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Research Update:

Uruguay Ratings Affirmed At 'BBB-/A-3'; Outlook
Remains Stable

Overview

e High levels of investnent that boosts econonic growh and diversification
together with effective debt managenent l[imt Uruguay's vulnerability to
negative external shocks.

W are affirmng our 'BBB-/A-3'" foreign and | ocal currency ratings on
Ur uguay.

« The outl ook remains stable, reflecting our expectation for continuity and
stability in macroecononmic policies follow ng national elections |ater
this year.

Rating Action

On June 2, 2014, Standard & Poor's Ratings Services affirnmed its 'BBB-'
long-termand its ' A3 short-termforeign and | ocal currency ratings on the
Oiental Republic of Uruguay. The outl ook remains stable. W also affirmed our
transfer and convertibility (T& ) assessnent at ' BBB+'.

Rationale

The ratings on Uruguay reflect its stable political system predictable
econom ¢ policies, robust nmediumtermgrowth prospects, and favorable
government debt anortization profile. The ratings al so i ncorporate Uruguay's
limted fiscal and nonetary flexibility, which a still highly dollarized
econormny exacerbates, and its vulnerability as a small, open econony in a
regi on that is undergoing econonic stress.

On a per capita basis, Uruguay's econony has grown 5.4% on average since 2006.
We expect GDP per capita to approach $17,000 in 2014 fromjust over $5,000 in
2005. The country's growing niddle class, along with a stable politica

system shoul d sustain predictable econonic policies regardl ess of potential
changes in government.

Uruguay's econony is likely to grow in a balanced manner in the next couple of
years, with the exception of a persistently high inflation rate that wll
likely remain above the central bank's targeted level. At the sane tinme, the
central bank's real effective exchange rate has appreciated 21% from 2010 to
March 2014, indicating a |l oss of conpetitiveness conpared with its trade
partners.

We project that GDP will grow about 3% in 2014. Continued efforts to diversify
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the econony, as well as attract |arge-scale investnent projects, should
sustain GDP growh at that rate or higher over the next three years. Foreign
direct investnment (FDI) is likely to largely fund the country's current
account deficit, thereby containing external indebtedness. The Nationa
Industry Unit (Direccion Nacional de Industrias) projects tota

i nvest nent--both public and private--will reach up to $20 billion for
2013-2020 (a little over one-third of 2014 GDP), including the private
sector's third pulp and paper mll with an investnent of $2.5 billion
However, the current account remains vul nerable to higher oil inmports when

drought reduces the generation of electricity from hydropower plants. Still
policies such as the insurance agreenent with the Worl d Bank, the

i ncorporation of new sources of wind energy, and strengthening the energy
stabilization fund (Fondo de Estabilizaci 6n Energética) reduce the |evel of
vul nerability.

The share of dollar-denoni nated assets and liabilities in the financial system
remai ns about 80% while inflation remains high, running above a 9% annual i zed
rate in recent nonths. Limted nonetary flexibility, a rigid expenditure
structure that limts fiscal flexibility, and vulnerability to adverse

ext ernal devel opnents constrain the ratings.

The npst visible risk of contagion emanates from Argenti na (CCC+/ Negative/ C),
wi t h which Uruguay has trading and financial |inks. However, our ratings on
Uruguay reflect our assessnent that these links are less tight than a decade
ago, when a soverei gn paynent default in Argentina contributed to Uruguay
engaging in a distressed debt exchange to snooth out its debt profile. W
believe that the Uruguayan authorities' efforts to | engthen the average
maturity of governnent debt, to diversify the econony, to reorient exports
away fromthe Mercosur trading block, and to strengthen the financial system
will enable it to weather volatility in its bilateral exchange rate with
Argentina or worsening econom c conditions there.

Outlook

The stable outl ook reflects our expectation for continuity and stability in
macr oecononi ¢ policies followi ng national elections later this year. W expect
that Uruguay will maintain pro-investnent policies to sustain GDP growth and
diversify its productive base while pursuing cautious debt nanagenent policies
to contain the risk of adverse external devel opnents.

The governnent's ability to make tinmely adjustnments in fiscal, nonetary, and
other policies in the event of an adverse external shock will influence the
credit rating over the com ng years. Continued GDP growth and econonic

di versification, along with a declining debt burden and inprovenent in
nonetary and fiscal flexibility, would provide Uruguay with greater capacity
to withstand negative external shocks. A declining |evel of dollarization,
along with lower inflation, would boost the effectiveness of nonetary policy.
The resulting inprovenent in econonic resilience could |ead to an upgrade.
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Conversely, a weakening conmitnent to policies that sustain nmacroecononic
stability, or an inadequate response to adverse external devel opnments that
could reduce the country's external liquidity and raise its debt burden, could
result in a downgrade.

Key Statistics

Table 1

Selected Indicators

2007 2008 2009 2010 2011 2012 2013  2014e 2015f  2016f  2017f

Nominal GDP (US$ bil.) 234 304 30.5 389 47.2 50.0 53.2 57.7 59.7 62.2 66.3
GDP per capita (US$) 7,011 9,075 9,073 11,542 13,976 14,880 15,830 17,175 17,754 18,506 19,721
Real GDP growth (%) 6.5 7.2 2.4 8.4 7.3 3.7 44 3.0 3.5 3.5 3.5
Real GDP per capita growth 6.3 7.0 2.0 8.0 7.0 43 44 3.0 3.5 3.5 3.5
(%)

Change in general government 2.4 8.2 2.0 4.0 5.1 5.8 9.1 4.0 4.2 3.0 2.9
debt/GDP (%)

General government (0.9) (0.8) (1.2) (1.4) (0.7) (2.1) (1.9) (2.0) (2.0) (2.0) (2.0)
balance/GDP (%)

General government 63.1 62.7 60.1 57.0 53.8 54.1 57.2 55.0 53.3 51.2 49.1
debt/GDP (%)

Net general government 48.1 51.3 50.0 50.3 455 46.1 50.2 48.5 47.4 455 44.1
debt/GDP (%)

General government interest 10.7 8.3 7.8 8.1 7.7 6.9 7.1 7.2 7.2 7.2 7.2
expenditure/revenues (%)

Other dc claims on resident 243 28.6 22.3 23.7 24.0 24.8 27.6 28.2 28.8 29.6 30.4
nongovernment sector/GDP

(%)

CPI growth (%) 8.1 7.9 7.1 6.9 8.6 7.5 8.5 9.0 8.0 7.0 7.0
Gross external financing 128.1  136.9 1243 108.5 106.1 100.0 98.3 98.1 98.6 97.4 99.2
needs/CARs + usable reserves

(%)

Current account balance/GDP (0.9) (5.7) (1.3) (1.9) (2.9) (5.4) (5.9) (5.8) (4.7) (4.2) (4.1)
(%)

Current account balance/CARs (2.7) (16.8) (4.1) (6.6) (10.1) (19.4) (22.1) (23.5) (17.7) (15.0) (14.7)
(%)

Narrow net external 52.6 26.4 13.5 (3.7) (11.7) (13.1) (28.3) (20.8) (15.9) (13.9) (12.2)
debt/CARs (%)

Net external liabilities/CARs 24.1 18.3 20.3 18.7 324 39.3 43.3 70.8 84.2 95.1 106.2
(%)

Other depository corporations (dc) are financial 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. The data and ratios above result from Standard & Poor’s own calculations, drawing on national as well as
international sources, reflecting Standard & Poor’s independent view on the timeliness, coverage, accuracy, credibility, and usability of available
information. CARs--Current account receipts. e--Estimate. f--Forecast.
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Related Criteria And Research

Related Criteria

e Sovereign Government Rating Methodol ogy And Assunptions, June 24, 2013

e Criteria For Determining Transfer And Convertibility Assessnents, My 18,
2009

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Corporate,
I nsurance, And Sovereign |Issuers, My 7, 2013

Related Research

* Research Update: The Republic of Argentina Ratings Affirnmed At ' CCC+/ C ;
Qut | ook Remmi ns Negative, April 4, 2014

e Oiental Republic of Uuguay, July 2, 2013

* Sovereign Defaults And Rating Transition Data, 2013 Update, April 18,
2014

e Banking I ndustry Country Ri sk Assessment: Uruguay, Dec. 27, 2013

In accordance with our rel evant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the comrittee, 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 conmittee, the chair confirmed that the

i nfornation provided to the Rating Conmittee by the primary anal yst had been
distributed in a tinely manner and was sufficient for Committee nmenbers to
make an infornmed deci sion.

After the primary anal yst gave openi ng remarks and expl ai ned the
recomendati on, the Commttee 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 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
consi stency with the Committee decision. The views and the decision of the
rating commttee are sunmarized in the above rational e and outl ook

Ratings List

Rati ngs Affirned

Uruguay (Oriental Republic of)

Sovereign Credit Rating BBB-/ St abl e/ A-3
Transfer & Convertibility Assessment BBB+

Seni or Unsecured BBB-

Short - Ter m Debt A-3
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Conpl ete ratings information is avail able to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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