Monday 28th August 2017 – 9:15am
International
Prepared by: Russel Ramdewar, Analyst II (Research and Analytics)
Russel.Ramdewar@firstcitizenstt.com

Economic Alert: Moody's affirms the Bahamas' Baa3 ratings and changes outlook to negative


Moody's review for downgrade was prompted by a significant deterioration in the Bahamas' fiscal position that was revealed earlier in 2017. During
the review, Moody's focused on the prospects for fiscal consolidation and debt stabilization such that the Bahamas' fiscal strength and credit
profile will be consistent with its Baa3 rating.



According to Moody’s, the Free National Movement (FNM) government's fiscal consolidation program, if successfully implemented, could stabilize
government debt metrics. The government has announced a series of measures to rein in expenditure and enhance revenues.



The authorities are targeting a 10% cut in current spending in addition to a hiring freeze. On the revenue front, the governm ent has taken steps
to strengthen tax enforcement, particularly in property tax collections where evasion is relatively high, as well as reinforcing customs revenue
administration to raise additional income.



The authorities anticipate a substantial reduction in the deficit this year, compared to the deficit for FY 2016/17, which Moody's estimates was
around 7% of GDP.



Moody's expects that the ongoing review of the national accounts and work on the accompanying supply and use tables will likely result in upward
revision of gross domestic product (GDP) figures for the Bahamas, as usually happens in this kind of exercise, as GDP statistics will better capture
domestic consumption using value added tax information as a new data input.



As of March 2017, domestic debt accounted for 73% of total government debt with commercial banks holding 40% of the domestic debt and the
Central Bank and other public corporations 28%.



The Bahamas debt profile incorporates relatively low refinancing risks given the dominant share of local creditors and the presence of capital
controls, conditions that allow the government to enjoy access to a deep pool of domestic savings.



The negative outlook reflects the view that the government's fiscal consolidation efforts are subject to implementation risks as the authorities move
to rein in expenditure growth and take steps to enhance revenues.



Compliance with the proposed fiscal rule, which is expected to be introduced over the coming year, will necessitate a sustained commitment to
implement fiscal consolidation measures. In addition, government debt metrics will stabilize only if implemented measures are effective in
increasing revenues and decreasing expenditure growth over the near and medium term.



The outlook also contemplates that the fiscal performance could be adversely affected if the economic recovery anticipated in the government's
macroeconomic scenario turns out be weaker than expected.



Bahamas is rated BB+ (Stable) by S&P.

Follow us on Twitter

@FCISResearch

Disclaimers
All information contained in this article has been obtained from sources that First Citizens Investment Services believes to be accurate and reliable. All opinions
and estimates constitute the Author’s judgment as of the date of the article; however neither its accuracy and completeness nor the opinions based thereon are
guaranteed. As such, no warranty, express or implied, as to the accuracy, timeliness or completeness of this article is given or made by First Citizens Investment
Services in any form whatsoever.First Citizens Investment Services and/or it employees or directors may, where applicable, make markets and effect
transactions, or have positions in securities or companies mentioned herein. Neither the information nor any opinion expressed shall be construed to be, or
constitute an offer or a solicitation to buy or sell.

