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Bahamas (BAHAMA) (BB/Baa3/--)

Bahamas is a small economy that is heavily dependent on
tourism and offshore banking. The economy grew at an
average rate of 0.7% annually between 2014 and 2018. This
performance occurred despite accelerated activity in the
tourism and construction sectors. This was driven by steady
foreign investment which supported the construction of new
resorts and marina developments. Manufacturing and
agriculture continued to show little growth, despite
government incentives aimed at the stimulating activity
within these sectors. In support of the growth agenda, the
government pursued reforms to address fiscal and structural
challenges and reaffirmed its commitment to improving
transparency and accountability.

The forward momentum has since been challenged by the
passage of Hurricane Dorian in 2019, despite the fact that
the Tourism was largely spared the brunt of the damage.
More recently, the economy has been faced by
unprecedented headwinds arising from the COVID-19
pandemic that has significantly curtailed economy activity,
particularly in the Tourism sector.

Economic Statistics

2020 2019(e)

Real GDP growth (%) 6.7 -8.3 1.8 1.6
Fiscal Balance (% of GDP) -2.7 -6.7 -7.6 1.8
General government net

lending/borrowing (Percent of GDP) -7 -8.4 -1.7 -3.4]
Inflation (%) 2.7 2.9 1.8 2
Unemployment rate (%) 13.6 15.2 13.4 10.4
Current Acc. Balance (% of GDP) -9.3 -12.7 0.6 -12.1

Source: S&P, IMF

Strengths/ Opportunities

Stable political climate
Strong business environment
Strengthening of regulatory
and transparency standards
Low and stable inflation

A well-established tourism
sector which supports robust
service export earnings

New resorts and marina
developments will provide
additional employment

opportunities.

Weaknesses /Threats
Economy is highly dependent
on tourism for 50% of its
revenue, which is primarily
from the US.

Low competitiveness
economic diversification
Low goods exports and high
current account deficit
Susceptibility of external
position to oil price shocks
Vulnerability to hurricanes
and climate change.
Economic infrastructure
below capacity due to an
estimated USD3.4bn (28% of
GDP in damage caused by
Hurricane Dorian.

Debt burden likely to increase
due to the impact of the
COVID-19 pandemic on the
fiscal accounts.

and

Challenging economic
environment will constrain
economic development
programmes.

Modest economic growth - The Bahamian
economy posted a modest growth rate in the
4th quarter of 2019 as the Tourism, largely
unscathed by the hurricane reported ongoing
gains. There was an additional boon from the
construction sector which benefited from
foreign investment projects as well as post-
hurricane reconstruction activity.

Ratings downgrade due to the expected
impact of COVID-19 on tourism. Bahamas’
sovereign credit rating was downgraded by
S&P during April 2020. The rating agency
cited the significant impact that the COVID 19
pandemic has had on the Tourism sector
amid the widespread travel restrictions
implemented by countries in an effort to limit
the spread of the virus.

S&P’s estimated that the fallout in tourism
could worsen Bahamas’ gross external
financing. Tourism receipts to current
account receipts could fall by 21% to 77%,
adversely impacting gross reserves.

S&P noted that the economy is especially
vulnerable given that the economy is still
recovering from Hurricane Dorian which
struck in 2019, causing approximately $3.4BN
in damages. The reduction in economic
activity resulted in a sharp decline in
government revenue. This, coupled with
additional expenditure to support the
recovery effort, resulted in a weakening of
the fiscal position. Provisional data from the
Central Bank indicated that the fiscal deficit
widened by $33.1 million (30.2%) to $142.7
million during second quarter of FY2019/20,
relative to the corresponding FY2018/19
period, largely driven by hurricane-related
hike in total expenditure.

Negative

The credit outlook has been revised from
stable to negative in the context of uncertainty
surrounding the duration of the pandemic and
the strength and timing of the recovery. If the
economic recovery is weaker or more
prolonged than anticipated, due to the
protracted downturn in the Tourism sector or
the failure of COVID-19 containment and
mitigation measures, the Bahamas will face
the possibility of a further downgrade.

Outlook

The COVID-19 crisis is expected to cause a
downturn in the Bahamian economy. The IMF
projects an 8.3% contraction in GDP for 2020,
with expectations for a recovery of 6.7% in
2021. Further deterioration of the fiscal
position is anticipated as Government
revenues are expected to be severely
impacted by fallout in Tourism. This will be
compounded by additional spending to
address health and social welfare needs arising
from the pandemic. The country’s debt stock is
therefore expected to increase over the
medium term. External financing to fund the
reconstruction effort and COVID-19 related
expenditure could result in net borrowing of
8.4% of GDP in 2020 and 7% of GDP in 2021,
according to IMF estimates. Based on these
estimates, Debt to GDP is expected to increase
to 74.2% of GDP by 2020, from 54.4% in 2019.

The sovereign’s credit situation is likely to be
constrained as long as global economic
conditions remain unsupportive to growth in
its key sector. The country’s financing needs
will therefore remain elevated in the medium
term amid weak credit metrics and
unfavorable financial market conditions. In
this context, Bahamas may also face
challenges in maintaining the exchange rate

pesg.
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General Disclosures

This report has been prepared by Scotia Investments Jamaica Limited (“SIJL”), a subsidiary of Scotia Group Jamaica Limited. It is provided to you, our clients, for information purposes only. The
information herein is believed to be reliable and includes information from public sources also believed to be reliable. While the objective is to provide information in a fair, clear and non-misleading
manner, SIJL does not represent or warrant that any information in the report is free from errors or omissions. Opinions and projections in this report are the views of the author(s) as at the date of
this report.

The views expressed are subject to change and SIJL has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion forecast or
estimate herein changes or subsequently becomes inaccurate. Nothing contained in this report is or should be relied upon as a promise or representation as to the future Neither SIJL nor any of its
officers, directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from the use of this report or any of its contents. The securities discussed in this
publication may not be suitable for all investors.

This report is provided to you for informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any securities or to participate in any trading strategy. This report is not
intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation or particular needs of any specific person. Investors should
seek advice regarding the appropriateness of investing in securities and implementing investment strategies discussed or recommended in this report and should understand that statements regarding
future prospects may not be realized. Nothing contained in this report is or should be relied upon as a promise or representation as to the future. The information in this publication is not intended
to predict actual results, which may differ substantially from those mentioned in this report. Scotia Investments Jamaica Limited, its directors, or other officers may have a position in, or engage in
transactions in any of the securities mentioned herein.
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