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1.0 EXECUTIVE SUMMARY

There have been modest improvements in the global economy since the fourth quarter o f
2016. The global growth forecast for 2017 has therefore been marked up from 3.4 to 3.5 per
cent and it is expected to approximate 3.6 per centin 2018. This improvement is likely to be
more widespread than past global economic recovery episodes driven by the US but also by
more resilience in Europe, China, Japan and some improvement amongst commodity
exporters. This improvement was underpinned in large part by increased investment which
has resulted in significant improvements in international manufacturi ng and trade. The
improvement has, however, not been universal and many downside risks still cloud global
economic prospects.

The global economy therefore continuesto be hampered by structural weaknesses in the form

of low productivity and high income i nequality. Moreover, inward looking policies and
protectionist sentiments are also gaining traction in many countries driven by the unequal
distribution of the benefits of globalisation. Other major risks include the potential for faster

than expected incr ease in interest rates in the US which can lead to the tightening of financial
conditions and the slowing of capital flows to emerging and developing countries, as well as

US dollar appreciation and the associated negative impact on the external competitiv eness
of many emerging and developing economies pegged to the Dollar. The expected de -regulation
in the US also has the potential to dilute financial regulations and increase the likelihood of
renewed financial instability.

In this context, the major poli cy priorities include greater political commitment to implement
structural reform packages , policies to develop skills, remove barriers to competition and
trade, policies to support demand at the nat ional level in the form of well targeted
infrastructure  programmes and other supply -friendly fiscal measures (where there is fiscal
space), the continuing repair of the balance sheet of financial institutions and improvements

in macro -prudential frameworks to deal with any emerging risks to the international
financial system.

In this environment, average economic growth inthe  Caribbean fell from 0.4 per centin 2015
to -0.5 per centin 2016 as the slight improvement in growth amongst service -based economies
was overshadowed by a significant decline in the avera ge growth of commodity -based
economies from -0.4 to -2.6 percent in the review period. Inflationary pressures were
relatively muted except in Suriname where significant currency depreciation drove up
inflation.

The labour markets in the Caribbean continue to be affected by the slowdown in regional

economic activity. The average rate of unemployment for the region  (for which data was
available ) remained relatively unchanged in the review period but there w ere increased
levels of unemployment amongst commaodity -based economies
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In spite of f iscal consolidation efforts , most economies overall fiscal accounts deteriorated in
2016 except in the ECCU. The dynamic of reduced revenues but expenditures that were
sticky downwards contributed to this outcome.  The regiond sombined overall fiscal deficit
widened by 14.8 per cent in 2016 when compared to 2015. This was due in large partto a 50
per cent deterioration in the overall balance amongst commodity -based economies.

Caribbean economies continued to struggle with  relatively high levels of debt in 2016. The

total debt stock for the region increased by 5.6 percent . Theservice-based economi esd t
debt stock increased by 4.4 per cent while that of commaodity -based economiesin creased by

9.5 per cent. The latter gr oup's increased indebtedness was due to increased borrowings to

fund deficits in the face of weak commaodity prices.

In the financial sector, i nterest rates were relatively muted except in Suriname where the
monetary authorities sought to tighten policy to deal with inflationary pressures driven by
exchange rate developments. In contrast, interest rate generally fell off in their service -based
counterparts due in large part to low credit demand.  Total private sector credit for the region
remained relatively unchanged in 2016, moving from US$30,748.87 million in 2015 to
US$30,682.1 million in 2016. The demand for US dollars in the Caribbean continued to be
high in 2016. Regionally, US dollar deposits at commercial banks increased by four per cent
from US$11, 958.9 million in 2015 to US$12,436.7 million in 2016. The four core Financial
Soundness Indicators (FSIs) for 2016 also reveal that the banking system in the Caribbean
remains well capitalised and relatively profitable in comparison to 2015.

Available dat a for the external current account in 2016 show that the Caribbean region

experienced a combined deficit of US$1,603.9 million. This represented an improvement in

the regionds external competitiveness when compa
US$3,446.6 in 2015. Commodity -based economies recorded a widening of their deficit in 2016

compared to 2015 as exports fell sharply based on both price and supply dynamics. In

contrast, the external accounts of their service -based counterparts improved as their

combined deficit narrowed driven by improved tourism receipts. In this context, t he total

gross international reserves for Caribbean d eclined by 2.1 per cent in 2016 relative to 2015.

This deterioration in reserves was more pronounced amongst the commodit y-based countries.

The improvements in the global economic situation since the fourth quarter of 2016,
particularly the positive developments in the US |, is one of the most important factors
impacting on the outlook for Caribbean economies. This together  with some recovery in
international commodity prices over the next two years mean that growth prospects for the
region is much more positive. Overall, the IMF expects average regional growth to improve
to 1.6 percent in 2017, strengthening further to 2.4 p  ercent in 2018.
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2.0 GLOBAL ECONOMIC DEVELOPMENTS

Many of the challenges facing the global economy in 2015 continued in 2016 with global
growth falling from 3.2 per centto 3.1 per cent over this period. There have, however, been
modest improvements in t he global economy since mid-2016 leading to an increase in the
growth forecast for 2017 from 3.4 to 3.5 per cent rising further to 3.6 percent in 2018 (Table

1). The expected increase in growth is expected to be more widespread but there remain
serious challenges in some developed economies and commaodity exporters. This recovery was
driven by increased growth in key developed market economies, improved macroeconomic
performances amongst commodity exporters and continued strong growth in China.

TABLE 1: GLOBAL ECONOMIC GROWTH

Country/Region 2014 2015 2016 2017 2018
World 34 3.2 3.1 35 3.6
Advanced economies 1.8 1.9 1.7 2.0 2.0
USA 2.4 2.4 1.6 2.3 25
Japan -0.1 0.5 1.0 1.2 0.6
Canada 2.4 1.2 1.4 1.9 2.0
UK 3.0 2.2 1.8 2.0 1.5
Euro area 0.9 1.6 1.7 1.7 1.6
Emerging market and developing economies 4.6 4.0 4.1 4.5 4.8
Russia 0.6 -3.7 -0.2 1.4 1.4
Emerging and developing Asia 6.8 6.6 6.4 6.4 6.4
China 7.3 6.9 6.7 6.6 6.2
India 7.3 7.3 6.8 7.2 7.7
Latin America and the Carib bean 1.3 -0.1 -1.0 1.1 2.0
Brazil 0.1 -3.8 -3.6 0.2 1.7
Middle East and North Africa 2.7 25 3.8 2.3 3.2

Source: International Monetary Fund, World Economic Outlook Database, April 2017

Better growth outcomes amongst developed economies, especially s ince the fourth quarter of
2016, were underpinned by stronger growth in the US and better than expected growth in
the UK, Germany and Japan. Growth in developed market economies averaged 1.7 per cent
in 2016 but is expected to increase to 2.0 per centin 2 017 and 2018. This improvement was
driven in large part by increased investment which has resulted in significant improvements

in manufacturing and trade. These were two areas which had been key factors restraining
global growth. Increased investment was driven by stronger business and consumer
confidence in the context of buoyant financial markets, continued policy support in major
economies and expectations of fiscal expansion and de -regulation in the US.

Growth in the US rebound ed in the second half of 2016 and into 2017 as inventories and
business investment recover ed 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,
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with the volatility in finan  cial 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 an d the EU.

In the context of low inflationary pressures and uneven growth, the US authorities were
likely to be very cautious in normalising monetary policy. However, President Trump 's aim
to pursue an ambitious plan to upgrade US infrastructure together wi th promised 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. In this context, t he
Federal Reserve institute d two rate increase s since then. This implies that a faster pace of
interest rate normalisation is more likely nhow than one would have expected before the
results of the US presidential election. In contrast, the European Central Bank and the Bank

of Japan are likely to further ease monetary 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.

Emerging and de veloping economies grew on average by 4.1 per cent in 2016 and is expected
to improv e to 4.5 per cent in 2017 as conditions in highly stressed economies normalise. The
lower than expected growth in the first three quarters of 2016 was driven by more modest
growth in China, weaker growth amongst = commodity producers and weaker external
demand. In the fourth quarter of 2016, however, stronger commodity prices underpinned by
agreed restrictions on supply, policies puldicsuppor:
investment programmes have supported improved growth amongst this group of countries.

The improvement has, however, not been universal. Amongst emerging economies India has
encountered some headwinds in the form of the currency exchange initiative while Brazil
remained trapped in a recessionary spiral. Conflict in the Middle East have also led to
reversals in that region and Turkey while political challenges have created a significant drag

on growth in South Africa. In developed economies, fiscal an d debt sustainability issues, an
escalation in real estate prices and an unfinished financial reform agenda are areas of
vulnerability. There is also growing insular and protectionist sentiments in the EU and the
US which has strengthened nationalist political parties which could cause further
uncertainty about the policy framework likely to be adopted by these countries in the future.

More generally, there also seems to be a d is-connect between financial markets and
fundamentals in major markets. This is reflected in the fact that e quity valuations have
increased significantly in many of these markets over the past six months despite
expectations about long-term nominal and real GDP growth that are still relatively weak

Expectations for corporate earning s growth in the euro area and the United States have also

not been revised up over this period. This could set the stage for a reversal of market
sentiments leading to market volatility which could derail the recovery.
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The global economic recovery therefo re continues to be vulnerable to downside risks such as
structural weaknesses in the form of low productivity and high income inequality.
Increasingly, inward looking policies and protectionist sentiments are also gaining traction

in many countries driven by the unequal distribution of the benefits of globalisation. This
has furthered eroded support for the global economic and financial governance system
created in the aftermath of the World War Il which has supported the development of
emerging and develop ing countries. Other major risks include the potential for faster than
expected increase in interest rates in the US which can lead to the tightening of financial
conditions and the slowing of capital flows to emerging and developing countries, as well as
US dollar appreciation and the associated negative impact on the external competitiveness

of emerging and developing economies pegged to the Dollar. The expected de -regulation in
the US also has the potential to dilute financial regulations which can incr ease financial
stability risks. Additionally, the escalation of geopolitical tensions in the Middle East and on

the Korean peninsula have the potential to be a major impediment to global economic growth.

In this context, the major policy priorities should include greater political commitment to
implement structural reform packages to boost inclusive growth. These should combine
policies to develop skills, remove barriers to competition and trade, and improve labour
market policies in a way that raises overa |l incomes and shares the gains widely. This could
include policies to support demand at the national level in the form of well targeted
infrastructure programmes and other supply friendly fiscal measures, especially where there

is fiscal space. The contin uing repair of the balance sheet of financial institutions and
improvements in macro -prudential frameworks to deal with any emerging risks to the
financial system should also be a priority. Additionally, a range of developed and emerging
and developing cou ntries need to develop a more credible long -term debt strategy to bolster
confidence and remove a major source of vulnerability to global economic prospects. Finally,

and most importantly in the current political climate, is the need to renew support for t he
multilateral financial and trade regime which has supported the global economic system
since 1945.
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3.0 REGIONAL ECONOMIC PERFORMANCE
3.1 ECONOMICGGROWTH

The regionds weight FIGURE T: WEIGHTED AVERAGE GROWIH RATES OF THE CARIBBEAN ECONOMIES (35)
rate has been trending downward since e e Average: Commodity bused Eeonoms
2014 (Figure 1). In 2016 , the weighted «

average growth rate was -0.5 per cent .,
declining from 0.4 per cent in 2015. The 20
service-b as ed economi e
average growth rate improved
marginally from 0.9 per centin 2015t~ **
one per cent in 2016. This was offset by 1
a marked decline in the weighted s
average growth rate of the commodity - s

based economies from -0.4 per cent in ™ 2 o3 - 015 s
2015 to -2.6 per cent in 2016. Low
commodity prices hampered growth in the commodity -based economies while the service -
based economies benefitted from consistent impr ovements in their tourism sector.

Suriname experienced the most notable decline in its real growth rate from -2.7 per centin

2015t0-10. 4 per cent in 2016. Surwasdumelargepatctotheo mi ¢ c o
fall in international gold and oil  prices and to spill -over effects from the closure of the Suralco

alumina plantin 2015. In 2016, this  situation continued because of insufficient fiscal buffers

and ineffective policy responses to its economic situation. The main contributor to the decli ne

in economic activity was the government sector, which contracted by 26.9 per cent between

2015 and 2016. In mid -2016, developments on policy reforms were either delayed or reversed.

The governmentds decision to freezedtboaacelthpeump pr |
increase in electricity prices decreased
the available public sector resources
by an estimated 0.8 per cent of annual

FIGURE 2: REAL GDP GROWTH RATE (%) OF CARIBBEAN ECONOMIES
2015 m2016

GDP per month, according to the I I I SRR
International Monetary Fund. Also, 5 Ball 22
construction  activity  contracted I

significantly from 12 .9 per cent in
2015 to -8.3 per cent in 2016.

Guyanads decline i1

rate from 3.2 per cent in 2015 to 2.6 )

per cent |n 2016 was due to a major Guyana Suriname én_nrn‘;)nt“i:;' Aruba  Bahamas Barbados Belize C“:my Haili  Jamaica S M“;:n
. . . Union

slowdown in its agriculture sector. Commodiy-Based Economies Service-Based Ecomomis

Low commodity prices, harsh weather

Page |6
JUNE 2017



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

conditions and lower intern ational market prices for rice. Also, an inadequate supply of
cranes for the sugar industry compounded the problem resulting in a decrease in output from

the transportation sector from 13.6 per cent in 2015 to three per cent in 2016. The
construction secto r, however, rebounded and improved from -10.0 per cent in 2015 to 3.2 per
cent in 2016. Trinidad and Tobago reported a decline in real GDP growth rate from -0.6 per
cent in 2015 to -2.3 per cent in 2016. This was due to the continued contraction in the
petroleum sector by 9.6 per cent. Preparatory work by major oil and gas producers to
accommodate new fields and increased maintenance repairs led to a decrease in upstream
productivity. Also, productivity was impacted downstream as  well, with petrochemical
producers being negatively impacted by reduced oil and gas supplies which resulted in ~ lower
LNG, fertilizer and methanol production. Construction  activity also contracted, this was
based on reductions in cement and retail sales of hardware and construction materials in
2016.

In terms of service -based economies,Belize experienced the largest decline in its growth rate

from 2.9 per centin 2015 to -0.8 per cent in 2016 due to a decrease in agricultural and fishery

output and the adverse effects of Hurricane Ear | . T h eslight @€xlihé fsom 2.6 per cent

to 2.2 per cent over the review period was due to a decline in outpu t from their agriculture

sector but this was largely outweighed by the growth in the construction sector. A decrease

in non-banana output and harsh weather conditions influenced the contraction of the

agriculture sector from 9.5 per in 2015to  -2.1 per cent in 2016. The construction of tourism -

related establishments and residences continued to boost the construction sector in the

ECCU.Haiti 6 s marginal decline was due to damage and |
in October 2016.

Barbados® increase in real growth rate from 0.9 p
mainly driven by the improved performance of tourism and business  -process outsourcing.

The increase in real growth in Jamaica from 0.9 per cent in 2015 to 1.4 per cent in 2016 was

aided by higher rates of net external and domestic demand. Increased consumer confidence

and higher rates of employment and investor confide nce facilitated more investments in

infrastructure, business -process outsourcing, tourism and agro -processing.

3.2 INFLATION

Most of the Caribbean economies continued to experience relatively low inflationary
pressures, with Suriname being the exception (Figure 3). The regional weighted average
inflation rate increased from 4.2 per cent in 2015 to 5.9 per cent in 2016, this was reflective

of the higher inflation rates in the commodity -based economies. The weighted average
inflation rate of the commodity -based economies increased from 7.2 per cent in 2015 to 10.6
per cent in 2016 largely because of domestic developments in Suriname. In contrast, service -
based economies recorded a decrease in their weighted average inflation rate over the same
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period from 2 .5 to 0.8 per cent. The weighted average inflation rate for the service
economies was reflective of low commodity prices.

FIGURE 3: AVERAGE INFLATION RATE (%) FOR CARIBBEAN ECONOMIES
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Surinamebds average inflation rate more than doubl
in 2015 to 52.4 per cent. In early 2016, the government entered into a US$481 million stand -
by arrangement with the | MF where combinations

domestic measures impacted heavily on the economy. The devaluation of the Suriname dollar
and the transition to a flo ating exchange rate exacerbated the recession while the decision to
decrease certain subsidies such as housing and utilities all contributed to the high level of
inflation in 2016.

Guyana also experienced an increase in inflationary pressures in 2016, mov

ing from deflation

in 2015 with its average inflation rate of minus two per cent to 0.6 per cent. Inflationary
pressures in Guyana were due to rising prices for fruits, vegetables and spices. Trinidad and
Tobago was the only commodity -based economy to register a decline in its average inflation
rate moving from 4.7 per cent in 2015 to 3.1 per cent in 2016 where rising food prices were
tempered by deflation in the housing market.

Among the service -based economies, The Bahamas experienced the largest decrea se in
inflation followed by Jamaica. A reduction in housing, water, gas, electricity and other fuel
prices resulted in The Bahamas® average

-0.1 per cent in 2016. Inflation in Jamaica was the lowest sin

average inflation rate of 1.7 per cent
was reflective of weak domestic demand, favourable weather conditions and declining
ation expectat i omaeasetHagnificanitlys mavimgfiromall.3 perrcent at e

nfl

JUNE 2017

infl ati

ce 1964, with its reported

n 2016.

Page |8

on

1



< « CARIBBEAN CENTRE ror MONEY & FINANCE CARIBBEAN ECONOMIC PERFORMANCE REPORT

in 2015 to 13.9 per cent in 2016, due to the impact of exchange rate depreciation as well as

the continuous economic instability stemming from political uncertainty .Belizeds highe
inflation rate of 0.7 pe r centin 2016 was due to a rise in the price of fuel and housing.  While
Barbadosoés higher inflation rate in 2016 was due

alcoholic beverages.

3.3 LABOURMARKETS

The labour markets of Caribbean economies continue to be affected by the slowdown in
regional economic activity. The average rate of unemployment for the region for which data
was available (Figure 4) remained relatively unchanged, having moved from 10.5 per cent in
2015 to 10.6 per cent in 2016. Commodit y-producers average unemployment rate moved to
8.5 per cent in 2016 from the 7.8 per cent recorded in 2015. In contrast, the service -based
economies registered lower levels of unemployment in 2016 with an average unemployment
rate of 11.8 per cent compare d with 12.1 per cent in 2015.

FIGURE 4: UNEMPLOYMENT RATES (%) FOR CARIBBEAN ECONOMIES
2015 m2016
135 135
132 129
12.0
16 134 116 113 1
101
10.0 07
8.4
41
34
Guyana Suriname Trinidad & Bahamas  Barbados Belize Haiti Jamaica
Tobago
Commodity-Based Economies Service-Based Economies

e: World Bank (2017), National Central Bank of countries (April 2017)

The commodity -based economies of Suriname and Trinidad and Tobago reported higher

unemployment rates in 2016 because of the global decline in commodity prices , lower output

and shortages within the energy sector. Trinidad and Tobagod6s rate bwas al s
maintenance shutdowns in the energy sector and related spill -overs to non-energy sectors.
Guyanads unempl oyment rate in 2016 was reflective
the mining sector. The unemployment ra te of Guyana moved from 11.6 per cent in 2015 to

11.4 per cent in 2016.
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In contrast, all the service -based economies for which data was available, except Belize,

registered lower levels of unemployment in 2016. Barbados improved the most with its

unemployment rate decreasing f rom 11.3 per cent in 2015 to 9.7 per cent. Developments in

the tourism sector boosted employment and helped propel a recovery in the construction

sector as well as the accommodation and foad ser v,
rate also declined from 12 per cent in 2015 to 11.6 per cent in 2016 as construction jobs grew

foll owing damage caused by Hurri cceorded aMarginah e w. Ho
increase in unemployment as the rate rose from 10.1 in 2015 to 11 .1 per cent in 2016. This

was attributed to commercial job losses in aquaculture and agriculture since these two

sectors were highly affected by the countryds eco

3.4 FISCALACCOUNTS
3.4.1 Current Fiscal Accounts

In spite of f iscal consolidation eff orts in most Caribbean economies, fiscal deficits were still
prevalent (Figure 5). The combined current fiscal account for the region experienced a
significant widening of its deficit from US$545 million in 2015 to US$1,426.2 million in 2016.

Both the comm odity -based and service-based economies reported a deterioration in their
combined current account deficits. The combined current fiscal account for the commodity -
based economies reported a deficit widening of 107.6 per cent, with its deficit increasing fr om
US$648.6 million in 2015 to US$1,346.1 million in 2016.  This was due to thelowdown in
economic activity and low commodity prices in 2016 which resulted in notable declines in
government revenue. The service -based economies also experienced a worsening of their
combined current fiscal account in 2016, moving from a reported surplus of US$98.9 million

in 2015 to a deficit of US$79.8 million. This was due to low levels of economic activity in some

of the service -based economies resulting in decline s in current revenue.

FIGURE 5 : CURRENT FISCAL BALANCE (US$M) FOR CARICOM ECONOMIES
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Figure 6: Currenl Rev e (USSM) and Percent Change of Cu | Revenue Figure 7: Current Expendilure (US$M) and Percent C|
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Low commaodity prices in 2016 reduced revenues in commodity -based economiesby 52.7 per
cent (Figures 6). The combined current expenditure for the commodity  -based economies also
declined in 2016, decreasing from US$10,257.7 millionin 2015 to US$8,495.7 million in 2016
as government instituted measures to  restrict their level of spending (Figure 7). Guyana and
Trinidad and Tobago both experienced a worsening of their current fiscal account ba lance in
2016 when compared to 2015 because the decline in current revenue outpaced the decline in
current expenditure. The combined current fiscal deficit for the commodity -based economies
was heavily influenced by the reported 208.7 per cent widening of the current fiscal deficit  in
Trinidad and To bago (Figure 5). Suriname was the only commodity -based economy to report
an improvement in its current fiscal account with a narrowing of its current fiscal deficit in

2016 by 40 per cent when compared to 2015. This was due in large part to the imposition of
a tight fiscal stance 1 by the government involving the removal of subsidies and transfers and

a devaluation of the currency in March 2016.

Increases in current revenue were lower (4.9 per cent) than increases in current expenditure

(6.8 per cent) for th e service-based economiesin 2016 when compared to 2015 (Figure 6 and

7). Theservice-based economiesd®0 current revenues increase
of new taxes in some cases and lower energy costs. The increase in the current expenditure

for the service-based economies was due mainly to increased wages and salaries. The

performances of the current fiscal account balance of the individual service  -based economies

were mixed in 2016 (Figure 5). The Bahamas, Belize, Haiti and Curacao all experience d a

deterioration in their current fiscal account in 2016, when compared to their 2015 balance,

with only Belize maintaining a current fiscal surplus.

3.4.2 Overall Fiscal Account

The overall fiscal stance of the Caribbean region deteriorated in 2016 (Fi  gures 8 and 9), with

economies experiencing a decline in their total revenue, while their total expenditure either

remained the same or declined. The Caribbean regic
widened by 14.8 per cent in 2016 when compared to 2015. This was due largely to a 50 per

I This was in part due to the Standby Agreement Suriname signed wititeéheationaMonetaryFundin May 2016.
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cent increase in the commodity -based economiesd® combined overall
service-based economies experienced a narrowing of their combined overall fiscal account
deficit by 17.4 per centin 2016 .

FIGURE 8 : OVERALL FISCAL BALANCE (US$M) FOR CARICOM ECONOMIES Figure 9: Overall Fiscal Balance ( % of GDP) for CARICOM Economies
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Suriname was the only commodity -based economy to experience a narrowing of its overall
fiscal deficit o f 20.7 per cent in 2016. In G uyana the overall fiscal deficit was driven by an
increase in current expenditure for wages and salaries, as capital ex  penditure was relatively
unchanged; while, in Trinidad and Tobago it was due to lower revenue receipts.

The ECCU was the only service -based economy to report a notable overall fiscal surplus for
2016. This was driven from increased revenues from the citiz enship-by-investment
programme in ECCU member countries. The other service -based economies all reported
improvements in their overall fiscal account in 2016  relative to 2015 except The Bahamas
and Curacao. The Bahamas reported a widening of its overall fis cal deficit from US$269.7
million in 2015 to US$476.9 million in 2016. This was partly attributed to a rise in unplanned
hurricane recovery -related spending and disrupted revenue collections following Hurricane
Matthew in October 2016.

3.5 BANKING ANDFINANCE
3.5.1 Interest Rates

Interest rates were relatively muted except in Suriname where the monetary authorities
sought to tighten policy to deal with inflationary pressures driven by exchange rate
developments. In contrast, interest rate generally fell ~ off in their service -based counterparts
due in large part to low credit demand. The regional weighted average three -month
commercial bank deposit rate declined from 2.11 per cent in 2015 to 1.97 per cent in 2016.
The commaodity -based economies experienced an increase in the commercial bank weighted
average three -month deposit rate while the service -based economies experienced a decline.
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FIGURE 103 CARICOM ECONOMIES - COMMIRCIALBANK AVERAGE S Barbados experienced the largest
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2The weighted average commercial banksghted loan ratevas weighted by the Totabansat Comnercial banks.
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3.5.2 Commercial Bank Performance

The banki ng sector in the Caribbean continues to be influenced by the low and uncertain
growth prospects of the region. Total private sector credit for the region remained relatively
unchanged in 2016, moving from US$30,748.87 million in 2015 to US$30,682.1 million in
2016. The commaodity -based economies experienced a decline of 6.8 per cent in total private
sector credit, while the service -based economies reported an increase of 3.3 per cent in 2016
over their 2015 values (Figure 13).

FIGURE 13: TOTAL DOMESTIC CREDIT TO PRIVATE SECTOR FROM
BANKS IN CARICOM EcONOMIES (US$M)
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Guyana was the only commodit y-based economy to experience an expansion in total domestic
credit to private sector in 2016, with a modest increase of two per cent in its total domestic
credit to private sector over its 2015 value.

In the case of Jamaica, the increase in private sector credit from the commercial banks was
due to the decline in government borrowing from the banks, thereby freeing resources for
banks to lend to the private sector. The Bahamas and Haiti were the only service  -based
economies to experience a decline in their total domestic credit to the private sector over the
review period.

Total regional deposits of commercial banks increased by 1.5 per cent in 2016 while total
loans declined by 5.6 per cent, leading to higher excess liquidity (Figures 14 and 15). The
commodity -based economies reported a 2.2 per cent decline in the combined total deposit of
commercial banks in 2016. This was heavily influenced by a significant decline of 16.5 per
cent in the deposits o f commercial banks in Suriname. The low interest rate on deposits and
the depreciation of the exchange rate resulted in significant losses to local deposits holders

in 2016.
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FIGURE 14: TOTAL DEPOSITS OF THE BANKING SECTOR OF CARICOM ECONOMIES FIGURE 15 : TOTAL LOANS OF THE BANKING SECTOR OF CARICOM
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Lending conditions of commercial banks continue to be stringent which translated to a

decline in loans for both the service -based ecoromies and commodity -based economies of 7.7
per cent and 4.4 per cent, respectively. Guyana was the only commodity -based economy to
report an increase of 2. 2 per cent in loans from commercial banks in 2016 when compared to
2015. Aruba and Belize were the on ly service -based economies to report minimal increases
in loans in 2016 relative to 2015.

FIGURE 16: PERCENT CHANGE IN US DOLLAR DEPOSITS OF THE BANKING The demand for US dollars in the
SECTOR IN CARICOM ECONOMIES . . .
60 Caribbean continued to be high
55 - in 2016. US dollar deposits at
50 . .
.5 commercial banks for the region
40 increased by four per cent, from
. US$11,656.4 million in 2015 to
25 US$12,108.1 million in 2016 (
o Figure 16). The commodity -
10 - based economiesd tot al
’ 3.9 3.0 . .
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oago A .
Commodity-Based Economies Service -Based Economies US$5 182 2 ml”lon In 2015 The

, service-based ecormomies also
reported an increase of 5. 7 per cent in thelr total US doIIar deposits at commercial banks,
increasing from US$6776.6 million in 2015 to US$7174.2 million in 2016. This increase in
US dollar deposits for the service -based economies was influenced mainly by the significant
increase of 54.5 per cent in US dollar deposits for The Bahamas in 2016. Re -insurance inflows
from individuals and businesses claiming damage from Hurricane Matthew and a
resumption of inflows to a major investment project resul  ted in the increase in US dollar
deposit in The Bahamas from US$194.1 million in 2015 to US$299.5 million in 2016. All the
commodity -based economies reported increases in their US dollar deposits (Figure 16).
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3.5.3 Banking System z Core Financial Soundness Indicators

The performance of the weighted average 3 of the four core Financial Soundness Indicators
(FSls) for 2016 reveals that the banking

system within the Caribbean region

remains well capitalised and relatively

profitable in comparison to 2015. Th e

FSls for service-based economies were

generally stronger than the commodity -

based counterparts in 2016.

The regionds banking system remained

well capitalised in 2016, in spite of a

decline in its weighted average Capital

to Risk Weighted Assets ratio (CRWAR)

from 24 per cent in 2015 to 22.8 per cent

in  2016.  The  commodity -based T o
economies weighted average CRWAR n2015

remained relatively unchanged 16

declining from 22.6 per cent in 2015 to u

22.4 per cent in 2016. The service-based ™

economies, for which data were 1:

available saw their weighted average

CRWAR decline from 24.7 per cent in 4

2015 to 23.2 per cent in 2016. 2 I I
0

Guyana Suriname Trinidad Bahamas Barbados Beli Taiti ECCU  Jamaica Curacao

Reflective of the increased scrutiny by & Tobago ﬁ';i?in
commercial banks in issuing loans, the Commodity-Based Service-Based Feonomies

weighted average of the Non -Performing S o e

Loan (NPL) ratio of the Caribbean re gion banking system declined from 9.9 per cent in 2015
to seven per cent in 2016. This decline was influenced by the reported decline in the NPL
ratio in both the commodity -based economies and the service-based economies. The weighted
average NPL ratio of the service -based economies for which data was available declined from
12.2 per cent in 2015 to 8.7 per cent in 2016, while the commaodity -based economies reported
a decline in the weighted average NPL ratio from 4.9 per cent in 2015 to 4.8 per cent in 2016

Of the three commaodity -based economies, Suriname reported the most significant increase
in its NPL ratio from 8.4 per cent in 2015 to
recessionary environment and its currency depreciation has weakened bank, corp  orates and
household balance sheets, thereby created strains in the banking system.

3 The weighted averages of the four core Financial Soundness Indi€dpital to Risk Weighted Assets ratiorn-
Performing Loan to Total Loans ratio, Return on Asset and Return on Equity are weighted by Assets of the Banking
System.
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