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Global Conditions Bring Negative Quarterly Growth

Beleaguered by challenging global market conditions, the local economy 1s estimated to have contracted further in the second
quarter of 2009 after esttmated declines of 3.3 percent in the first quarter of 2009 and 1.1 percent in fourth quarter 2008 (Figure
1). (Republic Bank’s forecasts of real GDP growth were positive for quarter IV, 2008 and quarter I, 2009. However, actual data
point to negative real output and a slowing economy, with which we now concur. We have adjusted our model and analysis

accordingly )

The energy sector experienced mixed fortunes in the second quarter, as oil prices increased to average US$59 48 per barrel, but
natural gas prices softened further. For the first time in twelve months, the rate of inflation fell to a single digit in June, when 1t

eased considerably to 8.4 percent. The rate fell further to 5.9
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Energy Sector

Conditions in the energy sector remained subdued duning the period, notwithstanding an increase of the average o1l price to
1US$59 48 per barrel from US$42 90 in the previous quarter. Gas prices continued their downward trend, sliding further to
US$3 83 per mcf from UUS$4 71. Any gains from increased o1l prices may have been offset by the continued slide in produc-
tion. 01l production for the first five months of 2009 fell 4 1 percent compared to the same period a year ago. On the other
hand. gas output increased 3.3 percent during the period. However, the latest Ryder Scott gas audit confirmed that proven
reserves fell by approximately 9 percent, reaching an eight-year low. With increased supply on the global market this year,
natural gas prices are expected to remain low over the next few months before nsing in 2010. The Energy Information
Administration forecasts o1l and gas prices to average US$67 38 per barmrel and

US53.05 per mef, respectively in the third quarter.

Figure 2: Inflation Rate (% Change y-0-y)

Fiscal Conditfions

Weaker energy revenue has severely restricted government’s finances. In spite
of this. a surplus of approximately $1.300 million was recorded during the
second quarter. compared to a deficit of $2.320.3 in the previous period. The
government announced that 1ts 2009/2010 budget 1s projected to carry a deficit
of $7.7 billion (5.3 percent of GDP), down slightly from $85 billion (6.3
percent of GDP) in the just concluded fiscal year. The falloff of revenue 1s
expected to push public debt upward as government turns to borrowing to meet
the deficit. Reserves of foreign curmrency dipped marginally to approximately
US$10.000 million in June 2009 from US$10,371 1n March or approximately
11 months of imports.

Monetary Condifions

As mternational prices continue to weaken, the rate of inflation stood at 8.4 percent in June, evenmally falling further to 5.9
percent by July (figure 2). Given the easing of price pressures, the Central Bank lowered the “Repo” rate twice dunng the
quarter. By the end of June the “Repo™ rate had been cut to 7.5 percent from 8 5 percent in March and was reduced further
to 6.75 percent in August. In July, Republic Bank lowered its prime lending rate to 11 percent from 1225 percent, still the
lowest prime rate in the market. Year-on-year growth of private sector credit improved to 4.3 percent in June from 3.1
percent 11 March. spurred on by increases in commercial bank credit to businesses and increased real estate mortgages.
However, when compared to the 18 4 percent of a vear earlier, this represents significant slowing of credit. which has led to
the build-up of liquidity 1n the system. As a consequence, short-term interest rates have declined with the three-month
Treasury ball rate falling to 2.3 percent in August from 6.9 percent at the end of 2008.

Consumer Confidence
After a persistent slide since September 2007, MFO/RBL Consumer Confidence Index (CCI) increased by eleven points
from 53 to 64 in June 2009 (figure 3). This reversal of consumer pessimism was
linked to the consumers’ optimistic outlook for their personal finances, as 61
percent of those surveyed at the time expected improved or comparable finan-
cial circumstances in 2010, Another measure of consumer sentiment is the
Retail Sales Index. which, after plunging by 29 percent to 198 4 in the first
quarter, like the CCT, 1s antictpated to have recovered slightly in June.

Figure 3: Retail Sales & Consumer Confidence

Ontlook

The global economic slowdown adversely impacted the Trinidad and Tobago
economy during the second quarter of 2009. The economy 1s expected to face a
challenging environment for the rest of the year. The energy sector, which 1s the
lifeblood of the economy, 1s not expected to register significant growth, if any at
all, during the period. Low gas prices and flagging oil production are expected
to characterize the sector’s performance. However, government expenditure 1s
expected to provide some stimulus and therefore maintain some level of domestic economic activity
of inflation means that the Central Bank has greater leeway in pursuing a more accommodating
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lesting Times and Difficult Decisions

Testing times are truly upon the region, with all Canibbean states grappling with revenue shortfalls due to reduced receipts from
tourism and commodities. Many states faced additional anxious moments over the possibility of a revision of the repayment terms
of the Petrocanbe programme, having incurred sigpmificant debt since its inception three years ago. Spats have flared up between
some states over immigration laws and their enforcement, while others have aligned themselves with trading blocs based on
economic need rather than shared ideology. While the fallout from global economic conditions was inevitable. one wonders if its
effects needed to have been as severe and far-reaching. Historically, regional efforts at building capacity and forging integration
have moved at glacial pace, with extensions and postponemenis an established routine; an almost political parallel to “1sland time’,
that languid, laid-back lifestyle that used to distinguish a Caribbean existence from the faster-paced, less tolerant, developed world.
One wonders if a fully established mntegration effort with agreed goals, philosophies and strategies. would have better prepared
mmdividual states for the present challenges. Has ‘Island time” exacerbated the severity of these testing times?

Table 1: GDP Growth (% Change)
2007 2008 2000f

Antigua & Barbuda 69 5.0 -5.2
Barbados 3.2 05 -3.6
Cuba 73 43 08
Domimca 18 21 -4.7
Grenada 45 33 4.6
Guyana 53 3.1 -1.0
Jamaica 14 -12 -4.0
St. Kaits Newis 29 43 -1.5 r
5t. Lucia 1.5 0.7 -2.0
St. Vincent and The Grenadines 4.5 43 -2.5
Source: Latin America Monitor f - forecast
Barbados

Economic activity in Barbados contracted by 3 percent during the first half of this year, with sharp declines recorded in both tourist
arrivals and manufactuning output. Armmivals fell by 8.5 percent from January to May, as a surge 1n visitors from Canada was not
enough to offset double-digit declines from the key source markets of the US, the UK. and Caricom. Reduced foreign financing
imnflows resulted 1in a number of big projecis being postponed or cancelled, leading to a 4.4 percent contraction 1n the construction
sector for the first 6 months Not surprisingly, unemployment increased to 10.1 percent in the first 3 months of 2009.

Declines in the cost of housing. fuel and transportation led to a fall in the twelve-month moving average rate of inflation to 8.3
percent in April from 8.6 percent in March. Both credit and deposit growth was virtually flat during the first half of the year, with a
persistence of hquidity in the banking system. Consequently. the downward pressure on rates saw the Treasury bill rate, minimum
deposit rate and weighted average lending rate all decline during the period. Lower rates are expected to persist into 2010,

Cuba

The prevailing difficult conditions have prompted a revision of Cuba’s official GDP forecast from 6 percent to 2-2.5 percent. With
lower mickel prices and lacklustre tourism receipts, government has sought to mitigate significant increases in debt levels by cutting
fiscal expenditure and import spending. Declines in food and fuel prices have brought some relief: nonetheless, Cuba continues to
draw heavily on favourable o1l financing arrangements with Venezuela.

Recent months have brought some positive developments, with nickel prices (though still lower than in 2008) nising from under
TIS$10,000 per tonne 1n March to TIS$15.000 per tonne in June. Also. bucking the regional trend, arrivals for the first half of the
year grew by 2 7 percent bolstered by increased Canadian demand, Cuban-American visitors and some diversion from Mexico
following that country s Swine flu epidemic. However, tourism eamings declined sigmficantly in the period. as competition forced
down prices and tourists spent less money.



Grenada

Grenada's economy is currently experiencing the full effects of the global economic recession and 1s on
course to record a significant econonuc contraction this year Government revenues for the first half of the
year are estimated to be down 30 percent from last year, as the tourism sector is estimated to have declined
about 20 percent for the same period. while construction contracted by about 30 percent. The unemploy-
ment rate was estimated at 25 percent at the end of the year, while inflation, which averaged 8 percent for
2008_ fell to 2 8 percent in March this year. Nonetheless, the authornities continue to remain focused and are
pushing ahead with plans to introduce a value added tax (VAT) regime by 2010. The authonities. through an
existing Poverty Reduction and Growth Facility, adnunistered by the IMFE, secured additional financial
assistance of US$6.8m in June. In June, representatives of Grenada attended the Bolivaran Alternative for
the Amernicas (ALBA) summit as observers, joining fellow Caricom states Antigua Barbuda, Dominica and
St. Vincent and the Grenadines who were there as full members of this Latin Amerncan bloc.

Guyana
Guyana has enjoyed mixed fortunes this year. The central government’s fiscal surplus grew by 13.5 percent
1in the first quarter compared to the 2008 period due to higher collections of tax revenue and lower expendi-
ture. The fiscal accounts are expected to weaken during the rest of the year however, due to slowing

- ecanomic activity and weakening tax receipts.

“The government s optimistic 2009 forecast of 4.6 percent GDP growth i1s even less probable now, as sugar
, production fell by 11 percent year-on-year for the first quarter due to poor weather conditions. The mining
. & quarrying sector also contracted. with bauxite production down 12.4 percent and gold production falling

by 1.5 percent despite increased global demand for gold. There was. however, a strong performance by the

rice sector, with first quarter production jumping by 21 percent year-on-year to 45.000 tonnes. The current

dry spell attributed to the El Nino phenomenon can potentially wreak havoc with agriculture production

- and threaten export revenue. In April Guyana finalized a US$28m Inter- American Development Bank

- (IDB) loan for housing construction and in May secured Euro 53m (US$76.5m) from the EU for budget
mlpjmu:tmd sea defense maintenance.

~ The Region
The OECS states have bahﬂ impacted by lower tounist armvals, reduced remittances and foreipn mvestment
resulung in reduced revenue and a slowdown in economic activity. The severity of the slowdown has
B ed OECS governments to seek assistance to compensate for revenue shortfalls. Thus far, 5t. Vincent,
ninica. St. Lucla_-__a;!lSt. Kiits Nevis have recerved assistance from the IMF.

" A similar scenario exists in Jamaica_ where as a result of the significant contraction of the bauxite sector

and reductions in remittances and tourism receipts. the Ministry of Finance expects a US$1.3b shortfall in
revenue and foreign exchange. As a corollary. the Bank of Jamaica expects the economy to contract by 4
percent in 2009. Jamaica 1s currently negotiating an 1UUS$1.2b loan from the IMF.

Outlook

‘With a tentative recovery now taking place in the key source markets of the US and Europe, there are
prospects for improved economic conditions in 1215 months. For the rest of the year however, conditions
are expected to remain relatively unchanged. signalling months of economic hardship and difficult
decisions. For already debt-ridden Canbbean states, one legacy of these times 1s sure to be even higher
debt levels. Extreme care should be taken to ensure the decisions made in these times do not lead to more
insidions legacies like uncomfortable alliances, threats to sovereignty and a stymied integration movement.

Sources: Central Bank of Barbados, Economist Intelligence Unit (EIU) UK, Latin America Monitor
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Whither Consumer Sentiment
in Trinidad and Tobago?

by Ronald Ramkissoon, Ph.D., Senior Economist, Republic Bank Limited

In March of this year consumer sentiment in Trinidad and Tobago (T&T)
dropped to its lowest point since the Consumer Confidence Index (CCI) was
originally pioneered almost seven years ago by Republic Bank Limited (RBL)
and Market Facts and Opinions (MFO). This country’s only CCI which
measures consumer sentiument quarterly, fell to 53 in March of this year, from
100 when computation of the Index was first started in December 2002.
Barning the original base of 100, the Index never regained its peak of 92 which
was attained on two occasions over the seven-year period, in September 2003
and December 2004 (figure 1). Nevertheless, the Index rose to 64 in June 2009
after six quarterly declines.

Figure 1- T&T's MFO/RBL C.C.L

The decline in March should not be too much of a surprise. Consumers mndicated then that in
addition to price pressures, they were now concerned as well about an economic downturn. This
was consistent with the announcement of lay-offs by some companies at the time and was also
consistent with the worsening global financial and economic conditions. Further, the survey
upon which the Index is based was conducted 11 March 2009, the period during which the news
of the CLICO calamity continued to grab the headlines.

In fact, the Index has been declining since December 2007, falling for six consecutive quarters
until March 2009 when it hit its lowest point of 53. Disheartening and unfolding news about the
US financial crisis m particular, coupled with domestic 1ssues of rising food prices, crime and
the CLICO problems at the beginning of 2009, no doubt all had a telling role in this decline of
the Index. The only time the Index came closest to 53 was in December 2006 when 1f reached
67. In that period and simuilar to reasons advanced for the present sentiment, rising prices were
pinpointed by consumers as the major cause of the negative outlook. Indeed, the end-of-year
inflation rate that year (2006), reached 9.1 percent, approximately three times the rate in 2003,

Use of the CCI 1s well established in developed countries as 1t 1s another tool that 1s used to
gauge, not so much economic performance as measured by economie indicators but how the
consumer “feels” about day to day living in general. It therefore goes beyond consumer percep-
tions of economic issues to include socio-political issues as well. Understandably, sentiment can
be a nebulous phenomenon based as it is on a range of factors including consumers’ response to
actual domestic economic conditions, external conditions, news events, seasonal factors,



expected conditions and other imponderables. The Index 1s often viewed as a leading indicator of other
indicators - such as gross domestic product (GDP) - as ifs computation takes account of not only current
sentiments but expectations about the future as well In this way it is viewed as useful in foretelling short
term trends m output and consumer demand.

Interestingly, except for the inflation rate, almost all the economic indicators for Trimdad and Tobago read
better now. or to be more precise, at the end of 2008, than they did at the starting point of the CCI in 2002
(tablel).

Table 1- T&T’s Selected Economic Indicators

Economic Indicator
Real GDP growth (%)
GDP per capita (USS$)
Retail Price Index (% change) 42 12
Unemployment Rate (%) 104
k. Fiscal Surplus (TTSm)
- Net Foreign Reserves (USS$h)
Stock Market Index
. Qil Price (USS) 259
Source: Central Bank of T&T, Various Publications

842

Fa example the unemploj,ﬁnent rate at the end of 2002 was 10 4 perc:ent compared to less than 5.0

0 e be thought. In other words the impact of high food prices in particular, on
1he consumer may very well outweigh all other positive trends in an economy. So too rising crime which
might explain the general decline in the Index since mception. Another explanation might be that purely
material improvement does not guarantee a feeling of satisfaction or happiness. These explanations hold
nO SUrprises.

The good news 1s that the latest survey shows that the Index rose to 64 in June 2009 from 1ts lowest spot
of 53 in March 2009. This was explained in the survey by an improvement in consumer expectations for
2010 and mght have been related to rising erude oil prices. Is this the beginning of a more positive trend?
One will have to wait on the results of the next MFO/RBL CCI in September, 2009 to find out.

The Executive Summary of the Index is available on Republic Bank's website www republictt.com every
quarter, while the entire Report 1s available for purchase from Market Facts and Opmions, Tel.: 627-8417
or Republic Bank Ltd., Tel.: 625-3617 Ext. 3107.

Read this Newsletter on our website at: http://www.republictt.com/1asp/ren.asp
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