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1.0 EXECUTNE SUMMARY

Many of the challenges facing the global economy in 2015 have continued in 2016 with global
growth expected to be 3.1 per cent for this year, rising moderately to 3.4 per cent in 2017.
The softening of global growth in 2016 is driven by lower t  han expected growth in the USA
and the materialisation of an important downside risks such as the UK vote to leave the EU.
Advanced economies are expected to grow on average by 1.6 per cent in 2016, accelerating

marginally to 1.8 per cent in 2017 as growth in the US economy improves.

In this challenging international economic environment the outlook for the CARICOM region

is mixed. Overall, the IMF estimates that the region will grow by only 0.2 per cent in 2016
improving to 2.2 per cent in 2017. Growth has  been hampered by unexpected weakness in
the US economy in the first half of 2016 and continuing low growth amongst commaodity

producers.

Inflationary pressure in the region was relatively muted. The average inflation rate did
increase from 1.6 per cent as of end June 2015 to 5.2 per cent in June 2016, largely due to
developments in Suriname where exchange rate depreciation and higher electricity tariffs

led to large increases in the inflation rate.

There continues to be low data availability  of labour mar ket information in some Caribbean
economies. The average rate of unemployment at June 2016 for the Caribbean region 1 was

9.5 per cent, a minimal decline from the reported 10.2 (June 2015).

The overall fiscal balance of the Caribbean as a region improved by 22.8 per cent in the first
half of 2016 relative to the corresponding period in 2015. The service-based economies
reported better outturns on their current and overall fiscal accounts compared to the
commodity -based economies. In the service based economies this performance was
underpinned by higher revenues from improved economic a ctivity and adjustment efforts
while the weakness in the commodity based economies reflected weak fiscal revenues as

commodity prices remained low .

L Unemployment Rates were gnhvailable for five Caribbean economies.
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Deposit and lending interest rates of commercial banks continued to be fluctuate mildly
between 2014 and 2015 for both the commodity -based and service-based economies. The total
domestic credit of commercial banks for the Caribbean economies declined by 18.2 per  cent
in 2015 (US$27.5 billion) relative t 0 2014 (US$33.8 billion).

The banking system in the Caribbean remain well capitalised and relatively profitable in

2015. The average regulatory capital to risk weighted assets ratio for the Caribbean region

remaining unchanged in 2014 and 2015 at 18.6 per cent. The commodity -bhased economi es
banking systems were in better standing than the service -based economies, having reported

higher profitability ratios. The average non  -performing loan (NPLSs) to total loans ratio for

the region incr eased from 9.5 per cent (2014) to 9.7 per cent (2015) with the commodity -based

economies recording a higher increase in NPLs, rising from 6.3 per cent in 2014 to 7.8 per

cent in 2015.

The combined external current account for the Caribbean region  improve d in the first half of

2016 with an overall deficit of US$1,019.4 relative to a deficit of US$1,351 million in the
corresponding period in 2015. The service-based economies combined external current
account deficit balance in the first half of 2016 narrowe d by 64.9 per cent relative to the
corresponding period in 2015 due in large part to the  lower cost of fuel import s. In contrast ,
the external current account of commodity -based economieswas negatively affected by low

commodity prices and their combined d eficit widened by 39.0 percent .

Caribbean economies continue to struggle with high levels of debt. The total debt stock for

the Caribbean region in June 2016 was US$48,578.39 million representing an increase of 2.1
per cent relative to June 2015. The service-based economies total debt stock increased
moderately by 1. 3 per cent while the commodity -based economies debtincreased by 5.2 per
cent. The increase in debt in the commodity based economies was reflective of governments

borrowing to finance their fis cal deficits.

The total gross international reserves of CARICOM countries fell by 2.2 per cent in June
2016 compared to its level in June 2015. This decline was due mainly to a decline of 8.9 per
cent in total reserves for the commodity -based economiesin the review period. This occurred
as countries drew down reserves to finance governments 6fiscal deficits in Suriname and

Trinidad and Tobago. The trends in reserves amongst service-based economieswere mixed
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as Barbados and Belize also experienced a dro p in their reserves while Jamaica and Curacao

and Sint Maarten recorded increases in their external reserves

In this challenging international economic environment, the outlook for the CARICOM
region is mixed. Continuing low commaodity prices are expecte d to benefit the tourism based
economies of the region but restrain growth amongst commodity producers . This together
with better performance from the important tourism sector means that service based
countries are expected to out -perform their commodity b ased counterparts. Lower energy
costs are also likely to help reduce external imbalances and lower fiscal deficits in these
countries based on increased revenues from stronger growth and adjustment efforts.  Over
the next two years therefore growth in servi ce based economies are projectedto be 1.2 percent
in 2016 rising to 2.2 percent in 2017. On the other hand, commodity based  economies as a
group are expected to experience negative growth of -1.9 per cent in 2016 which is expected

to improve to 2.3 per ce nt in 2017.
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2.0 GLOBAL ECONOMIC DEVELOPMENTS

Many of the challenges facing the global economy in 2015 have continued in 2016 with global
growth expected to be 3.1 per cent for this year , rising moderately to 3.4 per cent in 2017.
The softening of global growth in 2016 is driven by lower than expected growth in the USA
and the materialisation of an important downside risks such as the UK vote to leave the EU.
Advanced economies are expected to grow on average by 1.6 per cent in 2016, accelerating

marginal ly to 1.8 per cent in 2017 as growth in the US economy improves (See Table 1).

Table 1: GLOBAL ECONOMIC GROWTH

Country/Region 2013 2014 2015 2016 2017
World 3.3 3.4 3.2 3.1 3.4
Advanced economies 1.1 1.8 1.9 1.6 1.8
USA 15 2.4 2.4 1.6 22
Japan 1.6 -0.1 0.5 0.5 0.6
Canada 2.0 2.4 1.2 12 1.9
UK 1.7 3.0 2.2 18 1.1
Euro area -0.3 0.9 1.6 17 15
Emerging market and developing economies 5.0 4.6 4.0 4.2 4.6
Russia 1.3 0.6 -3.7 -0.8 1.1
Emerging and developing Asia 7.0 6.8 6.6 6.5 6.3
China 7.7 7.3 6.9 6.6 6.2
India 6.9 7.3 7.3 76 76
Latin America and the Caribbean 29 1.3 -0.1 -06 16
Brazil 2.7 0.1 -3.8 -33 05
Middle East and North Africa 2.3 2.7 2.5 34 34

Source: International Monetary Fund, World Economic @ok Database, October 2016

Growth in the US fell off significantly in the first half of 2016 in spite of a supportive fiscal

and monetary policy stance and strong consumption demand due to weakness in non -
residential investments, lower net exports and  a drawdown of inventories. Expectations are
for growth to rebound in the second half of 2016 and into 2017 as inventories and business
investment recover in spite of uncertainties created by the electoral cycle and a stronger
dollar. In the case of Europe, the market reaction to Brexit was surprisingly orderly, with the
volatility in financial markets in the wake of the vote abating fairly quickly, albeit with the

pound sterling at a much weaker level. Nevertheless, the ultimate impact remains uncertain

and will hinge on the trade and investment deal ultimately negotiated between the UK and

the EU. More worrisome is the impact of the referendum results on political sentiment in

other EU members where insular and protectionist political parties are gaining st rength and
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could cause further uncertainty about the policy framework likely to be adopted by EU

countries in the future.

Emerging and developing economies are expected to grow on average by 4.2 per cent in 2016,
improving to 4.6 per cent in 2017 as cond itions in highly stressed economies normalise. The
modest growth in 2016 is based on the assumptions of more modest growth in China, weak
outlook for commodity producers and a terms of trade boost for oil  -importing countries that
is expected to be counterbalanced by tighter financing conditions and weaker external

demand.

In the context of low inflationary pressures and uneven growth, the US authorities were
likely to be very cautious in normalising monetary policy. The recent victory of Donald Trump

in th e US presidential election has, however, created a degree of uncertainty about the
monetary policy stance the US Federal Reserve in the future. In particular, President elect
Trump has stated that he intends to pursue an ambitious plan to upgrade US infras tructure.
This, together with plans for tax cuts and the simplification of the tax code could lead to wider
deficits and potentially higher inflationary pressures which would imply higher policy
interest rates. The Federal Reserve is therefore likelytoin  stitute a rate increase in December
and a faster pace of interest rate normalisation than on e would have expected before the
results of the US presidential election.  In contrast, t he European Central Bank and the Bank
of Japan are likely to further ease mo netary policy in the context of concerns about the global
economy which would accentuate the divergence in interest rates across developed economies

leading to the further strengthening of the US dollar and related capital flow dynamics.

In the current env ironment, downside risks to global growth prospects have intensified. The

main risks include: potentially disruptive financial asset price shifts and financial market

volatility driven by expected interest rate normalisation by the US Federal Reserve, the
possibility of a Osudden stopo6 of capital fl ows
emerging market economies, the potential for disorderly economic transition in China,

growing strains in oil exporting countries, longer lasting recessions in emer ging market

economies currently in crisis, geopolitical risks and growing protectionist and insular

political sentiments. Future growth in emerging and developing economies in particular can

be compromised in an environment already characterised by declini ng commodity prices,

reduced capital flows and pressure on their exchange rates. These risks include the further

DECEMBER 2016 5



( « CARIBBEAN CENTRE rox MONEY & FINANCE CARIBBEAN ECONOMIC PERFORMANCE REPORT

strengthening of the US dollar against other major currencies which implies huge challenges
for portfolio management and real exchange rate app reciation along with its negative trade

implications in some emerging and developing countries.

The relatively muted and unbalanced nature of global growth since the international
financi al and economic crisis has r agrosvthdhicoboncerns
implies that the relatively muted pace of global growth is a phenomenon that is likely to last
longer than expected. Very subdued industrial production and investment seem to lend
credence to this view. There are also structural factors whic  h seem to support this view such
as high levels of indebtedness across sovereigns, corporates and households, frequent
episodes of financial market volatility driven by weaknesses in the international financial
architecture, low productivity growth general ly and the growth realignment in China. The
forces driving the performance of the global economy have therefore become more complex
with structural challenges and potential risks entrenching asymmetries and creating a mixed

bag of winners and losers. In th is environment, it is very difficult to have meaningful
international policy coordination which is critical to successfully confronting the myriad

challenges facing the global economy.
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3.0 REGIONAL ECONOMIC PERFORMANCE
3.1 ECONOMIGGROWTH

The average growth for the Caribbean region declined from 0.1 per cent in the first half of
2015 to -0.7 per cent in the corresponding period in 2016 2. Growth in t he service-based
economies for which data was available improved marginally from 1.2 per cent in the first
half of 2015 to 1.5 per cent in the first half of 2016 . In contrast, t he average growth rate for
commodity -based economies contracted significantly from -1.1 per cent to -3.6 per cent over

the review period .

Figure 1: REAL GDP GROWTH RATE OF CARICOM ECONOMIES
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Source: National Central Bank of countries ( October 2016)

Continuing we akness in commodity prices and more consistent growth in tourism were the
main reason for these growth performances. Commodity based economies such as Trinidad
and Tobago and Suriname in particular experienced sharp declines in growth. Guyana was
the only commodity -based economywhich w as able to post positive growth in the first half of
2016 based largely on the opening of two new gold mines in 2015 which led to an increase in

gold production.

2Based on data for seven countries.
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In Trinidad and Tobago the dominant petroleum sector declined by 9.1 per cent in the first
quarter of 2016 . The decline in energy prices, natural gas shortages along with maintenance
problems and construction delays in major p etrochemical projects all hampered growth in
this sector . The maturation of certain oil and gas fields ha ve also compounded the problem.
Additionally, t here was a significant decline of 15.7 percent in the construction sector. In
Suriname , problems such as the shutdown of its only bauxite and alumina plant  in 2015, low

commodity prices and fiscal challenges led to weakening growth.

In terms of se rvice-based economies, Barbados,the ECCU and Jamaica all experience d slight
increases in their levels of economic activities in  the first half of 2 016. Belize was the
exception in this regard as its growth deteriorated  from 2.4 per cent in the first half of 2015
to 1.5 per cent in the corresponding period in 2016 . This performance reflected the fact that
significant growth in the construction sector was overshadowed by a significant fall off in the
agriculture sector . The ECCU econamy also improved marginally from 1.9 per cent to 2.0 per
cent between the first half of 2015 and 2016. The ECCU is struggling to grow ata  faster pace
due to a lack of competitiveness, exposure to natural disasters and banking sector  problems
but lower ene rgy prices, better tourism outcomes and citizenship -by-investment receipts
have managed to sustain their efcommdpe centhatheb ad os &
first half of 2015 to 1.3 percent in the same period in 2016. This performance was driven
main ly by anincrease in tourism activity during the winter season and an increase in private

investment.

3.2 INFLATION

The average inflation rate for the Caribbean region increased from 1. 6 per cent (June 2015)
to 5.2 per cent (June 2016). This increase in the Caribbean regional average inflation rate
stemmed from the increase in the average inflation rate of the commodity  -based economies
from 2.9 per cent (June 2015) to 16.4 per cent (June 2016) since the service-based economies
reported a minimal increase in its average inflation rate from Ju ne 2015 (1.2%) to June

2016(1.5%) based on continuing low oil prices .
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Figure 2A: INFLATION RATES OF SERVICE-BASED ECONOMIES (%)
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Figure 2B: INFLATION RATES OF COMMODITY-BASED ECONOMIES (%)

The overall inflation performance reflected development

drastic increase in its average inflation rate

s in Suriname which experienced a

from 3.2 per cent (June 2015) to 44.7 per cent

(June 2016). This due to higher electricity tariffs and the depreciation in the exchange rate.

Heavy rainfall has also impacted their agriculture sector.

for Guyanads

this was due to increases in food prices.

A minimal increase was reported

a vatelfreng -©.2 pencént (duhei 2016 to 1. 1 per cent (June 2016);

Only two of the s ervice-based economiesreported an increase in their average inflation rates

for the review period. They were Belize and Haiti, of

8.0 per cent (June 2015) to 14.7 (June 2016)
Haiti was heavily influenced by
of drought has caused many farmers to lose

regions. As such, this led to a decline in food

basic necessities. Moreover, its national currency, the

depreciating against the US dollar for months.

3.3 LABOUR MARKETS

There continues to be low data availability

their vulnerabilities in agricultural production.

of labour market information in some

which the most notable increase from
was experienced by Haiti. Inflation levels in
Many years
around 70 per cent of their harvest in certain
production and subsequent higher prices for

0gourded had

Caribbean

economies. The average rate of unemployment at June 2016 for the Caribbean region 3 was

9.5 per cent, a minimal decli ne from the reported 10.2 (June 2015). Trinidad and Tobago was

the only commodity -based economy to report their level of unemployment for June 2016

3 Unemployment Rates were only available for five Caribbean economies.
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(4.4%). The average unemployment rate of the four service -based economies waslower at the
end of June 2016 (10.8 %) compared to the June 2015 (12.0%).

The labour sectors were

Figure 3: UNEMPLOYMENT RATES (%)

moving at a sluggish pace with

14.20

many Caribbean economies
recording only marginally
lower rates of unemployment.
The commodity -based
economy of Trinidad and

Tobago recorded the lowest

unemployment figures in the

2015 2016
m Barbados w Belize Jamaica ICuracao. - I.Trif-ddad&.chago region, W|th |ts 4.4 per cent
(June 2016), but this was
higher than its reported unemployment rate of 3.2 per cent for June 2015. This rise in

unemployment was indicative of the challenging conditions that the country is currently
facing. Low energy prices and less output from a number of sectors have led to this gradual

decline in persons employed.

Trends in the unemployment rate of service -based countries showed slight fluctuations from
June 2015 to June 201 6nentratBdecrdased froen6ll. Y perecemp(Juoey
2015) to 10.1 per cent (June 2016). This decrease was facilitated by higher private investment
and an overall increased level of tourism and construction. Also in Belize, labour markets
improved as they experien ced a significant decline in its unemployment rate from 10.1 per
cent (June 2015) to 7.9 per cent (June 2016) due to an increase in agriculture and construction

activit ies, as well as a strong tourism performance.

3.4 FISCAL ACCOUNTS

3.4.1 Current Fisc al Accounts

The Caribbean experienced a deterioration in its current fiscal account by 18.4 per cent, with
its current fiscal deficit increasing from US$ 314.8 million (Jan -June 2015) to US$ 372.5
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million (Jan -June 2016)%. The service-based economies canbined current fiscal account
balance were in better standing at the end of June 2016 with a surplus of US$15.3 million,
having moved from a combined current fiscal account deficit of US$29.7 million (Jan -June
2015). On the hand commodity -based economies reported a widening of its combined current
fiscal account deficit from US$285.0 million (Jan -June 2015) to US$387.8 million (Jan-June
2016). These trends were driven by | ow oil prices which resulted in lower revenues for the
commodity -based economiesand lower import costs for their service -based counterparts .

Figure 4 : CURRENT FISCAL BALANCE (US$M)
2016 Q 1 2015Q 11

St. Maarten
Curacao
Jamaica
Haiti

ECCU
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r t + t t t + + T t t
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Current revenue increased for all the economies in the period Jan  -June 2016, in comparison
to Jan-June 2015, but not all economies experienced increases in their current expenditure
(Figure 5). St. Maarten, Suriname and Trinidad and Tobago were the only economies to
experience a decline in its current expenditure for Jan  -June 2016 in comparison to the same
period in 2015. The lower levels of current expenditure in Suriname and Trinidad and Tobago
was an outcome of fiscal adjustments measures such as the reduction of transfers and

subsidies.

4 Data was only available for six of the eight serliased economies for the period Jdnne 2016. ThBahamas
had data available for the period JMarch 2016.
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Figure 5: PERCENT CHANGE OF CURRENT REVENUE AND CURRENT EXPENDITURE FOR
CARICOM EconoMiEs (2016 Q 1172015 QII)
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3.4.2 Overall Fiscal Accounts

The overall fiscal balance of the Caribbean improved by 22.8 per cent in the first half of 2016
compared to the correspondin g period in 2015. The Caribbean reported an overall fiscal
deficit of US$633.8 million (Jan -June 2016) compared to an overall deficit of US$820.49
million for Jan-June 2015. The service-based economies combined fiscal accounts balance
again outperformed th eir commodity -based counterparts 5. The service-based economies
overall fiscal deficit narrowed significantly by 96 per cent in the first half of 2016 relative to
the corresponding period in 2015 while commodity -based economies overall fiscal account

deficit increased by 142.6 per cent the same period.

All three commodity -based economies experienced a worsening in their overall fiscal balance

for the first half of 2016 in comparison to the same period in 2015 because ofa sharp fall -off

in their energy revenues. Of these economies, only Guyana was able to maintain an overall

fiscal surplus for the period Jan -June 2016 (US$1.3 million), although it experienced a 96.1

per cent decline from its Jan -June 2015 overall fiscal surplus (US$34 million). Higher capita |
expenditure with respect to construction activity and higher current expenditure from
transfer payments and employments cost were the

overall fiscal balance.

5 Data was only available for six of the eight serliased economig for the period Jadune 2016The Bahamas
had data available for the period JMarch 2016.
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Figure 6: OVERALL FISCAL BALANCE ( % OF GDP) FOR CARICOM ECONOMIES
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Figure 7: Overall Fiscal Balance ( US$M) for CARICOM Economies
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There were mixed performances in the overall fiscal acc ounts of the service -based economies
for the first half of 2016. The Bahamas, Barbados and Belize experienced a worsening of their
overall fiscal account balances while the other economies reported improvements.  Increases
in wages and transfers and subside s fuelled the overall fiscal deficit in The Bahamas and
Belize while the deterioration in Barbados was due to increased domestic debt interest

payments .
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3.5 BANKING AND FINANCE

3.5.1 Interest Rates
Interest rates of commercial banks in the Caribbea n did not change significantly in the

reVieW period as they Continue to be Figure 8 : CARICOM ECONOMIES - COMMERCIAL BANK AVERAGE 3-MONTH
! DEPOSIT RATE
reflective of interest rate trends in = PG Fe A i poins 0

advanced economies. The regional

average for the three -month deposit . 0
. . « 60 o
rate of commercial banks declined by ) ot
5 x 7
five basis points, moving from 2.60 per \ 0 F

X X 0

cent at June 2015 to 2.66 per cent at x % »

2
. x x
June 2016. Both the commodity -based -
. . 0 Guyana  Suriname Trinidad & Bahamas Barbados Belize ECCU Haiti Jamaica Curacao &
and service-based economies Tobago o

Maarten

Commodity-Based Economies Service -Based Economies

experienced declines in this rate. The
average three -month deposit rate for the service based-economiesfell to 2.21 per cent at June
2016 from 2.31 per cent at June 2015 . On the other hand, commodity -based economies
experienced a minimal increase in  their average three -month deposit rate from 3.39 per cent
at June 2015 to 3.85 per cent at June 2016. This was due in large partto an increase of 130
basis point in Suriname. This increase in deposit rates in Suriname  was linked to the Central

bank of Surinameds monemary tightening program

Loans rates in the Caribbean region Figure % CARICOM Econormies - Commercial Bank Weighted Average Loan Rate
remained sticky downwards, with t he = . G TG X btz 0
regional average commercial banks loan : . ©
rat e declining by 30 basis points 11.03 1‘: x )
per cent at June 2015 to 10.73 per cent  =w [ < g
at June 2016. The service-based | B o
economiesweighted average loanr ate of : | -
2
the commercial banks declined from o 50

Commodity-Based Economies Service -Based Fconomies

11.32 per cent at June 2015 to 10.77 per paaten
cent at June 2016. In contrast, the R
commodity -based economies weighted average loan r ate increased from 10.28 per cent in
June 2015 to 10.63 per cent in June 2016. There were changes to the repo rate in the latter

half of 2015 for Trinidad and Tobago which influenced increased loan rate s.
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These interest rate trends translated into a very small contraction of the interest rate
spreads. The average regional interest rate spread narrowed from 8.43 per cent at June 2015
to 8.08 per cent in June 2016 . In the case of t he service-based econonies, the spread narrowed
from 9.01 per cent at June 2015 to 8.57 per cent at June 2016 while t he commodity -based

economies spread declined from 6.89 per cent in June 2015 to 6.78 per cent in June 2016.

Figure 10: CARICOM ECONOMIES - COMMERCIAL BANK INTEREST RATI
SPREADS
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3.5.2 Commercial Bank Performance

The modest | evels of economic growth experienced in the first six months of 2016 and the
continued uncertainty of international econom ic prospects have resulted in an overall decline
of 2.2 per cent in total private sector credit for the Caribbean economies  between June 2015
and June 2016. This trend was evident in both service-based and commodity -based

economies.

The service-based economies total private sector credit declined by 0.9 percent, moving from

a total of US$23,749.5 million (Jan -June 2015) to US$23,533.8 million (Jan-June 2016). The

contraction in total private sector credit was great  er for the commodity -based economieswith

a reported decline of 5 .1 per cent from Jan -June 2015 (US$10,546.9 million) to Jan -June 2016

(US$10,011.4 million). Suriname reported a significant decline of 33.4 per cent in private

sector credit over the review period due in large partto t he Centr al Bank of Suri

monetary policy measures being imposed to control liquidity.
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Service-Based Economies

Commodity-Based
Economies

Figure 11: TOTAL DOMESTIC CREDIT TO PRIVATE SECTOR FROM BANKS IN
CARICOM EcoNoMIES (US$SM)
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Source: National Central Bank of countries ( October 2016)

Reflective of the lower level of private sector credit being issued by commercial banks the

total loans from commercial banks declined by 4.6 per cent in Jan -June 2016 (US$37,792.4

million), when compared to total loans issued in Jan -June 2015 (US$39,597 million). A

decline in loans was experienced by b oth the service -based and commaodity -based economies

3.9 per cent and 6.0 per cent, respectively .
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Figure12: TOTAL LOANS OF THE BANKING SECTOR OF CARICOM ECONOMIES
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Source: National Central Bank of countries (October 2016)
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Total deposits of the banking sector for the Caribbean economies increased by 1.2 per cent in
Jan-June 2016 (US$57,731.4 million), in comparisonto Jan -June 2015 (US$57,055.3 million).
The service-based economies experienced an increase of 3.1 per cent in deposits while the
commodity - based economies declined by 2.3 per cent. This decline in deposits at commercial
bank for the commodity -based economies can ke linked to the increase in its US dollar deposit
at commercial banks. Caribbean economies have experienced an increase in US dollar deposit
in commercial banks of 4.3 per cent in Jan -June 2016 over its Jan -June 2015 level (Figure
14).
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