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In May, non-financial public
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relative to April), with
increasing Soc. Sec. outlays
and Transfers.

LATAM Strategy - Uruguay July 3, 2023

Uruguay Strategy View

The fiscal balance clocks in at -3.8% of GDP in May

Uruguay’s fiscal position worsened slightly in May, with stable income sources being
outpaced by a marginal increase in expenditures. The Government’s policy agenda continues
to concentrate on bolstering disposable income and real wages, after the high inflation during
2022 put a strain on salaries, recently announcing a tax cut of 0.25pp of GDP. The administration
still strives to consolidate the fiscal position, conveying a strong commitment to balancing
government accounts in the medium term. However, its recent policy response to the drought has
halted fiscal consolidation for the time being. In May, non-financial public sector income printed
27.3pp of GDP (+0.0pp relative to April). Even if the segment did not experience an aggregate
variation, there were some minor shifts in its composition. On the spending side, expenditures
came at 28.4pp of GDP (+0.1pp relative to April), with increasing Soc. Sec. outlays and Transfers.
In this context, the primary fiscal deficit excl. cincuentones came at -1.2pp of GDP, worsening by
-0.1pp relative to April, and by -0.4pp since December after a quiet January and February. In this
context, the -0.1pp variation in the primary position in May was accounted for by a flat NFPS
income, and a 0.1pp increase in NFPS outlays. Consistently, the consolidated public sector deficit
excl. cincuentones stood over the 3pp of GDP mark for the seventh month running. May’s print
came in at -3.8% of GDP— flat from -3.8% in April, but up from -3.7 % in March and -3.4% in
January, February, and December—.

In May, non-financial public sector income printed 27.3pp of GDP (+0.0pp relative to April).
Even if the segment did not experience an aggregate variation, there were some minor shifts in its
composition. Central Govt & SocSec income clocked in at 27.3pp of GDP in May (+0.0pp relative
to April). The Tax revenue segment did experience a very minor positive variation this month,
pushing the segment on the upside. However, there was also a slight reduction in the Other
Income sub-section, leaving Total Income Sources flat relative to last month. The rest of the
sectors showcased no variation relative to March’s figures. The SOEs' primary balance, one of the
main drivers of 2022’s fiscal overperformance, came in at +1.3pp, standing level with April’s
figures. Finally, the primary balance of Munis & BSE continues to stand at the +0% of GDP mark.
All in all, non-financial public sector income in May stood flat relative to April.

On the spending side, expenditures came at 28.4pp of GDP (+0.1pp relative to April), with
increasing Soc. Sec. outlays and Transfers. In May, the COVID Fund balance totaled -0.3pp of
GDP— dropping by -0.1pp relative to April and reducing its size by 0.3pp YTD. In this context,
Central Govt & Soc. Sec. expenditures totaled 25.9pp (+0.2pp relative to April) increasing on the
back of twin increases. A 0.1pp increase in Soc. Sec. outlays was matched by a 0.1pp rise in
Transfers. Public investment lost some momentum relative to April, experiencing a marginal drop
that drove the segment to the 2.5pp of GDP mark, partly offsetting the increase in expenditures.
With non-financial public sector income showing no variation, non-financial public sector outlays
increasing by +0.1pp, and cincuentones revenues standing at 0.1pp of GDP, the primary deficit
excl. cincuentones stood at -1.2pp in May—over April and March’s 1.1pp mark and up from -
0.8pp in February and -0.8pp in January —.
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In addition to the monthly
fiscal print, the
administration presented its
2022 Budget review,
updating its macro
assumptions for inflation,
growth and the FX, also
correcting fiscal targets to
the upside, as expected.

Figure 1: May'’s fiscal figures
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NFPS Income
Central Government
Tax Revenues 15.9% 16.5% 16.5% 16.6%
International Trade 1.1% 1.1% 1.1% 1.1%
Others 1.8% 1.7% 1.6% 1.5%
Soc.Sec contributions 6.4% 6.8% 6.9% 6.9%
SOE primary balance 1.4% 1.0% 1.2% 1.3%
BSE &Munis primary balance 0.2% 0.1% 0.0% 0.0%
BCU primary balance 0.0% -0.1% 0.0% 0.0%

NFPS Outlays

Central Govt. Primary Outlays

Personnel spending 4.6% 4.6% 4.6% 4.7%
Non-Personnel spending 4.3% 3.9% 3.8% 3.8%
Pensions 9.0% 8.9% 9.0% 9.1%
Transfers 7.9% 8.0% 8.2% 8.2%
Public investment 1.8% 2.4% 2.6% 2.5%

Public Sector Primary Balance

Interest payments 2.8% 2.6% 2.6% 2.7%
Consolidated Public Sector Deficit

Cincuentones revenues -0.5% -0.2% -0.1% -0.1%

Adjusted Consolidated Public Sector Deficit

Source: TPCG Research based on MEF

In addition to the monthly fiscal print, the administration presented its 2022 Budget review,
updating its macro assumptions for inflation, growth and the FX, also correcting fiscal
targets to the upside, as expected. The government presented the 2022 Budget review and
updated its macro forecasts for the coming years. GDP growth is expected to clock in at +1.3%
in 2023, and at +3.7% in 2024. Inflation expectations remain unchanged, standing at +6.7% for
the eop yoy gauge for 2023, and +5.8% for the following three years. Looking at the FX, the
administration expects the USDUYU for 2023 to stand near the 40.1 mark, while, for 2024, its
forecast stands at 42.8, marking a +7% depreciation for next year. Regarding fiscal projections,
the administration halted its consolidation mode to attend to the crisis caused by the drought. This
resulted in a perceptible widening of the deficit in the first months of 2023, which put the
government in a difficult position to comply with the established targets. In this context, the
administration triggered the escape clauses in the Budget Law, allowing it to correct some of the
2023 targets to the upside. Regarding the structural deficit target, the administration presented an
updated target at a -2.7% deficit for 2023, 0.2pp over the -2.5% target established in last year’s
budget, but consistent with the original budget law presented in 2020. This, however, means that
the administration is expecting to lose most of the accumulated overperformance from 2021 this
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In other news, BoP flows

posted a very solid 1Q23, as
Uruguay’s current account

deficit clocked in at

USDO0.44bn vs USDO0.86bn in
4Q22, mostly on the back of

the robust tourism
campaign.

Even as BoP flows
surprised on the upside
during 1Q23, they were
consistent with the
performance of the FX

during the first half of 2023.

year. Regarding the change in real expenditures, the administration still expects to comply with
this target, updating its objective to a -0.6% reduction in said items, from a +1% increase in last
year’s budget review. Finally, the government raised the debt ceiling exceptionally from USD2.2bn
to USD2.9bn for 2023. In this context, the administration pretends to end the year with a deficit of
-3.3% of GDP ex. cincuentones, practically unchanged from 2022 figures. Currently, said figure
stands near the -3.8% mark, which means the administration must consolidate nearly 0.5pp of
GDP up until the end of the year to comply with the set objective.

BoP flows turned supportive during 1Q23

In other news, BoP flows posted a very solid 1Q23, as Uruguay’s current account deficit
clocked in at USD0.44bn vs USDO0.86bn in 4Q22, mostly on the back of the robust tourism
campaign. Dissecting the widening, the services balance was the segment with the largest
impact, as the latter overperformed 1Q22 figures by USDO0.4bn. This can be explained mostly by
the very good tourism campaign, which saw the number of visiting tourists return to pre-pandemic
levels (+21.8% over 1Q20 figures). However, budget constraints from neighboring Argentinian
tourists did water down the impact of a sizable increase in visitors, as real expenditure in USD
weakened by -5.7% relative to 1Q20 figures. In this context, incoming tourism generated an
additional USD591mn in service exports. On the other hand, FX conditions also presented a good
scenario for Uruguayans to travel abroad, and so during 1Q23, outgoing tourism increased service
imports by nearly USD260mn, partially offsetting the very solid summer campaign. The trade
balance put on a flat performance, with Exports just increasing by USD6mn. Imports on the other
hand benefited from the FX trend and PCE dynamics, rising by USD108mn. Still, the trade balance
marginally improved to a USD611mn surplus (+USD43mn relative to 1Q22), subverting
expectations, as the impact of the drought was expected to hamper international accounts further,
especially on the export side. Primary income contributed very marginally to the deficit widening,
as its deficit increased by USD37mn. All in all, the Current Account balance experienced a
USD422mn improvement, with the robust tourism campaign being the main driver. In 12m-rolling
terms, the current account deficit came in at -2.8% of GDP (-USD2.07bn), improving by 0.7pp
relative to the end of 2022 (-3.5% of GDP; -USD2.5bn).

Figure 2: 1Q23 BoP figures
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Even as BoP flows surprised on the upside during 1Q23, they were consistent with the
performance of the FX during the first half of 2023. The current account balance came in better
than expected during the first quarter of the year, with good exports not suffering any negative
variations, but also with the services balance shoring up international accounts massively, on the
back of a strong tourism campaign. In addition, even with a strong real appreciation, imports did
not experience large corrections to the upside. All of this was also consistent with the performance
of the USDUYU, which refused to depreciate during the first months of the year. Even if the drought
should be somewhat harsher with exports during 2Q23, we do believe that the performance of the
FX during this quarter should provide some evidence in favor of relatively sound BoP flows.
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All in all, we find the BoP
print to be supportive of our
position in local currency
and nominals, even if, in our
view, the fiscal position and
recent corrections in
targets are slightly credit
negative.

All in all, we find the BoP print to be supportive of our position in local currency and
nominals, even if, in our view, the fiscal position and recent corrections in targets are slightly
credit negative. Starting with BoP flows, the solid 1Q23 print, compounded with the FX dynamics
during 1H23 suggests the macro scenario is bound to favor nominals on the local currency side.
(For a more in-depth view click here). Regarding the fiscal print and the updated fiscal targets, we
find them to be slightly credit negative, albeit they respond to the complex climatic dynamics
present during the 1Q23, which forced the government’s hand into shoring up the economy and
activity levels. Even if we believe the fiscal stimulus was justifiably deployed, the abrupt stop in
fiscal consolidation does partly offset the very solid track record the administration has been
building since the start of its tenure. In addition, this means the administration will enter an election
year with a weaker fiscal balance than expected which in practice could mean no fiscal
consolidation in over two years. While the administration’s track record and acumen do point to a
very responsible management of public finances, the government’s decision to deploy fiscal
stimuli this year is not compatible with doing an expansive fiscal policy during 2024, both
institutionally (due to the Budget Law), and from a practical standpoint.

3-Jul-23


https://mcusercontent.com/c8a6d9433b037cb1267d08f83/files/97077b47-7573-d4a0-50d9-7e6a5d7a1829/_2023.06.30_TPCG_Uruguay_Strategy_Flash.01.pdf

[ I:OJ

LATAM Strategy - Uruguay

TPCG Analysts & Staff

Research

Juan Manuel Pazos
Paula La Greca
Federico Martin

Santiago Resico

Chief Economist

Corporate Research Analyst

Strategist

LATAM Strategist

jmpazos@tpcgco.com
plagreca@tpcgco.com
famartin@tpcgco.com

sresico@tpcgco.com

+54 11 4898-6606
+54 11 4898-6638
+54 11 4898-6633

+54 11 4898-6615

Sales & Trading

Juan Manuel Truppia
Lucia Rodriguez Pardina
Agustina Guadalupe

Maria Pilar Hurtado

Juan Ignacio Vergara
Santiago Baibiene

Pedro Nollmann

Maria Ruiz de Castroviejo Salas
Victoria Faynbloch

Felipe Freire

Homero Fernandez Bianco

Andres Robertson

Head of Sales & Trading

S&T Director
Sales

Sales

Sales

Sales

Sales

Sales

Desk Analyst
Trader
Trader

Trader

jmtruppia@tpcgco.com
Irodriguezpardina@tpcgco.com
aguadalupe@tpcgco.com
mhurtado@tpcgco.com
jivergara@tpcgco.com
sbaibiene@tpcgco.com
pnollmann@tpcgco.com
mruizdecastroviejo@tpcgco.com
vfaynbloch@tpcgco.com
ffreire@tpcgco.com
hfbianco@tpcgco.com

arobertson@tpcgco.com

+54 11 4898-6659
+54 11 4898-6614
+54 11 4898-6682
+54 11 4898-6616
+54 11 4898-1936
+54 11 4898-6648
+54 11 4898-6617
+54 11 4898-6643
+54 11 4898-6635
+54 11 4898-1921
+54 11 4898-6667

+54 11 4898-6693

Corporate Banking

José Ramos
Camila Martinez
Fernando Depierre
Sol Silvestrini

Nicolas Iglesias

Head of Corporate Banking

Corporate Sales
Corporate Sales
Corporate Sales

Corporate Sales

jramos@tpcgco.com
cmartinez@tpcgco.com
fdepierre@tpcgco.com
ssilvestrini@tpcgco.com

niglesias@tpcgco.com

+54 11 4898-6645
+54 11 4898-6621
+54 11 4898-6636
+54 11 4898-6641

+54 11 4898-6612

Capital Markets

Fernando Lanus Head of Capital Markets flanus@tpcgco.com +54 11 4898-6632

Nicolas Alperin Investment Banking Analyst nalperin@tpcgco.com +54 11 4898-6604

Asset Management

lleana Aiello Portfolio Manager iaiello@tpcgco.com +54 11 4898-6611

Claudio Achaerandio Portfolio Manager cachaerandio@tpcgco.com +54 11 4898-6618

3-Jul-23

D



I Ia ’J LATAM Strategy - Uruguay

Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG
Valors 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.
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