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Research Update:

Uruguay Outlook Revised To Stable From
Negative On More Balanced Economic Risks;
'BBB/A-2' Ratings Affirmed

Overview

 Despite difficult econom c conditions, Uuguay denonstrated resilience
and real GDP expanded 1.5%in 2016. Econonic prospects for 2017 and 2018
are favorabl e.

e Continuity of fiscal consolidation neasures will pave the way for
lowering the fiscal deficit gradually in line with the governnent's
five-year budget.

« W are revising our outlook on Uuguay to stable from negative and
affirmng our 'BBB/A-2' foreign and | ocal currency sovereign credit
ratings.

e The stable outlook reflects our view that better econom c prospects will
bal ance the risks of adverse shocks and our expectation that the
government will inplenment tinmely corrective policies to stay on the path
of fiscal consolidation

Rating Action

On May 30, 2017, S&P d obal Ratings revised its outlook on the Orienta
Republic of Uruguay to stable fromnegative. At the sane tinme, we affirmed our
'"BBB' long-termforeign and | ocal currency sovereign credit ratings. In
addition, we affirmed our 'A-2' short-termforeign and | ocal currency ratings.

The transfer and convertibility assessnent is unchanged at 'A-'.

Rationale

The stable outlook reflects our expectation of a gradual strengthening of the
Uruguayan econony, which will support the country's inconme |evels, revenue
base, fiscal and nmonetary policy flexibility, and capacity to absorb debt.
Since our last rating action on June 6, 2016, the econony has shown further
resilience in the face of Argentina and Brazil's recession--with real CGDP
growmh of 1.5%in 2016--while inflation has been contained after reaching
doubl e digits last year. The governnent has al so shown conmitment to achieving
its fiscal deficit target by 2019, which will reduce the general governnent
deficit and contain changes in general government debt. W believe that these
devel opnents have | essened the |ikelihood of a deterioration in Uruguay's
credi tworthi ness over the next two years.

Uruguay has been growi ng consistently over the past 14 years. In 2016, CDP
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grew 1.5% following a deceleration to 0.4%in 2015; we estinmate GDP per
capita around US$19, 300 between 2017-2020. The real GDP per capita growh rate
shoul d average 2% over the next three years.

Its relatively diverse structure has sonewhat insulated Uruguay fromthe

regi onal econonic downturn and prevented contraction. The main sectors of the
econony are the manufacturing sector (12.7% of GDP in 2016); the conmerce,
restaurants, and hotel sector (13%; the construction sector (9.5%; and the
primary sector (6.5% . Transport and conmuni cati ons and energy propelled
growmh in 2016, led by the greater proportion of electricity generated from
renewabl e resources. We expect real GDP growmh to be 2% and 2.5%in 2017 and
2018, respectively, supported by the gradual recovery of neighboring
sovereigns, lower inflation |levels, and projected infrastructure projects
esti mated by the governnent at around US$12 billion

We expect Uruguay's gradual fiscal strategy to bring the general governnent
deficit to 4.8% of GDP in 2017 and 4% in 2018. The general governnent deficit
increased to nearly 5.4%in 2016 because of one-off expenses to settle debts
owed by public-sector conpanies (unlike the government's definition of the
public sector, our definition of general governnent includes the central bank
and excludes public-sector enterprises). In 2016, the governnment approved
nmeasures to rai se revenues and cut spending, including increases on persona

i ncome tax from |l abor and capital gains; cut sone central governnment expenses;
restricted the hiring of new public servants; and postponed sone spendi ng
projects. In addition, the government has inposed greater discipline on
public-sector enterprises, leading to a surplus in public-sector enterprise
bal ances in the year. W expect themto run small surpluses.

We expect the upcom ng yearly budget revision this year to continue to apply
constraints, given still uncertain nacroeconom c conditions. W expect the
public-sector deficit to converge toward the government's target of 2.5% of
GDP by 2020.

In 2016, the change in general governnent debt was around 3% of CGDP because of
a nore appreciated Uruguayan peso, since roughly 50% of Uruguay's debt is
denom nated in foreign currency. In 2017, we expect the change in genera
government debt to be around 5.3% of CGDP as a result of an expected 4.8%
general government deficit, noderate foreign currency depreciation, and

relatively high inflation. As the government seeks to develop its still narrow
and shal | ow donestic capital markets, we expect its exposure to foreign
currency to gradually decline, though it should still remain over 40% A

steadily growi ng share of |ocal currency-denom nated debt woul d reduce the
governnent's vulnerability to adverse exchange-rate nmovements. Changes in
general governnment debt should be contained at |evels close to 4% of GDP

bet ween 2018 and 2020 as the general governnent deficit gradually narrows.

Uruguay's debt burden remmi ns noderate, and financing risks are low. W
project that net general governnent debt over GDP (which includes central bank
debt issued for open-narket operations) will increase to 52% of GDP in 2017,
from50.3%in 2016. By 2020, we expect net general government debt to
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stabilize at 50% of CGDP because of a conbination of noderate fiscal
consolidation and GDP growth. W al so expect general governnent interest
paynments to average 6% of general government revenues between 2017 and 2020.
The projections are subject to volatility resulting fromsharp nmovenents in

t he exchange rate as about 55% of the central governnent's debt is denom nated
in foreign currency.

In our opinion, effective debt managenent has significantly reduced the risks
of Uruguay's debt profile: The average maturity of the central government's
debt has continued to increase and now reaches about 14 years, from eight
years in 2005; about 94% of the debt is at a fixed rate, conpared with 78% 11
years ago; and bonds conpose 91% of central governnent debt, while 9% are

| oans. External narket debt accounts for 74% of debt, while local market debt
is about 26% As of March 2017, the central governnent faces US$1.7 billion in
debt service in 2017 (US$741 million in anortizations and US$1,022 mllion in
i nterest paynents), equivalent to about 3% of CGDP, increasing to 5.2% of GDP
in 2018.

Al 't hough in recent years Uruguay nanaged to diversify its economic partners
and reduce its dependence on Brazil and Argentina, the latter still plays an

i mportant role when it comes to Uruguay's service exports. Expenditures made
by Argentine visitors represent over 60% of total tourist expenditures in
Uruguay in 2016, while foreign direct investnent (FDI) flows from Argentina
represent over 28%of total FDI. The tourism sector represented around 15% of
current account receipts (CAR) in 2016. The current account deficit (CAD
narrowed to 0.2% of GDP because of a stronger services bal ance, including not
only tourismbut other types of global services, which have renmained at around
7% of CAR in the past three years. The trade bal ance i nproved to a surplus of
0. 7% of GDP in 2016, up froma deficit of 0.5%of GDP in 2015. Although export
| evel s were lower in 2016 than in previous years, this was acconpani ed by
declining volune of inmports and |lower oil prices.

Qur base case assunmes that the CAD will remain relatively stable in 2017, at
0.3% of GDP, and will decline to a deficit of 1.6% of GDP by 2020. Qur
scenario incorporates the likely pickup of FDI starting in 2019 because of
large infrastructure projects that the government is pursuing. Goss externa
financial needs should remain at around 97% of CAR plus usable reserves in
2017 and continue to grow to roughly 100% over the next three years. W expect
FDI to average 1.7% of GDP between 2017 and 2020, exceedi ng the projected CAD
We expect Uruguay to continue financing half of its central governnent deficit
abroad, and thus narrow net external debt should be around 8% of CAR in 2017.
G ven Uruguay's narrow and shal | ow donmestic capital narkets, the sovereign
depends on external debt.

At the sanme time, the central governnent's liquid external assets and
contingent funding lines help to Iimt external liquidity risks. Liquidity
buffers include the central governnent's liquid assets (estinmated at around 5%
of GDP in 2016) and the Energy Stabilization Fund (fund assets reached around
US$300 million as of Decenmber 2016). Additionally, Uruguay continues to have
contingent credit lines. These lines are worth close to 4% of CGDP and i ncl ude
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lines fromthe Inter-Anerican Devel opnment Bank (US$800 mllion), World Bank
(US$520 million), Fondo Latinoanericano de Reservas (US$600 nillion), and
Cor poraci 6n Andi na de Fomento (US$500 nmillion). Moreover, we believe that
Uruguay coul d quickly qualify for the International Mnetary Fund's flexible
credit line facility.

Uruguay's financial sector has shown resilience in 2016 along with the overal
econony. The system renmai ned healthy despite deposit withdrawals follow ng the
i mpl enentati on of Argentina's Tax Amesty, which concluded in March 2017; the
approval of the fiscal transparency |law in Uruguay in 2016; and the

appreci ation of the Uruguayan peso, as deposits fell 0.7%in 2016 and 0.9% as
of April 2017. The Uruguayan banki ng system exposure to nonresident deposits
has been constantly droppi ng and accounted for 11% of total deposits in 2016
and 15%in 2015, from42%in 2002.

We believe that relatively high inflation and still high dollarization
continue to limt Uruguay's nonetary policy flexibility, since over 50% of
resident | oans are denoninated in dollars, while nore than 60% of resident
deposits are denominated in dollars. In 2016, average yearly inflation was

hi gher than in previous years, and it is still above the central bank's 3% 7%
target, though year-end inflation was 8.1%in 2016--1ower than 9.4%in 2015.
The rise in inflation reflected a conbination of the pass-through effect of
significant currency depreciation and a hike in utility tariffs. Neverthel ess,
inflation in 2017 is likely to average close to the upper end of the centra
bank target.

We expect inflation to decline and remain within the central bank target range
over the next three years. The recent wage agreenents should reduce inflation
inertia as they now stipul ate nom nal wage increases that vary with sectora
growm h rather than inflation. The nore dynam c sectors get higher nonmi nal wage
i ncreases, versus |ess dynam c ones.

The broad political consensus on the need for fiscal consolidation reflects
Uruguay's stable and well -established institutions that anchor econom c
stability. W expect that the Admi nistration of President Tabaré Vazquez of
the Frente Amplio, a coalition of parties fromthe noderate to the extrene
left, will continue to inplenent policies to facilitate growh. The speed of
this progress nay be slower than we originally expected, in particular as the
government no |longer holds a majority at the Lower House, thus forcing the
government to negotiate with opposition parties. Uuguay's political systemis
characterized by strong checks and bal ances, and continuity in key econonic
policies despite changes in governnent. Uruguay ranks |low in perception of
corruption and high with respect to the rule of |law Uruguay has greater
soci al cohesion than nost Latin Anerican countries thanks to its large mddle
class and | evel s of social devel opnent.
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Outlook

The stable outl ook reflects our view of a strengthening econony, with a
continued noderate level of growth, along with a gradual fiscal consolidation.
We al so expect continuity in key econonic policies over the coming three to
four years. W expect the government to conti nue devel opi ng | ocal capital

mar kets and gradually reduce its vulnerability to external shocks.

We could | ower the ratings on Uruguay over the next two years if a comnbination
of inadequate fiscal policy and | ower-than-expected GDP growth results in a

hi gher increase in general government debt annually than we currently
envision. Failure to progress in devel opi ng donestic capital markets as well
as contain inflation within the central bank target would nake the
government's debt vulnerable to large to novenents in the exchange rate.

Conversely, we could raise the ratings in the comng two years if the
government is able to increase the flexibility and effectiveness of nonetary
policy, conbined with greater fiscal consolidation. Further reductions in
inflation along with deeper |ocal capital markets coul d decrease the |evel of
dol l arizati on and reduce the governnent's vulnerability to sudden changes.

Key Statistics

Table 1

Republic of Uruguay--Selected Indicators

2010 2011 2012 2013 2014 2015 2016 2017f 2018f 2019f 2020f

ECONOMIC
INDICATORS (%)

Nominal GDP (bil. LC) 808.08 926.36 1,041.21 1,178.33 1,330.51 1,455.85 1,581.12 1,730.47 1,901.44 2,089.47 2,285.11
Nominal GDP (bil. §) 40.28  47.96 51.26 57.53 57.24 53.27 52.42 59.67 63.38 68.51 74.92

GDP per capita (000s 12.0 14.2 15.2 17.0 16.8 15.6 15.3 17.4 18.4 19.8 21.6
$)

Real GDP growth 7.8 5.2 3.5 4.6 3.2 0.4 1.5 2.0 2.5 2.7 2.4
Real GDP per capita 7.4 4.8 3.2 4.3 2.9 0.0 1.1 1.7 2.2 2.4 2.1
growth

Real investment 16.0 7.0 18.2 3.8 2.4 9.2) 0.9 1.9 2.6 2.9 3.5
growth

Investment/GDP 19.4 20.9 229 22.5 21.2 19.7 18.7 18.9 18.9 18.9 19.0
Savings/GDP 17.6 18.1 17.9 17.5 16.7 17.5 18.5 18.7 18.4 17.7 17.4
Exports/GDP 26.3 26.4 259 23.4 23.5 22.5 214 214 214 214 214
Real exports growth 7.2 5.8 3.6 (0.1) 3.5 (0.6) (1.4) 2.0 2.5 3.0 3.0
Unemployment rate 7.2 6.3 6.5 6.5 6.6 7.5 8.1 7.5 7.2 7.0 6.8
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Table 1

Republic of Uruguay--Selected Indicators (cont.)

EXTERNAL

INDICATORS (%)

Current account (1.8) (2.7) (5.1) (5.0) (4.5) (2.2) (0.2) (0.3) (0.6) (1.2) (1.6)
balance/GDP

Current account (6.4) (9.6) (18.4) (20.2) (18.2) 9.1) (1.0) (1.2) (2.7) (5.6) (7.2)
balance/CARs

CARs/GDP 28.2 28.4 27.4 24.7 24.7 23.8 22.7 21.6 21.9 221 22.4
Trade balance/GDP (1.3) (3.0) (4.6) (2.4) (1.6) (0.5) 0.7 0.5 0.1 (0.6) (1.1)
Net FDI/GDP 5.8 5.2 5.0 5.3 3.8 2.4 1.8 1.7 1.7 1.7 1.8
Net portfolio equity (0.0) 0.0 (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.0)
inflow/GDP

Gross external 108.4  105.8 99.4 98.4 96.6 93.4 98.4 97.4 98.2 99.2 100.3
financing needs/CARs

plus usable reserves

Narrow net external 8.6 (2.8) 8.1 5.3 3.7 5.3 8.4 8.3 9.4 12.6 10.6
debt/CARs

Net external 29.2 40.7 59.4 68.1 79.7 90.8 86.2 81.7 79.1 78.4 77.0
liabilities/CARs

Short-term external 49.0 40.6 33.8 41.0 47.9 56.3 59.6 48.0 44.9 41.5 37.7
debt by remaining

maturity/CARs

Usable reserves/CAPs 49 46 5.4 6.4 7.3 8.5 7.5 6.3 5.9 5.5 5.0
(months)

Usable reserves (mil. 5,722 7,469 9,060 10,172 9,756 7,508 6,852 6,988 7,322 7,473 7,534
$)

FISCAL

INDICATORS (%,

General

government)

Balance/GDP (1.3) (0.7) (2.1) (1.8) (3.0) (4.2) (5.4) (4.8) (4.0) (3.6) (3.2)
Change in debt/GDP 3.9 5.1 5.7 8.9 7.0 8.3 2.9 5.3 4.3 41 3.6
Primary balance/GDP 1.6 2.1 0.5 0.9 (0.2) (0.7) (2.1) (2.7) (1.2) (1.3) (1.2)
Revenue/GDP 36.6 36.8 36.6 38.0 37.5 37.0 38.0 38.1 38.2 38.3 38.1
Expenditures/GDP 37.9 37.5 38.6 39.8 40.5 41.2 43.4 42.9 42.3 41.9 41.3
Interest /revenues 8.1 7.7 6.9 7.1 7.6 9.6 8.7 5.5 7.3 6.2 5.4
Debt/GDP 55.4 53.5 53.3 56.0 56.6 60.0 58.2 58.4 57.5 56.4 55.2
Debt/Revenue 1516 1454 145.5 147.1 150.9 162.4 153.1 153.2 150.4 147.5 145.1
Net debt/GDP 49.5 45.3 45.6 49.7 49.0 50.5 50.3 52.1 51.5 50.7 49.9
Liquid assets/GDP 5.9 8.2 7.7 6.2 7.6 9.6 7.9 6.3 6.0 5.7 5.3
MONETARY

INDICATORS (%)

CPI growth 6.7 8.1 8.1 8.6 8.9 8.7 9.6 7.3 7.2 7.0 6.8
GDP deflator growth 4.9 9.0 8.6 8.2 9.4 9.0 7.0 7.3 7.2 7.0 6.8
Exchange rate, 20.1 19.9 19.4 21.4 243 29.9 29.3 30.0 30.5 30.5 30.5
year-end (LC/$)

Banks' claims on 20.8 18.9 15.0 24.9 18.0 22.4 1.2 11.5 9.3 7.2 7.2

resident non-gov't
sector growth
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Table 1
Republic of Uruguay--Selected Indicators (cont.)
Banks' claims on 22.8 23.6 24.2 26.7 27.9 31.2 29.1 29.6 29.5 28.7 28.2
resident non-gov't
sector/GDP
Foreign currency 95.3 86.0 86.4 93.1 92.2 96.8 110.1 110.1 110.1 110.1 110.1
share of residents'
bank deposits
Real effective 11.9 2.0 3.1 6.6 (1.7) 3.8 10.9 N/A N/A N/A N/A

exchange rate growth

Savings is defined as investment plus the current account surplus (deficit). Investment is defined as expenditure on capital goods, including plant,
equipment, and housing, plus the change in inventories. Banks are other depository corporations other than the central bank, whose liabilities are
included in the national definition of broad money. Gross external financing needs are defined as current account payments plus short-term
external debt at the end of the prior year plus nonresident deposits at the end of the prior year plus long-term external debt maturing within the
year. Narrow net external debt is defined as the stock of foreign and local currency public- and private- sector borrowings from nonresidents
minus official reserves minus public-sector liquid assets held by nonresidents minus financial-sector loans to, deposits with, or investments in
nonresident entities. A negative number indicates net external lending. f--Forecast. LC--Local currency. CARs--Current account receipts.
FDI--Foreign direct investment. CAPs--Current account payments. The data and ratios above result from S&P Global Ratings' own calculations,
drawing on national as well as international sources, reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy,
credibility, and usability of available information.

Ratings Score Snapshot

Table 2
Republic of Uruguay--Ratings Score Snapshot

Key rating factors

Institutional assessment Neutral
Economic assessment Neutral
External assessment Neutral
Fiscal assessment: flexibility and performance Neutral
Fiscal assessment: debt burden Neutral
Monetary assessment Weakness

S&P Global Ratings' analysis of sovereign creditworthiness rests on its assessment and scoring of five key rating factors: (i) institutional
assessment; (ii) economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and performance, and debt burden; and (v)
monetary assessment. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). Section V.B of S&P Global
Ratings' "Sovereign Rating Methodology," published on Dec. 23, 2014 , summarizes how the various factors are combined to derive the sovereign
foreign currency rating, while section V.C details how the scores are derived. The ratings score snapshot summarizes whether we consider that
the individual rating factors listed in our methodology constitute a strength or a weakness to the sovereign credit profile, or whether we consider
them to be neutral. The concepts of "strength”, "neutral", or "weakness" are absolute, rather than in relation to sovereigns in a given rating
category. Therefore, highly rated sovereigns will typically display more strengths, and lower rated sovereigns more weaknesses. In accordance
with S&P Global Ratings' sovereign ratings methodology, a change in assessment of the aforementioned factors does not in all cases lead to a
change in the rating, nor is a change in the rating necessarily predicated on changes in one or more of the assessments.

Related Criteria

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e« Criteria - CGovernnents - Sovereigns: Sovereign Rating Methodol ogy, Dec.
23, 2014

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e CGeneral Criteria: Methodology: Criteria For Determining Transfer And
Convertibility Assessnents, May 18, 2009
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Related Research

 Sovereign Ratings History, My 5, 2017

e Banking Industry Country Ri sk Assessnment Update: May 2017, May 5, 2017

2016 Sovereign Ratings Update: Qutlook and CreditWtch Resol utions, Apri
18, 2017

e dobal Sovereign Rating Trends: First-Quarter 2017, April 10, 2017

2016 Annual Sovereign Default Study and Rating Transitions, April 3, 2017

* Sovereign Ri sk Indicators, found at ww spratings. conisri

» Sovereign Debt 2017: A obal Borrowing To Drop By 4% To US$6.8 Trillion
Feb. 23, 2017

e Banking Industry Country Ri sk Assessment: Uruguay, July 19, 2016

e Research Update: Uruguay Qutl ook Revised To Negative On Risks O A Waker
Econony; 'BBB/A-2' Ratings Affirned, July 12, 2016

In accordance with our relevant policies and procedures, the Rating Conmmittee
was conposed of analysts that are qualified to vote in the committee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the committee, the chair confirned that the

i nformati on provided to the Rating Committee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmttee nenbers to
make an informed deci sion.

After the prinmary anal yst gave opening renmarks and expl ai ned the
recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee agreed that the key rating factors were unchanged.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consistency with the Committee decision. The views and the decision of the
rating commttee are sunmarized in the above rationale and outl ook. The

wei ghting of all rating factors is described in the nethodology used in this
rating action (see 'Related Criteria And Research').

Ratings List

Ratings Affirmed; Qutl ook Action
To From
Uruguay (Oriental Republic of)
Sovereign Credit Rating BBB/ St abl e/ A- 2 BBB/ Negat i ve/ A- 2
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Ratings Affirmed

Uruguay (Oriental Republic of)
Transfer & Convertibility Assessnent A-
Seni or Unsecured BBB
Short - Ter m Debt A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum.
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