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The Caribbean shares the worldwide anxiety about the implicatiotie collapse of financial
markets and institutions which are at the centre of the glols&éray The extent and depth of
international financial fragility is unknown, national and internatiofiaancial policy
institutions have lost credibility, and forecasts are highly dacereven for the near term.
However, as of the time of writing, the only early warning inticiin Caribbean countries that
have shown signs of a downturn are stock market indices and, for Jaat@amen foreign
reserves and the exchange rate. Elsewhere, foreign exchasgeeseare holding steady or
rising, exchange rates are under no downward pressure, and banks ligoidi Such is the
degree of uncertainty, however, that these and other early wammingators need to be
monitored frequently and closely.

Unprecedented worldwide interventions in financial markets, led bydbhlimed bastions of
market liberalisation, and supported by promises of fiscal stihalie so far failed to restore
confidence in financial markets. This has led to general appiiehealout global recession,
based on the popular image of the consequences of the 1929 stock maatkeHowever, there
is evidence to suggest that the performance of the real econmmtyamsely tied to movements
in stock exchange indices, so the prospect of a deep global recissbypmo means certain.
Most recent forecasts indicate recession in the US and a gittvatlown in growth, with
cautions that the outlook may change for the worse very rapidly.

An analysis was made for this report of the resilience ob#mking systems of those countries
in the Caribbean region which furnished the relevant banking data. Mdst imethis subset can
absorb losses of a quarter of their foreign asset portfolio (@tegjewithout having to find
additional capital to meet the Basel 8 percent criterion. Infooman the risk exposures of
nonbank financial institutions (pension funds, insurance companies, mutual tiocd)rekers,
etc.) is incomplete and largely out of date. Although known loasésrisks of loss in these
institutions is small, the gap in information is cause for serious concern.

If the current financial crisis has effects similartioge of the crises of the last 3 decades, FDI is
unlikely to be affected adversely. Studies of financial crises theepast three decades reveal
that FDI remained largely unaffected by financial downturnsowéier, foreign market
borrowing has become impossible or prohibitively expensive, and thaelikelihood of a
reversal of portfolio inflows.

The prospects for tourism, exports and remittances depend on the oatltlod S economy in
particular, and the world economy in general. The IMF, the OECD RiMa3gan all forecast a
decline in US real GDP, and a slowdown in global growth. If these#sts turn out to be close
to actual performance, the Caribbean tourism sector may stagmétthe prospects for exports
are unclear. Based on experience over the past three decaddanceniiows may not be much
affected. Over that period research has found that remittaareenot sensitive to US business



cycles. However, if the US and world economic performancesach worse than indicated in
the published forecasts, the prospects for economic output in the Caribbean could be severe.

In the first six months of 2008 growth of the Caricom economies sltov2® percent, from 3.9
percent in the same period a year earlier. The slowdown wasynb@ichuse of the continuing
decline in agriculture in Jamaica and the OECS, the completiorajoir monstruction that had
boosted that sector in Barbados last year, and the stagnatioal afutput in the petroleum
sector in Trinidad and Tobago, in spite of high prices. Tourism peafacenimproved, except in
Barbados. The slowdown resulted in marginal increases in unemployonethibse countries
where data is available, but unemployment rates generally remained lostdnjchl standards.

There was a surge in inflation throughout the region, but while ioflagmained in single digits
for most countries, Jamaica, Suriname and Trinidad and Tobago recotdadnrdf 10 percent
or more. The principal sources of inflationary pressure everywhere wegy emel food prices.

Although credit growth slowed in most countries, rapid expansion oftcredtinued to be
characteristic of Suriname and Jamaica, which recorded rates@dse of 14 percent or higher.
Elsewhere credit growth was modest, and in some countries creditvgry slowly. The
banking system continued to report relatively high levels of liquiditierést rates in Jamaica
and Trinidad and Tobago rose as their central banks tightened the m@wicyystance, but
rates declined elsewhere in the region.

Apart from The Bahamas and Barbados, fiscal current accounts iwesarplus, though

surpluses were somewhat lower than a year earlier in most iesuriiowever, fiscal current
account surpluses increased in Trinidad and Tobago, Belize and da@aicmodity producing

countries received a strong boost to revenue, while expenditure Exrease generally the
cause of falling surpluses or larger deficits. Overall figmafformance improved, except in
Barbados, Jamaica and Suriname.

External current account positions weakened in all countries, lapgebuse of terms of trade
effects associated with huge increases in the prices of fooduatsl The external current
account situation was worsened further in the cases of Jamattghe OECS by falling
agricultural exports. Capital inflows were higher, exceptBarbados, where inflows fell back
from a peak in 2007. Suriname was the only country to experiencecapiiat outflow. Foreign
exchange reserves increased in all countries, and exchange ratasaita, Trinidad and
Tobago and Suriname were relatively stable, with changes of retiveom 3.3 percent over the
first six months of the year.



The financial system is experiencing a period of unprecedented turiftoé crisis which first
manifested itself in August 2007 in the US sub-prime mortgage madetnow spread to other
sectors of the financial system in the US and furtherdcaf@bther developed markets and some
emerging markets. The most visible signs of the crisisidlecthe collapse of and/or rescue of
globally significant financial institutions in most developed marketThis has prompted
intervention by the state in these markets on a scale not seen before wothidaitd guarantees
extended to depositors. This is likely to change fundamentally theelsaanodel in banking, as
well as the way banks are regulated. The negative fall-ont fhe financial sector on the real
economy has already had a significant negative impact on growtidustrialized countries,
with many at or projected to be in recession in the near tegBrowth in emerging market
economies is also beginning to fall off with growth fallingngigantly below trend in some
instances (See Table 1).
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Slowing growth has led to the tightening of labour market conditiansmany developed
countries, reflected in higher unemployment rates generally.tiémd is expected to continue in



2009 (See Table 2). Business sentiment has worsened because opdbetex of more
difficult global economic conditions.

(&) )&
* # | # $

% P # $

The weakness in the global economy prompted most developed econontiegin easing
policy in 2007 as priorities shifted from inflationary to recessipr@ncerns. Policy rates in
developed economies fell and are projected to come down further in 200fthe case of
emerging and developing economies, although the external environmenivdakened,
inflationary pressures (See Table3) driven by robust domestiardehmas caused many (with
the notable exception of China) to raise policy rates, but rageprajected to fall slightly in
2009 as domestic demand and commodity prices soften (See Table 4).
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Commodity prices have posted huge increases in the recent pasfy gnees are expected to
come down but remain high by historical averages in 2009 as global deveakdns. Metal
prices which are tightly correlated with the global growth eyarle expected to fall below 2007
levels in 2009 as global growth falls off. The price of rice arghs has been rising sharply in
the recent past driven by the demand for biofuels, lower stock ewdlsese commodities and
supply restriction on exports on rice by countries concerned over éoodty. The price of rice
is therefore expected to fall in 2009 but remain significantly abioednistorical average. Sugar
prices are expected to rise in 2009 based on relatively low saadkisanana prices are expected
to remain high by historical standards (See Tables 5 and 6).
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World tourism performed creditably based on data for the firstrfaanths of 2008. Growth in
tourist arrivals decelerated slightly to 5.0% in 2008 from the 6.6%ded in the same period in
2007 (See Table 7). The significant weakening of the global ecosmg then is expected to
lead to softening tourism demand for the rest of 2008 but not significso given the historical
resilience of tourism demand in the face of problems such as gletaiity concerns, high fuel
prices and slow growth. Growth for the whole of 2008 is projected t¢ tvekelow the long-
term growth rate of 4%.
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All Caribbean central banks and some financial regulators have lpedbliaformation on the
exposure to losses from external financial exposure on the pidwt oentral banks themselves,
commercial banks and other financial institutions. These staternawsalso given qualitative
assessments of the probable implications for the real sewtdCaribbean economies of the
global financial crisis.Because central banks hold their foreign reserves almost extjusi
government paper, they report little or no exposure to losses. ExpoSemamercial banks are
also reported to be negligible, and potential losses of other financial institudronki€h reports
have been published are quite small, in relation to their overall peg®lio. However, in all
cases, a caution is issued that international financial maake®xtremely fragile, the prognosis
is extremely uncertain, and the full extent of potential failusesinknown. In view of this
uncertainty, in what follows we examine data on indicators thahtngiye early warning of
possible effects on Caribbean economies, estimates of thawgngftCaribbean economies to
US economic performance, and indicators of the resilience ofirthecial sector, in case of
losses.

The foreign exchange reserves of Caribbean central banks maamed robust to date, in most
countries. Barbados, ECCU and Suriname have more than 5 months’ wartpoofs, while
T&T has FXRs to cover more than a year's worth of imports. Mtsérs have more than 3
months’ equivalent of imports. FXRs have been on the increase in 2008 sgoatynof
countries. (See Figures 1A and 1B)

! See Appendix II.



There is no consistent pattern across the Caribbdaamis’ net foreign balancet T&T banks

have been holding large net foreign asset positions, between U$$500 miitiokdS$1,000

million, while in The Bahamas banks maintain net liability positiohshe order of US$500

million. Banks in Barbados and Jamaica have been close to balatioeiroexternal assets and

liabilities over time, but with far larger volatility in thege of Jamaican banks. Jamaican banks

accumulated
relatively large
net asset
positions in the
last quarter of
2007, and then
swung around
to equally large
net foreign
liability

positions in the
second quarter
of 2008. (See
Figure 2.)

Most commercial banks in the Caribbean are sufficiently welitalissed to sustain small losses
in foreign assets. However, many banks have large foreign laskkngs, relative to their

capital, and are therefore at risk should there be a severe idéprein the value of these
holdings.
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Caribbearstock exchange indicesmained strong up to the end of July, but the recent crash of
the international exchanges has precipitated a corresponding dec¢heeGaribbean exchanges.
The Jamaican exchange index fell almost 20% in Aug-Sept, athstame rate of decline as

for the NYSE (Figure 3).



Insurance companidsad incurred small losses up to early October, according to media reports.

There may have been significant losses — actual and potentitile walues opension fundsto
the extent that they have invested abroad.

Funds under managemelny nonbanks are as large as total deposits in Jamaica ahdTh&y
have significant foreign asset holdings, and are at risk of dodseJamaica in 2004 the
percentage distribution of financial assets was: banks 34, sexurdaders 29, pensions 10,
building societies 8, life insurance 7, merchant banks 5, non-life ingufaad credit unions 3.
For Trinidad and Tobago the percentage shares in financial ass2®®3nwere: banks 38,
insurance companies 18, finance companies 7, mortgage banks 10, natioaace&uthe Unit
Trust Corporation 10, credit unions 5, development banks 2, the home mortgade bad the
deposit insurance 1. Pension funds managed by these institutions wdréoetfugercent of
financial assets, and mutual funds were equal to 18 percent of assets.

2 IMF, 2006, "Jamaica - Financial System Stabiligs@ssment," CR 06/156, May.
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FDI is unlikely to be affected, unless the worldwide depression is mMumie severe and
prolonged than currently expected. There has been no indication thaagrypnoject already
committed and/or underway in the Caribbean has been postponed or abandoneentA rec
working paper issued by the IMF found that FDI flows were rentdykstable during “sudden
stops” in financial inflows. They also concluded that portfolio equity also tends to be rather
stable; portfolio debt experiences a reversal, though it recogkatsvely quickly; while other
flows (including bank loans and trade credit) experience seveps dnd remain depressed for a
few years.

It may not be possible to secure funding from international capitekets in the near term,
because of the prevailing climate of uncertainty. Caribbean goveratmattfind themselves in
urgent need of foreign exchange will need to seek alternative spar@emajor projects seeking
external funding will need to pursue other avenues.

When it does become possible to borrow, it is unclear whether sucwibva will be more or
less expensive. Sovereign spreads have increased significantlyséexfathe uncertainty, but
Libor rates have fallen significantly.

& I 0

The IMF, in theWorld Economic Outlookipdate issued in Novembgprojected 1.4 percent
growth in the US economy in 2008, and contraction of 0.7 percent in 2009. Thiegoriomy
wais expected to record almost 4 percent growth this year, and 2.2 pereghtigrd009. These
projections assume that actions by US and European authoritiesuadeed in stabilising
financial conditions. The factors which are expected to lagtbendwork for gradual recovery
in 2009 are: projected stabilisation of commodity prices, fallihgraces, bottoming out of the
US housing slump, and resilient growth in emerging market econoffies OECD is also
expecting weak growth, but no recession, in G7 countreggcasts by J.P. Morgan, cited in
Section 2.0, are somewhat more pessimistic than those of the IMF.)

The IMF admits these projections are subject to great uncgrtdihe principal risk is that

financial stress could remain very high and that credit constramtikl be more severe than
projected. However, if the losses remain mainly in stock markegsptpact on the economies
should be less severe than it would be if banks are allowed tbdaéd on the IMF’s analysis of
past financial crises. Also, businesses in the US and Europe hiacehglaealthy balance sheets

¥ LEVCHENKO, ANDREI A. and PAOLO MAURO "Do Some Fosmof Financial Flows Help Protect from
Sudden Stops?" IMF Working Paper No. 06/202, S¥)62

* IMF, World Economic OutlookupdatBlovember 2008, www.imf.org.

®“The global economy and the OECD,” Speech by A@efia, October 2, 2008, www.oecd.org.



before the onset of the financial crisis, which should also cushiomitei of the crisis on the
economy, unless the financial stress proves to be very prolonged.

The IMF projected growth for all Caricom countries in 2008 and 2@0®jimg from lows of 0.7
percent and 0.9 percent in the respective years (Jamaica) tpe&ént and 4.8 percent
(Suriname). Very high rates of inflation are projected for 2008Bfnbados, Haiti, Guyana,
Jamaica, Suriname and Trinidad and Tobago, with generally more neodataes for The
Bahamas, Belize and the OECS. St Vincent is the only OECS gouftere inflation

approaches 10 percent in 2008. In most countries inflation is expected to abate in 2009i, but Hai

Jamaica, Suriname and Trinidad and Tobago are forecast to havenniitathe region of 10

percent or higher in 2009. (See Tables 8 and 9.)

6 C 7 &1 ,&! )
L&, | &,
'#3 (446 (447 | #3 (446 (447
#  98& # 98&
7$9%1 7$9$1
9 & 9 &
9 > 9 >
" "
%) %)
:31 :31
, E 5/ , E 5/
: E $ % E $ %
,7 ' 78&# 7 ' 7&#
% A2 ( & % A (&
* + |
Tz E A recently pgblished co.mprehen_sive
o & study of Caribbean tourism provides
e estimates of the impact on the
) — competitiveness  of  Caribbean
: #5: %3 tourism destinations in light of the
6C economic performance of source
9B countries (the US, the UK and
9G Canada) and price factors (See Table
T D Y R ————— 10). Jamaica and St Lucia have been
| increasing their shares of the market
FC for US travellers abroad, while
/% F 6 4 # H7$ Antigua and Barbuda, Aruba, The
1 3 11

Bahamas, Belize and St Martin have

lost market share to other



destinations as the number of US travellers abroad increasededuies rfor all other tourist
destinations in the Caribbean showed no significant relationship bemetet shares and the
growth of the market.

In order to use these results to infer the possible implicationgofirism of the current
international financial crisis, a projection is needed for the impht¢he crisis on US travel
abroad. A recent survey of tourism demand estimates from aroumetliefound the range of
elasticities with respect to source country income rangeddrtow of 0.033 to a high of 14.32,
while our own estimate for the US market indicated no significalationship between the real
growth of the US economy and the changes in the number of USldraxaroad for the period
1984 — 2007.

In order to take account of this uncertainty, the impact on tourgna frange of alternative
assumptions is presented in Figure 4. The chart shows the rangeibfepiosgacts, depending
on how the US travel market is affected by the financialscrighe impact is negative for most
countries, but under the assumptions shown, the fall in arrivals is feebjecbe less than 0.1
percent of arrivals for all countries for which a significatatienship between the growth of the
US market and their market share has been detected.

® Lim, Christine, "A survey of tourism demand modwgl practice: issues and implications," in Larry yavand P
Forsyth, Eds.International Handbook on the Economics of Touriktward Elgar, 2006.
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Annual remittances contribute more than 10 percent of national ingofdaiti, Jamaica and
Guyana, and remittances are among these countries’ main safrdeseign exchange.
Remittances are of less importance elsewhere in the Carilbdmdnbuting five percent or less
of current account receipts on the balance of payments. While the ev@timemittances to
Guyana and Jamaica has increased almost every year snoeddi980s, the annual rates of
growth have fluctuated widely. It is impossible to detect aignificant and systematic
relationship between US economic performance and the growth of remittamcgthdér country
(see Figure 5), and there is therefore no basis for forecatexgmpact of the expected
stagnation of US real income on the flow or remittances. Howekie evidence for Latin
America for the period 1990 — 2007 is that remittance flows awively insensitive to
fluctuations in the US business cycle.

" Roache, Shaun and Ewa Gradzka, "Do remittancesatia America depend on the US business cycle?" IMF
Working Paper, December 2007.
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Economic growth in the Caribbean softened in the first half of 2008 aagevgrowth fell to

2.2% down from the 3.9% recorded in the same period in 2007. This occurred as all jurisdictions
for which data were available registered lower growth comparédte comparable period in the
previous year. Significant declines were recorded by Barbadopd&8ntage points), Trinidad

and Tobago (2.2 percentage points), Jamaica (2.0 percentage points) da@dbeéArea (1.4
percentage points) while a more modest decline was recorded by Belizer¢@dtqge points).

The significant slowdown in
growth in Barbados in the®1half
of 2008 relative to the
corresponding period in 2007 was
due largely to the difficult
international environment
characterized by persistently high
prices for a range of imported
commodities, as  well as
weakening global growth. In
addition the number of long-stay
visitors declined by 0.5% in the
first six months of 2008 compared
to an increase of 2.7% in the same
period in 2007. Activity in the
construction sector also fell by 6.7% as several major infrastructuratfgeyere completed and
as private residential and commercial real estate activity declined.

In the case of Trinidad and Tobago, the deceleration in growtieirf'thalf of 2008 from the
levels achieved in the same period in 2007 was due mostly to flathgirowetroleum sector and
slower growth in the non-petroleum sector. The flat growth in theolpam sector is
attributable in large part to a decline in exploration and productiorspite of better
performances in the refining and petrochemical sub-sectors.tlGnowhe non-petroleum sector
is expected to slow from the 6.6% recorded in thadlf of 2007 to 4.9% in thehalf of 2008,
driven by slower growth in the manufacturing, as well as the wartigtn and quarrying sectors.
On the other hand there were improvements in the domestic agecaitdrthe hotels and guest
house sub-sectors.

Growth in the Jamaican economy was flat in tfenalf of 2008 compared to the 2.0% growth
achieved in the corresponding period in 2007. This occurred in the contesingfinflation,
deteriorating business confidence and a difficult international edocnemvironment. Growth



slowed as the agriculture, mining, manufacturing and transportget@ad communications
sectors experienced declines which could not be offset by impemtein the construction,
financial services and tourism sectors. Agriculture suffen@d firy spell and the lasting impact
of Hurricane Dean which virtually destroyed the banana crop @amd ¥vhich the coffee and
sugar industry have still not fully recovered. On the other Haatburism sector rebounded as
the normalization of the Western Hemisphere Travel Initiativel Wy, an increase in the hotel
room stock, greater airlift capacity and aggressive marketing of Jamdiurope and the USA.

In the case of the ECCU Area, growth continued at a slowerqid@:6% in the 1 half of 2008
relative to the rate of 4.0% recorded in the corresponding period in 200§ p&rformance was
achieved in the context of a worsening international economic envirgdnm&ctivity in the
dominant tourism industry improved as the number of stay-over visttseshyy only 2.6% while
cruise ship arrivals increased by 7.4%. This performance wasndboiy intensified marketing of
OECS destination, the weakness of the US dollar against majenci@s and increased airlift
capacity into the OECS. Activity in the transport and finalnservices sectors also improved
on the basis of increased cruise ship activity and robust lendingeopatt of banks. On the
other hand, output in the agriculture sector weakened reflecting tleeitiggffects of Hurricane
Dean while construction activity declined as infrastructural ptsjeelated to the Cricket World
Cup in 2007 was wound up.

The Belizean economy generally maintained its growth trajecasrygrowth of 4.0% was
recorded in the®Lhalf of 2008, only 0.4 percentage points off the pace of growth recardid i
corresponding period in 2007. This was based on continuing strong growitirevenues and
increased export receipts in the context of relatively robustmumiity prices. Tighter
macroeconomic policies also helped to contain inflationary pressures.

In terms of the countries for which data was not available, thehd&Forojected a growth rate of
7.0% for Suriname in 2008 based on forecasts for commodity pricegiln Apese projections
have since been marked down significantly but commodity prices, aBpeagricultural
commodity prices, are projected to remain relatively high. Grasvtherefore likely to track
lower but still significantly above the long-term average. $hme dynamic is expected in
Guyana where agricultural commodities and gold account for a u@e of export earnings
and GDP. Data on growth in the Bahamas in 2007 are not yet avaiablereliminary
information on tourist arrivals indicate that the dominant tourismosewould have had
challenges in terms of soft growth in tourist arrivals. Modegabwth in consumer demand and
relatively flat construction activity also predisposes growth to be muted.
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Inflationary pressures in the region have been further inteddify the persistent rise in world
food prices, the continued depreciation of the US Dollar against majoencies and pass-
through effects of higher world oil prices. The regional inflatiate increased from 5.1 per cent
for the first six months in 2007 to 9.1 per cent for the same timedo 2008. Countries such
as Jamaica, Suriname and Trinidad and Tobago reported levels dfomfthat were
significantly high, ranging from 11.3 per cent (Trinidad and Tobag&pid per cent (Jamaica);
which is largely responsible for the hike in the regional inflation rate.

(Table 2A in Appendix and Chart

3).Countries such as the Bahamas,
Barbados, Belize, ECCU and Guyana
reported relatively moderate inflation

rates for the period under study; it
ranged from 3.6 per cent (Bahamas)
to 6.9 per cent (Belize). On the

contrary countries such as Jamaica,
Suriname and Trinidad and Tobago
reported levels of inflation that were

precariously high, ranging from 11.3

per cent (Trinidad and Tobago) to
16.2 per cent (Jamaica).

The Bahamas inflation rate increased from 2.63 per cent in JarR0QiAdo 3.6 per cent in Jan-
June 2008 that is a slight increase of 0.97 percentage points. Thiseneesaked by accelerated
increases in the prices of food (1.9 per cent) and housing (4.9 per cent).

Inflation in Barbados remain relatively the same as it deecedy a mere 0.23 percentage
points, as it was 5.5 per cent for the first six months of 2007tded to 5.27 percent for the
corresponding period in 2008. The major influences on domestic retaik pueee hikes in
international oil, food and other commodity prices, as well as thwval of subsidies on
petroleum products during the second quarter of 2008.

Belize’s inflation rate increased considerably by 4.5 percenpmgets in June 2008 when
compared to the inflation rate of June 2007. This drastic increase2fdt per cent to 6.9 percent
was due mainly to the upward push of international oil prices wsthritkledown effect on
transportation and rent, fuel and power. The sharpest increaseedctar food prices (12.3%)
and was largely driven by higher prices for food staples sudtows whole chicken, rice,
tomatoes and cooking oil. Also a 8.8 per cent growth in the price siliga contributed
substantially to the 7.3% increase in the cost of Transportation & Communicatiareservi



ECCU consumer prices increased for the
period Jan-June 20Q8mainly due to the
elevated retail price of food, fuel and other
commodities. The increase in the
consumer price index ranged from 1.5 per
cent in Antigua and Bermuda to 6.8 per
cent in St. Vincent and the Grenadines.
The food sub-index, which accounts for
the largest share in the CPI basket, was
higher in all countries except St. Lucia;
although various measures such as price
control and tax exemption on certain food

items were implemented, price increases were recorded for a wideafiogpd products.

Consumer prices for the first six months of Guyana were 5.76gmr increases in global fuel

and fertilizer prices, as well as global food shortages in tvaed rice has put pressure on
domestic prices for 2008. The prices of goods and services conbniugcrease despite

governmental measures and CET waivers to reduce domestic price increases

In Jamaica inflation for the period under
review was 16.2 percent, relative to 7.1
percent for the comparable period in 2007,
prices grew by 9.1 percentage points. The
primary influences on inflation for Jan-

June 2008 were lagged and
contemporaneous pass-through of
increases in international grain and crude
oil prices and higher prices for domestic
agricultural commodities.

Suriname’s inflation rate increased to

double digit figures, as it increased from 9.3 per cent(Jan-June 20014.% percent(Jan-
June2008), this is an increased by 5.2 percentage points. The majoofcuséeing the same
reasons as the other countries with relatively high inflatidesrathat is, the increases in
international prices of food and fuel. However, with regards to Suaramother factor is the
fact that since November 2007 the price of non tradable productsidmadeen increasing

significantly and rapidly.

8 For the ECCU the exact figure of the increaseflaiion is not available.



There continues to be a sustained
increase in Trinidad and Tobago’s
inflation as it increased by 4
percentage points from June 2007 to
June 2008. Inflationary pressures
intensified in the first seven months
of 2008 as consumer prices rose by
8.7 per cent compared to 4.6 percent
for that same period in 2007;
primarily due to rising food prices,
which account for 18 per cent of the
consumer basket in the Retalil Prices
Index. During this period, food
prices rose 15.6 per cent, which was double the 7.7 per cent inceggstered during the
comparative period in 2007. The higher prices for food items wereusttible to the escalation
in international food prices particularly for wheat, corn, rice andhledvils and fats. Also
contributing to domestic inflation was a spike in prices relaieslater, electricity, gas and other
fuels (21.1 per cent).
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The unemployment rate rose significantly in Jamaica and méygimaBarbados while in
Trinidad and Tobago it decreased modestly. The significant seiaalamaica’s unemployment
rate was attributed to job losses primarily in Construction, Bddgt Gas and Water and
Wholesale and Retail, Hotels and Restaurants.

Of the eight territories complete data was available for tmge of the countries (Barbados,
Jamaica and Trinidad and Tobago). The average unemployment figubee region remained
relatively stable as it increased by 0.6 percentage points, miveimg8.0 per cent in June 2007
to 8.6 per cent in June 2008.

In Barbados at the end of the first quarter of 2008, the unemployatergtood at 7.9 per cent,
this was slightly higher than the rate for the corresponding pdapd®007. The rate of

unemployment among males decreased by 0.2 percentage point to Ghtpaowever, female

unemployment rose by 0.5 percentage point to 9.4 per cent. Employreses lwere recorded
mainly in the Manufacturing, Wholesale and Retail Trade and Business Seeat®s.s

The unemployment rate was 11.9 per cent as at April 2008 for Jartfagaepresented an

increase, relative to rate for April 2007 which was at 9.4 per Téptjob seeking rate increased
to 6.9 per cent during the review period from 5.3 per cent in thresponding period of 2007.

The increase in unemployment in Jamaica reflected job lossesaryi in Construction



(18,300), Electricity, Gas and Water (2,000) and Wholesale and Rétédlls and Restaurants
(800).

Trinidad and Tobago’s unemployment rate for June 2008 was 5.3 per ckatsecbnd quarter
of 2008; it was 14,700 fewer persons employed compared to the firsgtrqpia2008. This fall in
employment in the second quarter of 2008 occurred in the context of eall daeour force
contraction of 10,600 persons with the following sectors registehaggteatest job losses:
Community, Social and Personal Services (-20,800); Finance, Insuraeak,ERtate and
Business Services (-4,600); Petroleum and Gas, including ProductionjnBedind Service
Contractors (-1,500); and Wholesale and Retail Trade, Restaunahtsotels (-500). Job gains
were however recorded in the majority of sectors, including QOftaenufacturing (4,100); Other
Agriculture, Forestry, hunting and Fishing (3,600); Transport, Storage anamGnication
(2,200) and Construction (1,600). The contraction in the size of the labaer daring the
second quarter of 2008 translated into a modest decrease in the participation rate tod@Bitl per

* %

The trends in credit growth across the region was also mixie ifi' half of 2008 with 5 of the
8 jurisdictions registering lower credit growth relative to twresponding period in 2007.
Credit growth fell off in most jurisdictions as economic grostibwed in The Bahamas, Belize,
The ECCU Area, Guyana and Trinidad and Tobago. Moreover, although gredith
moderated in Trinidad and Tobago it remained at a robust 7.3%. Credihgnoved higher in
Suriname (12.3% to 20.0%) and Jamaica (13.0% to 14.3%) and more moderd&ahpados
(2.9% to 4.3%) during the review period as loan rates declined by264énd 28 basis points
respectively in these countries.

The average interest rate spread
for the region declined slightly
by 30 basis points as the average
loan rate fell by 30 basis points
and the average deposit rate
increased marginally by 10 basis
points in the T half of 2008
when compared to the
corresponding period in 2007.
This however masks the mixed
trends in the financial systems in
the region as spreads fell in
Belize (70 basis points), Guyana
(40 basis points), Jamaica (130
basis points) and Suriname (120 basis points) but rose in The Bali@éndmsis points),
Barbados (38 basis points), The ECCU Area (20 basis points) and @irandarobago (25 basis



points). These trends evolved in an environment where all countries deatang with
inflationary pressures brought on by high and rising internationahmamlity prices and still
robust domestic demand conditions in some countries, although growth raseddfi the %
half of 2008.

In this context, Trinidad and Tobago and Jamaica have moved to tightenamopelicy to
address the situation. Interest rates have risen in Trinidadabat)d with the spread widening
as both loan (55 basis points) and deposit rates (25 basis pointsyeéacrdais occurred as the
Central Bank of Trinidad and Tobago raised its repo rate by 58 pasits and mopped up
liquidity using a range of instruments including the sale of for@xchange, an increase in the
cash reserve requirement and the temporary re-imposition ofefleeve requirement in the
review period. In Jamaica’s case deposit rates have moveticsigtly higher (93 basis points)
as the Bank of Jamaica increased rates on all its tenorsoanddtes came down (26 basis
points) leading to a narrowing in the spread (130 basis points).

In The Bahamas the growth of
domestic credit to the private
sector slowed to 1.9% in thé'1
half of 2008 down from 3.6% in
the corresponding period in
2007 as growth slowed.
Slowing growth led to
weakening consumer demand
and consumer credit.
Additionally, the slowing of
construction activity in the
residential real estate sector led
to slower growth in residential
mortgages. The dynamic of slower growth, increased uncertadtyisk averseness on the part
of financial institutions led to an increase in the interest sptead by 80 basis points as loan
rate increased by 25 basis points and deposit rate rose by 20 basis points.

The banking system in Barbados continued to experience high liquidiheif' half of 2008.
This expansion in liquidity reflected higher holdings of excess ¢® banks which stimulated
increased demand for short term instruments such as trealisygitiving the discount rate on
the 3-month treasury bills down by 70 basis points to 4.16%. This togethea reduction in
the minimum deposit rate resulted in a decline of the interestora 3-month deposits by 80
basis points over the review period. Commercial banks were abdever loan rates and the
weighted average lending rate fell by 28 basis points. Bankt ¢cethe non-financial private
sector therefore rose by 5.0% in th& Half of 2008 compared to a 2.9% increase in the



corresponding period in 2007. This increase was based on the strelegttiing to the personal
sector.

The interest rate spread of Belize fell by 70 basis poirttssirf" half of 2008 when compared to
the same period in 2007. Although there was excess liquidity inirtaecfal system it was
unequally shared among the commercial banks leading to heightengzktitmm for the
business of large depositors such as the Belize Social SeBuatgd (BSSB). This competition
resulted in an increase of 50 basis points in the weighted awipgsit rate while the weighted
average lending rate fell by 20 basis points as average gredith eased to 4.5% in th& half
of 2008 down from the 6.2% recorded in the corresponding period in 2007.

The growth of bank credit in the ECCU Area slowed to 4.4% irlthealf of 2008 down from
the 8.9% recorded in the corresponding period in 2007 as economic actitegesl. Credit
growth in the personal and corporate sectors both slowed from theraighided in the *ihalf

of 2007. Net credit to central governments also declined by 21.9%eirreview period
reflecting the smaller overall deficit. Commercial bank lkiijyi fell slightly reflecting slower
growth in deposits. The weighted average loan rate fell by 43 pasits in the review period
as economic activity and credit demand slowed. Increased liqinditbe commercial banking
sector also led to a drop of 80 basis points in the 3-month weighted deposit rate. Theatéerest
spread therefore increased by approximately 33 basis points.

Net domestic credit of the
banking sector declined in spite
of increased credit to the private
sector. The growth of bank
credit to the private sector
slowed to 5.7% in the*1half of
2008 down from the 8.3%
recorded in the corresponding
period in 2007. Higher deposits
of public enterprises and lower
borrowing by government led
the public sector to be a net
depositor of the banking system.
These developments led to a
continuation of high liquidity. In this environment the weighted averageonth deposit
interest rate declined by 10 basis points over the review periodeoven, softer credit demand
led to a fall of 55 basis points in the weighted average loan eatdting in the interest rate
spread narrowing by 40 basis points.



In Suriname, continuing high liquidity from strong export receipts, robustedisendemand
rising inflation and a relatively loose monetary policy resultedsignificantly faster credit
growth to the private sector. The growth in commercial bankstctredihe private sector
increased to 20.0% in thé' half of 2008 up from the 12.3% recorded in the corresponding
period in 2007. In this environment the weighted average loan ratéy fBlI0 basis points and
the weighted average 3-month deposit rate fell by 20 basis poitite neview period resulting

in a narrowing of the interest rate spread by 120 basis points.
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The current fiscal performance of the region was mixed in YHwlf of 2008 when compared to
the corresponding period in 2007. Five jurisdictions experienced a weakerimgr current
fiscal position with three (Suriname, Guyana and The ECCU Aezayding a decline in their
current fiscal surpluses while two countries (The Bahamas amda@as) experienced an
increase in their current fiscal deficit in th® Half of 2008 relative to the®lhalf of 2007. In
most cases, increased expenditures seemed to be the mainalsestiainable fiscal positions
even in jurisdictions where robust revenue growth ensured surplusee Whex improved
performances in the case of Trinidad and Tobago, Belize and Zaov&cthe review period as
the current fiscal surplus increased strongly in Trinidad aslthdo and Belize, with Jamaica
registering a more modest improvement.

It is noteworthy that the countries that were able to post susplusze generally the
jurisdictions which were primarily commodity producers or had &gamt commodity
producing sectors (Trinidad and Tobago, Belize, Guyana, Suriname aadtaganThe dramatic
increase in commodity prices in th& half of 2008 shored up their fiscal accounts as current
revenues increased strongly. In this context there were markgdviements in the current
fiscal position of Trinidad and Tobago and Belize as they recordetbra than threefold
increase in their surpluses while Jamaica recorded a 23%aseche its surplus. In the case of
the other commodity producers in the region Suriname registeredy asvel decline in its
current fiscal surplus while Guyana recorded a more signifidadine in its surplus. On the
other hand, countries which are primarily tourism-based genengligrienced deficits in theé'l
half of 2008 with Barbados and The Bahamas recording an increasé eutient fiscal deficit.

In the case of the ECCU, the current fiscal account continued t@psplus in theihalf of
2008 but this fell by 33.6% when compared to the corresponding period in 200VIdge part
to significantly higher current expenditure on goods and services,swag® salaries and
transfers and subsidies.

In terms of the countries which recorded improvements, Trinidad and Tobagosnaarce was
due in large part to a 54.2% growth in revenues based primarily amciegase of 87.3% in



revenues from petroleum and related companies (supplemental pettabe 8PT) and Profit
Petroleum Tax (PPT)). This was driven in large part byhtige increases in energy prices in
the ' half of 2008 (See Table 4). In Belize, the improved performanceae current fiscal
accounts was due primarily to controls on expenditure which led to a @&@poin current
expenditure in the®ihalf of 2008 relative to the same period in 2007. This was buttregsed b
9.3% increase in current revenues on the basis of strong growthrgvéamues and more modest
growth in non-tax revenues. These increases were driven pyirbgrincreased tax revenues
from domestic oil production. This growth in revenues was achiaevespite of a fall in
international tax revenues which declined as the government rolledrdamkue replacement
duties that were designed to cushion the impact of high oil pritescirrent fiscal position of
Jamaica improved over the review period as current revenue growth J2suiipped current
expenditure growth (16.8%).

Suriname’s current fiscal position in th& half of 2008 was essentially unchanged from the
performance in the same period in 2007. The surplus was based orekpéediture control
and increased revenues from better tax administration and contiliast tax revenues from
the mineral sector.

In the case of the ECCU Area, the decline in the current suopkrsthe review period was due
to higher expenditure growth (15.5%), especially on goods and servicieh weflected
increased costs for fuel and utilities, increased salary auttagsrenada and increased outlays
on transfers and subsidies to mitigate the impact of rising faddfweel prices. Transfers and
subsidies in particular increased by over 100%°immdlf of 2008 compared to the comparable
period in 2007. This increase in expenditure overshadowed the approyimh@tél increase in
current revenues on the implementation of new tax measures andptngsiex in economic
activity. Tax revenues on income and profits in particular wereyugpproximately 17% as
corporate profits rose and as tax arrears were collected i@ soomtries. Amendments to the
indirect tax regime also led to an increase in sales tax of approximatébp.

Guyana’s current fiscal surplus declined in tfiehalf of 2008 relative to the same period in
2007 as the growth in expenditure outstripped revenue growth due to significa#ses in
wages and salaries. Revenue growth was driven in large p#re bgtroduction of new taxes
and debt relief.

In Barbados the current fiscal balance deteriorated significamthe ' half of 2008 when
compared to the corresponding period in 2007, with the current deficibgicgefrom B$2.2
million to B$93.5 million. This occurred as current expenditure aswd by 14.5% over the
review period significantly outstripping the growth in currenteraues (5.7%). Expenditure
growth was driven by increased outlays on transfers and subsidies University of the West



Indies, as well as to a few public sector corporations. Algmerediture on goods and services
jumped by 41.5% as some elements of capital expenditure wéassiBed and shifted to this
category. The deterioration in the current fiscal positionhaf Bahamas in the'half of 2008
was due mainly to slower growth in revenues.
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In terms of the overall fiscal position the performance in thealf of 2008 was also mixed and
generally reflected the performance on the current figacabunt. The overall fiscal position
improved in the ¥ half of 2008 in Trinidad and Tobago, Belize, Guyana, The Bahamas and The
ECCU Area while it deteriorated in Barbados, Jamaica and Sweimdran compared to thé'1

half of 2007. The overall surplus increased over the review periodniddd and Tobago and
Guyana while deficit turned to surplus in Belize. The overadldi accounts also improved in
the ECCU Area and The Bahamas as their overall deficit ddctimer the review period. The
overall fiscal position deteriorated in Barbados, Jamaica and Swriaanme first two countries’
overall fiscal deficit increased and Suriname moved from surplugeticit over the review
period.

In the ' half of 2008 the overall balance ran counter to the current fissition in The ECCU
and Jamaica. In the ECCU Area and Jamaica the surplus on et @acount was reversed to
deficit on the overall account. Jamaica’s reversal was causéower than expected grant
receipts while the position of The ECCU Area reversed duewerl but still high capital
expenditure.

There were significant improvements in the overall fiscal mwsiof Trinidad and Tobago,
Guyana and Belize. In Trinidad and Tobago’s case this was drwémelperformance on the
current account as revenues from the petroleum sector increigséfitantly in the 1 half of
2008 in the wake of significant increases in international petroleurespri Guyana’s overall
fiscal balance improved in the review period as a result ofeased revenue collection,
increased grant receipts and decreased outlays for capital eéxpendihe improvement in the
overall fiscal position of Belize was due mainly to better peréorce on the current account as
tax receipts from oil production increased, as well as capitalnie from the sale of land and
increased grant receipts. More moderate improvements on the digeall account were
recorded by The Bahamas and The ECCU Area as their defanitswed. The overall fiscal
position of The Bahamas improved over the review period as current reviemued up and as
capital expenditure was scaled back. The improvement in the EQ@d wWas driven by
increased grant receipts and a fall in capital expenditure.

In Barbados the overall fiscal position deteriorated over the repéied driven by the outturn
on the current account caused by soft revenue growth and significegdises in expenditure on



subsidies and transfers and goods and services. In Jamaicatheakerioration in the overall
fiscal position was due mainly to lower than anticipated revenoggyeants and a significant
increase in current expenditure, especially on wages and saladalebt payments. Suriname’s
reversal on the overall fiscal balance was due to huge incrieasapital expenditure over the
review period.
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The external current account balances in the various territwges immensely challenged by
persistently high international prices for oil, food, construction n@$eand other major
commodities as well as a slowing of the global economy. Fafitederritories for which data
were received, there were widespread declines in the elxtemmaent account performances. By
June of 2008, the external current account deficits deteriorated ia taratories when
compared to the same period of the previous year. As such, theatxtarrent account
worsened by 55.2 percentage points in the case of Guyana and 102.3 pengeintgg® the
case of Jamaica, while Belize recorded a reversal from W8libn to a decline of US$75.9
million. Barbados recorded a deficit of US$ 110.7 million, but thisisted from a narrowing of
its deficit by 24.9 per cent. In Trinidad and Tobago, the externa¢mueaccount surplus also
declined by 47.7 percentage points to reach US$ 793.4 million.

The external current account of Barbados was assisted by @enfage rise in traded output
largely as a result of a creditable first-quarter performamd¢ourism, though it was significantly
below the average rate of increase between 2003 and 2007. Howevewdbexe increase in
payments for retained imports, particularly intermediate impon@nly fuel). The increased
outlays on imports outweighed the modest increases in tourisnpteeegid domestic exports
and therefore contributed to the external current account deficit.

Preliminary indications are that the trade deficit widenechenECCU on account of a higher
level of imports largely as a result of elevated commodityeprias well as tensions in the
international market. Consequently, import payments rose by 5.6 per é¢ the same time
Banana export receipts fell by 26.2 per cent, reflecting lowedyation in Dominica, St. Lucia
and St. Vincent and the Grenadines. The deterioration of the merchaadeseéeficit was partly
cushioned by an increase in the number of visitors to the ECCU membetries by 4.5 per
cent as there was growth in stay-over arrivals by 2.6 peracehalso an increase in cruise ship
passenger arrivals by 7.4 per cent. Arrivals from the US rebduiadlewing a decline in the
same period of the previous year as growth increased by 4.1 perefégtting increases in
airlift and intensified marketing activity in that market. Ti@nber of visitors from Canada,
UK and the Caribbean non-ECCU territories increased by 26.9 pedckmter cent and 2.2 per
cent respectively. In the case of Canada and the UK, theagseie visitors was assisted by the



appreciation of the domestic currencies against the US dollarekhsasvincreased airlift and
marketing. Moreover, the number of visitors from the other Caaiblo®untries rebounded, and
may be attributable to the hosting of special events in some E€&@btries such as 20/20
cricket tournament in Antigua and Barbuda. Cruise Ship arrivalsbeasted by the return of
major cruise lines to some ECCU countries earlier in 2008.

In Jamaica, there was a sharp deterioration in the externahtaccount following an increase
in the deficit on the merchandise trade by US$527.6 million. The wideiitie trade deficit
was triggered in the main by the expansion of imports as a wdsal67.2 per cent growth in
expenditure on fuel. The primary impetus to the expansion in expast$nareases of 12.7 per
cent and a 33.6 per cent in alumina and non-traditional exports, respectively. Thegvafahie
deficit was also assisted by a reduction in the surplus on thieese account by US$269.8
million. There was a partial offsetting of the deficit agesult of an expansion of current
transfers primarily as a result of an increase in remittances $g4J&million.

Over the period October 2007 to April 2008, Trinidad and Tobago recorded rededhe total
refinery output by 0.8 percentage points. Notwithstanding the deadlinoeude production, the
country continued to benefit from the increase in the price of aiitemational prices rose to
historic levels. As such, during the first ten months of the figeat from October 2007 to June
2008, the price of a barrel of West Texas Intermediate oil [\&Mdraged US$107.13 which was
71.9 per cent higher than the US$92.32 average for the first ten months aofritegponding
period for 2006/2007. Moreover the oil price peaked at US$147.27 in intraedtiyg on July
11, 2008. Natural Gas production increased by three per cent duringsthterfimonths of the
fiscal year as prices rose steadily from US$6.94 per thousandfeebitm a high of US$13.06
per thousand cubic feet by June 2008. Methanol exports also increased byr D@t pe spite
of a decline in exports value.

Early indications for the Bahamas are that the external tuerecount deficit narrowed by
US$148.6 million for the first half of 2008 compared to the sameg®f the previous year.
This occurred as a 32.8 per cent falloff in net non-oil imports moreahsorbed a 38.1 per cent
hike in payments for imported fuel, leading to a decline in thelmaadise trade deficit of 11.7
per cent. The improvement was mitigated by a 6.1 per cerngadecr in the services account
surplus, partly owing to a downturn in net travel receipts of 3.3ceet and a reduction in
offshore companies local expenses. Softer arrivals numbers wreersc weakened tourism
outturn for the second quarter as visitor arrivals fell by 7.2 pet; ethough below the 12.1
percent posted in 2007. Losses in the air segment were significanthiled to 1.3 per cent,
while the continued falloff in the sea arrivals moderated to 10.4 per cent. Havinigh\gepefect
on the outcome, net income outflows fell sharply by 70.2 per cemmlym@ssociated with a
reduction in private sector net interest and dividend remittance#e wet current transfer
receipts declined by 12.6 per cent.
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Data were available for only five territories. The terrgsmrecorded mixed trends with regard to
the flow of external capital movements. Suriname realisadtautflow, a continuous trend
observed since June 2006. At the same time, Barbados recorded aidaotiheflows by 86.7

per cent compared to the first half of the previous year. The thhee territories recorded
increases in inflows, with Belize realising inflows in 2008 justler eleven times that of the
June 2007 level while inflows more than doubled in Guyana and Jamaica for the same period.

Jamaica recorded the most substantial increase in inflowsflasvs increased by US$613
million to reach US$1,212.1 million, the largest for a single tawitn the region. Net private
capital flows grew by US$1.4 billion, largely due to the shiftindg-DI inflows and higher net
portfolio inflows. Private capital inflows were buoyed by thke gd a local rum manufacturing
company to a Trinidad and Tobago firm during the review period. Ad¢dhee time Net official

inflows increased by approximately US$131.7 million. As a restliprieate capital inflows

were more than adequate to finance the current account deficit.

Barbados recorded a smaller surplus on the capital and finaoc@ird by June 2008, relative
to the corresponding period of the previous year. Net long-termcpabtflows totalled
US$20.1 million, the result of higher amortisation payments of cegtraérnment. Private
sector net long-term inflows declined when compared to the preweas as significant
outflows for tourism-related loans to the private sector warerded. Short-term inflows also
declined compared to the figure recorded in 2007, when there wasiging loan for the
Grantley Adams International Airport.

Preliminary estimates show that the surplus on the capitdireanttial account in the Bahamas
widened by US$161.8 million. This was supported by net public borrowing88W0 million
which strongly reversed the net payment of US$21.6 million in 200Thelprivate sector, net
direct investment receipts improved significantly, as net equifiows strengthened to
US$108.8 million. However, net private sector loan financing deadaS&14.4 million from
US$99.7 million, whereas external support from domestic banks shortfirgeincing rose to
US$17.9 million from US$4.3 million in 2007.
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The total gross international reserves for the region reach&@4,/1 million in the % half of
2008 up from a gross international reserve stock of US$11,352 million availakiee
corresponding period in 2007. Trinidad and Tobago accounted for 84.6% of thesaéwcrea
reserves. The exchange rates of the floating exchange gateereountries in the region
exhibited remarkable stability in a difficult international ecoroemvironment with Guyana’s



rate static while Trinidad and Tobago and Jamaica experiencegpegciation of 1.5% and a
depreciation of 3.3% respectively in tH&Half of 2008
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The total gross international reserves for the region reach&@4,/1 million in the % half of

2008 up from a gross international reserve stock of US$11,352 million availakiee

corresponding period in 2007. The growth in gross international resertres fhhalf of 2008

was driven by significant increases in Trinidad and Tobago (US$38,66Rlion), Suriname
(US$125.2 million), Guyana (US$109.1 million) and Barbados (US$101.7 millidvipre

modest increases were generated by The ECCU Area (US$7Bign)niBelize (US$47.4
million), The Bahamas (US$31.9 million) and Jamaica US$4.5 million). dféuatic increase
was generated by commodity based economies and was due mainliggoincreases in
agricultural commaodities and energy prices in the first half of 2008 (See Table 5)

Jamaica’'s  gross international
reserves position in the™1half of
2008 was driven by a large external
current account deficit caused
mainly by a dramatic increase in the
cost of imported fuel which
overshadowed increased export
earnings from better performances
in the alumina and non-traditional
export sectors.  Significant FDI
inflows in this period ensured that
the level of reserves was broadly
maintained.

The improvement in Barbados’s gross international reserve posiigsndwe in large part to
inflows of approximately US$350 million of which US$149 was private aseting-term
inflows. This helped to offset the increased external curresduat deficit caused mainly by
increased cost of fuel imports. The increased gross internateseai’es in the ECCU Area was
due in large part to FDI inflows targeted at tourism relategisituction projects in member
countries. This occurred in spite of the widening of the externadrduaccount deficit as the
cost of fuel imports increased significantly and as banana export revesuliesd by 26.2% due
to the lingering effects of Hurricane Dean. Increased touresripts also helped to bolster
gross reserves.

In the case of The Bahamas, gross international reserves irdpesvehe external deficit
narrowed due to softening non-oil import demand and reduced private iutttances. This



helped offset the increased cost of fuel imports. Increased psddior borrowing also
contributed significantly to this improvement in gross international reserves.
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The nominal exchange rate of Guyana, Jamaica and Trinidad and Toeegcelatively stable

in the context of the uncertain international economic environmentingUmd of period
exchange rates, the exchange rate in Guyana was static 1/ tadf of 2008 compared to a
depreciation of 0.9% in the same period in 2007. The exchange ratmitadrand Tobago
appreciated by approximately 1.5% in tiiehalf of 2008 compared to a depreciation of 4.0% in
the corresponding period in 2007. In the case of Jamaica the exclas@gexperienced a
depreciation of 3.3% between the end of 2007 and June 2008 this compared teiataepod
0.9% in the 1 six months of 2007.

Exchange rate dynamics in Jamaica for tffenalf of 2008 was due to moderate demand for
foreign exchange and active liquidity management by the BQOhancontext of uncertain
international economic conditions
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The region’s external debt stock rose to approximately US$13,102.40 niillitve £ half of

2008 up from the US$12560.50 million stock for the corresponding period 2007. The increase in

the external debt stock of the region was driven by significagreases in external debt in
Jamaica (US$325.7 million), Guyana (US$118.9 million) and The Bahan&&l(J.5 million).
The increased debt stock was driven by external financing neethe face of weakening
external current accounts.

More modest increases were
recorded in Belize (US$4.9
million) and Trinidad and Tobago
(US$36.8 million) while it fell in
The ECCU Area (US$28.5
million). The increase debt stock
of the region was due primarily
for inflows to finance deficits on
the external current account
driven in large part by high and
rising international commodity
prices.

The increase in the external debt of Jamaica was partly duélawes related to financing the
deficit on the external current account. The external debt oveihargpsed in Guyana as a



new multilateral payment schedule was introduced and because méwheredit arrangement
with Venezuela, a Non-Paris Club creditor. The increase in xtenal debt stock for The
Bahamas has associated with the Government’s US$100 million bonavisishewas designed
to shore up the external reserves position as net private sgatofinancing decreased. In the
ECCU Area’s case, the decrease in the external debt stock occurretd bs@as bond matured
and because St. Kitts and Nevis made a one-off payment on a commercial bank overdraft.
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