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Research Update:

Barbados Long-Term Sovereign Credit Ratings
Lowered To 'B-' From 'B' On High Fiscal Deficits;
Outlook Is Negative

Overview

 Barbados' fiscal adjustment again fell short of stenm ng another increase
in debt to GDP, which is already very high and a key credit constraint.

e Central bank financing of the governnment's deficit continues,
exacer bating Barbados' financial and external weaknesses. <:2?

e« As aresult, we are lowering our long-termforeign and Io@
sovereign credit ratings on Barbados to 'B-' from'B'.

« The outlook on the long-termrating is negative, refl 7€;? a greater
than one-in-three chance of a downgrade, should the nment be unabl e

to lower its fiscal deficits, or if gromh fails t: tYengt hen, putting

ency

addi ti onal pressure on the country's weakeni ng al position.

Rating Action KQK

On Sept. 23, 2016, S&P d obal Ratings lo @ its long-termforeign and | ocal

currency sovereign ratings on Barbados -' from'B' . The outlook is
negati ve.

The short-termratings were affiuﬁgp at 'B.' We al so downgraded our transfer
and convertibility assessnEntEf<:> ar bados to 'B-' from'B

(0
Rationale {Q

The government's f&al profile has eroded over the | ast several years
because of persiste y high fiscal deficits, reflecting both budget slippage
and unbudget ed spendi ng. The central bank continues to directly finance the
government, which we consider at odds with its goal to defend Barbados

| ong-standi ng currency peg with the U 'S. dollar. The governnent deficits,
coupled with current account deficits (CADs) not fully financed by foreign
direct investnment (FDI), have increased the country's externa

vul nerabilities. W do expect economic growth to pick up during the next two
to three years, but |ackluster private-sector confidence, continued delays in
several tourismprojects, and potential spillover fromBrexit should keep
grow h noderate. W expect per capita GDP growth to be around 1% in the next
two years, conparatively low for a country at its level of incone. The
country's per capita inconme, projected to be al nbst US$16,000 in 2016, is

hi gher than that of nobst of its rating peers. That said, Barbados' econony and
the sovereign credit rating benefit froma |l ow | evel of perceived corruption
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and a generally stronger political systemand institutions than nost of the
sovereign's peers in the 'B' rating category.

The governnent did not lower its fiscal deficit as much as we had expected

| ast year, and we expect slow progress in lowering the deficit over the next
several years. The fiscal slippage reflects poor inplenentation of various

adj ust ment measures, which only becane effective during the second hal f of the
| ast fiscal year, as well as failure to neet targets for state-owned
enterprises (SOEs). The general governnent deficit was 6.1% of GDP in

fiscal -year 2015 (from April 2015 to March 2016), slightly above the 5.8% of
the prior year; the general government deficit includes the National |nsurance
Scheme (NI'S) surplus of 1.2% of GDP. Stricter control over expenditure at

sone one-off revenues fromthe sale of the Barbados Nati onal Term na

Conpany, and the full inpact of the fiscal neasures announced in 2015 and

5% of GDP during 2016-2018. The managenent of SOE finances po

shoul d reduce the fiscal deficit (and change in governnen ebt) toward
risk to the
ew.

success of the fiscal consolidation of the government, in_g

i ncreased the bank asset tax to 0.35% (fro
pl ans to reduce transfers to SCEs during

billion, where they have stood for tRhe
inmproving its control on its SCE' s X

In our opinion, these neasures
governnent debt to an average
observed in 2013-2015. Ho

debt to continue to ris
years from93%in 201

On Aug. 15, 2016, the government announced additional fi | measures and a

m dterm financial and econom c review. This process es the pro forma
proposal laid out in March, with updated ec c assunptions, and

i ncorporates further planned fiscal tightening. ver, the governnent

i ntroduced a social responsibility levy (2% onshports except those for

tourism construction, and agriculture) to f alth expenditure and

% . Finally, the governnent
next four years bel ow BB$1
five fiscal years, through

di tures and refinancing arrears.

'qa) hel p reduce the annual increase in

% of GDP during 2016-2018 fromthe 6.5%

we expect Barbados' net general government

d just bel ow 100% of GDP over the next three
consi der the | evel of debt a key credit constraint,

5.
particularly given ata;hos' narrow, open econony (which depends highly on
tourisn) and fixe ange rate regine. In addition, the general government

interest to revenueYurden is over 15% (this figure excludes interest paynents
to NIS). Moreover, the governnent continues to run arrears, which the

I nternational Mnetary Fund estimates at 5.9% of CGDP | ast fiscal year, up from
the 4.3% the year before. W assess Barbados' contingent liabilities as
l[imted; this considers our view of the strength of the banking systemwth
assets of the deposit-taking financial institutions at 170% of GDP

Consi stently high CADs from 2011 to 2015, which averaged 10% of GDP, the
absence of significant FDI flows-—-coupled with the sovereign's decision not to
tap gl obal capital narkets--underpin a steady downward trend in internationa
reserves, which were $544 nmillion at year-end 2015. Qur expectation for
continued | ow commodity prices over the next two to three years and sone
pickup in tourismarrivals, especially fromthe U S., should keep the average
CAD at a |l ower 7% of GDP during 2016-2018. Wthin the last 12 nonths, three
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maj or hotel s have announced new i nvestments on the island--the Hyatt, the Sam
Lord's Castle project by Wndham (which the China Exi mBank will finance as
well'), and the expansion of the all-inclusive Sandals hotel. This shoul d boost
FDI flows and finance around 80% of the projected CAD. Coupled with

di sbursements frommultilateral organizations, this should ease the downward
trend of the international reserves.

However, usable international reserves, which we consider for assessing
external liquidity, are even |lower; we subtract the nonetary base from

i nternational reserves because reserve coverage of the nmonetary base is
critical to nmaintaining confidence in the exchange-rate regi ne. Barbados
usabl e reserves have been negative since 2013, and the position continues to
deteriorate, in part because of the central bank's deficit financing, which
has expanded t he nonetary base. W expect Barbados' gross external financing
needs to be above 200% of current account receipts (CAR) plus ui:2$e reserves.

We expect narrow net external debt to average around 40% of i ng
2016-2018. CQur external assessnent al so considers that ne nal
l[iabilities of a projected 170% of CAR during 2016-2018 ,ar bstantially
hi gher than narrow net external debt. Finally, we note Bar bados'
International Investnent Position has inconsistencies is not tinmely.

At al nost $16, 000 GDP per capita, Barbados is stj ne of the richest
countries in the Cari bbean. However, growth h %en bel ow t hat of peers with
a simlar level of econom c devel opnent, and conony is very dependent on
tourism These factors weigh on the stre t he econony. There have been
anecdot al signs of some pickup in growh touri sm has i nproved--and we

expect real GDP to post small but copsi{sW\ent gains during 2016-2018. Largely
as a result of a robust tourism se@ he economny posted 0.8% growth in
2015, above the 0.3% average of the evious five years. Tourismarrivals were
up by 14%in 2015, led by the U

rket; higher arrivals, however, have not
transl ated to hi gher tourist apita spend. This is likely because of | ow
commodity prices and incre

se of Internet platforns for room
acconmodat i on. Q
Since its independe céZEBarbados has kept strong ties with the UK ; it is
still early to ass<§5> e full inmpact of Brexit on the island. The U. K
accounts for 36% of Wourist arrivals, and Britons are the nmain nonresident
buyers in the |l ocal housing market. The inpact of the Brexit, if any, could be
mtigated by reactivation of the construction sector follow ng the

announcenent of mmjor hotel projects and growh in U S. tourism W expect GDP
growm h of 1.5% during 2015-2018.

Outlook

The negative outl ook reflects the potential for a downgrade if the governnent
fails to nake additional progress in lowering its high fiscal deficit, if
growmh resulting fromkey investment projects fails to materialize, or if
external pressures worsen because of persistent and | arge CADs. This scenario
would likely lead to a further deterioration in the availability of financing
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for large fiscal deficits during the next 12-18 nonths.

We could revise the outlook to stable within the next 12-18 nonths if the
government succeeds in stemming further slippage in its fiscal accounts--be it
frominplenmentation of fiscal measures or a stronger-than-expected rebound in
grow h--inproves its access to financing, especially fromprivate creditors
locally and globally, and stabilizes the country's external vulnerabilities.

Key Statistics

Table 1

Barbados--Selected Indicators

2010 2011 2012 2013 2014 2015 2016f 2017f 2018f 2019f

ECONOMIC INDICATORS (%) NO)

Nominal GDP (bil. LC) 889 872 866 874 871 D87 9.0 960  10.03
Nominal GDP (bil. $) 445 436 433 437 435 4% ¥ 443 4.60 4.80 5.02
GDP per capita (000s $) 161 157 156 157 156 15.8 16.3 17.0 17.7
Real GDP growth 03 0.8 03 (0.0 o.(y 0.8 1.0 15 1.8 2.0
Real GDP per capita growth (0.1) 0.8 (0.1) (0.0) . 0.4 0.7 1.2 1.5 1.7
Real investment growth (12.7) 74 (1) (55) r\\(ﬁﬁ (1.9) 2.1 3.7 43 45
Investment/GDP 138 15.1 14.1 2@\013.2 12.8 12.8 12.8 12.8 12.8
Savings/GDP 8.1 2.4 N E 49 5.9 5.8 5.4 5.4
Exports/GDP 162 390 393\ J's64 368 368 36.8 36.8 36.8 36.8
Real exports growth 119 (150 . NN (79 13 0.8 1.0 15 1.8 2.0
Unemployment rate 10.3 11£ V.S 11.6 12.3 11.3 11.5 11.0 10.5 10.5
EXTERNAL INDICATORS (%) R f\%

Current account balance/GDP (5.7) T) (9.6) (10.6) (10.5) (7.9) (6.9) (7.0) (7.4) (7.4)
Current account balance/CARs (lm (23.4) (18.7) (20.4) (20.5) (15.2) (13.2) (13.6) (14.6) (15.0)
Trade balance/GDP A@E}' (286) (262) (292) (27.1)  (243)  (235)  (228)  (22.6)  (22.3)
Net FDI/GDP O\ 43 125 118 3.6 8.9 5.6 5.6 5.9 6.0 6.0
Net portfolio equity inflow/G (% 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.5 1.4 1.5

Gross external financing needs/ S 128.4 123.7 124.5 162.7 163.9 176.7 200.8 215.8 217.0 220.4
plus usable reserves

Narrow net external debt/CARs 7.6 7.3 19.6 33.6 36.8 32.8 37.4 38.6 40.3 42.4

Net external liabilities/CARs 64.1 75.1 157.3 146.2 144.1 148.6 164.4 177.0 190.8 202.5

Short-term external debt by remaining 345 18.8 19.1 50.8 42.8 51.1 50.0 48.8 47.8 47.0

maturity/CARs

Reserves/CAPs (months) 1.4 1.4 1.1 0.5 (0.0) (0.6) (2.0) (2.6) (2.6) (2.8)

FISCAL INDICATORS (%, General

government)

Balance/GDP (5.6) (1.7) (6.5) (8.4) (5.8) (6.1) (5.3) (5.1) (4.8) (4.9)

Change in debt/GDP 6.4 6.2 5.2 8.9 5.3 5.5 5.3 5.1 4.8 4.9

Primary balance/GDP (1.4) 2.9 (1.6) (3.2) (0.2) (0.4) 0.5 0.9 1.2 1.1

Revenue/GDP 34.2 37.6 37.2 35.9 38.5 39.8 40.1 40.3 40.3 40.4
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Table 1
Expenditures/GDP 39.9 39.3 43.7 44.3 443 46.0 45.5 45.3 45.1 45.2
Interest /revenues 12.4 12.0 13.1 14.4 14.7 14.4 14.7 14.8 14.8 14.8
Debt/GDP 73.0 80.6 86.3 944  100.1  105.9 109.0 110.2 110.4 110.4
Debt/Revenue 2132 2141 2317 2627 2600  265.7 271.6 273.6 273.7 273.5
Net debt/GDP 55.9 62.1 68.8 77.8 84.8 93.2 96.6 98.2 98.9 99.4
Liquid assets/GDP 17.0 18.5 17.5 16.6 15.3 12.7 12.5 12.0 11.5 11.0

MONETARY INDICATORS (%)

CPI growth 5.8 9.4 4.5 1.8 1.9 (1.1) 1.1 2.2 2.5 2.5
GDP deflator growth (3.6) (2.7) (0.9) 0.9 (0.6) (1.1) 1.1 2.2 2.5 2.5
Exchange rate, year-end (LC/$) 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00
Banks' claims on resident non-gov't (23.5) 1.5 6.3 (2.6) (0.4) (0.8) Z.Q 3.7 4.3 45
sector growth

N~/
Banks' claims on resident non-gov't 641 663 710 685 685 682 \QJ 682 682 682
sector/GDP
Foreign currency share of residents' 15.2 7.1 4.1 3.8 4.8 6.4 6.3 6.3 6.3
bank deposits A
Real effective exchange rate growth 1.6 3.9 1.6 (0.6) (1. 2 WA N/A N/A N/A N/A

Savings is defined as investment plus the current account surplus (deficit). Investmen@ ed as expenditure on capital goods, including
plant, equipment, and housing, plus the change in inventories. Banks are other dep& orporations other than the central bank, whose
liabilities are included in the national definition of broad money. Gross external g needs are defined as current account payments plus
short-term external debt at the end of the prior year plus nonresident deposi nd of the prior year plus long-term external debt maturing
within the year. Narrow net external debt is defined as the stock of foreign calCurrency public- and private- sector borrowings from
nonresidents minus official reserves minus public-sector liquid assets h&id onresidents minus financial-sector loans to, deposits with, or
investments in nonresident entities. A negative number indicates net e @ al lending. f--Forecast. LC--Local currency. CARs--Current account
receipts. FDI--Foreign direct investment. CAPs--Current account @ s. The data and ratios above result from S&P Global Ratings' own
calculations, drawing on national as well as international sources) cting S&P Global Ratings' independent view on the timeliness, coverage,
accuracy, credibility, and usability of available information.

S

Ratings Score Snapshot 60

Table 2 @'

Barbados--Ratings Score Snapshci

Key rating factors O
Institutional assessment Neutral

Economic assessment Weakness
External assessment Weakness
Fiscal assessment: flexibility and performance Weakness
Fiscal assessment: debt burden Weakness
Monetary assessment Weakness

S&P Global Ratings' analysis of sovereign creditworthiness rests on its assessment and scoring of five key rating factors: (i) institutional
assessment; (ii) economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and performance, and debt burden; and (v)
monetary assessment. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). Section V.B of S&P Global
Ratings' "Sovereign Rating Methodology," published on Dec. 23, 2014 , summarizes how the various factors are combined to derive the sovereign
foreign currency rating, while section V.C details how the scores are derived. The ratings score snapshot summarizes whether we consider that
the individual rating factors listed in our methodology constitute a strength or a weakness to the sovereign credit profile, or whether we consider
them to be neutral. The concepts of "strength," "neutral," or "weakness" are absolute, rather than in relation to sovereigns in a given rating
category. Therefore, highly rated sovereigns will typically display more strengths, and lower rated sovereigns more weaknesses. In accordance
with S&P Global Ratings' sovereign ratings methodology, a change in assessment of the aforementioned factors does not in all cases lead to a
change in the rating, nor is a change in the rating necessarily predicated on changes in one or more of the assessments.
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Related Criteria And Research

Related Criteria

e Sovereign Rating Mthodol ogy, Dec. 23, 2014

* Met hodol ogy For Linking Short-Term And Long- Term Ratings For Corporate,
I nsurance, And Sovereign |Issuers, My 7, 2013

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria For Determining Transfer And Convertibility Assessnents, My 18,
2009

In accordance with our relevant policies and procedures, the Ra Conmittee
was conposed of analysts that are qualified to vote in the e, with
sufficient experience to convey the appropriate |evel of l@edge and
under st andi ng of the nethodol ogy applicable (see 'Rel at teria And
Research'). At the onset of the conmittee, the chair c %vmed that the

i nfornation provided to the Rating Comrmittee by the i ary anal yst had been
distributed in a timely manner and was sufficient nmittee nenbers to
nmake an informed deci sion. K

After the primary anal yst gave openi ng remar %d expl ai ned the
recomendati on, the Committee discussed ting factors and critical issues
in accordance with the relevant criteria! alitative and quantitative risk
factors were considered and di scusse @ki ng at track-record and forecasts.

The conmittee agreed that "exter assessment” had deteriorated. Al other
key rating factors were unchan

The chair ensured every vo menber was given the opportunity to articulate
hi s/ her opinion. The chaj desi gnee reviewed the draft report to ensure
consi stency with the tee decision. The views and the decision of the

wei ghting of all r g factors is described in the nmethodol ogy used in this

rating conmmittee a@ rized in the above rationale and outl ook. The
rating action (see 'Related Criteria And Research').

Ratings List

Downgr aded; Ratings Affirmed

To From
Bar bados
Sovereign Credit Rating B-/ Negati ve/ B B/ Negati ve/ B
Transfer & Convertibility Assessnent B- B
Seni or Unsecured
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Long Term B- B
Short Term B B

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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