. Especially regarding the carbon balance, the project aims to create the capacity at
the national level to prepare well sustained projects of carbon balance including the three main
pillars of economic, environmental and social sustanaibility, based on research to have country
information on carbon and carbon balance measurements. The link with the loan financed
components and how the synergies are expressed will be better described in the project Summary
and Brief.

Feasibility of implementation, operation and sustainability

According with the strategy adopted in the proposal, implementation, operation and maintenance in
the long term appear feasible. However, a critical question is whether innovative concepts in
integrated ecosystem and natural resource management will be permanently adopted by Uruguay’s
government structure and the local communities. That would probably require further steps and
projects according with the results obtained by this project.

Another critical question is which kind of land-use policy will be adopted in Uruguay taking into
consideration the experiences gained in this stage. It would be advisable to consider these questions
during the development of this project.

RESPONSE: This issue raised is also one raised during the project preparation phase and a key
element for the sustainability of the practices to be carried out. The Ministry of Agriculture,
Livestock and Fisheries has ratified its commitment to having this new holist approach to NRM
management. Furthermore, the training and TA activities to be implemented as part of the
support services component of the project would ensure long-term adoption of this integrated
approach by beneficiaries.
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Outputs.

Outputs are in general consistent with the project’s goals, general strategy, and methodological
approach. Please see also previous specific considerations,

Identification of the global environmental benefits and/or drawbacks

If this project is successful and protection and sustainable use of one of the last extensive,
temperate grassland ecoregions remaining in South America is achieved, benefits would be
outstanding. In my opinion, the opportunity is unique but greatly constrained by a very narrow
time-window opportunity. The proposal fits adequately with GEF goals

Replicability of the project

The project has clear value and feasibility for replicability in similar ecoregions of the world.

SECONDARY ISSUES

Linkages to other focal areas

The project clearly links with biodiversity, desertification, and climate change issues.

Other beneficial or damaging environmental effects

The project has the potential for bringing additional, positive effects to the region, including
promotion of research on biodiversity and sustainable development ideas and practices in

temperate ecosystems. It may also promote local public awareness on environmental issues, and
integration of government agencies towards integrated regional management criteria and actions.

Degree of involvement of stakeholders in the project
Involvement of stakeholders seems satisfactory at the level of analysis presented in the report.
Capacity-building aspects

The proposed capacity building activities are useful and very broad in scope.
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