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Research Update:

Andorra 'BBB/A-2' Ratings Affirmed; Outlook
Stable

Overview

e In our view, Andorra's positive real GDP growth and expected economc
performance, conbined with prudent fiscal policies, will support its net
creditor position over the 2018-2019 peri od.

 Foll owi ng general elections next year, we expect to see continuity in the
governnment's reform agenda, including continued negotiations with
international institutions that upon successful conclusi on would support
the country's econonmic resilience.

« W are affirnmng our 'BBB/A-2' |ong- and short-termratings on Andorra.

e The outl ook renmi ns stable.

Rating Action

On July 20, 2018, S&P dobal Ratings affirmed its 'BBB/A-2' |ong- and
short-termforeign and | ocal currency sovereign credit ratings on Andorra. The
outl ook is stable.

Outlook

The stabl e outl ook bal ances our expectation of robust economic activity and
sound fiscal perfornmance against risks related to the |large size of Andorra's
financial sector.

We could raise the ratings if:

e Andorra inproves its institutional strength and econonmic resilience by
successfully conpleting negotiations on its association agreenent with
the EU or accession to the International Mnetary Fund (I MF). These
agreenments woul d provide access to energency funding in case of any
future financial crises.

e Greater availability of statistical data were to pronpt us to inprove our
assessnent of Andorra's external position.

We could lower the ratings if:
* Andorra's econony perfornms so far bel ow our expectations that it has
structural repercussions for its inconme |levels or fiscal outcones.

* W& perceived heightened risks in the country's financial sector, and we
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considered that this could have a material effect on the country's
econony and the governnent's fiscal prospects.

Rationale

The affirmation reflects our view that next year's general elections are
unlikely to hinder the steady reform progress Andorra has achieved in
convergi ng on global standards of financial reporting and supervision

It also reflects our expectation that the econony will continue to benefit
fromthe robust economc growmh of its main trading partners, Spain and
France. W al so expect that the Andorran government will retain its net
creditor position over the next two years, given our forecast of very |ow
central governnment fiscal deficits and high | evel of the governnent's liquid
assets. Qur view of these credit strengths is counterbal anced by Andorra's

| arge financial sector conpared with the size of its econonmy and its |ack of
nonetary flexibility.

Institutional and Economic Profile: Steady progress on negotiations with the IMF and alignment with
global standards, coupled with robust economic growth

* Andorra continues to nmake progress on its negotiations with the | M-

« W& expect further progress on the governnent's reform agenda, which is
| eading to convergence with international practices in financial
supervi si on.

« W expect Andorra's econony to expand by 1.5% on average over 2018-2019,
in real terms, supported by robust econom c growth in neighboring Spain
and France.

Andorra's stable and nature political institutions support generally effective
policy-making in the country.

The center-right party, Denocrats for Andorra, led by Prinme Mnister Anton
Marti, governs the Principality and has an absolute majority. The next
elections will take place before the end of March 2019. However, we do not
foresee that a potential change in government woul d delay or disrupt the
country's reform agenda. The | egislation was supported by a broad consensus in
parliament and we consider that the nain econom c stakehol ders support the
country's alignnent toward gl obal standards of financial supervision and
reporting.

The ratings could benefit fromthe successful conpletion of the ongoing
negoti ations for Andorra's association agreenent with the EU and accession to
the IMF. If concluded on favorable terns, this accession could i nprove the
country's ability to deal with the repercussions of future financial crises.
We al so believe both processes could have the additional benefit of inproving
the quality, transparency, and conparability of the country's statistica

i nformati on.
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Pol i cymaki ng in Andorra has generally been effective in recent years,
promoting the sustainable public finances denonstrated by the country's past
two years of fiscal surpluses at all government |evels. The fisca
sustainability |aw approved in 2014 linmts the fiscal central government
deficit to 1% of GDP and the indebtedness |evel to 40% of GDP

The governnent is making progress toward convergence with internationa
financial regul ation and supervision practices. In June 2017, the d obal Forum
(CECD) provisionally graded Andorra "largely conpliant” with regard to its
exchange of information under request standards; the d obal Forumwill

conplete its evaluation on this matter in 2019. The first automatic exchange
of information will happen next Septenber 2018.

Economic growh is heavily dependent on Andorra's main trading partners (Spain
and France) and follows the sane trend--after being subdued over 2014-2016, it
started to recover in 2017. For 2018-2019, we forecast average real GDP growth
of about 1.5%in Andorra.

Three sectors dom nate Andorra's econony: financial services, tourism and
conmerce. All are deeply interlinked and correlated. Andorra's dependence on
Spain is particularly acute--Spain is the main source of the country's
visitors and the key client of its financial services. Additionally, over half
of Andorra's exports are to Spain, while 64%of its inmports cone fromthis
part ner.

The governnment has been active in pronoting other sectors of the economny, but
signi ficant economc diversification is unlikely to occur in the next two
years.

Flexibility and Performance Profile: Andorran government will remain a net creditor, but exposed to
high contingent risks

Overall, we forecast general governnent fiscal surpluses of about 1.2% on

average for 2018-2021. W expect npderate central governnent deficits, which

we estimate at about 0.5% of GDP for 2017-2021, and which will nopdestly raise
central governnment debt.

We expect |ocal governnments to continue posting surpluses, aided by increased
transfers fromthe central governnent. This should enable | ocal governnents to
reduce | everage further

Furthernore, if the social security systemreports further surpluses, they
woul d continue to accunulate in Andorra's retirenment pension fund. This
supports our expectation that Andorra will maintain its net creditor position
at above 14% of GDP through 2021.

Andorra issued €520 million in debt in 2017. The governnent's financial policy
focuses on increasing the average maturity of its debt and |lowering its cost.
Average debt maturity as of March 2018 had extended to 3.6 years, from2.9
years in 2016, and the average cost of debt is now around 1.1% W estinate
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that the Andorran governnent's refinancing needs for 2018 anmpunt to about €205
mllion (7% of GDP), for which the central government will issue additiona
debt this year to roll over these debt instrunents, inline with its

debt - managenent strategy.

The high contingent liabilities fromAndorra's large financial sector
constrain our debt assessment. As of end-2017, assets under managenent
represented 17.3x our estinmated 2017 GDP, while deposits were about 3.6x GDP
Fol |l owi ng the col |l apse of BPA in 2015, the financial sector has stabilized.

In our view, any potential banking crisis could have repercussions for the
country's budget and lead to debt accunul ati on. Mreover, the BPA resol ution
process renains subject to litigation, which we understand coul d i npose costs
on the government in the case of an adverse court ruling.

We still consider that Andorran banks' very large size and internationa
expansi on expose the Andorran governnent to high potential contingent
liabilities. Financial institutions' clains on the resident nongovernment
sector, at about 1.5x 2017 GDP, are anong the hi ghest of the sovereigns we
rate. Andorra's financial sector contributes about 20% of total GDP and
approxi mately 5% of sal aried enploynent (at year-end 2016), which highlights
the country's vulnerability to any potential turbulence in this sector

The Andorran authorities and banks continue to inprove risk-managenent
policies and oversight, while supervisor Autoritat Financera Andorrana (AFA)
and the financial intelligence unit (Unitat d' Intel-ligéncia Financera

d' Andorra; U FAND) have expanded their resources. Banks are adopting

I nternational Financial Reporting Standards 9 (IFRS 9) from 2018 to nake their
financial reports conparable with international peers.

In our view, convergence with international norns and transparency standards
will tend to lower the risk arising fromthe banking sector. At the sane tineg,
we consider that it will test Andorra's banks' current business nodel --they
wi Il have to conpete on an even playing field with rmuch |arger gl obal players.

Despite inmproving standards, we still view the international footprint of
Andorran banks as a potential source of risk. W estimate the banks' activity
out si de Andorra continues to grow as a proportion of the total banking sector
O her contingent liabilities are limted, as the sovereign's public conpanies
have consistently reported positive performance, providing additional revenues
to the central government instead of requiring transfers.

Qur view of Andorra's creditworthiness renmains constrained by the country's

| ack of an independent nonetary policy, given its use of the euro as the

of ficial currency since 2011. Although Andorra | acks a | ender of |ast resort,
we recogni ze that Andorran banks have indirect access to liquidity fromthe
Eur opean Central Bank through their subsidiaries in the eurozone.

Because of a lack of sufficient external data, we evaluate Andorra's externa
position starting fromour view on Spain, the country to which its econony is
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nost closely tied, and then adjust our viewto reflect the |ack of data. W
under stand the Andorran government is actively working to address this
deficiency, through the approval of a new Statistic Plan for 2018-2021 and a
strengt hening of the country's statistical services.

Key Statistics

Table 1

Andorra Selected Indicators

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

ECONOMIC INDICATORS (%)

Nominal GDP (bil. LC) 2 2 3 3 3 3 3 3 3 3
Nominal GDP (bil. §) 3 3 3 3 3 3 3 4 4 4
GDP per capita (000s $) 41.5 43.1 43.6 36.1 36.8 37.7 41.2 44.1 45.2 46.2
Real GDP growth (1.6) 0.4 2.3 0.8 1.9 1.9 1.5 1.4 1.4 1.2
Real GDP per capita growth 0.8 0.5 1.1 (0.5) 1.6 (0.6) 1.3 1.2 1.2 1.0
Real investment growth N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Investment/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Savings/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Exports/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Real exports growth N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Unemployment rate 6.0 6.5 5.8 4.1 3.6 2.4 2.5 2.5 2.5 2.5

EXTERNAL INDICATORS (%)

Current account balance/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Current account balance/CARs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
CARs/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Trade balance/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Net FDI/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Net portfolio equity inflow/GDP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Gross external financing needs/CARs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
plus usable reserves

Narrow net external debt/CARs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Narrow net external debt/ CAPs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Net external liabilities/CARs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Net external liabilities/ CAPs N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Short-term external debt by remaining N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
maturity/CARs

Usable reserves/CAPs (months) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Usable reserves (mil. $) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

FISCAL INDICATORS (%, General government)

Balance/GDP (0.1) 49 3.0 2.4 5.2 45 1.7 1.5 14 14
Change in net debt/GDP 02 (33 (18  (22) (47 (4.7) (1.7) (1.5) (1.4) (1.4)
Primary balance/GDP 1.3 5.9 3.9 3.1 5.9 49 2.0 1.9 1.8 1.7
Revenue/GDP 22.5 24.2 22.0 22.7 25.1 21.3 20.8 20.7 20.7 20.6
Expenditures/GDP 22.6 19.3 19.0 20.3 19.9 16.8 19.2 19.2 19.2 19.3
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Table 1

Andorra Selected Indicators (cont.)

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Interest /revenues 6.0 4.3 4.1 3.2 2.7 1.8 1.8 1.7 1.7 1.6
Debt/GDP 41.7 41.4 41.0 40.7 40.0 37.7 36.5 35.6 34.7 33.9
Debt/Revenue 185.3 171.2 186.3 179.3 159.5 176.9 175.7 171.6 167.9 164.5
Net debt/GDP 3.2 (0.1) (2.0) (4.1) (8.7) (13.2) (14.5) (15.6) (16.6) (17.5)
Liquid assets/GDP 38.5 41.6 43.0 44.9 48.7 50.9 51.0 51.2 51.3 51.5

MONETARY INDICATORS (%)

CPI growth 1.6 0.5 (0.0) (1.1) (0.5) 24 1.5 1.4 1.4 1.5
GDP deflator growth 11 0.0 (0.1) (0.5) 0.7 0.9 1.5 1.4 1.4 1.5
Exchange rate, year-end (LC/$) 0.76 0.73 0.82 0.92 0.95 0.83 0.82 0.79 0.80 0.80
Banks' claims on resident non-gov't (5.4) (5.3) (2.6) (4.0) (9.2) 1.0 1.4 1.6 1.6 1.6
sector growth

Banks' claims on resident non-gov't 220.3 207.8 198.0 189.3 167.5 164.6 162.0 160.1 158.2 156.5
sector/GDP

Foreign currency share of claims by N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
banks on residents

Foreign currency share of residents' N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
bank deposits

Real effective exchange rate growth N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

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. N/A--Not available. 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.

Ratings Score Snapshot

Table 2

Ratings Score Snapshot

Key rating factors

Institutional assessment 3
Economic assessment 2
External assessment 5
Fiscal assessment: flexibility and performance 1
Fiscal assessment: debt burden 3
Monetary assessment 5

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). S&P Global Ratings' "Sovereign
Rating Methodology," published on Dec18, 2017, details how we derive and combine the scores and then derive the sovereign foreign currency
rating. In accordance with S&P Global Ratings' sovereign ratings methodology, a change in score 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 scores. In determining the final rating the committee
can make use of the flexibility afforded by §15 and §§126-128 of the rating methodology.
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Related Criteria

e Criteria - CGovernnents - Sovereigns: Sovereign Rating Methodol ogy, Dec.
18, 2017

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

» CGeneral 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

Sovereign Risk Indicators, July 5, 2018. An interactive version is also
avail abl e at http://wwmv spratings.conisri
 Sovereign Ratings History, July 5, 2018

e Credit Trends: d obal Corporate And Sovereign Credit Qutlook: G ow ng
Ri sks Threaten Stable Credit Quality, July 5, 2018

e Banking Industry Country Ri sk Assessnent Update: June 2018, June 20, 2018

e Default, Transition, and Recovery: 2017 Annual Sovereign Default Study
And Rating Transitions, May 8, 2018

» G obal Sovereign Rating Trends: First-Quarter 2018, April 11, 2018

e Sovereign Debt 2018: d obal Borrowing To Remain Steady At US$7.4 Trillion
Feb. 22, 2018

e Credit FAQ What's New In S&P d obal Ratings' Updated Soverei gn Rating
Met hodol ogy? Dec. 18, 2018

In accordance with our relevant policies and procedures, the Rating Committee
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 confirmed that the

i nfornation provided to the Rating Committee by the primary anal yst had been
distributed in a tinely manner and was sufficient for Committee menbers to
nmake an infornmed deci sion.

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
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Rati ngs Score Snapshot above.

The chair ensured every voting nenber was given the opportunity to articul ate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consi stency with the Committee decision. The views and the decision of the
rating commttee are sunmari zed in the above rationale and outl ook. The

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

Ratings List
Rati ngs Affirned

Andorra
Sovereign Credit Rating BBB/ St abl e/ A- 2
Transfer & Convertibility Assessnment AAA

Additional Contact:
SovereignEurope; SovereignEurope@spglobal.com

Certain terns 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

i nfornati on. 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 S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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