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Fitch Affirms Inter-American Development Bank at 'AAA’;
Outlook Stable

Fitch Ratings-London-26 November 2019:

Fitch Ratings has affirmed Inter-American Development Bank's (IADB) Long-Term Issuer Default
Rating (IDR) at 'AAA" with a Stable Outlook and Short-Term IDR at 'F1+'. The issue ratings for senior

unsecured debt have also been affirmed at 'AAA".
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Key Rating Drivers

The affirmation and Stable Outlook reflects IADB's intrinsic credit quality with solvency and
liquidity assessed at 'aa+' and 'aaa’, respectively. The bank's strong business profile translates into
a one-notch adjustment over the solvency assessment, resulting in an intrinsic rating of 'aaa'.
Despite negative sovereign credit trends in Latin America, Fitch expects IADB's high capital buffers,
preferred creditor status (PCS), and important policy mandate will support the bank's resilience

against the backdrop of a deteriorating operating environment.

IADB's 'aa+' solvency assessment is underpinned by the bank's 'excellent' capitalisation with an
equity-to-adjusted-assets ratio of 25.2% at end-1H19. In line with Fitch's updated Supranationals
Rating Criteria, IADB's capitalisation is now also assessed via Fitch's usable capital to risk-weighted
assets (FRA) ratio, at 73% as of mid-2019, well above the threshold for an 'excellent' assessment
(35%). Usable equity includes a portion (10%) of callable capital from shareholders rated 'AA-' or
above and is discounted to reflect a concessional loan balance in IADB's financing portfolio (5% of
total loans at end-1H19).

Fitch expects the overall capitalisation assessment to remain 'excellent' over its three-year forecast
horizon, primarily driven by a FRA ratio that would remain well above the 'excellent' threshold
(60%-70%) and a slightly weaker but close to 25% equity-to-assets ratio.



Fitch assesses IADB's overall exposure to risks as 'low’, as 'low' credit risk in its sovereign lending
portfolio (94% of the total) balances 'moderate' concentration risk (five-largest baking exposures
account for 57.5% of the total after Exposure Exchange Agreements) despite diversification efforts
in recent years. The bank's risk management framework is conservative overall and Fitch deems

risk management policies to be 'excellent'.

The 'low' credit risk assessment mainly reflects the bank's sovereign repayment performance,
which highlights the strength of its PCS. Historically, the non-performing loan ratio on the
sovereign portfolio has remained close to nil, barring a few sovereign non-accrual episodes that
took place in the past decades. In all cases, the bank was able to recover all amounts due in less
than four years. Exposure to Venezuela (in arrears since 2018) represented 2.1% of the loan
portfolio as of end-1H19 and is the only sovereign in non-accrual status since 2001. This
non-accrual event does not materially impact our solvency or liquidity assessments given the small

size of the exposure relative to its portfolio.

Following the downgrades of the sovereign ratings of Mexico (BBB/Stable) and Argentina (CC) over
the last year, the bank's average rating of loans deteriorated to 'BB-' at end-1H19 from 'BB' a year
before. Risk of further deterioration in the credit quality of the loan portfolio is evidenced by the
Negative Outlooks of seven Fitch-rated sovereigns in the region (with no Positive Outlooks).
However, the risk of another sovereign falling into arrears with the IADB is much less pronounced
given the important source of financing that IADB represents for countries in Latin America. This is
especially the case for countries undergoing comprehensive IMF programmes such as Argentina,
Ecuador (B-/Stable), and Barbados, supported by the IADB, for which being current with the bank is
a condition for compliance with the IMF programme. Fitch expects these countries will remain
current with the IADB and exclude the bank from any eventual debt restructuring with other

creditors.

IADB's 'aaa’ liquidity assessment reflects the bank's excellent liquidity buffers, with liquid
assets-to-short-term debt expected to remain well above the 1.5x threshold for 'excellent’
assessment through 2022 (1.9x at end-1H19). In Fitch's view, the bank manages a very high
credit-quality treasury book (around 90% rated AA- or above) and compares favourably with that
of '"AAA'-rated peers.

IADB's overall business environment is assessed as low-risk, which translates into a one-notch
positive adjustment from Fitch's solvency assessment. IADB's low-risk business profile is mainly
driven by a low-risk strategy, characterised by a strong focus on sovereign lending and moderate

lending growth targets. In addition, our assessment captures IADB's very important policy



mandate as the largest multilateral lender for many of the bank's member countries. This

assessment balances the medium-risk environment in which IADB operates in.

Fitch assesses shareholders' support at 'a’, which is based on its medium-term forecast for
coverage of net debt by callable capital. Although net debt was fully covered by callable capital
subscribed from shareholders rated 'AAA' as of end-1H19, Fitch expects this indicator to gradually
deteriorate to 'a' (full coverage from shareholders rated above 'A") by 2022 if net debt grows in line
with the agency's forecasts and callable capital remains static. Fitch views shareholders' propensity

to support as strong.

RATING SENSITIVITIES

A prolonged and significant decline in capitalisation metrics, resulting from higher-than-expected

lending growth and/or deteriorating asset-quality metrics would be negative for the ratings.

Significant deterioration in the bank's risk profile, stemming from a sovereign non-accrual episode,
deteriorated credit risk metrics and/or worsening concentration risk, would be negative for the

ratings.

Key Assumptions

Fitch assumes that IADB will abide by its prudential framework and internal limits.

Sources of Information

The sources of information used to assess these ratings were IADB's financial statements and

other information provided by IADB.
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