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IMF Executive Board concludes Fifth Review

The IMF concluded the fifth and penultimate review of Jamaica’s
performance under the Precautionary Standby Arrangement.

The IMF summarized the performance under Jamai-
ca’s Economic Reform Programme as outlined below:
"Strong implementation of the reform program continues.
After commendable performance under two successive
Fund arrangements since May 2013, Jamaica’s public
debt is projected to fall below 100 percent of GDP for the
first time since FY2000/01—to 98.7 percent of GDP in
FY2018/19. Unemployment is near all-time lows, business
confidence is high, and the economy is estimated to have
expanded by 1.8 percent in 2018, buoyed by mining, con-
struction and agriculture. International reserves are esti-
mated to be comfortable under a more flexible exchange
rate. All quantitative performance criteria at end-Decem-
ber 2018 were met, and the structural benchmark to table
in Parliament amendments to the Bank of Jamaica (BOJ)
Act was completed in October 2018. In December 2018,
however, inflation was 2.4 percent, triggering staff consul-
tation under the Monetary Policy Consultation Clause; it
remained at the same level in February 2019."

Most recent results -e eroc met on April 6, 2019 and reviewed the
latest available results for the period ending February 2019. The table below shows the
results of selected IMF PSBA Quantitative Performance Criteria (QPCs) and Indicative
Targets (ITs).

Selected Fiscal and Monetary Indicators

Selected IMF PSBA Actual | Indicative | Actual | BudgetTarget | Actual | Indicative
Quantitative Performance | (Dec. Target (Feb. (Apr. 2018 - (Mar. Target
Criteria (QPCs) and 2018) (Dec. 2019) Feb. 2019) 2019) (Mar. 2019)
Indicative Targets (ITs) 2018)

Primary Balance of Central | 107.7 68.0 1250 109.3 141.6
Government (JSB) *

Tax Revenues (J$B) * 388.7 360.0 475.1 465.1 516.0
Non-Borrowed Reserves 2,522 2,200 2,528 2,632 2,200
(USSM) **

Inflation (%) *** 24 2.0-6.5 24 34 2.5-6.0

*

Provisional (Fiscal Year to Date)

** Adjusted Target (Non-Borrowed Reserves)

*** CPI point-to-paint movement. The PSBA inflation target, which is given as a range, is a performance criterion
linked to a monetary policy consultation clause. If inflation falls outside of the upper or lower outer bands of this range
for the review period, it triggers a formal public consultation with the IMF's Executive Board on the reasons for the
deviation and the proposed policy to correct it. If inflation is below the inner band, this triggers a staff consultation
with IMF staff on the outlook for inflation and the proposed policy response. Noteworthy, the BOJ's medium-term
inflation target range of 4.0% to 6.0% is within the PSBA inflation target range of 2.5-6.0% for end-March 2019.
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PROGRAMME REVIEW

FISCAL PERFORMANCE

Selected IMF PSBA Fiscal and Monetary
Targets

For the review period April 2018 to February 2019,
the Fiscal Performance continued its positive
frend.

SELECTED FISCAL INDICATORS -

Tax Revenues outperform Second
Supplemental Budget by $10b

Revenue & Grants of §545.0b for the first eleven
months of the fiscal year (April-February) exceeded
the budgeted amount of $536.9b (+1.5%) whilst
Tax Revenues of $475.1b exceeded the budgeted
target of $465.1b.

Tax Revenues year over year increased by $46.0b
(10.7%) from $429.1b for the period April 2017
through February 2018 to $475.1b for the
comparable period in FY2018/19. This increase
year over year was fairly evenly spread over all
three tax categories: Income and Profits up
$14.85b, Production and Consumption up $14.88b
and International Trade up $16.29b.

EXPENDITURES BELOW BUDGET BY $12.0b
Expenditure for the first eleven months of the fiscal
year (April-February) was $12.0b below budget
(-2.2%). Of this amount, Recurrent Expenditure
was $10.6b below budget (-2.1%), while Capital
Expenditure was $1.4b below budget (-2.4%).

CAPITAL EXPENDITURE UP 41.8% YEAR
OVER YEAR

Capital Expenditure year over year increased by
$16.3b from $39.1b for April 2017 through February
2018, to $55.5b for the comparable period in
FY2018/19.

INTEREST EXPENDITURE DOWN $6.3bYEAR
OVER YEAR

Interest costs up to February 2019 totaled $119b
which was $6.3b below the $125.38b for the
comparative period for 2017/18, and $4.50 below
the budgeted figure of $123.6b for the first eleven
months of the fiscal year 2018/19 (April-February),
driven by lower interest rates on the GOJ debt.

FISCAL SURPLUS OF $5.9b

The GOJ continues to run Fiscal surpluses with Tax
Revenues and Grants exceeding Expenditure by
$5.9b for the April 2018 - February 2019 period
against the projected budget deficit of -$14.2b.

PRIMARY BALANCE EXCEEDS BUDGET
TARGETS BY $15.6b

As a result of the Revenue and Grants performance
and the under-expenditure for the first eleven
months of the fiscal year, the Primary Balance of
$125.0b exceeded the $109.3b budget target for
April 2018-February 2019.

MONETARY TARGETS

International Reserves

As at April 12, 2019, Jamaica's Net International
Reserves stood at US$ 3.110b.

Non-Borrowed Reserves

The stock of non-borrowed reserves (NBR) were
US$2.632m at the end of March 2019 which was
US$431.8m above the indicative targeted floor of
US$2.200m.

Inflation rate increases to 3.4%

The 12-month point-to-point inflation rate at
March 2019 was 3.4 per cent, below Bank of
Jamaica's target of 4.0 to 6.0 per cent, and above
the 2.5% outer band for March 2019 as set out in
the Monetary Policy Consultation Clause in the
precautionary SBA. This increase in inflation of
0.8% in the month of March was driven primarily
by a 09% increase in the 'Food and
Non-Alcaholic Beverages" division and the overall
movement of 1.5% in the division "Housing, Water,
Electricity, Gas and Other Fuels" due to higher
electricity rates.

Foreign Exchange Market

On 18 April 2019, the value of the Jamaican Dollar
vis-a-vis the US dollar was J$134.16 = US$1.00,
reflecting a depreciation of 6.08 per cent ($7.69)
for the month to date. This follows appreciation of
1.82 per cent ($2.34) for March 2019,

The depreciation in the value of the Jamaica Dollar
for the review period was influenced by: (1)
increased demand from brokers and end-users as
the market normalized after the tax payment
period; (2) current illiquid condition facing the
market as some foreign currency earners opted
not to net sell.

Real Effective Exchange Rate

As at February 2019, Jamaica recorded an annual
point to point gain of 2.5% in relative price
competitiveness. This gain was primarily driven by
relative exchange rates as Jamaica's nominal
exchange rate depreciated at a faster pace relative
to the depreciation of the trade weighted
exchange rate of Jamaica’s trading partners.

Bank of Jamaica reduces Policy Rate to
record low of 1.25%

On March 27, 2019, Bank of Jamaica announced
its decision to lower its policy interest rate (the
rate offered on current account balances of
deposit taking institutions) by 25 basis points to
1.25%.

Bank of Jamaica's decision to lower the policy rate
was aimed at supporting inflation returning to and
remaining on target (4.0 per cent to 6.0 per cent)
by December 2020. The rate reduction was
intended to stimulate an even faster expansion in
private sector credit which should lead to higher
economic activity, consistent with the inflation
target.

ECONOMIC OVERVIEW
Recent economic data positive!

Economic Growth

STATIN reported that the Jamaican economy grew
by 2.0 per cent during the fourth quarter of 2018
when compared to the corresponding quarter of
2017. This growth was attributed to increases in
both the Services Industries and the Goods
Producing Industries of 1.0 per cent and 4.9 per
cent respectively.

STATIN also reported that preliminary estimates
for the calendar year 2018 indicated a growth of
1.9 per cent in real GDP compared to 2017. The
Planning Institute of Jamaica (PIOJ) is projecting
that growth of real GDP for fiscal year 2018/19 will
fall within the range of 1.5% to 2.0%.

Unemployment at 50 year low of 8%

STATIN reported that the unemployment rate in
January 2019 was 8 percent, a 1.6 percentage
point decline compared to the rate of 9.6% in
January 2018. The employed labour force for
January 2019 was 1,232,700 which was 28,600
(2.4%) more than in January 2018.

Private Sector Credit
Lending to the Productive Sector increases by
20.2%

BOJ reports that the annual growth in total loans
and advances (JMD and USD denominated)
extended by Deposit Taking Institutions to the
private sector was 16.5 per cent at February 2019.
This reflected an acceleration when compared to
growth of 13.4 per cent as at February 2018.

BOJ notes that the growth mainly resulted from
increased lending to the Productive Sector which
reflected an annual growth of 20.2% outpacing
loans to consumers which grew at 14.0%.

EPOC notes that the BOJ continues to maintain its
accommodative stance as it uses its monetary
policy tools to stimulate private credit, through
lower interest rates and lower cash reserve ratios
which should lead to increased domestic demand
and strengthening of the Jamaican Economy.

EPOC'S CONCLUSION AND OUTLOOK
EPOC notes the following IMF recommendations
which were taken from the Executive Board
Review:

1. The Private Sector is to capitalize on the fiscal
measures recently implemented to "increase
investment, and create new opportunities for
advancing financial inclusion.”

2. The IMF also called for public sector
governance shortcomings to be immediately
addressed.

3. Further monetary easing to restore inflation to
the mid-point of the 4-6 percent target range.

4.The BOJ "to reduce its FX market footprint,
including limiting its FX sales to disorderly
market conditions"

5. The need for further reductions in reserve
requirements to be assessed.

EPOC'S OUTLOOK

Macroeconomic stability driven by sustained fiscal
responsibility and healthy international reserves
continue to provide a foundation for low inflation
and reduced interest rates.

An accommodative monetary stance by the Bank
of Jamaica has contributed to increasing growth in
credit to the private sector, especially to the
productive sector.

Consumer and business confidence continue to
be strong.

All the above positive economic indicators are
pointing to an underlying strengthening of
domestic demand, domestic investments and
ultimately the Jamaican Economy.

EPOC is of the view that the Economic Programme
remains firmly on track despite a weakening
outlook for the Global Economy.




