MOODY’S
RATINGS

Rating Action: Moody's Ratings changes Andorra's outlook to positive,
affirms Baal ratings

23 Jan 2026

London, January 23, 2026 -- Moody's Ratings (Moody's) has today changed the outlook on the Government of
Andorra to positive from stable and affirmed the Government of Andorra's long-term foreign-currency issuer
rating and the foreign-currency senior unsecured ratings at Baal.

The decision to change the outlook to positive from stable reflects the prospects of the Association Agreement
with the European Union, which could enter into force in 2027 after the ratification by all EU member states and
a successful referendum. If implemented, the Association Agreement is expected to foster economic
diversification, resilience to shocks and institutional strength. The change in outlook to positive from stable is
also underpinned by a robust economic and fiscal outlook, building on stronger-than-anticipated macroeconomic
performance and better-than-expected fiscal outcomes since our previous rating action, including stronger fiscal
surpluses and a faster decline in debt than we had anticipated.

The ratings affirmation reflects Andorra's strong fiscal position, characterised by low and highly affordable
government debt and substantial public financial assets, which provide sizeable buffers against shocks,
particularly those related to contingent risks from the large banking sector and the absence of a fully fledged
lender of last resort. High per-capita income and strong institutional and governance framework also support the
credit profile, balancing the challenges posed by its very small size and limited economic diversification.

Andorra's foreign currency ceiling remains unchanged at Aa3. The four-notch gap between the foreign currency
ceiling and the sovereign rating reflects strong predictability of government actions and reliability of key
institutions, as well as low political risks and a robust external vulnerability profile, balanced against the
economy's high exposure to tourism and retail activities.

RATINGS RATIONALE
RATIONALE FOR OUTLOOK CHANGE TO POSITIVE

We expect Andorra's economic prospects to benefit if the Association Agreement with the European Union is
implemented. The Association Agreement needs to be ratified by all 27 EU member states under their national
constitutional processes, needs to pass a referendum and could enter into force towards the end of 2027. We
expect the referendum to be held after the general elections which will take place in early 2027. We believe the
Association will over time result in greater economic diversification, resilience to shocks and institutional
strength.

The economic activity has been stronger than expected in recent years, with GDP expanding slightly above 3%
on average over the past three years, driven mainly by buoyant tourism and retail performance. The strong
growth has been driven by labour-intensive sectors such as tourism and retail. It has been supported by
population growth, too, which is straining public services, housing affordability and infrastructure. The authorities
have indicated their intention to encourage the development of less labour-intensive sectors, a transition that will
benefit from the Association Agreement.

Andorra's public finances and their robust prospects remain a key credit strength underpinning the change in
outlook. After modest deficits in the aftermath of the Covid pandemic, Andorra has recorded fiscal surpluses
averaging around 3% of GDP annually over the past four years at the general government level. We estimate a
surplus of 2.1% in 2025, driven by robust revenue collections, largely supported by strong tourism activity.



Benefiting from solid nominal GDP growth, the debt-to-GDP ratio has continued to decline, reaching around 31%
at end-2025 from nearly 50% at the pandemic peak. Looking ahead, we expect Andorra to maintain its fiscal
strength, with fiscal surpluses of around 1% of GDP over 2026-27. Under our assumption that the government
will refinance the bond maturing in 2027, the debt ratio will decline to nearly 28% by 2027.

RATIONALE FOR RATINGS AFFIRMATION

The ratings affirmation reflects our expectation that Andorra's credit strengths will continue to help manage
structural challenges. Andorra's wealth and competitive economy continue to underpin its economic strength
despite its small size and still modest diversification. Strong institutions and governance remain a key credit
strength, underpinned by low political risk and a tradition of consensual policymaking. The fiscal position is
further reinforced by sizable government financial assets, estimated at close to 60% of GDP, although mostly
earmarked for the social security system.

The very large size of Andorra's banking sector remains a credit challenge given the potential adverse impact a
banking shock could have on the broader economy and public finances. The absence of a central bank and
lender of last resort is only partly mitigated by the creation of a liquidity mechanism in 2022. At end-2024, total
bank assets stood at around 565% of GDP on a consolidated basis. The system is highly concentrated in just
three domestic institutions, underscoring systemic linkages, although with solid capital positions. Additional
international expansion is likely once the Association Agreement is ratified, which would raise potential
contingent liabilities for the sovereign if mitigation risks are not implemented.

The electoral cycle has weighed on pending structural reforms. Ageing remains a key medium-term risk, with
significant implications for healthcare and the pension system. The authorities have been proactive and forward-
thinking in implementing reforms over past decades, although progress on pension reform has been
comparatively slower, reflecting its medium- to long-term nature and underscoring the challenge of advancing
politically sensitive measures despite a strong reform track record. We believe a comprehensive pension reform
will be passed after the upcoming elections.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG) CONSIDERATIONS

Andorra's Credit Impact Score of 2 (CIS-2) indicates that ESG considerations do not have a material impact on
the credit rating. This reflects some exposure to physical climate risk, low exposure to social risks and, like many
other advanced economies, strong governance and in general strong capacity to respond to shocks.

GDP per capita (PPP basis, US$): 70,604 (2024) (also known as Per Capita Income)
Real GDP growth (% change): 3.8% (2024) (also known as GDP Growth)

Inflation Rate (CPI, % change Dec/Dec): 2.6% (2024)

Gen. Gov. Financial Balance/GDP: 2.8% (2024) (also known as Fiscal Balance)
Current Account Balance/GDP: 15.9% (2024) (also known as External Balance)
External debt/GDP: [not available]

Economic resiliency: baal

Default history: No default events (on bonds or loans) have been recorded since 1983.

On 20 January 2026, a rating committee was called to discuss the rating of the Andorra, Government of. The
main points raised during the discussion were: The issuer's economic fundamentals, including its economic
strength, have not materially changed. The issuer's institutions and governance strength, have not materially
changed. The issuer's fiscal or financial strength, including its debt profile, has not materially changed. The
issuer's susceptibility to event risks has not materially changed.

FACTORS THAT COULD LEAD TO AN UPGRADE OR DOWNGRADE OF THE RATINGS

The implementation of the Association Agreement with the European Union would be a key trigger for a rating
upgrade. We expect that over time the Association Agreement will lead to higher economic growth and greater



diversification, as well as enhance institutional strength. A reduction in the contingent risks stemming from the
banking sector would also be credit positive.

A failure to implement the Association Agreement would likely lead to an outlook change to stable from positive.
Moreover, a significant deterioration in Andorra's medium-term growth prospects relative to our baseline
scenario, leading to weaker public finances, higher borrowing needs and a rising debt burden, would be credit
negative. The absence of a credible reform plan to address pressures on the pension system and public
finances arising from adverse demographic trends could weigh on the rating outlook, particularly if it were to
indicate a weaker institutional framework than currently assumed. Finally, a sharp deterioration in the banking
sector that undermines economic activity and fiscal stability would likewise exert downward pressure on the
outlook and eventually on the rating.

PRINCIPAL METHODOLOGY

The principal methodology used in these ratings was Sovereigns published in November 2022 and available at
https://ratings.moodys.com/rmc-documents/395819. Alternatively, please see the Rating Methodologies page on
https://ratings.moodys.com for a copy of this methodology.

The weighting of all rating factors is described in the methodology used in this credit rating action, if applicable.

The net effect of any adjustments applied to rating factor scores or scorecard outputs under the primary
methodology(ies), if any, was not material to the ratings addressed in this announcement.

REGULATORY DISCLOSURES

For further specification of Moody's key rating assumptions and sensitivity analysis, see the sections
Methodology Assumptions and Sensitivity to Assumptions in the disclosure form. Moody's Rating Symbols and
Definitions can be found on https://ratings.moodys.com/rating-definitions.

For any affected securities or rated entities receiving direct credit support/credit substitution from another entity

or entities subject to a credit rating action (the supporting entity), and whose ratings may change as a result of a
credit rating action as to the supporting entity, the associated regulatory disclosures will relate to the supporting

entity. Exceptions to this approach may be applicable in certain jurisdictions.

For ratings issued on a program, series, category/class of debt or security, certain regulatory disclosures
applicable to each rating of a subsequently issued bond or note of the same series, category/class of debt, or
security, or pursuant to a program for which the ratings are derived exclusively from existing ratings, in
accordance with Moody's rating practices, can be found in the most recent Credit Rating Announcement related
to the same class of Credit Rating.

For provisional ratings, the Credit Rating Announcement provides certain regulatory disclosures in relation to the
provisional rating assigned, and in relation to a definitive rating that may be assigned subsequent to the final
issuance of the debt, in each case where the transaction structure and terms have not changed prior to the
assignment of the definitive rating in a manner that would have affected the rating.

Moody's does not always publish a separate Credit Rating Announcement for each Credit Rating assigned in the
Anticipated Ratings Process or Subsequent Ratings Process.

These ratings are solicited. Please refer to Moody's Policy for Designating and Assigning Unsolicited Credit
Ratings available on its website https://ratings.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

The Global Scale Credit Rating(s) discussed in this Credit Rating Announcement was(were) issued by one of
Moody's affiliates outside the EU and is(are) endorsed for use in the EU in accordance with the EU CRA
Regulation.

Please see https://ratings.moodys.com for any updates on changes to the lead rating analyst and to the Moody's
legal entity that has issued the rating.
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Please see the issuer/deal page on https://ratings.moodys.com for additional regulatory disclosures for each
credit rating.
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AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL
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MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND MATERIALS ARE NOT INTENDED
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REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
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MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND MATERIALS ARE NOT INTENDED
FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY
PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING
CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating or assessment is of sufficient quality and
from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources.
However, MOODY'S is not an auditor and cannot in every instance independently verify or validate information
received in the credit rating or assessment process or in preparing its Materials.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
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licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability
to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT RATING,
ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.
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