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Dynamic domestic demand will be the main driving force of
the economy in 2010, for which we forecast growth of 5.8%.

Inflationary pressures will tend to moderate over the rest of
the year, but expectations are slightly above the new Central
Bank target for 2011.

The fiscal balance will improve over the next three years in
response to the program of spending restrictions proposed
by the government, with fiscal policy moving towards more
neutral ground.

Monetary policy faces the dilemma of maintaining a
commitment with the inflation target while avoiding upward
pressure on the exchange rate.
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1. Challenges for global recovery

In recent quarters, the cyclical situation has improved considerably due to the upturn in emerging
economies and in the U.S. World trade is growing at a rate of 7% and our forecasts suggest there
will be 4.2% growth in the world economy in 2010. However, over the past few months doubts remain
regarding the EMU’s capacity to tackle the problem of high debt levels in some countries. These
doubts have led to an increase in sovereign spreads and a new period of financial instability. The
severe fiscal adjustments in European countries will have an impact on the region’s growth in 2010 and
could have repercussions in the rest of the world, especially if there is contagion in financial systems.
The timing and the scope of these adverse impacts will crucially depend on the effectiveness of the
announcements that the European Council made on 9 May regarding the agreed rescue packages and
the ECB’s exceptional measures. In spite of these measures, uncertainties still lurk on three fronts: i)
the rescue package implementation process over the coming months; ii) the credibility of the additional
fiscal consolidation in some EMU countries; and iii) the commitment of core EMU countries to the
rescue packages in the medium term.

While economic recovery has been widespread at the start of 2010, its intensity varies widely between
countries. This is due to the varying degrees of use of fiscal and monetary policies. These policies
have been particularly effective in driving the economic cycle in China and the U.S. At the same
time, emerging economies are benefiting from a stronger domestic demand and the recovery in this
region seems to be much more consolidated. However, in developed economies, as the expansionary
policies ease, there are doubts regarding the sustainability of the recovery beyond 2010.

The Fed is expected to push interest rates up gradually. The first rises are predicted for the start of 2011,
with rates slightly above 1% by the end of that year. The differences in the economic fundamentals in
the U.S. and the EMU will lead to different monetary policy exit strategies in the two regions. Although
economic growth could be slow from 2010 onwards, the risk of a reversal of the current trend is limited
in the U.S. and inflationary pressure is still at a very early stage. In contrast, in the EMU, as well as a
much more fragile financial situation, the cyclical improvement seems to be uncertain and there are
no indications of inflationary pressure. As regards monetary policies in emerging economies, there
is no doubt that they need to be toughened. Given the cyclical discrepancies in this region, the exit
strategies will vary from country to country. If monetary policy is not made stricter and other measures
are not implemented in time, imbalances could be generated in the medium term.

At times of greater risk aversion, financial markets tend to be more forward-looking. Financial markets
are efficient when it comes to detecting inconsistencies in macroeconomic policies that usually go
unnoticed in times of economic boom. In spite of the substantial rescue package agreed in Europe,
significant risk premiums will persist on the sovereign debt market in some European countries in
the midst of uncertainties regarding fiscal consolidation processes. The growing contagion has been
clear proof of the fragility of the current situation. Economic history is full of examples of “unfounded
contagions” from country to country in times of crisis. In these cases, geographical proximity or cyclical
similarities are more important than differences in terms of fundamentals. In fact, the current contagion
situation is not completely justified by either the financial channel spurred by the breakout of the crisis
in Greece or by any similarity in terms of fundamentals. Even though this may be cause for debate,
there is a compelling need for some countries to increase their credibility in order to resist pressure
from international investors.

There is growing concern over the long-term consequences of increases in public debt. This will
inevitably lead to upward pressure on real interest rates and high risk premiums for a long time. Even if
the recent contagion gradually fades, there will be growing discrimination between countries depending
on the credibility of their fiscal situation.

There are two main types of uncertainty arising from the financial sector. First, the slow restructuring of
the financial industry, especially in Europe, could result in a creditless recovery. This is an increasing
concern, because past experience and empirical evidence show the importance of the credit channel
in the early stages of economic recovery. There is also uncertainty over the regulatory reform that is
already underway. The most likely result is a significant increase in capital and liquidity requirements,
which could limit banks’ lending capacity over the coming years.
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2 .Uruguay grows above its potential again, with
good fundamentals

After managing to elude the recession that had been on the horizon since the middle of last year and
achieving a rate of GDP growth of 2.9% in 2009, this year Uruguay will grow by 5.8%. On the supply
side, the drought that ravaged the country in 2008 and 2009 has now receded, leading to a forecast
improvement in the agricultural sector (particularly in beef, corn and soy) and a return to normal in
hydroelectric generation.

On the demand side we expect a significant growth in exports, given the buoyant economies of
Uruguay’s main trading partners. However, private consumption will be the main driving force of the
economy, thanks to the improvement in confidence and employment (up 2% y/y in 2010) and a growth
in real wages in the private sector of around 4%.

Uruguay continues to be a good environment for business. The new government has strengthened this
message to attract foreign investors, so we forecast that investment will grow at rates above GDP in
the next two years. The announcements of committed investments over the coming years are focused
on the cellulose pulp, electricity and auto parts sectors.

Public spending will grow at a slower rate, in line with the budget presented by the new government
for the 2010-2014 period, which aims to regularize the fiscal accounts and lower the burden of public
debt. Without the need to carry out a counter-cyclical policy this year, or subsidize electricity tariffs as
in 2009, the government aims to moderate increases in real public sector wages and pensions, to limit
public spending as a proportion of GDP.

Chart 1
Uruguay: Contributions to GDP (% yoy)
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In a context of greater growth, new fiscal forecasts point to an increase in the primary surplus to 1.7%
of GDP for 2010, with an operational deficit of 1.3% of GDP due to the greater burden of interest
(3% GDP). From now on, we expect the public accounts to consolidate their improvement as a less
expansive spending policy is executed according to government proposals, limiting the fiscal deficit to
under 0.5% of GDP.

Since last year, the government has been executing a financing policy to ensure the provision of funds.
It has issued USD 500 million in debt as well as having access to funds from multilateral institutions
of USD 320 million, which are more than sufficient to cover the gap in the public sector accounts this
year. The government plans to continue with the same policy of preventive debt in 2010. It will focus on
achieving an optimum combination between multilateral and private debt aimed to reduce the financial
burden.
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Table 1

Central Government Flow of Funds (USD Million)
2009 2010 2011
Uses 1,817 2,081
Interest Payments 979 984
Amortizations 669 1,048
Loans 229 274
Bonds 440 774
Others 168 49
Sources 1,817 2,081
Primary Surplus 350 450
Multilaterals Disbursements 320 261
Issuances 500 1,300
Others 149 0
Use of Assets* -928 498 70
Central Government Account 1,509 1,011 941

*Positive indicates a reduction in reserves
Source: Debt Management Unit, Uruguay

The need for more imports of capital goods and supplies as a result of the robust growth expected in
2010 and boosted by relatively cheaper imported consumer goods (with a better exchange rate) will
lead to a negative balance of trade. This in turn involves current account deficits of the order of 1.6% for
2010 and an increase in future years. Thanks to Uruguay’s financial stability, it has had a significant and
growing flow of FDI in recent years. This has been sufficient to finance the whole current account deficit.

3. Deterioration in the international and regional
scenario would impact recovery

As Uruguay is a small and open economy, it is not immune to international financial shocks and in fact
shows a great sensitivity to changes in regional economic conditions. If the recent risk aversion arising
from increased sovereign risk in Europe continues, a global slowdown combined with more restrictive
monetary policies in China could lead to a lower demand for Uruguayan exports, boosted by reduced
growth in Argentina and Brazil. The negative effect on the foreign balance would be increased if at the
same time there was a major correction in commodity prices, although this appears rather unlikely at
the moment.

In this scenario on the foreign front, the Uruguayan economy would register lower than expected
rates of growth, and the fiscal position would also deteriorate due to a reduction in tax revenues and
the upward impact of social benefit payments on primary expenditure. The initial effect of a fall in oil
prices that benefits the results of public importing companies is balanced by future quarters of lower
performance of the central government balance.

Although Uruguay has progressed in improving the profile of its debt maturities and reduced the share
of public debt in dollars, it is still vulnerable to exchange rate volatility, which could trigger a situation
of extreme risk aversion and capital flight if the international crisis deepens. It is therefore important
to continue to progress in reducing the ratios of gross debt to GDP (69% in December 2009) by more
ambitious fiscal targets that reduce financing costs. Given the sensitivity of the results in the public
sector to climatic factors affecting energy generation, it would also be a good idea to create an anti-
cyclical fund to ease the fiscal deterioration in years of drought.
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4. The Central Bank’s dilemma: between the
exchange rate and inflation

Inflation remained within the Uruguayan Central Bank targets in 2009 (5.9% to December), but in the
1st quarter of 2010 prices accelerated, in particular in some regulated items, which led to a 7.1% year-
on-year increase in the CPI . The increase in core inflation due to the general level of prices indicates
that the phenomenon is not due to seasonal factors and reflects a significant recovery of domestic
demand. In addition, in 2010 prices of imported products will not contribute to a reduction in inflation,
given the moderate nominal appreciation in the Uruguayan peso. We estimate that CPI growth in 2010
will be 6.5%, as the recent increases will be mitigated by the slowdown in administered prices for the
rest of the year, at under the 7% threshold of the Central Bank’s target band.
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However, inflationary expectations for the next 12 months are not well anchored, and above the target
range that the Central Bank reduced to 4-6% for mid-2011. The monetary policy rate (MPR) was
revised down by 175 pp in December 2009, and it remained in slightly negative territory in real terms in
the early part of the year. Given the basically neutral character of the fiscal policy forecasts, the need to
withdraw stimuli for demand and move towards a less expansive monetary policy will require a gradual

increase in the monetary policy rate to 7% by the end of the year, which would leave the MPR above
inflationary expectations.

This will test the Central Bank’s commitment to the policy of inflation targets, as the rise in interest
rates would boost upward pressure on exchange rates generated by the favorable perspectives of the
Uruguayan economy. Competitiveness has been affected in recent years due to the increased strength
of the Uruguayan peso. In a context of greater inflation than that in most of its trading partners, this
has led to an appreciation in the real multilateral exchange rate of 16% in the last 12 months to April.

Chart 3

Multilateral Exchange Rate

14 —

1.3 -

1.2 —

1.1 —N\/\-\ )\ Historical average A/

0.9 —

0.8

07 Base Dec-01=1

) o Tt © © ‘o o < © i) o
[e>] [o)] [e>] [o)] o o o o o ~—
o) o) o) o) o) o) o) o) o) &
5] ] 5] ] ] [0 ] 5] ] 5]
a a a a a o =} a a a

Source: BBVA Research

REFER TO IMPORTANT DISCLOSURES ON PAGE 8 OF THIS REPORT PAGE 6



BBVA Resea I’Ch Uruguay Economic Outlook

June 2010

Due to the high level of dollarization of the Uruguayan economy and the negative impact on the
financial system of exchange rate volatility, the Central Bank has taken measures such as reducing the
monetary policy rate and reserve requirements at the end of last year, as well as actively intervening in
the foreign exchange markets to prevent the local currency from rising. In accumulated terms to May,
the Central Bank made net purchases of foreign currencies of around USD 800 million. These were
sterilized with the issue of Monetary Regulation Bills. These transactions have led to an increase in the
reserves of bills of around USD 1 billion and an increase in the Central Bank’s quasi-fiscal deficit, due
to the spread between the MPR and the rate of return on the reserves acquired.

The Central Bank’s role in the foreign exchange market and the need for sterilization will be reduced
as the government’s improved fiscal situation allows it to recover its leading role in foreign currency
purchases to meet its maturities as they fall due. Although the contagion of the European crisis is
only moderate, it will reduce capital inflow to emerging economies and ease upward pressure on
currencies. This will allow the Central Bank to concentrate on complying with inflationary targets.

5. Tables

Table 1
Macroeconomic Forecast Annual

2009 2010 2011
GDP (% yly) 29 5.8 4.5
Inflation (% yly, average) 71 6.5 5.9
Exchange Rate (vs. USD, average) 225 19.3 19.7
Interest Rate (%, average) 8.7 6.6 7.2
Private Consumption (% yly) 1.5 7.9 6.1
Government Consumption (% y/y) 5.2 6. 4.8
Investment (% yly) -4.0 8.9 9.6
Fiscal Balance (% GDP) -1.7 -1.3 -0.4
Current Account (% GDP) 0.8 -1.7 -2.3
Source: BBVA Research
Table 2
Macroeconomic Forecast Quarterly
GDP Inflation Exchange Rate Interest Rate
(% yly) (% yly, average) (vs. USD, average) (%, average)
Q109 29 8.2 235 9.7
Q2 09 1.0 6.7 23.7 9.0
Q3 09 2.8 71 227 8.0
Q4 09 4.5 6.3 20.3 8.0
Q110 8.3 6.7 19.6 6.3
Q210 71 7.4 19.2 6.3
Q310 44 5.8 19.1 6.8
Q4 10 34 6.4 19.0 7.0
Q1N 3.9 5.8 19.2 7.2
Q21 44 5.7 19.5 7.3
Q3 11 4.6 6.0 19.8 7.3
Q4 11 5.1 6.3 20.2 7.3

Source: BBVA Research
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject
to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This 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 this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this 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 this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document is 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 BBVA and therefore no warranty, either express
or implicit, is given regarding its accuracy, integrity or correctness. BBVA 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.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred
to, directly or indirectly, in this 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 this report, to the extent permitted by the applicable law.

BBVA 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, BBVA 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 this document may
be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part
of this 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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those
with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and,
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless,
they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities
Dealers, Inc., are not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.



BBVA Research

This report has been produced by our Argentina Unit:

Uruguay Economic Outlook
June 2010

Chief Economist
Gloria Sorensen
gsorensen@bancofrances.com.ar

Adriana Haring
aharing@bancofrances.com.ar

Juan Manuel Manias
juan.manias@bancofrances.com.ar

BBVA Research

In collaboration with:
Diego Pereira Pereyra
dpereira@grupobbva.com.uy

Fernando Pastorino Rodriguez
fpastorino@grupobbva.com.uy

Group Chief Economist
José Luis Escriva

Chief Economists & Chief Strategists:

Regulatory Affairs, Financial and
Economic Scenarios:

Mayte Ledo
teresa.ledo@grupobbva.com

Financial Scenarios

Daniel Navia
daniel.navia@grupobbva.com
Financial Systems

Ana Rubio
arubiog@grupobbva.com
Regulatory Affairs

Economic Scenarios

Market & Client Strategy:
Antonio Pulido
ant.pulido@grupobbva.com

Equity and Credit
Ana Munera
ana.munera@grupobbva.com

Interest Rates, Currencies and
Commodities

Luis Enrique Rodriguez
luisen.rodriguez@grupobbva.com

Asset Management
Henrik Lumholdt
henrik.lumholdt@grupobbva.com

Contact details

Spain and Europe:
Rafael Doménech
r.domenech@grupobbva.com

Spain
Miguel Cardoso
miguel.cardoso@grupobbva.com

Europe
Miguel Jiménez
mjimenezg@grupobbva.com

United States and Mexico:
Jorge Sicilia
j.sicilia@bbva.bancomer.com

United States
Nathaniel Karp
nathaniel.karp@grupobbva.com

Mexico
Adolfo Albo
a.albo@bbva.bancomer.com

Macro Analysis Mexico
Julian Cubero
juan.cubero@bbva.bancomer.com

Emerging Markets:
Alicia Garcia-Herrero
alicia.garcia-herrero@bbva.com.hk

Cross-Country Emerging Markets Analysis

Sonsoles Castillo
s.castillo@grupobbva.com

Pensions

David Tuesta
david.tuesta@grupobbva.com
Asia

Stephen Schwartz
stephen.schwartz@bbva.com.hk

South America
Joaquin Vial
jvial@bbva.cl

Argentina
Gloria Sorensen

gsorensen@bancofrances.com.ar

Chile
Alejandro Puente
apuente@grupobbva.cl

Colombia

Juana Téllez
juana.tellez@bbva.com.co
Peru

Hugo Perea
hperea@grupobbva.com.pe
Venezuela

Oswaldo Lépez

oswaldo_lopez@provincial.com

BBVA Research Latam

Pedro de Valdivia 100

Providencia

97120 Santiago de Chile

Teléfono: + 56 26791000

E-mail: bbvaresearch@grupobbva.com



