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the downside.
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BCU ratifies the policy rate at +11.5%

In February’s COPOM meeting, board members decided to maintain the policy rate at
+11.5%. The BCU acted in accordance with the forward guidance provided in December’s
meeting, maintaining the key rate at +11.5%. This is the first time the monetary policy committee
does not increase the policy rate in one of its meetings since Jul-21, marking the end of a
protracted hiking cycle. Even as nominal rates seem to have peaked, the Cenbank is expected to
maintain a hawkish stance throughout the year, keeping the policy rate plateaued at a high level.
The BCU press release did indicate the COPOM will continue assessing the local and international
context with both inflation prints and expectations evolving to the Cenbank’s satisfaction.
According to the BCU, the decision to maintain the policy rate at +11.5% comes on the back of
the positive trend portrayed by headline inflation, which continues to decelerate. Still, the headline
index continues to run far over the BCU’s target range, which stands at 6%-3% since September.
While inflation prints seem to have peaked and are now starting to deaccelerate, levels are still
running high, and are likely to continue to do so. In addition, the BCU also pointed out the drought
should affect food prices on the upside, putting some additional strain into the inflationary process
and maintaining it at higher levels for some time.

In its announcement, the COPOM continues to signal it does not expect to increase the
policy rate any further moving into 2023. In turn, the Monetary Policy Committee assessed the
local and international contexts and their effect in the policy bias. On the external side, the COPOM
is wary of the complex global scenario, albeit now presenting improved prospects for 2023, and
reducing the pressure on commodity prices, presenting less of a threat to the local inflationary
process. On the local side, the drought also affecting neighboring peers did raise some alarms in
the BCU, both due to the inflationary and economic implications the natural phenomenon should
have on Uruguay. Still, the BCU’s stance comes mostly on the back of the positive evolution of
the inflationary process which is starting to converge to the CenBank’s target range. With
January’s print at +8.05%yoy, the index marked its fourth consecutive decrease in a row, following
prints of +8.29%yoy in December, +8.46%yoy in November and +9.05%yoy in October.

Expectations portray a similar scenario, currently evolving to the BCU’s satisfaction, albeit
still proving more inflexible on the downside. Real economy agents now expect a 12m-running
inflation of +8.5% in January’s poll (-0.4pp relative to December), while market forecasts stand at
+7.12%, dropping by -0.3pp relative to December. Still, in a context where the BCU’s target range
has tightened from 7%-3% to 6%-3% in September, both estimations end with inflation very much
outside the eop upper bound. Consistently, real economy agents see inflation closing the year at
+8.5% while market analysts forecast a +7.1% inflation by end-2023. This contrasts with the
government’s forecast, as Mrs. Arbeleche announced the administration expects yealy inflation to
close at +6.7%. With the real rate firmly in positive territory, we expect the BCU to maintain its
hawkish bias throughout 1H23, mostly on the back of flat nominal rates and converging
expectations.
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Figure 1: The BCU maintained the policy rate at +11.5%
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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 (i) redistributed or (jii) 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.

16-Feb-23 5



	Uruguay Strategy Flash

