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Research Update:

The Commonwealth of The Bahamas 'BB+/B'
Ratings Affirmed; Outlook Is Stable

Ratings

Foreign Currency: BB+/ Stable/B
Local Currency: BB+/ Stable/B
For further details see Ratings List.

Overview

 Bahamian political institutions strongly responded to societal priorities
in the 2017 el ection

» W expect the new adninistration's solid nandate to facilitate econonic
and debt stabilization, after significant deterioration

W are affirnmng our 'BB+/ B |ong- and short-term sovereign credit
rati ngs on The Comonweal th of The Bahanas.

e The stabl e outl ook bal ances the chal |l enges of overconing the country's
st ubborn econonic bottlenecks with the governnent's fiscal consolidation
pl ans.

Rating Action

On Dec. 14, 2017, S&P dobal Ratings affirnmed its 'BB+/ B long- and short-term
sovereign credit ratings on The Conmonweal t h of The Bahamas. The outl ook
remai ns stabl e.

Outlook

The stable outl ook reflects our expectation that robust political institutions
wi I | anchor fiscal consolidation and higher, albeit |ow, economc growth over
t he next one-to-two years.

We coul d | ower our ratings on The Bahanmas over this period if public finances
do not inprove as quickly as expected. This could result from stagnant
econom ¢ growth, external shocks, or weakened political comitnent. The |ack
of confidence that this may generate coul d push debt costs higher, leading to
a downgr ade.

Conversely, we could raise the rating over the same tineframe if the
government reduces the annual increase in general governnent debt beyond our
expectations. This, conbined with significantly higher economnmic growth
forecasts, could lead to an upgrade.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 14, 2017 2

1970679 | 301977158



Research Update: The Commonwealth of The Babhamas 'BB+/B' Ratings Affirmed; Outlook Is Stable

Rationale

The rating on The Bahanas reflects the country's high external liquidity needs
and debt |evels--which are rising--and a stagnant econony that has | ost
conpetitiveness over the past decade. This deterioration has |led to weakened
public finances and hi gher debt |evels. Nevertheless, the country's strong
institutional foundation continues to provide necessary checks and bal ances

t hat have prevented further erosion to creditworthiness.

Institutional and Economic Profile: Strong institutions will drive public sector reform and policies to
tackle growth constraints
« The new admi nistration plans to create a nore effective and efficient
public sector.
e Its reforns should free up resources for econonic growh that the private
sector will |ead.
* Neverthel ess, we believe that underlying conpetitiveness issues will be
difficult to overcome in the near term

We expect that the neasures inplenmented under the new admi nistration should
arrest the deterioration in The Bahamas' fiscal deficit and debt |evels. The
Free National Mwvenent (FNM, led by Prime Mnister Hubert Mnnis, took office
in May 2017. Wnning 35 of 39 seats in the | ower house, the FNM was el ected
with a strong mandate to rein-in governnent spending, reformthe public
sector, and encourage private sector growh. Strong political capital wll
likely facilitate reforns early in the government's tenure. However, we think
that it will take time to see the dividends of these refornms translate into
sust ai nabl e public finances and hi gher econom c grow h.

The Bahamas' strong institutions allow for proactive policies to address
fiscal deterioration and boost conpetitiveness. In our view, the country's
political systemis characterized by prudent and pragmati c nacroeconom ¢
policy across party lines, which provides the country with institutiona
stability. The | eaders of The Bahami an governnent have alternated between the
FNM and the Progressive Liberal Party over several decades, with snpoth
political transitions. W expect this stability to continue over the forecast
hori zon.

This institutional stability provides a solid foundation for government
reforns. Since taking office in May, the new adninistration has announced a
nunber of policies intended to strengthen public sector finances, inprove the
transparency and accountability of governnent, and ease processes for doing
busi ness. CGovernnent |eaders, many of who cone fromthe private sector, are
keen to encourage growth outside of governnment. The new admi ni stration has
est abl i shed an Ease of Doing Business Comittee, which is largely made up of
private sector representatives. The committee will advise the governnent on
necessary reforns, ultinmately ained at driving private sector growth.
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The econony's falling real GDP per capita growh over the past decade reflects
structural challenges that will be difficult to overcome in the near term
This growh is |ower than that of peers with simlar |evels of incone.
Significant revisions to the country's GDP data published by the governnent's
Department of Statistics in 2017 reveal ed a nuch | arger econony than
previously estinmated. Based on this new data, we now believe that The Bahanas'
GDP per capita will be about US$28,990 in 2017, which is nearly 27% hi gher

t han our 2017 estinmate in 2016. However, the new information also reveals nore
vol atil e and significant contractions over the past several years. In our
view, this largely reflects the econony's concentration in tourism The
sector, which has suffered fromweather-related di sruptions, delays in major
tourismprojects, and a general loss in conpetitiveness, directly represents
about 20% and indirectly close to 50% of The Bahanmas' GDP

New room capacity and ongoing tourismprojects will lead to slightly higher
real GDP growth, averaging 1.4% annually, over the next three years. However,
growi ng regional conpetition in tourism exposure to weather-rel ated shocks,
hi gh energy costs, still-high nonperforning |oans that clog private sector

I endi ng, and hi gh househol d i ndebt edness will continue to constrain grow h.
New room capacity will come fromthe gradual opening of the Baha Mar resort.
The over US$4 billion resort began to gradually open in md-2017 after severa
years of delays, in part because of a previous devel oper's bankruptcy in 2015.
Al t hough new devel opers have opened about 1,000 roons in 2017, with an
additional 1,300 roonms schedul ed by mid-2018, we believe that the resort wll
need tine to operate at full capacity. At the same tine, hotel closures in
other parts of the country, follow ng damages inflicted by a hurricane in late
2016, took nearly 1,000 rooms out of comm ssion in Grand Bahama in 2017. W
estimate that this represents about 7% of the country's total hotel roons,

bef ore Baha Mar's opening. There is no clear tinmefranme for those roons
returning to service.

Deci sive neasures to address international scrutiny of offshore banking in The
Bahanmas should help stop further contraction in the financial services sector
Most estimates conclude that the sector represents about 15% of |ocal GDP
Since taking office, the new adm nistration has taken a nultilateral approach
in inmplenmenting the Organization for Econoni c Cooperation and Devel oprent
(CECD)'s Conmmpn Reporting Standards for the Automatic Exchange of |nformation.
Before this, The Bahamas was the |ast country that planned on using a

bil ateral approach, for which it received significant criticism The new
admini stration has prioritized strengthening the sector's anti-noney

l aundering (AM.)/counter terrorist financing (CTF) and tax transparency
conpl i ance, and has sought to avoid being included in any public listings of
nonconpl i ant countries. Nevertheless, we expect that |limted |inks between the
of fshore banki ng sector and the real econonmy will continue to insulate The
Bahanmas fromthe sector's evolution. The direct contribution of the sector to
GDP is an estimted 3% while the sector enploys less than 1% of the country's
wor kf orce. These val ues have been relatively stable, despite shifts in asset
jurisdiction, over the past several years.
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Flexibility and Performance Profile: Spending cuts will halt the recent deterioration in the deficit,
slowing the pace of debt increase
* Governnent spending spiked in the run-up to the 2017 el ections and
following Hurricane Matthew in |late 2016.
» Spending cuts across governnent mnistries since the new adninistration
assunmed office will reverse this trend
« W expect the pace of growth in both external and donestic debt to slow
over the next three years.

Recent public sector spending nmeasures will bring the deficit down to nore
sustai nable levels, in our view Since taking office, the FNM has called for a
10% cut in recurrent spending across all governnent sectors. The

adm ni stration has also halted nost public sector hiring. It inplenmented these
policies in response to the deficit spiking to nearly 6% of GDP in the

2016- 2017 fiscal year from2.8% a year earlier. W expect that these cuts,
together with the inpact of one-off posthurricane spending and revenue
neasures that will not reoccur in the current fiscal year, will lead to a 3.2%
of CGDP deficit in 2017-2018. Thereafter, spending controls, which should
benefit fromnew fiscal responsibility |egislation and strengthened revenue
collection, will continue to reduce the deficit. W forecast that the deficit
will average 2.2% of GDP over the next three years. Excluding the inpact of
the nobst recent Bank of the Bahanas (BOB) bail out, we expect that these
deficits will lead to an average change in general government debt to GDP of
3.6% from 2017- 2020

Signi ficant financing needs in 2017 will push The Bahanas' net genera
government debt to 48% of GDP in 2017, from 42%in 2016. Thereafter, we expect
nore noderate deficits will slow the debt burden increase. W forecast that
net debt will reach 52% of GDP by 2020. At the sane tinme, we expect genera
government interest paynments will average 12.5% of general governnent revenues
from 2017- 2020

Qur measures of debt include the debt of Bahamas Resolve Ltd. Resolve is a
speci al - purpose vehicle the government created in 2014 to support the BOB
which is a governnent-owned commerci al bank and the second-1|argest of the
system s three donestic banks servicing a niche of mdnarket commercial

| endi ng. As such, the governnent considers it systemcally inportant in a
system where Canadi an banks account for a majority of the system s overal
onshore assets. Over the past several years, BOB has transferred about B$268
mllion in problemassets to Resolve in exchange for prom ssory notes from
Resol ve. The npbst recent transfer took place in late 2017. As of Septenber
2017, B$50 nillion of these notes have been repaid. In addition, the
government injected capital into the bank in late 2016 by buyi ng a B$40
million rights issue. In early 2017, the governnent subscribed to B$10 mllion
of BOB's perpetual contingent convertible bonds that were later converted into
common shares. Despite this ongoing support to BOB, we don't believe that

t hese problens reflect w despread under provisioning in the Baham an banki ng
system O her banks have been nore proactive in provisioning or have | ess

ri sky, nore diversified portfolios.
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Wth a significant increase in public sector external borrow ng, The Bahamas'
external debt, will, we expect, continue to rise. In late 2017, the governnent
i ssued US$750 million in international capital markets. The funds fromthis

i ssuance refinanced short-termloans that the governnent used to finance the
large deficit increase. This issuance adds to the central government's US$900
mllion in external bonds outstanding. Followi ng this new debt, we expect the
external debt of the public and financial sectors, net of useable reserves and
financi al -sector external assets, to rise to nearly 58% of current account
receipts (CAR) in 2017. These figures do not include the external debt and
foreign direct investrment in the islands' substantial tourismsector

Beyond i ncreasi ng external debt, large external liquidity needs and errors and
oni ssions continue to contribute to a weak external profile. Errors and

oni ssion have increased significantly, accounting for nearly 70% of the
current account deficit (CAD) in 2016, conpared with 7% five years ago. Large
errors and om ssions conplicate the analysis of the CAD financing and the
country's overall external balance sheet. W estinate these errors and

om ssions likely represent underreported foreign direct investnent or tourism

flows. Based on the gross external liabilities of the country's | arge banking
sector, we expect the gross external financial needs of the public and
financial sectors to reach 331% of CARs in 2017. This reflects the still-high

CAD and the financial sector's high rollover needs. However, we consider the
sector's external assets highly liquid, which sonewhat diminishes liquidity
risk. We expect external liquidity needs to decline over the next three years,
but remain above 300% of CAR t hrough 2020

The Bahamas' linmited nmonetary and exchange rate flexibility constrain its
ability to respond to external shocks. The Bahami an dollar is fixed at par
with the U S. dollar. W expect that the central bank will continue to
primarily rely on credit ceilings and capital controls to influence noney
supply. The central bank has recently eased access to foreign currency and
external financing for entities with foreign currency inflows as a way to
stimul ate business activity. However, this activity's linmted nature and
restriction to sectors that generate foreign currency should lint the inpact
on the country's external accounts. In addition, we expect that the banking
sector will continue rolling over its external debt despite concerns rai sed by
ongoi ng data | eaks of offshore bank accounts in The Bahamas, along with
accounts in other offshore financial centers, over the past several years. At
the sane time, a rising nunber of financial institutions--25% of survey
respondents in the nost recent survey conducted by the central bank in
2016- - have been affected by the withdrawal of correspondent banking

rel ati onships. Wiile we do not believe that this trend will threaten the
banki ng sector's ability to roll over its debt, we do think that it could
further stress the financial system Nevertheless, the central bank's new
AM_/ CFT supervi sion regi ne should strengthen conpliance and assist in the

nmai nt enance of the system s correspondent banks.
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Key Statistics

Table 1

The Commonwealth of The Bahamas -- Selected Indicators

2010 2011 2012 2013 2014 2015 2016 2017bc 2018bc 2019bc  2020bc

ECONOMIC

INDICATORS (%)

Nominal GDP (bil. B$) 10.10 10.07 10.72 10.68 10.84 11.24 11.26 11.51 11.85 12.27 12.66

Nominal GDP (bil. $) 10.10 10.07 10.72 10.68 10.84 11.24 11.26 11.51 11.85 12.27 12.66

GDP per capita (000s $) 28.0 27.5 28.8 28.3 28.4 29.0 28.8 29.0 29.4 30.0 30.5

Real GDP growth 1.5 0.6 3.1 (0.6) (1.2) (3.1) 0.2 1.0 1.5 1.5 1.2

Real GDP per capita 0.2) (1.0) 1.5 (2.0) (2.3) (4.3) (0.9) (0.5) (0.0) (0.0) (0.3)

growth

Real investment growth 0.6 7.4 9.3 (11.6) 124 (20.8) 34 1.1 1.5 1.5 1.2

Investment/GDP 27.4 29.9 31.3 28.3 31.9 25.0 25.6 259 25.9 259 25.9

Savings/GDP 19.5 18.9 17.9 14.8 14.5 14.3 15.2 10.7 13.0 14.7 16.3

Exports/GDP 35.0 37.4 38.1 39.8 38.3 36.7 35.1 37.0 37.4 374 37.4

Real exports growth 1.3 6.3 7.2 8.9 (7.9) 3.6 0.4 (10.4) 2.6 1.5 1.2

Unemployment rate 14.5 15.9 14.0 16.2 15.7 14.8 11.6 10.5 10.0 10.0 10.0

EXTERNAL INDICATORS

(%)

Current account (7.9) (11.1) (13.4) (13.5) (17.4) (10.7) (10.5) (15.2) (12.9) (11.2) (9.6)

balance/GDP

Current account (23.8) (31.1) (36.7) (37.2) (49.3) (32.8) (29.2) (45.3) (37.6) (32.7) (28.0)

balance/CARs

CARs/GDP 33.2 35.6 36.6 36.2 35.3 32.6 35.9 33.6 344 34.3 344

Trade balance/GDP (18.7) (21.2) (22.4) (20.7) (23.1) (21.7) (19.3) (20.9) (19.6) (18.3) (17.2)

Net FDI/GDP 8.6 6.6 49 3.6 2.3 0.7 0.7 0.9 1.7 2.4 2.4

Net portfolio equity (0.1) 0.2) (0.1) (0.1) 0.2) (0.1) 0.2) (0.2) 0.2) (0.1) (0.1)

inflow/GDP

Gross external financing 1,8145 11,6723 11,7340 1,806.5 11,4140 800.6 4845 331.2 322.9 313.6 301.6

needs/CARs plus usable

reserves

Narrow net external 16.7 15.7 30.2 37.8 43.3 47.4 37.7 57.7 58.0 58.8 59.2

debt/CARs

Narrow net external (13.5) (12.0) (22.1) (27.5) (29.0) (35.7) (29.2) (39.7) (42.2) (44.3) (46.2)

debt/CAPs

Net external 342.1 347.9 357.9 392.2 432.8 4604 417.0 448.4 426.4 413.6 399.9

liabilities/ CARs

Short-term external debt 1,861.2 1,643.0 1,680.8 11,6449 1,243.5 644.5 3453 161.1 175.0 171.2 164.2

by remaining

maturity/CARs

Usable reserves/CAPs 0.9 0.6 0.4 (0.1) (0.1) (0.3) (0.2) (0.6) (0.3) (0.3) (0.3)

(months)

Usable reserves (mil. $) 218 189 (52) (58) (107) (85)  (290) (130) (131) (137) (143)

FISCAL INDICATORS (%,

General government)

Balance/GDP (3.8) (4.6) (5.1) (4.4) (3.5) (2.7) (5.9) (3.2) (2.6) (2.2) (1.7)

Change in net debt/GDP 0.6 0.9 4.7 4.2 5.8 3.2 2.7 7.0 3.2 2.8 2.3
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Table 1

The Commonwealth of The Bahamas -- Selected Indicators (cont.)

2010 2011 2012 2013 2014 2015 2016 2017bc 2018bc 2019bc  2020bc

Primary balance/GDP (1.7) (2.7) (3.2) (2.4) (1.4) (0.3) (3.6) (0.6) (0.1) 0.3 0.7
Revenue/GDP 15.9 16.1 14.5 15.7 17.9 19.5 20.6 20.4 20.2 19.9 19.7
Expenditures/GDP 19.6 20.7 19.6 20.2 21.5 22.2 26.5 23.5 22.9 22.1 21.4
Interest /revenues 13.2 11.5 12.7 12.6 12.0 12.6 114 12.7 12.7 12.5 12.2
Debt/GDP 28.2 29.1 31.5 36.5 42.4 445 46.2 52.2 53.9 54.9 55.5
Debt/Revenue 178.1 180.9 217.0 232.1 236.1 228.3 2243 256.3 266.9 275.5 281.8
Net debt/GDP 23.7 246 27.9 32.1 37.4 394 42.0 48.1 49.9 51.0 51.8
Liquid assets/GDP 4.5 44 3.7 44 4.9 5.1 4.2 4.1 4.0 3.9 3.8
MONETARY

INDICATORS (%)

CPI growth 1.8 0.5 0.7 0.5 1.2 1.9 (0.3) 1.2 1.5 2.0 2.0
GDP deflator growth (0.4) (0.9) 3.3 0.2 2.8 6.9 0.0 1.2 1.5 2.0 2.0
Exchange rate, year-end 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
(B$/$)

Banks' claims on resident 0.2 0.9 (0.1) (1.0) (2.4) (1.2) (3.5) (2.8) 0.0 0.8 0.8
nongovernment sector

growth

Banks' claims on resident 68.3 69.1 64.9 64.5 62.0 59.1 56.9 54.1 52.6 51.2 50.0
nongovernment

sector/GDP

Real effective exchange (1.8) (3.4) 3.1 (1.2) 0.2 11.2 0.1 N/A N/A N/A N/A

rate growth

Note: Savings is defined as investment plus the current account surplus (deficit). Investment is defined as expenditure on capital goods,
including plant, equipment, and housing, plus the change in inventories. Banks are other depository corporations other than the central bank,
whose liabilities are included in the national definition of broad money. Gross external financing needs are defined as current account payments
plus short-term external debt at the end of the prior year plus nonresident deposits at the end of the prior year plus long-term external debt
maturing within the year. Narrow net external debt is defined as the stock of foreign and local currency public- and private- sector borrowings
from nonresidents minus official reserves minus public-sector liquid assets held by nonresidents minus financial-sector loans to, deposits with,
or investments in nonresident entities. A negative number indicates net external lending. LC--Local currency. CARs--Current account receipts.
FDI--Foreign direct investment. CAPs--Current account payments. The data and ratios above result from S&P Global Ratings' own calculations,
drawing on national as well as international sources, reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy,
credibility, and usability of available information. bc--Base case.

Ratings Score Snapshot

Table 2

The Commonwealth of The Bahamas -- Ratings Score Snapshot

Key rating factors Assessment

Institutional assessment Strength

Economic assessment Neutral

External assessment Weakness

Fiscal assessment: flexibility and performance Neutral

Fiscal assessment: debt burden Neutral
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Table 2

The Commonwealth of The Bahamas -- Ratings Score Snapshot (cont.)

Key rating factors Assessment

Monetary assessment Neutral

Note: 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.

Related Criteria

e Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

* Criteria - CGovernments - Sovereigns: Sovereign Rating Methodol ogy, Dec.
23, 2014

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Ceneral Criteria: Methodology: Criteria For Determ ning Transfer And
Convertibility Assessnments, May 18, 2009

Related Research

» dobal Sovereign Rating Qutlook 2018: Brighter Wth R sk O Turbul ence
Dec. 13, 2017

e Banking Industry Country Ri sk Assessnent Update: Decenber 2017, Dec. 7,
2017

e Sovereign Ratings H story, Dec. 7, 2017

 Sovereign Ri sk Indicators, Cct. 13, 2017. Interactive version avail able
at http://ww. spratings.conisri

2016 Sovereign Ratings Update: Qutlook And CreditWatch Resol utions, Apri
18, 2017

e Default, Transition, And Recovery: 2016 Annual Sovereign Default Study
And Rating Transitions, April 3, 2017

e Sovereign Debt 2017: dobal Borrowing To Drop By 4% To US$6.8 Trillion
Feb. 23, 2017

In accordance with our relevant policies and procedures, the Rating Comittee
was conposed of analysts that are qualified to vote in the comrittee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the conmittee, the chair confirned that the

i nfornation provided to the Rating Committee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmittee nenbers to
make an informed deci sion.
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After the primary anal yst gave openi ng remarks and expl ai ned the
recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee's assessnent of the key rating factors is reflected in the
Rati ngs Score Snapshot above.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consistency with the Committee decision. The views and the decision of the
rating commttee are sunmarized in the above rationale and outl ook. The

wei ghting of all rating factors is described in the nethodology used in this
rating action (see 'Related Criteria And Research').

Ratings List

Rati ngs Affirned

Commonweal t h of The Bahamas ( The)

Sovereign credit rating BB+/ St abl e/ B
Transfer and convertibility assessment

Local currency BBB-
Seni or unsecured BB+

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. st andardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft

col umm.
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