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Research Update:

Uruguay's Sovereign Credit Ratings Raised To
'BB+', Outlook Stable

Overview

e Continuity in the government's inplenmentation of a consistent
macr oecononi ¢ approach and a gradual decrease in its exposure to foreign
currency debt inproved Uruguay's resilience to external shocks.
e We're upgrading the Oiental Republic of Uruguay to 'BB+ from'BB'.
 The higher rating is consistent with Standard & Poor's revised
nmet hodol ogy and assunptions for rating soverei gn governments.
 The outlook is stable.

Rating Action

On July 25, 2011, Standard & Poor's Rating Services raised its foreign and

| ocal currency sovereign credit ratings on the Oriental Republic of Uruguay to
"BB+' from'BB . The outlook on the ratings is stable. At the same tinme, we
upgraded our transfer and convertibility assessnent on Uruguay to 'BBB from

' BBB-' .

We al so raised our foreign currency issue ratings to "BBB-' from'BB+ in |line
with our '2' recovery ratings for Uruguay.

Rationale

The upgrade on Uruguay incorporates its growing track record on the

i mpl enent ati on of prudent and consistent economc policies. The sane direction
of economnic policies has remai ned throughout administrations of different
political parties. Standard & Poor's expects the current policy mx, conbined
with an explicit policy goal of reducing Uruguay's governnment exposure to
foreign currency debt, could continue to reduce Uruguay's vulnerabilities and
provi de additional policy flexibility to withstand external shocks of

di f ferent sources.

Uruguay has been one of the npbst dynanmic economies in Latin Arerica in recent
years. CGDP growt h averaged 6. 3% between 2005 and 2011, after incorporating our
expectation of 5.8%growh for 2011. Wiile we estimate GDP growh to noderate
after 2011 to about 4%to 5% |arge-scale investnent projects could enhance
econom c growth further over the next three years. These include construction
of the Montes del Plata pulp plant, which by itself represents an estinmated

i nvestment of $2 billion--equivalent to about 5% of Uruguay's GDP. In

addi tion, an expected increase in the devel opnment of infrastructure, supported
by a recently passed | aw on public private partnerships, and other |arge

i nvestment projects could likely lead to GDP grow h rates above the 4% assuned
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as the trend growmth for Uruguay, over the next three years.

Despite recent inprovenents, Uruguay's net general governnent debt remnains
relatively high at 47.5% of GDP. This is especially true given the
still-significant proportion of foreign currency denom nated debt (60% of
total) and the context of a rigid expenditure structure and very limted
nonetary flexibility. Al though a gradual de-dollarization trend persists in
Uruguay, 75% of deposits remain denom nated in foreign currency. The
government's active liability nanagenent partially offsets these

vul nerabilities at the current rating level. Principal paynents over the next
four years remain particularly low, at less than 1.3% of CGDP per year, and
about 61.4% of the bonds' principal payments maturing during the period are
denom nated in local currency.

Political pressures fromw thin the government's party will remain, in our
opi ni on. However, we don't expect it will affect the main direction of
econom ¢ policy, which remains fundamental for Uruguay to continue to gain
greater econonmic flexibility, withstand growi ng regional and gl oba
uncertainty, and persist on its upward rating nonentum

Outlook

Qur stable outl ook bal ances the growi ng chances that an ongoing solid economc
policy will continue to reduce Uruguay's vulnerabilities with the stil

limted nonetary and fiscal policy flexibility the government has. A declining
government debt level with increasing participation of |ocal currency debt in
the context of high economc growth could create the basis for an upward
novenent on the rating. Conversely, increasing fiscal pressures that
significantly nodified the government fiscal programcould lead to a | ower
rating.

Related Criteria And Research
 Covernnent Rating Methodol ogy And Assunptions, June 30, 2011

Ratings List

Upgr aded
To From

Uruguay (Oriental Republic of)
Sovereign Credit Rating BB+/ St abl e/ B BB/ St abl e/ B
Transfer & Convertibility Assessnent

Local Currency BBB BBB-
Seni or Unsecured (local currency) BB+ BB
Seni or Unsecured (foreign currency) BBB- BB+

Recovery Rati ng 2 2
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Conplete ratings information is available to subscribers of RatingsDirect on
the dobal Credit Portal at www gl obal creditportal.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 |ocated in the |eft

col umm.
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