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Ratings Key Rating Drivers

Foreign Currency Negative Outlook: Growth underperformance and fiscal deterioration have persisted, lifting the

gong-Term [DR 258 government debt burden and constraining policy space to confront shocks. The scope, nature
and timing of potential measures to address these negative fiscal and macroeconomic trends

Local Currency - . .

Long Term IDR oy remain uncertain, but could become clearer after the October 2019 elections.

Short-Term IDR F3

N Stagnant Growth: Fitch Ratings projects growth will fall to 0.5% in 2019 from 1.6% in 2018.

Country Celling 888+ Private-sector activity has been contracting as a whole, as public utilities have propped up

Outlooks headline growth numbers. External pressures (eg Argentina) explain part of the slowdown, as

Long-Term Foreign-CurrencyIDR ~ Negative well as domestic structural issues, reflected in a 30% investment contraction since 2014. Fitch

Long-Term Local-Currency IDR Negative expects growth to slow to 0.5% in 2019 as a whole, and rise to 1.5% in 2020 and 2.5% in 2021

. . on increased construction activity around a large pulp plant and related railway infrastructure.

Financial Data

Uruguay Further Fiscal Slippage: The fiscal position is weakening beyond Fitch’'s prior projections, due

USDbn 2018 primarily to structural spending pressures that continue to far exceed budget projections, and also

GDP 59.6 amid a moderate dip in tax collections due to sluggish growth. Fitch expects the central

GDP per head (USD 000) 172 , . . .

Population (m) 35 government deficit to reach 4.3% of GDP in 2019 and the public sector deficit 5.4% (both net of

International reserves 15.6 - i ;

Net external debt (% GDP) 209 transitory pension-system revenue from the cincuentones law), far above the target.

Central government (CG) total 60.3

debt (% GDP) Rising Debt, Strong Profile: Fitch projects general government debt will reach 64.3% of GDP at

CG foreign-currency debt 159 . . . s .

CG domestically issued debt 3581 end-2019, having grown the most in the ‘BBB’ category since 2013 by 15pp. Long-dated debt and

(UYUbn) S o L . . :

Source. Fitch Ratings I|qU|(.i|ty buffers hel;.) mitigate ﬁna.ncmg risks I|n .the context of relatlv:ely high reliance on external
funding. Cash holdings and contingent credit lines cover debt service for over a year, and the
authorities have made progress in deepening local funding.

Rating Derivation Fiscal Adjustment Uncertainty: Fitch estimates a fiscal adjustment of about 2.5% of GDP

Component Outcome could stabilise debt/GDP, but the outlook for this is likely to remain unclear and plans vague until

Sovereign Rating Model BBB+ after the elections. A rigid spending profile could make a spending-focused adjustment strategy

(SRM) challenging and slow, even with a social security reform. Appetite for tax hikes appears narrow,

Qualitative Overlay (QO) ) as candidates have focused instead on lifting revenue by fostering stronger economic growth.

Macroeconomic -1

Structural features - High, Stable Inflation: Inflation was 7.4% as of June 2019, above the target range (5%z2pp)

E;:gﬁgrﬁ:gﬁges '1_ and the highest among investment-grade sovereigns. The Central Bank of the Uruguay (BCU)
recently dialled back the contractionary bias of monetary policy despite above-target inflation,

Long-Term Foreign- BBB- given a weak growth backdrop. Efforts to reduce ex post wage indexation could help alleviate

Currency IDR (SRM + QO)
Source: Fitch Ratings
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inertial inflation pressures.

Sound External Finances: The current account balance shifted back into deficit in 2018 (0.6% of
GDP). Fitch expects it will rise but remain moderate at 2.0% of GDP in 2019 as the full impact of
Argentina’s currency crisis on tourism inflows is felt, and rise further in the following years as
construction of the pulp plant progresses (financed by FDI). The large stock of foreign-exchange
(FX) reserves provides ample coverage of current external liabilities and imports.

Rating Sensitivities
Worsening Debt Dynamics: Factors that could lead to a downgrade include failure to reduce

fiscal deficits or improve the trajectory of government debt/GDP, persistently weak economic
growth or a sustained erosion of central bank intemational reserves.

Debt Stabilisation, Growth Recovery: Factors that could help stabilise the Outlook include
greater confidence in a fiscal consolidation path that would support stabilisation of debt metrics,
sustained reduction in inflation or investment and productivity gains lifting growth prospects.
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International Liquidity Ratio, 2018
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Mote: Medians based on data for sovereigns in the respective rating category at the end of each year. Latest ratings are
used for the current year and forecast period.
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Peer Group
Rating Country

BBB Bulgaria
Colombia
Hungary
Indonesia
Italy
Kazakhstan
Mexico
Panama
Philippines
Portugal

BBB- Uruguay
Aruba
Croatia
Republic of Cyprus
India
Morocco
Romania
Russia
San Marino

BB+ Azerbaijan
Namibia
North Macedonia
Oman
Paraguay
South Africa

Rating History

Long-Term Long-Term

Foreign Local
Date Currency Currency
22 Jul 16 BBB- BBB-
7 Mar 13 BBB- BBB
14 Jul 11 BB+ BBB-
27 Jul 10 BB BB+
27 Jul 07 BB- BB
07 Mar 05 B+ BB-
29Mar04 B B+
17Jun 03 B- B
19May 03 D B
10Apro3 C CCC-
12 Mar 03 CCC- EE
07 Jan 03 B- B
30 Jul 02 B B
28 May 02 B+ BB-
13 Mar 02 BB+ BBB-
19 May 00 BBB- BBB+
23Jan 97 BBB- NR
26 Oct 95 BB+ NR
22 Jul 16 BBB- BBB-

Rating Factors

Summary: Strengths and Weaknesses

Rating factor Macroeconomic Public finances External finances Structural issues
Status Weakness Weakness Neutral Strength
Trend Negative Negative Stable Stable

Mote: Relative to ‘BBEB’ category
Source: Fitch Ratings

Strengths

Uruguay's per-capita income is well above the ‘BBB’ median. Strong social development
and governance indicators underpin creditworthiness and support policy continuity.

The external balance sheet is strong. The net external creditor position and liquidity ratio
are among the highest in the ‘BBB’ category. Banks and corporates are net external
creditors, and the sovereign has a strong FX liquidity position despite being a net external
debtor. Foreign reserve levels are high (even after netting out US dollar bank reserve
requirements), and their coverage of liquid external liabilities has improved on lower non-
resident deposits and holdings of local debt.

Proactive public debt management has reduced refinancing risks. Debt maturities in the
coming years are low, and an average maturity of about 14 years is high. Financing
flexibility is supported by precautionary multilateral credit lines and liquid assets, which
currently cover debt servicing needs for over a year, and help to mitigate vulnerabilities
associated with relatively high reliance on external funding markets.

Weaknesses

Inflation is the highest in investment-grade space, having averaged 8.2% in the five years
through 2018. Structurally high inflation, dollarisation and low financial depth constrain the
credibility and counter-cyclical flexibility of monetary policy. The authorities are working to
reduce inertial price pressures by de-indexing wage contracts.

General government debt of 60% of GDP in 2018 is above the historic ‘BBB’ median of 36%,
even net of 8.2pp in recapitalisation bonds held by the central bank (entailing no effective
debt service, but included by Fitch for consistency with other sovereigns). The stock of
foreign-currency (FC) debt is one of the highest in the ‘BBB’ category at 29% of GDP (47% of
the total, or 54% net of recapitalisation bonds), exposing the sovereign balance sheet to FX
risk. The authorities have made recent progress in deepening peso funding sources.

Fiscal policy credibility is relatively weak. Deficit targets have been frequently overshot in
recent years, and frequent hikes to a legal cap on increases in net debt have rendered it
ineffective as a fiscal anchor. Spending is highly rigid and dominated by legally mandated
and indexed social entitlements, with a very low share of capex.

Uruguay's five-year average growth of 1.9% is below the ‘BBB’ median, but has been
resilient to volatility in large neighbouring economies. The investment rate below 17% of GDP
in 2018 is among the weakest in the category, and the Ease of Doing Business score is low.

Local-Currency Rating

Uruguay’'s Long-Term Local-Currency Issuer Default Rating (IDR) is in line with the Long-Term
FC IDR. Public finances do not represent a strength relative to external finances, and there is
no record of preferential treatment of local-currency creditors vis-a-vis FC creditors.

Country Ceiling

Uruguay’s Country Ceiling of ‘BBB+' reflects the absence of capital controls or current account
restrictions that could lead to transfer/convertibility risks. Vulnerability to external pressures is
reduced by increased exchange rate flexibility, strong bank supervision and high liquidity.
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Strengths and Weaknesses: Comparative Analysis

Uruguay BBB BB Aruba Croatia Paraguay
2018 BBB- median® median® BBB- BBB- BB+
Macroeconomic performance and policies
Real GDP (5yr average % change) 19 36 42 25 23 43
Volatility of GDP (10yr rolling SD) 21 3.0 26 49 32 315
Consumer prices (5yr average) 82 41 56 06 04 40
Volatility of CPI (10yr rolling SD) 1.1 23 33 22 13 16
Unemployment rate (%) 84 75 91 73 96 46
Type of exchange rate regime Managed float na. na. Peg (USD) Crawl-like  Managed float
Dollarisation ratio (% of bank deposits) 723 171 382 173 823 440
REER volatility (10yr rolling SD) 40 51 6.5 16 19 56
Structural features
GDP per capita (USD, mkt exchange rates) 17,181 11,265 6,345 28,927 14 587 6,031
GNI per capita (PPP, USD, latest) 21,870 21,185 14,875 - 24 700 9,180
GDP (USDbn) 596 na na 32 60.8 416
Human development index (percentile, latest) 712 66.4 50.8 - 76.0 414
Governance indicator (percentile, latest)" 793 582 438 877 67.0 356
Broad money (% GDP) 50.5 60.0 476 515 740 5515
Default record (year cured)® 2003 na. na. - 1996 2004
Ease of doing business (percentile, latest) 503 709 522 - 699 408
Trade openness (avg. of CXR + CXP % GDP) 311 462 46 .4 785 60.4 378
Gross domestic savings (% GDP) 1866 227 177 257 228 246
Gross domestic investment (% GDP) 165 236 217 206 214 202
Private credit (% GDP) 273 58.6 36.5 56.0 56.5 429
Bank systemic risk indicators® bb/1 na. na. -1 -1 -1
Bank system capital ratio (% assets) 175 15.1 157 322 225 179
Foreign bank ownership (% assets) 493 350 345 100.0 901 370
Public bank ownership (% assets) 507 132 16.3 00 6.1 6.7
External finances
Current account balance + net FDI (% GDP) 21 04 03 43 45 1.7
Current account balance (% GDP) -06 -1.8 26 24 27 06
Net external debt (% GDP) -209 73 95 12 20.1 57
Gross external debt (% CXR) 2315 116.5 1149 81.1 119.3 104 .4
Gross sovereign external debt (% GXD) M7 318 46.7 477 427 381
Sovereign net foreign assets (% GDP) -36 26 22 21 6.1 47
Ext. interest service ratio (% CXR) 76 43 40 44 36 41
Ext. debt service ratio (% CXR) 202 152 139 15.0 276 10.8
Foreign exchange reserves (months of CXP) 100 49 43 47 6.7 59
Liquidity ratio (latest)® 236.1 1432 1514 170.2 179.9 1426
Share of currency in global reserves (%) 0 na. na. 0 0 0
Commeodity export dependence (% CXR, latest) 487 208 218 37 134 776
Sovereign net foreign currency debt (% GDP) 04 -6.0 22 99 21.0 54
Public finances'
Budget balance (% GDP) -2.1 23 27 2.1 02 05
Primary balance (% GDP) 07 -0.3 -04 18 23 02
Gross debt (% revenue) 1950 1345 155.0 266.4 161.1 952
Gross debt (% GDP) 596 358 389 61.1 743 16.5
Net debt (% GDP) 552 299 329 59.0 68.4 8.1
Foreign currency debt (% total debt) 469 353 61.6 334 725 799
Interest payments (% revenue) 92 71 93 166 54 40
Revenues and grants (% GDP) 306 317 250 229 46.1 173
Volatility of revenues/GDP ratio 12 6.5 6.1 75 50 53
Central govt. debt maturities (% GDP) 36 54 52 83 78 07

* Medians based on actual data since 2000 (excl. forecasts) for all sovereign-year observations where the sovereign was in the respective rating category at year-end. Three-
year centred averages are used for the more dynamic variables (eg current account and fiscal balance).

® Composite of six World Bank Governance Indicators used in the Sovereign Rating Model; Government Effectiveness; Rule of Law; Control of Corruption; Voice and
Accountability; Regulatory Quality; and Political Stability and Absence of Violence.

® Uruguay concluded an exchange offer for all foreign-currency bond debt on 22 May 2003.

?Bank systemic indicator, which equates to a weighted average Viability Rating; and macro prudential indicator, with 1 ‘low’ systemic risk through to 3 *high’.

#Ratio of liquid external assets, defined as the stock of official FX reserves including gold at the end of the previous calendar year plus banks’ liquid external assets, to liquid
external liabilities, defined as scheduled external debt service in the current year, plus the stock of short-term extemnal debt and all non-resident holdings of marketable
medium- and long-term local-currency debt at the end of the previous calendar year.

f General government unless stated.

Note: Acronyms used: Consumer Price Inflation (CPI), Gross Domestic Product (GDP), Current External Receipts (CXR), Current External Payments (CXP), Gross National
Income (GNI), Purchasing Power Parity (PPP), Standard Deviation (SD), Foreign Direct Investment (FDI)

Source: Fitch Ratings
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Key Credit Developments
Election Cycle Ramps Up

The October 2019 general elections are poised to be competitive amid a slide in sentiment and
economic growth after three terms (15 years) of rule under the Frente Amplio (FA) coalition.
Following 30 June primaries, the FA candidate will be Daniel Martinez, the moderate former
mayor of Montevideo, although powerful left-leaning factions in the FA could have influence in the
ticket and platform. The opposition is split among several candidates, led by Luis Lacalle Pou of
the Partido Nacional, but they would likely ally together in a probable November runoff vote.

Strong political and social stability preclude a radical policy shift in any likely election outcome.
However, the elections will be important in determining political appetite and governability for
reforms to address a high fiscal deficit and anaemic growth. The next government is unlikely to
have a legislative majority, which on one hand could complicate progress on controversial
proposals, but on the other could create space for moderate factions in the FA and opposition
parties to work together on issues around which there is some consensus (eg social security).

Growth Stagnates as Private Sector Struggles

Real GDP growth slowed to 1.6% in 2018, extending a streak of weak performance averaging
1.9% in the past five years. Fitch expects this trend to continue and growth to slow to 0.5% in
2019, assuming a modest pickup later in the year after a weak 1Q19 (-0.2% yoy). Private-
sector activity has been contracting as a whole since a 2017 rebound (including construction,
manufacturing, commerce), and GDP growth net of public utilities and the telecom sector
(which has an outsized influence in GDP statistics1) was around -2% yoy in 1Q19.

Uruguay's slowdown reflects a mix of external and internal factors. An adverse regional backdrop
has posed headwinds, and Argentina’s recession and currency crisis led to a 30% decline in
tourist arrivals in the 1Q19 high season. Low business confidence and profitability have
contributed to a prolonged contraction in investment (-30% since 2014). Consumption has
propped up growth but has turmed more sluggish amid low confidence and a weak labour market,
characterised by net job destruction since 2014 and real wage growth below prior highs.

Fitch expects growth to rise to 1.5% in 2020 and 2.5% in 2021, lifted by construction of a large
pulp mill and related railway expected to take around four years, as well as progress on other
PPP projects. Growth is likely to be modest net of this megaproject, however, reflecting low
investment. Key issues weighing on investment appetite cited by business groups include high
production costs (salaries, taxes, utility rates) and labour challenges, highlighted by recent
strike activity (eg after Petrobras’ decision to exit gas distribution operations) and the
International Labour Organisation’s decision to formally review collective bargaining laws.

The post-election outlook for reforms is unclear. The FA has focused on improving education,
digitalisation and security, but fiscal constraints pose limits to ambitious new initiatives. The
opposition aims to make business-friendly changes to labour and wage policies and improve
governance at public companies. Trade opening could see progress in any election scenario,
and a recent breakthrough in a Mercosur-EU trade agreement is an auspicious sign.

Fiscal Slippage Leaves Difficult Task for Next Government

Uruguay's fiscal position has continued to deteriorate, net of a statistical revenue boost® from the
cincuentones law allowing persons in their 50s to bring their private pension funds into the public
system (BPS). The central government + BPS balance rose to 3.7% of GDP in 2018 from 2.9% in

! Telecom explains 7.4pp of Uruguay’'s 9.9% real growth in the five years through 2018 despite
representing just 1.8% of nominal GDP, given its weight in real GDP has grown to 16.5% (eclipsing
all other sectors). The BCU is currently updating national accounts statistics with a new base year.

% The cincuentones law entails a statistical but not a fundamental improvement in fiscal metrics
through 2021 in Fitch’s view, as it lowers deficits but not financing needs (the funds go into an
escrow trust rather than to the Treasury) and adds to fiscal pressures over the long term.
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2017, but fell to 2.1% net of the 1.3pp cincuentones impact and a 0.3pp withdrawal from an
energy fund (booked as revenue). The deficit rose to 4.2% in 2019 through May net of these
effects, and Fitch projects it to reach 4.3% in 2019. The public sector deficit targeted by the
authorities rose to 4.5% of GDP in 2018 (without the extraordinary revenue) from 3.5% in 2017,
also capturing worse outturns at public companies. Fitch expects it to reach 5.4% in 2019, well
above the upward-revised 2.8% target set last year as well as a new target of 4.6% set in June.

Cyclical factors explain part of the recent fiscal slippage, as falling consumption has weighed on
tax collections. But structural spending overruns remain the key diver, having surpassed official
projections repeatedly in recent years. Salary costs are rising due to wage hikes predicated on
optimistic growth expectations, and a government pledge to partially fill vacant positions has had
a muted impact. Social security costs continue to rise, although healthcare spending growth has
eased following completion of expansion of insurance coverage.

Fitch expects fiscal consolidation to be difficult in any election outcome and that the central
government deficit will fall to 4.0% of GDP in 2020. Fitch estimates a 2.5%-0f-GDP adjustment
would stabilise debt metrics, which could come in small part from a cyclical revenue recovery, but
would mostly require structural measures. Fiscal consolidation has been a key theme in the 2019
elections, but plans are likely to remain vague until the new government arrives in March 2020.
Campaigns have argued for lifting revenue via higher growth and improving spending efficiency
rather than tax hikes, given tax pressure is already high, but with few concrete proposals. A rigid
budget will complicate efforts to cut spending, although the opposition has detailed concrete cuts
it hopes to achieve without legislative reforms. Social security reform has broad consensus, but
will take time to negotiate and may only contain the rise in pension costs rather than lower them.

Debt Burden Remains on a Relatively Rapid Upward Path

Fiscal deficits lifted general government debt to 59.6% of GDP in 2018 from 47.4% in 2013, while
XR movements have steepened the path in some years and flattened it in others. These figures
include bonds issued to the central bank for recapitalisation (8.2% of GDP in 2018), and
consolidate out the holdings of the cincuentones fund (1% of GDP). Fitch projects debt to jump to
64.3% of GDP in 2019, a 15pp increase from 2013 that would be the largest in the ‘BBB’
category. These projections are sensitive the exchange rate, possible cancelation of BCU
recapitalisation bonds3, and the size of further transfers into the cincuentones fund through 2021.

Proactive debt management continues to mitigate financing risks. Debt maturities in 2019-2021
average a moderate 2.8% of GDP. Government cash assets of USD2.5 (4.4% of GDP) as of
March 2019 and precautionary multilateral credit lines of USD2.4 billion (4.7% of GDP) help
mitigate financing risks from uncertainties in global funding markets, upon which Uruguay
maintains solid access but is relatively reliant (the stock of FC debt is the second-highest
among ‘BBB’ peers at 29% of GDP). The authorities have pursued efforts to deepen local
financing flexibility, most recently by issuing securities in a wage-indexed unit to pension funds.
Such efforts could be facilitated by intra-public funding from the cincuentones trust.

Inflation Stable Above The Target

Inflation was 7.7% as of May 2019, above the 7% upper bound of the target band (5%+/-2pp).
Fitch expects inflation to remain around this level through year-end, balancing pass-through
pressures from recent peso depreciation with weak domestic demand. Despite above-target
inflation, the BCU dialled back the contractionary bias of monetary policy in its last meeting given
the weak growth context, lifting its money supply growth target for 2Q19 and validating real
interest rates that at around 2% are moderate relative to past levels.

Inflation inertia going forward could moderate due to the results of a major round of sector-level
wage negotiations last year, in which most groups adopted official guidelines setting wages on

% In 2018, peso depreciation improved the BCU’s net equity and enabled cancelation of 1% of GDP
in recapitalisation bonds, and a similar operation could be possible in 2019.
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Current Account Balance nominal hikes on a downward path, with backward-looking inflation triggers only to prevent real
e Goods e Services .
s COME s Verchanting wage losses. Weak labour market trends helped moderate wage demands by powerful unions.

CAB
(% GDP) Moderate Current Account Deficit to Re-emerge

1 The current account balance shifted back into deficit in 2018 (-0.6% of GDP), driven by a decline

in tourism inflows later in the year as a result of Argentina’s currency crisis and recession, and a
weaker frade surplus net of merchanting activity (ie buying and selling of goods outside the
country‘l). Net FDI remains negative, as Uruguayan FDI abroad has surpassed inbound FDI
since 2018, but this gap narrowed in 2018. Fitch expects the current account deficit (CAD) to rise

5

]
- juEEupy
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s 2 22 ¢ 2 to 2.0% of GDP in 2019 as the full impact of the drop-off in Argentine tourists is felt. The CAD is
oo s s s s e likely to rise further in the coming years as construction of the pulp plant begins, but this will also
Source: Fitch Ratings, BCU entail higher FDI and thus be roughly neutral for external finances.
Real Effective XR The BCU has intervened to manage the depreciation of the peso in recent months (8.4% in the
gvefall | Extra-regional year through June), both by selling dollars in the spot market and buying back peso-
egiona . - . . . . . .
(Index, 2005-2019 avg. = 100) denominated sterilisation I|nstrurr.19nts maturing later in the year with dollars in order to F?re-empt
175 FX market pressures. This has involved a drawdown of the BCU's own FX reserves (ie net of
150 dollar deposits and reserve requirements), which have fallen by USD1.3 billion to USD5.8
billion so far in 2019, but the stock remains large and offers ample coverage of liquid external
129 liabilities (including non-resident deposits and holdings of local bonds) and imports.
100
75 The real effective exchange rate (REER) remains high by historical standards and has risen
2z s2i22:c2¢2 over the past year, reinforcing some concern in the private sector over peso competitiveness.

However, the BCU estimates the overvaluation of the peso relative to fundamentals has been
Source: Fitch Ratings, MEF; projections mostly erased by recent peso depreciation, and that the still high REER is product of an
from annual Rendicion de Cuentas o . =

overshooting in the Argentine peso (and to a lesser extent the Brazilian real).

4 Inclusion of merchanting in new balance of payments (BOP) statistics has added introduced some
noise: their increased activity in 2018 led the trade surplus to rise (more than offsetting a smaller
trade surplus for the rest of the economy) but also explained most of the increase in the primary
income deficit (due to the profits accruing to these mostly foreign-owned firms), and these effects
roughly netted out.
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Fitch uses stylised projections for a Public Debt Dynamics

sovereign’s gross general
government debt/GDP ratio to
illustrate the sustainability of its debt
burden and its sensitivity to economic

Under Fitch’s baseline projections, general government debt will rise to 70% of GDP by 2023
from 60% of GDP in 2018. These figures include bonds issued to recapitalise the BCU (9% by
2021) and consolidate out holdings of the cincuentones fund (projected to reach 3% by 2021).

growth, the cost of borrowing, fiscal Growth projections include a boost from the pulp plant in 2021-2024. The main risks include
policy and the exchange rate. failure to improve the fiscal deficit, namely should this coincide with weaker growth, or a large
depreciation of the peso given the large stock of foreign-currency-denominated debt.

Debt Dynamics — Fitch’s Baseline Assumptions

2018 2019 2020 2021 2022 2023 2028

Gross general government debt (% GDP) 596 643 663 679 690 698 T34
Primary balance (% of GDP) 07 -0.1 04 03 0.0 02 0.5
Real GDP growth (%) 16 05 15 25 3.0 3.0 2]
Avg. nominal effective interest rate® (%) 8.1 8.4 8.1 8.0 80 8.0 81
UYU/USD (annual avg.) 307 342 370 389 408 428 547
GDP deflator (%) 56 6.4 6.4 59 6.0 6.0 6.0

# Includes capitalising interest on securities in inflation- and wage-indexed peso units
Source: Fitch Ratings

Sensitivity Analysis
Gross general government debt
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Source: Fitch Ratings, Fitch Debt Dynamics Model

Debt Sensitivity Analysis: Fitch’s Scenario Assumptions

Scenario A

Scenario B
Scenario C

Achievement of a 1.5%-of-GDP primary surplus by 2023 that stabilises debt/GDP, entailing
a 2 5pp-of-GDP adjustment after 2019.

A growth path 1pp below the baseline, and failure to reduce the primary deficit after 2019.
A 20% depreciation in the peso at end-2019.

Forecast Summary

2014 2015 2016 2017 2018 20197 2020f
Macroeconomic indicators and policy
Real GDP growth (%) 32 04 17 26 16 05 15
Unemployment (%) 6.6 75 79 79 8.4 8.4 80
Consumer prices (annual average % change) 89 87 96 6.2 76 77 76
Short-term interest rate (bank policy annual avg.) (%) 144 135 135 104 94 94 94
General government balance (% of GDP) 23 28 =37 -3.0 21 -3.1 29
General government debt (% of GDP) 49 2 570 569 575 596 64.3 66.3
UYU per USD (annual average) 2325 27.33 30.16 2868 3073 3420 36.95
Real effective exchange rate (2000 = 100) 94 1 947 956 1014 102.9 104.9 1049
Real private sector credit growth (%) 74 118 54 -4.3 6.5 1.0 11
External finance
Current account balance (% of GDP) -32 -09 086 0.8 06 20 23
Current account balance plus net FDI (% of GDP) 12 06 -1.5 29 21 -14 038
Net external debt (% of GDP) -15.2 -17.2 -179 -16.2 -209 -239 -26.7
Net external debt (% of CXR) -44 6 -55.1 -60.2 -54.9 -68.0 -76.0 -80.3
Official international reserves including gold (USDbn) 1786 1586 135 16.0 156 15.0 152
Official international reserves (months of CXP cover) 99 1.0 105 1.2 10.0 94 9.0
External interest service (% of CXR) 59 74 76 6.8 76 8.0 78
Gross external financing requirement (% Int. reserves) 259 142 54 19 16.9 179 179
Real GDP growth (%)
us 205 29 16 22 29 24 18
China 73 69 6.7 6.9 6.6 6.2 6.0
Eurozone 14 21 20 24 19 1.2 13
World 29 28 26 33 32 28 27
Qil (USD/barrel) 98 9 524 451 549 716 65.0 62.5

Source: Fitch Ratings
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Fiscal Accounts Summary

(% of GDP) 2015 2016 2017 2018 20197 20207
General government
Revenue 27.2 27.8 28.8 30.6 30.3 30.3
Expenditure 30.0 315 31.8 32.7 334 33.2
O/w interest payments 23 27 27 28 3.0 3.3
Primary balance -0.5 -1.0 -0.3 07 -01 04
Overall balance -2.8 -3.7 -3.0 -21 -3.1 -2.9
General government debt 57.0 56.9 57.5 59.6 64.3 66.3
% of general government revenue 210.0 2049 1996 1950 212 .4 2187
Central government deposits 71 7.0 57 52 55 56
Net general government debt 493 502 51.8 552 60.4 632
Central government
Revenue 19.7 20.3 211 21.7 215 21.7
O/w grants 0.0 0.0 00 0.0 0.0 0.0
Expenditure and net lending 225 24.0 241 251 25.8 256
O/w current expenditure and transfers 190 200 201 208 213 209
- Interest 23 27 27 28 30 33
O/w capital expenditure 12 14 1.3 15 15 14
Current balance -16 23 -1.6 -1.9 -2.8 25
Primary balance 05 -1.0 -0.3 -06 -1.3 07
Overall balance -2.8 -3.7 -3.0 -3.4 -4.3 -4.0
Central government debt 56.8 56.7 573 60.3 659 68.7
% of central government revenues 2885 27838 2712 278.3 3059 3168
Central government debt (UYUbn) 827.2 901.1 978.0 1,104.9 1,290.1 1,452.2
By residency of holder
Domestic 360.0 4554 52386 565.6 682 4 760.9
Foreign 467 2 4456 454 5 539.3 607.7 691.3
By currency denomination
Local currency 4399 4798 57286 591.2 665.3 7414
Foreign currency 387.3 4213 4055 5137 624 8 7108
in USD equivalent (eop exchange rate) 13.0 14 4 141 159 174 187
Average maturity (years) 14 4 138 13.0 138 - -
Memo
Nominal GDP (UYUbn) 1,4558 1,5892 1,7071 1,831.1 1,9589 21150

Source: Fitch Ratings, Ministry of Finance
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External Debt and Assets

(USDbn) 2013 2014 2015 2016 2017 2018
Gross external debt 38.8 42.3 43.7 40.3 431 42.5
% of GDP 67.4 74.0 821 76.4 72.3 71.3
% of CXR 196.5 2179 2635 2572 2448 231.5
By maturity
Medium- and long-term 297 329 344 330 36.2 359
Short -term 9.0 9.4 93 72 6.8 6.6
% of total debt 23.3 223 214 179 159 155
By debtor
Sovereign 16.7 17.7 16.6 16.2 18.5 17.7
Monetary authorities 16 15 1.0 07 08 05
General government 151 16.2 156 155 177 172
O/w central government 14.4 15.1 156 15.2 158 16.7
Banks 5.1 55 6.0 4.6 3.8 3.8
Other sectors 17.0 19.1 211 19.5 20.8 21.0
Gross external assets (non-equity) 46.9 51.0 52.9 49.7 52.7 55.0
International reserves, incl. gold 16.3 176 156 135 16.0 156
Other sovereign assets nes 0.0 0.0 0.1 0.0 0.0 0.0
Deposit money banks' foreign assets 8.3 87 1.0 106 97 100
Other sector foreign assets 223 2438 262 256 271 294
Net external debt -8.1 -8.7 9.1 94 9.7 -12.5
% of GDP -14.2 -152 -17.2 -17.9 -16.2 -209
Net sovereign external debt 0.3 0.1 09 27 25 22
Net bank external debt -3.1 -3.2 -5.0 -6.1 59 6.2
Net other external debt -5.3 -56 -5.1 -6.0 6.3 -8.4
Net international investment position -15.6 -17.4 -15.3 -15.7 -16.5 -15.5
% of GDP =271 -30.4 -28.7 -299 277 -26.0
Sovereign net foreign assets 0.3 -0.1 -0.9 2.7 -2.5 -2.2
% of GDP -06 -0.2 -1.8 -5.1 -4.2 -3.6
Debt service (principal & interest) 31 3.5 3.2 2.4 3.3 3.7
Debt service (% of CXR) 15.7 18.2 19.4 15.1 18.6 202
Interest (% of CXR) 54 59 7.4 7.6 6.8 76
Liquidity ratio (%) 166.4 1601 1721 1943 2158 236.1
Net sovereign FX debt (% of GDP) -11.2 -11.8 -5.1 1.7 -3.2 04
Memo
Nominal GDP 575 o2 T3] 527 595 59.6
Inter-company loans 98 114 138 128 136 134

Source: Fitch Ratings, Central Bank, IMF, World Bank
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External Debt Service Schedule on Medium- and Long-Term Debt at 31 March 2019

(USDm) 2019 2020 2021 2022 2023 2024 2025+
Amortisation 634 2119 1,573 2215 915 1,014 21,340
Loans 118 183 171 165 145 243 1,581
External bonds 65 184 544 1,615 437 437 17,384
Foreign currency 65 184 544 562 437 437 11,529
Local currency 0 0 0 1,053 0 0 5,855
Local bonds 451 1,753 858 435 334 334 2374
Foreign currency 114 22 0 0 0 0 0
Local currency 337 1,731 858 435 334 334 2374

Source: Fitch Ratings, Ministry of Finance

Balance of Payments

(USDbn) 2015 2016 2017 2018 2019f 2020f
Current account balance -0.5 0.3 0.5 -0.4 -1.1 -1.3
% of GDP -09 06 08 -0.6 20 23
% of CXR 29 21 26 20 6.3 6.8
Trade balance 1.3 1.9 21 24 27 27
Exports, fob 111 104 10.8 115 116 122
Imports, fob 98 85 8.7 91 89 95
Services, net 04 08 1.5 1.2 0.4 0.5
Services, credit 45 42 50 49 45 43
Services, debit 41 33 39 37 41 43
Income, net -2.4 -2.6 -3.4 -4.1 4.4 4.7
Income, credit 07 09 15 1.7 1.7 1.7
Income, debit 3.1 S5 48 58 6.1 64
O/w: Interest payments 12 12 12 14 14 15
Current transfers, net 0.2 0.2 0.2 0.2 0.2 0.2
Capital and financial accounts
Non-debt-creating inflows (net) 02 1.3 0.0 21 24 29
O/w equity FDI -04 1.0 02 21 24 29
O/w portfolio equity 02 0.3 02 00 0.0 0.0
O/w other flows 02 0.0 0.0 00 0.0 0.0
Change in reserves 1.7 22 24 04 06 03
Gross external financing requirement 25 09 16 27 28 27
Stock of international reserves, incl. gold 156 135 16.0 156 150 152

Source: Fitch Ratings, IMF




The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS//IFITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN  ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S
PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE
RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR
WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by
permission. All rights reserved. Inissuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies
on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verificaion of that information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the nature
of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold andfor the
issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its advizers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parfies, the availability of independent and competent third-party
verificaion sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of
Fitch's ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all
of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers
are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. Inissuing
its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-locking
and embody assumptions and predictions about future events that by their nature cannot be verfied as facts.
As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report.  The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for
a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) perissue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US510,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch
to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian finandial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended
to be used by persons who are retail clients within the meaning of the Corporations Act 2001.



Uruguay
July 2019

12



