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URUGUAY STRATEGY 
 
As we bid farewell to 2023 and gear up for a brief summer break, it is an opportune moment to reflect and 
strategize for the coming year. 2024 beckons with the promise of being, in a word, entertaining. A series of 
significant events are set to punctuate the year, potentially setting new benchmarks. The anticipated paradigm 
shift under Argentina's new leadership, combined with national presidential elections in October and the U.S. in 
November, could potentially upend the current global equilibrium. Concurrently, the agro-export sector is striving 
to bounce back from drought impacts while pinning hopes on China's economic resurgence. Reflecting on the past 
year, it presented a mixed bag of achievements and challenges. Key indicators varied markedly between the first 
and second halves. The economy initially shrank but showed recovery signs in the third quarter. Inflation, which 
had been consistently decreasing, has recently shown signs of resurgence, presenting the central bank with new 
challenges. Fiscal result deteriorated in October, and fiscal management will continue to be a contentious issue, 
especially for a government championing fiscal prudence and public fund stewardship. Employment and wage 
growth in recent months have been surging, bolstering the government's reelection bid, even in the absence of a 
standout candidate. We recommend a shift in local currency debt preferences from nominal to inflation-linked 
securities, as inflation is expected to rise and fight to stay within target. The longer duration of linkers would favor 
of potential rate cuts and could provide a volatility cushion for unwanted electoral results. 

The year-end inflation figures are set to be the lowest since 2005. After dropping to 3.9% y/y in September, 
inflation edged closer to 5% in November. Last month's price increase of 0.34% m/m aligned with analysts' 
predictions. Similarly, core inflation climbed by 0.31% m/m, culminating in a 4.26% rise over the past year. This trend 
suggests that managing inflation has been a significant triumph for the current government. Several factors have 

Exhibit 1. Inflation rose in November. 
y/y Inflation and CBU’s target range 

 
Source: INE 
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driven inflation towards this year-end figure of around 5%. The Central Bank of Uruguay's (CBU) monetary policy 
over the past 18 months has been a critical factor, despite facing criticism from the opposition and export sectors. 
The CBU maintained its course, witnessing quicker results than anticipated. The monetary policy rate escalated 
from 4.5% in August 2021 to 11.5% by December 2022, effectively reducing inflation from 10% to 3.9%. Since April, 
the CBU has been gradually lowering the interest rate, ending the year at 9.25%. The monetary policy report's dot 
plot anticipates approximately 100 basis points in rate cuts next year. However, with inflation expectations 
remaining above the target range's upper limit, a shift from contractionary to expansionary monetary policy could 
lead to higher inflation rates. The CBU plans to continue its easing policy, a trend expected to be mirrored globally, 
essentially reversing previous economic tailwinds. Additionally, the disinflationary trends observed globally in 2023 
are likely to recede as the supply shock that initially drove inflation has subsided, and its counteracting effects are 
diminishing. While significant progress has been made, particularly in transitioning from monetary aggregate to 
interest rate management, structural changes are still partially implemented, as indicated by analysts' and 
business leaders' expectations. Facing a shift from tailwinds to headwinds next year, the CBU will likely find it 
challenging to keep inflation within desired limits, especially considering the electoral year's typical constraints 
against measures needed to lower inflation.  

Activity will continue its recovery at least through the first half of the year. The economic activity bounced back 
growing by 1% q/q in Q3, after falling in Q2. Even though there was an improvement in the last quarter, GDP levels 
remain 0.2% below Q3 2022 and average growth throughout the year is expected to be below 1%. Exports grew for 
the second consecutive time compared to the same month from the previous year, showing that the sector is 
moving forward after the drought that took place between Q3 2022 and Q1 2023. Moreover, advanced December 
data point to a double-digit growth during the month. During Q3, exports of goods and services fell by 9.2% y/y, 
with imports growing by 5%, contributing to a -4.3% GDP growth during that period. On the positive side, 
consumption continued its solid trajectory, despite the exchange rate differential with neighboring countries. 

Exhibit 2. GDP grew on a q/q basis but remains below last year’s level. 
GDP growth q/q and y/y 

 
Fuente: BCU 
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Household consumption grew by 3.4%, whilst the government’s increased by 2.7%. We expect this tendency to 
continue throughout the year, employment remains in a solid trajectory, with salaries increasing above inflation. 
Moreover, the cross-border consumption with Argentina will favor from the newly elected government in the 
neighbor country. The official FX has depreciated by 55% the week after the election, and prices of goods services 
that were fixed have been released, driving inflation to 1% daily during the first two weeks of December. This should 
help correct the price imbalance in border cities which was heavily affecting retailers in the area. Investment 
bounced back as gross capital formation increased by 9.1% y/y after falling by 7.1% last quarter.         

Employment figures retraced in November but will close the year on a high note. In the past month, the activity 
rate declined from 64.1% to 63.7%, marking its lowest point since August. Simultaneously, the employment rate 
saw a slight decrease from 58.6% to 58.4%, although the unemployment rate also dipped from 8.6% to 8.3%. Despite 
these setbacks in November, the job market has generally maintained robust performance throughout the year, 
even as economic growth has been sluggish. On average, the year is expected to yield around 40,000 new jobs, a 
figure consistent with that of 2022. Post-pandemic, activity rates have rebounded, reaching their highest levels 
since 2016. The next goal should be to reduce the unemployment rate to around 7%, echoing the lowest rates of 
the previous electoral cycle. Additionally, the wage bill is currently at an all-time high, evidenced by the highest ever 
number of employed individuals and a 4.6% real wage increase over the past year. Looking ahead to 2024, we 
anticipate a continued recovery in employment levels, albeit at a slower rate, coupled with ongoing real wage 
growth, which may contribute to heightened inflationary pressures.  

The fiscal deficit rose to 4.4% in October. Even though we expect the fiscal deficit to inertially improve due to 
higher inflation and a higher tax revenue during the year, the current level matches December’s 2019 and could be 
used as a silver bullet for the opposition during the electoral campaign. One of the current government’s strongest 
focuses in the 2019 electoral campaign was the mismanagement and excessive spending from previous 

Exhibit 3. Employment debilitated during November.  
Activity, Employment and unemployment (RHS) rates 

 
Fuente: INE 
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administrations. Not only internal audits have not found anything illegal on how public funds were used, but the 
fiscal deficit is on its way to show little to no improvement in the entire cycle. Even though extraordinary events 
such as the pandemic first and the drought later made the government incur in temporary expenses and led to 
lower tax collections, it will be very hard to convince the electorate that the GDP is running below its potential level 
and the structural fiscal result is running at a much lower level.   

In conclusion, the upcoming electoral year presents a critical test of the government's dedication to the country's 
long-term prosperity. Given that current surveys overwhelmingly favor the opposition in the October elections, the 
temptation to adopt populist measures will be strong. Historically, electoral years tend to see fiscal performance 
decline by more than 1% of GDP on average. The CBU forecasts rate cuts of 100 basis points, with expectations 
remaining above the upper limit of the target range and the present monetary policy rate hovering near its neutral 
estimated level. In light of these factors, we advise giving preference to inflation-linked securities over nominal 
local currency bonds. The longer average maturity of these inflation linkers positions them well to benefit from 
potential rate cuts and offers a safeguard against the possibility of elevated inflation levels next year. Ultimately, 
we anticipate that the local currency will align with the general trend of price increases in the economy, depreciating 
at a rate comparable to inflation. Following a robust performance in 2022 and a stable 2023, foreign exchange 
trends are likely to shift as the appeal of local currency instruments diminishes compared to their attractiveness 
12 months ago, reducing their demand in the domestic market. 

 

 

 

Exhibit 4. Projections 

Inflation 2022 2023 2024 2025 
MEF 8.1% 6.7% 5.8% n/a 
BCU 8.1% 5.7% 5.0% n/a 

Mkt Consensus 8.1% 5.2% 6.5% 6.1% 
Latin Securities 8.1% 5.1% 5.5% 5.4% 
          

GDP growth 2022 2023 2024 2025 
MEF 4.9% 1.3% 3.7% 3.1% 
BCU 4.9% 1.0% 4.0% 4.0% 

Mkt Consensus 4.9% 0.8% 3.1% 2.5% 

Latin Securities 4.9% 1.0% 3.5% 3.0% 
          

Exchange Rate 2022 2023 2024 2025 

MEF 40.1 41.9 44.5 n/a 
Mkt Consensus 40.1 39.8 42.0 44.8 

Latin Securities 40.1 40.0 42.5 45.0 

 

Source: CBU, Latin Securities, MEF 
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Important Information 

Important Investor Disclosures 
This report was prepared by Latin Securities S.A. Corredor de Bolsa, a broker-dealer registered at Banco Central del Uruguay (BCU) under identification number 7618. 
Latin Securities S.A. Corredor de Bolsa is domiciled at Dr. Gabriel Otero 6502, Montevideo, Uruguay (Tel: +26052281) 
 
1. This report is provided for informational purposes only and does not constitute or should not be construed as an offer to buy or sell or solicitation of an offer to buy 
or sell any financial instrument or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to be reliable as of the date on 
which this report was issued and has been obtained from public sources believed to be reliable. Neither Latin Securities S.A. Corredor de Bolsa nor any of its subsidiaries 
and affiliates make any representation or warranty, express or implied, as to the completeness, reliability, or accuracy of such information, nor is this report intended to 
be a complete statement or summary of the securities, markets or developments referred to herein. Opinions, estimates, and projections expressed herein constitute 
the current judgment of the analyst responsible for the substance of this report as of the date in which it was issued and are therefore subject to change without notice. 
Prices and availability of financial instruments are indicative only and subject to change without notice. Latin Securities S.A. Corredor de Bolsa has no obligation to update, 
modify or amend this report and informs the reader accordingly, except when terminating coverage of the companies discussed in the report. 
 
2. The analyst responsible to produce this report hereby represents that the views expressed herein accurately and exclusively reflect his or her personal views and 
opinions about any and all of the subject companies or securities and were prepared independently and autonomously. Because the personal views of analysts may 
differ from one another, Latin Securities S.A. Corredor de Bolsa, may have issued or may issue reports that are inconsistent with, and/or reach different conclusions 
from, the information presented herein. 
 
3. Equity analysts and their staff at Latin Securities S.A. Corredor de Bolsa are compensated based on a salary and bonus system. Several factors are considered in the 
bonus determination including quality and performance of research product, the analyst’s success in rating stocks versus an industry index, and support effectiveness 
to trading and the retail and institutional sales forces. Other factors may include but are not limited to: overall ratings from internal (other than investment banking) or 
external parties and the general productivity and revenue generated in covered stocks. However, the analyst responsible for the content of this report hereby represents 
that no part of his or her compensation was, is, or will be directly or indirectly related to any specific recommendation or views contained herein or linked to the pricing 
of any of the securities discussed herein. The analyst declares that (s)he does not maintain any relationship with any individual affiliated with the companies or 
government and does not receive any compensation for services rendered to or have any commercial relationship with the company or any individual or entity 
representing the interests of the company. The analyst and any member of his/her household do not hold, directly or indirectly, more than 5% of their personal net worth 
in any securities issued by the companies or government analyzed in this report in his/her personal investment portfolio, nor is (s)he personally involved in the acquisition, 
sale or trading of such securities in the market. Neither the analyst nor any member of the analyst’s household serves as an officer, director or advisory board member 
of the companies analyzed in this report. 
 
4. Neither Latin Securities S.A. Corredor de Bolsa nor their employees, beneficially own 1% or more of any class of common equity securities of the companies analyzed 
in this report. In addition, neither Latin Securities S.A. Corredor de Bolsa nor its affiliates: (a) have managed or co-managed a public offering of securities for the companies 
in the past 12 months; (b) have received compensation for investment banking services from the companies in the past 12 months; or (c) expect to receive or intend to 
seek compensation for investment banking services from the companies within the next 3 months. 
 
5. General Risk Factors: Following are some general risk factors that pertain to the businesses of the subject companies and the projected target prices and 
recommendations included on Latin Securities S.A. Corredor de Bolsa research: (1) Industry fundamentals with respect to customer demand or product / service pricing 
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could change and adversely impact expected revenues and earnings; (2) Issues relation to major competitors or market shares or new product expectations could change 
investor attitudes toward the sector or this stock; (3) Unforeseen developments with respect to the management, financial condition or accounting policies or practices 
could alter the prospective valuation; (4) External and regulatory factors that affect the Argentinean economy, interest rates, the FX rate or major segments of the 
economy could alter investor confidence and investment prospects; or (5) issues that could affect markets in which the covered companies operate. International 
Investments involve additional risks such as currency fluctuation, differing financial accounting standards, and possible political and economic instability. 
 
6. The financial instruments discussed in this report may not be suitable for all investors. This report does not take into account the investment objectives, financial 
situation or particular needs of any particular investor. Investors should obtain independent financial advice based on their own particular circumstances before making 
an investment decision based on the information contained herein. If a financial instrument is denominated in a currency other than an investor’s currency, a change in 
exchange rates may adversely affect the price or value of, or the income derived from, the financial instrument, and the reader of this report assumes any currency risk. 
Income from financial instruments may vary and their price or value, either directly or indirectly, may rise or fall. Past performance is not necessarily indicative of future 
results, and no representation or warranty expressed or implied is made herein regarding future performances. Latin Securities S.A. Corredor de Bolsa does not accept 
any liability whatsoever for any direct or indirect or consequential claim, cost, loss, or expense arising from any use of this report or its content. 
 
7. This report is provided to clients of Latin Securities S.A. Corredor de Bolsa only for your personal, non-commercial use. Except as expressly authorized by Latin 
Securities S.A. Corredor de Bolsa, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate, or commercially 
exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior express wrote consent of Latin Securities S.A. 
Corredor de Bolsa. You also agree not to use the information provided in this report for any unlawful purpose. 
 
This report and its contents are the property of Latin Securities S.A. Corredor de Bolsa and are protected by applicable copyright, trade secret, or other intellectual 
property laws. 
Additional information relative to the financial instruments discussed in this report is available upon request. 
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