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The administration enters
the 10th round of salary
adjustments having
promised to shore up real
wages, allowing them to

recover from the COVID hit

and back to pre-pandemic
levels.
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The Govt. presented the guidelines for the 10" round of salary
negotiations.

The administration enters the 10th round of salary adjustments having promised to shore
up real wages, allowing them to recover from the COVID hit and back to pre-pandemic
levels. After impromptu salary agreements in and coming out of the pandemic, where the
administration prioritized maintaining employment levels rather than addressing the loss in real
wages, the government must now address its promise. The government presented its adjustment
proposal. The latter includes an increase for forecasted inflation, annual correction clauses, and
the main novelty, a wage recovery component, which will increase the salary of the workers who
are below the pre-pandemic levels. For those who still have to recover more than 2% of their pre-
pandemic wage, this increase will be given in three parts, one per semester, starting in July. For
those whose salary stands less than 2% of the benchmark, the increase will be split into four
semesters. The baseline wages were established at Jul-20 figures. In this context, the negotiations
will impact nearly 660.000 workers, coming from 164 different sectors. Of these, nearly 40% must
still recover an additional +2.6% in their real wages to reach pre-pandemic levels. However,
another 41.7% have already recovered most of the lost ground since the COVID crisis. While the
administration’s promise is looking at real wages in UYU, observing the labor costs in USD, wages
have risen abruptly since the end of the pandemic. In fact, the general salary index stands nearly
30.5% over Dec-19 levels. And this is true looking at all sectors, including the less competitive,
Non-tradeable section of the Uruguayan economy. Sectors such as Construction (+24.3%),
Commerce (+24.3%) Hotels, and Restaurants (+22.7%) have underperformed both the general
and private sector (+26.9%) indexes. Still, said increases in labor costs measured in USD are
currently straining the sector’s competitiveness to the limit.

Figure 1: A significant portion of real wages are still off from pre-pandemic
levels

Estimated Number of Workers as %
Workers of Total

Including corrective
measures

Situation Sectors

Must recover more than 2.6% 35,000

Must recover 2.6% 69 220,000 33.3% 36

Must recover less than 2.6% 24 130,000 19.7% 3

Complete Recovery 275,000

Total 660,000

Source: TPCG Research based on Instituto Cuesta Duarte
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Traditional sectors have the
most ground left to recover
in real terms, with the
Private sector index
currently standing -1.9%
below the Jul-20 figure.

Taking a look at FX levels,
we find the USDUYU
weathered the 1H23 storm
well, and for 2H23,
idiosyncratic factors for
depreciation should start to
dilute.

Traditional sectors have the most ground left to recover in real terms, with the Private sector
index currently standing -1.9% below the Jul-20 figure. The Construction (-4.6%), Commerce
(-2.9%), Transportation (-1.4%), and Hotels & Restaurants (-4.3%) indices stand well below their
Dec-19 levels. So, the less competitive sectors of the economy are also the ones with the most
ground left to recover. In this context, we believe the administration’s move to bolster real wages
should force inflation to be more persistent in the medium run. In addition, we find that the measure
could have unwanted effects on activity levels and unemployment. With an appreciating FX and
increased real wages, labor costs in USD should continue to rise. Considering the less competitive
dynamics of Uruguay'’s traditional industries, and its large labor force, this rise, if not compounded
by increased productivity, could result in increased unemployment, which could hurt consumption
dynamics. Heading into an electoral year, we find the administration is still trapped inside this
conundrum, where if it does not comply with its promise, it may suffer a loss of face, but proving
its words true could result in more unemployment and worse electoral numbers either way.

Figure 2: Labor costs in USD are poised to hurt employment in less
dynamic sectors

Labor Costs in USD | 100 = Dec-19 tisvhotiong Real Wage Index Gap | Apr-23 vs Jul-20
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Source: TPCG Research based on INE

Taking a look at FX levels, we find the USDUYU weathered the 1H23 storm well, and for
2H23, idiosyncratic factors for depreciation should start to dilute. The UYU managed to
continue appreciating vs. the USD during the first half of the year, which was impressive, especially
given agriflows, and exports in general, were heavily hit by the harsh climatic conditions. However,
most of these flows are currently accounted for by the end of 1H, which means that the UYU got
through the most challenging part of the year without depreciating. It is also worth mentioning that
a strong tailwind from EM currencies aided the Uruguayan peso during the first half of the year.
Looking at drivers for the 2H, firstly, we believe exports should recover during the second half of
the year as UPM Il reaches peak production levels. In addition, with the administration poised to
issue a local currency (either UYU or Ul) global bond for general financing purposes, the Treasury
should become a net supplier of USD in the Uruguayan market, as most subscriptions to the bond
should come in USD. On the other hand, we do expect the BCU to shift to a more dovish stance.
We expect the CenBank to cut the policy rate by around 25-50bp in the next COPOM meeting, to
take place in July. However, we believe that the BCU’s bias will not shift abruptly and that the
rather small transmission mechanism will not be able to outweigh, on the one hand, the USD influx
during 2H, and on the other, the upside pressures to the CPI index generated by relatively high
wage agreements.

Social Services & Health
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All in all, while the revealed
wage adjustment
mechanism should be
credit positive for linkers,
we continue to believe that
the macro context will
remain more supportive of
nominals for the rest of the
year.

Figure 3: Idiosyncratic depreciation drivers should wane in 2H
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Source: TPCG Research based on TPCG Trading Desk

All in all, while the revealed wage adjustment mechanism should be credit positive for
linkers, we continue to believe that the macro context will remain more supportive of
nominals for the rest of the year. We believe the current round of salary negotiations will affect
the persistence of the inflationary process to the upside. However, we also find that the inflation
prints post-drought should be influenced to the downside by Food prices normalizing. Still, core
inflation is poised to continue printing around 0.3-0.4% on average during 2H23. This, combined
with a strong baseline effect pushing the yoy rate to the downside, should generate adverse
conditions for the linkers, especially considering December’s deflation. In addition, we believe
most of the idiosyncratic drivers for depreciating the UYU are poised to dilute. The main risk on
the FX side is a general depreciation in the EM space dragging the UYU. In this context, we believe
the macro drivers should support a UYU position in the LCD space rather than linkers.
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Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG Valores 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 (jii) 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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