
SOVEREIGN AND SUPRANATIONAL

CREDIT OPINION
21 March 2024

Update

Contacts

William Foster +1.212.553.4741
Senior Vice President
william.foster@moodys.com

Dylan Walsh +1.212.553.3583
Ratings Associate
dylan.walsh@moodys.com

Mauro Leos +1.212.553.1947
Associate Managing Director
mauro.leos@moodys.com

Marie Diron +44.20.7772.1968
MD-Global Sovereign Risk
marie.diron@moodys.com

Government of Dominican Republic – Ba3
Positive
Regular Update

Summary
The Dominican Republic's credit profile balances its strong growth dynamics and contained
external and government liquidity risks with relatively weak fiscal and institutional strength.
The country rebounded very strongly from the coronavirus pandemic economic and fiscal
shock, reflected in sustained high growth rates, strong investment flows and a declining debt
burden. However, debt affordability remains weak and foreign currency borrowing is high.

Exhibit 1

Dominican Republic's credit profile is determined by four factors
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Credit strengths

» Sustained real GDP growth of more than 5% over a 15-year period

» Favorable debt maturity profile and proven market access in times of turmoil

» Increased foreign-exchange reserves coverage, which limits external risks

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1397912
https://www.moodys.com/credit-ratings/Dominican-Republic-Government-of-credit-rating-600045733
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Credit challenges

» Weak debt affordability driven by a narrow revenue base and large share of foreign currency-denominated debt

» Weak, but improving, institutional strength

Rating outlook
The positive rating outlook reflects our view that: (1) sustained high growth rates will continue to enhance the scale and wealth levels
of the economy; and (2) a material decline in the government debt burden coupled with improved fiscal policy effectiveness will
support medium-term debt sustainability. We also expect balance of payments and government liquidity risks to remain contained.

Factors that could lead to an upgrade
The rating could be upgraded if fiscal metrics continue to improve and the government implements policy measures that further
strengthen medium-term debt sustainability. In particular, increased debt affordability supported by higher government revenue on the
back of broad-based tax reforms, and measures that materially reduce the share of foreign currency-denominated government debt,
would strengthen the country’s fiscal position and overall sovereign credit profile.

Factors that could lead to a downgrade
The outlook would likely be returned to stable if growth performance and fiscal policy outcomes prove to not be in line with Moody's
expectations. The rating would face downward pressure if the authorities deviated significantly from their current medium-term
fiscal consolidation plans, resulting in a material increase in the public debt ratio. A weakening of external accounts that results in an
upward structural shift in the current account deficit and a sustained decrease in foreign-exchange reserves would also exert downward
pressure on the sovereign credit profile.

Key indicators

Exhibit 2

Dominican Republic   2018 2019 2020 2021 2022 2023E 2024F 2025F

Real GDP (% change) 7.0 5.0 -6.7 12.3 4.9 2.5 5.2 5.0

Inflation rate (% change average) 3.6 1.8 3.8 8.2 8.8 4.8 3.8 4.0

Gen. gov. financial balance/GDP (%)[1] -2.3 -3.6 -8.3 -2.7 -3.4 -3.1 -3.2 -3.0

Gen. gov. primary balance/GDP (%)[1] 0.3 -0.9 -5.1 0.4 -0.6 0.0 0.4 0.7

Gen. gov. debt/GDP (%) 38.2 41.7 58.4 50.9 46.7 46.6 48.3 48.7

Gen. gov. debt/revenues (%) 269.0 289.8 411.6 326.1 306.1 294.9 310.0 316.2

Gen. gov. interest payment/revenues (%)[1] 18.2 19.1 22.8 20.0 18.7 19.5 23.1 24.0

Current account balance/GDP (%) -1.5 -1.3 -1.7 -2.8 -5.6 -3.8 -3.6 -3.5

External debt/CA receipts (%)[2] 125.0 130.6 184.8 143.0 126.9 -- -- --

External vulnerability indicator (EVI) [3] 50.7 53.4 80.5 28.9 30.1 41.3 39.9 34.6

[1] Central government
[2] Current Account Receipts
[3] (Short-Term External Debt + Currently Maturing Long-Term External Debt + Total Nonresident Deposits Over One Year)/Official Foreign Exchange Reserves
Source: Moody's Ratings

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Detailed credit considerations
We assess the Dominican Republic's economic strength score as “a3,” reflecting sustained high real GDP growth rates that have
materially increased the scale and wealth levels of the economy over the long term. Prior to the pandemic, real GDP growth averaged
5.6% annually from 2010-2019. It rebounded very strongly to 12.3% in 2021 and 4.9% in 2022, supported by effective health and fiscal
policy responses to the pandemic and an upward shift in the investment ratio, which increased substantially to 33% of GDP in 2022
from an average of 25% in 2017-19. Ongoing development of the tourism sector, which has expanded into higher-end offerings and
more international markets, has contributed significantly to growth in recent years. We expect growth to moderate to around 3.0%
in 2023, reflecting a slowdown from tighter domestic and global financial conditions, and rebound to about 5% from 2024 onward, in
line with the country's economic growth potential, supported by the easing of monetary policy conditions.

Persistent high growth rates have driven an expansion of the economy’s scale and wealth levels. Nominal GDP increased to $114 billion
in 2022 from $79 billion in 2020, above the Ba3-rated peer median of $70 billion. Meanwhile, GDP per capita increased to $24,117
(on a PPP basis) in 2022 from $18,642 in 2020, also above the Ba3-rated peer median of $9,634. While the scale of the economy
is comparatively small on a global level, it is the largest in the Caribbean and is relatively well diversified for an island economy with
significant contributions coming from the manufacturing, construction, services and agriculture sectors.

We set the score for institutions and governance strength at “ba3,” reflecting the Dominican Republic's relatively weak, but
improving, institutional strength. In recent years, the country's Worldwide Governance Indicator scores have demonstrated
improvements across key indicators including government effectiveness, rule of law and control of corruption, albeit from low levels.
Stronger government effectiveness has contributed to the country’s swift recovery from the pandemic, improved fiscal performance
and declining inflation. Fiscal policy effectiveness has increased, as evidenced by the government’s use of counter-cyclical policies
to support growth during the pandemic and subsequent fiscal consolidation efforts which have led to a material reduction of the
government deficit. At the same time, monetary policy management and macroeconomic policies have been effective in reducing
inflation and containing balance-of-payments risks.

We assess the Dominican Republic's fiscal strength score as “b1,” reflecting recent improvement in fiscal trends along with long-
standing credit challenges which include: (i) a shallow revenue base compared to peers, (ii) weak debt affordability metrics, and (iii)
high exposure to foreign currency borrowing. Our assessment includes a negative adjustment of three notches for exposure to foreign-
exchange risks (government foreign currency debt amounted to around 35% of GDP in 2022). At around 70%, the share of foreign
currency-denominated sovereign debt implies the government’s balance sheet is somewhat exposed to exchange rate shocks.

Improved fiscal dynamics have reduced the general government debt burden to nearly 46% of GDP in 2022 from a high of about
57% in 2020, driven by a narrowing of the general government fiscal deficit to 3.4% of GDP in 2022 from 8.3% in 2020 and high
nominal GDP growth. Looking ahead, we expect debt to stabilize around current levels and the fiscal deficits to remain just above
3.0% in 2024. Debt affordability is weak in absolute and relative terms with interest payments representing nearly 19% of government
revenue in 2022, almost twice the median of Ba3-rated peers. We expect this ratio to rise to around 23% in 2024. Debt affordability is
constrained by low general government revenue generation, which at around 15% of GDP in 2022, is well below the median of about
26% for Ba-rated peers.

Our “baa” susceptibility to event risk score is driven by government liquidity risk, banking sector risk and external vulnerability risk,
all of which we consider to be relatively contained.

The “baa” score for government liquidity risk reflects that the government's balance sheet faces exchange-rate risk from a high share
of foreign currency-denominated financial obligations, which account for more than two-thirds of government debt, despite efforts by
the authorities to develop the domestic government bond market. However, the structure of sovereign debt has improved, with longer
debt maturities and higher shares of domestically issued and fixed-rate debt.

We assess banking sector risk at “baa,” given the low probability of the banking sector representing an important contingent liability
for the government. We take into account the relatively high level of dollarization, which exposes banks to a sudden depreciation in
the Dominican peso. Financial depth is among the lowest in Latin America, with total domestic banking sector assets equal to around
44% of nominal GDP in 2022. Overall, the banking sector is well regulated. Meanwhile, stable deposits and adequate liquidity buffers
support financial flexibility.

3          21 March 2024 Government of Dominican Republic – Ba3 Positive: Regular Update



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

The external vulnerability risk score of “baa” reflects the strength of foreign-exchange reserves and capacity to meet external
obligations. Foreign exchange reserves reached an all-time high in 2023, supported by strong inflows coming from tourism activity,
steady family remittances and rising FDI. Although the Dominican Republic consistently runs current account deficits, we expect
the deficits to continue to be financed largely by FDI inflows, which have been in the order of around 3.5% of GDP annually. The
country’s External Vulnerability Indicator (EVI), the ratio of external liabilities due within one year relative to foreign exchange reserves,
is relatively low standing at about 40%.

The susceptibility to event risk score also includes our assessment of political risk at “a.” On 5 July 2020, Luis Abinader from the
Modern Revolutionary Party (PRM) won 53% of the votes in the presidential election, ending the Dominican Liberation Party's (PLD)
16 years of reign. Political risk remains relatively low in the country and Abinader remains popular. He will run for reelection in the
upcoming presidential election in May 2024. Overall government policies have been supportive of the economy with no major shifts in
policy priorities or political risk that could materially weaken the sovereign credit profile.

ESG considerations
Dominican Republic's ESG credit impact score is CIS-4

Exhibit 3

ESG credit impact score

Source: Moody's Ratings

CIS-4 indicates the rating is lower than it would have been if ESG risk exposures did not exist. For the Dominican Republic, this mainly
reflects high exposure to environmental risk related to physical climate risks that are impacted by climate change.

Exhibit 4

ESG issuer profile scores

Source: Moody's Ratings

Environmental
E-4. Dominican Republic's exposure to environmental risk is driven mainly by risks related to physical climate change and water issues.
The country’s geographical location in the Caribbean exposes it to natural disasters from hurricanes and rising sea levels. Climate
events can harm the agricultural export sector through lower crop yields, damage infrastructure and reduce tourism revenues. While
the large size and geography of the island help mitigate risks, the increasing frequency and severity of natural disasters in recent years
intensify risks.
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Social
S-3. Dominican Republic's exposure to social risks have been mitigated by two decades of sustained high economic growth rates that
have contributed to poverty reduction and rising per capita income levels. However, challenges related to education, health, safety and
access to basic services will likely continue to pressure government finances, particularly in the context of the country's very narrow
revenue base.

Governance
G-3. The Dominican Republics' governance score reflects its relatively weak, but improving, government effectiveness, budget
management, rule of law and control of corruption.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our report on how the scores depict varied and largely credit-negative impact of ESG factors and our cross-sector
methodology General Principles for Assessing Environmental, Social and Governance Risks Methodology.

Recent developments
Central bank easing is currently on hold as inflation remains within target range
On 29 February 2024, the Central Bank of the Dominican Republic (BCRD) maintained its monetary policy rate at 7.00%, marking
the third consecutive meeting in which it decided to leave the policy rate unchanged. The bank's most recent rate cut occurred in its
November 2023 meeting, where it decided to cut the policy by 25 basis points (bps) to 7.00%. Over the course of 2023, the BCRD
eased rates by a total of 150 bps. In its decision to hold rates steady, the bank has highlighted international considerations related to
the global interest rate environment and likelihood of international rates being held higher for longer. The launch of the bank's easing
cycle in 2023 has been supported by a decline in inflation that currently sits within its target inflation range of 4% (± 1%).

As of February 2024, the year-over-year CPI inflation rate was 3.30%, a slight decrease from 3.32% in January and the lowest rate
of inflation since June 2020 (see Exhibit 5). Inflation has remained within the BCRD's target range since May 2023. Core inflation,
which removes the more volatile components of the CPI, was 3.95% year-on-year in February 2024, down from 4.09% in January and
continuing its downward trend from a high of 7.29% in May 2022. We expect inflation to remain within the central bank's target range
in 2024 and 2025.

Exhibit 5

Monetary policy easing cycle is on hold as inflation remains within the BCRD's target range
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Source: Central Bank of the Dominican Republic and Haver Analytics
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Preliminary results of economic activity indicate that growth slowed to 2.4% in 2023
In the central bank's report on preliminary results of the Dominican Republic's economic performance in 2023 (January-December),
GDP growth increased by 2.4% over the same period last year. The final result was driven by increased economic activity in the final
quarter of 2023 as the monthly indicator of economic activity (IMAE) registered its three strongest months of interannual expansion
in October, November and December at 3.6%, 4.2% and 4.7%, respectively. The hotels, bars and restaurants (hospitality) sector of the
economy registered the largest inter-annual increase at 10.7%, followed by the health sector at around 10% (see Exhibit 6). The results
align with continued strong tourism growth in 2023 (see below for more details). The central bank also noted that the construction
sector, an important sector in the Dominican economy because of its multiplier effect, has recorded positive growth rates since July
2023, largely as a result of liquidity provision measures supported by the Ministry of Finance and central bank.

Exhibit 6

The hospitality and health sectors were the main drivers of growth in 2023
Change in real GDP in 2023* from 2022 (in percentage terms)
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Source: Central Bank of the Dominican Republic

The moderation of real GDP growth in 2023 from 4.9% in 2022 reflects the dampening effect of higher interest rates on demand
during the first three quarters of the year. For 2024, we forecast GDP growth to increase to around 5%, supported by lower interest
rates, which we expect to contribute to improved construction activity and continued growth in the tourism and services sectors.

Tourism is an important source of growth for the economy. In 2023 the tourism sector registered around 10.3 million tourist arrivals,
achieving the Ministry of Tourism's goal of over 10 million visitors for the full year and contributing about $9.8 billion in revenue (see
Exhibit 7). The record annual total of tourist arrivals also included a monthly record of about 0.9 million air arrivals in December 2023.
The number of tourist arrivals by air was up by around 13% over last year, while the number by sea increased by 70%, as more cruise
ship passengers visited the island via Puerto Plata. Over the medium term (next three to five years), the Ministry of Tourism expects
growth to stabilize at around 5%-6% annually.

Exhibit 7

Tourism continued its strong growth in 2023

2022 2023* Difference 2023 vs 2022

Tourist Arrivals 8,488,856 10,317,612 1,828,756.3

     Air 7,163,414 8,058,671 895,257.3

     Maritime 1,325,442 2,258,941 933,499.0

Hotel Occupany Rate (%) 71.5 74.7 3.2

Tourism Revenue $US million 8,167.8 9,828.9 1,661.1

*Preliminary results
Source: Central Bank of the Dominican Republic
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Moody's rating methodology and scorecard factors: Dominican Republic — Ba3 positive

Factor / Sub-Factor Metric Indicator Year Indicator Initial Factor 

Score

Final Factor 

Score
Weights

Factor 1: Economic strength a3 a3 50%

Growth dynamics Average real GDP growth (%) 2018-2027F 4.6 aa3 25%

MAD Volatility in Real GDP Growth (%) 2013-2022 1.1 baa3 10%

Scale of the economy Nominal GDP ($ billion) 2022 113.5 baa2 30%

National income GDP per capita (PPP, Intl$) 2022 24,116.8 a3 35%

Adjustment to factor 1 # notches 0 max ±9

Factor 2: Institutions and governance strength ba3 ba3 50%

Quality of institutions Quality of legislative and executive institutions ba 20%

Strength of civil society and the judiciary b 20%

Policy effectiveness Fiscal policy effectiveness ba 30%

Monetary and macroeconomic policy effectiveness ba 30%

Specified adjustment Government default history and track record of arrears 0 max -3

Other adjustment to factor 2 # notches 0 max ±3

F1 x F2: Economic resiliency  baa3 baa3

Factor 3: Fiscal strength b1 b1

Debt burden General government debt/GDP (%) 2022 46.7 a3 25%

General government debt/revenue (%) 2022 306.1 ba3 25%

Debt affordability General government interest payments/revenue (%) 2022 18.7 b2 25%

General government interest payments/GDP (%) 2022 2.8 baa2 25%

Specified adjustments Total of specified adjustment (# notches) -3 -3 max ±6

Debt Trend - Historical Change in Debt Burden 2014-2022 10.6 0 0

Debt Trend - Expected Change in Debt Burden 2022-2024F 1.6 0 0

General Government Foreign Currency Debt/ GDP 2022 35.0 -3 -3

Other non-financial public sector debt/GDP 2022 0.2 0 0

Government Financial Assets including Sovereign Wealth Funds / GDP 2022 0.9 0 0

Other adjustment to factor 3 # notches 0 max ±3

F1 x F2 x F3: Government financial strength baa3 baa3

Factor 4: Susceptibility to event risk baa baa Min

Political risk

Domestic political risk and geopolitical risk a

Government liquidity risk baa baa

Ease of access to funding baa

Specified adjustment High refinancing risk 0 max -2

Banking sector risk baa baa

Risk of banking sector credit event (BSCE) Latest available ba3 ba3-b3

Total domestic bank assets/GDP 2022 43.7 <80

Adjustment to F4 BSR # notches 0 max ±2

External vulnerability risk baa baa

External vulnerability risk baa

Adjustment to F4 EVR # notches 0 max ±2

Overall adjustment to F4 # notches 0 max -2

 F1 x F2 x F3 x F4: Scorecard-indicated outcome Ba1 - Ba3 Ba1 - Ba3

Note: While information used to determine the grid mapping is mainly historical, our ratings incorporate expectations around future metrics and risk developments that may differ from the ones implied by the scorecard-indicated 

outcome. Thus, the rating process is deliberative and not mechanical, meaning that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account that may result in an assigned rating 

outside the scorecard-indicated outcome. For more information please see our Sovereign Ratings Methodology.

Footnotes: (1) Initial factor score: scorecard indicators combine with the automatic adjustments to produce an initial factor score for every rating factor, as detailed in Moody's Sovereign Ratings Methodology. (2) Final factor 

score: where additional analytical considerations exist, initial factor scores are augmented to produce a final factor score. Guidance on additional factors typically considered can be found in Moody's Sovereign Ratings 

Methodology; details on country-specific considerations are provided in Moody's research. (3) Scorecard-indicated outcome: Factor 1: Economic Strength, and Factor 2: Institutions and Governance Strength, combine with equal 

weight into a construct we designate as Economic Resiliency (ER). An aggregation function then combines ER and Factor 3: Fiscal Strength, following a non-linear pattern where Fiscal Strength has higher weight for countries with 

moderate ER and lower weight for countries with high or low ER. As a final step, Factor 4, a country's Susceptibility to Event Risk, is a constraint which can only lower the government financial strength as given by combining the 

first three factors. (4) There are 20 ranking categories for quantitative sub-factors: aaa, aa1, aa2, aa3, a1, a2, a3, baa1, baa2, baa3, ba1, ba2, ba3, b1, b2, b3, caa1, caa2, caa3, ca and 8 ranking categories for qualitative sub-

factors: aaa, aa, a, baa, ba, b, caa, ca (5) Indicator value: if not explicitly stated otherwise, the indicator value corresponds to the latest data available.

a
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