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Research Update:

Uruguay Upgraded To 'BBB-' On Increasing
Ability To Withstand External Shocks; Outlook
Stable

Overview

e Uruguay's cautious econom ¢ nanagenent has resulted in econonic
diversification, an inproved external position, and a snoother debt
anortization profile, dimnishing Uuguay's vulnerability to potenti al
external shocks.

» W& expect that Uruguay's stable political systemand institutions wll
continue to provide broad support for an econonic policy mx that
addresses future chall enges.

e We're raising our long-termforeign and |ocal currency sovereign credit
ratings on Uruguay to 'BBB-', the |lowest |evel wthin our
i nvest ment - grade category, from'BB+'.

e The outlook is stable. W expect the adnministration will sustain its
commitnment to fiscal prudence, even under nore severe external conditions.

Rating Action

On April 3, 2012, Standard & Poor's Ratings Services raised its |ong-term
foreign and | ocal currency sovereign credit ratings on the Oriental Republic
of Uruguay to 'BBB-' from'BB+' . W also raised our short-termforeign and
local currency ratings to 'A-3" from'B on the Republic. The outl ook on the
long-termratings is stable.

Standard & Poor's al so changed its transfer and convertibility assessnent on
Uruguay to 'BBB+ from'BBB' . As per our sovereign rating nethodol ogy, we are
wi t hdrawi ng our recovery rating of '2' on Uruguay. Qur recovery analysis is
only applicable to specul ative-grade issuers.

At the same time, we are equalizing our rating on the Central Bank of Uruguay
with the sovereign rating by raising our long-termforeign and | ocal currency
rati ngs on the Central Bank of Uruguay to 'BBB-' from'BB-'.

We al so raised our long-termcorporate credit rating on state-owned

Admi ni straci on Naci onal de Conbustibles Al cohol y Portland (ANCAP) to ' BB
from'BB-'. The outlook is stable. This rating action results from our
assessment of a "very high" Iikelihood that the governnent of Uruguay woul d
provide tinely and sufficient extraordi nary support to the conmpany in the
event of financial distress, and fromour 'b+' stand-alone credit profile
(SACP) on ANCAP
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Rationale

The upgrade is based on Uruguay's sound econom c growt h prospects and

i mproving external and fiscal indicators, as foreign direct investnment (FDl)
strengt hens and i nproves econonic diversification. Prudent econonic policies
in recent years, backed by a broad political consensus, have allowed U uguay
to grow rapidly and reduce its main credit vulnerabilities. Per capita rea
GDP growth averaged about 6% between 2006 and 2011. In contrast with nuch of
Sout h Anerica, Uruguay managed to grow rapidly w thout a significant

i mprovenent inits terms of trade in the | ast decade.

Uruguay's net external debt position continued its declining trend in 2011
supported by a strong accumrul ation of international reserves. Liquid assets
exceeded external debt in 2011 by 8% of current account receipts. The
country's external debt position is likely to inprove in com ng years, because
strong FDI inflows are expected to exceed the projected current account
deficit. W expect the country's net external liability position to stabilize
at about 25% of current account receipts, having fallen from47%in 2009.

The stronger external performance provides policy flexibility to withstand the
i npact of a potential external shock, especially fromnegative devel opnents
transmtted through Uruguay's still significant economic |links with Argentina
(B/ Stabl e/ B). Econonic diversification and nore market-oriented policies have
reduced the relative inportance of Uruguay's financial and trade |inks with
its neighbor. The conbination of stronger external accounts, gradually | ower

| evel s of dollarization (now 50% of total |oans and 72% of total deposits),
and the fruits of a soverei gn debt nanagenent strategy that has naterially
reduced roll-over risk in the next five years, provides greater scope for the
government to maintain stability in the event of potential econonic

di sruptions in Argenti na.

We expect the government's liquidity position to remain strong over the next
five years, given low principal debt paynents in foreign currency, high
governnent deposits (estimted at about $2.5 billion), and existing agreenments
to gain access to contingency credit lines-—lines for $1.13 billion were

al ready signed--fromnultilateral |enders. Total annual anortization paynents
are estimated at about 1.2% of GDP between 2012 and 2015--an equi val ent
average of about $670 nillion--of which only 21% correspond to bonds

denom nated in foreign currency with the rest pertaining to |l ocal currency
(inflation linked) bonds and paynents to nmultilaterals. |If needed, Uruguay
could remain outside the dollar debt market for several years if financial

mar ket conditions were to deteriorate; Uruguay's |ast issuance in the globa
dol I ar debt market was in 2009.

We expect significant FDI inflows to continue to boost Uruguay's still |ow
| evel of investnent to GDP (20% for 2011), strengthen its net external debt
position, and support mediumterm GDP growth. Large and diversified net FD
i nfl ows (equivalent to an average of about 6% of GDP per year between 2006 and
2011) had a strong role in supporting high growth rates in Uruguay over the

www.standardandpoors.com/ratingsdirect

Stable



Research Update: Uruguay Upgraded To 'BBB-' On Increasing Ability To Withstand External Shocks; Outlook
Stable

| ast six years.

Despite recent gains, economc policy flexibility in Uuguay will continue to
be restricted by dollarization (dollar deposits still represent 72% of total)
and limted fiscal flexibility. Inflation has tended to be above levels in
trading partners, with 7.2% projected for 2012, which is above the target of
4% to 6% set by the central bank. A conmitnent to limit fiscal deficits to
about 1% of GDP all owed net general governnent debt to decline to 43.8% of GDP
in 2011. This incorporates the equivalent of 10% of GDP in Central Bank notes
i ssued for sterilization of financial account inflows, an item whose recent

i ncrease explains nobst of the increase in absolute debt levels in recent

years. However, fiscal policy has remained nostly pro-cyclical, as there is no
consensus supporting stronger fiscal results and, therefore, inproving the
fiscal position at a nore rapid pace.

Qur local currency rating remains at the sane | evel as the foreign currency
rati ng because nonetary flexibility continues to be restricted in U uguay by
dollarization. In addition, and despite recent growh, the devel opment of the
[ ocal currency domestic debt market is still, in our opinion, at an early
stage. Qur transfer and convertibility assessnent reflects our opinion that
the Iikelihood of the sovereign restricting access to foreign exchange needed
by Uruguay-based non-sovereign issuers for debt service is noderately |ower
than the |ikelihood of the sovereign defaulting on its foreign currency

obl i gati ons.

Outlook
The stabl e outl ook bal ances the expected conmitment to cautious econonic
policies with the governnent's still relatively limted fiscal and nonetary

policy flexibility am d growi ng uncertainty in global and regi onal markets.
Standard & Poor's expects the government will sustain its commtnent to fisca
prudence, even under nore severe external conditions.

Continuing inprovenent in fiscal indicators, with declining debt as well as

| ower |evels of debt dollarization, combined with a further diversification of
t he sources of economc growth, could, over tine, lead to a higher rating.
Conversely, a weaker commitnent to nacroeconomc stability and a failure by
the authorities to respond appropriately to external risks could weaken
external liquidity and raise the country's debt burden, resulting in a | ower
rating.

Related Criteria And Research

* Oiental Republic of Uruguay, Aug. 5, 2011

e Soverei gn Governnment Rating Methodol ogy And Assunptions, June 30, 2011

e Criteria For Determining Transfer And Convertibility Assessnents, My 18,
2009
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Ratings List
Upgr aded

Uruguay (Oriental Republic of)
Sovereign Credit Rating
Transfer & Convertibility Assessnent
Seni or Unsecured
Short - Ter m Debt

Banco Central del Uruguay
Sovereign Credit Rating
Seni or Unsecured

Adm ni straci on Naci onal de Comnbusti bl es

Corporate credit rating

Rati ng Wt hdrawn

Uruguay (Oriental Republic of)
Seni or Unsecured
Recovery Rating

To
BBB-/ St abl e/ A-3
BBB+

BBB-
A-3

BBB-/ St abl e/ A-3
BBB-

Al cohol y Portl and
BB/ St abl e/ - -

To

NR

From
BB+/ St abl e/ B
BBB

BB+
B

BB-/ St abl e/ B
BB-

BB-/ St abl e/ - -

From

Conplete ratings information is avail able to subscribers of RatingsDirect on

the @ obal Credit Portal at www gl obal creditportal.com All

rati ngs 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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