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Uruguay'’s fiscal position
showcased a very slight
widening in February, with a
rise in income sources
being marginally outpaced
by a similar increase in
outlays.

In February, non-financial
public sector income
printed 26.9pp of GDP
(+0.3pp relative to January).

On the spending side,
expenditures came at
27.6pp of GDP (+0.3pp
relative to January), with
the rise propelled by
increases in Soc.Sec
outlays and Transfers.

LATAM Strategy — Uruguay April 3, 2024

Uruguay Strategy View

The fiscal balance clocks in at -3.6% of GDP in February

Uruguay'’s fiscal position showcased a very slight widening in February, with a rise in income
sources being marginally outpaced by a similar increase in outlays. After a sizable
compression in the fiscal deficit during 4Q23, the balance remained relatively stable in the first two
months of 2024. The reduction during the last quarter of 2023 clocked in at nearly 0.8% of GDP
and was principally driven by Nov-22 and Dec-22 dropping off the 12m rolling figures, as said
months had accumulated significant one-off capex and non-personnel expenditures which
bloated the fiscal figures until now. Without that effect, the compression in fiscal figures lost
significant steam. In February, non-financial public sector income printed 26.9pp of GDP (+0.3pp
relative to January). On the spending side, expenditures came at 27.6pp of GDP (+0.3pp relative
to January), with the rise propelled by increases in Soc.Sec outlays and Transfers. In this context,
the primary fiscal deficit excl. cincuentones came at -0.8pp of GDP, remaining flat relative to
January. However, the consolidated public sector deficit excl. cincuentones did not follow suit, on
behalf of rising interest payments. In this context, the headline deficit stood over the 3pp of GDP
mark for sixteen months in a row. February’s print came in at -3.6% of GDP — up from January’s
-3.5% of GDP gauge, albeit down from -3.8% of GDP in December—.

In February, non-financial public sector income printed 26.9pp of GDP (+0.3pp relative to
January). Central Govt & SocSec income clocked in at 26.9pp of GDP in February (+0.3pp relative
to January). The main driver behind the rise was a +0.15pp increase in the Tax Revenue segment,
which compounded with very minor increases in Soc.Sec contributions and other Income sources,
subsections that also aided the print. The remainder of the segments showcased no variation
relative to last month. On the other hand, the SOEs' primary balance, one of the main drivers of
2022’s fiscal overperformance, came in at +0.8pp, flat relative to December’s figures. Finally, the
primary balance of Munis & BSE continues to stand near the neutral position, exhibiting no
variation. All in all, non-financial public sector income in February improved by +0.3pp relative to
January.

On the spending side, expenditures came at 27.6pp of GDP (+0.3pp relative to January), with
the rise propelled by increases in Soc.Sec outlays and Transfers. In February, Central Govt &
Soc. Sec. expenditures totaled 25.7pp (+0.3pp relative to January). The hike responded to minor
increases in Soc.Sec outlays and Transfers, both of which rose by +0.1pp. In addition, both
Personnel and Non-personnel expenditures exhibited small rises, which compounded contributed
another +0.1pp to the print. The rest of the segments stood flat relative to January, completing the
picture. However, interest payments did exhibit an increase, clocking in +0.1pp over Jan-24
figures. After compressing significantly in December, the compression in Public investment
continues to flatline, as the segment remained constant relative to January, standing at 1.9pp of
GDP mark. With non-financial public sector income rising by +0.3pp, non-financial public sector
outlays rising by +0.3pp, and cincuentones revenues standing at 0.1pp of GDP, the primary deficit
excl. cincuentones stood at -0.9pp in February— flat relative to January (-0.9pp), but tighter than
December’s (-1.1pp) and November’s (-1.6pp) figures—.
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Looking at 2024, we do
expect the fiscal balance to
improve due to cyclical
factors, albeit major
consolidation prospects
continue to look unlikely.
However, we envisage
compliance with the fiscal
rule, as the administration
corrected its estimates
upwards.

Figure 1: February’s fiscal figures
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NFPS Income 26.6% 26.9%
Central Government 18.8% 19.0%
Tax Revenues 16.1% 16.7% 16.7% 16.0% 16.2%
International Trade 1.1% 1.2% 1.0% 1.0% 1.0%
Others 1.9% 1.7% 1.9% 1.8% 1.9%
Soc.Sec contributions 6.5% 6.9% 7.3% 7.0% 71%
SOE primary balance 1.4% 1.0% 0.8% 0.8% 0.8%
BSE &Munis primary balance 0.2% 0.1% 0.0% 0.0% 0.0%
BCU primary balance 0.0% -0.1% 0.0% 0.0% 0.0%

NFPS Outlays

Central Govt. Primary Outlays

Personnel spending 4.7% 4.7% 5.0% 4.8% 4.8%
Non-Personnel spending 4.3% 4.0% 3.6% 3.4% 3.4%
Pensions 9.17% 9.0% 9.6% 9.2% 9.3%
Transfers 8.0% 8.1% 8.4% 8.0% 8.2%
Public investment 1.8% 2.4% 2.0% 1.9% 1.9%

Public Sector Primary Balance

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

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

Adjusted Consolidated Public Sector Deficit

Source: TPCG Research based on MEF

Looking at 2024, we do expect the fiscal balance to improve due to cyclical factors, albeit
major consolidation prospects continue to look unlikely. However, we envisage compliance
with the fiscal rule, as the administration corrected its estimates upwards. With the final
calculation of the structural deficit for 2023 finally complying with the first pillar of the fiscal rule,
the administration was able to meet all three fiscal targets for the year, maintaining its very solid
track record. According to the MEF, the deficit clocked in at -3.3% of GDP, 0.1pp wider than
estimated. However, the structural deficit amounted to -2.7% of GDP, complying with the target
established by the fiscal rule. The administration also respected the other two pillars during the
year, managing to keep both the growth in real primary outlays and net indebtedness under the
established caps. However, it is also true that the administration corrected the fiscal estimates for
2024 significantly and is now expecting a wider structural deficit. Initially, the envisaged target in
the Budget Review seemed ambitious on paper, as it planned a 0.7pp consolidation relative to the
budget baseline, putting headline figures at -2.6% of GDP by the end of Mr. Lacalle Pou’s tenure.
Now, said estimate has been corrected to a -3% of GDP deficit, which would result in a structural
deficit of -2.9%. So, while headline figures should compress marginally, the structural deficit would
widen by +0.2pp, suggesting that the administration’s plans for 2024 are much more modest than
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In other news, 4Q23 BoP
flows improved significantly
relative to 4Q22, as
Uruguay’s current account
deficit clocked in at
USD468mn vs. USD892mn
in 3Q23, with the tightening
responding mainly to a
reduction in Imports and
rising Primary Income.

initially envisaged. In addition, said correction practically ensures compliance with the target, as
we do expect the efforts to have some baseline tailwind, as 2023’s drought caused a significant
drop in income sources, which is nhow bound to reverse, adding between 0.2pp and 0.3pp to
revenues this year. This, in conjunction with some minor consolidation efforts, might yield a
moderate, but noticeable improvement in fiscal figures this year. However, we believe the chances
of the administration executing a considerable fiscal consolidation in an electoral year are low,
especially as the govt. coalition does not part as the top dog in the race, trailing the FA in voting
intention. We believe that, under severe political strain, for 2024 we expect the need to win back
voters should prime over any consolidation effort the administration is prepared to execute. In this
context, the upward correction in the structural deficit estimate also points in that direction.

CA flows recovered in 4Q23, while FDI flows started diluting

In other news, 4Q23 BoP flows improved significantly relative to 4Q22, as Uruguay’s current
account deficit clocked in at USD468mn vs. USD892mn in 3Q23, with the tightening
responding mainly to a reduction in Imports and rising Primary Income. Dissecting the
tightening, the main driver behind the improvement came on the back of significantly stronger
primary income flows, as the latter overperformed 4Q22 figures by +USD476mn, singlehandedly
explaining 2/3rds of the current account’s quarterly yoy variation. Even against a weak baseline,
as 4Q22 was hit by the start of the drought, exports were unable to post an improvement, coming
in flat (+USD4mn) in yoy terms. However, during 4Q23, international prices were not as favorable
for Uruguayan exports, hampering their development and explaining the weak performance of the
sector. On positive news, Imports lost some steam during 4Q23, weakening by -USD206mn
relative to 4Q22. This put the change in the Goods balance at +USD211mn. While the Services
Balance did clock in the black, its surplus was -USD44mn tighter than that of 4Q22. Service
Imports rose by +USD36mn, while Exports dropped by -USD8mn relative to 4Q22, therefore
putting the net variation of the Services balance at -USD44mn. All in all, the trade balance posted
a +USD593mn surplus (+USD166mn vs 4Q22), finally regaining some ground after an initially weak
first nine months of 2023. The other two-thirds of the improvement in Current Account metrics
comes from the tightening in the Primary Income balance deficit, while Secondary income was
mostly irrelevant for this quarter’s BoP print. All in all, the Current Account balance experienced a
+USD654mn improvement. In this context, the current account deficit compressed significantly in
12m-rolling terms, clocking in at -3.6% of GDP (-USD2.79bn) for 2023. This figure showcases a
significant improvement relative to both the previous 3Q23 print of -4.5% of GDP (-USD3.45bn)
and the end-2022 mark (-3.9% of GDP; -USD2.72bn).

Figure 2: 4Q23 BoP figures

2021 2022 2023 4Q22 4Q23 A
USDmn
Current account -1,472 -2,725 -2,797 -1,121 -468 654
Goods & Services 4,505 3,618 2,421 427 593 166
Goods 4,637 3,499 2,083 173 383 211
Exports 15,848 17,040 15,076 3,645 3,649 4
Imports 11,211 13,541 12,992 3,472 3,266 206
Services -132 119 337 254 209 44
Exports 3,791 5,571 6,210 1,659 1,651 8
Imports 3,923 5,452 5,873 1,405 1,442 36
Primary Income -6,055 -6,483 -5,385 -1,581 -1,105 476
Secondary Income 78 140 167 34 45 11
Capital account -30 3 2 -3 (0] 3
Financial Account -173 -2,174 -2,331 -1,826 -925 901
Direct Investment -1,507 -2,956 -4,241 -1,087 -204 883
Portfolio Investment 1,095 1,961 1,362 -266 -184 82
Derivatives 443 374 384 57 170 113
Other Investment -1,047 24 -683 -178 -1,427 -1,249

548
-1,578

70,209
-3.9%

464
848
77,272
-3.6%

-457
720

Errors & Ommisions 1,329
843
60,754

-2.4%

Reserve Assets

12m-rolling GDP (USDmn)
Balance as % of GDP (12m)

77,272
-3.6%

Source: TPCG Research based on BCU
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The tightening CA deficit
partly explains the relatively
flat performance of the FX,
while the financial account
continued to prove
supportive, even if FDI is
starting to lose steam after
peaking in 3Q23.

The tightening CA deficit partly explains the relatively flat performance of the FX, while the
financial account continued to prove supportive, even if FDI is starting to lose steam after
peaking in 3Q23. The performance of the current account during 2023 was foreseeable, posting
a very weak first nine months of the year, followed by a relatively stronger 4Q23, which was aided
by the baseline effect, as the 4Q22 CA print was very unsupportive. During 2023 exports were hit
very hard by climatic factors and prices, plummeting by nearly USD2bn. Still, import dynamics,
the services balance, and primary income managed to mostly offset this drop, as the current
account balance did not deteriorate significantly relative to 2022, mostly accounted for by a strong
4Q23 and a very weak 4Q22. During this period, the performance of the FX was robust, even
appreciating by 2.5% in nominal terms during 2023. Its performance was in turn supported by
massive FDI inflows, which posted a significant increase relative to 2022. Specifically, direct
investment rose by USD1.3bn relative to 2022. However, the peak in FDI was perceived in 3Q23,
when the 12m rolling figures amounted to USD5.1bn. This figure was watered down significantly
by the inclusion of the 4Q23, as it dropped to USD4.3bn. So, we find that, during the first three
quarters of the year, the financial account via FDI managed to plug the gap caused by a widening
CA deficit generated by the drought. However, this trend reversed in 4Q23, with a much more
solid CA print managing to hold down the fort, while FDI figures started to dissolve. We believe
this dynamic is strongly indicative of the performance of the external sector in 2024. With the UPM
Il project already completed, and exports bound to recover after the drought, especially agri-flows,
we expect FDI figures to continue deteriorating going forward, weakening which should be
compensated by a tighter current account deficit throughout the year.

Figure 3: FDI support started to waver, while the CA recovered some

ground, even amidst relatively weak international prices.
FDI | 12m-rolling USDmn Uruguay Export price Index | USD/Tn
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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 (i) 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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