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The challenge is to accelerate growth

Uruguay’s economy continues to benefit from strong macroeconomic fundamentals,
controlled inflation, and favorable access to financing. However, it faces the challenge
of boosting investment to raise productivity and ignite new drivers of growth.

Uruguay continues to stand out in the region due to the strength of its economic fundamentals,
institutional quality, and the credibility of its economic policies. In a global environment marked by
heightened geopolitical uncertainty, volatility in energy markets, and a gradual slowdown in
global growth, the country maintains a favorable relative position, reflected in low sovereign risk
levels and continued access to international financial markets.

Nevertheless, the main challenge facing the Uruguayan economy is no longer macroeconomic
stability, but rather its ability to increase potential growth. Over the past two decades, the country
benefited from a favorable international environment, high commodity prices, and substantial
inflows of foreign direct investment. While these factors remain important strengths, they no
longer provide the momentum required to sustain a higher trend growth rate. As a result,
Uruguay currently faces what is commonly referred to as the middle-income trap, namely
structural constraints associated with low productivity and insufficient investment levels to
support stronger economic expansion.

The growth outlook of 1.3% in 2026 and 1.8% in 2027 remains positive, although moderate and
below estimated potential growth of 2.1%. Economic activity will continue to be supported
primarily by private consumption and exports, while the recovery in investment is expected to
remain gradual. Recent indicators point to some improvement in industrial activity, exports, and
domestic demand, reducing the risk of a sharper slowdown. However, no new growth drivers
have yet emerged that could significantly improve the long-term growth trajectory.

Investment therefore remains Uruguay’s main structural challenge. Despite the country’s
institutional and financial stability, several factors continue to constrain the development of new
projects, in addition to low productivity, including the small size of the domestic market, high
operating costs, and still-limited international integration. In this context, initiatives related to the
energy transition, particularly green hydrogen projects, represent some of the most significant
opportunities to stimulate investment, although their development continues to face delays
associated with technological, cost, and commercial-scale challenges.

On the external front, Uruguay maintains a solid position. Goods exports remain concentrated in
agro-industrial products and a limited number of destination markets, but service exports are
becoming increasingly important, particularly those linked to business, technology, and
professional services. This diversification has contributed to strengthening foreign exchange
generation and partially reducing dependence on traditional commodity cycles. The current
account remains at manageable levels and does not constitute a significant source of
macroeconomic vulnerability.

Against this backdrop, the Mercosur—European Union agreement takes on strategic importance.
For Uruguay, the agreement’s main potential benefit lies not only in improved market access, but
also in the expansion of economic scale that it could generate for companies and investors.
Greater international integration would enhance the attractiveness of export-oriented projects,
encourage foreign direct investment, and contribute to higher productivity. Given the relatively
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small size of the domestic market, international integration remains one of the key tools for
overcoming scale constraints.

From a fiscal perspective, the challenge is to advance toward sustainable public finance
consolidation in an environment of slower-than-budgeted growth and significant expenditure
rigidities. This fiscal dynamic leads us to expect a deficit of 4.7% of GDP this year and 4.6% in
2027 (excluding the Social Security Fund), assuming a strategy based on gradual expenditure
restraint and highly efficient management of public resources, rather than revenue increases or
abrupt spending cuts. The recent modification of the fiscal rule introduces an explicit anchor for
the public debt trajectory, strengthening the medium-term sustainability framework while
providing greater flexibility for managing the economic cycle.

Inflation, meanwhile, has undergone a pronounced deceleration process since the first quarter of
2025, when it stood at 5.7% year-over-year, reaching a low of 2.9% year-over-year in March of
this year, largely driven by lower tradable goods inflation. This path not only pushed inflation
below the midpoint of the Central Bank of Uruguay’s target range but also reached its lower
bound, highlighting a significant deviation from the monetary authority’s 4.5% objective. This
prompted a substantial monetary easing cycle, with a cumulative 175-basis-point reduction in two
meetings -the December 23, 2025 meeting and the extraordinary off-schedule meeting held on
March 3, 2026- bringing the monetary policy rate to 5.75%.

Prices subsequently moved higher, partly due to expectations of peso depreciation and its impact
on tradable goods prices, and later due to the effects of the conflict in the Middle East,
particularly through higher fuel and transportation costs. We expect inflation to accelerate to
4.5% by year-end. Under this scenario, the monetary authority is expected to keep the policy rate
unchanged for the remainder of the year. Inflation expectations remain well anchored, and
convergence across different economic agents has increased the effectiveness of monetary
policy, which continues to strengthen, reflecting the Central Bank’s commitment and sound policy
management.

Regarding the exchange rate, in a context of strong macroeconomic fundamentals, a weaker
U.S. dollar, and positive domestic real interest rates, the peso appreciated from early 2025 until
the global reversal in the dollar trend and the Central Bank’s rate cuts during the first quarter of
2026. These global and domestic developments are moving in the same direction, putting
upward pressure on the exchange rate, which we expect to reach UYU 41 per U.S. dollar by
December. This adjustment has allowed Uruguay to recover part of its external competitiveness,
as evidenced by the 8% improvement in the real exchange rate between April 2026 and
December 2025, rising to 14% when measured against the regional index.

Risks and outlook

The balance of risks remains tilted toward developments in the global environment. Persistent
geopolitical tensions in the Middle East could generate renewed pressure on oil prices and global
logistics costs, affecting both inflation and economic activity. Another key risk to monitor, given its
relatively high probability of materialization, is a severe climate event associated with the El Nifio
phenomenon, which could negatively affect sectors that are particularly important for the
Uruguayan economy, especially agriculture, logistics, and related commercial activities.

In summary, Uruguay maintains a solid and stable macroeconomic position, characterized by
controlled inflation, balanced external accounts, and favorable access to financing. However, the
central challenge for the coming years will be to transform this stability into a platform for
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stronger and more sustained growth. Achieving this objective will require higher investment,
stronger productivity growth, deeper international integration, and conditions that allow the
economy to expand its scale and strengthen its long-term growth capacity.

Macroeconomic Forecast

Variation YOY 2025 2026 (f)

GDP (% yoy)

2027 (f)

3.3 1.8 1.3 1.8
Inflation (% yoy, eop) 55 3.7 4.5 4.5
Inflation (% yoy, ave) 4.8 4.7 3.9 4.1
Exchange Rate (vs. USD, eop) 43.9 392 41.0 427
Exchange Rate (vs. USD, ave) 40.2 41.1 40.1 41.9
Policy Monetary Rate (%, eop) 8.8 7.5 5.8 6.0
Policy Monetary Rate (% ave) 8.6 8.7 58 6.0
Private Consumption (% yoy) 1.7 21 15 1.6
Public Consumption (% yoy) 20 1.8 1.8 1.1
Investment (% yoy) -6.7 4.3 -4.6 14
Unemployment Rate (% eop) 7.4 7.2 7.5 7.9
Global Fiscal Balance (% GDP) * 45 4.8 47 4.6
Current Account (% GDP) 08 0.4 11 1.4

* Consolidate exc Social Security Fund

Source:: BBVA Research
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources
we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context
or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aware
that under no circumstances should they base their investment decisions on the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information needed
for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.



