Rating Action: Moody's upgrades Uruguay's sovereign ratings to Baa3
from Ba1; outlook remains positive
Global Credit Research - 31 Jul 2012
New York, July 31, 2012 -- Moody's Investors Service has upgraded to Baa3 from Ba1 the government of Uruguay
local- and foreign-currency bond ratings. The outlook remains positive.
Key drivers of today's rating action include:
1. A sovereign credit profile that, in general terms, has come in line with that of Baa-rated investment-grade
countries;
2. Steady improvement in Uruguay's fiscal metrics coupled with a significant strengthening of the government's
balance sheet;
3. Reduced credit vulnerabilities to regional shocks in light of increased diversification and ample liquidity buffers.
RATINGS RATIONALE
Uruguay's income level is above the median for the Baa peer group. The economy's performance has been
characterized by robust growth over an extended period of time with GDP reporting average annual growth of more
than 6% during 2004-2011.
Uruguay's economic fundamentals have strengthened and potential growth has increased underpinned by an
upward shift in total factor productivity. As a result, the economy is capable of reporting higher growth rates on a
sustained basis, a condition that benefits Uruguay relative to peers.
Fiscal metrics have shown steady improvement reporting gradual convergence with Baa medians. The government
accounts reflect a strong commitment to fiscal responsibility and strict compliance with targets set in the multi-year
budget framework. Since 2004, government deficits have been on the order of 1% to 2% of GDP, with primary
balances exceeding 1% of GDP. The central government's debt ratio has moved below 40% of GDP after reaching
nearly 80% in 2004.
Moody's anticipates that positive trends will persist, leading to additional reductions in government debt indicators in
the coming years.
The credit resiliency of the government's balance sheet is strongly supported by a debt structure that incorporates a
maturity profile exceeding that of most Baa-rated countries - average debt maturity stands at some 11 years. The
government faces moderate refinancing risks: gross financing needs are among the lowest for all sovereigns rated
by Moody's coming to 3% of GDP annually.
A strong institutional feature of Uruguay is its conservative fiscal management. An attitude of extreme risk aversion
on the part of the authorities has led to a substantial build up of financial buffers that make the government capable
of handling adverse shocks, including those associated with severe stress scenarios.
A high level of precautionary liquidity reserves -- equivalent to 6% of GDP -- combined and contingent credit lines
with multilateral banks provide ample coverage against events that could restrict government access to markets,
placing Uruguay in a stronger position when compared to similarly rated countries.
While potential credit risks derived from the country's character as a small open economy and its commodity
dependence are lower than before, vulnerabilities continue to be present. Moody's recognizes that the country's
exposure to some of its less-stable neighbors has been reduced and that diversification of its export base mitigates
concentration risks. Still, regional contagion remains an important challenge for policy makers and fluctuations in
commodity markets pose non-negligible risks.

Moody's indicated that credit vulnerabilities derived from the government's exposure to foreign currencydenominated debt are mitigated in part by asset holdings that reduce the potential impact of exchange rate shocks
on the sovereign's balance sheet. Additionally, liability management operations have been effective in lowering the
share of foreign-currency debt with two transactions carried during the last eight months moving it to the 50% mark.
While credit risks related to the level of debt dollarization are already captured by both the current rating and the
positive outlook, Moody's indicated that dollarization will likely constrain the potential upside for Uruguay's ratings
over the medium term.
WHAT COULD MOVE THE RATING UP/DOWN?
While no single condition would be sufficient to modify Uruguay's sovereign rating, elements that will be monitored
on an ongoing basis to determine if the positive outlook can eventually lead to higher ratings include:
• The economy's ability to avoid sharp growth deceleration in an environment that will be characterized by less
favorable economic and financial external conditions during the next 12-18 months, the time period associated with
the current outlook horizon;
A fiscal performance associated - at most - with modest deviations on the government accounts with respect to
targets set in the medium-term budget framework;
• Evidence of continued diversification in Uruguay's export base that contributes to reduce further concentration
risks.
Even though a downgrade is unlikely given the positive rating outlook, elements that could trigger negative rating
actions include:
• A reversal of the declining trend in foreign currency-denominated debt that takes the corresponding share above
the 50% mark;
• Growing macroeconomic imbalances (i.e., current account deficit, inflation, etc.) associated to persistent abovetrend growth;
• Deterioration of the underlying (structural) fiscal balance
As part of the rating action, Uruguay's country ceiling for foreign-currency deposits was upgraded to Baa3 from Ba2
in line with Moody's practice of aligning foreign-currency deposit ceilings with government ratings for investment
grade countries -- the country ceiling foreign-currency bonds remains at Baa1.
The local currency country ceilings for both bond and deposits were downgraded to Baa1 from A3 to reflect a
relatively high degree of correlation between foreign-currency and local-currency ratings, given a highly dollarized
financial system.
Additionally, the short-term foreign-currency country ceiling for deposits was changed to P3 from NP, and the foreigncurrency country ceiling for bonds to P2 from P1.
The last rating action on the government of Uruguay was implemented on January 26, 2012 when Moody's assigned
a positive outlook to Uruguay's sovereign ratings.
The principal methodology used in this rating was Moody's Sovereign Bond Methodology published in 2008. Please
see the Credit Policy page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
The Global Scale Credit Ratings on this press release that are issued by one of Moody's affiliates outside the EU
are endorsed by Moody's Investors Service Ltd., One Canada Square, Canary Wharf, London E 14 5FA, UK, in
accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating Agencies. Further
information on the EU endorsement status and on the Moody's office that has issued a particular Credit Rating is
available on www.moodys.com
For ratings issued on a program, series or category/class of debt, this announcement provides relevant regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of

debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody's rating practices. For ratings issued on a support provider, this announcement provides relevant regulatory
disclosures in relation to the rating action on the support provider and in relation to each particular rating action for
securities that derive their credit ratings from the support provider's credit rating. For provisional ratings, this
announcement provides relevant regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodys.com.
Information sources used to prepare the rating are the following : parties involved in the ratings, parties not involved
in the ratings, public information, and confidential and proprietary Moody's Investors Service information.
Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.
Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient quality
and from sources Moody's considers to be reliable including, when appropriate, independent third-party sources.
However, Moody's is not an auditor and cannot in every instance independently verify or validate information
received in the rating process.
Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts of interests.
Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major shareholders
(above 5%) and for (B) further information regarding certain affiliations that may exist between directors of MCO and
rated entities as well as (C) the names of entities that hold ratings from MIS that have also publicly reported to the
SEC an ownership interest in MCO of more than 5%. A member of the board of directors of this rated entity may also
be a member of the board of directors of a shareholder of Moody's Corporation; however, Moody's has not
independently verified this matter.
Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com for further
information on the meaning of each rating category and the definition of default and recovery.
Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the rating history.
The date on which some ratings were first released goes back to a time before Moody's ratings were fully digitized
and accurate data may not be available. Consequently, Moody's provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page on our website
www.moodys.com for further information.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity
that has issued the rating.
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Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit
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