
OVERVIEW 

 
Declining public investment in infrastructure and stagnant general government revenues will continue 
constraining Guatemala's GDP growth potential and exerting pressure on its debt service.  
 
The poverty level has increased, and political fragmentation remains. As a result, we are revising the 
outlook on Guatemala to negative from stable to reflect an at least one-in-three possibility of a 
downgrade over the next 12 to 24 months if debt service and GDP growth deteriorate 
beyond our current forecast.  
 
We are also affirming our 'BB/B' foreign currency ratings and 'BB+/B' local currency ratings on the 
Republic of Guatemala. 
 

RATING ACTION 
On Oct. 27, 2016, S&P Global Ratings revised its outlook to negative from stable and affirmed its 
'BB/B' foreign currency and 'BB+/B' local currency sovereign credit ratings on the Republic of 
Guatemala. The transfer and convertibility assessment is unchanged at 'BBB-'. 
 
RATIONALE 
The outlook revision reflects an at least one-in-three possibility of a downgrade over the next 24 
months if the interest burden as a share of general government revenues and GDP growth deteriorate 
beyond our current forecast. 
Also, continuously weak government institutions and a lack of agreement on highly needed reforms 
could trigger a downgrade. 
 

Declining public-sector investments and increased poverty reflect the government's inability to 
promote sustainable growth over the long term. Also, a reduction of the sovereign's already low 
general government revenues to GDP would translate to a higher interest payment burden, despite 
our forecast for low fiscal deficits for the next two years. High political fragmentation would 
continue to be an obstacle to the approval of highly needed structural reforms. Low external deficits, a 
stable debt level to GDP, and sound monetary policy that has kept inflation declining over the last 
three years are positive credit factors.  
 
After almost nine month in office, the current Administration of President Jimmy Morales has been 
able to manage political instability that emerged last year following corruption investigations of the 
previous Administration. 

Significant challenges remain, however, to strengthen government's transparency and execution 
capacity and to recover confidence in the country's revenue collection authority that was at the center 
of fraud and corruption cases. Also, further reforms will be needed to improve the representation and 
accountability of Guatemala's political party system, which remains fragmented  and volatile. 
 
Speeding economic growth presents a big challenge for Guatemala over the next years. Declining 
public infrastructure investment, a less dynamic export sector, and lower foreign direct investment 
(FDI)--already observed in 2015--are likely to result in real GDP growth of about 3.6% in 2016-2018. 
This growth rate will be insufficient to reverse the country's increasing poverty levels, which reached 
59% of the total population in 2015, from 51% in 2006, according to the National Institute of 
statistics (INE), and to significantly increase its low GDP per capita of US$3,900 in 2015. Along with 
higher public infrastructure investments, the government's ability to increase spending on 

highly needed security and the health and education sectors will also be major factors in GDP growth 
over the next years. Consistently low GDP growth could weaken our rating on the sovereign. 
 
We expect Guatemala's fiscal deficit to remain below 2% of GDP in 2016-2018. As much as we see 
low fiscal deficits as a rating strength, in cases like in Guatemala, this is not entirely positive because 
these reflect declining public infrastructure investment, coupled with a weak revenue collection. In 
2015, general government revenue accounted for a low 10.8% of GDP, down from 11.64% of 2013, 
while public-sector infrastructure investment (direct real investment, according to the official 
definition) declined to 0.4% of GDP from 1.8% five years ago. As of Aug. 31, 2016, public 
infrastructure investment remains significantly below budget. In our view, chances are low that the 
government can approve a comprehensive fiscal reform in the next couple of years. 
 

Consistent with low fiscal deficits and GDP growth, the country's general government debt has 
remained stable at 24% of GDP over the last three years. 



Interest paid has also remained low at 1.5% of GDP. We expect that the change in general 

government debt remains below 2% of GDP in 2016-2018, reflecting the government fiscal deficits. 
Despite general stability with regard to GDP, compared with general government revenues, interest 
payments have been increasing to 14.4% in 2015 from 12.7% in 2011, and we expect this average to 
be close to 15% in 2016-2018. This increased interest payment burden could cause us to lower our 
debt assessment for Guatemala. 
 
Externally, the country continues to benefit primarily from low oil prices and the accompanying 
derivatives, which have contributed to a declining trade deficit (to 8.7% of GDP in 2015, down from 
11.5% in 2013). We expect that over the next three years the sovereign's current account deficit 
(CAD) will remain below 2% of GDP. Last year, a reduced trade deficit, along with strong 
remittances growth of close to 10%, resulted in a CAD of 0.3% of GDP, its lowest level over the last 
five years. As in previous years, we expect that FDI will cover most-–if not all--of CAD in the following 

years. Accordingly, we are forecasting Guatemala's gross external financing needs to remain 
broadly stable at around 93% of current account receipts plus usable reserves in 2016-2019, while its 
narrow net external debt would stay in line with the 37% figure in 2015. 
 
Guatemala's foreign currency debt represented 48% of total debt in 2015, down from 55% in 2010, 
and the central bank reserves continued to increase to $8.9 billion as of Oct. 17, 2016. Both make the 
country less vulnerable to external shocks. Nevertheless, its concentration in trade with the U.S. 
remains a source of vulnerability. In 2015, 37% of imports originated in the U.S., while 34% of 
exports went to the U.S. Also, roughly 80% of remittances came from the U.S. last year. In our view, 
because both trade and remittances are closely linked to the U.S., Guatemala is exposed to sudden 
changes in the U.S. trade and immigration policies.   
 

The country's external data still shows shortcomings, although accounting improvements have 
reduced errors and omissions in the balance of payments over the last three years.  
 
Monetary policy continues to reflect the central bank's mandate to control inflation as well as its 
operational independence despite recent political instability and a change in national government this 
year. In 2015, inflation was the lowest it's been in last six years, at 2.4%, although we expect that 
this could average around 4.3% over the next three years as oil prices start to recover. Because 
inflation has been declining over the last three years, the central bank cut monetary policy three times 
in 2015 (by 100 basis points in total) to its current 3% since October 2015, which has also contributed 
to economic growth.  
   

We estimate that contingent liabilities from the financial sector and the nonfinancial public sector are 
limited, despite the increase from last year.  
We expect the banking system's nonperforming loans to average around 1.75% of total loans at the 
end of 2016.  
 
OUTLOOK 
 
The negative outlook reflects our expectation that Guatemala's government institutions will remain 
weak, resulting in low public-sector investment and in consistently low general government revenues. 
This in turn could hurt the country's long-term growth prospects and the possibility to overcome its 
immense social needs. 
 

We could lower the ratings if the Administration fails to increase its general government revenues 
enough to boost public-sector investment and keep its interest payment below 15% of general 
government revenues over the next 12 to 24 months. Also, lower-than-forecasted economic growth 
and unexpected increases in the sovereign's fiscal and external deficits could result in a downgrade. 
 
We could revise outlook to stable in the next 12-24 months if the government is able to propose and 
implement a reform agenda that strengthens Guatemala's public institutions, significantly increases its 
revenue level, and bolsters its GDP growth prospects. 

 


