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Research Update:

Oriental Republic of Uruguay Ratings Raised To
'BBB/A-2' On Greater External Resilience; Outlook
Stable

Overview

 Uruguay has shown increasing resilience to negative external trends in
the regi on while maintaining economc stability and good access to
i nternational financial nmarkets.

* W are raising our long- and short-termforeign and | ocal currency
rati ngs on Uruguay to 'BBB/A-2' from'BBB-/A-3'.

» The stable outl ook is based on our expectation of continuity in key
econom c policies and a tinely and adequate policy response to potenti al
adverse external devel opnents.

Rating Action

On June 5, 2015, Standard & Poor's Ratings Services raised its long- and
short-termforeign and | ocal currency ratings on the Oriental Republic of
Uruguay to 'BBB/A-2' from'BBB-/A-3'. The outl ook is stable. At the sane tineg,
we al so revised our transfer and convertibility (T& ) assessnent to 'A-' from
' BBB+' .

Rationale

The upgrade reflects two factors. The first is that we believe the newy

el ected adm nistration of President Tabaré Vazquez will build on Uruguay's

track record of cautious macroecononic policies, gradual diversification of
t he econony, and prudent debt nmanagenment. The second is that we believe the
regi onal risks to Uruguay have stabilized and will inprove next year

The gradual diversification of the Uruguayan econony has contributed to recent
years of high economic growth and has all owed the econony to weather the

regi onal econom c sl owdown. Hi gh levels of foreign direct investnment (FDI)
contributed to higher GDP growth, econonic diversification, and productivity
gai ns. Al though we expect that donestic fiscal tightening and contracting
econom es in Argentina and Brazil will keep U uguayan growth bel ow 3%this
year and next, we do not foresee marked downsi de ri sks.

A significant inprovenent in Uruguay's external position over the past decade
sustains the country's stability. W project that Uruguay has a narrow net
external creditor position of 24%of its current account receipts (CAR) in
2015. FDI has consistently exceeded Uruguay's current account deficit,
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containing the country's external debt. Strong FDI has al so contributed to an
accumul ation of international reserves that reached US$17 billion as of the
end of 2014, or 32% of CDP

During the past few years, Wuguay has taken steps to reduce the negative
fiscal and external inmpact of droughts, which raise the country's energy
import bill. The governnent has created a stabilization fund and purchased
weat her insurance to contain the fiscal cost of higher oil inports during

peri ods of drought. Investnents in renewabl e energy have already started
reduci ng the country's dependence on oil inports. Renewabl e energy (hydraulic,
wi nd power, and bi omass) mmy provide alnpst half the country's energy in 2015.

Ef fective debt nanagenent has reduced the risks froma sudden disruption in
external markets, or a spike in the exchange rate or interest rate. The
government has undertaken liability nmanagement operations to inprove the
profile of sovereign debt by de-dollarizing its debt stock, as well as
buil di ng reserves that provide cushion agai nst external shocks. The central
government faces a |lunpy external anortization profile of US$1 billion

equi valent to 2% of GDP in 2015. As of March 2015, central government |iquid
assets covered 2.7x anortization paynents due in one year. On Feb. 23, 2015,
Uruguay reopened its gl obal bond due in 2050 and issued US$1.2 billion in the
i nternational capital markets. The issuance raised foreign currency debt to
51% of total debt from48%in 2014, but at the same tinme, it extended the
average maturity of the debt to about 15.5 years.

A high level of dollarization and indexation to inflation limt the

ef fecti veness of nonetary flexibility. Deposits denom nated in U S. dollars
are high at alnost 80% while credits in U S. dollars reached 50% as of
year-end 2014. The relative nodest size of the financial sector, together with
a highly liquid financial system noderates the risks of currency m smatches.
Neverthel ess, a declining | evel of dollarization would reduce externa

vul nerabilities.

A persistently high inflation rate is the main nacroeconom ¢ weakness in
Uruguay. Inflation ended 2014 at 7.8% above the range limt set by the
central bank. Anchoring expectations through clear comuni cation and credible
inflation targets, together with both fiscal and nobnetary contractive
policies, would help noderate inflation going forward. Avoi ding automatic
salary indexation to past inflation would also | essen inflation inertia.

The consolidated public deficit wi dened to 3.5% of GDP in 2014 from2.3%in
2013. W expect only gradual inprovenents in fiscal results given Uruguay's
relatively high rigid spending (salaries, pensions, and social assistance) and
limted flexibility to increase revenues. Econom c growth reached 3.5%in
2014, driven by private consunption growth. The recent construction of a |large

pul p and paper m |l (Mntes del Plata) will boost output and exports in 2015.
However, a conbination of slowdown in Uruguay's nmain trade partners, along
with a nodest fiscal adjustment, will likely lead to a decel eration of

econom c growh to about 2.5%in 2015. W expect the current account deficit
to be 4.4% of GDP in 2015 and gradually inprove thereafter due to | ower oi
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i mports.

Uruguay's stable political system grow ng mddle class, and predictable
econom ¢ policies should sustain economic growh close to its trend rate at

3% 3.5% from 2016 onward. Medium and | ong-term economic growmh will depend on
t he devel opnent of infrastructure, nainly ports, roads, and energy. Boosting
di fferent financing alternatives, such as public-private partnerships (PPPs)
and concessions, would sustain investment. That, along with a nore skilled

| abor force, would sustain |ong-term GDP growt h.

We believe the Argentine econony, which still has ties to Uruguay's econony,
will stagnate this year and begin to recover next year. W assune that the
next governnment will gradually begin to address the country's nacroeconom c

i mbal ances, which in turn could noderate observed inflation and strengthen
public finances. W expect that Brazil's econony, which has weaker links with
Uruguay than does Argentina, will contract about 1% this year and return to

| ow growt h next year. A grow ng diversification of Uruguay's exports away from
both Argentina and Brazil (thanks to rising exports of soya and pul p, as well
as nontraditional service exports to global markets) has al so reduced the
country's vulnerability to econom c setbacks in either neighboring country.
Exports to Brazil and to Argentina were 18% and 4% respectively, of tota
exports | ast year.

Outlook

The stable outlook is based on our expectation of continuity in nmain econonic
policies over the next three years. The conbination of cautious fiscal policy
and hi gher-than-expected investnent coul d accel erate GDP grow h, gradually
resulting in a | ower debt burden and greater econonic diversification. A
declining | evel of dollarization in the banking system (the proportion of

| oans and deposits denoninated in dollars), along with persistently | ower
inflation, would boost the effectiveness of nobnetary policy. A declining debt
burden, together with an inmprovenent in nonetary and fiscal flexibility, could
lead to a higher rating.

Conversely, we could lower the rating if we perceive a weakening conmtnent to
fiscal and nonetary policies that sustain economc stability, resulting in
greater external vulnerability. Sinmlarly, an inadequate or untinely

gover nent response to adverse external devel opments coul d reduce the
country's external liquidity and raise its debt burden, leading to a

downgr ade.

Key Statistics
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Table 1

Selected Indicators

2008 2009 2010 2011 2012 2013 2014 2015f  2016f 2017f  2018f

Nominal GDP (bil. US$) 30.37 31.66 40.28 47.96 51.38 57.52 57.47 56.42 56.77 60.46 65.21
GDP per capita (US$) 9,108 9,465 12,000 14,236 15,198 16,959 16,883 16,515 16,567 17,580 18,901
Real GDP growth (%) 7.2 4.2 7.8 5.2 3.3 5.1 3.5 2.5 2.8 3.0 3.5
Real GDP per capita growth 6.9 3.9 7.4 4.8 3.0 4.8 3.1 2.1 2.5 2.6 3.2
(%)

Change in general government 8.2 1.8 3.9 5.1 5.7 8.9 7.1 6.5 3.5 2.7 2.2
debt/GDP (%)

General government (0.8) (1.2) (1.3) (0.7) (2.0) (1.8) (3.0) (2.7) (2.3) (2.0) (1.8)
balance/GDP (%)

General government 63.5 58.3 55.4 53.5 53.1 56.0 56.4 57.6 55.8 53.3 50.6
debt/GDP (%)

Net general government 52.1 48.7 49.0 45.3 45.3 49.5 48.7 51.6 50.0 48.0 45.7
debt/GDP (%)

General government interest 8.3 7.8 8.1 7.7 6.9 7.1 7.6 7.5 7.5 7.4 7.3
expenditure/revenues (%)

Other dc claims on resident 28.6 214 22.9 23.7 242 26.8 27.8 289 29.9 30.8 31.8
nongovernment sector/GDP

(%)

CPI growth (%) 7.9 7.1 6.9 8.6 7.5 8.5 8.3 7.8 7.0 7.0 6.5
Gross external financing 136.9 1243 108.4 106.1 99.9 97.3 95.2 97.4 97.1 96.8 98.1
needs/CARs plus usable

reserves (%)

Current account balance/GDP (5.7) (1.2) (1.8) (2.9) (5.2) (5.1) (4.6) (4.4) (4.1) (4.0) (3.8)
(%)

Current account (16.8) (4.1) (6.4) (10.1) (19.3) (20.7) (18.7) (17.7) (15.5) (14.9) (14.2)
balance/CARs (%)

Narrow net external 26.4 13.5 (3.7) (11.6) (13.4) (21.5) (24.3) (23.5) (22.9) (23.4) (20.3)
debt/CARs (%)

Net external liabilities/CARs 18.3 20.3 18.7 32.0 37.0 40.8 57.8 78.6 90.1 99.7 94.1
(%)

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. CARs--Current account receipts. 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. f--Forecast.

Ratings Score Snapshot

Table 2

Ratings Score Snapshot

Key rating factors

Institutional assessment Neutral

Economic assessment Neutral

External assessment Neutral

Fiscal assessment: flexibility and performance Neutral
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Table 2
Fiscal assessment: debt burden Neutral
Monetary assessment Weakness

Standard & Poor's 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 (v) monetary assessment.
Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). Section V.B of Standard & Poor's "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 Standard & Poor's
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 And Research

Related Criteria

e Sovereign Rating Mthodol ogy, Dec. 23, 2014

* Met hodol ogy For Linking Short-Term And Long- Term Ratings For Corporat e,
I nsurance, And Sovereign |Issuers, My 7, 2013

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

Related Research

 Argentina Foreign Currency Ratings Remain 'SD/SD ; 'CCC+/ C Local
Currency Ratings Affirned, Qutlook Negative, April 1, 2015

e« Sovereign R sk Indicators, found at spratings.confsri, March 31, 2015

* Brazil 'BBB-/A-3" Foreign Currency Ratings Affirnmed; Qutlook Renains
Stabl e, March 23, 2015

» d obal Sovereign Debt Report 2015: Borrowing To Drop By 5.7% To US$6. 7
Trillion, March 5, 2015

 Sovereign Defaults And Rating Transition Data, 2013 Update, Sept. 17,
2014

e Oiental Republic of Uuguay, Aug. 1, 2014

In accordance with our relevant 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 Committee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmittee nenbers to
make an informed deci sion.

After the primary anal yst gave openi ng remarks 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.
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The conmittee agreed that all key rating factors were unchanged.

The chair ensured every voting nenber was given the opportunity to articul ate
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 sunmari zed in the above rationale and outl ook. The

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

Ratings List

Upgr aded
To From
Uruguay (Oriental Republic of)
Sovereign Credit Rating BBB/ St abl e/ A- 2 BBB-/ St abl e/ A-3
Transfer & Convertibility Assessnent
Local Currency A- BBB+
Seni or Unsecured BBB BBB-
Short - Ter m Debt A-2 A-3

Additional Contact:
Sebastian Briozzo, Mexico City (52) 55-5081-4524; sebastian.briozzo@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at www. spcapitalig.com Al 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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