
Uruguay: How Governance Drives 
Fundamentals, Sovereign Ratings, 
and Credit Risk Premium

FIXED INCOME

Case Study

June 5, 2024



MetLife Investment Management 2

1	 The Worldwide Governance Indicators (WGI) project constructs aggregate indicators of six broad dimensions of governance: Voice and 
Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law, and 
Control of Corruption. Estimate of governance ranges from approximately -2.5 (weak) to 2.5 (strong) governance performance.

2	 Credit default swaps (CDS) of 5 years

We believe the influence of governance on Uruguay’s credit profile and risk premium has been positive. The country has 
a long history of strong institutions and consensus-based policy-making tradition that leads to durable policy decisions 
and supports social cohesion. Uruguay has a high ranking at 83rd percentile in the World Bank Governance Indicators 
(WBGI)1 reflecting its long track record of stable and peaceful political transitions, well established rights for participation 
in the political process, strong institutional capacity, effective rule of law and a low level of corruption. Uruguay`s score in 
the WBGI has risen since 2004, supporting better sovereign credit ratings and lower credit risk premium. As can be seen 
in Chart 1, there is a strong positive correlation between the WBGI and sovereign ratings as improvements in political 
stability and government effectiveness have led to rating upgrades over the years, while Chart 2 shows how credit risk 
premium2 has compressed over time.  

Uruguay`s governance indicators improved meaningfully since the current administration took over in 2020. The 
government implemented reforms to the fiscal framework, introduced changes to the monetary policy framework, 
and approved a pension reform. The reforms to the fiscal framework introduced a structural deficit target, a limit on 
real spending growth, a net debt ceiling, and a new autonomous fiscal council. The Central bank of Uruguay replaced 
monetary target aggregates with short-term interest rates as the policy instrument and reduced the upper band of 
the inflation target range. While Congress approved an important pension reform increasing the retirement age and 
consolidating different pension systems, which will contain budget pressures in the long-term. These reforms, can be 
seen as both a cause and an effect of good governance creating a positive feedback loop. As a result, WBGI is reflecting 
the improvement in governance (83rd percentile in 2023 vs 79th in 2018), sovereign ratings were upgraded (agencies 
upgraded Uruguay by 1-notch in 2023-24), and credit risk premium has fallen (60bps on average in 2023-24 vs 100bps  
in 2018). 

Sovereign Rating WB Governance Indicator
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Chart 1  |  Rating (Moody’s) vs
	 WB Governance Indicator (Avg)  

Chart 2  |  URUGUAY 5YR CDS
	 (Annual Avg, Bps)  

Source: Bloomberg
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The case study described herein is meant to provide an example of  on how governance drives fundamentals, sovereign ratings, and credit risk premium. The case 
study has not been selected to highlight past specific profitable recommendations made by the investment manager.

Disclaimer 

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for distribution with  
Retail Investors. 

This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute a recommendation 
regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer for sale or subscription of, solicitation 
or invitation of any offer or recommendation to purchase or subscribe for any securities or investment advisory services. The views expressed herein are solely 
those of MIM and do not necessarily reflect, nor are they necessarily consistent with, the views held by, or the forecasts utilized by, the entities within the MetLife 
enterprise that provide insurance products, annuities and employee benefit programs. The information and opinions presented or contained in this document are 
provided as of the date it was written. It should be understood that subsequent developments may materially affect the information contained in this document, 
which none of MIM, its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may 
not rely on this document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may perform services 
for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives) of any company mentioned herein. 
This document may contain forward-looking statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which 
are not necessarily indicative of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, may 
turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. Property is a specialist 
sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. The value of capital and income will fluctuate 
as property values and rental income rise and fall. The valuation of property is generally a matter of the valuers’ opinion rather than fact. The amount raised when 
a property is sold may be less than the valuation. Furthermore, certain investments in mortgages, real estate or non-publicly traded securities and private debt 
instruments have a limited number of potential purchasers and sellers. This factor may have the effect of limiting the availability of these investments for purchase 
and may also limit the ability to sell such investments at their fair market value in response to changes in the economy or the financial markets. 

In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission registered investment 
adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the SEC does not imply a certain level of skill or 
that the SEC has endorsed the investment advisor.  

This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial Conduct Authority (FCA 
reference number 623761), registered 8th Floor, 1 Angel Lane, London, EC4R 3AB, United Kingdom. This document is approved by MIML as a financial promotion 
for distribution in the UK. This document is only intended for, and may only be distributed to, investors in the UK who qualify as a “professional client” as defined in 
the UK under the retained EU law version of the Markets in Financial Instruments Directive (2014/65/ EU) 

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various jurisdictions) only. The 
recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation Council (“GCC”) or the Middle East has reviewed 
or approved this document or the substance contained within it, (2) this document is not for general circulation in the GCC or the Middle East and is provided on a 
confidential basis to the addressee only, (3) MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority in the Middle 
East or the GCC, and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle 
East or in any jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction (and this 
document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM”), 1-3 Kioicho, Chiyoda-ku, Tokyo 102- 0094, 
Tokyo Garden Terrace KioiCho Kioi Tower 25F, a registered Financial Instruments Business Operator (“FIBO”) under the registration entry Director General of 
the Kanto Local Finance Bureau (FIBO) No. 2414, a regular member of the Japan Investment Advisers Association and the Type II Financial Instruments Firms 
Association of Japan. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, 
the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks including the potential for loss of principle and past 
performance does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial 
Instruments and Exchange Act carefully before making the investments.

For investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been reviewed by 
the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 
(advising on securities) and Type 9 (asset management) regulated activities. 

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the Corporations Act 
2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of the financial services it 
provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law. 

MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and regulated 
by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This document is approved 
by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in financial instruments (“MiFID II”). Where MIMEL does 
not have an applicable cross-border licence, this document is only intended for, and may only be distributed on request to, investors in the EEA who qualify as a 
“professional client” as defined under MiFID II, as implemented in the relevant EEA jurisdiction. The investment strategies described herein are directly managed 
by delegate investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees or referenced individuals are directly 
contracted with MIMEL or are regulated in Ireland. Unless otherwise stated, any industry awards referenced herein relate to the awards of affiliates of MIMEL and 
not to awards of MIMEL. 
1	 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for subsidiaries of MetLife that provide 

investment management services to MetLife’s general account, separate accounts and/or unaffiliated/ third party investors, including: Metropolitan Life 
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