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1. Analysis of the Economic Context 

During the meeting held on April 16, 2020, the Monetary Policy Committee of the Central Bank 

of Uruguay (abbreviated COPOM in Spanish) assessed the following macroeconomic 

environment. 

The COVID-19 outbreak is a black swan event that has a low probability of occurring and a very 

high impact on the economy.  The measures that have been adopted to stop the spread of the 

virus (isolation, quarantine, social distancing, among others) have caused simultaneous supply 

and demand shocks, which reduce the level of economic activity. As a result, growth forecasts 

for this year have been severely adjusted, while more restrictive global financial conditions 

were generated.  The increase in the risk premiums of emerging countries exceeded the 

reduction in the United States Federal Reserve´s reference rates.  Global economic prospects 

have been deteriorating at a magnitude comparable to that of the 1929 crisis. 

In this setting, the world´s top central banks have eased their monetary policies cutting 

reference rates and expanding asset purchase programs. Additionally, the Federal Reserve 

enabled swap lines with more than 20 central banks.  Fiscal policies were expanded in order to 

mitigate the contractionary effects of the spread of COVID 19 on the population and to fund 

additional health spending. 

The global shock had its impact also in the region.  Argentina is in the process of negotiating 

with its creditors and there is uncertainty as to the terms that will be reached to close the 

agreement.   Brazil´s growth has slowed down while it continues to move forward in structural 

reforms. 

The domestic economy 

At the domestic level during the last quarter of 2019, economic activity expanded 0.2% 

compared to the same quarter in 2018. The GDP at the end of 2019 had an average growth of 

0.2% compared to 2018. The short-term projections estimated an interannual decline for the 

first quarter of 2020 due to the first effects of Covid-19. Unemployment of the Economically 

Active Population (EAP) was 8.9% as of January (National Statistics Institute abbreviated INE in 



Spanish) and reached 10.3% in March adjusted for seasonality according the Uruguay´s Central 

Bank (abbreviated BCU in Spanish). 

 

In 2020, the country is experiencing a contraction of economic activity due to the shock caused 

by the health emergency, while other activities are stimulating growth including the 

construction work being done in the new pulp mill and the central railway, as well as the 

mitigating effects of fiscal measures. In this setting, the real exchange rate would be very close 

to its fundamental level. 

 

The biggest risk today is the longer than expected effects of the pandemic on the productive, 

financial, and health sectors.  The longer it takes to overcome this pandemic, the longer it will 

take to recover.  Some of the measures that the BCU adopted so far, complementary to those 

adopted by the government, are the following: the BCU decreased bank reserves in Uruguayan 

pesos and indexed units, extended the maturity date in financial institutions affected by the 

health emergency, increased the guarantees of the SiGa Pymes Fund, and adopted more 

flexible approach to payment systems and the stock market. 

 

2. Monetary policy analysis 

In view of the above, the following aspects of the monetary policy were assessed: 

In the first quarter, the interannual variation in the monetary aggregate M1 was 5.1%, below 

the floor of the range of 6% -8% defined at the last COPOM meeting. In seasonally adjusted 

terms, this growth was 0.8% in the quarter, slowing down as compared to its previous 

performance. 

The rates of the Monetary Regulation Notes (Letras de Regulación Monetaria)  increased 50 

basis points (bps) compared to the previous quarter, averaging 9.6% in the first quarter of 

2020. On the margin, in March the average yield curve adjusted upwards by 140 bps, 

compensating above the decline recorded in February, the month in which downward 

pressures were observed associated with the inflow of capital from non-residents. So far in 

April the yield curve averages 11.4%, similar to figures for late March. 

The interbank call rate adjusted sharply downwards in the quarter, averaging4.8%, in a market 

with few operations and with no restrictions of overnight liquidity. 



During the quarter, the Uruguayan peso depreciated an average of 6%, not too different from 

averages registered for currencies in the region and other emerging countries.  Up until 

February, the peso appreciated in comparison with the previous quarter average, while the 

BCU showed a buying trend. 

However, in March, given widespread global uncertainty due to the COVID crisis, the value of 

the dollar showed strong upward pressures, accumulating a peak depreciation of 15% at the 

end of the month, while exhibiting volatility three times higher than that of the previous 

period. In this context, the BCU intervened to avoid excessive volatilities on the selling side of 

the market, mainly in the spot market, for about USD 140 million. In sum, in the aggregate for 

the quarter, the BCU acted as net buyer for USD 200 million. 

Indicators continued to show greater preference for foreign currency in the non-financial 

sector: deposits of residents of the non-financial sector accelerated, banks increased their 

position, and pension savings funds were kept very close to the top of their position in foreign 

currency. 

 Inflation increased in the quarter and reached 9.2%. Underlying inflation was 10.6%, with an 

increase in the prices of excluded tradable goods determined by the shock in the foreign 

exchange market, while the prices of excluded non-tradable goods remained stable on the 

margin, given the slowdown in domestic demand and lower labor costs. The expectations of  

24-month inflation have been adjusted upward between December and March, and currently 

are at 8.8% (average of indicators). 

Although low economic activity would mitigate inflationary pressures, COPOM believes that 

the monetary policy should maintain a position that allows it to affect positively the 

expectation process.  Likewise, the announcement of the indicative pattern of M1 should be 

accompanied by the monitoring of interest rates of the yield curve, aiming for their consistent 

behavior. 

3. Policy decision 

The Committee believes that monetary policy currently should focus on short-term in 

economic matters, ensuring liquidity and an unrestricted money market, and a commitment to 

achieve inflation targets once this situation is overcome.  

 

In view of the macroeconomic projections and assuming that the demonetization process 

continues, the path of M1 would converge at rates of interannual variation falling within the 



target range towards the end of the policy horizon, economic activity would approach its 

potential level although it would continue to be below it,  and there would be a lower demand 

for money.  

This monetary path implies maintaining the level of nominal interest rates during the next 

quarter with regards to the level in March. In this framework, an indicative inter-annual 

increase for M1 of 3% -5% is announced for the second quarter of 2020. Towards the end of 

the policy horizon, M1 would converge at variation rates consistent with inflation within the 

target range and the economic activity close to its potential level.  

4.  Meeting of the Monetary Policy Committee (COPOM) and decision-making process 

On April 15, 2020, the Bank's Board of Directors and representatives of the different bank 

services participated in a COPOM preparatory meeting.  The following topics were addressed 

among others: the current international situation focusing on future impacts of COVID-19; 

recent evolution and prospects of the Uruguayan economy in light of the above, especially the 

evolution of economic activity; and aspects related to the evolution of the main nominal 

variables and their prospects. 

The COPOM meeting included the three members of the Board of Directors of the Central 

Bank of Uruguay (BCU), Diego Labat, President; Jorge Gamarra, Vice President; Washington 

Ribeiro, Director; Adolfo Sarmiento, Manager of Economic Policy and Markets; Juan Pedro 

Cantera, Superintendent of Financial Services; Gerardo Licandro, Manager of the Economic 

Advisory; Leonardo Vicente, Manager of Monetary Policy; and Alfredo Allo, General Secretary. 

The Manager of Economic Policy and Markets presented reports and made policy 

recommendations.  

The Members of the Board of the Central Bank of Uruguay approved by unanimous vote the 

Monetary Policy Committee´s decision. 
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