
 

   
 6-Nov-23 2 

Juan Manuel Pazos 
Chief Economist 
+54 11 4898 6606 
jmpazos@tpcgco.com 
 
Santiago Resico 
Economist 
sresico@tpcgco.com 
+54 11 4898 6615 

Strategy Flash – Uruguay November 6, 2023 
 

Uruguay Strategy Flash 

 Uruguay announces the retap of the 2034 SSLB USD bond. 

Today Uruguay announced 
a retap of the 2034 SSLB, 
issued last year, with the 
guidance indicating a 120bp 
spread over the UST, with 
the bond trading 70bp over 
its benchmark. 

Today Uruguay announced a retap of the 2034 SSLB, issued last year, with the guidance 
indicating a 120bp spread over the UST, with the bond trading 70bp over its benchmark. The 
operation takes place today and looks to fulfill the administration’s financing needs for the year. 
The bond was first issued in Oct-22 at 150bp over its reference UST (08/15/2032) and has since 
compressed its spread significantly, currently posting a 70bp difference with the bond currently 
yields around 5.5%. The current security is a very particular issuance, as it has a coupon payment 
structure tied to environmental KPIs embedded in the Paris Agreements and Uruguay’s 
sustainability commitments. The tracked indicators are CO2 emissions (with 1990 as a baseline) 
and the surface area of native forests in the country (with 2012 as a baseline). Failure to comply 
with these benchmarks will result in a 15bp coupon step-up per KPI (meaning, failure to achieve 
both will result in a 30bp coupon increase), while compliance will guarantee a stable coupon. 
However, further overperformance would also be rewarded, as achieving a second tier of 
benchmarks would qualify the bond for a 15bp coupon step-down per KPI. For further details, 
please check our detailed description of the bond structure here. 

 Figure 1:  2023 GFNs total USD5.3bn, with USD4.7bn in bond issuances 

 

 

 
Source: TPCG Research based on MEF 

In a hostile international 
scenario, the administration 
had to opt for a hard 
currency re-tap in a context 
where its financing strategy 
required an additional 
USD1.5bn in bond 
issuances. 

In a hostile international scenario, the administration had to opt for a hard currency re-tap 
in a context where its financing strategy required an additional USD1.5bn in bond issuances. 
The government GFNs contemplated the issuance of nearly USD4.7bn in new bonds to meet its 
principal and interest payments for the year. Of these, the finance ministry tapped local markets 
for nearly USD2bn, with the UYU33 issuance adding another USD1.25bn in financing. This means 
that, with two months to go, the administration still needed to raise around USD1.5bn to comply 
with its financing strategy. While the finance ministry’s instrument of choice probably would have 
been a local currency-denominated international bond, the current international conditions did not  
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favor said issuance, shifting the administration’s choice into the SSLB, especially as the local 
market was also tapped to capacity. In addition, the improved performance of the Treasury 
benchmark in the last week gave the Finance Ministry a solid window to perform the issuance. 
Therefore, the government plans to raise the remainder of its financing sources with the retap of 
its 2034 SSLB, which is expected to amount to around USD1.5bn. 

We expect the issuance to 
pay around 20-30 bps over 
the market price as an 
issuance premium, coming 
in at 90bp to 100bp over the 
UST. 

We expect the issuance to pay around 20-30 bps over the market price as an issuance 
premium, coming in at 90bp to 100bp over the UST. Regarding the pricing of the bond, we find 
the bond’s options are valued at basically the same price, with the SSLB yielding in line with the 
general URUGUA USD curve, meaning the market is skeptical about how compliance with the 
KPIs will go. With this in mind, we find the pricing of the retap should closely follow the market 
price, in addition to an issuance premium, which, in the case of Uruguay, usually hovers around 
the 20-30bp mark. In this scenario, the rate of the retap should hover around the  5.8% mark, 
possibly closing at 5.75%, the original coupon payment. This would mean a spread against the 
treasury of around 90-100bp, 20-30bp tighter than the initial guideline (T+120bp), which usually 
tends to be somewhat wide. In addition, with the administration needing to issue roughly 
USD1.5bn, the initial size of the 2034s, the premium could experience some pressures to the 
upside. 

 Figure 2: We estimate the retap to come close to the 90bp + UST mark,  

 

 

 
Source: TPCG Research based on TPCG Trading Desk 
 

Even if we expect the 
operation to be a success 
for the administration, in 
the medium run, we find the 
international situation 
paints a somewhat bleak 
picture for Uruguay. 

Even if we expect the operation to be a success for the administration, in the medium run, 
we find the international situation paints a somewhat bleak picture for Uruguay. In recent 
years, Uruguay has experienced major policy transformations that have significantly improved 
macroprudential conditions, positioning it as a very robust credit in the EM space. This resulted in 
a major spread compression against the UST, with the country reducing its financing costs since 
2020. However, with the widening of the Treasury curve, even the compression in the country’s 
idiosyncratic risk has not been enough to compensate for the hike in US rates. We believe that, in 
a context where the US curve normalizes, responding to a new monetary policy cycle, then, with 
the compression of the benchmark, the duration play in Uruguay’s hard currency curve makes 
significant sense. However, suppose the US curve responds to a normalizing monetary policy and 
to increased fiscal risks, compressing the short end of the curve while widening the long end. In 
that case, Uruguay’s dollar debt does not look so attractive. In addition, the country’s debt levels 
are significant, and the widening in the benchmark will hit financing costs significantly, a process 
that could eventually derail Uruguay’s debt sustainability path. 
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Important Disclaimer 

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG 
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to changes 
without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents hereof. The 
document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other 
instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis of any contract, 
commitment or decision of any kind.  

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers may 
not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken 
into account to prepare the report. Therefore, investors should make their own investment decisions considering the said 
circumstances and obtain such specialized advice as may be necessary. 

The contents of the document are based upon information available to the public that has been obtained from sources considered 
to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore no warranty, 
either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no liability of any 
type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past 
performance of securities or instruments or the historical results of investments do not guarantee future performance. The market 
prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should 
be aware that they could even face a loss of their investment.  

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every 
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such 
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction 
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same 
and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even 
not exist. 

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a position 
in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto; they may 
trade for their own account or for third-party account in those securities, provide consulting or other services to the issuer of the 
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees, or 
may have interests or perform transactions in those securities or instruments or related investments before or after the publication 
of the report, to the extent permitted by the applicable law. 

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market 
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, 
TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment decisions that are 
inconsistent with the recommendations expressed herein. 

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted 
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished 
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to 
comply with these restrictions may breach the laws of the relevant jurisdiction. 

For U.S. persons only: 

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The 
research analyst(s) preparing this report is/are resident(s) outside the United States (U.S.) and is/are not associated person(s) of 
any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer and is/are 
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations. 

This report is intended for distribution by TPCG only to U.S. Institutional Investors and Major U.S. Institutional Investors, as defined 
by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. 
Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a a US Institutional 
Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and return it to the 
sender. Further, this report may not be copied, duplicated and/or transmitted to any U.S. person, which is not a U.S.  Institutional 
Investor, nor a Major U.S. Institutional Investor. 

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors are 
effected through the US-registered broker-dealer Marco Polo Securities Inc. (“Marco Polo”). Transactions in securities discussed 
in this report should be effected through Marco Polo or another U.S. registered broker dealer. 
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