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Barbados

Major Rating Factors

Strengths:

• Political stability and strong governance, reflecting mature political, judicial,

and economic institutions.

• Track record of proactive policy responses to previous economic crises and

tripartite support for the government's current adjustment program.

• Large surpluses at the National Insurance Scheme, providing flexibility to

fiscal accounts.

Sovereign Credit Rating

BBB-/Stable/A-3

Weaknesses:

• Fiscal deficits that are large and unsustainable in the medium term, leading to a rising debt burden that is

significantly higher than that of most 'BBB' rated peers.

• A small, open economy with high dependence on the U.S. and the U.K.

Rationale

Barbados is slowly recovering from the severe impact that the global financial crisis had on the country's narrow

and open economy. After contracting in 2008 and 2009, the real economy rebounded slightly (by 0.3%) in 2010.

We believe that the economy has bottomed out and that economic activity is now accelerating. Real GDP increased

by 2.8% in the first three months of 2011. A pickup in tourism (arrivals and spending each grew by 7% in the first

quarter of 2011) as well as a gradual rebound in other private-sector activity should support the forecasted real

GDP growth of 2% this year and 3% in 2012-2013 (see Table 1).

Barbados's fiscal position, which is a significant weakness of its credit profile, improved in 2010. The government

introduced a series of revenue measures at the end of 2010, a decision that was in line with our expectations and

underpinned our revision of the outlook on Barbados to stable from negative in October 2010. The measures

included a temporary increase in the value-added tax to 17.5%, the elimination of the tax-free allowance for travel

and entertainment, an increase in the excise tax on gasoline, and other increases in fees/duties. These measures,

together with ongoing restraint in capital spending and wages, have helped to narrow the government's fiscal deficit.

On the other hand, the effort to reduce large transfers and subsidies (amounting to 37% of total spending in fiscal

2010) was less successful. Overall, the general government fiscal deficit (including National Insurance Scheme [NIS]

surpluses of roughly 2.5% of GDP) is estimated to have declined to 5.6% of GDP in 2010 from 7% in 2009, and

the forecast is for it to narrow further, to 4.6% of GDP, in 2011.

We expect that fiscal consolidation will be gradual (to 3.5% of GDP in 2012 and 3% in 2013) and that the general

government debt burden likely will remain at about 55% of GDP until 2012 (on a net basis) before beginning to

subside in 2013. On the positive side, most of Barbados's debt (60% of the total) is in local currency and benefits

from a favorable composition (45% of the external debt is official) and a smooth amortization profile. The next

external bond (US$80 million) amortizes beginning in May 2011 and matures in 2014. In addition, the NIS, which

has high cash surpluses, and the liquid, mostly foreign-owned financial system have limited investment options

outside of government papers, which reduces the refinancing risk for the government securities.
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In 2010, rising commodity prices and weak tourism hurt Barbados's external position. The external current account

deficit rose to 8.9% of GDP—not as high as 11% in 2008 but up significantly from 6.3% in 2009. Foreign direct

investment, though up from 2009, funded roughly 20% of the deficit. The rest came from the public sector (the

government issued US$200 million in 2010) and so far unidentified financing sources (errors and omissions were by

far the highest in 2010, at 35% of the current account deficit). Given the trend in commodity prices, we expect the

current account deficit to remain elevated in 2011, at 9.8% of GDP, and then subside gradually, to 7.8% in 2012

and 7.1% in 2013, as the economic recovery becomes more pronounced. Foreign exchange reserves rose in 2010

and covered more than 100% of the monetary base. We expect them to remain relatively stable during the

three-year forecast period.

On the qualitative side, several factors continue to support the ratings on Barbados. These include the unwavering

strength of the social contract among the government, trade unions, and the private sector; political stability; strong

institutions; the government's commitment to reduce fiscal deficits (as seen from the recent proactive fiscal

measures); and the track record of implementing austere fiscal measures in the face of economic crisis. All of these

components are crucial in counterbalancing the fiscal weaknesses, and deterioration in any of them likely would lead

us to consider lowering the rating.

Outlook

The stable outlook hinges on our expectations that the economic rebound will continue, which will help revenue

collection, and that the external accounts will remain stable. Erosion of the external balance sheet, including that

related to a deterioration in the fiscal trend, could lead to pressure on the currency peg. If this were to occur, we

would consider lowering our ratings on Barbados. Conversely, we would consider raising the ratings if the country's

economic prospects strengthen in a sustainable manner or if fiscal accounts show structural improvement.

Table 1

Barbados's Outlook

—Year ended Dec. 31 —

2007 2008 2009 2010 2011f 2012f 2013f
'BBB' median,

2011f

GDP per capita (US$) 14,645 14,408 14,015 14,694 15,924 17,125 18,338 11,162

Real GDP (% change) 3.8 (0.2) (4.7) 0.3 2.0 3.0 3.0 3.7

Real GDP per capita (% change) 3.4 (0.6) (5.1) (0.1) 1.6 2.6 2.6 2.9

General government balance/GDP* (%) (1.8) (4.1) (7.0) (5.6) (4.6) (3.5) (3.0) (2.2)

Central government balance/GDP¶ (%) (5.4) (7.7) (9.9) (8.1) (6.9) (5.7) (5.4) (2.3)

General government interest/revenue (%) 7.9 9.2 10.1 11.8 12.1 12.0 11.7 8.7

General government debt/GDP (%) 60.2 63.5 71.1 74.5 72.3 71.5 67.4 40.0

Net general government debt/GDP (%) 41.8 42.9 50.2 56.1 54.8 54.8 51.2 35.4

Domestic credit to private sector and nonfinancial
public-sector enterprises/GDP (%)

69.2 76.8 80.1 76.5 73.0 73.0 72.1 69.4

CPI (average % change) 4.0 8.1 3.6 5.5 6.8 5.0 4.5 3.9

Current account balance/GDP (%) (4.4) (11.0) (6.3) (8.9) (9.8) (7.8) (7.1) (2.5)

Gross financing needs/useable reserves¶ + current
account receipts (%)

135.0 167.6 179.2 161.0 148.7 154.0 154.8 107.9

Narrow net external debt/current account receipts (%) 6.4 20.7 22.9 31.3 40.9 42.7 43.7 27.5
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Table 1

Barbados's Outlook (cont.)

Fiscal data are on a calendar-year basis. *Includes central government and social security balances. ¶Useable reserves are adjusted for 100% of the monetary base.

f—Forecast.

Comparative Analysis: Political Stability And Efforts To Address Fiscal And
External Weaknesses Support The Rating

• Political risk is lower than that of peers, reflecting strong institutions, predictable policies, and social cohesion.

• Although GDP per capita is higher than in most rating peers, the small, open, and little-diversified economy, with

a large public sector, has weaker growth prospects than rating peers do.

• Fiscal and external imbalances are worse than in peers and constrain the rating. A deterioration in the fiscal trend

or a rise in external pressures would hurt Barbados's creditworthiness.

As is typical for sovereigns that are rated in the lower investment-grade range, Barbados has an

upper-middle-income economy, strong and stable political institutions supporting a good credit culture, and

manageable economic risks. For the purpose of this report, Barbados's peer group includes regional peers The

Bahamas (BBB+/Stable/A-2) and Aruba (A-/Negative/A-2); countries in other regions that are also rated 'BBB-'

(Morocco, Croatia, Hungary, and Tunisia); and Bulgaria (BBB/Stable/A-3). (All ratings are foreign-currency

sovereign credit ratings as of June 15, 2011.) We exclude from this comparison similarly rated sovereigns with

significantly larger and more diversified economies than Barbados, such as Peru, Brazil, Colombia, and India.

Political stability, widespread consensus on major economic reform, established democratic institutions, a strong

judicial system, and good governance favorably differentiate Barbados from the majority of its rating peers,

especially those with higher political risk, such as Morocco and Tunisia. Barbados has similar characteristics as

higher-rated sovereigns, including The Bahamas, Aruba, and highly rated European sovereigns. Barbados continues

to enjoy a great deal of political support and social cohesion, which hinges on the strong tripartite relationship

among the private sector, the government, and the unions. This relationship has underpinned prudent economic

policies, and we expect that it will be instrumental in addressing the ongoing fiscal and economic challenges. The

country's human development indicators compare favorably with those of its rated peers and its Latin American and

Caribbean counterparts. Barbados ranks 42nd out of 169 countries in the United Nation's 2010 Human

Development Index, making it the highest-ranked country in Latin America and the Caribbean. Among the rest of

the peers, only Hungary (36) scores better while the rest of the peers; The Bahamas (43), Croatia (51), Bulgaria (58),

Tunisia (81), and Morocco (114) score worse.

A track record of macroeconomic stability and an economy based on tourism and the financial sector have produced

a high level of wealth in Barbados. Barbados's GDP per capita—at US$14,700 in 2010—is higher than that of all its

rating peers (see Chart 1) and on par with that of emerging European sovereigns.

However, Barbados's growth prospects are weaker than those of its peers, reflecting its less-diversified, open

economy; reliance on vulnerable tourism and financial flows; and commodity import dependence. As a result, we

expect that the country's recovery from the 2008-2009 recession will be slower than for peers (see Chart 2).
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Chart 1
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Chart 2

Fiscal risks (high and difficult-to-contain fiscal deficits and the resultant large government debt) are higher in

Barbados than in most of its peers. Its net general government debt (excluding government debt held by the NIS and

central bank, the government debt sinking fund, government deposits at the central bank and commercial banks,

and liquid and external assets of the NIS) is estimated at 55% of GDP in 2011, which is higher than that of all the

peers except Hungary (see Chart 3).
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Chart 3

As a result, servicing debt is becoming expensive. Barbados's general government interest is expected to consume

close to 12% of revenues in 2011, close to the level of The Bahamas and above that of other peers (see Chart 4).

Fiscal adjustment and stabilization of the debt trajectory are imperative to maintain the ratings at the current levels.
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Chart 4

Barbados has a larger current account deficit than peers except The Bahamas (see Chart 5). As the levels of foreign

direct investment and private-sector flows have slipped in the last years because of the global crisis, the public sector

financed most of the external deficits. That led to a rise in net public-sector external debt, which, at 31% of current

account receipts in 2011, compares unfavorably with those of other peers, most of which are in a creditor position

(see Chart 6). At the same time, Barbados's narrow net external debt—at 41% of current account receipts—is twice

what it was in 2008 and is close to the peer group average (see Chart 7).
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Chart 5

Chart 6
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Chart 7

Overall, the 'BBB' rating on Barbados balances out the country's stronger political and institutional environment

and wealthier economy compared to the majority of the peers with higher fiscal risks and rising external

vulnerabilities.

Political Environment: Strong Consensus On The Importance Of Fiscal
Consolidation Supports The Rating

Public consensus prevails on most of Barbados's social and economic policies. A tripartite partnership among

government, businesses, and trade unions has historically manifested itself in numerous income protocols that link

moderate wage increases to commitments to share profits and improve productivity. The income protocols have

allowed both the government and businesses to assuage union wage demands without compromising the public

purse or diminishing competitiveness. For instance, during the 1991 crisis, the government cut public-sector wages

by 8%, froze private-sector wages, and downsized the public sector as part of the International Monetary Fund's

(IMF) stabilization program to avert the balance-of-payments crisis. Although the tripartite relationship remains

deeply entrenched, the constitutional amendment passed in 1994 no longer allows the government to cut

public-sector wages, thereby reducing policy flexibility. Nevertheless, the decline in nominal public-sector wages

over 2010 fiscal year and modest demands for 2011 attest to the unions' continuous support for government's

austere policies amid economic and fiscal policies. Similarly, the private sector was playing its part in sharing the

country's burden over the past two years by preserving employment through reduced work weeks and other flexible

arrangements. The NIS also introduced a number of programs to alleviate the burden for employers, especially those

who maintain the employment levels. The government also created a 10 million Barbados dollar (BB$) training fund
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and increased unemployment benefits.

In October 2010, the prime minister, David Thompson, passed away after two years in office. His deputy, Freundel

Stuart, was sworn in as a new leader. Parliamentary majority of the ruling Democratic Labour Party (20 out of 30

seats) and the shared priority of tackling fiscal challenges should ensure policy continuation. The next elections are

in May 2013. The opposition Barbados Labour Party, led by ex-prime minister Arthur Owen, plays an important

role in ensuring checks and balances in the governance and policymaking process of the ruling party.

Generally strong institutions, political stability, a well-educated labor force, and a strong social contract provide

important support to the ratings. The World Bank's governance indicators rank Barbados high in voice and

accountability (the 88th percentile), political stability (87th), regulatory quality (74th), rule of law (89th), and

control of corruption (86th). However, we believe that governance could benefit from improvements in project

management and implementation capacity, higher efficiency, and less bureaucracy.

Regionally, Barbados continues to lead the Caribbean Single Market Economy (CSME) initiative (officially

implemented in January 2006). However, given the difficult economic conditions in the nation, no movement on the

capital account liberalization front is likely in the near future.

Economic Prospects: Following Two Difficult Years, Economic Growth Recovers

The global recession took a hard toll on Barbados's small and open economy. Following two years of negative

growth (negative 0.8% in 2008 followed by a contraction of 4.8% in 2009), the economy seems to have bottomed

out and grew by a modest 0.3% in 2010 (see Table 2). The 2.6% growth in long-stay arrivals, following two years

of negative growth, contributed to the overall modestly positive economic performance. The numbers of tourist

arrivals from the U.S. and Canada increased in the most (up 10% and 14%, respectively, from 2010), while British

tourist arrivals remained weak (a 5% decrease). In the first quarter of 2011, the tourism statistics improved further,

as the British market reacted favorably to the news of a one-year postponement in increases in the U.K.'s air

passenger duty. Specifically, arrivals from the U.K. increased by 15% in the first two months of the year. Overall,

stay-over arrivals increased by 7% in the first two months of 2010, supported by marketing efforts and the cricket

tournament in January. We forecast 5%-6% overall growth in arrivals for the whole year.

Table 2

Barbados's Economic And Monetary Indicators

—Year ended Dec. 31—

2007 2008 2009 2010 2011f 2012f 2013f

GDP per capita (US$) 14,645 14,408 14,015 14,694 15,924 17,125 18,338

Real GDP (% change) 3.8 (0.2) (4.7) 0.3 2.0 3.0 3.0

Real GDP per capita (% change) 3.4 (0.6) (5.1) (0.1) 1.6 2.6 2.6

CPI (average % change) 4.0 8.1 3.6 5.5 6.8 5.0 4.5

Domestic credit to private-sector and nonfinancial public-sector enterprises/GDP (%) 69.2 76.8 80.1 76.5 73.0 73.0 72.1

Domestic credit to private sector nonfinancial public-sector enterprises (% change) 6.8 9.6 1.8 0.6 3.8 8.0 6.2

Financial sector contingent liability (% of GDP) 13.8 15.4 16.0 15.3 14.6 14.6 14.4

Memo: GDP (Bil. BB$) 8.1 8.0 7.8 8.2 8.9 9.6 10.4

f—Forecast.
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Although arrivals are picking up, investment in the tourism industry is still slow. A few projects, mostly financed

with private equity (including local), proceeded through the crisis, but many remain on hold. The Four Seasons

Hotel and Villa project, which was also stalled in the past two years, is now gaining momentum. Because of the size

(villa and hotel construction is valued at US$300 million, one of the biggest projects in Caribbean), employment

impact (expected 2,000 employment at the peak of construction), revenue generation capacity, and impact on the

island's competitiveness (Barbados does not yet have a five-star international chain hotel), the project received

support from the government. The government guaranteed US$60 million of private financing raised in November

2010, which it later used to repay the debt of the previous investor in the project (US$35 million) and partly repay

the outstanding claims from the local contractors that accumulated over the construction period in the past few

years (US$15 million in total). Importantly, the guarantee helped to restart the design phase. Over the next three

months, the second round of financing—in the amount of roughly US$75 million—is expected to take place, which

should secure long-term private equity financing for the project, a factor necessary to bring long-term financial

stability and bring back confidence in the project to the existing and potential villa owners.

The offshore sector, a second pillar of Barbadian economy, has also been hit by the global recession, slowing the

pace of new registration and cutting companies' profits. The recovery in this sector is slow, but we see the uptick

nevertheless. Although the number of new licenses issued to offshore companies has fallen since 2008, there was a

6% increase in the number of companies in the international business and financial services sector between March

2010 and March 2011. Barbados has seen new interest from Canada and Mexico in its offshore services. New

double-taxation treaties pursued with Latin American countries could open up new business opportunities in the

near future. Barbados remains an attractive destination for offshore companies, and its inclusion on the "white list"

released by the OECD in April 2009 enhances its reputation. Barbados's inclusion on this list means that it is

recognized as a jurisdiction that has substantially implemented the internationally agreed-to tax standards. Barbados

was one of only seven international business centers to be named to the "white list" of 40 countries. Furthermore, it

is the only independent Caribbean jurisdiction on this list.

Overall, Standard & Poor's expects real GDP growth of 2% this year, followed by 3% in 2012-2013. On a per

capita basis, this translates into 1.6% growth this year and 2.6% in the next two (see Chart 8). We expect the

medium-term growth to fluctuate around 2% throughout a recently started new economic cycle, a level similar to

the average of 1.7% for the past cycle (2002-2009). Growth prospects might be lower if the government debt

overhead is not addressed or if economic recovery in the developed countries takes longer than expected. On the

other hand, if the tourism sector benefits from large investments, such as Four Seasons, and the public sector gains

efficiency as per the government's restructuring plan, the country's growth prospects could be higher than the last

cycle's average.
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Chart 8

Fiscal Flexibility: Barbados's Medium-Term Fiscal Strategy Anchors Fiscal
Consolidation

Barbados' fiscal accounts have deteriorated sharply since 2008. Its general government deficits rose to 4.1% of GDP

in 2008 (from 1.8% in 2007) and increased further to 7% in 2009 (see Chart 9 and Table 3). The deterioration was

both a function of a collapse in corporate taxes (which dropped by 40% over fiscal 2007-2010) and an increase in

interest expenses and transfers/subsidies (by almost 40% and 15%, respectively, over the same period). These

negative developments underscored Barbados's outstanding weaknesses: a narrow economic base, a concentration of

corporate income tax collection from one sector (offshore), costly financial arrangements (expensive financial leases

between the government and the private sector, in place since 2005, have estimated implicit interest costs greater

than 10%), and large public enterprises requiring significant outlays. Within the last category, the largest outlays

were for Queen Elizabeth Hospital, University of West Indies, and the Barbados Tourism Authority. Total transfers

and subsidies amounted to 13% of GDP in fiscal 2010 and 37% of government spending. Of this, more than half

were transfers and subsidies to the statutory bodies.
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Chart 9

Table 3

Barbados's Fiscal Indicators

—Year ended Dec. 31—

2007 2008 2009 2010 2011f 2012f 2013f

(as a % of nominal GDP)

General government revenue 38.4 40.3 40.6 37.8 36.6 36.6 35.7

General government expenditure 40.1 44.4 47.6 43.4 41.2 40.1 38.7

General government balance* (1.8) (4.1) (7.0) (5.6) (4.6) (3.5) (3.0)

Central government revenue 30.2 31.6 31.2 28.5 27.7 27.9 27.2

Central government expenditure 35.7 39.3 41.1 36.6 34.5 33.6 32.6

Central government balance (5.4) (7.7) (9.9) (8.1) (6.9) (5.7) (5.4)

National Insurance Scheme balance 3.7 3.6 2.9 2.5 2.3 2.2 2.4

General government primary balance 1.2 (0.4) (2.9) (1.1) (0.1) 0.9 1.2

Gross general government debt 60.2 63.5 71.1 74.5 72.3 71.5 67.4

Net general government debt¶ 41.8 42.9 50.2 56.1 54.8 54.8 51.2

(as a % of general government revenue)

General government balance (4.6) (10.1) (17.3) (14.8) (12.5) (9.5) (8.4)

General government interest expense 7.9 9.2 10.1 11.8 12.1 12.0 11.7

*Includes central government and social security balances. ¶Excluding government debt held by the NIS and central bank, government debt sinking fund, government

deposits at the central bank and commercial banks, and liquid and external assets of the NIS. f—Forecast.
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The government recognized the unsustainable fiscal position and announced, in March 2010, the medium-term

fiscal strategy to correct some of the identified problems and put fiscal balances on a declining trend. Many

measures, though good, were expected to yield results in the longer term and did not visibly correct the fiscal

situation as the year progressed. Amid a continuously uncertain economic outlook (both globally and in Barbados)

and recognizing the importance of faster policy actions, the government introduced more proactive measures as part

of its 2010-2011 budget presented in November 2010. They included:

• An increase in the VAT to 17.5% from 15% over an 18-month period starting Dec. 1, 2010 (estimated additional

intake of BB$124 million).

• The elimination of the tax-free allowances for travelling and entertainment granted to employees (savings of

BB$25 million).

• A 50% increase in the excise tax on gasoline (effective Dec. 1, 2010, and contributing an additional BB$23

million).

• The removal of the allowance for investing in mutual funds and savings with credit unions (an additional BB$9

million).

• The introduction of dispensing fees for drugs.

• An increase in bus fares and other fees/levies.

At the same time, the effort to reign in spending has continued. As a result, subsidies and transfers slowed its pace of

increase (to 3.6% in fiscal 2010), wages and goods and services expenses declined in nominal terms by 2.8% and

6%, respectively. The interest expense, however, continued to climb, reflecting a higher debt stock. Overall, the

introduced measures and a modestly improving economy yielded an improvement in central government deficit

(excluding NIS surpluses) to 8.1% of GDP in calendar-year 2010 from 9.9% in calendar-year 2009. Including NIS

surpluses, the general government deficit was 5.6% of GDP last year, down from 7% in 2009. With an expectation

for an improving economic growth, the general government deficit is projected to narrow further, to 4.6% this year,

3.5% in 2012, and 3% in 2013.

We believe the government's goal to achieve a balanced budget by fiscal 2014 and a surplus in 2015, as presented in

its medium-term program, is overly optimistic. However, the strategies presented in the program could meaningfully

improve the structure of Barbados fiscal accounts, when implemented. They include improvements in tax

administration, a broadening of the value-added tax base, restructuring fiscal incentives, keeping licenses and fees

constant in real terms, placing caps on transfers to the largest statutory bodies and reducing transfers to others,

eliminating transfers to the National Housing Corp. and the Barbados Water Authority, and reviewing procurement

procedures and other measures

The debt dynamic mirrored the fiscal deterioration of the past three years. On a net basis (which adjusts for the

government debt held by the NIS and the central bank, the government debt sinking fund, government deposits at

the central bank and commercial banks, and the liquid and external assets of NIS), government debt increased to

56% of GDP by the end of 2010 from 43% in 2008 and 35% in 2005 (see Chart 10). Assuming a gradual pick-up

in economic activity and fiscal tightening, we expect the debt to stabilize at this level until 2012 before subsiding in

2013 and on. On a positive note, the structure of the debt remains stable and favorable, with external debt

accounting for about 30% of gross central government debt (roughly the same level of the past eight years). Official

debt constituted about 45% of total external debt at year-end 2010. On the domestic side, 23% of debt is short

term, and the NIS and the central bank hold 34% of total domestic debt. (This ratio has also been relatively stable.)

The liquid NIS and financial institutions, lacking diversified investment options, create a favorable (for the
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government) captive market for the government papers. On the negative side, however, the servicing of the debt (as

measured by interest/revenues) is becoming more expensive—not only because of the lower revenues in the past two

years but also because of the expensive financial leases. We project that the general government interest cost will be

12% of general government revenues in 2011, up from 8% in 2007.

Chart 10

The government plans to source its financing from predominantly domestic sources (NIS and local financial

institutions). The relations with the official creditors are good. The IDB disbursed US$45 million to support

alternative energy production last year. The CDB disbursed its US$25 million single-tranche policy-based loan to

Barbados in 2010. The second policy-based loan is under review. Additional funds from multilateral institutions are

also expected this year. The amortization profile is smooth. The next external bond (US$80 million) amortizes

beginning in May 2011 and matures in 2014.

The banking system poses a contingent liability risk to the government of an estimated 15% of GDP. In addition,

the resolution of the CLICO Holdings (Barbados) Ltd. issue could necessitate additional fiscal outlays because the

sale of CLICO Life Insurance (Barbados) does not seem feasible without some restructuring of the company's

balance sheet. The unaudited figures for CLICO indicate that the shortfall of the life insurance company is roughly

3% of GDP. The resolution is protracted. First, the government created an oversight committee that was in charge

of ensuring the orderly disposal of the life insurance company's assets, once the audit by Ernst & Young was done.

Now, this process has been changed, and the judicial manager (Deloitte Consulting Ltd) was appointed in April

2011 to assess CLICO's assets.
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Monetary Policy: Inflation Is On The Rise

A fixed parity with the U.S. dollar continues to underpin Barbados's monetary stability. International reserves have

remained relatively stable over the past few years, boosted by the SDR allocation, a US$120 million private

placement in 2009, and a US$200 million bond issue in 2010. At year-end 2010, the foreign reserves, standing at

US$571 million, were US$40 million higher than in 2009. The reserves exceeded the monetary base and covered 2.5

months of current account payments. Inflation is on the rise, reflecting increasing food and commodity prices. The

nation's inflation averaged 5.5% in 2010 and is likely to be somewhat higher, about 7%, this year.

Barbados's financial system remains broadly sound, and the high level of foreign ownership and strong

capitalization of the local banks bode well for financial stability. Banks remained liquid (the liquid assets to deposits

ratio was 17% in 2010, up from 16% a year ago) because credit demand was negligible (less than 1% in 2010).

Asset quality deteriorated in 2009 amid the rapidly weakening economy, and nonperforming loans jumped to 10%

in 2010 from 4.3% of total loans in 2009. The problem assets seem to be concentrated in one financial institution

and mostly relate to large commercial loans, mainly from the tourism sector. Loan loss provision remains low (at

15% of nonperforming loans and 1.5% of total loans), especially by regional comparison/international standards.

Following a period of monetary easing, interest rates are coming down. Deposit rates declined to 2.69% and lending

rates declined slightly to 9.2% at year-end 2010. On the policy front, supervision and regulation in the banking

sector remain solid. In 2009, the IMF published the Barbados Financial System Stability Assessment Update,

following the 2008 Financial Sector Assessment Program (FSAP) report published in 2008. The report found the

Barbadian financial system to be broadly resilient. Several of the shortcomings identified during the 2002 FSAP have

been addressed. However, regulatory reforms are still needed to increase the flexibility and stability of the financial

system. The key reform challenges for the authorities are:

• Establishing a clear legal framework for the consolidated supervision of banking groups.

• Updating the regulations on capital adequacy, asset classification, and loan-loss provisioning.

• Ensuring that the mandate and structure of the Financial Services Commission (FSC) are adequate for the

effective supervision of the nonbank financial sector. (The bill has finally been passed in parliament this year.)

External Finances: The Return Of Foreign Direct Investment Is Crucial To Support
External Accounts

Barbados's external current accounts reflect the country's openness and dependence on tourism and commodity

imports. As such, the current account deficit widened to 8.9% of GDP in 2010 (Chart 11), reflecting higher oil

imports and only a marginal increase in tourism receipts. The trade imports (mostly oil-related), accounting to more

than 50% of total current account payments, rose by 8%, while travel receipts (48% of current account receipts) fell

by 1.4%. Given the trend in commodity prices, the current account deficit is expected to stay at elevated levels

(9.8%) in 2011, subsiding gradually to 7.8% in 2012 and 7.1% in 2013 as the economic recovery becomes more

pronounced (see Table 4).
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Chart 11

Table 4

Barbados's External Indicators

—Year ended Dec. 31—

2007 2008 2009 2010 2011f 2012f 2013f

(as a % of nominal GDP)

Current account receipts 59.8 60.4 52.5 51.6 49.2 48.6 49.4

Trade balance (26.7) (31.2) (23.4) (23.7) (23.5) (22.2) (22.4)

Current account balance (4.4) (11.0) (6.3) (8.9) (9.8) (7.8) (7.1)

Net foreign direct investment 9.6 5.4 0.5 1.9 3.4 4.2 3.9

(as a % of current account receipts, unless noted otherwise)

Current account balance (7.4) (18.2) (11.9) (17.3) (20.0) (16.1) (14.5)

Narrow net external debt 6.4 20.7 22.9 31.3 40.9 42.7 43.7

Net banking sector external debt 1.6 8.6 5.9 2.8 10.4 15.6 19.5

Useable reserves*/current account payments (months) 0.0 0.0 (0.5) (0.1) 0.4 0.4 0.3

Gross financing needs/current account receipts + useable reserves* (%) 135.0 167.6 179.2 161.0 148.7 154.0 154.8

Memo: Current account receipts (Mil. US$) 2,413.0 2,409.5 2,046.4 2,116.8 2,192.4 2,342.1 2,560.2

*Useable reserves are adjusted for 100% of the monetary base. f—Forecast.

Foreign direct investment, which collapsed drastically during the crisis, has recovered somewhat. We estimate the
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foreign direct investment inflows at US$150 million in 2010, up from US$79 million in 2009. While many foreign

direct investment projects stalled during the recession, some continued, including the construction of a recently

opened Marriott Courtyard hotel, Ocean Two hotel and apartment suites, and the Limegrove project. During the

first quarter of 2011, the capital inflows already amounted to US$96 million, mostly due to a sale of shares in

Barbados Light and Power Co. to a Canadian company, Emera Inc. Loans to tourism amounted to another US$10

million during the first quarter. The public sector borrowing will be sourced from the official creditors: CDB, IDB,

and IBRD. Reserves are likely to come down slightly this year, to US$550 million. Overall, an existing cushion of

current international reserve level, combined with an expectation of returning foreign direct investment and

improving fiscal position, should ensure the stability of the external position going forward.

We estimate that narrow net external debt was 31% of current account receipts in 2010 but that it will rise (Chart

12). On the qualitative side, significant errors and omissions (35% in 2010) complicate the analysis of

balance-of-payments statistics. They usually get restated later in the year as more information is obtained on the

nature of these flows.

Chart 12

Ratings Detail (As Of June 15, 2011)*

Barbados

Sovereign Credit Rating BBB-/Stable/A-3

Transfer & Convertibility Assessment BBB

Senior Unsecured (1 Issue) A-3
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Ratings Detail (As Of June 15, 2011)*(cont.)

Senior Unsecured (42 Issues) BBB-

Sovereign Credit Ratings History

22-Oct-2010 Foreign Currency BBB-/Stable/A-3

13-Nov-2009 BBB/Negative/A-3

10-Jun-2009 BBB/Stable/A-3

08-Apr-2009 BBB+/Negative/A-2

26-Jul-2006 BBB+/Stable/A-2

22-Oct-2010 Local Currency BBB-/Stable/A-3

13-Nov-2009 BBB+/Negative/A-2

10-Jun-2009 BBB+/Stable/A-2

08-Apr-2009 A-/Negative/A-2

26-Jul-2006 A-/Stable/A-2

Current Government

Prime Minister Freundel Stuart heads the ruling Democratic Labour Party.

Election Schedule

Due by May 2013.

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard

& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.
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